ECONOMIC RESEARCH INSTITUTE FOR

NORTHEAST ASIA
RHEZAEBEEZTPR

i$

A

T B

&/ iR - LR 7S

- b P
TERS

i= Jb






97%%%5% %

#5212 H
L

THS 90ET, THE . W7
SRl A S, HEBREREEOEHIEY . HEWT
ZOERTIE, mr7* 6 HEIDFUE - RIEEE, BEEN oS
BT U OREiE T, SREEH

BUF, &olRE k) SIS o usiso.,

Zd AR BGTHE, ol TR OL T,
JERB e A el W L U IR Mo 211V B Wk - S N

VT 'LL(f%_{:nii. qﬁ_j I

kel

3T AMLET,

2A7H K
R Wig IR mel
g W
S Elbs i i (RS T RN S
TILHL T o 7 3K B O B B ARME ~ [ T 0 Peslidn
JE USSR
TER B AR R T S R~ ol i

E1tEyiar
<UNDPEFTHEESEHY 4L 25—
Pt At
o Rl RIRAE B
o 057 i HE )T R
o i aR AR S R R
i RN S E

- }'€
« R EYLEE HALE 2 R

o B RRECEIGEETE 4 o L 7 P ALWDT ST EEECA
. I:RI\”\;JH fﬂf}uui)i\

2A88 0
Bo2tyiar TEEBEKOBRIRERE,

el
o SR HLER I Sy Ak g I 98
AL AU A
o T [E AE LA BEYE B iR B R
o ok b RRE R AT RO AL R
« eiBRa SHEE R DHGE R Bl & EARFAR R
» WHELGREFIF R BRI Bt
o JOE T SEE e L NG {2 M 5
BRI E Ao E R aTR R

1B

FA HUEHUE

ﬁ_f:jﬂ'l PR S B i

« rjrE

ERINA,
Gl EILE LA,

IZ5WwT 3 BMzd 0,

EIN T e

"EfIHISREORKE B2,

PrigEL, HE, Bl E . W
A L THEES SRS BT T
kT fraeg L,

Sl PR e SRR, WIERRC: R A

(AT ERINAZEGHED

O O 30 B O
000 000 CR P 00

Tl
B

T
et

W W

A HlHE
AT T =Y

T B
iy = B A S S I Sl A e |

y-Yarti

CEES N T

O S N S
oK
1) - 2k

LG ¥=2
W



EBI3tbviar THEPIVTILB T 5ERERIIOEA

Trald
s HEEHRREFNEE 7 o2 7 pE T DTEERA FHH Ol
i3 A L
o H Aol A BT i SRR R R KT EE
s oF T FURCERRE T L BH R
= SRR IFYE PT BT FiooFuok
o PR LE {r"'E‘fyit”““iiﬂ‘i"f'r'l‘éf VS mE g
o o I ) s b G R TR 9T ¥ — e &
HH o BN asE
«FEH L 7 AR ATV F T
EERNtEyIar (98E) TKEZBISIT2EBOBFHH0HY H,
Pk
o Bl e e B SRR SRR Ak Bk
i) A b
03 TN R Ta-FL T sz
I = Ve ARV i P v v s Il N3 ¥ 4 - A L Rl K bt B 9y 7z

DS B B G
o IR AL R A I R S A R R

FLydFL A 20w ST
TR R

o STV AR T it
EAMRE / HEDDS & 4 24 L (TSR IR R AR R

2RA9I8 (&)
WiEty>ar (INRNWTZXAhval)
Pk I
o G T = U A Y LA — R RIS i T
"xﬁf\ YA b

» T U T R SE SR T R - Ky Ny LAYt oy
b Y i iR E R AR E FLoBL)an

R T O T B R S (MRS SR 15 WFIE

= H‘Jhuﬁbﬂ S E MR R LTFREF G by

7
FHIN=T TN
*

» U ELEE ml»miwh'i BB LB L
o SHE AR RO RAL I T U T R Bl #—
oM BEREER O L o L 7 B PR L




R

o

- dehs

2

i
JE

HEHET2H 6 [l L Ty
THIL . GEO MR
Lo

Lz, BEHEES 2 —F— s CHELAZ S, B
Mg & AR LTI AR T AlllA e 0 B T
ETdHol, ZOFREHET AEREBEOZMERT.
UNDP {EhISsstED oSsovizith i, BE. A
Wy s T EREIE T O O LEIKL Tyd, L
AL BILIIR FEE T H WS ALY {Z9H
Lt%nu,ﬂ%v&ﬁwiﬁ#;u;f;nm%mum
Kt H, Dok REROTRL, aiRiE,

FEDHIC e, MBI AR -
¥ AR ORI RS VR AL Ty D,

AHET VT REE OGRS A IR F I oo OFEE R

T LT
AR e =
u%ogﬁmwﬁMwmdowkw<z@#m%i

HEOFFL
3.“

-?'

et A

pringc X

fhEanadl &ils

5%

FE
TR LT v 4 oA 3Ry iR C Rl LA

1 ld. Sl BT A GRO =y ofEEO R = B

FFALENDEEETHS,

Mo, MEofBliKEE %i?%ﬁﬂumﬁmf
L (T RERD é? Ay, RN
HHTWL L) I ETHS,

a3k, 8- %’i"ﬁ%t:li&!ﬂ:‘"%ﬂm F—i oy 7R L
Vi) LT L, HEIBM YIS - VR T S o
BWYWRIETO = b F— v TEENTH D AR
MEChHL, MM, LH7OFIIETAUE - ﬁﬂw“

I o oR [ [ R AR T E L AV 8

b v, £ Tlkn

— -y TORIE.
Fow s b LTIRAT
9% R E b 726
AT bl

&, Ay o 7 EREEC

’

N

o

7
THFEEMN LA L T F T E bR
CRUE - B IR MR
Bl TV Ena DT, W, Aoy &
ek = ofTHACEED Pa g Ty bn
Ak ThHA, LOEIOWTHE, HIFHFEORHAIEN
CEECHI. TOHMEREBT L0, SERE S

o]
C JEG

o

Fesk 7 ¥ 7 sl o P FE R E
— W ORI A (PHAR)

Zohe
il

ks

H o GEIR A R R E M SR E RS

145 HA T, Sl e A R L MR L, el
LT D EMEETHL, HI, YED S ORI

WA AR A R HEYETL TvrL
ODADE A 2T VL ABLIRIZ B VTR
AMBETH D,
S T L L

& G

b

AT AL e B Ay
d. RO
FhoET AN ERELEe, Z0Ld el
T, MO CE oM. Rk
i
S 27 B ORI S S

AT HRABIEHTETHS G,

Y 5 R N N i

oy, Y - BEEROUR L A2 F AONE. TolH
DI WAL MR B IR - frni'f/)‘ii‘éhﬁvﬁ" HEN

A, gy 7ol BOTHIU (Bl —12

G L B IE L EIUTETDLL A A il U T o R
AEMHMFFE A,

SIS OB HIET B 2 HFEOITENC M B RRY
Rk a 2 0B R TV E Y,

B, O THEIETES . SETAERE SN AHO

g b BT O RN A i ARRAGEE L 1 B s
BIETHL,
212, MO -

thEnBim e ET S 20 o L

Gl lEi ey — L, Bir L, WishEET S72H0
AR SR L AT A OEIZ 2T O T
ok Thb,

fefeis, EREMS AU L TBRE L Aov, [EhEREIZE
T 4 ELERIW Ee AR, £To AROFRHENR S
Y3838 & i+ 5 frd il ITH“! tE MBS, Ld B, A

FERBOSEMIE S b TR, b EEEoF T
SEHT A L Th L, RATERESEREE LT, BROE
A O T o A i AR ST U [ W R0 U1 el b B )

‘JlWﬁﬁﬁnrfmﬂﬁE%ﬂﬁ %70, FLATIHES &
LCue A BRI R AR, SE 5 5HE . W7

TG S50 A ST oRFEMORER T S

TaTed,



KEYNOTE ADDRESS

O oD o 0, G P 0y o 2, O 2

00 o 0 O
OGP OGP B 0P 0GP LR O O O SR 0P O 0P P R 9 v o

L o0n 2, D O On A, R« T < T, T SN U« T, T . TR < O T o T, o T L R o T o J . S By L L
00000000000000000000000QO0OOOOOQOOOOOOO000000OOO000000QODOQOOOOOOO000006000000000000000000000000003000000000

£ (oMo S, TR - S+ T « T TN« .- F
ODD 000 000 000 000 000 000 000 000 OOO

Accelerated Development of Northeast Asian Countries :
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Asia is not only one of the earliest cradles of
civilization, but i1s also a cradle of man itseif [t
was in Asia that many of the most fundamental
inventions and institutions of the world first came
about  Over the millennia.  Asia made major
contributions to the world in all aspects of human
activity, science the arts literature. philosophy,
religion, government, commerce and lrade
architecture, industrial development, ete ete

But history be it that of the world, a region
or a particular country or ethnic group never
develops in & straight line. In the past fwo or
three centuries, Europe and North America moved
ahead very rapidly while Asia lagged behind. But
here again the process was not uniform Japan
during the period of the Meiji Resloration {orged
ahead of many of its Asian neighbours and
developed a powerlul economic and military
establishment At the same time, a number of
Asian countries became colonies or semi-colonies
of the imperial powers and the entire area was
racked by wars and civil conflict, followed by the
Second World War which brought unteld deaths
and destruction to hundreds of millions of peopie
This was then [ollowed by the Cold War, which
sometimes  Dbecame very hot  wars and the
emergence of very different and mutually hostile
social and political systems

But over the past decade or so, vast changes
have taken place lhroughout the world, including
Asia We are now on the threshold of a new era
And Southeast Asiz and Northeast Asia  the
fastest developing regions of the world, are at the
forefront of these changes

Northeast Asia is an area of great diversily
and immense promise The establishment of a new
partnership between the countries in this region
will benelit not onty the peoples of the region but
also other peoples of the Pacific Rim countries

The couptries in this region have very
different histories and backgrounds and their
fevels of economic development are also very
different. But they all have a common desire to
cooperate for mutual prosperity In this respeet,
the three major topics for this Northeast Asia
Economic Conference are apt indeed That is. the
qguestion of the Tumen River Area Development,
the question of Special Economic Zones and the
question of foreign direct investment
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The Governmenis of the Northeast Asian
Countries compleled their sixth meeting of their
Programme Management Committee of the Tumen
River Development Programme in New York last
December where they all agreed on the need for
linking their respective economies on the basis of
their respective comparative advantages What the
Governmenls had decided in New York was to
establish a framework for promoting development
amongst their respective couniries and aisc with
the countries of the region as a whole Their
discussions which we were able to witness were

conducted in {ull view of representatives of
relevant international organizations under the
auspices of the United Natiens Development

Programme And such openness and transparency
are important faclors in ensuring the success of
this important Development Programme

Currently, the flow of trade among member
countries of Northeast Asia is growing rapidly
But when the agreements signed between the
Tumen River Development Area countries come
fully to fruition. we will no doubt see a far more
rapidly  increased exchange of trade and
investment, which will in turn further promote
peace, security and stabilily in this entire area

The prospects for such a rapid rise in the
mutually profitable exchange of goods and
services in this area are great indeed At the same
time, we should always keep in mind the great
diversity and different histories and stages of
economic development of these countries

In view of the above, 1 would like if I may,
spend some minutes Lo review some basic issues
on economic cooperation for the promotion of
accelerated development in the Northeast Asian
countries

First in my priority list is the need to make a
study of the macroeconomic framework of each of
the countries in Lhe region

Second in my list is various kinds of market-

oriented reform including various forms of
privatization of state-owned trade and
manulaciuring enterprises to enhance their

efficiency and competitiveness

Third is the guestion of the establishment of
a partnership for trade and investment It is
important to ensure that suitable (ypes of
partnership be established to promote trade and




investment belween the respeciive countries Al
ihe same time the formation of a Northeast Asia
trade and investmenl partnership should nol he
seen as a competitive economic bleck but rather
as a complimentary initiative which will help to
hring about world-wide economic growth

Fourth is the need to harmosize trade and
investment regimes and regulations among Lhe
countries in Northeast Asia, as well as between
ihe Northeast Asian countries and the rest of the
world And in this connection, Lhe important role
of the Special Economic Zones In order to realize
these prospects a thorough examinalion and
analysis of the successes and setbacks of the
special economic zones and ol ways ol attracting
foreign direct investment which under the
present circumstances of cut backs of Officiat
Development Assistance on the part of the donor
community should be primarily private foreign
direct investment -- are of over-riding imporfance

On the basis of such research and analysis it
might be useful to conduct a comprehensive study
of the resource complementarities and comparative
advantages within the region. Such & stady could
point out directions [or future exchange or trade
and the results could be used to design proposals
on the basis of which governmenis could
concentrate their attention Such a comprehensive
study, which T consider Lo be essential, of course
would take time and money. But we cannol wait
We have z saying in China: “Ten thousand years
are too long, seize Lhe day, seize the hourl” There
are already literally mountains of material on the
experiences. successes and setbacks of the Special
Eeonomic Zones in China over the past 15 years
There are alse tons of material on other special
economic zones in other countries under whatever
names, including the many and varied industrial
parks or technological parks in the developed
countries which all coutd have relerence value in
finding ways whereby some ol their successful
experience could he adapted with the necessary
changes to the specific coaditions of each
individual country in this rvegion. On the basis of
such a study on the part of each individual
country in accordance with s own specific
conditions, which could of course be conducted
also in consultations with other countries in this
region, it would be of use for the countries of this
region lo try and harmonize their aclions and
design proposals on which governments could
concentrate Lheir attention, taking into account
the resource complementarities and comparative
advantages within the region

The harmonization of actions includes the
need fo examine the relevani regulations of the
concerned countries and in accordance with the
laws of each sovereign country, harmonize such
regulations so as to facilitate the flow of irade
and commerce hetween their borders Such
harmonizations could heip remove or at least

alleviale distortions in the relative prices of goods
and services produced within the region for the
benefit of all  member couniries Basically
speaking this type of harmonization is aimed at
facilitating the mavement of trade and investments
on Lwo fronts The f{irst concerns harmaonization
of trade and investment regulations pertaining Lo
member countries of the region while the second
relates 1o the harmonization of the trade and
investment regimes of the region vis a vis the rest
of the world, particularly with regard Lo regimes
retaling to the flow of investment resources [rom
third countries

The Fifth issue which 1 wouid like to address
is the promotior of physical public inlrastructure
development inciuding the further strengthening
of the air and surface transporiation systems,
communication [acilities, and power generation
and delivery systems to serve the increasing
needs of the countries in the region Private
sector participation in the public infrastructure
development through the BOT {Build, Operate
and Transfer) scheme or similar frameworks may
also be considered.

I trust that these substantive issues will be
extensively discussed during the upcoming
sessions of Lthe conference | would, thereflore
limit the rest of my speech to two concrete
propoesals  for  speciflic  aclions to meet the
requirements of the ahove issues

First, it seems Lo me that it might be useful to
conduct a comprehensive and detailed study to
analyze resource complementarities of the region
as well as relative prices of tradable goods
produced in each country

Second, the Conference might also consider
the feasibility of establishing a small muitilateral
system to monitor, review and disseminate
information on concrete vooperative activities for
the promotion of economic and social development
in the region

In conclusion, 1 would like to quole a passage
from the Preamble of the United Nations Charter
in which it is said that we the peoples of the
United Nations are determined, inter alia, “to
employ international machinery for the promotion
of the economic and social advancement of ali
peoples.” It is precisely for the realization of
such a purpose in this extremely important part of
the world that we are gathered here in Niigata at
this Conference As an Under-Secretary-General
of the United Nations, I would like to reiterate the
commitment of the Unite¢ Nations system to the
provision of technical cooperation activities for
economic and social development the world over
and that the United Nations Department far
Development Support and Management Services,
which I have the honour to lead. will continue its
efforts in supporling economic cooperation among
ali the countries in the Northeast Asian region
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Objectives and Achievements
of the Northeast Asia Economic Conference
in Niigata ’96

Hisako Tsuji

Senior Researcher

The development of Northeast Asia with the
Tumen River Area Development as cne of its main
projects, has entered the implemeniation siage
International conferences are expecied to be an
opportunity to exchange practical information and
discuss effective concrete plans, rather than an
accasion to present merely ideas and vague
visions  Thus, {rom the organizers poinl of view
the goal for holding the conference was to provide
an oppertunity for individuais {rom the countries
concerned to discuss practical plans for the
development together with their actual intentions.
In order to achieve this goal, people involved in
policy-making or the actual development were
invited to speak as panelists  To broaden the
views of the regional development which so far
have been led by local districts, and o ensure the
discussions would be effective, officials of central
governmenis from the coustries concerned and
individuals from the economic world were also
invited As a resull, discussions concerning
concrete  plans  for  the development were
energetic. fubure issues were made clear, and the
discussions led to suggestions for activities |
feel that the objectives of the conference were
successfully achieved In addilion, we had a
delegation  of officials from the Democratic
People’'s Republic of Korea (DPRK)  and it was
significant that all countries in Northeast Asia
had representalives atiending the conference
Some accomplishments of the conference and
future issues are as follows:

One of the most imporiant tasks of the
development of Northeast Asia is io activate
private investment from foreign countries, e  to

ERINA (‘)")Lnf\)

induce corporate investment by Japan or the
Republic of Korea (ROK) in the northeastern
regions of China the Russian Far East, the DPRE
and Mongolia  Unfortunately, investment has not
been very active in these areas except investment
in the arcas where many Koreans reside in China
by ROK enterprises. and investmeat in Dalian by
Japanese  enterprises  DBoth invesiors  and
recipients participated in a discussion  Why
Northeast Asia is nol atlractive to invest in and
how disadvantages can  Dbe improved were
presented by Lhe investors  side Tt was
benelicial that there were some suggestions made
A warning sent 1o the vrecipients was that
investmen!{ would nol be made just because
infrastructure has been impiemented and a special
economiic  zone is  eslablished Investors are
sensitive to visks and Lhey feel that the stability
of the macroeconomy and political situation
consistency  of policy, adhering i{o conlracts
investment security, ete are necessary. The
DPRK requested for invesimeni to be separated
from the political situation However it cannot
be said that this atlempl was success{ul in
appealing  to  Japanese invesiors under the
circumstances where there are no diplematic
rejations between the DPRK and Japan and the
problem of cumulative debls still exists
Presently, investment is sought alter alt over the
world.  As Mr Lee Youn-Ho of the ROK pointed
oul enterprises would not invest il recipients do
not  offer a world compelitive investment
environment  Recognition of global
compelitiveness is necessary f{or the Nakhodka
Free Economic Zone Their rival is not only



Hunchun but aiso India and Vietnam

It is well known that slable close cooperation
between central governments and al the local
level is necessary to  actualize development
projects  From  the circumstances of  the
development projects in Noriheast Asia such as
the Tumen River Area Development as the main
project. which have been led by local districts, it
is clear thai support from ceniral governments
towards loval governmenis is important in order
to  raise  funds Thus, we invited central
governmenl represenialtives [rom Russia, China
and fapan to have the opportunity to engage in
discussion One of the achievements of the
conference was recognizing Lhat there is room f{or
improvement in the cooperation between central
and local governments TFor example in Russia
it is necessary at the central government level to
systematize special economic zones for making the
policies of preferential treatment for foreign
investment or special ecconomic zones effective
In China, it is essential te be ranked high on the
central government's Hist of capital distribution in
order to receive official aid from Japan The
Japanese gevernment was also criticized by other
countries for its negative atlilude towards the
development of Northeast Asia; it is imperative to
approach the fapanese government Lo change their
perceptions [ is hoped that the discussions of
the conference were effective in filling the gap
between Lhe central and local governmenis of each
country and this will lead to actions for
strengthening cooperation

Another difficult problem is the weak
economic foundation of the west coast of Japan
and inadeguale links Lo it Considerable progress
was made in the [Jirst step towards the
development of Northeast Asia when the sea
routes hetween Jilin Proviace in China and Niigata
and Pusan via Rajin or Chongjin in the DPRK
were opened last vear However, in reality, it has
not been easy to lhave sufficient freight

particularly  from Japan It is nccessary in
preparation for the new Zarubine route to prepare
the Japan side or reexamine ihe transportation
network If these Japan Sea routes have to be
closed because of being unprofitable, it could be
detrimental o the recent trend of expanding the
development of Northeast Asia This is due to
the weak economic foundation of the Japan Sea
coast of Japan  According lo a report by China,
legs than 1% of all freight from the three
northeastern provinces of China Lo Japan is
Lransported lo ports along the Japan Sea side. At
the conference. economic predictions illustrated
that  commedity flows ihrough Dalian  would
overflow due to the economic developmenl of
China  However, it might be just a dream that
the porls on the Japan Sea side such as Niigata
wouid be activaled by freight from China as long
as the current situation where most freight is sent
to the Pacific Qcean side is not changed The
most  essential  condition for Niigata is the
implementation  of  domestic  itransportation
infrastructure and expanding relationships with
the hinterland, such as Nagano Gunma and
Fukushima  Presently, it is  necessary Lo
sirengthen  the economic  foundation in  the
prefeclure by inviting foreign invesiment from all
over the world

As a result of the meaningful discussions held
during the three davs of the conlerence it can be
saidd that the conference brought oul nol only
dreams  bul  also many  probiems for fulure
development [ hope that similar  realistic
discussions  will  bhe held and contribute
constructively o further development The

question “what ig the possible hreakthrough for
the development of Northeast Asia (if the Tumen
River Area Development Programme is immature)
which was made by Mr Zhang Yun Fang at the
end of the summarizing session remains  an
interesting assignment

__‘18___




i
-
1k

52w {LwEGs e S i D 12 % Bk 2

(L)

Syhr s b sE bl (LT, TRADP) 1E, 18954E12H6
Hizza—3— 7 T du s e i
(RAFL PMCY B, BHEER A S8~ Lk A 722,
UL ASA M S I E L U T VT MR O b o
IEHJ'ZEI{:? (LT, SR 4, & TESICE B A e
Tl (WF, NBELE Eftﬁﬁ!%maﬁﬂm
'mkﬁmﬁmﬁMU@T T HHEEROMT E LT, M
At W A 20EN & oty ToERE, JBRE0Y A
LR BAELCERIZ Db o TR T 2 £ AH0E
Lo Tk Zoib i Bk 4 o de P8 LT #r
RAEMEERIA LI ATHAS,

LA L LS TRADPIGHI - 2 BEO Q10 & Mt
WELTHMMEN TV A, T IHEER 6D BEREEE
OB, TRADPHFMEL TSIz 5 2Md -
Foo WL RV ST EREE (wro) 1R s s
Wil & (BU) Sdiok g Bl (NarTA) DR 61
Bl ﬂﬁ@%m%*ﬁﬁﬁﬁtiﬁtwﬁmﬂm*
Ao colftEE ot b T, £EE

T A T g fwy““f”Imgu=meuvH2h~
BT LM, BV AR ) PR EL T Ak
RO L iigiz v 5,

DEN, BG4 T A — A o iFRIEE 0 R
DEEIE, A4 > FerhiEl & g e PR T LRI -
Tvvd I oS, Shun o RIREGS I, FERER
DR E L Toilghd 6 o PEr L A4 5 L RE 2B
FLTwd, REOEVEN LS BTS2 by SR
HiiL s c WAoo mNERCLFHZS T

T EAAES

WTHD
k% 5,
TRADPIEZ 240 E © . BRI A2 EE O 2o o B0 4
%m?m&<\H%W%WW$@utLTWM$M¢€1
ZRHRE A T, Jedly TGO MO L |
T, B THIE L Ol S A I R Rt o
Ll & LTI, R R THD S,
TRADPUE, iVMETE L 2 BFEBIIDWTH L
A RN R DA P AR A L P, HREOE 4 L O
FH00oh WP L T2, BT A
W, ZAUS ORI A B IR0 & B A5 [
PHELTH A H T 2 IRADPOHIBIE K, LIz LE

P

ERRA

IR Y« 200k
(#iF ERINA)

LGHRIRTIFERE

WSl & AL, BEEOBIRED I S D d A 6 A
L TwaTHA,

ST I, R0 (B L &
FELTVBIRADPIEH ERT I 2h B CH A,
PRI O BN T IR RN g
B G I A PR SRRy A s BB s o

Fhe g

FrEEIE IS,

. EBiTHEOERIRE

1. 5f
{1 B HEaIREg

HRRENRNCUE, TRADPE B LIE R @ 3 A ST ho
%ﬁw%wt&®$ﬁéwﬂ;tuﬂﬁéh%a:ﬂ%B
AIENE . ACWIER G - RS, P AE. oS T
ERE U R T IR TN it Nk 37 o s S R B ] (1
R, ELTOIRADPOREEIE, B E LTHT 47>
FoF kLo EE M L AREN ROl ey
THRTHD,

-mmwwﬁ@ﬁﬁmﬂmuuﬁwﬂﬁwWM¢mﬂm

FLEf T L CRBiR A b L & S0, 2o iEiieE
DS LTS,

BAZWIE i % iR TS @by LT, Jeingg s
9L TIEREROMENCH ), BFEmTEPEE 0 b
S EGIRTH A, Zo L3 SERREE, Spivs
TEEMAEO L SIIBIEN AT L AT 28BS EO
TR RS S S T h, BE OB THREOR S B
ST A L ZAAKECDTHD,

o SPVUREEE & ST EURF O [ B T o B BER
A HMBEOWREREL O T2 2 0 LCORBFREKO
B2 UM LIZEa, oL TIEHFRE S HOH Lol
BEAE T AL L, MEINCERL Tv A LA A DN,
RO BE R BT & T, 55k A oD EREE
LT D, ISEZIEAEG R o B BRI A R
LTih, Zdudu s TIPS~ T 2 5885
TdHb, HHD L T, HEeRELEN TR 5L

DL CREERE £ A2 L L DELEA E wTuna,
LA, oM zztﬁﬁﬂf%; . MEREO L Lo

FEF BRI T A

(= B G 1

— 0 —




AN, FOshis-estiBEOR C L T S T
Do [ERSO0REENG |0 BR T S B e R T S M
e SEE B EN S I £ o T WIE T Sk
FOMTCHEHT - FEE > Twa, Ll BRI
WS [EBELT . ETCHTE S LToRGEFRIZF LA TY
Be

BRGEHCBEAL L) S 2 liioB gL T, i
PRt a Bl £ Sl BmE (ha, LIIRETEE 2
rEoEATEET AT A A0 THE L ONBIIMT
DD 2L, WEECTTBNERE Ay, EEELEO
B aE LR T Sl R B AT A (EEEE I (GSP)
B E N vATHEL, T, EEIERHIWTON A - o3
=TT, HTE R 2T Nhw, Fievd
FCORTHERE D w0 T, BEEEOIEELEL Y,

MEOPMCIT, B Y % CHiRIZ & » ThiE
B AER TH o L ANEBMFEROR2 2 D F 2T,
IRADPOSEOFIEMB LA, Lo Lids, HEE
Hab#MBHEmEE TS 2T, T li&HERe T
Vg FOBERE TS CoTHEREZD S 5% oM
i, s wEFTh s,

{2) WY 2R

ELAES L. EIPYE O EE H OB A A MG
FHELMAE 255, TRADPIZE 28R RIZ 2T
MBI CH 5,

B & B AREROEES LW BENEGF0D,
TRADP SRR R sl il B R Iz K E vk vwE k9,
TOZERTRADPOBENIKE (HHTAHATHSF. L
AL, R IolEnd 7 30cHh s, RO

RGO ToOMEN T o~ £ A TCL H 3,
ElMir s o BLm Lisid, EfREEIPANZEL o T
vig, BERELEE, Blo L 7, dbEEER Ao B

ByosdiiekEe s, ~bFao2ff, FLTA X FO
%I SHbETHEITHOADL £ b2, L Th
B dduy,

PR A2k - Ab R VI N S S S T el & = R AR

L EPNTSE R e T ARERGFE LA s, PE
Wﬁ%ﬁﬁ@&%:@i%f%%&ﬁ&@%ﬁimwa
DT ERL,

Db T RN S O QM T X i
FANNIZIE, 4 > 7 T e el RaAAAH s i
6,

{3} HIERYEEHE

BUREG A BN fEVCsE. B SMHEBB RO

M DRt gE R LA, iAHETHI T A 2 0Bl OES

., TRADP#ASE dqdﬂldﬂLh%®5Uﬂlléﬁ”bﬁﬁﬂ@%ﬁ
EREAZEC LT & TR vl R AR N A
ﬁ@ﬁf@D$TiUd%#ﬁké“ﬁﬁ&kﬁfwéd
Tk 3 BB iR MERET oS el U Tl ilaEns,
BaniTiihELX | F L EOBORET 7 OE 4
DT E DTS A, VHEIS [ RER 1 B iR hE
SR U  WMEYMETEMDEDSREM L . LA L, L
HIRAE L b1 d & DR AEED I TIE, PBlEeA
FLHEN T E o Twh, WA, R L VA ES S
Wl 0 WMNETRIIE 2 THIE VRS E 2 - Ty
Do 190G EA YL E A W o0 4L I R A AL L

DAL - FEH-LA R w. £ OMERHT B
D,

Z ORI BT b ot EBREROR
A& BEEH T 199345 (2 SRE I AL A IO L BRI &
BEL &R a L TThsha,

(4) FEEIRHE

R CD;/’J"’ L AET D A 2 T T oI
g TH D, TRADPIZE » The b BB 2~ &5
WMUHLH, ZiUE, HEEEEASA L 7 IoEEE LT

LiF L s~ 455067 Y 7 o5ERE
LEDEE L Tva, dLgoliii: LTl Tu 3,

30008 F o LT AHENRATRADPEBI D oD 1 » 7 71
AL SN AEETIONRBO L 5 £ Ak, 2
UE T L B dia s, dUEEROREE - REko 5,
B 73FWeChBEFLFRIL I ETHEEN

‘;:7 =]
H «iaﬂlij“xU)U*‘ i, A > 73 litkaitie T E PTG
THOREETHS ), PRI T T T

BT o IR R R AEEY ST bRV THH I,
MR [E 2243 AT & F [HEEERTT ) & v i & L TR
TENTHIEATE D, EHEEDERT (UNDP) HPHbE®
10 77MEEOVERMET 2 LA ENEL LA

e B ARG T R AR T AU S D, BIEORE
FHRIAAE S vt a L LTWA, fEoT, 20
OB T AT A 000 e T B A N,
FEEN BT ILHBE S N v TH D,

42 7 MR b MESERKEFWHTHY
TRADP(E AL G BED 04 95y 248 L T i, ALEERE
BRI A T AR L AW D & o T BRI AR
ENTWHHOUWHEN T - Twd, I, et
THHE R A BT T) & kT % L B0 THS I,
L b, O & D97 IE MmN, MM e LA dr e
BEVHTTEARTE & 2. PEIOSFEITRIERE ¢



UL T bR T E B,

(8} FOft
FRBRDIET O AR 2N D Lo OFRLE TS
LAY F L oRGE FEAHEE L Ty aB%EIE. TRADP
QTR 2RO P TE, WAL 0THE,

HOBIPMCOBEIEC LMD OF, Tl iE 3 wE-~
OO RMUEARECh L, 2NFLOLy ¥— Tl
JEREOUBE A % 5 2 BRSOV RST L2 K s L e
LAFIME RN T D,

FRHEUCR O RAREGER T A T L T ORELIE . W E R
PURITEIE, SO R R L CRA SR R R
ol TEHEN LR D2 S L LTWa, b
JFECE & OB R, FIMOWE LT oF 5k b iR EE
L THB LB E & o Ty,

ALIEE oM - R WS, YRR R 4
FENZEE L < LTV A REE L B IGERLC L T
AN GOEMEAIRC R SR LTy,

ol (8 o BRI AT A AL T IR P L AT B U2 it o
T, dNEVEBERETVE, “oRBIHERTE L0
Eh i, wEIIRKTFE~OT s AR T ATl T L
AR OO Lo THRE L TH A S, PP
HFFZ L o TIRADPIZS 2 SV BRI, [ Semmlis
MBS 70 2 7y b A PO TRADP R B 7e
CHEZEBER TS LA, MEEERE JlEhu,

TRADPOHREEIE, WM 3EE Lol s g+ 2
FTORBLILELSY, BHLIVbEHeRLTHWLEE
i Ji .,} 31]

I, #%
TRADPIZEFHCORY S E > TH e SEHIZ A -
foo REROTEE I EAI L BB s WO S T TR AL
DNOWETETH0T, FIEOEL & LD~ ~
A4, TRADPOMTEN 2T 242 DD TR v, HE
B AMEOSIT I 2T OREF &0 D ol
HGHBEIRII L o T ERIB N ZOERL, TRADP
LEoTH~BlEbNTHELIEMNRENTV D,
PR & AL S LD, FMTE Loos sl
T oMo, BHOBR TSR3 HRZS S
SEEMRL TWwAY, hEE, BREETTHRL Ths
DIOIZERIC, EREOKREL S hVERTE ALY,
b F L, ERERORE,S SEEETRIE-E DL
i Th o7,

MIAZ L o TTRADPOGHE %8GR 5 BEE 2o v,
BMEOHBIZLD2HNH. TRADPO W 4 A B RBIZ0%
EhdThd 5, TOEUFBM ORI, B8 ih

[ N A 0)-?5’{‘!73‘? L ﬁ":ﬁ“‘a

1. BUSEMEES

TRADP R £ O OFEFRSHE L Ty 3 HIME . K
REF L LOTH Y, HEENHIEGL09. dHam, +L
TEERIITSH 2V TIRIR S+ 2 Z Eatka o n
b

LT T, ARERE R O E L, R A 2
FTFEVENS T NETEI G AV THh 9, a2
AR OB M R T L TN OB R 3¢
THHA,

AR, W S BB Okl L O T Ho IR A —
ATHD, W EETRR LS LY Lv S bifikinT
AEFHUOILAHITL TV D00, EBMFRORED, M
TEE O T B L WR A~ o A LB SR A o 0 i
WallATyvd, i CEPFZMEL W< B L2l
BrlaTund, 72U EELHORR L OMFNE S
PS5 25 BEME 2 00D b BB EMIZIES Th o 5,

T (HEelEs) oFEER oA, CoRBOE
2R Ad Livhewd®. [ CRLR O S5 BiG iy

SRR S £ B, hENE, ERERA~OT AL IR
FCOMFMBEOREZ L 0, TRADPOMEE T & 2 i

T Tvd, L L, RS TRADP~DEMI
RN ROT, Rilddhs v, A —ERENEnEY
ORI OETEDITED, TRADPIEII L -T2
EVIDONLTFLHMTHS I, PELERCHE R, L
PLAHE, MENTESHR TN LA Ta, 2
TRADPAMLEE LTwHEIL 20 Thb,

2. BEREA

Koy Ta=nFo bIAT200; ELTESZENT
Vb, LA LBERITE, T, S R bR b2
W OEFERE OB OB R L - T, 20T AN
DIV EVDENLRBEELWLD S AR Y,

Lo DBIEREOHGEME | FEoiFEeRio R
HERT DO CLERRNEOBTRBS B o4t
U e niay,

TRADPO & FE 19 2 tEd& S, BN N 9 150 09 35 5 41
DEEREHEL (T 2785, L Lass, yEtss
TRADPOEMI & GG & ¢, ZoHsE iz iy



DSl G vzl s RE R e STy,

o, WL TS 7 2 SRR
Eltdd, Bl s s ERR A L USRS
DV EILOETHENLS,

TRADP OV EIhE L S8 L - Al & L T - T
VA, OB A B EG TRADPHO 70 Y
o BioH B R A BT AR 2 e BT, E R
A&, LOENTHSS, Lirl, 202 hEHFRENL
FohELTTRADPIZID A, J ol e h 3 (i
B PR RN R S e, B (W
B MO S . ZORBNTORGIEEIZ D
TOEBHPEELH OIS LGB ETHL, ILF#H L
b AN ORYE L . HARITRADP O R 2 23
— bSO E S

5
g

3. BEHOEGHORR

TRADPIZIBE L 7 i B A%, MR TR & » THE
S TdH B L RERREEOEN S L oHZ, B
ARERMSRALOTHITILNER S %y

B0 L, ﬁMKMﬁwﬁﬁmmmum%&
WHFIZHRAATRWR T V7 HEO LS SRR T
WhHEWILOTH D, BEEEFTLHILHE OB
DOBEEHFACETH L, 864 O, ETHHEOREL
TWVBHEAEWPI B,

g P . FORPER AT BRI s RA 5
EXRTEANEIATHH S, MOHBIZER LWL
3 E ORI A fED LT, EodliEin b Byt
s Rl L CES SR S ey, ITEIHEETER T,
HABREOIEFFMTEZLEIO0AR, Falxs I
B LTI Rl B M A 5,

A%, Vg, BEUE, 2L CHloEr e 200
FEOSEINIIEE IR E LRY TH B, SrEE OMHE P
FEL 2o lize i oo s 2 & o S i U T,
&&*ﬂaOH&tww+ﬁ¢%mt¢%;ad‘ﬁmm

OEGHEROIEAFTELAS S, BRI, R0
ﬁ%m%%Mk$”Ha TR O AR D R L
%ﬁo:&mwa?wa9

oL T OME, MR
LT, AT o, RETEE T s'b
T ENTE LﬁOWWW%#ﬂwﬁﬂFa '%VAM

EGWEE TR T E I, BolEIRT 5 B
ﬁm%%k?&:kﬁfaaﬁaéu

A2 7FOREFHAI0E, ST b D E A A
B Ego-—-@oRiiaitE i a~ETHo, NE

[1

DNy =Y

OFpvtEE O B £ BV ECOR . e T A
PR EOMALT BT IRADPOEBNLTY A OTH D,

4. FOHEOEE
TRADPOIRTIEHRIIIE, J0Eo v 7 F #E§IZA

ANETHAL, = I 2 TS R o T Wi
AEFIDHH, TEOF, WEkai, H85kEdEEo

27 PATOREFFHL LI CEETHD, ZOMHD A

/77wmwurf@am& 7 R OULE A T
SEMERE RS,

“ﬁﬁsz

eI EEI AN OB R S L B —2
i, TEY - AORNTH L, FTZHI 0 CLELR
R FEEOFHES, BHEL 4 THEDE
A, OLTF TR, BARNOBERENE A0 F
FChh, AEEkE, IR O OB RS %
P F LAt R L O E S BE S, o
EHE . BT & A o T EML T E T iude 5
B BTN O B PR R 2RI L TV B, TR
oy gridd s, BhiEHohirtesboT
Ho TR,

VAT EOB R O A TR, R R AT IR A B
ERASEE LﬁWﬁth*%Hi FETe S LI N 2 R
AAAPERRHHEELE L LS,

PR O fn i, TR — KA O#fLiziA T,
WEE R Fo AM AR s LT uE ke v, 20T
ECR Y OB Lo HE A R 1Mﬂém&Hﬂﬂw<-f#
~ ORI H A L SEEARMEETL R
Eh iy,

TRADPIZBH R BINEN £ 2 TR &M+ <5 T
Lo EHLIMML, B2 L CZElonTid, TRADPIE
B0 Y &4 AL T 20T & TuRyy, LN
o3 hEiET . ESRRSeHEONE L L ERR A
gL, Sy il e ST ~ & Th s,

P AR A 2 ka0 EnffErr—- YA TH
o_HML\nﬂmmwmmﬁwuawﬁﬂnwémﬁw
T, COFERMAT S, YT OETUIMR
2TV ATRADPIE, BB OE =L %J%ﬂwénh
Gt BiRT. - PAtEd b AR R EOE 2 4RI
ek T. MRNEMEEL TS L) LRI



'l‘%#ﬁ

RO FE0 N L -CRAAGFRL Ty id sy, F 42
EERTREOMOHEBIEL EITAETIH 4 FaEl 24

AR

o, &, S LTSRN o BriEim
WA DA F -y~ = AL HEE UL THAH I,

R 7 — 7 OULIE & B 1E . TRADP OG- 3e8l 20 i T
T BT R0 R ThH Y, FoidiE

I 20 S NGRS B

o T A,

. f&&

TRADPIE, MO ETHENII A S 4726 +ilEN
EHLTOSG, BENETII L2 TRl sty 2ol
BOMBRCOREMT L 25, FEIE, BE0BOWNEL
WO E, BOBERFEHL TN EbYETV R
SO, ZOHLGEEATEITIANLEAS,

TRADP® i MBS | HL AN 2 0y A 1

OEEAFERITIETHD, FENFEEL, F01%
WHELABRBOT RN TEs v DAt sin

THERESA S,

iRt e Tva, T LT, FleofitTE
B IZBEZE LA, & ZOERTFFTARLETH A,
PO & 26000 F Ao EYERILO G - 27 A ) S EREE, BEREGETHL, 2 Th L WER T YT T R AT R R
U2, HOROEYHETHIISOM F L (2380 Tuva bﬁwﬂmiu’ﬂf‘f" “T%,EH C S TSR 0 oA, Sk LT
PO I GO SR S B[ 4 2B O M 2 B 50 5 o 2 b & T O R LI~ o SERA AT 04610 F o 208 L 2, uu'li
AOT TR (GRE R L - 8 12 RS e LG \m& THI . TSR TS, 72 TI080d S Sl s

RO bzl o 7z,
TOHEIEHADTF

A LT A

:..
"

PR A G CHETHETHE300M 1 1

{ui AT

Dol

7
L

*
&

(] 1)y HENEIESEOSEHNE AR (Table 1) The Ove

Tdh =27z, PRPERI BT S B RETHE
OV EIA T BT B JEVRE

RO L TIWA b 00T ¥

{EETHI M AR L s e D e C’)hu‘tm?\.’xlﬁﬁkﬁ.ft‘é LaThlY .

rall Trend of Foreign Direct Investrnent

(B © 106 FJL Unit: USS biL)

1976-80 1981-85 1986-90 1891 1992 1993 1994GE 1)

{Note 1)

Pt Total outtiows 3.7 43,2 167.7 187.1 179.4 199.0 233.5

SiteE Industrial Couniries 33.0 1.4 158.6 177.7 16%.4 168.4 197.8

T AUA Uniled Stales 16.9 7.6 25.3 31.3 41.0 57.9 58.4

B Japan 2.3 5.1 32.% 30.7 i7.2 13.7 17.9

B Europe 17.8 24.3 92.0 107.7 9.6 88.9 83.1

REEFE (2 Developlng countries 08 1.8 9.1 9.5 18.0 30.8 35.7

aof whieh : (Note 2}

FUT Asia 0.1 1 7.8 7.2 15.3 26.4 3.2

i Latin America 0.2 0.2 0.8 1.3 0.8 2.2 2.9

EHAM Total inflows 3.8 55.3 i52.4 52,0 153.2 177.4 239.7

iR Industriai countrias 25.3 36.2 126.8 108.7 84.8 96.8 135.1

FAUH United States 9.1 18.6 53.4 26.1 9.9 21.4 80.1

BE lapan 0.1 g.3 0.3 1.4 2.7 0.1 .9

B Eurcpe 14.3 14.2 £0.5 73.8 72.2 67.0 62.4

BR2LEGED Developing countries 5.4 19.1 258 43.3 58.4 80.5 104.6

of which : {Note 2)
hE China - 1.00GED 3 4.4 11.2 25.8 33.8
(Note 3}

T OHET T Other Agia 2.1 4.6 12.1 20.5 26.2 25.5 33.3

hEH Latin America 1.6 5.6 6.6 11.2 12.8 15.1 25.4
Eo1. M 2. FA-oyEEE. 3.0 1982~85 Note 1: Prefiminary  2: including eastern Europe 3 198285

HiFR @ BIS B5th 438, 199580

Source: 1995 BIS 651h annual report
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AR 1 b ) Fikkh AN bhdh B
R mip AL HFAY - WA HFAY - Hunehun Aajin-Sonbong Nakhadka Vietnam Southern Ciina
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Suh daln Sub tlain Sub HMaln Sub Haln Sub Main
st GIRRATE International Retations f=y b & ) y
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An Evaluation of the Investment Climate at TREDA

by Youn-Ho Lee
Representative Director, L.G Feonomic Research Institute {ROK)

Introduction

The Tumen River Area Development Program
{(TRADP) progressed from the planning stage to
the second phase [ollowing the sixth Program
Management Committee held in New York on
December 6. 1995 The formation of
intergovernmental hodies including the
“Consultative Commission for the Development of
Tumen River Economic Development Area and
Northeast Asia Commission (Commission) © and
the “Tumen River Area Development Coordination
Committee {Committee) " has provided further
impetus to the project. raising hopes for an
economic cooperative community in the region
The latest developments will give new conlidence
Lo foreign investors looking into the region which
has remained inaccessible despite its geographical
advantage and available resources

The TRADP is encountering new challenges
as well as opportunities Changes in the world
economic situation witnessed during the past few
yvears contribute to the problems f[aced by the
TRADP  Multinational companies are constantly
secking new markeis and production bases' while
the globalization of the world economy backed by
the new World Trade Organization (WTQ) is
under progress together  with  the regional
endeavor to consolidate the existing markets as
seen in the FEuropean Union and the North
American Free Trade Avea The competition to
attract foreign investment intensifies as these
global investors seek better places to do business

it is not surprising that the shift of priorities
from politics and ideology lo  economic
development is taking place in countries in Lalin
America and the Middle East as well as India and
China  These nation states are working hard to
bring in foreign investment as a catalysl Lo their
economic development The creation of the best
investment climate has become the main goal and
it equally applies lo the initial efforis in the
Tumen River Area

The Program has been mainly restricted to
abstract ideas related to a future economic center
instead of concrete commitments for international
investors The Tumen River Area as a gateway
to Northeast Asian and Pacific markets and an
economic center compiete with rich resources and
an educated labor force has vet to materialize

The Program faces increasing competition
from Vietnam, India and Latin American countries
that have similar desirable qualities and

enthusiasm for an economic take-off powered by
foreign investment Interest in these regions is
growing as fhey are opening up to the world
The Program is still an unkaown candidate to
international investors It has reached the point
where it must leave the negotiating table and face
the reality of global competition.

An analysis of the investment climate in the
Tumen River Area will provide guidelines for the
Program's effort to join the worldwide race for
economic development The elements of an
investment climate are comprised of the market
ervironment, institutional and production
environments with saciceconromic aspects
including risk and the potential for an economic
entity

I. Investment Climate of the Tumen River Area

1. Analysis
(1) Socioeconomic Environment

Ideally, the Pregram is the converging of
efforts for economic devefopment in each of the
three countries survounding the Tumen River
Area. The triad operate their own special
economic zones: Rajin-Sonborg in North Korea,
Hunchun in China and Nakhedks in Russia  The
thrust of the Program which is the "progressive
harmonization,” calls for the cooperation of these
independent economic zones, while their national
identification remains in place

The Program’s socioeconomic environment
involves the relationship among the economic
zones as well as the political, social and economic
conditions of the riparian countries

North Korea and Russia are stili in the
transitional period with their economic situations
far worse than China's which is already on track
for high economic growth Nevertheless, such
economic conditions will not jeopardize prospecls
for economic zones as they are isolated areas
chosen for intensive economic development
‘Their success depends more on the consistency of
policies and political stability.

In Russia, the continuing conflict between the
central and local governments undermines the
status of its economic zones as a viable option.
The country appears commitied to the Program
with the construction of new ports such as
Zarubino, but investors’ confidence has been
eroded by frequent changes in the legal and
institutional {ramework [t stopped preferential
treatment of foreign companies in 1993 which was




a further setback to foreign investment in the
country ‘The Russian  Far FEast is more
accommodating, preparing  measures to  assist
foreign companies and increasing the number of
economic zones but growth in foreign investment
is not expected until & tarnaround at the federal
level

North Korea's political situation and economic
policies have bheen receiving attention The
country is achieving a higher profile azmong
foreign  investors including South Korean
companies with the Rajin-Sonbong area as an
excelleni example of its openness (o the
international business communily However the
country is still adversely affected by its poor
reputaiion ahroad as an investment destinalion in
addition te its internal problems

There are many roadblocks interfering with
North Korea's ellorts Lo join the world economy,
thus hindering foreign investment in the couniry
[t has no itrade links with the United Siates
hecause of the US Trading with the Enemy Act
which bars the import of goods made in North
Korea The couniry is denied the general scheme
of preference or GSP which allows developing
couniries lower Lariffs on their exporis Since it
is not a member of the World Trade Organization
it does not receive most-favored-nation statas. A
lack of investmeni protection in the form of
treaties also makes it difficuit for South Kerean
companies Lo invest in North Korea

The iast Program Management committee was
a positive development lowards the regional
environment surrounding the Tumen River Area
The official bodies have reached the point where
they can administer differences and influence the
Program However, the outlook remains
unceriain with many poiential conflicis over the
operation of the commiitee and commission
financing and the priority of projects
(2) Market Environment

Export capability will be a major concern in
considering the market environment, which
encompasses domestic and overseas demand Al
economic zones involved in the Program are
naturally export-oriented

The potential export market for the Program
is significantly large due to its iocation at the
crossroads of Europe and the Pacific Rim  This
will play the mosl positive role in the success of
the Program On the negative side is the general
lack of infrastructure in the region and the unique
position of North Korea in terms of inieraational
peiitics is another drawhack

The outlook for the domestic market
environmen! is mixed with opportunities and
drawbacks The total size of the adjacent market
covering China's northeastern provinces, the
Russian Far East and North Korea will never be
insignificant with a combined population of 130

mitlion lwice as large as that of North Vietnam
and about 70 percent of Indonesia

However as long as this potential demand is
not  backed hy significant purchasing power,
investment aimed at the domestic market witl
rémain low. Only the Chinese provinces provide
indications that growth will calch on ia the
region

Before the markel environmeni of the Tumen
River Avea will receive higher ratings among
inveslors the sitwation of infrastructure and
export prospects must improve
(3) Institutional Environment

The institatioral environment illusirates a
country's altitude towards foreign investmeni in
the forms of investmen! codes taxalion laws,
foreign exchange and trade regulations Since the
Program shifted [rom joint development of the
Tumen River Economic Zone to nalional economic
zones, China and North Korea have shown greater
progress than Russia in terms of improving their
institutional environment

North Korea which actively pursved changes
in the legal environment is more generous in ierms
of tax henefits than China Vietnam and other
Scutheast Asian countries Its enaclment of
foreign  transaction insurance laws last vear
complemented its system for foreign invesiment
Stiti the countyy lags behind China and Vietnam
in specific areas which are expected fo take shape
as needs arise  For example il maintains sirict
{oreign exchange control which is a major barrier
{or foreign investors The country has plenty of
examples to follow as China lifted control over the
foreign  exchange  transactions of  foreign
companies and unified the exchange rate of iis
currency i 1994

The weakest link in the region's institutional
environment could he Russia, where the central
government withdrew local authorities offer of
preferential treatment to foreign investors in 1993
with the excuse of protecting domestic industries
{4} Production Environment

Infrastructure is the main obstacle and the
most urgent task for the Program as it determines
the efficiency and competitiveness of an economic
project [t vemains a common problem faced by
Asia’s developing countries including China and
Vielnam whose economic development is often
impeded by their inadeguale infrastructure

There has heen no signs of @&  major
breakthrough with the tolal investment needed for
the construction of infrastructure required for the
execution ol the Program estimated at US $30
billion The development of North Korea's Rajin-
Sonbong alone excluding lelecommunications is
expected to surpass US $4 5 billion

The three Tumen River Area states will not
be able to internally firance the consiruction of
their infrastructure  Their intergovernmental



organizations will not qualify for loans from the
World Bank or the Asian Development Bank and
only China will receive international loans as a
member siate of the Asian Development Bank [t
is not likely that the United Nations Develepment
Plan will arrange the funding for development of
the regional infrastructure

South Korea and Japan have the potential to
provide f{inancing but their curvent political
agendas will not allow such an arrangement The
problem of finding capital for improving the
region’s industrial structural situation: therefore,
is no longer confined to economic dimensions.
The most important factor following infrastructure
is labor and the Program offers one of the most
attractive iabor forces North Korea has a pool
of quality labor which is already recogrized hy
South  Korean companies  which tentatively
transferred production lines used for
manufaciuring to the North A drawback could
be the restriction on local hiring by foreign
companies in North Korea, but the state control
over jabor supply has its own advantage in terms
of stahle labor relations China's labor resources
are vast while Russia's labor {orce offers upscale
technelogy.
(5) Others

The financial environment is a helpful
guideline in assessing investment destinalions, but
the realities f{aced by most developing countries
vender it largely irrefevant for the discussion of
the Program’s investment climate
2. Overall Evaluation

Despite the progress made by the sixth
Program Management Committee, the outlook for
investment in the three Tumen River states is still
uncertain.  They iack substantial incentives with
shortcomings in their socioeconomic eavironments
that oflset comparative advantages in individual
sectors

The continuing chaos in Russia since the
institulion of its economic reforms prevents its
endowmenis of natural resources educated labor
force and advanced lechnology from combining o
produce a positive economic cutcome Loecal and
central governments are nol syachronized over
policies towards economic zones with Nakhodka as
a primary example

The pace of development in North Korea's
Rajin-Sonbong is  bheing  delayed with ils
advantages in labor and geographic location
weakened by the country's unstabie international
relations, which ultimately prevents North Korea
{rom obtaining foreign capital and export markets

China's Hunchun Economic Zone presenis a
hetter outlook as the country's economic boom
expands inland Its sustained development will
hinge on progress in the adjoining areas of Russia
and North Korea which provide China with access
to the Pacific. The importance attached to the

Program by China’s central government appears to
be less than hoped for, as rellected in ils
exclusion of the Program f{rom the list of projects
submitted to international ican organizations

The averview of the Program indicates it has
more unfavorable [actors than [favorable ones
compared {'oqctiler emerging markets despite ils
achievements®

. Recommendations

The Program will enter its fifth year since
discussion began among governments The current
slow pace of foreign investmesnt does not eliminate the
Program's potential as it takes a considerable amount
of time for economic potential Lo assume practicai
importance  The delays caused by political tensions
in the region including a c¢risis over North Korea's
intentions regarding nuclear power have showed only
temporary seibacks to the Program

The experience of China and Vietnam illustrates
that foreign interest in emerging markets tends to be
minimal in the beginningm China has experienced a
massive [lood of {oreign investment during the twelve
yvears since it introduced the open-door policy‘”
Vietnam remained obscure until live vears after the
start of its economic transformation

There is no reason to downgrade the future of the
Program based on the past  Coordinated efforts
among participating countries will he needed to
launch the Program’'s take off The recent formation
of intergovernmental bodies is oniy one of the
indications that the countdowr has begun
1. Political Impetus

The probiems faced by the Program and its
econamic zones are international in nature and call {or
the best efforts of each central goverpment in iis
political social and economic settings

In Russia changes in policy toward its economic
zones will not be possible without the central
government taking the initiative This will ensure
the legal status of economic zones and clear the way
for foreign investment

North Korea is a special case which offers hoth
promises and unique risks The state of its
international reiations denies foreign investors access
to major world markets and credits from international
lending  ocorganizations although  the country's
willingress to develop Rajin-Sonbong provides hope
it will be a long process to remove the obstacles
blocking its relations with the outside world including
its relationship with the United States which is
making slow pregress with a new nuciear reactor
agreement

The increased economic exchanges between South
and Nerth Korea could expedite the process. but it is
aiso dependent on the direction of inter-Korean talks
and the easing of political tension

China has the potential to become the driving
force behind the Program with its access to




international {inancing and experience in economic
development. but expectalions are still weakened
by the country's reluctance to plunge into the
Program 1L is a fair judgment that member
states  preoccupation  with their own national
interests have hindered the Program and China is
no exception  However China can Lake the lead
and that is the kind of boost that the Program
needs
2. International Cooperation
The Tumen River deita is envisaged as a golden
triangie with cach economic zone in harmony for
equal  prosperity  Bul in  reality  balanced
development of the triangle will be a difficul:
process wilh competitive relationships developing
among Hunchun, Rajin-Sonbong Nakhodka and
other econemic zones

The Program will find it necessary to find a
compromise between the competitive tendencies of
these econcmic  zones and the need  for
coordinalion in order lo avoid conflicling interests
and the duplication of investments

The multinationai nature of the Program will
make it hard Lo achieve a cooperative atmosphere
among participating countries  Nonetheless, it is
the display of such cooperation that will assure
foreign investors of the Program's success and
enhance the competitiveness of the region as a
whole

The focus of cooperation will he on the
consistency of development of infrastructure at
the  regional level The newly organized
Commission and Committee are expected fo Llake
on the task

Financing of the Program remains the most
pressing  issue. One  practical  solution s
assistance from South Korea and Japan. given Lhe
current restraints on obiaining international loans
for the execution of the Program's projects
However  hefore the twe counlries join  the
Program as ils financial backbone: the political
situation surrounding the region must f{irst be
resolved.  An improvement in the inter-Korean
relationship will be needed to ease international
concerns regarding the political stability of the
region. A breakthrough in  the diplomatic
conflicts regarding the northern territories will
also pave the way for Japan Lo become an active
partner in the Program
3. Development of Competitive Advantages
The iadustrial pelicy attached to the Program
must be designed with a degree of sophistication
to attract {oreign investment and hoost confidence
in the economic zones

Presently the general perception is that the
investment climale in the Tumen River Area is
lacking the qualities thal make Southeast Asia and
China appealing to {oreign  investors The
Program will need its own competitive advanlages
te be able to lure investment otherwise headed

towards other competing regions
The key question will be whelher or not palicy
makers can offsel disadvanlage with advantages
They must work togelher Lo make their investment
climate better than others in such a way as to
develop unique advantages that cannot be found in
other regions

Potential investors wiil be inclined to press
ahead with their investment projects if they are
convinced that they can expect adequate returns

For instance North Korea's labor force will
become one advantage in  terms of wages,
retiability and skills [ the country makes
sufficient  effort to lure investment through
institutional support for the training of workers
and the stable suppty of inexpensive lahor il will
be able to secure ils competitive advantages
Meanwhile. the development of is tlourism
resocurces apparently has a bright outlook given
the vising worldwide demand for Lourism

In the case of Russia. it will be able to
market its high technology. top-quality labor and
natural  resources as a combined package Lo
loreign investors Il China's Hunchun Economic
Zone utifizes ils resources including erude oil and
timber it will gain competilive ground against
other regions

As for the defliciency of infrastructure the
Tumen River states should consider further
deregulation of taxation and rents The policies
aimed al setting up a unrique investment climate
also goes in line with the Program's principle that
pursues harmony among compeling economic zones
in the region
4. Other Proposals

The Program should also include the region’s
"soflware’ in its investmenl climate Hardware®
constitutes infrastruciure and other langibles, but
equally important are the soflware resources
inciuding quality of administration accessibility
Lo information, and sufficient vocationsal training
As the region's infrastructure falls short of
expectations, an improvement of the region's
software resources will become the important
complement.
Administrative Services

One of the difficult problems that investors
{face when trying Lo invest in developing nations is
the lack of services offered by administrations
The  cumbersome  administrative proceedings
required  hefore obtaining  business licenses
further frustrates investors In Russia  the
legisiative protection of inbound mvestment
remains insufficient. North Korea demonstrated
same cfforts to set up laws to atiract foreign
investment but it has a long way io go before
meeling  international  standards  China  still
maintains complex and an investor must g0
through Llime-consuming proceedings in order io
acquire licenses Administrative restrictions are




necessary bhui should net become obstacles Lo
corporate activilies

The ahsence of efficient administrative rules
tends io create corruption. If  rules are
ambiguous, investors will have to swallow the
costs arising from corruption

In addition Lo the modernization of
administrative services, professional manpower
must be secured o attract investment ‘To this
exient, the government must cultivate high quality
professionals who are well acguainted with foreign
business customs and will be able to meet the
demands of potential foreign partners

The Program should be able to establish
tripartite administrative cooperation among the
three nations involved In  terms of horder
crossing . customs, and Lransportation linking the
countries, the Program lacks the readiness o
accommodate internalional business activity The
three neighboring nations should f[irst simplify
complex requirements needed for horder crossing
and customs proceedings as well build efficient
transborder Lransportalion sysiems.

What investors should want most is better
administrative services as weil as clear and
consistent enforcement of administrative rules To
satisfy this demand, the Program. now eager to
aitract foreign capital must put greater emphasis
on areas where it wiil bhe able te maintain
compeliliveness by adopling consistent and
efficient policies designed io enhance cooperation
among participants  and improve underlying
foundations

NOTES

Information

The power of information should never he
underestimated  ‘The Program  will soon pul
together an investment guide which will become a
greal boost 1o knowledge among internalional
investors

The Program will create a comprehensive
database conizining all information relevant to
investment decisions in a wide range of polities,
economics and societies

The collection and distribution of accurate
data will play a crucial role in the fulure success
of the Program™ It will require a public
relations commitiee to handle the increasing
demand for information

. Conelusion

The Program has the potential to benelil (o
all countries in the region [ will introduce a
period of cooperation into the region that has heen
torn apart by political confrontations  The
countries will accept the new premise which
reguires them Lo forget the difficulties of the past
and work together for mutual prosperity

The Program's most important task is to
bring aboul a change that will improve the
sociceconomic  environment of the region It
should give confidence to  investors that
opportunities exist and can he expioited in a
stable environment

inveslors seek changes; the seed of change
has already heen sown in the Tumen River Area
and now it is time for the couniries in the area Lo
cultivate the changes

1) The United States is a major investor with owtfllows of almost 860 billion in 1994 with strong growth in forcign dircet investment

in China and Asia Japanese investment abroad increased to S18 hillion  For the first time investment in China and other

countries in Asin exceeded Eorope's  Investment by continental European countries also recovered last yvear  As a result the

developing workd again attracted an inereased share of direet investment in 19% with fnflows reaching a record 3104 hillion over

H0% of global flows of almost 334 billion  Investment by the higher-income Astan countries (South Korea Taiwan and Singapore)

in lower-income countries in the region continued to expand

Total foreign investment in Asin amounted to $60 billien  Asian

investment totsled S30 billion  Foreiga divect fnvestnient in Lalin America although it had o sharp increase fast year remains well

below that of Asia Much FDRIin Latin America has reflected the purchase of shares in pewly privatizad state enterprises and not

new or preomatury irvestment

2) In most arcas of comparison the TREDA and its designated cconomie zones lag behind seuthern Chinn and Vietnam  Within the

zones in the TREDA the investmenl climale in Hunchun is comparatively better However 6 isternational relations and forcign

investment Iaws in Rajin-Senbong and Nakhodka economic zones further develop  the investment climate is expected Lo greatly

improve Presently improvement in market aad financial conditions in North Korea is expected together with the improvement of

North Korea's ties with other coutries including South Korea

33 Korea's direct invesiment in Asip standard to increase dramaticaliy since 1990

(Graph 1} Korean forvign direct investment in China aad Vietnam (Sce p 54)

4} China had to wait 12 vear after faunching open-door policy in 1979 te witness increasing loreign investment

“Graph 2} Foreign capital inflow in Chins (See p 50

5} Singapore i exemplary in this case Though the Economic Expansion lacentive Act Singapore provides foreign investors with a

areat deal of information about factory sites high-skilied labor and so on
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Position and Specifie Plans of the Democratic People’s Republic of
Korea (DPRK) for Economic Cooperation in Northeast Asia
by
Kim Ung Ryol
Vice Chairman
Cemmittee for Promotion of
External Economic Cooperation (DPREK)
1. DPRK’s Position on Northeast Asian .cm'ried out thﬂmugh positive c.ooperation methods

in order to achieve the cosperative project.

In Northeast Asia there are various syvstems
and principles, and different cultures and
customs  Thus, actual econemic cooperation
can not be achieved through only trade and
employee exchanges

There is a cooperative project the "Tumen
River Area Development Programme” (TRADP)
in Northeast Asia By promoting this project
through cooperative methods of investment and
raising capital there will be a progress in
facilitating muteal understanding and expanding
economic cooperation

Consequently. positive cooperative methods
for achieving the cooperative project are the
most  desirable approach to promoie the
cooperative project

Economic Cooperation

Since Northeast Asian Economic Cooperation
is a part of the external economic cooperation of
the DPRK: the DPRK's position on this project
is hased on its external cconomic policies

The DPRK's foreign economic policies are:

- Develop various types of external economic
relations with other countries on the hasis of
building a sel{-supporting national economy

- Develop economic and technical contacts
and exchanges with other countries based on the
principle of absolute equality and mutual
benelits and on the foundation of independence,
{riendship and peace

- The  government  encourages foreign
investment inside the DPRK

(1) Northeast Asian Eeonomie Cooperation should be




Positive cooperative metheds include various
forms of cooperation such as sole foreign direct
invesiment,  joint  ventures,  hilateral  or
multilateral governmentlal collaboration capital
investments, and providing technology

(2) To develop positive cooperative methods, the
first step should be cooperation among private
enterprises. After the conditions have been
prepared, cooperation hetween governments will be
realized.

Firstly, aclive cooperation and exchange in
the private sector should be the basic principle

Since many privale companies are inlerested
in the TRADP there is an opportunity that
mutual understanding and benelitls would be
increased by promoting this  project  This
project has actval conditions worth  being
promoted; therefare. cooperation and exchange
in the private sector shouid be a basic principle

Judging from the current environment, it is
difficult to siart cooperation at governmental
Tevels

The foundation for overall cooperation should
be crealed by encouraging economic cooperalion
hetween businessmen and companies

Secondly. specifie plans should be made Lo
promote econgmic cooperation in the private
sector

It is necessary to establish cooperative
enterprises  for Thandling {ransshipping and
cooperalive enlerprises consisting of private
banks and corporations It is also necessary
that the government concerned positively
supports these activilies

We would like to stress how important it is for
vach government to approve the agreement hetween
private crganizations or ceorporations and to not
adversely influence the implementation of the
agreement

2. Specific Plans

(1) Economic cooperation sheuld he realized through
cooperative refationships for the TRADD.

- We will achieve economic coeperation among
Northeast Asian countries through cooperative
refations for the development of Rajin-Sonbong
Free Beonomic and Trade Zone {FETZ) which is a
part of the TRADP

Rajin-Sonbong FETZ is a special economic zone
where any businessman can invest and engage in
husiness activities  regardless of changes in
conditions  We believe that we can make this
special  zene a  window  for real economic
cooperation

Especiatly it is  desirable to  start  with
transshipping which  has great  potential  for
significant cooperation and benefits, We helieve

that a realistic approach is Lo establish a joint
campany for transshipping in the Tumen River Area
and begin transshipping with this company as well
upgrade and expand infrastructure in the area

We think the regular shipping route betwecn
Rajin and Pusan  will  be the starting of
transshipping  and can expand this route to
Japancse ports, and combine roads and railways
with this shipping route We will discuss the
matters concerning establishing and operating the
transshipment enterprises with potential partners
Then, we will make efforts to establish the company
by preparing Lhe necessary condilions

= On the other hand we support the idea of the
establishment of the "Northeast Asian Development
Bank which is expected to secure funds for the
development of Lhe TRADP inciuding
Rajin~Sonbeng FETZ 1o offer financial services
and to contribute to  ecopomic cooperation in
Northeast Asia  We propose to shorlly hold a
meeting  to discuss  praclical  measures  for
establishing the Bank

(2) Economic cooperation should progress step by step by
utilizing the existing facilities.

We have Lo carelully consider feasible measures
for promoting the TRADP through cooperative
relationships

We place high priority on the transshipping and
tourist industries in the area and are ready Lo
discuss measures for realizing these ohjectives

(3) Economie cooperation should progress by investing in
specific projects.

There has been a lot of discussion concerning
ceconomic cooperation in Northeast Asia However,
actual cecoperation has nol been smoothly carried
out  As for the TRADP there is some bilateral
cooprration hut ne multiiateral cooperation existis in
the region

Hence entire regional economic cooperation
should be achieved in the covperative project  All
the concerned countries should determine measures
to bring about economic ceoperation and carry out
the cooperation through the process of investing

(4) The "Consultative Commission” and "Coordination
Committee” were established with the support of the
UNDP, cooperstion should bhe carried out through
these commiltees.

We think the establishment of the "Consultative
Commission” and "Coordination Committee” was an
event of great significance for the development of
the TRADP and regional economic cooperation in
Northeast Asia  We alse feel these commiltees are
principal parties in the discussion of cooperation

Consequently, cooperation through these
committees should be achieved as scon as possible

{Translated by ERINA]
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Analysis of Future Commodity Flows in the Tumen River Area

Makoto Nobukuni
Director, Research Division, ERINA

(Intraduction)

The implementation of  transportation
infrastrueture is the focal issue in the Tumen
River Area Development Programme (TRADP)
Specifically there is an urgent need o expand the
cargo handiing capacity of ports and provide
access to these ports with roads and ratlways

While the route through Dalian is being
expanded and reinforced in order to respond to
increases in  commodity flows f[rom the
northeastern area of China, routes through Rajin,
Sonhorg and Chongiin in the Democratic People's
Republic of Korea (DPRK) and Zarubine in
Russia are receiving altention as recenlly opened
frontiers of transportation This paper will
present projections of the future commodity flow
from the itwo northeastern Chinese provinces
(Heilongjiang and Jilin) where infrastructure has
been rapidly implemented. In particular, the
relationship between transportation capacity and

economic growth potential wiil be discussed in
detail

1. Current situation of the commodity flow in

China
The total commodity flow and fiow by mode
of Ulransportation in hoth China and the three
northeastern provinces are as foliows (data in

Table 1-1—4):

1} The total flow only doubled during the 15 years
between 1980 and 1994, while GDP grew to 3.8
times the initial level

2) As for the flow by mode ol transportation,
railway transportation has grown only by 50
percent  Road transportation has significantly
increased its share of the total flow Growth
rates of the modes of Transportation in the
three northeastern provinces follow these same
patterns

{Note) Data and tables are not included. They appear in the ERINA Discussion Paper No 960 1e




3) The growth of cargo handling al ports is greatly
exceeding the growth rate of the total amount;
particularty remarkable is the growth in
Liaoning However, the percentage of toial
iransportation is still just a little over 10%

As a result, as Table 2 illustrates, the
elasticity ol the total amount of fransportation
with respect to GDP is 063, which is much less
than unity One of the reasons could he that
since the economic reform in 1978 the Chinese
government has been making elforts to reduce the
amount of interregional transportation in China by
shifting the policy away from uniform commodity
distribution throughout the couniry Ancther
reason could be that transportation infrastructure
particularly  railways, is  behind economic
development This can be observed by the fact
that the elasticity ol railway transporiation is
especially fow at 031  The elasticity of road
transportation is 0 70 which is more than double
of the welasticity of rallways This can be
understood as a result of road construction due to
its lower costs

However, in most of the industrializing
economies, it is normal for the elasticity of
transportation to GDP is between 13 and 15
during a period of high economic growth In
Japan's case for instance, while GDP increased to
168 times during its period of high economic
growth between 1965 and 1970, the elasticity of
transportation reached 146 during this period, the
tetal amount of transportation having increased
from 262 billion to 525 billion tons. Without
smooth growth of commodity flows China will not
achieve continuous high growth and the economy
develops smoothly, the commodity flow will
increase rapidly compared with other economies

2. Hypothesis of transporation
prerequisites for scenarios of
commodity flows

Economic development policy begins with the
search [or possibilities of long-term economic
progress  Since the primary role of the policy is
to induce structural changes, useful guidelines
cannot be gained through the analysis of the past
trends or analysis of present situations In other
words, development policy is a specialized field
which requires concepis dilferent from mere
projections

Scenarto writing is a [requently used method
in a situation like this This report intends to
provide a reference for scienarios envisioning
future commeodity

a. Total amount

Two cases have been set. One is the case
where the elasticity of fotal commodity flow from
the provinces of Heilongjiang and }ilin to their

GDP are fixed at the respective present levels:

077 for Heilongjiang and 093 for Jilin The

patterns:
future

other is elasticity will increase to 10—~15 {010
interval) from the present levels. GDP growth
rates are hypothesized at 4, 5, 6. 8 and 10% in
each case As for the cargo handling at ports.
imports from both domestic and foreign areas are
assumed al 60 80. 100 and 120% of exports to
outside the area

Ie the process of economic development,
commodity flow is a vital factor for rationalizing
resource allocation. Transportation sectors
gained shares of GDP withowt any exceptions in
the developed countries which have hecome
internationally  competitive  through  export
orienfed industrialization There is no reason
why China can be an exception It is natural to
project that the growth rate of commodity flows
will continue to exceed the GDP growth rate for a
certain period in the future
b. Flow patterns between areas

As for commodity fiows from the provinces of
Heilongiiang and Jilin to outside the three
northeastern provinces of China (hereaflter termed
simply as long-distance transportation), data is
available for railways {in the brackets in the
column lor ‘others’ in Table 3-1) However, similar
data on long-distance transportation by roads is
not available Therefore. the percentage by road
transporiation is considered lo be 1/2 (108%) or
174 (54%) of the percentage of the long.distance
transporiation of raiiways (216% in Jilin
Province)  Taking into account the low growth
ol railway transportation in China despite the kigh
economic growth it is assumed that long-distance
transportation is mainly handled by road
transportation Based on this assumption, the
perceniage of commodity flow to outside the three
provinces by road transportation could possibly be
much higher Moderate percentages are used
here.

We assume that the interregional commodity
{low pattern will not change in the future, and the
percentages of railway and road iransporiation are
fixed at the 1994 levels (if elasticity by mode of
transportation is used, the total amount of flows
will be much larger than the projections in this
paper because the elasticity by roads, which has
the greatest weight, is larger than the average
used here} In  addition to these sets of
assumptions, it is also assumed that a half of the
increase in long-distance transpertation will be
handled hy the ports between Zarubine and
Chongjin (hereafter in this paper only calied the
TRA ports)  Although the Russian ports up to
Vostochny are inctuded in the Tumen River Area,
Russian ports other than Zarubino and Posjet are
supposed te be used for the commodities {rom
Russia  Thus, the rest of the long-distance fiow
is assumed to be through Dalian, Suifenhe, stc
The case where 20% instead of 50% of increase
in flow goes to the TRA ports is shown in Figure




2 as case 2-h.

Under the assumptions mentioned above, it
would be realistic to add the commodity flows
generated by the induced investment resulting
from an improved transportation  system
However, such an increment has not been included
in this report

The flows of majer commodities related to the
two northeastern provinces and China as a whole
are shown in Table 3-2 as a reference It is clear
that the fiow of coal and grain is high now, but
the flow of industrial materials, finished and
unfinished products will greatly increase in pace
with industrial development in the coming years
The transportation of agricultural products will
also considerably increase when these two
northeastern provinces are [urther developed as a
grain production base It is also assumed that
the commodity flows from Russia, Central Asia,
etc  will remain at the same level as in 1994
However, changes in these exogenous {actors will
alter the total volume of commodity flow

3. Implications of the assumptions to
transportation policy in China
In section 2, we assumed that a hall of the
increase in long-distance commodity flow will be
transported by sea There still remain the
following problems regarding inland
transportation in China:
a)The  percentage of road long-distance
transportation is high, which will make China’s
economy highly dependent on oil;
b) The transportation load on railways will greatly
increase
Therelore, China will be forced to choose to
expand railways which will require a large amount
of investment or spend valuable foreign currency
on oil for road transportation For example, il
the transportation network is  constructed
independently from foreign routes in the view of
food security, then energy security wili be
unsuccessiul
In order to relax the trade-off between food
security and energy security, it is necessary to
substitute inland transportation by seu
transportation Therefore. it might be necessary
to utilize the Russian ports between Vladivostok
and Vostochny in the near future while quickly
reinforcing the TRA poris

4. Balance between commeodity flow and

handling capacity at the ports

The increase in port handling capacity,
resulting from the expansion of the Port of
Zaruhino in Russia and three poris in the DPRK
by the year 2010, wili be added to the present
capacity In order to establish the time frame, it
is hypothesized that the handling capacity of the
TRA ports would be developed as Table 4 shows

assuming that a haif of the capacily increase

between 2000 and 2010 will be made available in

2005 An alternative case is shown in Figure 2

where there is no change in the Port of Rajin's

capacity of 18 million tons alter the year 2000

Various projections are derived accordingly
Lo the sets of assumations shown above Here,
two cases are presented as a reference for
drawing scenarios

In Case 1, the prevequisites are: the elasticity
will gradually increase up to 10 by 20i0; the GDP
growth rate is 6%; the perceniage of long-distance
transportation of total road transportation is 1/2
of the percentage of railways and that a half of
the increase in flows is through the TRA ports;
and the amounts of imports and exports are equal
Findings on commodity {low through the TRA
ports as projected by these assumptions (shown in
Table 5: Case 1) are as follows:

a) The estimated cargo handling capacity in the
port development plan completed by 2000 will
slightiy exceed the total handling volume under
the assumption of 6% of the GDP growth rate.

b) The handling capacity will be 150 million tons
against the projected total of 116 million tons of
flow An extra 34 million tons of capacity will
be produced, but if development of the port iags
behind the planned schedule by [ive vears or
more, the capacity will be 235 million tons
short of the demand

In Case 2-a where the elasticity is changed to
12 (shown in Case 2 of Tabie 5 and Case 2.a of
Figure 2) we find:
¢) Some slack in capacity will occur in the year

2005, but the demand for handling will be 150
million tons to batance oul in 2010

d) Prior to 2005 capacity will not be sufficient

At the same lime that the TRA ports are
experiencing these changes, intand (ransportation
will have fo rapidly increase The amount of
inland transportation will nearly double from 134
million tons in 1994 ta 280 million tons in 2010 in
Case 1 and 2-a (column b of Table 5)

Even if the percentage of the total amount of
long-distance transportation through the TRA
ports is assumed to be 20% or less (case 2-b) . the
capacity will not be great enough Lo cope with the
demand around the year 2008 il the capacity of
the Port of Rajin remains at 1800 million tons

In order to analyze changes in the balance
hetween the handling demand and capacity of
ports  for the respective combination of
assumptions, capacity reserve against each
combination of parameters is esfimated as in
Table 6 The shaded area shows a shortage of
capacity which means that the combination of
prerequisites is not feasible  For example in the
case that the ratio of imports and exports is unity,
if the ratio of long-distance transportation in road
to that in railway is 1/2, the GDP growth rate



cannot exceed 8% even if the elasticity of
commodity flow to GDP is 1 If the elasticity is
14, the possible growth rate of GDP remains at, or
a littie more than, 5% It can be seen from this
table that commodity flows greatly depend on
elasticity and the GDP growth rate

5. Necessity of international cooperation in

economic development

The obvious conclusion from the analysis
above is that transborder muitilateral cooperation
is necessary for the utilization of economic
resources in Northeast Asia  Not only is it clear
that the transportation condifions in China will
greatly improve, but alse favorable outcomes are
expected for the involved countries such as Russia
and the DPRK

First of all, in the case of Russia it will
produce opportunities to obtain foreign currency
directly through the Port of Zarubino and provide
income by handling the possible overflow of
Chinese commodities from the Port of Zarubine or
other ports in Primorsky Moreover, il the
development of the Port of Zarubino is successful,

potential foreign investors confidence in the
Russian economy will increase and [uture foreign
direct investment, not only in Primorsky but aiso
in the Russian Far East, may increase As for
the DPRK, direct investment would be expanded
using their experience with international economic
cooperation and the likelihood of reconstructing
its economy will be higher

For the Republic of Korez and Japan, there
will be not only new opportunities for investment,
hut economic security in general and energy and
food security in particular wili be strengthened
through the wtilization of resources in Northeast
Asia  Further, countries surrounding Northeast
Asia will have opportunities to take advantages of
the external economies arising from Northeast
Asia's sufficient railway and road networks

Thus, when economic development of
Northeast Asia advances smoothiy, it will alsa
contribute to international security
Unfortunately, however, the Tumen River Area
Development is not duly assessed from this point
of view in japan
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