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An Qutline of the Industrial Development in the
"Jilin Province Regional Integrated Development Planning Study"
(Summary)

Mizhi Zhou
Economist, International Development Center of Japan

1. The Jilin Province Regional Integrated
Development Planning Study

The klin Province Regional Integrated Development
Planning Study was conducted on the request of China's
National Development Planning Commiitee and the Jilin
Province People's Government.  The study was carried
out jointly by the International Development Center of
Yapan and Unico International Co. Lid,, and was commis-
sioned by the Japan International Cooperation Agency
(JICA)

The study was conducted by 23 experts with
Jinichiro Yabuta, President of the International
Devetopment Center of Japan, in charge and they con-
ducted field research for about a year and a half from
September 1996 to December 1997 In addition to an
overall plan, seven sub-plans were also drawn up  Those
sub-plans being for agriculture and water resources,
industry (including energy), tourism, trapsportation,
telecommunications, urban area and land development,
and the environment. To realize these plans, 18 core pro-
grams were formed based on the recommencdations of the
study mission along with the creation of a framework for
policy making, management, and investment by the local
government. Issues and recommendations, which were
thought to be impontant factors effecting the whole devel-
opment of the Jilin Province, were presented on the
Tumen River Area Development, and private and public
finance

2. The Current Situation and Issues for Development
in the Jilin Province

The lilin Province has thus far heen developed both
as an tmporiant heavy and chemical industries base in
China’s planned economy. Thus, many problems that
occurred along with its development have become appar-
ent in the province during the process of marketization.
The following represents the current situation and the
probiems for development of the Jilin Province, with the
focus on the Province's industries

(1)The structure is excessively dependent upon the min-
ing and natural resources utilizing industries, but these
natural resources are being exhausted

The natural resources utilizing industries represent an
extremely high share of the industrial structure in the Jilin
Province. This is a pattern of economic growth with high
energy consumption. In 1995 the amounts of coal and oil
imported from outside of the province were 47% and
30% respectively. As the province's natural resources are
vanishing, maintaining the natural resources utilizing
industries has brought a high cost structure to all the
industries of the Jilin Province

{2)Weak Linkage between Industries

Most steel materials for the automobile industry,
which is the largest industry in the province, are imported
from outside the province. Meanwhile, many products
from the petrochemical industry - which is a material
industry - are exported outside the province as intermedi-
ate materials  Since the linkage between the various
industries within the province is not strong, industries
cannot enjoy a synergistic effect with each other
Therefore, in order to advance the industrial styucture, the
existing industries should expand their business to the
marginal sectors, and linkage between industries must
improve.

{3)Underdeveloped Consumer Goods Industries

The Jilin Province is traditionally an industrial base
The heavy and chemical industries, which were devel-
oped with the production of producers’ goods and capital
goods at their core, represent a significant share in the
industrial structure of the province On the other hand,
consumer goods industries are underdeveloped This dif-
ference among growing industries' performances is a fac-
tor in the delay of the Jilin Province's economy, com-
pared with the coastal areas.

{4}Underdeveloped Related Industries

The main business entities in the Jilin Province are
large and medium sized state owned enterprises. A char-
acteristic of the industrial struciure of the region is that
production of the parts is internalized. This prevents the
sector from growing, and results in a high cost constitu-
tion. Further, the large and medium sized enterprises in
the region import most of their highly processed materials
from outside of the province. Thus, the parts production
of the large and medium sized enterprises should be out-
sourced. Also, development of the related industries will
be important for the future development of the province.

(5)0bsolete Traditional Industries

Since the Jilin Province has been an industrial base
for a long time, most factories and facilities are obsolete
This encourages the creation of an energy consuming
economic growth pattern  Also, at the same time, it
brings serious industrial pollution to the province

(6)Weak Tertiary Industry and City Functions

Recently, the tertiary industry in the Jilin Province
has seen a rapid development in mainly personal services
However, the service sector for industries is still underde-
veloped. A reason for this could be that these service
sectors are internalized by ihe large and medium sized
state owned enterprises The service for these large and
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medium sized state owned enterprises should be offered
outside of the state owned enterprises, and the service for
enterprises as # city function must grow. It will be cru-
cial in the future to improve or change the management
characteristics of the enterprises and the external environ-
ment

(7)Lack of Research and Development, and Ability to
Industrialize

There are many research institates and individual
researchers of the State, the province, cities, universities,
and the state owned enterprises throughout the Jilin
Province The functions of research and development in
the province are extensive. However, the ability to indus-
trialize the research and development is extremely low,
and the linkage between them is very weak, although the
province has both a research and development function
and an industrial production function. This structure has
not been improved at all

{8)Weak Linkage between the Large and Medium Sized
State Qwned Enterprises and the Regional Economy

The large and medium sized state owned enterprises,
serving as important parts of the mining and manufactur-
ing industries in the Jilin Province, own the parts produc-
tion and the service sectors. Also, since most enterprises
are directly owned by either the central government or the
province, they create their own production and living
bases, and are isolated from the regional economy.
Therefore, it is rather ditficult for these enterprises to
enjoy the support of the local government and the bene-
fits from the external economy - such as city functions.
At the same time, enterprise activities do not easily effect
the regiona} economy

(MHWeak Linkage between Cities

The Jilin Province has two big cities, Changehamn and
Tilin, with populations of more than a million. There are
other medium and small cities with populations of 300 to
400 thousand spread throughout the province However,
linkages between these cities are extremely weak This is
because of the underdeveloped transportation networks
connecting cities, and the lack of a division of labor sys-
tem.

{10)Delay in the Introduction of Foreign Capital
Because the Jilin Province does not enjoy strong
bonds with the overseas Chinese, and access from over-

seas Is not very convenient, the province is at a certain
disadvantage. The introduction of foreign capital and for-
eign businesses is lagging behind compared with the
caustal areas. However, the Jilin Province is in Northeast
China, which is a leading area in China with extensive
fundamental technologies  Therefore, as the access ove-
seas improves, including the Tumen River arca develop-
ment, the comparative advantages of the province in fun-
damental technologies will be much maore attractive for
foreign businesses

3. Basic Development Policy

With the aforementioned current situation and devel-
opment issues in mind, we propose the lollowing four
basic policies for development

First of all, linkages among sectors, cities, and enter-
prises, and between enlerprises and the, regional economy
must be strengthened. The probiems of the industrial
structure in the Jilin Province are weak relations among
industries, underdeveloped related industries, a lack of
service industries for emterprises, insufficient city func-
dons, insufficient infrastructures, and the most significant
of them all, irrational enterprise management These
should be improved. :

Secondly, the province should strengthen agricultural
production as a base for food supply, and should fully uti-
lize the advantages of the heavy industries that have been
accumuiated from the time of planned economy. These
are given the highest priority in the state policy, and these
also have high priority for investment as state projects

Thirdly, the province should advance the conversion
of the industrial structure to adjust to the socialist market
economy If the province expects economic growth by
depending upon the advantages of the existing food pro-
duction and heavy industries alone, the economy in the
province will not grow fundamentally. Instead, it will
leave a structure which will further expand the difference
in the growth within the province

Finally, in order to absorb the costs of the conversion
of the industrial structure, growth and employment must
be maintained. During the process of transferring to a
market mechanism, the possibility for the drop out of
enterprises and of unemployment will become high and
certain cosls must be assured. In order to absorb these
costs, it is necessary to maintain the growth of the whole
province, and 10 expand new job opportunities. For this,
the development of new fields is essential.

[Translated by ERINA]J
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An Outline of the Logistics in the
“Jilin Province Regional Integrated Development Planning Study”
(Summary)

Ryo Sasaki
Economist, International Development Center of Japan

The positioning of the “Logistics” in This Study
The “Logistics” was positioned as an area of the
transportation field in this study. However, the study was
conducted in close cooperation with the study on the
industrial field, including the mining industry and the
energy industry, and the agricultural field, including live-
stock and forestry The contents of this study are:
(1) Understanding the current situation and forecasting of
future logistic volume.
{Z) Analyses of the management of each transportation
mode and recommendations for improvements
{3) Analyses of the curreat situation and the formation of
a plan for transportation terminals at the poiots where
various transportation modes link each other

Issues of Logistics in the Jilin Province
Since “reform and open” policy was introduced in

1978, a market mechanism has been introduced and
expanded successtully in China. However, progress of a
market mechanism in the logistics is behind the other
fields, such as the industrial fields As pointed out in
reports issued by the World Bank and other papers, trans-
portation capacity has not foliowed the production expan-
sion. It might become a critical obstacle for the economic
growth of China in the future This is also an issue for
the Tilin Province - the subject region of the study. In par-
ticular, the foliowing five points could be future issues in
the region.

(1) Measures to deal with the increasing transportation
demands in both the South-North route running
through the three Northeast provinces in China and the
East-West route running through the Jilin Province

@ Measures to deal with the increasing container teans-
portation demand that are suitable for transporting
highly value added products, raw materials, and parts

(3} The necessity of equipping the transportation termi-
nals at the key junction to satisfy container transit
demand between different transportation modes. such
as railroad, road, and air.

(@) The necessity of improving the management side in
both railroad and road (realization of appropriate man-
agement following a market mechanism).

(& The importance of the strategic improvement of the
Tumen River area as an international transportation
hub

The Fransportation Network Plan Suggested in This
Research S

The fundamental problem of the logistics in this
region is a lack of systematic thinking. Problems to be
solved are not only hard infrastructures, such as underde-
veloped transportation facilities and delays in container-
ization, but problems concerning management are appear-
ing rather critical. In concrete terms, inefficient office
work, bad communications between different transporta-
tion modes, and insufficient information for users are par-
ticular factors. As a result, long delays, damage to goods,
and increases in costs occur, which substantially lower
the efficiency of the whole logistics.

Logistics consists of many functions, such as pack-
ing, transportation, loading and unloading, stock, and dis-
tribution and processing. It is established as a system by
information networking among these functions
However, there are relations of trade offs among these
functions or within the functions. It is necessary to adjust
these functions to optimize the whole system of commod-
ity flows without falling into individual optimization of
each fuaction. When a development plan for a trans-
portation network for logistics is formed, it is important
to equip hard infrastructures of transportation bases tak-
ing into account {uture prospects, and to try to improve
the soft infrastructure. This is a system based on a “total
system concept © We proposed a recommendation to
realize the optimization of a transportation network as a
whole

Actually, 11 development programs under the five
development policies were suggested  The most impor-
tant program is to establish a transportation terminal with
a new system

The initiative from local government to realize the
plan, and positive support from the Chinese central gov-
ernment and the Japanese government are expected

[Translated by ERINA]
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Towards Russia’s Self-Sustained Development
-Resolving Arrears Problems and Re-Monetization of the Russian Economy-
(Summary)

Shunichiro Ushijima
Deputy Director General, Planning Bureau
Economic Planning Agency
(Former Consultant to the Ministry of Economy of the Russian Federation)

The Current financial crisis in Russia is caused by a
difficulty in financing a large budget deficit, which is a
result of low tax collections and the unrealistic budget
Also, there is a concern about the solvency of private
financial institutions with regards to external debts The
more fundamental cause is, however, a lack of institution-
at frameworks, which are indispensable for a proper func-
tioning of the market cconomy

The underdevelopment of institutional frameworks is
well manifested by rapidly increasing arrears and the
trend of demonetization of the economy in general This
paper, which is a revised version of the report submitted
to the Russian Ministry of Economy in May 1998, focus-
s on and seeks solutions to these problems because they
are fundamental causes of the current crisis and Russia’
§ autonomous economic development cannot be expected
unless these problems are solved

The Current Situation of Arrears and Demeonetization in
the Russian Economy

Recently in Russiz, arrears have greatly increased,
and the economy is rapidly becoming demonetized The
amouni of arrears in major industries has reached approx-
imately 30% of the GDP, as of the end of 1997, of which

the percentage of settlement using money has decreased
to around 30% More than 40% of all transactions are
settled by barter, with the rest being paid by non-mone-
tary means, such as veksels (a kind of promissory notes)
and setoff.

Settiement by barter or setoff is, in a way, specially
developed to enable economic transactions 1o take place
within Russia’s particular situation - in which deadlines
for payments are not kept [t cannot be denied that these
means of non-money settlement have contributed to hait-
ing the decline of the Russian economy However, these
are inefficient and non-transparent means of settlement
If these settlement systems remain unchanged, it will nat
be possible for Russia to approach a stage of economic
development that other industrialized countries have
reached

Increasing non-money settlements and arrears are
closely related to a lack of credits to industries by banks
Since Russian banks fuce high risks of bad ioans due to
arrears and demonetization of transactions, they are
restricting credit supply A lack of bank credits, in turn,
contributes 1o increasing arrears and demonetization It is
a vicious circle

As a result, compared with advanced market
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economies in the world, credit supply to industries in
Russia is extremely low. For exampie, the amount of
loans to industries in Tapan reached more than 100% of
the GDP as of the end of 1997, while Russia's was only
around 9% Reflecting this, money supply (M2) stays
very low It was only 14% of the GDP in Russia. com-
pared with more than 11)% in Japan.

However, the arrears and demonetization of the
economy are not simply linked to shortage of money sup-
ply. They are, rather, reflecting various systemic prob-
lems that Russia must solve in the transition period 1o a
market economy . In fact, the high-powered meoney sup-
ply made by financial authorities increased greatly in
199G and 1997, The recemt phenomenon of growing vol-
umes of arrears and non-money settlement cannot be
uaderstood solely from the standpoint of credit tighten-

ing

Where in the Transactions do Arrears and Noa-
money Settlements Take Place ?

It is useful to consider separately the final demand
transaction and intermediate demand transaction, in order
to clarify the problems of arrears and demonetization

The major components of the final demand are
household consumption. enterprises investment (capital,
equipment, and iaventory), government consumption and
public investment, and foreign demand (export)  Among
these, most of the payments by household and non-CIS
countries are made by money, and arrears are very rare
This part of the transactions seems to be more or less
60¢ of the GDP

Governments, both federal and lecal, pay for more
than a halt of their expenditures with non-monetary
means of seitlement, such as veksels, setoff, and barter.
It is also well known that governments produce a consid-
erable amount of arrears According to statistics, plant
and equipment investment and inventory investment of
enterprises are financed mainly by depreciation funds and
retained earnings However, a considerable part of the
payments must be done by barter - because enterprises do
rot hold enough movey, and banks do not lend money for
investment. Moreover, when sales of enterprises are get-
ting worse and stock increases unexpectedly, arrears must
increase because of the difficulty in getting bank loans

Taking these circumstances into account, it may not
be very wrong to say that at the final demand transaction
approximately 30% of the GDP is either unpaid or cov-
ered by non-money settiement

The arrears and non-money settlements occurring at
the final demand transaection stage are directly transmitted
to the intermediate demand transaction  However, these
cannot be the only reason for the current situation in
Russia where the percentage of non-money settlements
reaches about 70% of all transactions. and arrears amount
to 30% of the GDP. Therefore, in addition to the final
demand transaction stage, a considerable amount of
arrears and non-money settlement seem to be newly gen-
erated at the intermediate transaction stage.

Causes of Arrears and Non-Money Settiements by
Governments

Muajor causes for arrears and non-money settlements
by governments are the following: 1) unrealistic budgets;
2y low tax coilection; 3) a shortage of cash revenue; and
4} an underdeveloped national treasury system In addi-
tion it is often pointed out that the use of non-money set-
tiement is motivated by unlawful personal benefits
abtained through such non-transparent transactions.

Causes of Arrears and Non-Money Settlements by
Enterprises

The basic cause of arrears by enterprises is the ineffi-
ciency of the enterprise where sales revenue is not
enough to repay debts. This is reflected in the rapid
increase in the number of deficit enterprises. Moreover,
in the case of Russia, the willingness of enterprises to
repay debts has been reduced because the system 10 moti-
vate repayment of debts is not well established. At pre-
sent. market sanctions never work sufficiently, and appro-
priate corporate governance does not exist in Russia The
situation is this: 1} enterprises do not go bankrupt, even
though they do not pay debts; and 2) managers are not
dismissed, even though they manage companies without
giving proper considerations to the stockholders or the
lenders 1n these circumstances, there is not énougil moti-
vation for managers to improve efficiency and contribute
to the benefits of the stockholder through increasing stock
prices or dividends, or to repay debts to banks Rather,
individunl manager’s benefits are given higher priority
than those of the stockholders and lenders, and sometimes
even the employees

Non-mosney settlement always has obscurity and
arbitrariness about assessment of trade prices It containg
a potential for tax evasion or iniquitous gain of private
profits by conspiracy of the parties involved. Therefore,
behind the expansion of non-money settlement, not only
is there a shortage of credit supply to industries, but also
there is a strong economic motivation. such as tax eva-
sion. In fact. the current heavy tax burdens promotes tax
evasion. and the lack of appropriate corporate goveraance
encourages the iniguitous private profits of managers

Measures to Eliminate Governments’ Non-Payment
In the present circumstances, the unrealistic budget is
the main reason for the governments' non-payment

Thus, in cellaboration with the parliament, the govern-

ment must establish the realistic budget. In addition, the

following measures should be taken to solve the prob-
fems:

1} Te reduce incentives for tax evasion hy lightening the
tax burden through tax reform, and to secure tax rev-
enue through broadening the tax base

2} To strictly manage the federal budget by establishing a
federal treasury system.

3} To climinate ditferences between the budget and the
reality - for example, the number of actual workers is
more than the aumber in the budget.

Measures to Eliminate Arrears by Enterprises
As mentioned before, basic causes of arrears of
enterprises in Russia are the Jow solvency due to the inef-
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ficiency of enterprises. a lack of market sanctions, and
inappropriale corporate governance

Therefore, what is necessary for Russia now is 10
carry out the following policies simultancousty: (i} poli-
cies to improve the efficiency of enterprises: and (ii) poli-
cies 1o establish market sanctions and appropriate corpo-
rate governance  The latter policy of establishing a may-
ket framework alone will take considerable time to
improve the efficiency and solvency of the enterprises
In order 1o solve quickly the problem of arrears, policy
assistance to improve the efficiency of the enlerprises are
indispensable

In Russia, the obstacles preventing the drastic
restructuring of enterprises, which are needed for the
improvement of efficiency, are mainly the following: 1)
managers do not have the will or ability 10 do so; 2) there
are no job opportunities {for dismissed employees; and 3)
there is not enough financial resources for restructuring
Thus, in order to realize the large scale resteucturing of
emlerprise, the following requirements need 10 be satis-
fied:
i} To create a system to force managers 1o restructure
i1y To secure employment opportunities for dismissed

workers

ili) To supply necessary financial resources through gov-

ernment financial institutions

To fulfil} these requirements, such measures as estab-
lishing a law for encouraging enterprise restructuring, the
creation of job opportunities by local governments, and
establishing a Russian Development Bank are needed

Measures for Solving the Problem of Demonetization

[n order to solve the demonetization problem, it is
necessary to establish conditions where private banks are
willing and able to supply enough credits. To realize this,
in addition 10 solving the above mentioned non-payment
problems, the following measures are necessary: 1) mon-
elization of the government budget: 2) removal of eco-
nemic motivations which are encouraging non-money
settlements; and 3) providing necessary funds for settle-
ments through government policy measures until private
banks can supply enough credits

Regarding the monetization of the federal budget, a
reafistic budget and 2 strengthening of the monitoring
system against unfair behavior accompanying the non-
money settlements are needed. Regarding the removal of
econemic motivation which is encouraging nen-money
settlements, a reduction in the tax burden in order to
reduce the benefits of tax evasion, and a strengthening of
the checks by the 1ax authority on non-money settlements
are necessary  Since the lack of appropriate corporate
governance encourages managers 1o obtain unfair person-
al gains. it is necessary 1o strengthen the monitoring of
the management of the enterprises by the government
and/or banks, and also to have an auditing system within
the enterprises

Regarding the supply of funds necessary for econom-
ic transactjons. given the high risk of non-payments, a
simple expansion of credits for facilities and equipment
or for daily business operations will resuit in an increase
in bad loans The important thing is to supply credits
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through government policy measures with a devise which

will ensure their repayments, uptil private banks can

extend suflicient credits to industries

This can be done in the following ways First is 1o
establish the Russian Development Bank through which
funds necessary for rationalization will be provided The
other is to establish special accounts to settle unpaid tax
obligations (inciuding averdue debts to off-budget {unds},
and unpaid electricity bills

These special accounts are to be established to solve
the problems of overdue debts, and will be effective in
easing the financial situation of enterprises. The basic
idea is as follows:

1) Establish special accounts in the Ministry of Finance
for the unpaid tax obligations, and in the Unified
Energy System for the unpaid electricity billg.

ii) Each special account is fent money by the central bank
to create funds tor repayments  The money lent by the
centiad bank will be equal to the sum of the unpaid tax
and electricity bills minus the amoun! that is not
expecied Lo be returned

it} The special account of the Ministry of Finance pays
the arrears of the government vsing hotrowed funds
from the central bank The special account of the
Unified Energy System lends funds borrawed from
the central bank to each electricity company, and the
¢lectricity companies pay their arrears with this
money The enterprises to which the law for encour-
aging emterprise restructuring applies are to be given
priority in being paid back

iv) Unpaid tax obligations and electricity bills of the
enterprises to which the faw for encouraging enter-
prise restructuring applies are restructured according
to repayment conditions of the central bank loans to
the special account. Since restructuring of the enter-
prises and overdue debts are carried oul simultaneous-
ly. the capability of enterprises to repay debts must
greatly improve

The basic ideas of above mentioned policies wiil be
surmarized as follows:

1) To stop the flow of arrears by the rationalization of the
government budget and the restructuring of enterpris-
es, to solve the problem of accumulated overdue debs
by establishing special accounts, and to reduce non-
money setllement by 2 credit supply policy

2) To strengthen the institutional frarmework of the mar-
ket by introducing market sunctions and appropriate
corporate governance

Needless to say, issues of arrears and non-meney set-
tlements in the economy cannot be solved quickly by
these policigs because they are only largeted at limited
areas  However, if these are successfully implemented,
awrvears and non-money settlements will decrease, and
banks will be able 1o extend credits  Then. arrears and
non-money settlements will further decrease, and credits
extended by banks will increase even more [ believe that
when this kind ol virtuous circle begins, the economy
wili really recover, and autonomous growth will start in
Russiz

[ Translated by ERINA]
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Northeast Asia: The Region of the 21st Century ?
(Reflections on the 8th Northeast Asia Economic Forum, Yonago, July 28-30, 1998)

Vladimir . Ivanov
Senior Researcher, Research Division, ERINA

The future of the Asia-Pacitic region depends on
peace and stability in Northeast Asia ~ an area where the
interests of major powers (U S, China, fapan, and

Russin) intersect * What makes Northeast Asia a region of

special importance is the uncertainty surrounding Notth
Korea, tense Beijing-Taipei relations, and Russia’s
unending economic troubles Moreover, all countries of
the subregion are undergoing a transition in one form or
another, demonstrating that no fixed development model
or political mechanism can support economic growth or
international competitiveness indefinitely

For twe days the participants of the 8th Northeast
Asia Fconomic Forum that took place last July in
Yonago, Tottori Prefecture, were discussing issues and
problems ranging from crisis management 10 infrastruc-
ture development financing and energy security
International transportation networks. environmental pro-
tection, cooperation in the Tumen River ares, and
prospects for telecommunications deveiopment were also
discussed.

This conference organized by the East-West Center,
Honolulu, Hawaii, Tottori prefectural government, and
Tottori Research Center attracted well known speakers,
including Taro Nakayama, former minister of foreign

affairs of Japan, Robert Scalapino from the University of

Calitornia at Berkley, Nam Duck Woo, former prime
minister of South Korea, Stantey Katz, former vice presi-
dent of the Asian Development Bank, Nedari Simonia,
deputy director of the Institute of World Economy and
International Relations of the Russian Academy of
Sciences, Akira Nambara, senior advisor to the Export-
Import Bank of Japan, George Ariyoshi, former governor
of Hawail, Stephen Cowper, former governor of Alasks,

Hisao Kanamori, chairman of the Board of Trustees of

ERINA and former president of the Japan Economic
Research Center, Pavel Minakir, director of the Economic
Research Institute of the Russian Academy of Sciences,
Khabarovsk, Ambassador Tetsuya Endo, Lee Jay Cho,
chairman of Northeast Asia Econamic Forum, Honolulu,
Hawaii, David Husband, acting director of the UNDP-
supported Tumen River Area Development Program,
Shengjin Wang, ilin University, Yong Hak Kim, Korea
Land Corporation, Rim Thae Dok, acting director of the
DPREK’s Committee for the Promotion of External
Economic Cooperation, Ochiryn Ochirjav, state secretary
of the Mongolia’s Foreign Ministry, Tsrendash Damiran,
state secretary of the Mongolia’ s Ministry of
Infrastructure Development, Hiroshi Kakazu, Okinawa
Development Finance Corporation, Masaru Hirata, the
University of Tokyo, Mark Valencia, East-West Center,

Tsuneo Akaha, Monterey Enstitute of International
Studies. California and others

The idea of harmony, peace, and unity among
diverse economies and cuitures in the Northeast Asian
subregion in the era of economic globalization was
advanced by the organizers of the conference as a philo-
sophical underpinning of the meeting. It was suggested
that through more efficient transportation networks in
Northeast Asia, this region could become.a land bridge
extending 1o Europe and North America and the mix of
resources and cultures could lead to a unique economic
dynamism and generate wealth, if the existing political
and institutional barriers are bridged

This dream of a new Northeast Asia for the 21st cen-
tury formulated by Lee Jay Cho, the guru of this and pre-
vious meetings of the Forum, was shared by many The
present day reality and economic clouds hanging over
Asia and the rest of the world, however, also demand that
attention is paid to such unpleasant issues as weak finan-
cial-banking structures, massive oulstanding unre-
deemabie loans, depreciation of cusrencies, and the
declining contidence among the people in their own gov-
ernments, and miracles of unrestrained and uninterupted
economic growth

Indeed, a healthier and more rational economic order
for the region cannot be invented unless the constituent
economies themseives detect and correct their weakness-
es and alter their economic strategies. Moreover, the
developments of the late 19905 vividly demonstrated how
vulnerabte and exposed these economies can become,
both to the global economic winds and domestic political
upheavals and social instabilities.

Increased regional economic interdependence can
enhance development and stability, but cannot replace it.
In that respect, in 19971998 the situation worsened and
new problems emerged. South Korea'’s economy is under
major repair, while Japan's is shrinking alarmingly for the
first time since the war Their respective positions as
potential sources of foreign direct investment in
Northeast Asian projects worsened in the aftermath of
Asia’s economic melidown The Russian government had
to devalue its currency and, if the crisis reaches China,
one can expect more probiems

The Northeast Asian subregion used to be deeply
divided and the continuing problems of the Korean
Peninsula are constant reminders of this. The current
stage of growing mutual interest and affinity gives hope,
but interdependence also poses serious potential prob-
fems. As Robert Scalapino mentioned in his keynote
address, the rise of nationalism throughout Asia as well

The Economic Rescarch Institute for Northeast Asin (ERINA} distinguishes between (1) a bread defisition of the area that inchudes six
countries in their entirety and (2) a more specific area that refers to four countries {Japan, the Koreas. and Mongolia) and only territo-
ries of China {the three sortheastern provinces) and the Far Eastern srea of the Russian Federation
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as in the United States can become a destructive force
Moreover. the {uture power configuration of Northeast

Asia will be heavily dependent on the emergence of

China as a major power with major problems. The eco-
nomic turmoil in Russia — 2 country thal is likely to
reclaim its status in the region - curreatly represents a
potential source of instability but is expected 10 demon-
strate its capacity to make a successful transition to the
post—Yeltsin period

Rising bankrupteies and growing unemployment in
the Republic of Korea must be ciosely waltched. On the
other hand, Japan's role as a global economic power and
its political acceptance in Asia are closely linked with its
unique non-military statss and Japan's economic recovery

is vital for Northeast Asia and closer finks in the Sea of

Japan Rim. The increase in population, growing con-
sumption of energy resources, and environmental degra-
dation are all long-term challenges

Despite these complications, however, the confer-
ence participants’ main focus was on the question of how
to develop closer economic links in the subregion The
confidence of the speakers that this goal is attainable was
based, first of all, on the assumption that improved rela-
tionship among the United States, Japan, and the
Republic of Korea, on the one hand, and Russia and
China, on the other, open u new era for the subregion
which, in terms of stability, is becoming more dependent
on the concert of power rather than a balance of powers,
albeit both concepts are likely to coexist for many years
1o come.

Many speakers at the conference emphasized a need
for some kind of multilaterad framework for Northeast
Asia that can help, as Robert Scalupino mentioned, to
“pool together ideas, resources, and policies ” Taro
Nakayama, another keynote spesker, outlined his com-
prehensive vision of creating an Energy Community for
East Asia Ambassador Tetsuya Endo proposed 1o bring
the nations of Northeast Asiu in line with the Asia-Pacific
integration trend by strengthening further the existing
bilateraj refations and building the missing links, particu-
larly those with North Korea, and to involve the United
States in the area of regional energy cooperation

Indeed. a subregional framework for multilateral
links in Northeast Asia is desirable not only 10 attain cer-
tain economic benetits but also to escape friction among
the nations. For example, the ptan of establishing the
Northeast Asian Development Bank {NEADB) to
upgrade the subregion’s infrastructure was actively debat-
ed after Stanley Kuatz presented an outline of the Report
of the Consultative Working Group which elaborated on
this issue The suthors of the Report emphasized that the
attractiveness of Northeast Asia for private investors will
be greatly enhanced if the propoesed institution will be
able to suppiement the capital tansfer activities aimed at
the infrastructure projects that can be available from the
Asian Development Bank, World Bank. and private and
official sources. The members of the Bank would be the
sovereign governments of participating countries, both
regional founding members and non-regional members
While NEADB s seen by the authors of this plan as a
“not-for-profit” institution, its operations would be con-
ducted according to sound banking principles and prac-
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Lices

This idea was echoed, and also challenged. by other
participants. David Edwards, who represented the Asian
Development Bank, suggested that a muhtilateral develop-
ment banks’ mission should be broader than project
financing of public sector infrastructure and must include
the establishment of ar approprizte policy environment to
stimulate private investment

This view was shared by Hiroshi Kakazu who sees
the NEADB's major role as attracting private capital in
the subregion Akira Nambara, on the other hand. ques-
tioned the ability of the governments to provure capital
needed for the NEADB He also proposed 1o look at some
other alternatives, suggesting that the Bank may not be
able 10 expand its husiness by financing only-long-term
infrastructure projects with low profitability. In this con-
text, the most realistic aliernative concept for .develop-
ment financing in Northeast Asia can be found in the
field of energy development projects and regional gas
pipelines projects

The prospects for internationad transportation net-
works in Northeast Asia were discussed in connection
with a potential for civil aviation development and possi-
ble deregulation of this sector with APEC serving as a
polential vehicle for liberalization (Sumner LaCroix,
University of Hawaii). and the creation of a common
shipping market in the subregion to supplement and
replace the existing bilateral shipping agreements (Jung
Jay Joh, former minister of maritime affairs and fisheries
of the Republic of Korea)

A need for regional transportation planning to deal
with physical, technical, institutional and legal barriers
was discussed by Mark Valencia of the East-West Center
The problem of the Trans-Siberian Land Bridge (TSLB)
revitalization was raised in the presentation by Ikuo
Mitsuhashi. an advisor to the Japan Overseas Ports
Cooperation Association He stressed that Japan and
Russia are mutually interested in deepening their eco-
nomic relations and the development of the flawless sys-
tem of transportaiion through the TSLB will allow
Japanese companies to use this facility for trade links
with Russia, Central Asia, and Europe

A participant from China, Liu Hong of the State
Planning Commission, proposed Lo improve the ground
transportation system of Northeast Asia, developing inter-
national transportation routes between China, Russia,
Mongolia, and the Koreas to strengthen the access to the
economic hinterlands of these four countries and, aiming,
in the long-term perspective, at a "tight vertical division
of labor.” He proposed to establish common tariff stan-
dards for the entire region and simplity the procedures for
cross-border transportation based, in the Future, on
“inspections-free” border-crossings for cargo

It must be mentioned in this context that the north-
eastern provinees of China ~ Jilin and Heilongjiang -
have little option but to develop closer ties with Far
Eastern Russin, and explore options for direct links with
Asia-Pacific markets using Russian and North Korean
ports if they are to enhance their economic performance
More elficient cress-border ties with Russia are already a
part of the bilateral agenda and the governments nurture
plans for economic engagement that could also affect the
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neighboring regions. Improvement of transit transporta-
sion facilities in the commercial port of Zarubine and the
opening of the new railway that links the port with Jilin
province can be seen as practical sieps in deveioping
closer cooperation in the ares of transportation

[sao Takeuchi from Japan's Ministry of Construction,
and also Tsuneo Akaha from the Monterey Institute in
California, contributed 1o the discussion by proposing
that Japan will make an effort to better connect cities of
the Sea of Japan coast with Northeast Asia in line with
the Decentralization Promotion Plan, and by suggesting
that Japan's {itth national compiehensive development
plan’s implementation will be important for the whole of
Northeast Asia Tsuneo Akaha, however, reminded us
that the current financial crises throughout East Asia will
likely delay Jonger-term transportation projects

Prospects for cooperation in the development of

energy resources and environmental protection were also
given $pecial attention. Prospects for effective interna-
tional cooperation in these twa closely interrelated areas
are dependent on improved bilateral dialogues. Links
berween Beijing and Moscow grew stronger, both in poli-
tics and trade. Russia-Japan relations have also moved
ahead, and a joint economic agenda is taking shape under
the joint initiative that has become known as the
Hashimoto-Yeltsin plan Fusthermore, a confidence was
expressed by several participants that the expanded Asia
Pacific Economic Cooperation forum (APEC) — that will
soon include Russia — i likely to aid these improved
relationships

The changing nature of the relationships in the
Maoscow-Beijing-Tokyo “triangle” effects both the time
horizons of cooperation and the list of potential projects
that pow includes such “mega-projects” as the develop-
ment of the energy resources of Sakhalin Island and gas
fields in Eastern Siberia. Indeed, potential interdepen-
dence in energy resources development and trade must be
based only on a shared long-term vision that can justify
huge investment in gas fields development and trans-bor-
der infrastruciure construction

As Nodari Simonia from the Russian Academy of
Sciences mentioned, pessimists insist that international
competition for control over energy resources wil aggra-
vate rivalries between East Asian countries and may
deepen great power tensions, while optimists believe that
competing interests must be efficiently channeled through
mwltilateral cooperative projects

Masaru Hirata of Tokyo University complemented
these views by emphasizing that the most efficient way o
prevent global warming is to introduce the most efficient
technologies for electricity generation based on high tem-
perature gas turbines This will naturally lead to an
increased demand in natural gas and the Trans-Asian
Pipeline Network must be seriously considered He also
indicated that the hydropower generation potential of the
rivers in Bast Siberia is underdeveloped and this also pre-
sents an opportunity for energy and environmental coop-
eration

It is appropriate to mention that Russia’s attitudes
towards its Far Eastern lands, and economic cooperation
with Northeast Asian neighbors, are changing. High

transportation costs have effectively isolated this part of

Russia from the rest of the country, and therefore it is
now more dependent on the trade links with Asia and
North America Most of the eastern provinces, particular-
ly those with higher levels of industrial development, lost
the support of the federal center and see their industrial
future having closer economic links with China, the
United States, lapan, and South Korea Moscow has no
other option but to endorse de-facto changes in these
provinces’ economic orientation. Moreover, with no
investment resources under federal control, foreign
financing is the only viable source to promote large-scale
export-oriented projects, sech as the Sakhalin oii and gas
fields, or the Kovykta and Yakutia gas projects, that will
link Eastern Siberia, China, Korea, and Japan. These pro-

jects alone can assure the Russian Far East's economic

recovery .

Shogo Kojima, president of Tottor Gas Ltd., pre-
sented an elaborated plan on a Northeast Asia
Internationai Pipeline Company creation linking this idea
not only with the regionai energy needs but aiso reduction
of carbon dioxide (CO.) emission He also proposed that
fapan takes an active role in these projects and participate
in the Russia-Mongolia-China-Korea gas pipeline project

Indeed, this is in the long-term interests of Japan
According to the MITL, by the year 2010 Japan intends to
reduce its dependency on oil to about 48 percent, com-
pared with 56 percent in 1095, by promoting a wider use
of nuclear power and natural gas. Considering public atti-
tudes towards nuclear power stations, the share of natural
gas in Japan's primary erergy supply could increase from
the current 11 percent lo 17 percent by 2010, and 22-25
percent by 2025, while an overall demand for primary
energy is likely to reach 750-800 million kiloliters if mea-
sured in its crude oil equivalent It is quite possible that
about one quarter to one third of this amount will be
imported from Eastern Russia - comparable to fapan’s
current imports from the Middle East Moreover, it is pre-
dicted that in 20-30 years from now Japanese lakes and
forests may experience & major impact from the acid rains
caused by coal burning related poilution in China

However, a Chinese participant, Zou Ping from the
office of policy research of the PRC’s State Council,
emphasised the utilization of coal reserves and the elec-
tric power generation industry development as being the
twe main pillars in China's long-term energy strategy
The latter, in his opinion, represents an opportunity for
regional cooperation.

This approach of relying on coal resources was chal-
lenged by Lilia Casanova, a representative of the United
Nations Environmental Program. She pointed out that
most countries in the region have some kind of energy
policy in place, but the aims of these policies are to sup-
port the energy supply rather than improve energy effi-
ciency, which is one of the major barriers to a sustainable
energy regime. While UNEP favors incentive-based
mechanisms to achieve sustainable development, this
approach needs to be supplemented with governmentai
intervention to supply the right legistative and economic
“climate” for such initiatives to work properly
Takamitsu Sawa, of Kyoto University, contributed to this
debate by stating that the Kyote protocol is a clear exam-
ple of the natural sciences’ influence on real politics and
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the economy. He proposed that in order to control CO.
emission, voluntary actions by firms and consumers, gov-
ernmentai regulations, and economic instruments must be
considered

The conference organizers sensibly appsoached the
problem of crisis management in non-conventional terms
The central problem was not the Korean peninsula, but
natural disaster preparedness such as measures to take in
the aftermath of major earthquakes. floeds, oil spills and
prospects for regional governments cooperation in pre-
vention and management of these emergencies A discus-
sion at this session, however, demonstrated that more
effort is needed 1o expand the fist of issues for such coop-
eration to include such important issues as the safety of
nuclear and nuclear-refated facilities, nuclear waste han-
dling and other problems that must be taken care of
through the establishment of preveative mechanisms and
the introduction of advanced safety measures

For example, as the conference deliberations pro-
ceeded, the large-scale forest lires in Khabarovskiy Krai
remained unchecked despite the fact that appropriate
equipment, such as advanced airplanes, 1o deal with such
emergencies are available in Russia - albeit in short sup-
ply. The forests of Eastern Russia constitute an asset for
the entire region, - given that (with the forests of Canada
and Brazil) they make-up most of the untouched forests
of the world. These large-scale and unchecked forest fires
demonstrated that the joint attention of the countries of
the region is pethaps the only option to withstand these
and other environmental threats

Before the conciuding session was opened. the par-
ticipants had an opportunity to review the progress in the
Tumen River Area development Chaired by Hisao
Kanamori, chairman of ERINA, this discussion focused
on the activities and changes at the UNDP Tumen
Secretariat David Husband, acting director ol the
Secretariat, presented a comprehensive report that
deserves to be analyzed in detail separately. However,
one of his main points was the idea 1o shift the focus of
the program’s activities on the projects and issues that
have significance for the entire Tunen area and the
Northeast Asian subregion, rather than individual coun-
tries, specific local issues, or factional interests.

Other speakers at this session were Rim Thae Dok
from North Korea, Wang Shengjin of Jilin University,
KimYong Hak, Korea Land Corporation, ambassador
Tetsuya Endo, and Pavel Minakir from the Russian
Academy of Sciences One general observation musst be
made with regard to this session on the role of Japan,
which is only an observer of the Tumen aren activities
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and formal mechanisms. Continental Northeast Asia is a
capital deficient region and the most realistic source of
development funds is Japan. Tokyo is now more interest-
ed in the Northeast Asian subregion as its foreign policy
is shifting further {from the priorities of the cold war
Local political and business interests are becoming more
pronounced and prefectural administrations are attempt-
ing to promote new relationships with their neighbors
This reality must not be ignored if the reformed and
revised plan for cooperation is to be carried oul success-
fully

In conclusion, it must be mentioned that most of the
speakers at the Yonago conference discussed not only
wiy the states of Northeast Asia can cooperate but also
how and in which specific areas such cooperation is pos-
sible. The debate was focusing on long-term issuel, prob-
lems, and challenges that should compel the countries of
Northeast Asia to cooperate on a multilateral bagis with-
oul fearing interdependent relationships.

However, the main problem is that Northeast Asian
economies differ markedly in their resource endowments,
productivity, economic strategies, political orientations,
and attitudes towards regional politics. There are huge
gaps in their per capita GNP, economic competitiveness,
and the openness of their economies. Nonetheless, as the
Yonago conference demonstrated, the gaps in peréeptiens
and attitudes are narrowing. Therefore, the use of better
economic ties to smooth over political problems and
enhance regional stability is of primary, and immediate,
priority Secondly, and of long-term priority, is the need
lo build on improved political relations and to secure the
vital and long-term economic needs of the nations
invelved

In general, a collective effort is needed to draw up a
comprehensive list of issues critical to the provinces of
the neighboring states, national economies, and the
Northeast Asian subregion as a whole For exampie,
export-oriented natural gas development and hydropower
projects are likely to be a viable alternative to coal bumn-
ing. representing an opportunity for muitilateral coopera-
tion between Japan, China. Korea, and Russia The 8th
Northeast Asia Economic Forum undoubtedly contributed
10 our conunen understanding of both the problems and
opportunities that the Northeast Asian subregion presents.
Despite current economic turmoil, it is absolutely clear
that the idea of subregional economic cooperation in
Northeast Asia increasingly responds to the national
interests of the regional states, thus going beyond the lim-
i1s of academic discussions
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