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List of Investment Project Proposals from the DPRK, Identified in January-June 1997
Sponsored by CPEEC

Estimated t.ocal sponsor
Nai Project name Product(s), planned annuat output investment | (in co-operation with Location
{millien USD) CPEEC)
shaliow sea scatlops, clams, mussels, sea cucumber, Ra&-Son Ecanomic
! water cultivation | sea urchin - total 330 tonnes 10 Cooperation Company Socho lsland, B-S FETZ
fresh water fish ) Ra-Son Economic o
2 braeding catfish - 100 tonnes 08 Cooperation Company Hukij Lake, B-5 FETZ
gravel - 50,000 m? 05 (for 1
3+ stone processing | raw stone - 5,000 m3 warey) Kaorea Oscksan Tumangang, Chonggye,
(3 quarries) processed stone - 10000 m? 15 tg!al Trading Corporation Uingsang, B-S FETZ
{for & quarry)
mineral fadilizer | mineral fertilizer {potassium - Ra-Son Econemic .
4 production magnesium} - 10,600 tonnes 20 Cooperation Comgany Ryongsu-fi. R-S FETZ
duck meat 2,400 tonnes Ra-Son Economic .
5 |ducktarm and by-products 40 Coaperation Company Pupo-ri, R-5 FETZ
greenhouse cucumber - 200 tonnes
vegetable tomatoas - 460 tonnes Ra-Son Economic ) ) )
® producticn and | peppers - 50 tonnes 1o Cooperation Comparny Sinfung-dong, A-S FETZ
processing others - 500 torines
. . fresh or frozen kelp and seaweed, Ra-Son Econamic Sonbong county, R-S
/" | kelp processing 1,000 tonnes (initiat stage) 15 Cooperation Company | FETZ
pine poilen - ) Korea Osoksan Sonbong County, B-S
8 pracessing dried pine pollen - 100 tonnes 08 Trading Corporation FETZ
. | nylon fibre b Korea Osoksan Ungsang-ku, Sonbong
? manufaciuring nylon fibre - 1,000 tannes 10 Trading Corparation Counly, R-5 FETZ
fur coats - 600 pieces ) . Tongmyong-dong and
10 ﬁzﬁﬁggfgﬁenm fur caps - 2,000 pieces 04 ggosz?aﬁgﬁﬂggr an Sorbong County, -8
9 leather gloves - 10,000 pairs P paYy | rerz
11 knitwear ) sweaters - 840,000 pieces 195 Koreg Daesaong B Sars\f.'cn, North Hwanghae
manufacturing Trading Corporation Provinge
12 garments different fypes of T-shiris, underwear, 181 Korea Daesong B Sariwon, North Hwanghae
manufacturing sportswear valued at 4 million Trading Corporation Province
non-organic - e Ra-Son Economic Tongmyeng-dong, R-S
13 painting materials painting materials -1,500 tonnes 12 Cooperation Company | FETZ
.| gingko iree ) Korea Osoksan Sonbong County, R-S
1 leaves processing powder - 2 lonnes 12 Trading Corporation FETZ
tyre recycling and recycled t W‘*s B 6,600 pieces Ra-Son Econgmic Tongmyong-dong, R-S
1 repait tyre repair services 106 Cooperation Company | FETZ
P - 3,000 pieces capacity P pany
plastic mat P o%ywnyll n}at and foamed plastic mat - Light Industry Producis | Gwangak-dong,
16 manufacturin fotal 5 mitlion meters 51 Trading Compan R-8 FETZ
9 {(width app 2 meters) 8 pany
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treatment

generating capacity,57,600 Mcal heat
generation,

Cooperation Company

bricks . - . QOpaisan Tradin tingsang, Sonbong County,

17 marufagturing clay bricks - 8 million pieces 385 Cgmpany 9 ﬂ_g FE'?'Z 9 y

18 glass canlainer different types of glass containers 95 Ra-Sen Econamic Singhung-dong.
manufacturing 20 miflion pieces Cooperation Company | B-§ FETZ

19 glazed roof tiles | roof tiles (two types} 315 Opatsan Trading Ungsang, Sanbong

" | manutacturing - 7 million pieces Company County, R-5 FETZ
- Komusan, Puryong
20 f:e;;e?;clwin cement - 500,000 tonnes 786 gg:jsi: Trading County, In the vicinty
v 9 pany of B-§ FETZ

21 ;lc';nct{ege MU concrete mixture - 56,000 m? 125 gf,’?ﬁiiﬁf rading gﬁfj‘gﬁ?gz‘}”zg
pre-fabricated porous pre-fabricated wall elements and ;

22 | building elements | coating efements 6.6 ggfrfszrr: Trading gggz?ngéim;;%%g
manufacturing - fotal 1,000 m? pany ¥,

23 concrete pipes | diferent types of concrete pipes and pipe 265 Qpalsan Trading Ungsang, Sonbhong
manufacturing | fittings sets - total 26,520 pieces Company County, R-8 FETZ
aluminium . - Sonnae-dong, Pyongyang

24. | household ware ?\:ggﬂlﬂg %3(? : Zlg;;'mum household 1.81 izyuomnﬁﬁsf?\gl?acm{ City, possible branch in
manufacturing aad Y R-SFETZ
stainless valve | stainless valves (15~50 mm) Ra-Son Economic .

% manufagturing | - 6,000 pieces 05 Cooperation Company Singhung-dang, RS FETZ
pulverized . " Okchang-ri, Nyanghyon

; pulverized kali feldspar Korea Pyongchon

26 polasstllzm feldspar | 7 10,000 tonnes 11 Trading Corporation Cour]!y, North Pyengan

production Province
thin layer gallium - 100 kg
galtium potash fertiizer - 5,500 tonnes Korea Samtaescng Kim Chaek. near

271 =7 . X 687 -
processing aiumina - 750 tonnes General Group Chongjin port

potash alum - 1,200 tonnes
il {ull capacity to be reached in stages, estimated at | Foreign Economic "

28 * ferro S'“.C on opportunity sludy estimates available from | 1,500 in Caoperation Popn_, South Hamyong
processing . Province

sponsor stages Corporation
solid railway
29 *| wheels solict wheels - 50,000 pieces 35 | foea Pyongchon | Rahung, South
manuiacturing g o yong rro
.| bearings - . . Korea Machinery
30°| ma nutacturing million pieces - target 7 min pieces 46.0 Traging Corporation Pyongyang
31 | zine nrocessin electrolytic zinc ingot - 50 Korea Ponghwa Namno
P g 45,000 tonnes, cadmium ingot - 200 tonnes General Cormporation P
- . electrolytic zine ingot - 18,000 tonnes, lead Rungra 888

32.7| zinc pracessing 500 tonnes and others 60 Trading Corporation Nampo
car batteries X e - . Karea Joint Venture Pyangchaon District,

33 marufacturing car and truck bafteries - 0.5 million pieces 100 Group Pyongyang City
electronic caleufator | different types of elecironic calculators - 1 Samgwang Trading Singhung-dong, R-S

34 ) b 24
assembling million pieces Company FETZ
semi-precious varicus types of semi-precious jewels Opalsan Trading Singhung-dong, R-S

35 . X 1.0
stone processing | 10,000 pleces Company FETZ

+ railway container . Korea Pyangchen
36 transportation 30.00¢ TEU containers app. 08 Trading Gorporation R-5 FETZ
total solid wasle treatment capacity 50,000
37 urban waste tonnes with by-products: 1 MW electricity 50 Ra-Sen Economic Kwangok-dong, R-S

FETZ

" Profects identified in February 1997




ERINA REPORT Voi 20

R ARARBEESINTFFELSEENTHEICOVT

ERINAGAEMIZS WEEE 82210 B—

S8R B AR R R (DUF R SERLAD) woOBHERIZEEY B el 5B (9 B &AL,
SR B i e A SRR (LU IR o BRI e b Gap A dEsth, BLMREEELLEL. SHEELGe S o YRR
12BwvT "f&mf?tio’)!il Fi 7o SRR T 900 - BREL . L IEGTE)
PR PAH O % 1 U o & 0 b S R S R & 97 A R IR BhONETRLE TER L RF - L—FIL AR
& L TI991EIZ A ZRER S 407z, BRHI DTk, QO F ARG (PRSI T b ch IO T B OV SETT
S BRI AART O T B O BT LT {0y 7 AL -2 X B > 7 TR v
ikl DinT Lo TR, QEEE - Elt RTTHT FAPISE A F R EIT, TRETOARID & D
Py =L Lot Y aRaelL Y -2 LT K 5 P IS Ay W -4 i N I L i 1 Tl e SR NS T e
MEL TV IR iEdbE LTuhab, b LB L T e siTwd, £/, H
B[4 R e O S O LU 8 T 1 e 2 A TR & B Kb OEETEL ¥ 2 2 — T R AREESIT T3~ dlF &
A R Vo 2B O I R A TV A ilh - T, B,
(4 BN L e AEH O, AR e T IOEAEE RS OETIE IR ETHE DS
B, SHROGHEETHLOREG Lo oilled e b = L THESER SR LRI L E > Ty TH D |
NETHEEBFMHTELLEIATHS, Lo L, eihER ALATD Tl T e HE R R SAT B IR L Ty BT
WM ORI MO TR L bR TV A QAT EhaTwd, BTTREOBFNRIHE (I TH~S
haoi, ZEET A
DA LR A e, RN R 1905 R (1
PEL A, R E R R THTE A - R L . 1096 2. SR RBHBSIISTIHEBRELORE
ARG B BEBI BT TR T+~ F 4 (1) &2 MEOREKLR
0 GEHIEERINA REPORT Vol 1350 157 2% Wel RFRRE I U TG T B AL I
VIR A MR E e T D E6 11, 99THIZA T T HME . BEESUI LADT, 10974E 6 A izik, HiltS
bt 6 HIZFERIT~OETET BT LT A O f RO £ EEPsE O ET A THl
LA AR T Bk L Tvd, RSSO A B s L T U R B 4
AETUE, 19979 R 20 5 I0H 2 A T TR A L ALk Bl BLOMALEORY SUTE TREE] £ 404
;'(Wh;tfﬂﬁ;ﬁﬂ[ Ef 4 (CPEEC) EfFHSME2H06 LTvrd,
GRT Y SRS L AT, M - RIS 8L T, HEiRsEAT R E ATV A E LT [Hs
ﬁki&mﬂfijét:omffﬁfﬁ%ﬁéﬂ}"a:t Et D, Flifl], MEBLRSL], [kl 5T o4, 19984F 1
A confit Bl L THBEEERETEL TV S,
1. R ERNEIIHY SIREEH MHestgrtbik ] (Zowv T, fElsPiciy 8h b
SR REHBTITE T A T E TOMTTIEST (199140 WAL E OGTEREAETH > DI L, SRR E
VIEROTAE 7 A ) 13, 4 WA E L 7-CPEECYETHE & EEALERA I ETHLOTHY, BIET AU H, F—0
FILNELTFOEBY L oTw b, %, BARBIIBITAYHA TSN L Lo e T
v YRRy a0, 3T0R M L W, [RETEEGE] 20w T, SIS £ R om
v LRGSR 2T R THCH A B 3 B T OB IE (ZodiEil) o4fR
t 10033 1T AL AT R L 7 A 5 T L 1093~ 054 . 1996~ 20004F. 2000~ 104E0 3 BRI G0y THER - SelRiE OhilA % e

1 RO ILNE - RN PR O kiR E A~ o T D TR BT B e LT v, LA Lfedbt Tl b gy
1905 ERE T 1L L EEPRAI2000E £ T . M 2 BIAR0I0E E T E v o R 2 BTN 1 LTV S,

IR S IR o o - S A S AR ';Er‘:_ LT D AT & &9,

AR T D) AR, T&dr) 43

AR AR ORI E Ao Ty aH s, Erz. [UR] 13 "?E friia & b lmz»;% DR IRT J)'.:u
316866 ¢ B THIBEETR 7 +—J 4] LBV T ll G LEHIIE L LR H TR T ufDJJLu’i.u: FOMBTHB) Exaibad —

T ARMTH D, BB, 29 LR, CPEECTIRIETCESUI MY & a‘ﬁsii‘iii‘&@}i"ifﬁ%ﬂi’;i'ﬁ')T\r‘Z} EDIETHE,




HEEERALOTHD, . [ERE] IHEEEAD
ZALLH B AFLENALLY ET R LOTH
Ha

B HEEIC BTS2 TR s vl
KM e LTS CIENTVA LD EEDLA LA, [HED
fhaaaEy ) HIZERHFOBROTTE L HrRaH
&J*r“ﬂglm;a THHEEHEO A A S A LR A
LTV DG T 2RI S,

T, Hlat e ol L eI owT i, B %
FRIMRE AT O, PHEEHSHE OURATTEEN TV AT
i - pF ol bl s h AWk b H Ao h, &

DFRNANEE 2 NB LA TH D,

(2) FAREO—TL. BBL-+OLEE

R RERAT I B LT, fEds M Tt (i
Fi "purple won™) 8 X DI L e L OB ISHIE &
T ARET (7 "red won) @A BT & 7245, 19974
6 H X0 iE T . EIPEEET (W “brown won") 03
%ﬁﬁé@é:ta&oteé%u.%ﬁt@ﬁmbwb
LEM R BTS00~ (F F =221 )
SOEEDEEL TS e TROES NS L A,
BUEE200 4 >/ SRIETIER L Tvd,

I LABEL - FOLHE AN
O - st gErEe i I b a b, Hilh
O W E~OREESH TV A I T IR P 5
BWEE T > TR ENZETHLH, SHNEORTS
0 LT O &EOBSF I ET L Z b T ER

(v e fl)

Azt
&

(3) BESEBEIZONT
d BEALEORN
Wimon <, THEE] OMBEZ L), BTFiidya%
oV CHRESRUBINEOMREEFBARET YT
LHIENFH LN,
w LI B
WL
WM ORE
Wi
WICHTE &
W SR I
W Y
A4/

ERINA REPORT Val 20

Vs - ik
VL
AAINR S
vﬁ"!‘ﬁ

F A, AR AR O pE
WE R E I Sy (k)
B ELfEL ko Tnd,

CHETOREE A S & RIEHAMEA S TEYEY
IEhHY, HeEEoRTAERIly A TliEa Ty
T, —EhELEE, AT TR HAANT & Ty A BEER
THhb,

ACEIAE [ESEE Lo

TEITHR 2 2BV THEEY

@ AELRCHT BMILIREE|OEA

7o, DEHGEF S e e B e | (8 ks
FE S s HE ] 1D X o T, ELB K OO A
SRS H TR D B o o, Wi
RS E Lo kY L 2R A RS & T AR &
Teemfze ZAUIE. 19SQIRIUHE s THEE S B,
BHOLOTHD,

HA, oL iz, B TEsE
ZALAE

ENBLEZATHL,

ikl ol A

2hTHH, SV ERREOLHALL T

(4) BRRESBHEOHE
19974 6 H 6 FLIZErERER . o B a By L Loy
SRR S S & DB & ST 2Rk &
te, TS 4 BB CRNEE 2 S RERED
ik b oMol (E00ka) OFEEXET L Cundn T
LoebbdoT, OB VA FUNE E R4 (2
ML TVBHEEETH D 4, il - TiT oM iy
SETFAE (19084E6H 0 Fsg ), iHA L Bifkil+ 5 2
EbLEL LA,
LB, BEOMET AL L, LA 4 LB ORTHD
WTHE D PEA AU, B, R, SO,
SR o RO EAE L BRB R E o T 4,

Hirh T b,

(5) AHOFR

BHE, UNDPE L CUNIDOOTEEIE & TR C o
Wiz kb, gy [Hkipdicge] & TEEes] ~oki
T hH 2EH N CRMAGES Ty B, FKRFETH, %

4 &2, CPEECEHEHNHE AL me 7Y o FIZ i, Wiy sy

PR L ARBEDIEIRIG0 Y L T2 P AR TE 2o, AL

— P OGRS 00~ 4 5007 oF #2022 1 Ak FAMA- ATIRET A TOLITHS,

- 8 —




ERINA REPORT Vol 20

. HEE SERCHHE LT, ITEAFH., YR, B
il KhHEOY e e FARE . AR O, v
HRBL - BAEL NS, R L og, Bk &
M LEFT 2T TFETH Y, BHRNBIAT - SR
OEM HER AMERNTAS LT HSELTY
b

TERHeRMERT A ) OB b HREE & LTy
Aigd, AR FFUT, N H)— E. o -
N FEEE Y E RSB THES 2R L. AiERiEn 2 v
AN OEBIIEDL TS,

(6) il - BB EA OB FISRE IR OE %

ALWIBEEHT THIRE O - sk BRI IS
AT OMRIH A TR ] (TRRINTE |)
e TAZLEHEL TS,

BMPLIEUL - R O HERE AT (21 ~ kKR 1L O3 ] S b

R R AR ISkl F THRT DI & o T
AERTH Y . FHHE AT TR R A L, B

Ltﬁ&iﬁf%m‘@kboﬁﬁﬂﬁ&%ﬂ%n@&%

2 hita,

L JEERE ARSI AT & o kT AT H 2

(MRl RSB OB TRUE 2 05 621k, 19934E9H

AT F T — A,

VORI REE L DMAINET A0 Bofd b
LT 4P,

v ORI E LTIREEAEC, 1754 -ThD,
HEE - JEERAT & D bR CHETRRDRATERN D I L A
CEL,

¥ KR IR,

Ewvsiflmb#Eiohi,
19985F 1 AGTE ToNiz BRML © MESNTERE] o

HEf ko 5Tl D, #EEFlE R By 5 Baay 4 iy

TR 2 BSOS FEIC L - TEE

ENAHIEELHTWVWA,

SO L) T BRI K oW A a

. A ORI EMEToMA L AL NS,
fods. BEAF DR - %m%tWﬁ%muowTh%&‘

T - BTRRE 2T A S IR O T 2 i A

LM e bk TENTH LT, B

FEFEHAZ oW TR PR S BT Y7 Lo o

PR & LTI 230 Ty, EoiEs

HE-HTiEThHLEHL LN S,

ERTWVEO

3. MR- RSB LTy - REFESEOBE
(1) e K 2 75 OB

LTSRS O T - SR I st A e
DEGNA > 77O E Aho0dh b, Soliizow
TIICPEECHEFHENE O FREIZ L
ELLDEHUTLEUTOES)THE,
VOGSO R R o

Y RE O P RE O B R R T
VARSI 68k Bz 0w TET ),
VORIT - SR oOdrELE R N T - REOE S

R ER I R T (984E6F SERLT58)

A A e )Y N

BabRE (BLAERTM ) |
VRN BIMOF T 5 A 7 WD, R

MO (¥4 0y ¥ AL —fLEoo),

YV LAY~ Fh—TFI L AkF LS (BT
LAY . 4

baobd, neF 4 r7SBIIonTIE, B %
FRAA IR S TR E R S R RN L i £ L TiE E
TELLDOTHY, IRIFIEHEERSEROT v 2L

T THDAITED HEhwn,

ALEI a4 > 7 T ORI R S BRI LT
o T a s, mrgm:mi#]rg}: BN L WREFSE
Bhrode, BALIZERAHIIUEATERE S 2, B
LR BEHOT O~ F - A 27 IR L TES
THEOHAFWELTVE EEWA, 20 LEGBITHRA
SHTELTEERE > (SHIEFPL, HI1208EF
Fy & R EEE A an,

IO LR T A L, A L O e A % T
2T o OBEED OO RN ES T O, B L
IMF - ADBHF BRI S~ & S 2 WEE & ol
TR E BRI L T (il bvo Sl F 4 3400
HelhoTw{bDLHEILNLE,

ARG TVL A,

- HEGE (10077 B

B~y 27 5 —fre

(2) &g - ASRHRBOTHREHOME(LE
DI B¢ BIERDW S B A DIRIE

A - SR ONITHE (B REETRGEHRER
£ AER RN 2 RO, RN, (U
RAOMRZ T 218 o T, R (CPEEC)
& DR WM Tdh 5 2295, 199?&?37’»6{1 N T O 71
TSR PICITMTEL L ko, )

AALI997E I A o T L ONEHMOFA L 8 Wi Y
BB ffoThalisTh s,

IO BT L TR R B L Ty




AOUE, EHE - BEONREE a0 % B e B X o9e T
WMLTIEL JJ\,,I:UDJ\"JH’JI g o T R
EfraTunid,

Eho FERHIT S RS E ATHLAT N TR T A
[one-step BIE] GEA 230, Fi & ol - Rk 4

EoHhTus,

(DD L

MEEE - RFREIF M OSHEEINI oW T, RIS
WA BT & DILESGERER D BT 0450 B
LHHL . SR TS R ERIME TR e L TR
LTwva7d, MEleihiod vy 2 ihoTuni (H
AT FTBE — BN O BRI L 10~ 1 1EE D o

Ll 19974 6 FAS TRRREE At ] &L Tl
TRk AR L . T A oW - s - Mg e
L, IS OB ETIIowTllE . R R
S T | W T Ao A

2 LA E S LEOBTSE~0RREE L B,
He - SEERUHT IS BT DM TR Rl L. SRRt o
VP 2% b s dafldn—RELTRAILNE,

(3) EBEEBTHEOREEL

P EELF 1997 2 0 TR 2 e & LT [
GREMND 29077 CILSEn) ominms s L., &5
E DM T (220, hED SALE~ AT 2
BRI AR A6 9T L -0 A 38 & 7 50,

PEREAT v [ A & il - RERIERA~TT ¢ Aoz, B
TN & G Lo, M- iR — S o (8] S A T
T B L R i e ohd o oht, 29 LR
Ty ASEHba . MAD, TR LT
MEEE - SRR AN ABE L AT I09TE I A0 T L 8 I

ERINA REPORT Vol 20

T{I83000MZ b Twa kD I 2 Thi,

B 502, PEEFCEENGIE I B0 2 AN o b e
Gl #IE TR LT A 2L LGHI L 205 2 BT
HHED, i -IEHERo~) 275y ~ETELEE s h
Twdab| BEE ks iEioho0h b fHIILS 4,

LanLdit, £0-—KT, gz sy B2 il
PTlta o> 7R RS T 5 08 A - THHE
(FHI . BEETRORE, 98B, BRI~k
AT L S awind (oFEN - RS L EEGE
ML T e R AR L LTS vzl e s
W a08yds,

4. SHOEESE

Lo &5z, St o o8 d s myt S 28 2 i
L & TR L T & 208, WALz ET TosRE,
FRECRERE - BRI b &3, simEama & LT
Bhd,

bokdb, JALAMBELH T TH I VAR O
LOTH Y HE - REEHOMELED TV o,
1% 7 AW OMGE, PHEERERO R, A 4 i Bk
HEARE, BAY L E IS 0w TIES T~ 2 94 % (ks
NTwaobPEThs,

e N R e i e P P L i B o o
VTR B RITHH L, i S 08T % M 2
FROOREFELEVHLTH L8 T v = &0
HThhH, Tl TRERBHL, HEEHLD 25
[EEA L T (R ORE T S I on T, OFEFHLHET A
WRRREIA WIS S o~ L 2iibta s d 43¢
MEE L2 TLALDEELLNE,



ERINA REPORT Vel 20

Recent Developments in the RaJin- Sonbong Free Economic and Trade Zone
(Summary)

Yoichi Kageyama
Researcher, Research Division, ERINA

The Rajin-Sonbong Free Economic and Trade Zone
{Rajin-Sonbong FETZ) was established in December
1991 The basic plan was to develop a comprehensive
free economic zone that would function as: (1) a transit
base for international trade in Northeast Asia using Rajin
and Chonjing ports; (2) an industrial area of mainly
processing and export industries; anet (3} an inlernational
tourisms and financial center.

While the Democratic People's Republic of Korea
(DPRK) is having problems, such as energy shortages,
food shortages, foreign currency shoriages, and
accumulated external debts, the Rajin-Sonbong FETZ has
attracted attention as a touchstone for the country's
reconstruction.  However, the development of the free
economic and trade zone is behind schedule.

To improve the current situation, in 1995 the PPRK
held investment seminars in Los Angeles, Beijing and
other places, and it held an International Invesiment
Forum in Rajin-Sonbong in September 1986, In June
1997 the goverament announced new measures for the
transformation 1o a market economy in the Rajin-
Sonbong FETZ.

1 Actuai Invesiment in the Rujin-Senbong FETZ
Investment in the Rajin-Sonbong FETZ from the end of
1991 1o July 1897 is as follows:

W Contracts - 65 projects, US$370 million

W¥invested amount - US$32 million

W Enterprises established in the Rajin-Sonbong FETZ

- 58

Some investments are large-scale projects, such as
hotel construction, communication infrastructure
construction, and road pavement projects. However,
most investments are small-scale projects by small and
medium sized enterprises. Investment in the Rajin-
Sonbong FETZ remains mostly small scale

2. Transformation to & market economy in the Rajin-
Sonbong FETZ

{1} Legal situation

There are 51 officially announced laws and regulations
regarding the Rajin-Sonbong FETZ. New laws were
announced in July 1997 regarding the conversion of state
or locally owned enterprises into independent economic
entities responsible for their own profit and loss and the
establishment of private enterprises in the Rajin-Sonbong
FETZ Laws regarding joint stock corporation, new
"special economic zones" in Wonsan and Nampo, and
banking are currently being prepared, they will be
announced by January 1998

(2) Currency and exchange rate changes

Only the foreign exchange certificates (so-called "purple”
won) and the "red" won used for trade with former

socialist countries were permifted in the Rajin-Sonbong
FETZ before June 1997 From June they were abolished
and the use of the local "brown” wen is now permitted.
In addition, the exchange rate in the Rajin-Sonbong
FETZ is different from the rest of the DPRK where it is
set at 221 won to the US dollar. 1a the Rajin-Sonbong
FETZ the won is not set a1 a fixed rate. At present, it
floats a1 the rate of around 200 brown won to the US
dollar. Competitiveness of enterprises in the Rajin-
Sonbong FETZ is expected lo improve following this
exchange rate change, i.e , the depreciation of the won,
(3) Types of enlerprises

The unemployed and Farmers (in their spare time) are
permitted 1o establish household and private enterprises,
Some restaurants and hotels have already been
established.

It is possible now to convert state and locally owned
enteeprises into independent economic cntities,
responsible for their own profit and loss, and free from
government subsidies and finance

As mentioned before, laws reparding stock corporations
are now being discussed. Once they are prepared, the types of
enterprises in the Rajin-Senbong FETZ will be more diverse.
{4) Free trade market
The Wonjong Bridge (China border) open-air free trade
market for trade with Chinese Koreans opened on lune 6,
1997  The market is open four days a week from
Tuesday to Friday. The market is still small, however, it
might become more active when the road between Rajin
and Wonjong {approximately 60km) is improved {to be
completed in June 1998)

Trade here is mainly in the form of barter trade in
censumer goods, such as garments, alcoholic beverages,
cigarettes, and shoes from Ching, and marine products
from the DPRIC
{5} Training
In order to train the personnel that will manage the free
trade zone or special economic zone, the DPRK plans to
reorganize Rajin Marine University into Rajin University
with the cooperation of UNDP and UNIDO and to
establish Rajin Science and Technology University.
Trainees and officers in charge are already dispatched to
Australia, Hungary, China, Singapore, etc., to learn how
to operate a market economy.

(6) New special economic zones in Wonsan and Nampo

The DPRK is planning to establish new "special
economic zones" in Wonsan and Namgpo in addition to
the Rajin-Sonbong Free Economic and Trade Zone. The
preparation of laws and regulations is proceeding, the
target for completion is by January 1998 The plan is to
start by setting up a small development area {1-2 knf) near
the port in both cities, then to expand the area up to Sknl
In these areas, raw materials will be imported duty free,




and all products produced in the areas witl be exported

Compared with the Rajin-Sonbong FETZ, the scale is
much smaller The Rajin-Sonbong FETZ covers 74Gkni
However, the new "special economic zones” have some
advantages:

W They are more advantageous for trade because they

are in the south

FThey have long histories as hub cities, and the

infrastructure is better

¥ They are close to big cities.

Regarding competitiveness compared with the existing
Rajin-Sonbong FETZ, the Wonsan and Nampo areas
have a greater advantage for producing consumer goods
because of their proximity to big cities. On the other
hand, the Rajin-Sonbong FETZ can be a transit center for
Northeast Asia, particularly Northeast China. Thus, these
areas will not be in direct competition

3 Infrastructure and Procedures in the Rajin-Sonbong
FETZ

{1} Social infrastructure

The government is making efforts 1o improve key
infrastructure in the Rajin-Sonbong FETZ, and it invested
200 million won in the last year Infrastructure
improvements include:

¥ Constructing and improving foading and unloading
tacilities, storage facilities of Rajin port {a transit
base for one million tons of fertilizer was
construcied)

WElectrifying ratlway in the zone (168km were
compieted),

WPaving o trunk road between Wanjong and Rajin,
and constructing a new road between Wonjong and
Sonbong via the Tumen River Valley (scheduled 10
be completed in June 1998).

W Constructing a heli-port, and opening an air route
for helicopters between Rajin and Yanji (this plan is
currently proceeding).

VEstablishing an optical fiber line between
Pyongyang and Rajin, and building an international
communications network.

W Constructing hotels (started).

However, the improvement of infrastructure is a long-
term issue. Taking the severe economic situation of the
DPRK and the limited ability of the DPRK 1o provide
funds into account, creating a favorable environment for
introducing foreign investment smoothly into the Rajin-
Sonbong FETZ will be the key.

(2) Simplifying the administration of the Rajin-Sonbong
FETZ
(a} Transferring decision making powers regarding

ERINA REPORT Vol 20

invesiment to the local authority
The local authority of the Rajin-Sonbong FETZ is
permitted to exercise administrative power regarding
investment in businesses except in large scale (above
US$10 million) projects A "oneg-stop system” was
introduced.  This system allows procedures for
investment 1o be completed within the Rajin-Sonbeng
FETZ.
(b) Railway management
Transportation was not efficient in the Rajin-Sonbong
FETZ because railway in the Rajin-Sonbong FETZ was
managed separately by a number of bureaus. In June
1997 the railway system was reorganized and the Rajin
Railway Bureau was established.  The Rajin Railway
Bureau is responsible for all railway services and rolling
stock from the Tumen River (Russian border) to
Namyang, Sonbong, Rajin and the railway to Chongjin
(3) Border crossing procedures
The Chinese government opened the Quanhe
(China)/Wonjong {DPRK) Bridge border crossing on a
"temporary basis,” and permilted third country passport
holders to cross the bridge. However, to enter the DPRK
from China, an official invitation issued by the DPRK is
needed. Before, people had to cross at Tumen to emter
the Rajin-Sonbong FETZ and travel by road from
Tumen/Namyang to Rajin  Now peopie can choose either
form of entry. The number of people who cntered the
Rajin-Sonbong FETZ through Wenjong Bridge reached
83,000 from the beginning of 1997 1o August

However, there are still some border crossing issues
that need to be solved, such as inefficient crossing
procedures in China and the many charges for them.

4. Future issues

These measures and simplification of administrative
organization and procedures for transformation 1o a
market econemy in the Rajin-Sonbong FETZ can be
evaluated as progress in positive developments
However, these developments have just begun. To
promote the Rajin-Sonbong FETZ, many fundamental
issues must be solved, including improvement of
infrastructure, disclosure of related information, and mere
serious efforts in introducing a market economy.

In the future the DPRK government must first clearly
announce policy for economic management. Then it
should try to create an environment that facilitates
smooth foreign investmeat in the Zone. At the same
lime, it will become more important for Japan and other
refated countries to support the DPRK's transformation to
a market economy, and to establish cooperation
mechanisms with the DPRK
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The DPRK’s Opening and Reform Experiments
and the Attitude of Neighboring Countries

Hisako Tsuji
Senior Researcher, Research Division, ERINA

In the Fall of 1997 there were movements in the
Democratic People's Republic of Korea (DPRK) which
indicate important changes are taking place. On the
political side, Kim Jong It's appointment as General
Secretary of the ruling Korean Workers' Party was
announced. In Japan-DPRK relations, 15 Japanese
women married 1o Nosth Koreans were permitted to make
their first homecoming visit to Japan  The visit has been
a long-term issue between these two countries. Both
countries agreed to reopen negotiations for restoring
diplomatic relations, when a delegation from the ruling
parties of Tapan visited the DPRK. Negotiations have
becn suspended for the last live years.

On the economic side, although fimited to centain areas,
it is clear that experiments in opening and reforming the
DPRK economy have begun, for example, the
intreduction of a market cconomy in the Rajin-Sonbong
Free Economic and Trade Zone (Rajin-Sonbong FETZ).
and a plan to establish bonded zreas in Nampo and
Wonsun  These are signs of the DPRK's positive attitude
towards opening and reforming the economy The central
government is enthusiastic about attracting foreign
investment 1o the Rajin-Sonbong FETZ, and about
factlitating the use of Rajin port as a transit base. The
government also appears to be serious about a market
economy in the FETZ, this is evident in the government
dispatch of young officials 10 China and Southeast Asia
to learn about a market economy. Two officers of the
Committee for Promotion of External Economic
Cooperation (CPEEC) visited Japan. They were
particularly eager to see how the Japanese style market
cconomy works

The DPRK understands that Japunese entrepreneurs
will not be easily attracted to investing in the DPRK
because of the country's accumulated foreign debts and
its luck of diplomatic relations with Japan  The DPRK
recognizes that the highest potential for investment in
Rajin-Sonbong is from South Korean enterprises which
share 4 common cultural background. The DPRK
government believes il is doing everything it can for these
enterprises. [t views the passive attitude of South Korea
as 4 problem, and hopes the South Korean election at the
end of this year will establish a government with a
different policy towards the DPRK.

Another movement drawing attention is the seeming
willingness of the DPRK to participate in international
organizations, such as the Asian Development Bank
(ADB) and the World Bank, The DPRK expects to
receive financial suppert from such organizations
However, the DPRK must be aware that information
disclosure is a coadition {or participating in these

international organizations

All these facts indicale that the DPRK appears to be
making serious efforts 1o open and reform its economy in
order to solve problems such as its economic breakdown
and food crisis  The goal is to initiate economic recovery
by experimenting in Rajin-Sonbong FETZ, attracting
investment {rom foreign enterprises especially from
South Koreans, and obtaining support from international
organizations. Experiments in Nampo and Wonsan will
proceed at the same time. If these experiments are
successful, they will be expanded to other areas in the
DPRK

Regarding the relationship with Japan, the DPRK
seems to expect that it will derive war compensation from
Japan by restoring diplomatic relations, and that it will
attract further Japunese investment.

How should Japan react to these movements in the
DPRK?

First, Japan should actively support the experiments in
economic opening and reform of the DPRK  If the
DPRK is able to recover by opening and reforming,
stability in Northeast Asia will be maintained for 2 certain
period. On the other hand, if it fails, the economic crisis
of the DPRK will grow more serious, and in the worst
case scenario, the DPRK government will collapse or
experience a military tukeover

Secondly, Japan should not hesitate to support the
DPRK's participation in the international society. At the
beginning ot this year, the DPRK indicated that it is
wiliing to participate in the ADB. South Korea supported
DPRK membership, but Japan did not. Japan should
assist the DPRK rather than preventing it {rom
participating. Membership in the ADB wiil allow the
DPRK to start establishing new external relations [t
might also promote information disclosure.

Thirdly, Japan should proceed with negotiations for
restoring diplomatic relations with the DPRK  In the
process of the negotiations, it is necessary for Japan to be
in close contact with other countries, including the United
States and South Korea, and obtain their understanding.
It is most important to continue the diglogue.

There are various scenarios for the DPRK's future.
The most desirable one for both the DPRK and other
countries is to transform the DPRK regime peacefully
through a step-by-step economic opening and relomm, to
put the DPRK's economic recovery on the right track. To
realize this scenario, the countries concerned, including
Tapan, South Korea, the United States, and China must
establish political and economic strategies based on long-
term prospects
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Survey of Estimates of Korean Unification Costs:
Research and Future Issues
(Summary)

Yeongseon Yoon

Visiting Researcher, Research Division, ERINA

The sudden German unification of 1890, the recent food
crisis in the DPRK and its economic difficulties have
sparked an interest in the possible unification of the
Korean peninsula. Among the various problems

associated with unification, the financial burden of

unification is a popular focal point for research,

The purpose of this article is 1o critically review
existing studies on estimates of Korean unification costs,
and to clarify the usefulness and limitations of these
studies Finally, this anticle proposes future ways 1o
enhance the accuracy and reliability of unification cost
estimates.

Because unification has not yet happened, it is
necessary 1o sel up assumptions that influence unification
costs in order to make estimates. Of course, there is a
wide range of possible assumptions for estimation
However, the foliowing assumptions are the most
commonly found in studies: "the definition of unification
costs”, "the timing and possible scenario for urification”,
and “the methodologies used in the estimation”

First of ali, we must consider "the concept of
unification” and "the coverage of unification costs” in
refation to the first common assumption, i.e "the
definition of unification costs™. In general, there are
several types of unilication, including political
integration, economic integration, and cultural and social
integration. The relationship between mainland China and
Hong Kong is an example of political integration without
cconomic integration. But most studies define unification
as economic integration, so unification costs refer to the
costs that will be incurred during the process of economic
integration of North and South Koerea.

In this cuse, untfication costs can be estimated on two
bases, a "real term basis™ and an "opportunity cost basis”
The former considers unification costs as the amount of
financial support to North Korea provided by South
Korea. The latter considers unification costs as the valoe
of resources that could have been used for alternative
purposes if they were not mobilized for unification. An
oppoertunily cost basis has the advantage of including
unification benefits such as the elimination of defense
expenses, economics of scale developed because of the
expansion of the domestic market, etc. However, it is
difficult, if not impossible, to estimate costs in this
manner.,

Secondly, several economists and researchers have
presented various scenarios for Korean unification. Even
though it is extremely difficult to predict how unification
will happen, possible scenarios include: () successful
reform, (2) early complete coliapse, (3 slow, irreversible
decline, () military conflict. From the viewpoint of
unification costs, the above scenarios can be divided into

two, "gradual integration” and "big-bang integration”
The former presents a scenario in which most of the
DPRK's economic difficulties are overceme, and the
geonomy recovers 1o the point where reform and open
policy (similar to that of China) allows a soft-landing
unification. This scenario is consistent with the official
position of the South Korean Government, ie., "The
Three-stage Unification Process™ In this case, the DPRK
can share the burden of unification costs. The latter
scenario envisions a continuing economic decline in the
DPRK leading to a sudden collapse of the political and
economic system without initiating reform measures. The
German experience is ¢ good exampie of this scenario. In
that case, most unilication costs will be borne by South
Korea because the DPRK will not have the ability to
share the burden of unification costs. In short, the
difference between the two scenarios is whether or not
the DPRK will share the unification costs

Thirdly, two basic methoadologies are employed for
estimating unification costs. One s the "target income”
approach based on a certain macroeconomic model

This approach posits a target per capita income for
North Korea (typically 60~ 100% of South Korean pes
capita income). The cost of unification is considered as
the amount of capital that would have 1o be transferred 10
North Korea to raise North Korean per capita incomes 10
the target level. The other is the "accumulation of
individually itemized expenses™ approach based on actual
German unification expenditures. Individaal fiems for
unification costs are selected and each item is estimated
by extrapolating the Korean case from the German
unification experience The cost of unification is
calculated as the sum of each item's estimate

Based on the above assumptions, many economists
have tried 10 estimate Korean unification costs and have
come up with a wide range of estimates, from US$86
billion 1o US$3 trillion. These differences are due mainly
to a bias in critical economic indicators as well as the
varying assumptions used in the estimations. Because it is
extremely difficult to access reliable data for the North
Rorean cconomy, some critical economic indicators need
to be estimated rather than observed. Each economist
computes these indicators very differently leading to the
range of estimates For example, the capital-output ratio
in North Korea used for estimations ranges from 2.5 to
10. Table 2 summarizes six representative results, e,
KDI, Hwang, Lee, Bae, Noland, and Park.

These studies suggest some relations between the
estimates and the assumptions. First, considering the
definition of unification costs, it can be said that the
estimates made on & "real term basis” exceed those made
on an "opportunity cost basis”. This is because on an
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"opportunity cost basis”, unification benefits are
considered in the process of estimation, and they offset
unification costs

Secondly, with regard to timing #nd possible scenarios
for unification, as a matter of course, the estimates made
on the basis of a "big-bang integration” approach are
much greater than those based on a "gradual integration
approach”. And unification costs rise as unification is
delayed because the gap between the South and North
Korean economies grows while time passes.

In analyzing the existing studies concerned with
estimates of Korean unification costs, certain
characteristics become evident

First of all, in terms of methodologies for estimation,
the use of the "sccumulation of individually itemized
expenses” approach is increasing compared with the use
of the "arget income” appronch. This is mainly because
olficial statistics for the DPRK economy, essential for the
"target income™ approach, are not available.

Secondly, there are new attempts to represent estimates
in a relative proportion, such as costs of unification as a

percentage of the South Korean GNP or the ratio of

unification costs to the savings of South Korea. This
lends a pragmatic view to the estimales of Korean
unification costs, particularly in considering the capacity
of South Korea to bear the {inancial burden or mobilize
the resources for unification costs,

Thirdly, in lerms of scenarios for the process of
unification, Korean economists give priority to the "big-
bang integration” approach. This is because in South
Korea, a pessimistic view of the DPRK's future now
prevails. It is based on the current economic deterioration
and the possibility of collapse or dramatic change in the
DPRK political regime

These characteristics indicate that studies concerned
with estimates of urification costs have gradually
developed, improved, and become more useful for policy-
making. But certain limitations still remain:

{1} In most studies, the benefits of unification have
been ignored The estimates of unification costs can be
calculated by countervailing the effects of unification
benefits. Therefore, if the benelits of unification are
ignored in the process of estimation, the unification
costs will appear high. This may cause South Korea to
hesitate, unnecessarily, to unify.

(2) Estimations assume that the economic growth
trends of South and North Korea (realized before
unification), will conlinue even after unification. But
this assumption needs 1o be reconsidered, unification
will bring about a situation never experienced before
{3) Most studies try 10 estimate unification costs based
on the assumption that South Korea will maintain a
high level of econamic growth, ie. above the 5~6%
rate, even after unification. But this is uniikely because
South Korea has already graduated from the status of
developing country and its model developed country,
Tapan, shows that the continued high-growth
assumption is not grounded in reality. This is directly

reiated with South Korea's ability to bear the burden of
unification costs
(4 That South Korea will pay for all unification costs
is questionable. Recently, the international community
has grown more enthusiastic about assisting in the
reconstruction of the North Korean ccononmy, 1e., the
construction of light water reactors by KEDQ, the food
aid provided by international organizations, and the
possibility of granting membership to the DPRK in
international financial institutions such as the IMF and
the ADB. These trends highlight the possibility ol
reconstructing the North Korean economy after
unification through an international framework
(5) In cases where a "target income” approach is
employed, it is not clear how the target per capita
income for North Korea is determined. Usually, the
target is 60~ 100% of the South Korean per capita
income This level may be too high, and the arguments
for using this target are weak This shows the limits of
the "target income" approach
{6) Korean cconomists' preference for a "big-bang
integration” scenario may be based on emotion. This
scenario is not consistent with recent trends which
show that the international community will make
efforts to avoid the sudden collapse of North Korea
Moreover, economists who assume a "big-bang
integration” remain in the minority in the U5 and
Japan
Considering the above limitations. we propose fulure
ways 10 develop estimates of unification costs. First of
ali, we must recognize that in the studies on estimates of
unification costs, econometric analysis has i1s own
limitations for enhancing accuracy and reliability because
refiable economic information necessary for this kind of
analysis is unavailable  In addition, we can not be certain
of what path North Korea will take, Therefore, we need
to diversify the {framework for estimation, rather than
sticking to one method.  This requires: setting up a wide
range of scenarios for Korean unification and the future
prospects of North Korea; calculating anification costs
tzking unification benefits into consideration; and
examining the possibility that the international
community will share the burden of unification costs
Secondly, considering the estimates’ lack of reliability,
it is more desirable 1o represent unification costs as a
percentage of feasible financial resources (the ratio of
unification costs to the increase in GNP; the ratio of
unification costs to the amount of savings or investment)
or by taking into consideration different assumptions, for
example, methods for financing unification costs (the
difference in unification costs under two assumptions--
one based on only domestic financing of costs and
another based on mixed financing, South Korean and
foreign).
Thirdly, we propose a more conservalive view of the
future prospects of South Korea's economy, especially
related to growth rate.
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. [Nosth-South Korean Talks : Where They Stand] (B

The Strategic Choice of Seoul and Pyongyang
and Some Possible Scenarios for Inter - Korean Relations
(Summary)

Samgyo Oh

Research Fellow, Hyundai Research Institute, ROK

One of the basic characteristics of the inter-Korean
relationship is the coexistence of confrontational and
cooperative structures between North and South Korea
A deep rooted national identity and the new international
environmert are encouraging cooperation between the
two Koreas, while mutual distrust and continued hostility
engender confrontation. Both tendencies are strong and
compete to dominate inter-Korean relations depending on
the changing calculations ol both sides. The future of
inter-Korean relations will be determined by the
interactions of strategic choices of the two Koreas. This
article examines, first, the choices availabie to the two
Koreas and, second, the possible scenarios that might
evolve as results of those choices.

The backdsop tor Pyongyang's strategic choice is the
fact that it has to revive its shrinking economy while
making sure that this does not affect the political
domination of the current leadership. But it is not easy lo
strike a balance between the measures to revive the
economy and the continued grip on the system. That's
why Pyongyang has given more emphasis to political
stability than to economic reform  Pyongyang is in a
dilemma in which the long erm solution for survival of
the system contradicts the short term need to stabilize the
regime during the current crisis. Given this background,
Pyongyang will have to make a choice from the following
three options: a system-defending strategy, a iimited
opening strategy, or a reform strategy.

The first “system-detending stralegy” aims lo protect
the existing system by strengthening the totalitarian grip
on the people of North Korea, refusing to reform for fear
of a possible regime collapse  This option might be good
enough to maintain the existing power structure for the
time being, but the continued economic crisis will
threaten the very basis of the regime.

The second "limited opening strategy” aims 10
maintain the current political structure while trying 1o
revive the economy by attracting foreign investment in &
limited and controlled area such as Rajin-Sonbong Free

Economy and Trade Zone This has been Pyongyang's
choice from the carly nineties. It is a reasonable choice
except that without reconcifiation and dialogue with
Seoul, foreign investment will not come due to the
political uncertainty

The final "reform strategy” is 1o introduce market
reform and to open the country toward the worid  The
full-blown reform is not quite possible at this moment
What is more probable is 1o expand the scope of opening
and to allow the informal sector to grow while formally
maintaining a planned economy system.

Seoul's most prominent policy toward Pyongyang is to
ensure national security through military preparedoess
while trying to induce Pyongyang to the dialogue table
But Seoul has been unable to come out with clear-cut
policy lines toward Pyongyang. On the one hand, deep
rooted distrust toward Pyongyang evoked a hard-line
policy. On the other, there was a growing need to induce
Pyongyang to the dialogue table, 1o control the behavior
of Pyongyang, and to create a mood for reconciliation.

In this respect, Seoul afso has to make a choice from
the following three options: pressing Pyongyang for
concessions, restraint and inducement, or an appeasement
policy

The "pressure strategy” aims to push Pyongyang hard
50 that it has 1o step back and Seoul can take the initiative
on matters related to the Korean Peninsule. This choice,
however, might simply freeze selations with Pyongyang
without getting what Seoul wants.

Second, the “restraint and inducement sirategy” takes
the middle rouad, aiming 1o control and inlluence the
behavior of Pyongyang through a combination of stick
and carrot. This has been the choice of Seoul, despite the
appearance of an oscillation between hard-line and soft-
line policies

Finally, the "appeasement stratlegy” supports
Pyongyang's demand for an improved relationship with
the US and Tupan, hoping that the establishment of
diplomatic refations and ensuing economic support by the

"




US and Japan wiil help open North Korea and launch a
reform. That is, to go along with Pyongyang's existing
policy of exciuding Seoul while approaching the US and
Japun. The expected effect of this policy is reduced
tension with Pyongyang and a wider opening of North
Korea. But with this passive attitude, Seoul will not be
able to influence the course of political interactions on the
Korean Peninsula

Given the scope of choice mentioned above, we can
think of four most probable scenarios for the Seoui-
Pyongyang relationship as a resuit of a realistic
combination of those strategies: continued hostility, tug-
of-war, limited improvement, and reconciliation,

"Comtinued hostility”, the first scenario, will be the
dominant aspect of inter-Korean relations if Pyongyang is
more interested in the defense of the existing system and
Seou! is more interested in pushing the hard-line policy
toward Pyongyang. If this pelitical situation continues
for a substantial period of time, North Korea might have
to choose between provoking a war against Seoul or
watching helplessly the coming end of its regime with no
exit. Given the shakiness of its economy, however,
Pyongyang will not taunch a risky war, rather it will iy
to survive with the help of China and international
organizations, waiting for a new turn of events that will
save i

A "weg-of-war” scenario, is expected if South Korea is
determined 10 keep a "restraint and inducement” policy
regardless of North Korea's choice. That is, whether
North Kerea is pushing for a hard-line policy toward
Seoul or is opting for the "limited opening" of the
country. [n this scenario, the two Koreas will test cach
other's will and strength in an attemplt 1o $gueeze
concessions from each other. This is actually what has
been happening between the two sides. There is neither a
clear-cut improvement nor & particular worsening, but
only limited contact with no sign of a4 new turn ol evenis
In this relationship the role of the US as a medior is
expanding

ERINA REPORT Val 20

The third "limited improvement” scenario is possible if
Seoul is active in launching economic cooperation with
North Korea without demanding concessions.  North
Korea will be able to 1ake advantage of the capital and
technology of Seoul without the risk of shaking the power
structure of Pyongyang. Pyongyang has no need to
decline Seoul's initialive in economic support in the form
of investment in Rajin-Sonbong Free Economy and Trade
Zone This will obviousty induce the relaxation of
tensions on the Korean Peninsula and may help promote
maitual trust.

The final scenarjo, "reconciliation” can be expected if
Pyongyang is willing 1o carry out at least partial reform,
and if Seoul is ready to help out. Two conditions need to
be fulfiiled for this to happen. First, North Korea should
not feel threatened by the reform measures, and second,
the economic recovery of North Korea must not jead to a
renewed mikitary threat for the South. This scenario is not
realistic at this moment because mutual trust is lacking
between the two sides

The prospect for the near future on the Korean
Peninsula is that a "tug-of-war™ witl continue for a while
and if the right mood can be achieved, a "limited
improvement" scenario will follow. This is because both
sides have gained nothing really important from the tug-
ol-war untii now, and because improving the relationship
is a win-win choice. Seoul can enter into dialogue with
Pyongyang and increase its chances of involvement in the
North Korean cconomy. Pyongyang can atiract more
foreign investment and attain a guarantee of substantial
support from Seoul. With the election of a new president
at the end of this year in the South, Kim Jong-il of North
Korea is expecled to accept diglogue with Seoui Though
Pyongyang has repeated several times that there will be
no change in policy, the dual structure of the inter-Korean
relationship. that is, the inherent coexistence of
confrontational and cooperative schemes, can eusily turn
the hostile moed into a reconciliatory posture with flips in
position by the two Koreas.
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Joint Ventures in Far Eastern Russia
(Summary)
Elena 1. Devaeva

Senior Researcher, Economic Research Institute, Far Eastern Branch,
Russian Academy of Sciences, Khabarovsk, Russia

Several years ago there was much hope that foreign
investment in Far Fastern enterprises would assist post-
soviet adjustments in the economy of the region and
would support export industries  The Foreign Investment
Law was adopted in 1991, and in August 1991 the federal

government offered some concessions to foreign
companies Later, however, the government provided
neither guarantees nor mechanisms to confirm that the
‘climate' for foreign investment would not be amended in
a manner that worsens the initial conditions. Skeptics
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proved to be right when numerous acts and administrative
regulations soon followed. These measures made the
entire investment environment in Russia complex,
unfavorable and unpredictable, particularly for foreign
companies which had the choice of investing in other
regions and countries.

Nonetheless, by 1997 many joint enterprises between
Russiun and foreign companies were created, including
2,648 joint ventures registered in the Far Eastern
economic region of the Russian Federation. About 30%
of all joint ventures were created in southern areas of
Khabarovskiy Krai (616 enterprises), Primorskiv Krai
{1,174 enterprises), and Sakhalinskaya Oblast (384
enterprises). The investors were attracted by betler
infrastructure facilities, expectalions of a free economic
zone regime in Nakhodka and Sakhalin, and numerous
opportunities for cross-border trade with foreign
neighbors. In 1996 the accumulated volume of foreign
investment was eslimated by the Institute of Economic
Research at US$500 million (without oil and gas projects
on Sakhalin Island).

There were three distinct stages in the process of the
investment links' development. In 1989-1992, during the
first stage, 904 joint veniures were registered in the Far
Fast  Abowt 27% of them were active hy 1993  Before
Junuary 1, 1992 all new joint ventures created in Russia
were granted a two-year tax holiday, and those
established in the Far East received one additional year of
such 1ax benefits. Some Far Eastern provinces introduced
additional benefits, such as reduced tax for reinvested
profits and reduced taxation rates for joint ventures in the
manufacturing industry, if the foreign capital share in the
funds of an enterprise is above 30%. In 1992 some
special concessions were given only to joint ventures,
such as freedom to export their own products without
quotas or export licenses

It seems that during this first stage commercial rigks
were less critical than concrete benefits and expectations
of new profits.  About 43% ol new joint ventures were
formed in the service sector, mainly trading operations,
and 33% were established in fishery Between 1989 and
1992 their combined share in regional exports increased
from about 13% to 25% and reached 15% in import trade
fron the very low initial level. In 1892 more than 84% of
the combined exports by joint ventures consisted of fish,
marine products, logs and timber. However, if in 1992
joint ventures were responsible for about 22% of all
foreign trade, by 1997 this share decreased to only 7%
Such redistribution took place mainly because of
competition from Russian domestic enterprises.

During the second stage between 1993 and 1995, the
"national investor” regime was introduced for foreign
investors, and tax benelils and other preferences were
abolished.  "The List of Strategic Export Commodities”
was adopted by the federal authorities, affecting the
interests of foreign companics in Russia  From February
1, 1993 a wide fist of imported goods was subjected 1o
custom duties and value added taxation. Some joint
ventures were free lo continue the import of capital goods
under the previous rules (no VAT, no impert duties) only
if such imports were directly related to production

purpases.
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The investiment climate started to deteriorate. In 1994,
the Russian authorities started to charge a value-added
tax, and & 23% “special rax" was applied 10 foreign funds
already invested in Russia as well as new investment
credits. Under the pressure of foreign businesses these
measures were abolished, but it took the government
three months to correct this sudden deterioration in the
investment conditions.

The period of 199G-1997 can be called the third stage
when foreign investment in the Far Eastern region was
somewhat consolidated. By Tanuary 1, 1997, there were
2.648 enterprises with foreign investment registered in
the region, 13 entities fewer than in early 1996, For
example. in 1995, there were 460 new joint ventures
registered in the Far East, or 10% less than in 1994
Although the number ol new registrations declined, the
share of functiona! joint venures incressed to 33 6% in
1996

For example, many Chinese investors that were in a
leading position in terms of numbers of registered joint
ventures {more than 40%), went out of business These
were mainly small companies, some of them were never
really active, others failed to cope with new registration
requirements  Out of the 200 inactive enterprises
dissolved by regional authorities, 123 were formed with
Chinese companies

On the other hand, joint ventures formed with Japanese
counlerparts were active in export operations. Although
the number of joint ventures formed with Japanese
companies is only 11% of ali the registered joint
ventures, three-quarters of about 400 joint ventures with
Japanese investors are registered in the Far East
Compared with other investors, Japanese companies
made the most significant contribution to the focal
economy. Most of them are stable commercial entities,
support exports and facilitate the inflow of new capital
funds and technologies to the region.

The companies from the Republic of Korea are quite
active as well, even though they are behind Japan and the
United States in terms of numbers. They operate in
fishery, timber industry and services.

In 1996, the contribution of joint ventures in foreign
trade was estimated at US$315 million Since 1992,
when it reached its peak, this volume fuctuated at a 75-
809% level The trade activities of joint ventures are
indicative of currend strategies on the part of foreign
investors. The main export items are fish and marine
producis (about 50% of exports), steel and non-ferrous
metals {13%) and timber {12%). Parily due 1o the
activities of the enterprises formed with foreign
investment, the Far Eastern provinces export more than
they import  Joint ventures also heip the provinces where
they are based Khabarovskiy and Primorskiy krais, as
weli as Sakhalinskaya and Kamchatskakya oblasts are
leading in foreign trade and export operations.

However, the overall contribution of foreign investors
10 the economy of Far Eastern Russia is rather limited. In
1997 only 2% of the regional industrial output was
attributed to joint ventures and other enterprises with
foreign invesiment. Regional auvthorities were trying to
attract more foreign investment by offering a two-year
local tax holiday afier first profit is announced (available
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to enterprises with more than 30% foreign ownership). A
three-year tax holiday was offered to joint ventures
involved in transportation and mining (available to
enterprises with moere than US35 million in foreign
funds)

The policy of the federal government is very important
{or improving the investment climate. First, no
amendment must be made at least within the first five
years after regisiration that worsens the initial conditions
for joint ventures  Second, the maximum limit (only
US$17,0000 established by the federal government for the
local administrations to process the applications for
foreign investment must be raised significantly. Third,
the registration procedure must be organized as "one-stop
shopping” to save time and reduce paper work, and in
some cases, simplified allowing investors to apply to
establish a joint venture and to wait for approval. Fourth,
the licensing procedure for foreign investors requires a

permission by the Central Bank of Russia and this makes
the entire procedure very complex. Finally, the level of
taxation is too high. To contribute more to the
stabilization of the Far Eastern economy, foreign
investors must be given more legal incentives and better
opportunities to earn profits, but the current taxation
policy allows only 45% of all joint ventures to be
profitable.

In addition to these numerous administrative and legal
problems, the general economic situation remains
uncertain and discourages foreign investors' interest in the
Far Eastern region of Russia. Continuing decline of
production, unpaid debts held by many enterprises,
insolvency among some of them and the federal
government, the relatively small size of the Far Eastern
market and general economic instability are among the
main probiems 1o be solved to Improve the investment
climate in the region
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November Summits in Northeast Asia

Vladimir Ivanov,
Senior Researcher, Research Division, ERINA

The summit meeting between Russian President Boris
Yeltsin and Japanese Prime Minister Ryularo Hashimoto
in Krasnoyarsk that took place on November 1-2 was an
informal but cordial and productive event. It seems that
positive bilateral relations between the two neighbors are
developing much faster than expected just one yeur ago
when Russian Foreign Minister Evgeniy Primakov,
during his visit to Japan in November 1996, proposed 10
approach the territorial dispute through "joint
development”. In Krasnoyarsk the two leaders agreed 1o
do all they can to conchude a bilateral prace treaty by the
year 2000

However, whether this summit will open a new era in
Japan-Russia bilateral relations is not the only issue of
concern. The Krasnoyarsk meeting was 4 very timely
event for the {uture of Northeast Asia and the Asia-
Pacific region. With rapidly expanding bilateral
engagement between Russia and China, on the one hand,
and advancing relations between these two countries and
the United States, Japan and the Repubtic of Korea on the
other, Northeast Asia looks more stable than at any other
time during this century. The subregion is poised 1o close
the 20th Century "chapter of rivalry” and to open one of
"cooperative engagement” tailored to the needs and
challenges ol the next millennium

Russia expressed its support for Japan to become a
permanent member of the United Nations Security
Council and Japan pledged to support Russia's
membership in APEC. However, long-term economic
tinks between Japan and Russia are yet to be built It was
agreed in Krasnoyarsk that these new links will include
Tapanese invesiment promotion in Russia, energy
resources devetopment, particularly in Sakhalin oil and
gas fields, improvement of trans-Siberian transportation
and tefecommunication systems, fishery, and other
important areas. It is hoped that as a result of these efforts
Far Bustern Russia will become a more hospitable place
for Japanese companies and interdependence between the
two economies will be promoted. This will facilitate
Russia's integration into the Asia-Pacific economic
region.

The dialogue between Hashimoto and Yelisin was not
limited to economic issues They discussed plans for
high-fevel military exchanges and joint rescue drilis
between the two military forces to prepare for
humanitarian emergencies or natural disasters. It is quite
likely that the two leaders also exchanged views on the
future of Northeast Asia, the Korean peninsula, the
growing economic and political influence of China,
prospects for regional security cooperation and the role
the United States plays in this part of the world Although
these issues were nol in the newspaper headlines, the
political stability of Northeast Asia is the most significant
prerequisite for a predictable investment climate,

economic exchanges and long-term subregional economic
cooperation.

Another historic Russia-China summit took place in
Beijing on November 8-10, 1997, Unlike the "no-tie”
weekend meeting in Krasnoyuarsk it was an official and
formal event. However, President Yeltsin and Chinese
President Hang Zemin lost no opportunity to strengthen
their personal friendship thus contributing 1o the
emerging Northeast Asian spirit of informal discussions
and exchanges. Agreements on trade cooperstion and
environmental issues were signed The two sides agreed
to expand the regime of 'free trade zones' in the border
area to facilitate border-crossing and economic exchanges
between the neighboring cities and territories.

Russia and China reconfirmed their commitment to
develop close links in the energy sector focusing on the
Kovytkinskoy natural gas field near Irkutsk and the
pipeline project that will link Russia, Mongolia, China,
the Republic of Korea and southern Japan Russia will
suppty China with 20 billion cubic meters of gas annually
for 30 years, and the two countries hope to invelve Japan
in the project to facilitate investment needed for its
implementation. It is also likely that Russia and China
will work on a preject to transport natural gas to China
from Eastern Siberia. It scems that Russia, which plans 1o
build a nuclear power plant in China, considers this
neighbor as a huge market for other Russian hi-tech
products, inciuding advanced military equipment.

A long-standing territorial dispute between China and
Russia was successfuily resobved as well The two
countries agreed on the details of a 4,360 kilometer long
border between China and the Russian eastern provinces,
leaving only three islands (two on the Amur River near
Khabarovsk and one on the Argun River in Chitinskaya
Oblast) for negotiations at an unspecified future date,

With improved relations between China and Russia,
Fapan and Russia, expanding links between lapan, Russia
and China, and continuing U S, engagement in the north-
western Pacilic, the conditions are being created for the
transformation of Northeas! Asia into a subregion of
cooperative economic and political engagement Without
a doubt it will be a compiex and time-consuming process,
but the spirit of regional cooperation must be cultivated 1o
prevent Northeast Asia from sliding back into rivalry Tt
is in everybody's interest that geoeconomics guide the
political decision-making of the 21st century, thereby
moderating possible shifts and tumns in the geopolitical
equation. In this respect the two summits in Krasnoyarsk
and Beijing provide valuable examples

Students of East Asia, university professors, research
institutions and policy think-tanks around the world must
assess and analyze the outcomes of the Northeast Asian
summits held in November 1997 and other politicai
events important to the future of this subregion in order 10
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expand and adjust their research agendas and activities

First, a step forward must be made in evaluating
prospects for muliilateral cooperation among major
powers in Northeast Asia in the Z1st Century In this
context, the opportunities for Japan-Russia-China
economic interaction need priority attention. On the other
hand, changing political and other relationships in the
U S -Japan-China-Russia "quadrangie” thal ensure
stability needed {or economic growih and cross-border
trade and investment flows must not be {forgotten The
future of North Korea and its recovery from the current
crisis and isolation can be assured if the four major
powers and the Republic of Korea cooperate

Second, Japan-Russia and Russin-China bilateral
economic initiatives must be seen in a broader global and
regional economic context Enpergy resources
development in eastern Russia, for example, is important
for all of Russin's neighbors, including Japan and China
as the two major consumers of energy resources in the
repion. Interdependence in energy resources development
and consumption in Northeast Asia demand from the
countrics involved in these projects no less than a truly
"strategic” partnership and a long-term vision that can

justify hupe invesiment in the energy sector and its Lrans-

border transportation infrastructure.

Third, if Russia is admilted into APEC, the Northeast
Asian subregion or North Pacilic area will gain
"recognition” and new channels of communication may
become available for the governments of Japan, China,
Russia, the Republic of Korea and the United States to

discuss prospects and mechanisms for multilateral
economic cooperation in the region. In these channels of
communication, the nations can be represented not only
by central but also local governments,

Moreover, by modernizing the Trans-Siberian raifroad,
the European economic zone can be effectively linked
with the APEC economic arca thus creating new
opportunities not only for Northeast Asian but for trans-
continenial development and cooperation in a wide
hemispheric belt that links Vancouver and Seattle,
Viadivostok and Beijing, Tokyo and Seoul, London and
Moscow, to name only a few major economic units

Finally, after a few years of economic decline and a
diminishing political posture in Northeast Asia, Russia is
re-emerging as an important player in the region
ARhough the Far Eastern economic region of Russia is a
relatively smali and troubled part of the Russian
economy, it is likely to be an imporlant part of Northeast
Asia's economic dynamism and an economic ‘contact
zone' between Russia and Japan, Russia and China, and
Russia and the Asia-Pacitic region. R is important,
therefore, to Follow economic and other developments in
this ares and the potential impact of improved relations
with China and Japan on Russia's domestic economy,
particularly the economic recovery of the Far Eastern
provinces. The most important outcome of these (wo
summits is the promise of future stability in Northeast
Asia and significant economic benefits for the nations
involved
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