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Toward Greater Economic Cooperation in Northeast Asia

Rha Woong-Bae
Distinguished Visiting Professor, Graduate School of International
Studies, Chu Ang University
Former Deputy Prime Minister of the ROK

Today, 1 would like to speak on a subject that con-
cerns many of us: the need for greater economic coopera-
tion in Asia. I feel this subject should receive more atten-
tion, especially in the wake of the current economic crisis
in this region

I am sure [ am not the only person in this room to
have mixed emotions about the wholesale condemnation
of the Asian economic model following the outbreak of
the current crisis. Certainly, I cannot agree more with the
critics of the Asian model that the elements of “crony
capitalism” have to be removed from Asian economies; at
the same time, however, [ feel that many of these critics
overlook the real strengths of the Asian model which
have made rapid “shared growth” possible, In addition, |
believe that the current economic turmoil all oo clearly
shows how much this region has suffered from a lack of
economic leadership and policy coordination at the inter-
governmental level. While nations in other regions of the
world are patching up their old differences and moving
toward greater cooperation, Asia seems to be mired in old
suspicions and intent on creating new rivalries.

In my speech today, I would like to emphasize that
the future of Asia critically depends on the degree to
which Asian nations work together to address common
political, economic, and other issues Given the present
constraints, a full-fledged “Asian Union” may be decades
away, but I believe that it is all the more reason that
Astan nations should start working together to reach
political recorciliation and promote econemic coopera-
tion. The time to act is now

Toward this end, I would like to propose that a
Council for Northeast Asia Economic Cooperation be
created. The Council will, initially consist of quasi-gov-
ernmental representatives from five countries, namely,
Tapan, China, Russia, and North and South Korea, and
discuss various issues associated with economic coopera-
tion.  Once political and military tension in the region is
reduced, the Council can be elevated to an official forum
for government representatives. I hope that such a coun-
ci} will help national leaders 1o craft o common vision for
Asia and contribute to peace and prosperity in the region

Let me start by discussing one of the most overly
used phrases in the world economy today: globalization
Fucilitated by communications and the information revo-
lution, globalization is a dominant driving force in the

world economy today. The collapse of the Cold War sys-
tem in the late 1980s has led o the integration of former
Socialist Bloc countries into the world market economy,
and a series of global trade agreements culminating in the
establishment of the World Trade Organization {(WTQ)
have accelerated the trend toward a “borderless” world,
As the integration of the world economy gathers momen-
tum, the economic interdependence of nations will
increase in the 21st century, and close cooperation among
nations will becorne even more important for global pros-
perity In order to ensure a smooth transition to a truly
global economy, nations must overcome various protec-
tionist sentiments at home and work together to reduce
the volatility of the international capital market.

Globalization has been accompanied by a comple-
mentary and, &t times, competing trend toward regional-
ization. The degree to which various regionaljzation
schemes discriminate against nonmember nations has
been a matter of debate, but as long as nations remain
faithful to the principle of “open regionalism,” the forma-
tion of various regional economic blocs and localized
subregional economic zones will not be o menace to free
trade

Of the two primary types of regionalization schemes,
regional economic blocs are typically formed to promote
deep economic integration based on the free flow of
goods and factors of production. The European Union
(EU) and the North American Free Trade Agreement
(NAFTAY} are perhaps two of the best-known examples.
The EU, in particular, is close to reaching the stage of
currency union and offering the Euwro. its common mone-
tary unit, as an alternative reserve currency 1o the US dok-
lar in the international market.

Compared with regional economic blocs, localized
economic zones typically involve much smalier geo-
graphical areas and entail cooperation more at the local,
rather than national, government level In Southeast
Asig, the city state of Singapore has been at the forefront
of building localized economic zones through its “growth
riangle” strategy.  SIJORI, connecting Singapore with
Malaysia's Johore Province and Indonesia's Riau Islands,
maybe the best know: example

In Northeast Asia, some effort has been made to
develop a localized economic zone through the Tumen
River Area Development Project (TRADP); however,
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compared with the enormous potential for economic
cooperation in the region, the actual results so far have
been rather disappointing Moreover, there is no regional
organization comparable to the Association of Southeast
Asian Nations (ASEAN) in Northeast Asia- 1o say noth-
ing of the EU.

The insignificant level of economic cooperation in
this region owes to several factors  For the past century
and a half, Northeast Asla has often been a battle ground
for great powers  China and Japan fought two major wars
during this period, and so did Japan and Russia. The
defeat of China in the Sino-Tapanese War of 1894 marked
the end of the Sinocentric order in this region, and the
defeat of the Russian Fleet at the hands of the Japanese
Navy in 1905 was a humiliating experience for the
Russian Empire. Of course, in a way, China and Russia

returned the favor to Japan in World War II. The end of

World War I, however, did not mark the end of hostili-
ties It only brought precarious peace to this region in the

form of “the Cold War™ And even after the collapse of

the Cold War system, old rivalries seem to remain in this
region

The division of the Korean Peninsula, the territorial
dispute between Japan and Russia, Sino-Japanese rivalry
{with the US in-between}, and other sources of teasion in
this region have impeded economic cooperation. As @
matter of fact, prior resolution of political issues has often
been issued as a pre-condition for economic cooperation,
only to delay improvement of relations.

In addition to these political factors, significant dif-
ferences in national econormic systems have impeded eco-
nomic cooperation.  After all, China and Russia have yet
to complete a fuli transition to a market economy, and
North Korea has barely begun the transition process.
Without strong governmental support, private firms may
face too much risk in venturing into the underdeveloped
region of Northeast Asia

It is unfortunate that Northeast Asia is stili mired in
old suspicions and rivalries while the rest of the world is
preparing for the 21st century with various economic
cooperation schemes. As I have already mentioned, the
current economic crisis in Asia all too clearly demon-
strates the need for greater policy coordination in the
region China's decision to devalue the yuan in 1994 and
Japan's reluctance to deal with nonperforming loans and
1o serve as a growth locomotive created serious problems
for Asian economies, well before Western investors
decided to pull the plug on the emerging markets in this
region Although Japan did make & proposal 10 create an
Asian Monetary Fund last summer, it was too little, too
late Before blamning the economic ills of the region on
some kind of foreign conspiracy. Asian nations should
think of ways to enhance economic cooperation in the
region, if they are to avoid making the same mistake in
the future The time to act is now

In this regard, it may be instructive to remember that
France and Germany, who have led the European Union
movement since its inception. were not always on good
terms. In fact, they had fought at least four major wars
since the 17th century, and the historical enmity between
France and Germany at the end of World War {1 could
pat have been less than that between the nations in

=~

Northeast Asia today

After World War 11, however, the leaders of the two
countries realized that they could no fonger afford to fight
over their past differences while the rest of the world was
moving forward The Schuman Declaration of 1950,
which became the origin of the European Union, was &
product of this new way of thinking in Europe In mak-
ing this declaration, Robert Schuman and fean Monnet
sought to arrest the relative decline of Europe and to pre-
vent the outbreak of another war, especially between
France and Germany. As “a first step in the federation of
Europe,” Schuman called for the pooling of coal and steel
production and sought to “change the destinies of those
regions which [had] long been devoted to the manufac-
ture of munitions of war ™ Europe has come a long way
since then,

Following Europe's example, natiens in Northeast
Asia should work together to reduce tension in the region
and break the present impasse Demanding political con-
cessions by the other side as a pre-condition for economic
cooperation may be emotionally appealing, but it is no
way to resolve the problem Political and economic
issues cannot be completely delinked, but toning down
rhetoric and using mutually beneficial economic coopera-
tion to create a positive atmosphere for political reconcili-
ation may be more conducive to improving relations,

Northeast Asia has an enormous potential for eco-
nomic cooperation, and in spite of various obstacles, eco-
nomic interdependence in this region has been increasing
over the past decade. Trade among Kerea, China, Japan,
and Russia accounted for only 8% of their total trade vol-
ume in 1980, but the proportion of this regional trade
jumped to 14% in 1990 and reached 17% in 1995

Northeast Asian countries have much to gain from
exploiting complementarities in their endowment The
Russian Far East has enormous natural resources. In
addition to possessing natural resources of their own,
North Kores and Northeast China have abundant labor
Korea and Japan can supply capital and technical know-
how South Korea may not be able to suppiy capital
given the current economic crisis, but it certainly has
technical know-how to share. When these nations learn
to work together to combine their resources, this region
can become a major growth center in the global economy
This region boasts a large enough market to sustain
growth.

Economic cooperation in Northeast Asia can take
various forms and appreaches. A localized economic
zone primarily involving Jocal governments may act as a
spark for greater economic cooperation in the region. A
regional economic bloc created by national governments
may be a wortihy goal to pursue, but given the old rival
ries #nd significant disparities in the level of economic
development among nations, it may take a long time 10
maierialize. In addition, a bilateral approach may be
more appropriate for projects inveolving physical planning
and investment; whereas, a multilateral approach may be
more suited to harmonization.

Given these considerations, it may be necessary to
seek an eclectic approach to the problem of economic
cooperation in Northeast Asia. The creation of a local-
ized economic zone 1o address the problems of underde-




veloped areas calls for an agreement at the national gov-
ernment level and actual implementation at the local gov-
ernment level, and needs little help from other nations not
directly involved with physical planning and investment.
In contrast, the formation of a regional economic bloc
requires a multilateral approach and should focus on har-
monization issues

Therefore, economic cooperation in the region will
probably have to proceed in two ways: (1) bilateral, pro-
ject-based cooperation requiring an agreement at the
national government level and implementation at the
local government level (e g, building an industrial com-
plex): (2) multilateral cooperation involving national gov-
ernments {e g., building transportation infrastructure,
dealing with trans-boundary environmentat problems,
ete ) In order to facilitate economic coeperation in this
region, 1 would like to put forward a proposal for the cre-
ation of a Council {or Northeast Asia Economic
Cooperation, which will invoive guasigovernmental rep-
resentatives meeting on a regular basis  The Council for
Northeast Asia Economic Cooperation will discuss vari-
ous issues associated with economic cooperation in this
region, and can be elevated to an official forum for gov-
ernmental representatives once political and military ten-
sion in the region is reduced.

The Council should be designed so as to avoid the
problems that have plagued the Tumen River Area
Development Project Initially, borrowing from the
growth triangle approach, TRADP sought to create a
"core city” in the underdeveloped region of the Tumen
River Area. As this region lacked infrastructure and
other essentials for conducting private business, there was
no market incentive for private firms to build plants here.
Even national governments were reluctant to throw their
money on this project. Until necessary infrastiucture was
in place, they were all too happy to stand on the sidelines,
so called, "if you build it, they will corner syndrome
TRADP has since given up on the core city plan, and is
now a rather loosely knit organization based on a 342
approach: the Ceordination Committee consisting of
North Korea, China, and Russia takes precedence over
the Censultative Commission consisting of the three
Committee members plus South Kores and Mongolia
Japan is simply participating as an observer

In order to avoid making the same mistakes as
TRADP. the Council for Northeast Asia Economic
Cooperation should respect market forces and focus on
providing infrastructure to facilitate economic activities
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Instead of trying to build a single core city, or a develop-
ment center, on a multilateral basis, nations should first
discuss investent projects on a bilateral basis and then
devise ways to connect these bilateral projects  That is,
instead of trying to build one single point of concentrated
economic activity from scratch, nations should select a
number of focal points based on economic considerations
and connect these points through transportation and com-
mnications networks  For example, North Korea, China,
and Russia can separately promote Rajin-Sonbong,
Hunchun, and Vladivostok, and attract investment capital
of various nationalities. When there is enough economic
activity, transportation infrastructure can be built around
these centers Some day such transportation infrastruc-
ture can be stretched as far as Europe,

The Council for Northeast Asia Economic
Cooperation should become a forum for pational repre-
sentatives to promote their investment projects and to dis-
cuss building what may be called networking infrastruc-
tere  The Council can also provide a venue for exchang-
ing information and conducting joint research

In addition to these issues having to do with physical
planning and investment, macroeconomic policy coordi-
nation issues should be discussed at the council
Although prudent macroeconomic policies will continue
o provide the best protection against volatile capital
flows, regional monetary cooperation through currency
repurchase arrangemenis and other mechanisms will be
able to further enhance stabiiity in the capital market.
Also, as {luctuations in econemic activities like business
cycles are likely to become more synchronized across
nations, advanced economies should take a more promi-
nent role in ensuring macroeconomic stability across the
region. The current economic crisis shows the disastrous
consequences of neglecting regional pelicy coordination,
and Asian nations should avoid repeating the same mis-
take in the future

In closing, as I have emphasized, Asia's current crisis
clearly demonstraies that the future of this region depends
critically on the extent to which we can overcome our
past differences and craft a common vision for the future
Tough challenges lie ahead of us, but I believe that, with
the need for cooperation highlighted by the current crisis,
we can come up with effective ways o coordinate eco-
nomic policy and develop the neglected areas of this
region. I hope that this meeting will make a significant
contribution to the promotion of economic cooperation in
Asia
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The Economic Development of Northeast Asia

Akira Nambara
Deputy Governor, The Export-Import Bank of Japan

In this keynote speech I do not intend 1o give you a
conclusion. T would like to state some provocative views
50 as to provide topics for discussions Specifically, [
would like to provide a viewpoint for the economic
development of Northeast Asia. [ would also like to talk
zbout something that I myself had not expected, the
Asian currency crisis and its effect in Northeast Asia |
would also like t talk about the energy resources devel-
opment in Northeast Asia along with some specific exam-
ples. And lastly, I wish to talk about an issue that is
much reported on in the mass media these days, the rela-
tionship between Japan and Russia, in particular, touch-

ing upon the response of the Export-import Bank of

Japan
First, regarding the economic development of this

region.  The six Northeast Asian countries, consisting of

Tapan, China, ROK, DPRK, Russia and Mongolia, are
diverse in terms of economic structure, natural resource
endowment, and culture. The population of China
exceeds 12 billion, whereas Mongolia has a population
of only 2 3 million Russia has an area of 17 million
squared kilometers, but the ROK has only 100,000
squared kilometers. Conversely the ROK has the highest
population density, 455 persons per square kilometers,
whereas in Mongolia the population density is only 148

persons per square kilometers The per capita GDP
{depending on the exchange rate} of Japan is 37,000 doi-
lars, of Mongolia 320 dollars. The percentage of agricul-
ture, fishery and forestry in GDP s 2% in Japan, 6 5% in
the ROK, 9% in Russia, 20 6% in China, 27.6% in the
DPRK, and 34 3% in Mongolia. Japan has a trade value
(exports and imports) of 763 billien dollars, Mongolia of
900 million Some of the countries of the Northeast Asia
are geographicaily wholly contained in the region, while
others such as Russia have only part of their territory
stretching into the region. There are island nations like
Japan and peninsular nations like the ROX and the DPRK
which are surrounded by the sea, and there are also coun-
tries like Mongolia that do not have an outlet to the sea,
One may look on such diversity as a barier to creating an
economic sphere.  But [ think this diversity is rather a
major advantage for Northeast Asia in terms of mutual
complementarity through trade and investment.

If we compare Northeast Asia to the EU, it is clear
that the EU nations are diverse in terms of economies and
culture, but there is a similarity in terms of the size of the
countries and also the basic common culture and religion,
Christianity There is also a similarity in economic sys-
tems and income levels. There is a higher homogeneity
compared to Northeast Asia. Based on this high homo-
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geneity the EU strengthened its linkage through The
treaty of Rome in 1957, the Single European Act in 1986,
and the Maastricht Treaty in 1992 This can be seen as &
move in which sovereign nations gave up part of their
sovereignty and entrusted it to the EU - Currently, the EU
is a kind of nation, with a parliament, a court of justice,
and a council The court of justice of the European com-
munity has the final authority in terms of interpretation of
EC law  And from January lst of next year, a common
currency. the Buro, wili be introduced.

Should the Northeast Asian nations follow the
European model? My answer to that question is “No.”
The reason for this is that in terms of the cultural founda-
tion, economic systems, economic situation, and incoms
level in Northeast Asis there is low homogeneity
Therefore, the cost of creating 4 pew state or a suprastate
like the EU would be very high indeed In other words,
the cost will outweigh the benefits  Then should we dis-
courage moves {o strengthen economic links in Northeast
Asia? Of course not We do not need to create a Supras-
tate, rather by creating an environment conducive to trade
and investment by the sovereign aations of Northeast
Asia we can promote economic development of the coun-
tries in the region, and through a relationship of mutual
interdependence we can contribute to the political stabili-
ty of the region

What we have to avoid is allowing the "Northeast
Asian Economic Sphere” to drift into a protectionist eco-
nomic bloc. For this would distort efficient trade and
international investment flows such as those based on
comparative advantage It also would decrease the eco-
nomic welfare of the countries in this region and beyond
Thus we have to set our sights on an open gconomic
sphere rather than a protectionist, exclusive economic
sphere

The role of government is important in developing
the economies in the region  Government here includes
central and regional governments, governmental bodies
and multilateral institutions  Having said that, we also

have to keep in mind that government is not almighty. If

Northeast Asia is to achieve sustained development, pri-
vate initiatives are equally important  If it happens that
the government employs its power and public money to
force the private sector into activities that, in fact, lack
economic rationale, it will never achieve a desirable
effect. The role of government is to efiminate barriers to
private economic activities, thereby creating an environ-
ment for free economic transactions in the private sector

For example, if we would like to encourage foreign
direct investment (FDI), the role ol the recipient country
is to create an attractive environment for FDI
Specificaily it should: {1) develop physical infrastructure
including roads, ports, railroads, power and water supply;
(2} develop so calied software infrastructure including a
sophisticated legal system, and simple, traasparent,
speedy, and fair administrative services; {3} provide tax
incentives: (4) develop the local banking system and cap-
jtal markets; (5) improve education to supply a good
quality labor force; and (6) adopt an appropriate macro-
economic policy that stabilizes the exchange rate and pre-
vents inflation

The currency turmoil which started last year in

Thailand has spread across the ASEAN countries and
even 10 the ROK  The IMF probably did not foresee the
crisis  Because the currency turmoil happened in coun-
tries that had relatively good economic fundamenials
such as a low infiation rate, small budget deficit, and high
savings rate, many reasons for the turmoil are discussed
However, the only reason pointed out that is common to
all the countries 15 & massive flight of shori-term capital
that was triggered by a sharp fall in the credibility of
political and financial systems in these economies. In
these last two to three years, much short-term capital
fiowed to these countries due to financial liberalization;
this made them overconfident about their growth  Laura
Tyson of the US has referred to the currency crisis, in
terms of economics, as a classical example of market
exuberance or market mania followed by a market panic

The ROK which was directly hit by the currency
crisis, will experience a difficult economic situation into
the future. Other Northeast Asian countries that have not
heen hit by the currency crisis, are not immune or unaf-
fected from the impact The countries whose currencies
plunged had no alternative but to resort to financial and
fiscal tightening in order to (1) bolster their currencies
and (2} reduce the current account deficits  This tighter
economic policy wili decrease demand and thus the out-
put of the countries exporting to this region will be affect-
ed. In addition, the countries whase products are compet-
ing in third country markets with exports from these
countries i currency crisis may lose their relative com-
petitiveness over the short term

However, we do not have to sink into pessimism
and declare that Asian growth has come to an ead. The
current account deficit of Southeast Asian nations was
not caused by a low savings rate as it was in Latin
America Rather there was a high level of investment by
entrepreneurs stimulated by foreign direct investment
which exceeded the savings. If you look at the savings
rate of Asia as 2 whole in 1996 compared to GDP it was
34%; the investment rate was 35 6% Of course in
investment there is lending to the real estate sector for
capital gains. And there was lending based on personal
ties, the so called “crony capitalism ™ Thus just a high
investment rate is not always good. Japan is alse experi-
encing economic problems. There is the issue of dealing
with the non-performing loans of the financial sector
This will take some time to resolve. However, a high
savings rate means that there are funds that can be mobi-
lized domestically, a factor that is favorable to the long-
term development of the Asian economy  Also favorable
are the Asian characteristics of vigorous entrepreneurship
and the diligence of workers Those countries facing
currency crisis are seeing a currency exchange market in
panic, and their exchange rates are overshot  However,
each country is cooperating with the IMF and taking mea-
sures Lo overcome the economic turmoil. When confi-
dence is restored the currency market will be normalized
and in the medium and long term, we can expect higher
growth rates in Asia than in other areas. That is why their
proximity to fast-growing Southeast Asia will continue to
work in favor of Northeast Asian countries.

Another point is that thus far the focus has predomi-
nantly been on Southeast Asia, with Nostheast Asia seen




as backwater. But the current currency turmoil in Asia
may bring more attention and interest to Northeast Asia
in a way that matches its economic potential. Northeast
Asia has vast natural resources, this is well documented
in the economic whitepaper for Northeast Asia prepared
by ERINA In China and Russia the proven reserves of
oil are 1G4 billion tons. In terms of the Northeast Asia
region, reserves are 2 1 billion tons of coal and the recov-
erable reserves total 316.4 biilion tons, 30% of the
worlds Production in 1995 was 1 G billion tons, 45% of
the worlds. Russias proven reserves of natural gas
amount to 48 triltion cubic meters, 34% of the worlds In
addition to energy resources there are dinmonds, copper,
and gold as well ay nonferrous metals in the Russian Far
East and Mongolia  The Erdenet copper mine in
Mongelia has a capacity of 400,000 tons & year. The
DPRK has iron ore, magnesite and other mineral
reserves; there are 2-4 billion tons of iron ore reserves
and 3 6 billion tons of magnesite reserves, which is about
half the worlds reserves. Many of the nations in
Northeast Asia have great potential for resources devel-
opment

Despite a bounty of natural resources, they have not
been developed adequately due to financial constraints
This can be overcome through cooperation, including
cooperation in technology and research  Collaboration in
the development of energy resources is particularly
important not only to contribute to a stable energy sup-
piies in this region, but also to promote regional econom-
ic cooperation and interdependence, which can lead to
regional political stability.

As an exampie of this 1 would like to touch upon
the Sakhalin energy resource projects The Sakhalin I
Project is designed to develop oil and natural gas in two
offshore areas, Piltun-Astokhskoye and Lunskoye, in
northeastern Sakhalin Island. The total amount of invest-
ment is expected to reach %10 billien The project is
being implemented by Sakhalin Energy, Inc , a joint ven-
ture between Marathon Qil of the US, Sheli of Europe,
and Mitsui and Mitsubishi of Japan  Gil production is
scheduled to start from Tuly 1999, and LNG production
will start from 2005 The lapan Export-Import Bank
(JEXIM} decided to extend a project finance loan totaling
$116 million to Phase I of this project. The loan agree-
ment was signed on December 18, 1997 In addition the
EBRD and the OPIC of the US have decided to invest
$160 million each It is worth noting that this is the first
energy development project in Russia based on a produc-
tion sharing contract. We hope this will become a model
for future energy resources development projecis

In proceeding with this project the major concerns
were the Russian political risks, such as expropriation,
nationalization, canceliation of grants, changes in laws,
and currency controls For a long time these factors
impeding proceeding with the proiect However,
Sakhalin energy cooperation based on the production
sharing contracts have detailed arrangements with the
federal government and the Sakhalin government. The
production sharing agreements also include the licensing
period, production sharing scheme, and tax arrangements,
If future legal changes arise, the Russian side will make
its utmost not to apply them to this project. Within this
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framewark. Sakhalin Energy, Inc was able to proceed
with business. Because energy development projects
require a huge investment and much time, it is necessary
to have a good legal environment

Regarding the transportution of energy resources,
there are two ways 10 transport natural gas: first, by sea
using LNG (liquefied natural gas) tankers; second. by
pipelines. Which method has the higher economic retuin
may depend on distance, amount of reserves, operational
life of the field and other factors  However, pipelines
have a definite advantage for natural gas produced in
infand fields of Eastern Siberia and Central Asia.
Pipeline networks that link many countries will stabilize
regional energy supplies and strengthen the economic

linkages of these countries. They will also be helpful for

East Asian security

Finally, T would like to briefly touch upon the rela-
tionship between fapan and Russia. In July 24, 1997, in a
meeting of corporate executives Prime Minister
Hashimoto prociaimed the three principles of “trust,”
“mutual interest,” and a “long-term viewpoint” for
Eurasian diplomacy as the basis for Tapan's efforts to
improve refations with Russin  Subsequently, the
*Hushimoto-Yeltsin Plan™ was announced at the Japan-

Russian summit meeting held in the Siberian city of

Krasnoyarsk in November 1997  The plan declares that
both countries agree to “make maximurn efforts to con-
ciude a peace treaty by the year 20007 on the basis of the
Tokyo Declaration of 1993 Also agreed to was the
importance of steady advancement of bilateral economic
relations, including cooperation in investment projects
The Sakhalin II Project is the embodiment of the econom-
ic cooperation proposed in the *Hashimoto-Yeltsin Plan.”
On Febreary 21, 1998, a meeting between ministers of
foreign affairs will be held in Moscow

After the collapse of the Soviet Union in 1991,
Russia, under the leadership of Yelisin began its transi-
tion from a centrally planned to & market economy From
1990 to 1593 Japan extended $4 5 billion in assistance for
Russta. The JEXIM has been a part of this, it has extend-
ed an export credit line of $1 2 billion. To date, the
modality TEXIM employed for foans to Russia has been
10 set export credit lines and provide loans with guaran-
tees from the Russian government. In the future, howev-
er. our policy will be to evaluate each project on a case-
by-case basis without setting prior credit lines (with the
exception of large-scale priority projects of the Russian
govermnment, in that case. government guarantees will be
sought) [ a particular project that comes up is superior
and if a bank or a firm with a high credit rating becomes a
borrower or a guarantor, we intend to review the project
for a possible loan even without guarantees from the
Russian government

Northeast Asia, overshadowed by the high-growth
in Southeast Asia, tends to be regarded as a marginal
area. However, through the initiative of the private sec-
tor, which can help facilitate the establishment of an envi-
ronment conducive to an adequate legal system and infra-
structure, I am sure that the future of Northeast Asia will
be bright.

{Translated by ERINA)
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Hegional Economic Cooperation in Northeast Asia:
Lessons from Experience in Southeast Asia

David Husband
Acting Director, UNDP-Tumen Secretariat

My remarks draw from a lengthy association with the
ADB-sponsored program of regional economic coopera-
tion among the six countries that share the Mekong river
basin, ard a recent association with the UNDP-sponsored
program of regional economic cooperation among five
countries that either share or have vital interests in the
Tumen river area. In the case of the Greater Mekong
Subregional Program, or GMS Program for short, the
countries involved include Cambodia, Lao PDR,
Myanmar, Yunnan Province of the People’s Republic of
China, Thailand, and Viet Nam. In the case of the Tumen
Region Program, the four countries or areas directly
involved are the Rajin-Sonbong Free Economic and
Trade Zone in the northeast tip of the Democratic
People’s Republic of Korea, Eastern Mongolia, the
Yanbian Korean Autonomous Prefecture in Northeast
China, and the Primorsky Territory in the far ast of the
Russian Federation. The Republic of Korea is a fifth
member of the Tumen Program, providing vital invest.
ment and donor support,

The Similarities

There are some similarities and many differences
between the two programs. Let me begin with some of
the similarities In both cases, a major international aid
organization has undertaken - at the request of the nation-
al governments - to assist inter-country cooperation in the
targeted region. The participating countries have adopted
general guidelines concerning projects, including the fol-
lowing selection criteria:

(i) the project contributes to encouraging trade and
investment in and among the participating countries (e g,
removing border barriers to the free flow of cargo and
passengers, improving transportation facilities generally,
and strengthening telecommunications links);

{ii) the project contributes to realizing or enhancing
development opportuaities (e.g., development of the ener-
2y and tourism sectors);

(iii) the project contributes to mitigating cross-border
problems (reducing pollution of international water-ways
and other environmental “extemalities™); and

{iv) the project contributes to meeting some commnon
resource or policy needs {e.g., the need to encourage pri-
vate sector participation in infrastruciure projects}

Both programs commenced in 1922, and both pro-
grams have gone through various phases. The GMS
Program began with a preparatory stage, progressed in
1993 to a 2-3 year planning and feasibility assessment
stage, and now is in the implementation stage. The
Tumen Program also commenced with preparatory and
planning stages, but more with respect to concepts of

growih centers and institutional mechanisms rather than
project delivery  Both Programs seek to promote sustain-
able economic development and to improve the standard
of living of the people in the respective regions

Most of the countries involved have been in transi-
tion to more market-based economic systems, and transi-
tion from subsistence farming to more diversified
economies Most areas of the two regions exhibit per
capita incomes much less than US $1,000 PRC is com-
mon to both Programs and, although at opposite ends of
the country, the areas involved, Yunnan Province and the
Yanbian Korean Autonomous Prefecture, have similarly
lagged behind the extraordinary growth of China's
coastal area. The two regions embraced by the GMS and
Tumen Programs have experienced hostilities or severely
strained political relations; peace in both regions, albeit
qualified in the case of Cambodia, Myanmar and the
Korean peninsula, has provided the setting for regional
cooperation. Both Programs have sought to improve rela-
tions among the participating countries; indeed, their con-
tribution to dialogue and normalization of relations is per-
ceived to be of great importance. In this context, the
expected opening of a ferry service between
Sokcho/ROK and Rajin/DPRK, with a iand route to
Hunchun, PRC and Mt. Changbaishan (or Mt Paekdu} - a
holy mountain in Korean culture - would symbolize an
important advance in relations between the two Koreas.
Relevant to the GMS Program, expansion of ASEAN to
include Myanmar, Viet Nam, and Lao PDR underscores
the improved stability of relations in Southeast Asia

The Major Differences

The differences between the Programs, however, are
more striking than the similarities  The most obvious is
that the GMS Program principally involves central gov-
ernments reflecting national interests, with the exception
of Yunnan Province for the PRC In contrast, the Tumen
Program involves a blend of central and local govern-
ments, with the latter representing only small areas of the
core participating countries.  Aside from this, perhaps the
most striking difference is the frontier or greenfield
nature of the Tumen project. The Tumen Region is a
large hinterland, rich in natural resources but sparsely
popwlated. While approximately 240 million people live
in the Greater Mekong Subregion, only 5 million live in
the Tumen Region Further, gross domestic product of
the Tumen Region is only a fracton of the estimated
$240 biilion GDP of the Greater Mekong Subregion in
1996 In US dollar terms, economic output in the
Mekong subregion fell deamatically in 1997, reflecting
the sharp depreciation of the Thai baht since June 1997,
from 25 baht to the dollar to over 50 baht to the dollar
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currently Previously, Thailand accounted for 80 percent
of output in the GMS. Despite the setbacks in Southeast
Asta, Thailand has provided and continues to provide a
strong pull for the transition economies of Viet Nam,
Myanmar, Cambodia and Lao PDR More generally,
trade with ASEAN countries has expanded rapidly

The PRC has its own momentum, and this is well
manifested in centers in Yanbian Prefecture such as
Changchun, Yanji, Tumen City and Hunchun. Still, the
scale of these centers is vastly different from Bangkok,
Ho Chi Minh City, Hanoi or some other major centers in
the Greater Mckong Subregion. The Rajin-Sonbong area
in DPRK, with an urban population of 120,000, is only
now beginning to experience nodes of investment follow-
ing establishment of the Free Economic and Trade Zone
in 1991, a successful investment program in 1995-96, and
recent economic policy liberalization measures. The
Primorsky Territory in the Russian Federation continues,
according to various reports, to suffer problems of gover-
nance and policy direction  The ports of Viadivostok,
Nakhodka and Vostochny remain considerably underuti-
lized, reflecting the impact of unrealistically high raif tar-
iffs introduced early in the transition to market prices;
these tariffs have been modified to be more competitive,
but it will take time to reestablish former traffic loads.
Also, port management was relatively inefficient, encour-
aging some diversion of traffic to Rajin port A further
factor affecting usage of Russian ports has been lack of
an efficient rail link to Northeast China. This deficiency
will be rectified in July 1998 when the Hunchun-
Kraskino railway is scheduled to begin commercial oper-
ation Mongolia has accelerated its reform process since
1996 and the economy is beginning to strengthen. Still, it
will take time before Eastern Mongolia shows strong
growth A new mining law introduced recently by
Mongolia is encouraging foreign investment in natural
resource exports, raising interest in a railway link
between Eastern Mongolia and the Tumen river area

Or reflection, the GMS Program began with a lot
more going for it than the Tumen Program  Whereas the
(MS Program was largely responding to the natural
growth of trade as large pools of lubor made a generally
successtul double transition from subsistence farming to
more diversified economies, and from command to mar-
ket-based, outward-oriented economic systems, the
Tumen Program has been endeavoring to create a new
growth area and trade gateway from a very small base.
And it has endeavored to do this when three of the four
core development areas have suffered severe economic
adjustment problems, accompanied by significant
declines in output

The GMS Program began modestly, focused on key
infrastructure initiatives for either sharing resources (e g,
energy development) or enabling the flow of goods and
people. Deliberately, the Program addressed at the outset
only the physical component of infrastructure invest-
ments, leaving aside regulatory issues involving formal
intergovernmental agreements  In this manner. the need
for intergovernmental pegotiation was minimized, as the

infrasiructure projects were - for the most part - a series
of country-by-country related investments. This was
most obviously the case with highway projects  Only
much later in the Program have so-called soft infrastruc-
ture concerns been addressed notably, non physical barri-
ers 1o the cross-border movement of goods and people
Deliberately, the GMS Program has minimized the insti-
tutional arrangements Deputy Prime Minister/Ministerial
level conferences 1ogether with forums or working groups
for each of the seven sectors included in the Program
{trangportation. energy. telecommunications, trade and
investment, tourism, human resource development, and
the environment) constitute the main arrangements
Decisions are by Asian-style consensus, whether the pro-

jects involve all countries or only subsets of the six coun-

tries. There are no formal or binding agreements associ-
ated with the Program, nor is there a formal secretariat

Since 1992, ADB has provided, together with co-
financing, approximately $33 miliion in technical assis-
tance to the GMS Program and $366 million in ioan sup-
port for subregional infrastructure projects  Another
$3C0 miilion for subregional infrastructure projects is in
the pipeline Perhaps because it began with such a practi-
cal orientation, and addressed such obvious needs backed
by an organization capable of making loan financing and
technical assistance available on a large scale, the GMS
Program was quickly perceived as a “winner”. The pae-
ticipating countries have signaled their strong support for
the Program by their senior level representation at the
seven Ministerial Conferences that have been held since
1992

The Tumen Program began with a good deal of
UNDP/UNIDO promotion about the region being Asia'’s
new hot spot for investment  Further, there were expectla-
tions that the Program would help normalize relations in
an extremely sensitive part of the world Much of the
first four years of the Program, however, concerned a
series of master plan studies and consideration of a
Tumen Developmen: Corporation, designed to “rational-
ize” infrastructure in the region and to finance other
investments. A good deal of time was also given to for-
mal institutional agreements leading to the establishment
of the Tumen Consultative Commission (consisting of all
five countries in the Program) and the Tumen
Coordinating Commitiee {consisting of the three coun-
triesfareas with contiguous borders). As yet another illus-
iration of the formal approach, a Memorandum of
Understanding on the Eavironment has been signed
More recently, the Program has become more results ori-
ented, with special emphasis on foreign investment pro-
motion, cross-border openings and harmonization, and
capacity building. Due to lack of access to loan financ-
ing, very little attention has been given to infrastructure
deficiencies that must be overcome if the region is to be
better integrated. Nor has the regulatory and policy cli-
mate for investment been a subject for cooperative action
among the five countries, although some initiatives in this
regard are in the program pipeline

The contrasts between the GMS and Tumen




Programs are striking: the first has been largely preoccu-
pied with infrastructure projects while the second - until
the past 12-15 months - has been largely preoccupied
with institutional arrangements and attempts at regional
planning. Perhaps this is simply a reflection of the spon-
soring agencies The GMS Program has had ADB sector
experts 0 draw on, notably in the transportation and ener-
ay sectors. Lacking the technical and financial resources
of the ADB, the UNDP has tended to fund small-scale
activities in the Tumen Region that could be categorized
as the soft side of development. Environmental concemns
are prominent in the Tumen Program, whereas the GMS
Program has been criticized by some NGOs for insuffi-
cient attention to such concerns especially - with regards
to hydro power projects While the GMS Program may
have been overly precccupied with infrastructure pro-
jects, at least in its initial stages, the Tumen Program has
yei to come to grips realistically with this critical precon-
dition for attracting investment and linking the region

This is most graphically illustrated by the road link-
ing Hunchun, PRC to Rujin, DPRK  While the road is
exciting and scenic for a visitor traveling in a Toyota
Land Cruiser or the like, it must register high on the
stress scale for truckers tasked to navigate the steep
grades and switch-backs with large loads. Both the
DPRK and the PRC are now undertaking reconstruction
of the road link, including a tunnel by the Chinese
through the main mountain barrier, but the fact that it has
taken this long to deal with the problem is testimony to
the slower pace of the Tumen Program. Equally telling is
the border crossing between the PRC and Russia, linking
Hunchun and Kraskino: it reminds one of Check-Point
Charlie in the former East Berlin The national govern-
ments do not appear to have given sufficient priority
attention to making things happen in the Tumen Region
In contrast, Viet Nam and the PRC have demonstrated a
much quicker resolve to put past tensions aside; the rail
link at Lao Cai in Northern Viet Nam was opened almost
two years ago, enabling Yunnan Province much shorter
access to port facilities A striking feature of the GMS
Program has been the manner in which growing trust
among the countries has replaced past national security
concerns.  This is evidenced by the degree to which the
participating countries have endorsed joint development
and sharing of energy resources.

Lessons to he Drawn

With the benefit of hindsight, it is relatively easy to
draw attention to the weak points of a program. More
difficult is the task of offering constructive lessons to be
drawn from one program which might be applicable in
another arena - while recognizing differing economic,
soctal and politicai realities. Following are some sugges-
tions:

(i) Focus is important, especially since technical and
financial resources for external assistance are declining.
In the case of the GMS Program, the focus has been
decidedly subregional. One of the selection criterion for
projects is that they benefit two or more of the countries
participating in the Program In contrast, the Tumen
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Program has a dual objective: regional cooperation and
economic development more generally of the Tumen
Region. This means that projects of only local benefit
may also be supported under the Program. One conse-
quence of this is diffusion of effort and loss of common
purpose Indeed. government and business representa-
tives in the Tumen Region agree that while they have
been pursuing development initiatives in their respective
localities, there has been relatively littie in the way of
coordinated joint actions to promote or integrate the
Region A series of workshops sponsored by the Tumen
Secretariat over the past 15 months have provided a basis
for dialogue and greater understanding of the issues
involved, but commitment to resolving them needs to be
demonstrated by the governments concerned.  Senior
level participation by national, provincial and local gov-
ernments, and senior business representatives, is needed
to generate momentum for realizing the “gateway” poten-
tiai of the Tumen Region Another consequence of lack
of focus is the tendency to mini-projects and associated
rent-seeking Vehicles, computer equigment, study tours
and other forms of individual benefit seem inevitably to
find their way into a highly localized but general interna-
tional assistance program

(it) White the first lesson is that focus is important, a
second lesson is that this is hard to adhere to. Very often,
participants in the GMS Program or in other Mekong-
based regional programs have identified common needs
and have sought assistance for them under the programs -
even though there may not be much in the way of cross-
border externalities or economies involved  All said and
done, the so-cailed common needs might be addressed
more effectively and efficiently through national pro-
grams rather than regional or subregional programs. This
is largely the case with regards to human resource devel-
opment, reflecting language and cultural factors, The
GMS Program struggled with human resource develop-
ment for some time, before engaging in some useful ini-
tiatives concerning subregional dimensions of the
HIV/AIDS pandemic, cross-border fabor market issues
{e g, training standards and certificationfacereditation),
and assistance to minority groups spanning two o1 more
of the Mekong countries. In the case of trade and invest-
ment, the GMS Program has opted to leave the field
mostly to other forums, namely ASEAN, WTO, APEC
and others. In the case of the environment, the GMS
Program has yet 1o integrate this sector in a fully satisfac-
tory manner with other key sectors - especially the energy
sector  Cross-border environmental issues are extremely
important, as illustrated by the cumnulative basin effects of
hydro power projects. These and other types of cross-
border concerns (e g., deforestation, acid rain, pollution
of international water ways, and bio-diversity loss)
should be the focus - under a regional program - rather
than more general environmental goals and institutional
and regulatory measures. Further, every effort should be
made to work closely with NGOs, so as to encourage a
cooperative rather than an adversarial process

(i11) Another lesson is that resource mobilization at
an early stage is vital The GMS Program is backed by
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the considerable resources of the ADB but even these
cannot begin to meet the infrastructure and other require-
ments needed to integrate the six participating countries.
Consequently, the Program has endeavored to reach out
to other donor agencies - with some success but much
more support is needed  The most serious challenge for
the GMS Program at this juncture, aside from the finan-
cial crisis that has severely affected Thailand, is resource
mobilization. This is also the most serious challenge for
the Tumen Programm The scale is much more modest, but
the UNDP cannot finance infrastructure projects and to
date the ADB, World Bank and other multilateral finan-
cial institutions have had little if any involvement in the
Tumen Region DPRK is not a member of any of the
multilateral financial organizations and the Russian
Federation is not a member of the ADB, encouraging
some experts to call for the establishment of a Northeast
Asian Development Bank The Tumen Program has
managed to aitract some donor support, notably from the
ROK, UNIDO and some bilateral programs, but the
amounts are small  The donor commuaity seems to have
genuine interest in regional economic cooperation pro-
grams; the task is to profile projects suitable for tailored
co-financing

(iv) Extending the lesson concerning the need for
resource mobilization is the need for early involvement of
the private sector In both cases, the GMS and Tumen
Programs have had relatively little success in mobilizing
private sector financing for infrastructure investments.
The many feasibility studies undertaken for the GMS
Program, and those for the Tumen Program, lacked
involvement by potential investors. Consequently, there
was no stakeholder interest in the studies and little il any
provision for private sector follow-up The aid process
tends to nuriure public funding and special efforis are
needed to involve private sector financing. Indeed, one
of the successes of the GMS$ Program is the Theun
Hinboun hydropower project in Lao PDR, whereby the
ADB assisted the Lao Government in forming a joint
venture investment with private investors in Thailand and
the Nordic countries There have been some other exam-
ples - including in the Tumen Region - of private sector
involvement in hydro and thermal power plants, telecom-
munications systems, and selective transportation facili-
ties. Throughout Asia, however, there have been relative-
ly few BOT-type investments Of course, a good deal of
public infrastructure in developing countries is non-bank-
able, that is, it is incapable of generating reliable revenues
sufficient to attract private sector involvement Through
structured financing, though, many projects can be made
attractive to privale investment, enabling the projects to
proceed even though public funds are extremely scarce or
virtually non-existent. Uniess domestic and foreign pri-
vate sector capital is harnessed and combined with public
sector commitnients, it is unlikely that the regional infra-
structure projects identified as priorities will be realized
anytime soon. In this connection, both Programs have
considered establishment of a regional financing facility
designed primarily to help structure private sector financ-
ing of public infrastructure projects. The lack of such
facilities is a serious gap in the development process.

(v} A fifth lesson is the need for investments in sub-
regional or regional infrastructure to be accompanied by
so-called soft infrastructure - that is, the regulatory and
policy provisions governing the transportation, energy,
telecommunications and other key sectors  This is neces-
sary to facilitate the free flow of goods and people and,
thereby, 10 improve the rate of return on infrastructure
investments. However, attention to soft infrastructure
under a regional program is difficult as national regula-
tions and policies will likely be affected. Harmonization
with neighboring countries can entail protracted discus-
sions - as illustrated by ASEAN. The GMS Program
deliberately stayed clear of this area, so as to minimize
involvement of foreign affairs ministries and the compli-
cations this can lead to vis-i-vis line departments
Nonetheless, at some point regional cooperation must
include atiention to the regulatory and policy framework.
This is especiaily the case concerning the transportation
sector, as non-physical barriers - such as restrictions on
the cross-border movements of vehicles and drivers - can
seriously hamper regional integration It should be noted,
though, that the harmonization of regulations and policies
need not be on a regional basis. In most cases, bikateral
agreements or accords will be sufficient. The agreements
should be guided by international conventions, to ensure
that they progress in a common direction

{vi) A sixth lesson is the desirability of assessing and
distributing the costs and benefits from regional projects.
OF course, cost-henefit analysis is difficult when two or
more countries are involved. It is possible, though, to
extend conventional cost-benefit analysis from a single
country 1o multicountry situations. The literature on this
is limited, and practice even more so. The ADB currently
is endeavoring to develop a methedology for allocating
the costs and benefits of regional projects. The need to
do so derives from the fact that often the country distribu-
tion of the benefits and costs of a project are very differ-
ent from the physical location. For instance, in the case
of the proposed East-West Road Corridor linking
Thailand, Lao PDR and Viet Nam, the major beneficiary
will be Thailand while a considerable investment require-
ment concerns Lao PDR. Failing a financing scheme that
explicitly tukes account of this distribution, partial correc-
tion may be possible through a system of tolls  These
types of issues must be sorted out, otherwise a link coun-
try may decline to participate in a regional project at the
expense of the interests of neighboring countries.  Also,
resolution of the distribution of costs and benefits 1s nec-
essary for attracting private sector participation. This
question may explain in part why the transportation facil-
ities key to the Tumen Region gateway concept have
been stow in developing

{vii) A seventh lesson is the need to view regional
development programs as a catalyst for regional coopera-
tion, and to avold casting judgement about success
according to results directly attributable to the program
This is tmportant from the point of view of the sponsor-
ing agencies, for oo narrow a perspective may favor
country programs over regional programs. In the case of
the GMS Program, ADB sector experts have been vital to




success  However, regional projects are more difficult 10
conciude than country projects Since the performance of
sector experts is at least partially determined by their
record in concluding loan agreements, senior manage-
ment of the sponsoring agencies must reward staff-time
devoted to regional projects  Otherwise the wrong incen-
tives will prevail, undermining the regional program.
More generally, critics tend to assess regional coopera-
tion programs according 1o measured results, overlooking
the regional momentum that might well be attributable to
the catalytic effects of the programs. To illustrate, the
World Bank undertook a very interesting and important
power development study for the Greater Mekong
Region, even though the study was not part of the formal
Programn  The Bank saw an opportunity derivative of the
Program and responded appropriately. Governments may
act on their own initiative to put in place key infrastruc-
ture, as Jilin Province in Northeast China is doing - with
assistapce from the National Government - in planning
and constructing a major highway linking Changehun to
the DPRK border at Tumen City and Wonjong  If the
incentives for regional cooperation are clear, as iHustrated
by opening of the PRC/DPRK border at Wonjong, invest-
ments will follow

(vii) Perhaps an eighth and final lesson concerning
regional economic cooperation programs is to follow the
Kiss Principle: that is, keep it simple. Some participants
would like to create master plans for regional develop-
ment, hopefully rationalizing thereby infrastructure
investment and minimizing excess capacity thai could
result from duplication or other misdirected resources
However, master plans have a doubtful record and tend to
suggest megaprojects, even though - as in the case of the
Tumen Region - much of the existing infrastructure is
underutitized While rationaiization of infrastructure -
such as port facilities in the Tumen Region - is a fine con-
cept, it is probably best to apply a step-by-step approach,
allowing market forces to indicate the most efficient and
effective ailocation of resources. In this connection, ratl-
way subsidies and other forms of price distortion can seri-
ously detract from the goal of optimal resource usage
Although Northeast China has a strong interest in pro-
moting Tumen-related transportation facilitics, national
rail subsidies and other policies have the effect of perpet-
uating the use of longer, less economic routes - such as
the shipment of goods through Dalian on the coast of
China. The KISS Principle also cautions against project-
specific investment promotion Increasingly, the private
sector appears to be engineering niche opportunities, with
the availability of skilled labor being the most important

determinant  Comparative advantage studies may be of

little value, as may be government development schemes
Rather than endeavoring to promote specific investment
opportunities or projects, it may be preferable to address
the fundamentals of the investment climate. Further,
there is merit to regional presentations to potential
investors  Given the dictates of globalization, the region
is much more than the sum of its parts. The GMS
Program has included a series of investment forums in
Thailand, Japan, the Republic of Korea, Germany,
France, Belgium, and the Netherlands, focused on infra-
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structure projects in the Mekong Region. So far, the
Tumen Program has not had an investment forum involv-
ing all of the participating areas

Finally, the KISS principle suggests keeping the
institutional arrangements as informal as possible, or at
least guarding against bureaucratic structures. ASEAN
may have suffered in the past from an overly complex
institutional and decision-making system. The Tumen
Program is more formal in structure than the GMS pro-
gram.

Concluding Remarks

The above eight points are drawn mainly from expe-
rience with the GMS Program since 1992, interlaced with
experience over the past few months with the Tumen
Program  Of concern, the momentum of GMS Program
decelerated in 1997 and early 1998, as Thailand and - to a
lesser degree - other Mekong countries were compelled to
focus on national management rather than regional coop-
eration. The ADB - like the IMF and the Worid Bank -
has been preoccupied with dealing with the Asian conta-
gion; key member countries - including Thailand, the
Republic of Korea and Indonesia - have been severely
affected by the financial collapse. Within the Greater
Mekong Subregion, Thailand is in recession and - with
the exception of China - the whole subregion has been
shell-shocked by the depth of the currency depreciations,
upheaval of the finaneial sector, closures of firms, mount-
ing unemployment and inflation. Literally millions of
migrant workers in Southeast Asia are being sent home,
dealing a sethack to resource sharing and regional coop-
eration more generally. In several instances, foreign
irvestment has declined or is in limbo  In addition to
these adverse economic developments, political develop-
ments in Cambodia and Myanmar have been unsettling
Over the past year many donor organizations suspended
or reduced their external assistance to Cambodia as a
result of the internal conflict.  Despite being accepted in
1997 as a full member of ASEAN, Myanmar continues 10
be excluded from assistance by most OECD countries
and multilateral aid organizations. Other factors imped-
ing the GMS Program include resource mobilization

There is still much to be accomplished by the GMS
Program, but it will take imaginative new initiatives and
solid determination concerning priority projects to regain
the earlier momentum Encouragingly, financial arrange-
ments for the East-West Corridor Project are expected to
be concluded in the next 2-3 months and construction will
commence in early 1999 The US $176 million project
includes extensive highway construction in Lao PDR and
1o a lesser extent in Viet Nam, a new bridge over the
Mekong linking Thailand and Lao PDR, and port facili-
ties in Viet Nam It also entails close attention to regula-
tory issues, 50 as to avoid the problems experienced on
opening of the Friendship bridge near Vientiane, Lao
PDR The East-West Corridor project is one of the best
illustrations of economic cooperation in the Greater
Mekong Subregion, and testimony that while infrastruc-
ture projects may take 4-5 years to realize, they do have a
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conclusion, The project also illustrates the potential for
co-financing; Japan is expected to be a major contributor
to the project. More successes of this scale will quiet
critics who claim - wrongly - that {ittle has happened

While the GMS Program has inevitably slowed due
to adverse political and economic developments in the
subregion, the Tumen Program may be progressing to a
more positive stage Foreign direct investment in the
region has been accelerating, most notably in the Yanbian
Korean Autcnomous Prefecture but also in the Rajin-
Sonbong Free Economic and Trade Zone and selectively
in the Primorsky Territory and Eastern Mongolia Border
crossings are being opened and major infrastructure
investments are underway relevant to realizing the gate-
way concept  Of course, ROK's severe difficulties are a
serious setback for the Tumen Region, as trade and
investment between ROK and the Region have been
increasing rapidly  In 1990, north-south/south-north
trade in the Korean peninsula totaled only $13 million: in
1997 it was approximately $300 million Some 50 ROK
companies are involved in “processing on commission”
with DPRK trading companies To date, ROK involve-
ment in the Rajin-Sonbong Zone has been extremely lim-
ited: this must change if the Zone is to develop as any-
thing more than a transhipment point for goods to and
from China The ROK Korea Land Corporation has won
approval to take the next step in negotiating a major
investment in a new industrial estate in the Zone and the
Corporation had a senior level mission to Pyongyang in
January 1998 for this purpose. ROK’s new government,
which takes power on February 25, is expected to adopt a
more constructive approach o relations with DPRK. {n
wirn, DPRK appears to be endeavoring to forge better
international relations - including with Japan. Aside from
developments on the Korean peninsula, China’s slower
but continued solid growth is providing a strong stimulus
for Northeast China, in turn adding pressure for gateway
facilities. Transportation improvements underway in the

Tumen Region, together with more open borders and
growing foreign interest, presage good prospects

In these turbulent times, however, it is prudent to end
on a note of caution.  The economic situation in Japan
and the ROK is still uncertain. Further, there is consider-
able concern about the possibility of the Asian contagion
extending to China and Hong Kong. Also, there are seri-
ous problems associated with rationalizing heavy indus-
try, state-owned enterprises in Northeast China  Unless
East Asin and China are able to weather the economic
storm, the momentum could go out of the Tumen
Program in the same manner that Thailand’s {inancial cri-
sis has slowed the momentum of the GMS Program
What is badly needed in both cases is international
investor confidence. The national governments of the
couniries involved in the GMS and Tumen Programs
must pay greater attention to the economic, social and
governance factors fundamental to a sound investment
climate. In the case of the Tumen Program, it would be
most helpful if the ADB and the World Bank could play a
more active role - including in helping the governments
in the region to address these factors  Also in the case of
the Tumen Program, it would be most helpful if the
national governments of the participating countries
played a more active and supportive role  Regional coop-
eration is ultimately dependent upon the commitment of
all involved to make it work

The international community has a strong inferest in
regional cooperation in Northeast Asia In addition to
heiping to improve the economic conditions of people
living in the region, regional cooperation contributes to
peace and security The UNDP-supported Tumen
Program - as in the case of the GMS Program - is moti-
vated by these complementary goals Japan and the
ROK, in particular, have a lot at stake in helping to
ensure regional cooperation in Northeast Asia is success-
ful
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Following up The Northeast Asia Economic Conference in Niigata 98

Hisako Tsuji
Senior Researcher, Research Division, ERINA

The answer to the question of whether Northeast
Asia is developing year by year or is stagnating, may
depend on where the region is compared with In the
third meeting of The Northeast Asia Economic
Conference in Niigata, we tried to look at cases in neigh-
boring Southeast Asia as a benchmark, rather than solely
looking at Northeast Asia. As a result, we were able to
get an objective and clear view of Northeast Asia
through a comparison of multilateral projects (Tumen vs.
Mekong), and attitedes of governments and other areas
We also reviewed the progress in major projects to
assure continued improvement, and looked at environ-
mental issues as a new opportunity for regional coopora-
tion

It was encouraging to find that regional cooperation
is successful in several areas in Northeast Asia A good
example is the development of a transit cargo route in the
Tumen region, which is already active Another example
is Sakhalin energy development, led by Japanese and
American investment. In fact Sakhalin region sent the
largest foreign delegation to the conference. Russo-
Japarese economic cooporation has been improving
rapidly since last summer  If this trend continues, the
Sakhalin phenomenon could expand to the For East
Russian region as a whole and may revitalize the
Northeast Asian economy.

However, the economic development of Northeast
Asia is still very slow and there are many things to be
done to further facilitate economic exchanges. The com-
parison with Southeast Asia has revealed a certain level
of stagnation and clarified the reasons for it 1 feel that
the proposals for creating a new organization for
Northeast Asia may partly reflect frustration over the
slow movement in the region  The obstacle to the devel-

opment of Northeast Asia can be summarized as follows:

1. Each country and each region still has its own
economic problems. Especially those countries undergo-
ing a transition process to a market economy, they con-
tinue to have problems with openness, legal frameworks
ete. Therefore, they are not competitive in attracting pri-
vitte investment.

2. Cenual governments do not always fully support
the development of the remote region There is some
difference in energy between the central and local gov-
ernments

3. Bilateral governmental relations are not always
positive  Political relations with the DPRK are especial-
ly unstable, as a result political tension in the Korean
peninsula creates a negative image of the Northeast
Asian region as a whole A lack of diplomatic relations
between Japan, US, and the DPRK is the major barrier in
promoting private economic exchanges

4. The region is not fully involved in the global eco-
nomtic community. The DPRK and Russia are not mem-
bers of the ADB, nor is the DPRK a member of APEC,
IBRD or IMF. In the Mekong project, technical and
financial assistance from these financial institutions,
especially the ADB, played an important role. However,
the Tumen project is far behind in constructing infra-
structure due to the lack of support from such institu-
tions,

If we seek a big leap in economic development these
major national problems must be solved. What we
should do is not search for brave enterprises that may
make investments under a risky environment, rather
shouid promote the improvement of the investment envi-
ronment to world standards, so we can attract ordinary
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investors. It is important 1o include the concept of risk in
the investment environment.  As was mentioned by many
panelists, the key element is that the DPRK is liberalized
te allow ordinary trade and investment, and that it
hecomes a member of the international economic com-
munity

As in previous conferences, several panelists pro-
posed the creation of a new muliilateral organization.
When we seriously consider the creation of an effective
organization we may have to identify clear objectives for
it. I was left with the impression that the proposals were
not selid enough to define an objective.

In the fiest session, Mr David Husband mentioned a
useful lesson from his experiences in Southeast Asia, the
"KISS" principle. He said that the creation of large insti-
tutions is not always effective in problem shooting, he
suggested instead a practical and simple way. In that
sense bilateral problems should be solved by two coun-

tries  In fact, as demonstrated in Russo-Japanese eco-
nomic cooporation, bilateral talks are productive in
Northeast Asia We can also utilize the existing muhtilat-
eraf orgunizations regarding Tumen development. Then
what is left for a possible new multilateral organization?
The only needed arvea is high level political /economic
issues which can’t be solved within existing frameworks,
or the private sector, lecal government or through bilater-
al dinlogue  The task will be a high and difficult one
My image of such an institution or conference will be a
kind of wise mens meeting which can influence national
govermments and international organizations. The mem-
bers must be influential, and enthusiastic, the meeting
shouid allow voluntary work at light footwork We
would like to hear more comments about this

The next Northeast Asia Economic Conference in
Niigata will be held in 1999 [ hope more and more pro-
ductive stories can be shared in the next conference
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