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Northeast Asia in the 21st Century
- Per Capita Income and the Real Scale of the Economy in the year 2025 *
As a Macro-Economic Framework
(Summary)

Shuntaro Shishido
Deputy Chairman of the Board of Trustees and Director, ERINA

Mitsuru Hamada
Researcher, Research Division, ERINA

The Economic Research Institute for Northeast Asia
{ERINA) completed its project on long-term projection
(1995-2025) for Northeast Asian countires and areas and
published its first report in March 1998 The report
describes likely growth patterns of Northeast Asian coun-
tries with upper and lower rates of growth, including pop-
ulation, per capita income, real GDP, capital stock,
employment, private and public consumption, external
trade, elc

The areas covered are China and its three northeast
provinces, North and South Korea, Russia and its Far

East, and Mongolia

Two simplified dual macro models with supply-side
capacity and aggregative demand-side variables for each
country were used for simulation analysis.  Upper growth
rates are projected as simple extrapolation mainly based
upon production function with a technical progress vari-
able. l.ower growth rates are projected after a lower
adjustment of technical progress and fixed investment
behavior with capital stock adjustient.

At the end of the report is presented an international
gravity model simulation with respect to Japan's popula-



ERINA REPORT Vol 24

tion structure

All the results of the model forecast are presented in
terms of both dollar value and PPP estimates at 1980
prices

Table 1 shows GDP and per capita GDP in terms of
1990 dollar and PPP  In terms of PPP, Chinz ranks first
in total GDP and Korea in per capita GDP in 2025

Figure 1A and 1B show per capita GDP and GDP in
PPP for 5 Northeast Asian countires, Japan, and the
USA

BRI ALFEPIFER. QR TAUHOGDP,

Table Z shows aggregate indicators for Northeast
Asia such as GDP, population, and per capita GDP.

Figure 2 shows historical trend in GDP in terms of
PPFP for major countries such as the USA, Japan, and
China-Russia combined The population percentage
along Japan sea coast prefectures of Japan is projected for
1995-2025 on the basis of the above gravity model,
showing its rising tendency toward 2025 after 1995

1 ABGOR (FAREPPP)

Table 1 GDP and per capita GDP of Northeast Asian countries, Japan and the USA

{_LBR : Upper boungd)

(TER : Lower botnd)

1985 2010 2025 1995 2010 bhps
chE | China -
GDP 5867 1965 G 57895 5175 14298 38639
8T8 Rate of Increase (%) 83 75 70 69
T4 Average RO (%) 7.4 69
1 AHGOP (per capita) 497 1 1439.6 3917.5 431 3 10475 2610.0
GDP (PPP} 30167 89345 263205 268163 7228 6 19534 7
1 ABGDP (PPP) (per capita) 25132 7278.2 126805 6 21762 5288 0 131757
$2[E : ROK
GDP 3725 934 2 21493 3329 7468 18585 4
#HUFE  Rate of Increase (%) 63 57 58 '50
F# Average ROI(%) 60 53
1 AMGDP (per capita) B3051 186708 409129 74220 149250  28607.3
GDP{PPP) 501 % 1256.7 28012 447 8 1004 6 2092.3
1 AXIGDP{PPP} (per capita) 111721 251158 550360 99840 200726 398277
dE8R&% : DPRK
GDhpP 391 673 110.0 368 597 Bg.2
{hT#E  Rate of increase (%) 37 33 33 27
T3 Average RO{%) 35 30
1 A¥GDP (per capita) 16350 25323 36593 15411 22438 28600
GDP(PPP) 860 1481 2420 810 131.3 186 2
1 AEGDP(PPP) {per capita) 35368 55711 8054 4 33804 4936.3 6531 @
% > JJb : Mongolia
GDP 31 56 104 3.0 52 894
U Rate of Increase (%) 40 42 39 40
i Average ROI{(%) 41 3
1 AXGDP (per capita) 1257 2 1693 4 2563 0 1184.3 1566.3 23165
GDP(PPP) a7 i22 226 65 113 204
1 AZGDP(PPP) (per capita) 27322 36801 55690 25738 34039  5034.2
07 : Hussia
GDP 4213 844 1 21143 4016 8500 12850
{BUFEE  Rate of Increase (%) 47 63 33 47
Fi3 Average ROI(%) 55 40
1 AHGDP (per capita} 28426 5384 4 16090.9 27097 4607 7 9856 1
GDP(PPP) 9156 1834 4 45384.8 8728 14126 2814 3
1 AZGDP{PPP) {per capita) 64498 135785 365103 6148 3 104549 22363 4

B Japan TAUHUSA

GDP 32188 4846.5 63334 63107 88489 11909 8
U= Rate of Inorease (%) 28 18 23 20
4 Average RON(%) 23 2.1
1 AHGDP (per capita) 257348 381482 521920 236250 296060  35821.0
GDP{PPP) 2066.9 34134 4460.6 e — —
1 AZGDP(PPP) (per capila} 181250 268678 357588 - — -

(ik) GDP & GDP (PPRyMLATIEI0ME F v (19904E 118D o
Note: GDP ard GDP (PPP) are bused on 1990 billion dollars
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Table 2 GDP, population and per capila GDP in Nartheast Asia

FF7L7P (PEFEE=H. niFEEFE. T30, BE, GeEEss R
Northeast Asia{Northeast region of China, The Russian Far East, Mangolia, ROK, DPRK) : Upper Bound

ERINA REPORT Vol 24

i Year 1995 2010 2025  FiEMRUE
T Variable Avarage
GDP(ET FJb : Million dollars) 501,555 1 1,289.5135 31753076
1MFEE Rate of increase (%)} 600 580 594
AL{FA) Population (thousands} 180,672.1 204,188.3 2221334
{& U2 Rate of Increase (%) o 81 058 069
1 AMGOP (per capita) ( FIL 1 §) 2,776 1 63136 14,280 4
1A E# Rate of Increase (%) 532 527 529
GDP(PPP) (E 7 KL : Million dollars) 968 484 6 2,685,590.4 72352529 "
{812 Rate of Increase (%) 6.55 634 G 45
1 AMGDP(PPP) {per capita) { F /L 1 §) 5,360.5 131486 32,532.3
{# 1’22 Rate of Increase{%) 579 582 580

dEmr vy (PERESE QL FEEES. B @E . L TR
Northeast Asia(Northeast region of China, The Russian Far East, Mongolia, ROK, DPRK): Lower Bound

£ Year 1995 2010 2025  EHMUE
IEE Variable Average
GDP(EF K i Million dollars) 445542 ¢ 986,330 8 2,151,760.7
{81282 Rate of Increase (%) 515 5.04 510
AL{(FA) Population(thousands) 1806112 203,644 1 221,1407
{8 1FEE Rate of Increase (%) 080 055 067
1 AHGDP (per capita) ( Kb 1 ) 2,466 9 48438 9,734.8
{h T E# Rate of Increase (%) 439 452 4.45
GDP(PPP) (B F FJ : Million dollars} B459209 1,938,4196 4616 5857
#1758 Rate of Increase (%) 537 5 61 5.48
1 ASHGDP{PPP) {per capita) { FJL | $) 46837 9,519 2 20,882 4
{B1FEE Rate of Increase (%) 4 61 509 485

- -
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BIEA 1 AZBAYUGDP (1990 KL, PPP~N—2R)
Figure 1A Per capita GOP in 1990 dollars based on purchasing power parity
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B1EB EEFIFEA-RCGDP (1990F Kb, PPPX-2)
Figure 18 GDP (based on purchasing power parity in 1980 dolfars) of Norlheast Asian countries, Japan and the USA
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52 BAHARIGEROCALODY » 7 & &EBGDP (PPPA— ) —EH & TRl
Figure 2: Shares of the population of ten prefecturas on the ceast of the Japan Sea and GDP (based
on purchasing power parity) of each country-actual performance and forecast
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The Russian Economy - Summer 1998
(Summary)

Tsuneaki Sato
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As far as the assessment of the Russian economy
from last Fall till the beginning of 1998 is concerned,
there are at least three maijor points of agreement among
experts both inside and outside of Russia

First of all, the decline in output, which has lasted
already seven years, hit “bottom” in 1997, The inflation
rate settled at around 15% . Because of this, an optimistic
view spread through part of the international society, but
the actual situation is not as good as was expected.
Although Victor Chernomyrdin, the Prime Minister at the
time, stated at a Cabinet meeting at the beginning of 1998
that the GDP growth in 1997 would be 1 2% and industri-
al production wouid increase by 3.2%, the State
Statistical Office announced on the 20th of January 1998
that real GDP growth in 1997 was only 0.4%, and indus-
trial production 1 9% 1t is appropriate to recall a very
interesting conversation in September 1997 between
Yakov Urinson, Economics Minister, and Yegor Gaidar,
once the Acting Prime-Minister of the Russian
Government. Gaidar asked Urinson, referring to the
reported GDP growth of 0.8% for the first five months of
1997, if Urinson trusted statistics. Urinson replied that no
one knew whether the 0.8% was plus or minus, and asked
conversely for the correct definition of the present situa-
tion of the Russian economy, and was given the answer
by Gaidar, with the full agreement of Chubais, that
“there is a tendency to grow, but not growth itself”
{"Kommersand Daily, 11 September 1997)

Secondly, although “bottom” was hit in 1997, only
very modest growth can be expected for the medium and
long-term—especially given the present conditions. The
reasons for this are as follows:

- The capital stock inherited from the USSR was much
smaller and more obsolete than hitherto considered. In
fact, in 1990 Soviet capital stock might well have been
no greater than in 1975 The degree of economic obso-
lescence of inherited capital stock in Russia has been
further aggravated by the continued decrease in invest-
ments since 1890 Net investment ratio might well be
under 10-11% of the GDP—much lower than the 20%
claimed by the official statistics. The average age of the
existing capital stock is, at best, around 13 years old

- Contrary to the experience of some Central and Eastern
European countries, there is rather little room for eco-
nomic growth through better utilization of the existing
capital stock. Therefore, the economic growth of Russia
has to depend on new investments However, although
the decrease in the rate of investment is less than before,
it is still continuing to decline. In 1897, investment
decreased by 5.5%.

- How to mobilize domestic investment resources is
therefore the crux of the matter, but it is hampered by
the following factors:

1) Savings ratio of the population is low, and a consider-
able part of it is held not in banks, but in foreign curren-
cies in cash.

2) Banks attracted by short-term state bonds (GKO,
etc ywith a high rate of return, are not inclined to make
investments in industries.  Also, it should be noted that
the share of the foreign short-term capital (hot meney) in
the state bonds market reached as high-as 52%, which by
its own logic couid be withdrawn at any time, as was
shown in October and November 1997 in the wake of the
Asian monetary-financial crisis  Roughly US$ 8 billion
of foreign capital was withdrawn from Russia, and in
response, the Central Bank of Russia was forced to raise
the official refinance rate on the 30th of January from
28% to 42%  Although the rate had step-by-step been
reduced and as of the 16th of March stood at 30%, it was
still much higher than the 21% of September 1997
Further, the rate increased to 50% due to US$1.5 billion
being withdrawn around the 18th of May, then, finally
increased again to 150% on the 27th of May On the 5th
of June, it declined to 60%, but then rose again to 80% on
the 2%th of June. At the time of writing this essay~11th
of July—speculation has rapidly come {o the fore, that the
Central Bank will raise the rate to mare than 1{)0% due to
the “triple depreciation” of currency, bond, and stock
{“Nihon Keizai Shinbun,” July 8, 1998)

3) Government investments are hindered by budget
deficit, which equals roughly 8-9% of the GDP, while
about US$100 to $120 billion are held abroad with over-
seas foreign banks as a result of capital flight

4) If domestic savings cannot be mobilized and utilized,
attracting large-scale foreign investment might be the
only possible short-term scenaric. However, foreign
investinents do not seem to increase rapidly, because, due
to the above mentioned reasons, most investment is
directed not towards manufacturing industries, but portfo-
lio, and even if invested in industries, it is mainly in the
energy-resource sector, which has rather good prospects
On top of this, the investment environment of Russia is
not good enough to attract foreign investment.

Considering the above mentiored situation and con-
ditions, we can expect quite a modest economic growth
for Russia, probably not exceeding the range of 1-2% for
the period of 1998-2001, based mainly on better utiliza-
tion of existing capital stock. The New Prime-Minister
Sergei Kirienko had just been approved by Parliament at
the end of April, when the above mentioned financial cri-
sis occurred, and had to admit to the minus growth of
1898 at the beginning of his career

There is a tendency of some govermment information
sources to simplify this economic crisis as an effect of the
Asian financial crisis. This is an absolute misunderstand-




ing of the “structure” behind the crisis  The first point
about the changes in the “structure” is that the Russian
economic fundamentals, which supported previous poli-
cies, are becoming weak. As is well known, Russia
earned a great amount of trade surplus with exports of oil
and gas resources, and thus covered the expenses for con-
sumer commodities and food imports. The current eco-
nomic crisis means that the base of this “structure” has
begun to be shaken, which has never happened before.

It is true that the decline of petroleum production,
which continued for around 10 years, stopped in 1987,
and even recorded a slight increase  The output in 1996
was a little more than half of the amount in 1997, and
increased to 30 56 million tons, a 1.4% increase com-
pared to the previous year. However, the rapid fall of
petroleum products’prices in the world market is now
preventing Russia from earning benefits from producing
oil. 42% of crude oil and 34% of petroleum products
were for export in 1997, Moreover, natwral gas produc-
tion showed a decline last year for the first time, and
exports other than to the CIS countries decreased by 5%.

The Central Bank of Russia reported that this was
reflected in the aggravation of the current account bal-
ance in 1997, It should be particularly noted that the cur-
rent account surplus in 1997 was mainly earned in the
first quarter of 1997, In the latter three quarters, US$ 500
million of cumulative deficit, O 7% of GDP, was record-

ed. This is the first sign of deficit since the collapse of

the Soviet Union. Although this is a rather small sign, it
could possibly affect the confidence of the foreign
investors, who took the large trade balance surplus as
security.

Regarding the prospects for the current account bal-
ance in 1998, the problem is not a deficit itself, but is
how little deficit could be kept, and how much foreign
investment Russia can attract to fill the gap  Of course, a
current account balance deficit, which can be expected, is
rather normal for an economy in transition  However, the
point is not portfolio investment, but whether Russia can
attract direct investment to grow internationally competi-
tive industries with restructuring enterprises together. A
fall in the international oil price has been a pressure on
trade surplus, and, therefore, has become o factor in
accelerating the tendency of current account balance
deficit. This deficit could be retained depending on the
characteristics of foreign investment, i.e., how much is
invested in industries, the characteristics of capital flight
and scale, and the degree of the Russian economy’s
recovery. {tis important, any way, to note that a red light
is on before the "extravagant” policies, exports of natural
resources to cover imports of consumer commodities and
food.

The second point of the “structure” is that the state
budget of Russia can now be influenced directly by and is
exposed extremely to the turmoil in the international
financial market through the short-term bond market
This dependency was caused by the measures for the sup-
pression of inflation implemented since 1995, As is well
known, there are three major measures to suppress infla-
tion, which are to abolish automatic financing state bud-
get by the Central Bank, to issue short-term bonds instead
and include loans from international financial organiza-
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tions in the budget, and to stabilize the exchange rate of
the rouble by adopting an exchange rate corridor system,
ie, setling up a target zone. There is no doubt that these
measures were a greal achievement in continuously sup-
pressing the inflation rate, however, short-term bonds,
which can expect high returns, caused extreme crowding-
out effects of private capital, which should have gone to
investment in industries.  Also, the rather high setting of
the rouble by the corridor system has weakened interna-
tional competitiveness of domestic manufactaring indus-
tries.

Since shori-term bonds are issued with the deadline
of two to three months, dependency on them causes con-
stant refinancing, and in 1997 they became an issue for
the redemption of the bonds previously issued
Therefore, they could not at all contribute to the state
budget finance Because short-term bonds have a good
yield and financial costs are lower if sold overseas, the
Russian government shifted its weight to international
financial organizations and the euro market, and then in
1997 share of supply through the domestic market was
superceded by overseas organizations.  As the share of
non-residents in the domestic short-term bond market
exceeded well over 30%, it is estimated that foreign capi-
tal in the government financial supply reached nearly
T0%. '

As a result, the state budget finance has become
greatly affected by the shaking of international financial
markets The special “remedy” for inflation turned into
the opposite, and state budget finance itself has become a
“drag addict,” which depends on foreign capital toe much
If Russta did not have this “structure,” the influence of
the Asian financial crisis would have been much smaller
It should be questioned whether it was wise to introduce
short-term capital (hot money) into a newly emerging
economy or economy in transition. It could be said also
of Asia. One obvious point, at least, is that the merits of
the global liberalization of capital flows were emphasized
too much, and the risk along with it was not taken seri-
ously.

The economic policy, which greatly inclined towards
financial and monetary policy, is to blame greatly for the
above mentioned current situation  The macroeconomy
should not be stabilized only through financial and mone-
tary areas, which have not been taken seriously, but also
by stabitizing real sectors at the same time. Basic points
of this standard idea, with the IMF as its representative,
are as follows.

If high interest policy is adopted, capital flow from
abroad will be promoted, and flow to abroad will be hin-
dered. As a result, pressure on the exchange rate will be
lightened High interest and restrictive financial policies
also shrink domestic demand, and they lead to discourag-
ing imports and encouraging exports. Finally, a stable
currency and trade balance will be well balanced, and
interest will be able to be reduced, hence production will
recover. However, in reality, the resulis were far differ-
ent from this idealistic scenario  High interest and
restrictive financial policies, which can not be avoided in
a high inflation situation, encouraged a decline in produc-
tion, while, on the other hand, led to the situation that
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barter trade and various surrogate-money make up an
average of 42% in business settlements

Despite the situatioa, it does not seem that the
responsible Russian experts had changed their views
before the financial crisis happened in the middle of May
in Russia At the regular economic symposium held
jointly by the Economic Planning Agency (EPA) of Japan
and the Economics Ministry of the Russian Federation at
the beginning of March, and the meeting in Japan in the
middle of May inviting Yegor Gaidar to Japan, the
Russian participants in both meetings strongly empha-~
sized that, if the monetary and financial parameters of
Russia can be recovered to the best level achieved in
September 1997, for example, 21% of official interest,
confidence of domestic and foreign investors will return,
and overseas capital will flow back  As a result, the
Russian economy will recover  However, there is one
realistic idea, which they admit to, that although “bottom”
was hit last year, this would pot automatically lead to a
period of “sustainable growth.” By their expression,
there would be a period of “positive depression” in-
between {Alexel Ullykaev, Deputy-Director, Institute for
the Economy in Transition), or a period of “adaptation”
which might last for three, five, or even eight years
{Alexander Khandruyev, Deputy-Chairman, Centeal Bank
of Russian Federation)

In other words, to restore the most {avourable mone-
lary and financial parameters achieved in September 1997
is the most they can do, before engaging in "luxurious”
talk about sustainable growth. The idea of “positive
depression” can be seen among people in charge of finan-
cial matters in Central and Eastern Europe.  This means
to “force” enterprises {o restructure by a financial restric-
tive policy. Needless to say, however, there is a certain
Hmit to this.

The financial crisis in Russia that occurred on the
18:th of May 1998 is only a sign of the structural crisis
caused by the heavy dependence on short-term foreign
capital In June 1997, the Bank of International
Settlements (BIS) was giving warnings that Russia’s
debis from foreign banks would reach US$69.1 billion,
and the total debts from overseas would be US$150 bil-
lion By the BIS estimates, the tolal debts would be 32%
of the GDP, and US$38 billion of that would have a
redemption deadline within a year The share of the
European banks is 65 8%, while American banks is
10.9%, and Japanese banks is 1 2% It can be forecast
that European banks will be easily affected by the
Russian economic crisis

The foreign money reserve, which was approximate-
ly US$24 billion in September 1997, declined to US$i8
biilion in January 1998 1t is estimated to drop to around
UUS$14 billion at the end of June due o the buying sup-
port of the rouble by the Central Bank of Russia. The
fact that the debts, which will reach their deadline in the
year 2001, are US$14 billion raises anxiety about the sol-
vency of Russia

At the time of writing this essay, on the 11th of July
1998, negotiations about 4 US$10 10 $15 billion loan as
additional support mainly by the IMF, which seems to be
on the way to signing the basic agreement, are being con-
ducted as a result of that mentioned above. Chubais, the
person in charge on the Russian side, mentioned on the
10th of July 1998 that 40% of the lean would be made by
the IMF, which is US$4-$6 billion, and the rest would be
by the World Bank und other private banks. One might
question the reaction of the private banks, which are sup-
posed to make up the bulk of the rest of the loan

By now, not only the people in charge in the govern-
ment and the Central Bank, but also President Yeltsin
deny the possibility of the devaluation of the rouble. The
reason might not be only because of “politics,” but also
because devaluation would trigger off a wide range of
insolvency crises in the whole banking system, and will
affect all banks, large, medium, or small

However, can the rouble be saved? My view at this
time is rather close to Jeffrey Sachs’, who used to be my
“natural enemy.” He turned 1o an IMF critic after the
Asian financial erisis. In his article written in June Sth’
s issue of the International Herald Tribune, entitied
“High Time to Rein in the IMF," he critiques that: the
rescue loan is unfair and inefficient. The rouble rescue
loan is to maintain the value of the rouble until the previ-
ous loans are returned, and investors can recall their
invesument without much loss. He predicts that the rou-
ble will not be able to be rescued, although the loan is
given

Although the rescue loan led by the IMF might be
able to delay devaluation of the rouble, it will not be able
to avoid it Since it is said that the real exchange rate is
far from 9 roubles for USS1, it could be 11 to 12 roubles,
even if the rouble can endure over this summer, it can not
bear it afier that, if the next “wave” comes. If the current
rate i going to be maintained, USSH10 to $15 billien
financial support will not be enough, and probably double
will be necessary Moodies has already shown an esti-
mate of approximately US$20 billion to save the rouble
{reported by Reuters, July 8). Moodies gives the Russian
rouble the “worst” level rating, because it has a view that
there is no possibility for refinancing the debts

Russia as a whole might have benefits in the long-
term, if the government is made to fulfill its responsibili-
ties through devaluation of the rouble If this rescue loan
is a political move to maintain Yeltsin'’s regime, this is
just Hke putting the cart before the horse  The “political
response” of the West is at fault for the “ill-conceived
and ill-implemented reforms, leading nowhere {(Alexet
Arbatov),” and is partly to blame for inviting the current
situation. The current situation is also the result of the
monetary and financial policy of Russia, which was
adopted in coordination with the IMF and has been run-
ning since 1995 The Russian economy will have no
future, unless policy concept itseff is studied again by
returning to the rights and wrongs of the current monetary
and {inancial policy

[ Translated by ERINA]
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Far Eastern Russia and Japan: Prospects for a Good Neighborhood
(Summary)

Viktor I. Ishaev
The Head of Administration of the Khabarovskiy Krai,
The Chairman of the Council of the Interregional Association of Economic

Cooperation

The Russia-Japan ‘no-necktie' summits that took
place in 1997 created a basis for mutual uaderstanding
and, therefore, greater hopes for active economic cooper-
ation This is very important for those who live in Far
Eastern Russia because of the long standing economic
links with Japan, particularly in the mining, timber, and
fishing industries, These links can help to revitalize the
economy of the region

The reform process in Russia is uneasy, and in Far
Eastern Russia there are many specific problems To
improve conditions for economic growth, the long-term
Federal Program for Economic and Social Development
of the Far East and Trans-Baikal Regions was adopted.

One among this Program’s goals is the economic
opening of Far Eastern Russia lo the Asia-Pacific region
in terms of trade and investment

In the last five years the average annual volume of
foreign trade (mostly with Japan, South Korez, the United
States, and China) doubled, reaching US$5.6 biliion,

“Far East and Zabaikalie”

while the trade surplus was about USH1 billion. Although
fapan still leads the way, trade volumes fluctuate and
were lower in 1996-1997 than in 1995. Also, the regional
economy needs more development funds but domestic
sources of investment are quite limited and foreign
investment could play a much bigger role in the develop-
ment of the Far Eastern provinces

However, at present the influence of foreign invest-
ment in the area is about US$847 million which does not
exceed {5 percent of the regional domestic product. The
investment made by Japanese companies accounts for
about 10 percent of the 1otal foreign investment accumu-
lated in 1892-1997 and, 10 our regret, the annual volume
in 1897 was only about 43 percent of the 1994 peak level

The modest level of foreign investment in Far
Eastern Russia is in sharp contrast with the large-scale
consumption of the natural resources of the region,
including illegal transactions. In the fishing industry,
according to various sources, unaccounted exports can be
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estimated at US$1 5-2 5 bitlion. 1n 1995, for example, out
of 23 foreign boats that were catching fish in the Russian
EEZ of the Kamchatka Peninsula, 20 violated the rules,
and in 1096-1997 all 34 foreign vesseis breached the law
with the total loss estimated at US$10 million. In 1997,
Japanese boats caught 6,500 tons of salmon using interna-
tionaily forbidden drift net technology thus undermining
the production base of several Kamchatka-based enter-
prises

Regrettably, some loreign companies hide their prof-
its and violate Russian laws. Among 70 enterprises with
Japanese capital registered in Khabarovskiy Krai some
made atternpts to avoid taxes and default on US$7 million
in payments to regional and federal budgets, others were
liguidated or lost their registration

To sum up, we are not blaming foreign businessmen
for these problems, but must analyze what the local
authorities can do to help them to work more productive-
ly. Almost all the provinces of the region introduced
some tax concessions, improved their laws, developed
transport communications, buiit new hotels, and
improved business infrastructure. The Council of the
regional association “Far East and Trans-Baikalia”
plans to unify the legisiation of various provinces thus
creating better legal and business environments for the
entire region Investment promotion conferences facilitate
the flow of information. Moreover, there are some priori-
ty investment projects where foreign investor's interests
can be protected by guarantees provided by the federal
and local authorities

There are more than 1,200 enterprises with foreign
investment registered in Far Eastern Russia, including

663 in Khabarovskiy Kral. The funds invested in the
Sakhalin-1 and Sakhalin-Z projects are estimated at
US3400 million The resources of the ‘humanitarian
credit” by the Expost-Import Bank of Japan were directed
at the construction of the airport in Youzhno-Sakhalinsk,
the hospital project in Yakutia, the baby food factory in
Khabarovsk, and electricity and water supply projects in
Nakhodka

Foreign investors are welcomed in Khabarovskiy
Krai where they can already enjoy some benefits but will
get more advantages when the provincial-level invest-
ment legislation will be enacted later this year In 1997,
total exports of joint ventures based in the province
increased by 30 percent. With about US$300 million of
accumulated foreign investment in Khabarovskiy Krai,
our priority areas for development are fuel and energy
production, transportation and telecommunications, tim-
ber, fishery, and mining industries, advanced technolo-
gies and conversion of the defense enterprises.

Finally, foreign and Russian experts, as well as busi-
ness people involved in foreign trade and investment
activities indicate some impediments that complicate
cooperation between Russia and its neighbors, including
domestic political instability and economic problems, an
incomplete legal environment and lack of invesiment pro-
tection, territorial dispute, complex visa and customs pro-
cedures, etc

It could be very helpful if the Japanese government
can extend more support to the Japanese companies that
invest in Far eastern Russia. This, along with the progress
in other areas that were mentioned will enhance Russia's
economic ties with Japan and the Asia-Pacific region
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Outlook for the Recovery of the Korean Economy
(Summary)

Bongsung Oum
Former Vice President, Korean Development Institute

Korean Economy in Brief

With the economic recovery as its principal task, the
current administration of Korea that was inaugurated in
February has not hesitated to apply ali means at its dis-
posal towards achieving this end. Indeed, encouraging
signs of recovering investors' confidence can be seen as
the Korean government pushes forward with active and
aggressive reform efforts. The masterplan for economic
recovery has been drafled and measures are being imple-
mented as scheduled In the following, key measures that
the Korean government is currently implementing are
reviewed, and the cutlook for economic recovery s pre-

sented

Current State of the Economy

The most striking feature of the Korean economy
under the IMF program is the contraction of the real
economy due 10 the foil of domestic demand. For the first
time since 1980, the economy recorded negative growth
in the first quarter of 1998 Despite the favorable condi-
tions created by the depreciated won, no significant
increase in exports has been observed due to the sluggish
cash flow in trade finance Although the trade balance
and current account recorded $17 4 billion and $18 4 bil-




fon surpluses respectively during the first five months of
1698, such figures can not be atiributed to the recovery of
economic or export activities.

The Labor market is perhaps the most rapidly chang-
ing segment of the economy due to the IMF program. The
pust structure of low unemployment that kept the level of
jobless in the society under 29 is changing, posing seri-
ous social side effects given Korea's relative lack of
social infrastructure against such a problem

Korea is faced with the problem of high interest rates
along with depressed domestic demand High interest
rates, which happens to be one of the preconditions
agreed with the IMF, are adding to the problem of lack of
capital, ultimately forcing firms to close down. The num-
ber of bankrupted firms up to April was over 10,000

The external conditions are not too favorable either
The Japanese Yen depreciated against the dollar from 130
¥/8% to 146 ¥/§ by lune. This made for cheaper
Japanese goods that competed with Korean goods in the
international markets Furthermore, the possible deprecia-
tion of the Chinese renminbi could be detrimental to
Korea as it attempts to recover from the present crisis

Economic Qutlook

Due to the fali of domestic demand and economic
conditions abroad, the GDP growth rate in 1998 is
expected to record —4%, far lower than the previously
agreed — 1% growth with the IMF In the case of suc-
cessful economic restructuring, in 1999 domestic demand
and investment will begin to recover By 2000, it will be
possible to see the growth rate record D%. In the case of
unsuccessful economic restructuring, high unemployment
will continue as the share of the economic burden and
pain paid by taxpayers will increase

Restructuring the Korean Economy

Financial Sector Restructuring - To achieve a safe,
sotund, and efficient financial syster, 13 related laws
have been amended including the Bank of Korea Act In
addition, 20 trillion won has been allocated for the pur-
pose of disposing of non-performing loans, deposit insur-
ance agencies have been consolidated, and a Financial
Supervisory Commission has been established. Insolvent
financial institulions and corporate firms have been
ordered to exit, and 12 banks that did not meet the BIS
capital adequacy ratio of 8% were suspended and ordered
to submit a rehabilitation plan for review.

Corporate Sector Restructuring - In February, the so-
called five major issues for corporate reform were

ERENA REPORT Vel 24

announced and agreed 1o by the top 30 corporations. To
enhance transparency in corporate management, a consol-
idated financial statement is 10 be adopted by 1999 and
the appointment of non-executive directors is made
mandatory. The Fair Trade Act was revised to completely
abolish mutual cross loan guarantees by March 2000 and
financial supervisory regulations were streagthened to
prevent future guarantees of such Kind To promote a
sound financial structure, agreements were made between
corporations and banks outlining plans to reduce the debt
burden and streamline business structures of corporations
Laws were passed that strengthened minority sharehold-
ers' rights M&As, including hostile M&As by foreigners,
were made legal and various ceilings on foreign acquisi-
tions were lifted. These measures will significantly alter
the corporate environment in Korea, the process that was
started in June by the announcement of 55 affiliates to be
closed due to their financial unsoundness.

Labor Marker Reform - To introduce more flexibility
in the labor market, the government has so far introduced
redundancy layoffs and relaxed restrictive legal provi-
sions relating to private job placement and manpower
leasing services. However, the efforts of the government
are not limited just to the improvement of economic effi-
ciency, but equity and social stability issues are being
addressed as well, 7 & trillion won is set aside to support
the unemployed and employment insurance benefits have
been increased and expanded to cover a broader base.

Support of the International Community

Korea is in midst of an economic crisis # has never
experienced hefore. For a country that was accustomed to
high paced growth, unemployment and banksuptcies of
such massive scale came as a complete shock
Nevertheless, with the effect of the initial surprise worn
away, the Korean people have accepted the reality and
have come to grasp the seriousness of the present situa-
tion

Right now, Korea needs the help of the international
community, and the international community needs the
Korea that was full of economic vigor and energy. For the
reason of mutual benefit, the international community
must lend its helping hand. The second line of defense as
agreed at the time of agreement with the IMF should be
provided. In turn, the government of Korea, now fully
realizing that the faith of Korea depends largely on the
success of its reform efforts, will implement necessary
measures so that Korea can soon become a productive
participant in the international community

_.._24_.
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Figure 6: Changes in the Trade Volume of China
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Reierence: A Comparison of the Proportions of the Three Northeast Provinces in China as a Whole
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2ERUCEGSHOETEZIBERE (1907F)
The Mair Economic Statistics of China and Thres Northeast Provinces(1897)

e S T AT
China Liaoning lilin Heitongjiang
fhore 1 ) i HEg=
st Of {n,;r(_)-iq‘ mi%i".‘.. filt ui_,..
increase @ g ra
Bl o pitd i {{ESE - 100mit RMRB) B e “ .. e -
Gross Domestic Praduct A Fi2 8 8% 3501 908 1450 9 5% 2710 10 0%
i Primary tndusiey 13 969 3 5% 474 0 3% 3751 A06% 500 6 S5¢
W Secondary industry 36770 10 8% 1737 10415 570 § 7% 1.460 10 3%
HILH  Industry 31752 1119 15367 10 8% 497 10 750 1.310 964
FEAESEE Construction 5018 795 170 6 8% 73 Q0% 150 157%
HEZIFEF Tertiary Industry 24.033 82¢% 1290 10 3% 505 17 5% | 50 12 1¢:
gy A{EHE g e e . . A .
Transportation and Telecommunications 4526 107% 224 107% 105 21.1% 127 204%
Hid: Commerce 6282 8§ 5% 444 na 132 na 218 na
— A I 2 . - . o - -
’\w'”’{,;r{cfjgf; Gop (LIRMB) | gom| 76w | 8519 83% | 5656, 79%| 7246 na
T R Al L Fh s .
General Retail Price 08 10% 185 2%
H3 Urban Areas 0 8% 1 0% 1 7¢e 20%%
FEFE Rural Arens 07 05% 2061 26%
{ERG RS LA 5 Consumer Price 2 8% 31% 37% & 4%
A8, T Urban Areas 31% 38% 37% 4 8%
BeFl Rurat Areas 2 5% 21% 37% 38%
9%, L& Food Al 1% AQ 16 13% 12%
fE3%  Grain AB 9% A8.9% A6 50 A3 26
g G Meat 5 5% 91% 89% 79%
BT Eges A20 75 A23 5% A30 9% A6
R Aquatic Products (2% 6 7% 80 0 2%
B RESFEE Fresh Vegetables (0% A0 55 15% 326
T Clothing 30% 29 3 3% 4 165
SCEE R P =g "
Househoid Facilities and Articles 076 12% 18% L4
R - R & : 5
Medicine and Medical Articles 7% 37 244 d1%
w55l S E P . e .
Means of Transportation and Communication AZ6% A2 6% A2 TG ALl
eta . EF - Soib iR - o ae . o e
Recreation, Education and Culture Anicles 09% 24% 15% 4%
{Ef%  Residence 835 14 6% 10 6% 34%
- AME  Services 16 5% 14 1% 16 0% 19 265
(B 7R TERELE TS (&30 7 100mi] RMB) - ) ' 7 e . e
Total Investment in Fixed Assets 25300 1015 941 7 4% 351 M1t 0% 669 17 8%
6. BATAE Sute-owned 13419 1} 3% 580 5% 291 | AB8% 521 254%
AT Cotlective Owned kR 5 86 97 | M56% 161 AJ350% 25| A150%
{RREA  Individuals 3427 6 7% 4 | M3565 41 A189% M 382%
FOfl Others 4 581 1326 220 332% ] 0% 46 A13 6%
4. dbdHHEETT  Capitd Construction 9,863 14 5% 396 17 9% 180 | A319% 342 53 3%
WFELEETE  Innovation 3870 6 8% 241 2026 58 &79% 112 A50%
AIRESETE  Real Estate Development 31061 A3ds 136 0 6% 251 A189% 45| M6 9%
—_— 3‘? i
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bl YR A AL
China Eisoning lilie Heilongiiang
_ﬂ"m 0{ pross s s
moreise
R AR ML (7 F = I 10thou tons)
Yield of Farm Crops
O Grain 49417 M24% 1314 ] A208% 1,805 | A2 36 3,105 195
i Rice 20073 29% 389 6 1% na ni 861 35 0%
AN Wheat 12329 11 5% na na na na 1281 MAG3%
R o o e 2 Comn 10431 | M1826: 667 | A36 3% na na 1.166 ] A G5
kE Beans 1 473 1la4% 35 Al94% na 0 o376 30 4%
LRRSR 1| Tubers 3102 A97G na nu na 0 811 A7 0%
#1E Cotton 460 9 56 2 38 7% na na na na
MrEHTEY  Oil-Bearing Crops 2157 AZds 161 A545 16| AZ66 18 8 44
Wy iz Tobuceo 301 3275 5 2 34 5 234% 16| A38%
B4 Proits 5.089 G 45 264 6 5% 37 0 7% 16 7 1%
(RN %) (S50 2 W00mARMB) | gy 750 | 1139 197 107% | 1310 96%

) Valee Added of Total Industry

Coo3m82 | 100%

B B &% Stawe-owned

9804 5 4%

2002 | 28%

7331 ' dda

HEEHTT A7

Cotfective Owned 11875 1174 926 |- 14.8% 73 39% na na

L0l Others 9983 na | T 21.5% 56 189¢ na na

A% ERLH Light industry 14 680 1 7% B33 B0% na na 380 14.3%
MITH  Heavy Industry 17.072 10 5% 2819, 109% ni na 930 7.8%
e oy |7 0Wowtons? | 33600 070 | 669 | A296 | na na | W3G] 179
FEH: Cout 135616 #24%% 58621 M30¢ 2813 258 8,392 4.6%

il Crude Oil

16210 1 9%

1504 (0%

403 84%

5602 0.0%

T ({Fkwh © 10mil kwh}

Blecticiy Hos|  21a 66|  38% 22| A9 21 25%

A e TR _
KA gnmml Gas fim? 2 100mil m?) 245 21 8% na a4 na aa 23 08%
1 didn ik (f& b > & ; 100mil toa-km} 38 182 L7 23185 | Al 1% 51 29, L006 5 8¢

Tetal Freight Traffic

$13 Railways 13.097 1.G%% 13173 | Ml4% 418 4 3% 801 6260
HiEE  Highways 5270 524 4,138 1% 781 A03G 136 5d¢h
AEE Waterways 19207 7 5% 1.876 | &112% 1 28% 21 Q7%
= (R Civil Avistion 29 16 74 5 55.8% na nil ! 008
A 7% 4 L Peroleum and Gas Pipelines 3797 Al0% 3995 M3.06 [35 ] A20% na na
B pﬂss(cff;ﬁﬁrirfcm“*““ passengerkm) | gga7 | g3 | 2371 | A30% 66| 47 3371 204%
$EIT Railways 3548 67 | 301 | All5% 106 265 152 7 0%

i Highways 5519 12 4% 12,838 306 58 §7% 173 37 3%
B Waterways 156 | A30% 300 | AdT% na n 0 00%
Zig (RS Civil Aviation 7 34% 211 7.6% na na 12 186

R ST AU {77 I > * 10thou lons) - " . ) . )
Volume of Freight Handled in Major Ports 90519 63% | 10449 107% Ta ta ak n

L LI E e Sty G5 - . )

B AR {{EFE 1 100mil RMB) 26 843 10 26 1450 1146 670 103 860 10 8¢

Total Retail Sules of Consumer Goods
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il g i) SRR A
China Liacning Jilin Heilongjiang
Mo s s Lo
. . roi roi roi
increase
(= F b L 100mil $) as - ; - . -
Tetal Imports and Exports 3.251 12 15 149 6.3% § - 19§ Mm11.8% 36 1 5%
HUHT Exports 1.827 209% g2 6.5% 91 Al85% 20 190 5%
$i A HT Imports 1424 256 58 5.9¢ 9| A39% 6| &T4%
YRR (& ¥ 1 . 100mil §) N - 98 B )
Utilization of Fereign Capital 64 17 5% a 28 6% 10 00% i 108¢%
3 HIEIEIEYE  Foreign Direct Investment 453 8 5% 22 32 5% q | A109% 7 34 0%
EFRIFRIEIR Y ({552 ¢ 100mil RMB} " & ORT , =9, iy 29 86
Deposits of Nutienai Banking System 82390 1866 1067 na 1534 1T d% N ,l 10 22.8%
AHUEFIFERS  Loans of National Banking System 74914 16 75 4 182 ni 2175 1605 2524 19 8%
# ;{ffﬂ L {355 Money Supply 34 826 16 55 = - . . N »
M2 9¢ 995 17 3% - — — —_ — —
SLITHE RS (f F v 2 100mil ) 130 |  m300 m _ - . . i
Forgign Exchange Reserves - e .
: {77 A 7 10thou persons) - , , . . e .
Total Population 123626 10% 1.138 20% 2628 1 9% 3 4:31 06%

i ‘l'LU)iL}zf‘ LES SOV EEREFE UL SRR, [ ERTeE]

FHUASEL TICI S, g4, MBS A TE R CRIENIN-ATH D, BN, R R,
. el b -2 CH R EREMERIIE AN HUE D TAY T,
T3 REL RO R e TR A L B *H”L T Da
Source: Economic Statistics Communigue for 1997, A Statisticat Survey of Ching State Statistical Bureau China
Notes for Shaded cells:
Note 1: The industriad production of Lizening Provinee is above the township level, and not value sdded  This applies also to classification by types and industria
classification

Note 2: The amount of freighs tzansporiation of Lizening Province is by tons aad the unit is 10 thovsand toas  Passenger traasponation is by te nember of persons
and the unit is 10 thousand persons
Note 3: The import and export amounts of Lisoning and Jilin Provinces are from customs statistics
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