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New Issues in the Northeast Asia Economic Subregion

Susumu Yoshida
Director General, ERINA

Since the Economic Research Institute for Northeast
Asia (ERINA) was established in Qctober 1993, the polit-
ical and economic environment in the countries of
Northeast Asia bave radically changed. The Northeast
Asia Economic Conference in Niigata held annually has
become substantial, year by year, with such topics as
transportation and logisties, the environment, industrial
structure, investment, development of economic zones,
and the network and progress of the coastal areas along
the Sea of Japan. The conference has been highly valued
internationally in recent years.

Given all of this, what are the new issues in this area ?

1. Recent Changes
The characteristics of international relations in
Nottheast Asia, at this moment, must be summarized as
follows:
(1) The Democratic Penp%e’s Republic of Korea (DPRK)}
The directions of the improvement in the relations of
each country with the DPRK have become much clearer.
The relationship between Japan and the DPRK deteriorat-
ed due to the incidents of the Tepodon missile discharge
and the violation of the territorial sea of Japan by two
suspicious ships. However, international relations sur-
rounding the DPRI are rather different  Cooperation has

joint ventures,

.

beern improving due to the "Sunshine Policy” of the
Republic of Korea (ROK) and the “Comprehensive
Policy” of the United States. There is some progress in
KEDO, humanitarian food supply, fertilizers, tourism, the
expansion of the economic zone, and the establishment of
On the other hand, strict measures to
restrain nuclear power and missile programs of the DPRK
have been taken

The Supreme People’s Assembly was held on the 7th
of April 1999 for the first time in the last five years, and
the national budget and the People’s Economic Planning
Law were discussed and adopted. The national system of
the DPRK seems to he functioning

The so called “four party talks” for the Korean
Peninsula were conducted in April, following talks in
Fanvary 1899 The trilateral coordination group, consist-
ing of Japan, the ROK, and the United States, had a meet-
ing around the same time

Given all of this, Dr. William Perry, the U.8. North
Korea Policy Coordinator and Special Advisor to the
President and the Secretary of State, postponed the
announcement of his report from March to May, waiting
for further progress in the above mentioned talks to make
policy recommendations  Meanwhile, the lapanese gov-
ernment is trying to grasp the chance to have a dialogue
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with the DPRK, and supports the multi-party mission to
the DPRK led by former prime minister Tomiichi
Murayama

(2) Russia

The framework for moving on large-scale infrastruc-
ture projects between Japan and Russia in the Russian Far
East is established. Among the Far East projects, which
were started in 1997, a1 first 13 projects were chosen, and
then a priority list was adopted and the aumber fell to six
projects

In January 1999, Russian experts visited Japan and
made their first presentation on those priority projects
Plans for the methods of the feasibility studies were dis-
cussed at that time. On the 16th of February 1999, the
Gth working group meeting was held, and both the
Japanese and Russian sides agreed to forward the
Zarabino Port Medernization project and six other priori-
ty projects. (See Table)

When the second Japan-Far Eastern Russia
Economic Conference jointly organized by the officials
and representatives of the business community was held
on the 15th of March 1998, the above mentioned projects
were confirmed. Furthermore, it was agreed 1o promote
cooperation between local governments  To realize this,
an idea to create a few model joint ventures in the Khasan
area, Primorsky Territory, and southern Sakhalin Region
was suggesied.

Since the prices of import goods became three to four
times higher than before, due o the devaluation of the

ruble in August 1998, demand for domestic products
instead of imports increased. The further production of
goods to substitute for impoerts is being urged.
Cooperation with foreign partners could be possible in
live stock, production of organic vegetables and fruit, cul-
tivation of marine products, food processing, etc. The
conversion of military enterprises to civil use is an impor-
tant factor in the economic development of the region A
good relationship should be established between the two
nations, including the issue of nuclear power.

(3) China

The Japanese and Chinese governments {the Ministry
of International Trade and Industry of Japun and the State
Development Planning Commission 6f China) agreed to
try hard 1o deveiop the economy in thé inland area of
China. which includes the Northeastern- provinces

Since yen credit to Ching will became one-year cred-
it from the year 2001, the entire cycle from a project’s
planning to implementation witl be shoslened, and the
effects of the yen credit will be more visible in terms of
their utilization,

Regarding chemical weapons left in China by the old
Japanese army, in January 1999 the Japanese government
decided to start removing the atillery shells. A working
group dealing with remaining chemical weapons will be
established in the Prime Minister's Office by the end of
1999, Some 700 thousand shells must be deactivated by
Aprit 2007 according to the Chemical Weapons
Convention. Mosl of the remaining shells are near

Table I Japan-Russta Economic Cooperation Projects in the Russian Far East

{As of December 1998)

[ A project that has already begun its realization
1 Zarubino Port Improvement Project (Primorsky Territory)

[T A primary fist of the projects selected as subjects for cooperation

1 Pipelines

©{1)The gas pipeline construction project from Srednevilyuiskos gas deposit o Yakutsk via Mastakh, Berge (Sakha Republic)
Ci(2)The gas pipeline construction project from Sakhalin to Vladivostok via Komsomoisk-na-Amure, Khabarovsk (Khabarovsk

Territary)

€:{2The gas pipefine construction project fram Kshukskoe gas condensate deposil to Petropavrovsk-Kamehatsky (Kamchatska

FRegion)
2. Power Plants

{4)The renovation of Yakutsk thermal power piant {Sakha Republic)

€2(5]The Buraya waterpower plant (Amur Region)
3 Transportation (railway, road. airport)

(8)The railway from Berkakitto Yakutsk via Tommot (Sakha Republic}
{7)The “Amu” highway construction from Chita to Khabarovsk (Nakhodka) (Chita Region)

(8)The renovation of Okha airport (Sakhalin Region)
4 Natural Resources Development

{8)Expanding the capacity of Selnechny mining company {development of the Festivalnoe tin depasit and the Pravourmyiskoe

deposit} (Khabarovsk Territory)

{10The renovation of the Yaroslavsky mining company and Voznesenka quarry, and construction of the Porgranichnoe quarry

(Primorsky Territory)

(Sakhalin Region)
& The paper and pulp industry

Ci1The construction of the Electrum Combined metal general treatment base (Primorsky Territory)
ii2Development of Aniva natural gas field, and construction of the gas pipeline between Aniva and Yuzhno-Sakhalinsk

(I3Modernization of the Uglegorsk paper company (Sakhalin Region}

note: O=the project given most priority




Dunhue in the eastern filin province. Solving this issue
means a 1ot to the improvement of the relationship
between Japas and China.

(4 The ROK

The ROK accepted the involvement of the IMF posi-
tively in dealing with the consequences of the financial
crisis in Asta This was combined with the establishment
of a new regime with economic structural reform  The
reorganizing Chaebols, the mergers of enterprises to win
international competition, and financial restructuring are
particularly important issues

Following this, the ROK's trade surplus grew, and on
the 16th April 1999, the general stock price index recov-
ered to its standard before the financial crisis. In the
process of this reform, the"Sunshine policy”has contin-
ued 1o provide economic assistance towards the DPRK,
despite the difficulties in the ROK’s own economy.

{5) Mongolia

With regard to Mongohia's relationships with Russia,
memorial eveats for the 60th anniversary of the Russo-
Japan clash at Nomonhan will be held in Mongolia. At
the same time, a Japan-Mongolia friendship week will be
organized symbolizing a turn in the relationship from the
past to the present

Mongolia is enthusiastic about cooperation with
other Northeast Asiun countries This can be seen from
the government’s project to develop a route from
Choybalsan 1o Zarubino port, via Jilin province.

{6) The Northeast Asia Economic Conference in Niigata

The conference has been held annually since 1990
It is quite well accepled internationatly.  Following the
previous success, representatives of related countries
micte such suggestions as the conference could be posi-
tioned as a kind of “wack-11" for Northeast Asia regional
dinlogues (1998), a permanent committee should be
established (1999), joint research could be conducled by
wtilizing regional networks (1999), ete

2. How can we see the cooperation in this region under
these circumstances?
(1) Frontier for capital and technology
The financial crisis hit Southeast Asia in July 1997,
Russia in August 1998, and South America in January
1999 A characteristic of this crisis is that short-term

overseas capital was flown into the financial markets of

those economies, and then it was withdrawn when the
negative signs of the economic structures of the countries
came to the surface. However, this became a trigger for
the concerned countries to begin economic structural
reforms with the assistance of the IMF

Among these countries, the ROK is recovering par-
ticularly fast, and its economy has already entered a peri-
od of recovery

China ruled out the devaluation of the yuan as an
option, and as a result the stable yuan contributed to eco-
nomic stabilization of the Asian countries. Although

Hong Kong was greatly affected by the financial crisis, it
kept its currency exchange rate pegged with the US dol-
lar
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Before the crisis, investment of industrialized capital-
ist countries and Asian Newly Industrializing Economies
was mainly directed to Southeast Asia, China, and
Vietnam  As a result, subregional economic zones, such
as the Greater South China Economic Zone with
Shenzhen and Guangzhou as a center, the Horal
Economic Zone connecting Taiwan and Fujian province,
the Baht Economic Zone, including Thailand, other
Indochina countries, and Myanmar, and the Bo Hai Bay
Rim Integrated Economic Zone connecting the ROK,
Tianjin and Shandong province were created.

In u few years, when the Asian ecoaomies recover,
there is no doubt that the next area for new investment
will be the Northeast Asian economic subregion because
of its labor, markets, raw materials, and other factors
This region is geographically close to Japan. However,
due to complicated political factors, economic, interde-
pendence has been limited

(2) Different Economic Systems

This region is comprised of countries with different
economic systems  Japan and the ROK have adopted a
capitalist market economy for quite a while. Russia,
China, and Mongolia are economies in transition from a
planned economy to a matket economy . Furthermore, the
order of reform was different. Russia and Mongolia start-
ed with political reform, then tried economic reform,
while China did it the other way round. The DPRK is the
only country of a planned economy in a tractitional sense
It is trying to test a market economy in a limited free eco-
nomic zone. However, the Supreme People’s Assembly
heid in April confirmed again that the DPRK is going to
continue its socialist policy.

For cooperation among these different countries,
mutual respect, patience, and tolerance are necessary
And dizlogues to enhance mutual understanding are
becoming more fmportant.  Regarding the DPRK, it is
important that the Japanese government shows its stance
clearly.

(3) How can the complementarity of this region be uti-
lized?

Russia, China, Mongolia, and the DPRK have ample
raw materials, and China and the DPRK have high quak-
ty labor forces. China and Western Russia are huge con-
sumption markets Japan and the ROK have capital, tech-
nology, and management experience  How can these fac-
tors be integrated? This has been emphasized and dis-
cussed on many occasions.

What is important at present? Looking at the free
economic zones, the Hunchun area in China and the
Rajin-Sonbong area in the DPRK have made some
progress. On the other hand, the development of the
Khasan area in Russia is far behind However, even in
both of the advanced areas, cooperation is bilateral, not
multilateral. {1 is necessary to prepare conditions for
multilateral cooperation, utilizing the strengths of each
side

From & macroscopic viewpoint, it is important to
envision how to create rational joint ventures For exam-
ple. China has a shortage of paper, because resources of
timber and pulp are Hmited Russia has the resources, but
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cannot produce high quality paper or cardboard 1f Japan
supplies the technology and capital, it could be a model
case

3, Japan's role in this region
(1} The promotion of the stable import of raw materials
by clarifying supply bases

Japan should secure a stable import of timber, coal,
marine products, nonferrous metals, and petroleum progd-
ucts from Russia, agricultural products, such as soybean,
corn, and rice from Ching, and minerals and marine prod-
ucts from the DPRK, to realize siable long-term imports.
Investments to secure these production supplies should be
made.

{2) The promotion of joint ventures for producing indus-
trial products and processing agricultural and marine
products

The imporis of electric appliances and sewn products
from China should be expanded. These industries
demonstrate & rather good resalt, but the northeast
provinces should be given priority. Matsushita Electric
Industrial Co., Ltd, Sanyo Electric Co, Lid, Toshiba
Corporation, Hitachi, Ltd, and Nisshin Oil Mills, Ltd
have launched businesses in this region, but the focus of
business would be best directed towards northern
Lizoniang, Jilin, and Heilongjiang provinces

(3) Funding

A big problem in this region is funding The UNDP
has led the Tumen River project for a long time.
However, as far as funding for the development projects
are concerned, member countries have solved this by
themselves, with the exception of the research costs.
Assistance from the Asian Development Bank is desir-
able, but it does not seem possible because Russia and the
DPRK are not members of the ADB.

The Northeast Asia Forum organized by the East-
West Center in the United States proposes the establish-
ment of a Nertheast Asia Development Bank, but it
seems to be unrealistic at the moment.

I think Japan should take the initintive in this matter
However, since the Japanese government has not estab-
lished any specific policy towards this region, it would be
difficalt 1o create any concrete plan.

Therefore, at this stage, measures should be taken
within a framework for each country through bilateral
agreements

Since the development of the Khasan area is behind,
it is appropriste to support its development within the
framework of the assistance to Russia. Regarding the
northeast provinces of China, a ceriain level of contribu-
tion to the development of this area should be considered
within a framework of inland area development. With
regard to the partnership between Japan and the ROK,
past historical issues must be managed in order to
advance the relationship between the two countries
Considering Japan and the DPRK, as well as progress in
official negotiations between the two governments, cul-
tural and economic exchanges at the civilian level must
also be promoted. A visit by the cultural mission of
“Tsugaru shamisen” is worthy of attention. Regarding

~1

Japan’s relationship with Mongolia, if a project 1o build a
railway between Choybalsan and Yirshi in China is pro-
posed in the near future, Japan should actively participate
in the project along with China

In order to contribute to the economic development
of Northeast Asia, Japan should consider the idea of
founding a Northeast Asia Development Fund (tentative-
fy named). This cannot be seen separately from the form-
ing of the Japan Sea Coastal Zone, which is one of the
four subregions advocated in the New Comprehensive
National Development Plan Grand Design for the 21°
Century, and the economic promotion of prefectures
along the Japan Sea.

4. Roles and issues of the Economic Research Institute
for Northeast Asia B

(1) Research subjects

First of all, it is important to be sensitive to the
changes in international affairs. The ERINA should
grasp the directions of international politics and econom-
ics of the related countries appropriately, and try to estab-
lish a theoretical framewaork. In order to make a theoreti-
cal contribution to the policy-making of the Northeast

Asia economic subregion, particularly in the area of

important policy issues, ERINA should:

- conduct research and study for the establishment of a
framework of regional development and multilateral
cooperation in Northeast Asia,

- utilize national economic analysis and models for study-
ing cases under way,

- condfuct strategic research in microeconomic issues,
such as the Trans-Siberian Land Bridge,

- conduct joint research with researchers inside and out-
side Japan, to become familiar with various approaches,
and

- publish research results in the media inside and outside
Japan

{2) To support local enterprises along the Japan Sea to
create new business, e g trade and joint ventures, and to
improve the environment for new businesses, organizing
various seminars and the Northeast Asia Economic
Exchange Regional Network meetings, dispatching mis-
sions, supplying business information, and consulting on
trade and investment prospects.

(3) To improve the international role ol the Northeast
Asia Economic Conference in Niigata

ERINA, as a secretariat, should have an interest in
the future qualitative progress of the conference, be
involved practically in solving problems, and clarify the
meaning of this conference

To do this, networking with other organizations, such
as the Tottori Research Center, and the Hokuriku Around
Japar Sea Economic Exchange Conference, should be
strengthened, and local zovernments along the Japan Sea
should fake coordinated actions in many issues
Relations with UN organizations and the East-West
Center should be further strengthened with the ERINA
taking the role of mediator

Strengthening international networks by creating
coordinating bodies in each will enable a more represen-




tative conference and in the larger picture help the every-
day relationships between related countries.

(4) Public Relations
Public relations activities are importaat to achieve
the above-mentioned goals, an important thing is public
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relations. It is extremely important to improve the
ERINA’ s homepage.

The ERINA has a heavy responsibility and is pro-
gressing.  All members of the institute are expected to
realize this and to rise to the challenge.
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A Multiregional Econometric Model for Northeast Asia (NAMIOS I ).
Estimation and Policy Analysis
(Summary)

Shuntaro Shishido
Adviser on Research, ERINA

In response to the growing need for the international
collaboration of the Northeast Asian countries, a multire-
gional econometric model has been constructed by
ERINA This modelling project of the ERINA was initi-
ated in 1997 with the collaboration of many research
institutions and academics retated Lo the Northeast Asian
countries.

Now, the new model, entitled the Northeast Asian
Mode! with Inpue-Output System (NAMIOS 1), covers
five countries and two subregions, ie. China, the ROK,
the DPRK, Russia, and Mongolia, with the two subre-
gions of Northeast Asia being three Provinces of China
and Far East Russin Each model s standardized by uni-
form specifications and the conceptual framework of the
UN's SNA and Input-Output System.  The supply side of
each mode! consists of five sectors: agriculiure and fish-
ery, mining, manufacturing, construction, and others,
while the demand side consists of six components: pri-
vale consumption, government consumption, fixed
investment, changes in stock, expoits, and imports,

The model has a double-track system on the supply
side. Each sector has output (value added), employment,
investment, and capital stock, which are mostly depen-
dent on the changes in the final demand components
Sectoral production functions provide sectoral capacity

outputs which serve as constraints for long-term sectoral
and overal! growth Furthermore, each supply sector has
an interface with a disaggregate system of input-output
models which are now under way.

Finally, all models are linked together through a
bilateral trade flows submodel, in which major exports
are determined by GDP and the relative import prices of
importing countries.

Baseline forecast and policy simulations for the year
2010 are conducted by using the model with respect to a)
a concerted development policy package of three coun-
tries (China, the ROK, and Russia), b) & Japan-ROK eco-
nomic collaboration package, ¢) a Russian energy devel-
opment package, and d) Japan’s recovery package with
further import liberalization. The NAMIOS I is eventu-
ally to be linked to the NAMIOS I, a Japanese multi-
regional mode! covering ten prefectures along the Sea of
Japan. The first phase of this Japanese project to inte-
grate five prefectures, including Niigata, out of the ten,
has almost been completed Further technical details of
this project, including policy simulations, are described in
a new international academic journal of the ERINA, enti-
tled The Journal of Econometric Study of Northeast Asia
(JESNA) VoLl No 1
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Prospects for Multilateralism in Northeast Asia

Vliadimir [ Ivanov
Senior Researcher, Research Division, ERINA

Northeast Asia represents a subregion within the big-
ser Asin-Pacific region It is comprised of China, Japan,
the Koreas, Mongolia, and Eastern Russia. The strong
interests and presence of the United States also character-
ize regional security, and political and economic rela-
tions. Despite a history of conflict and rivalry, as well as
remaining problems, recent high-level dialogues revealed
issues and areas of mutual interest Multilateral coopera-
tion on these long-term issues, including new and
improved transportation links, border-crossing facilita-
tion, investment cooperation, environmental protection,
and natural and energy resources development could rein-
force stability and support economic development in the
subregion. Many opportunities are at hand, but the states
that belong to Northeast Asia have yet to embark on more
than bilateral mechanisms

We must be ready to answer questions

There is already a growing community of advocates
of a multilateral approach 1o some key economic prob-
lems of the area Since the early 1990s, local, regional,
and provincial governments have been trying hard to fill
the gap that otherwise must be aitended to by the central
governments. Accumuiated experiences, however, clearly
demonstrate that most of these initiatives require the sup-
port of the central bureaucracies and politieal leaders,
However, it is known that some government officials in
Tokyo, Beijing, and Moscow would hardly describe these
non-governmental initiatives as more than 4 naive “coun-
trified mentality.” Therefore, the bureaucrats from the
central governments are likely to pose at feast two ques-
tions: “Why do we need multilateral cooperation in
Northeast Asia?” and “Whether or not it is realistic to
build a framework for such cooperation?”

A conceivable answer to the first question could
embrace a package of economic and other incentives that
normally accompany cooperative multilateral relations in
other areas and regions. Without exception, the countries,
economies, and territories in the ‘integrated” Nortleast
Asian subregion would benefit from better and more effi-
cient allocation of available resources, more openness in
trade and transportation links, and multilateral develop-
ment schemes. New prospects for trade and development
will benefit the investmen: climate and more financial
funds could flow in from various sources, including gov-
ernmental, private, and the internationai lending agencies.

The second question is more complex Could the
political realities of Northeast Asia match the recently
emerging opportunities for multilateral engagement? The
primary task here is to envisage a comprehensive, politi-
cally realistic, and economically feasible framework that
will incorporate the wide-ranging interests of the states
and their neighboring provinces in a unified action plan.
Once assembled, such a framework could provide a road
map for collaborative research efforts, business-oriented
discussions, and the exchange of Far reaching ideas

It is important to give Northeast Asia a new image

Meeting the interests of the national governments
and generating an appeal to the private sector is the only
way to promote practical investment plans. Here is yet
another probiem - the image of Northeast Asia as an area
of predominantly cool winds and clouded skies. A num-
ber of summits in 1997-1998 between China and Russia,
fapan and China, South Korea and Jupan, Russia and
Japan, and the United States and China provided evidence
in favor of looking at the Northeast Asian subregion more
optimistically. :

However, skeptical views remained rather strong
even when the political developments pointed to a differ-
ent picture. The majority of international relations spe-
cialists still tend 1o emphasize the security matters and the
historical legacies. Some people strongly believe that the
existing conflicts and tensions complicate and even pre-
vent normal region building in Northeast Asia For many
security experts the most significant issue is North Korea
and the threat of proliferation and conflict it represents.
The cold-war perception of Northeast Asia affects practi-
tioners and decision-makers in the capital cities This
negative vision influences political thinking and econom-
ic decisions and affects the investment climate.

This problem also must be taken into account in
order to make the future research and information dis-
scmination efforts more efficient. The Niigata confer-
ences keep the focus on ‘positive’ issues and help to
locate areas where the interests of the neighboring states
and their provinces overlap However, outside the circle
of the general public and the experts involved in these
conferences, the understanding of the economic opportu-
nities of the Northeast Asian subregion is still limited.
This is exactly why a greater effort is needed to actively
contribute to creating and promoting a new positive
image for Northeast Asia both within its borders and
internationally in particular,

Nartheast Asia as a unique corner in Pacific Asia

It is also desirable that any proposed scheme for mul-
tilateral cooperation in Northeast Asia is linked with
broader Asia-Pacific realities. For decades, the name of
Asia-Pacific served as a synonym for prosperity and eco-
nomic dynamism. Northeast Asia is a specific subregion
in Pacific Asia, but also it is a "crossroad” between the
major econoric regions of the world, the APEC's and the
European econcmic zones The European Union and the
East Astan economies, for example, are even uniquely
linked through the Trans-Siberian Land Bridge. Imagine
that fapan, South Korea, Russia, Poland, and Germany
form an international body to operate this transcontinental
transportation facility more efficiently and for the benefit
of all users. This would be a major contribution to the
future of the Japan Sea Rim economies, the Russian
Pacific ports, the transportation infrastructure and eco-
nomic activities in the subregion.
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It seems also logical that the principles and tech-
niques on which a subregional economic process could be
hased wili be compatible with those of Asia-Pacific
regional cooperation. For example, the academic network
known as the Pacific Trade and Development Conlerence
(PAFTAD) will be having its 25" meeting in Osaka this
year This research-oriented and university-based com-
munity of individuals developed a conceptual hase on
which the track-two type Pacific Economic Cooperation
Conference (PECC) has been growing since 1930 The
latter led to the creation of the Asia-Pacific Economic
Cooperation forum in 1989, There are several subregional
organizations represented at APEC, including the North
America Free trade Association {(NAFTA}, the
Association of Southeast Asian Nations (ASEAN), and
the South Pacific Forum (SPF). After Russia became a
member of APEC, the Northeast Asian subregion should
have been scen also as an area for the APEC's focus and
programs

Moreover, some elements of technical and organiza-
tional expertise accumulated by existing regional bodies
and frameworks can be tested in Northeast Asia to stimu-
late subregional dialogue. APEC could play the role of a
vehicle for ideas to be channeled through, between the
“track-two" subregional process in Northeast Asia and
the national governments The concept of ‘action plans’
aimed at trade and investment facilitation may be applica-
bie to Northeast Asia. There is also an opportunity to
coordinate the significant Northeast Asian activities with
those of APEC. The APEC members, for example, agreed
1o look at several wide-ranging issues as a part of their
long-term agenda, including population, economic
growth, food, energy, environment, technical cooperation
in human resources development, infrastructure, and
infrastructure projects financed by the private sector.

A ‘modular multilateralism’ approach

On the other hand, Northeast Asia is a unique subre-
gion -- only borrowing know-how from other regions
cannot shape its future. Inventiveness must be encour-
aged and new approaches tested. Projects on Northeast
Asia were usually exploring prospects for cooperation on
the basis of a conventional approach - “all the parties in
all the areas " Realistically, a viable multilateral process
in this subregion should be issue-specific, accommaodat-
ing miscellaneous demands and interests, and aliowing
various combinations of actors to participate, depending
on the issue and capacity

However, a collective effort is needed to draw up a
comprehensive list of issues critical to local and national
economies. This list, for example, could include measures
for developing subregional institutions for development
financing Both central and provincial governments must
share the responsihility for supporting the private sector
through national and subregional information networks,
micro-level management dissemination techmiques, mar-
ket access information sharing, and small and medium
enterprises promotion efforts,

Special attention must be given to cooperative efforts
in various issue-specific fields with the involvement of
more than two countrics using the concept of ‘modular

multifateralism ' One can assume that each “module”
means much more than a combination of bilateral eco-
nomic issues and opportunities - rather each “module”
can encompass a number of common or shared interests
that cannot be effectively secured through unilateral or
bitateral efforts A regional process driven by such a con-
cept can help to envision interdependent relations that are
emerging in some sectors such as energy, lransportation,
and the environment

Also, positive developments in bilateral relationship
allow one to single out potential mutually beneficial
country-linkages, for example the Japan-Russia-China
“triangle.” The focus on this “module” is promising in
exploring prospects for these three countries’ long-term
economic engagements as the core of a future framework
of economic cooperation on & subreg}onhl level If coop-
eration within this “triangle” is successful, it will become
a catalyst for the economic consolidation of the entire
Northeast Asian subregion, incorporating other
economies in various forms. However, the concept of
‘modular muitifateralism’ can help to design an ‘open’
system of cooperative relationships among all economies
of Northeast Asia, not only between Japan, Russia, and
China

Economic bilateralism and regional cooperation

Recently Russia, China and Japan expanded their
dialogues, moving away from solely security concerns
with regard 10 Northeast Asia For example, Chinese and
Russian central goveraments share ambitious plans for
economic and technological engagements that will affect
their bordering regions and Northeast Asia in general On
the part of China, there is a growing demand for transit
transportation services - Russian Pacific ports will link
Jilin and Heilongjiang with Japan and the United States
China’s energy needs are expanding and Russia is ready
1o open up ils resources of natural gas and hydropower
projects for China.

During President Boris Yeltsin’s visit to China in
1996 an agreement on ceoperation in the field of energy
was signed. In 1997, the Ministry of Fuels and Energy of
the Russian Federation reached an agreement with the
China Oil Corporation on the development of the
Kovykta deposits and pipeline construction The same
year an inter-governmental agreement on cooperation in
oil and gas resources development was concluded [t is
expected that Russia will suppty China with about 20 bil-
lion cubic meters of gas annually for 30 years.

As for Japan and Russia, progress in their bilateral
dinlogue also affects the nature of regional interaction,
The lapanese government provided significant support
(information, consultations, and technical assistance)
related to Russia’s membership in the Asia-Pacilic
Economic Cooperation (APEC) forum and World Trade
Organization {WTQ) As a resuit of Prime Minister Keizo
Obuchi's visit 1o Russia, the “Hashimoto-Yeltsin Plan”
was expanded (o include the development of natural
resources in Siberin The role ol the leading institution in
shaping Russia-Japan bilateral dialogue on the energy
sector development belongs to the Japan-Russia Inter-
Governmentai Commission. Under the auspices of this




cominission, a ministerial level dialogue on energy issues
was launched '

In March 15-18, 1999, the session of the Far Eastern
Subcommittee of the Fapan-Russia [ntergovernmental
Commission on Trade and Economic Cooperation and the
private-level Japan-Fuar Eastern Russiz Economic
Conference took piace in Tokyo. Six ‘priority projects’
were named for future joint efforts between Japan and the
Far Eastern provinces, including five proiects in the ener-
gy sector {gas pipelines construction and natural gas field
development, and & hydropower station construction).” A
group of experts from the Japan Information Electric
Power Center visited Russia in September-October 1998,
followed by a research team dispatched in December of
the same year to evaluate the conditions of the electric
power seclor in Eastern Russia, and prospects and meth-
ods for privatization.

Moreover, in the 1998 Moscow Declaration the sides
confirmed their readiness to "interact in fostering interna-
tional cooperation in the field of power engineering in the
Asia-Pacific region " The understanding was that this
would promote energy security, the resolution of the
problent of global warming, and the socio-economic
development of the region.” {n July 1998, 20 projects in
Russia were named in connection with possible joint
actions to reduce the ‘green house gases’ emissions

There were also proposals oviginated in Tokyo for a
concerted approach to the energy resources development
and the environmental protection that envision JTapan’s
ciose relations with both China and Russia Therefore,
jooking closely at Japan-Russia and China-Russia bilater-
al dialogues, we have a realistic opportunity to name the
issue-specific ‘building blocks’ for the mid-term and
long-term regional agendas.

Prospects for the energy sector development
Cooperation in the energy sector is likely to provide
the most solid and long-lasting ‘building block” for
cooperation in Northeast Asia. Individual Northeast
Asian countries dependent on external sources of energy
supplies are looking for economically rational, diversi-
fied, and reliable means to support their growing needs
In this coniext, the energy resources of Eastern Russia are
attracting attention from both the governments and the
end users in Northeast Asian countries. In Russia, also,
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the long-term “look east” approach to energy resources
development has gained momentum,

Al present, Russia and China have agreed (o develop
close links in the energy sector, locusing on the pipeline
that will link the Kovykta resources with China
However, Japan is likely 10 play a role of “strategic
investor.” Indeed, a shortage ol investment funds wiil
require the involvement of Japan and other third-party
participants in this project. From December 1997, Japan,
China, and Russia, as well as the Republic of Korea and
Mengolia, have participated in multilateral consultations
on the prospects for the Kovykta natural gas deposits
development.! Energy resources exploration, develop-
ment, and cross-border transportation are lkely to contin-
ue to be on the agendas of the summits and high-level
inter-governmental dialogues. Thus, through eXpanded
political and professional contacts, Russia, China, and
Japan ¢an contribule to a multilateral dialogue on energy
cooperation in Northeast Asia

Long-term prospects for energy demand and supply
in Northeast Asia and prospects for energy projects in
Eastern Russia ase likely to play a pivotal role in forming
mutually beneficial linkages in Northeast Asia There are,
however, critical issues to consider

Firstly, it is desirable that the states of the subregion
approach the problem of energy resources devélopmem
and utilization in a joint, coordinated manner This may
require reviewing and modifying their energy policies.

Secondly, & modern and expensive energy infrastruc-
ture must be built for the transportation of natural gas,
electricity, and possibly oil, and the massive participation
of private investors and inter-governmental cooperation is
needed in establishing reliable and efficient mechanizms
to encourage private participation in the projects.

Thirdly, extensive multilateral cooperation is needed
in improving energy efficiency, including technological
modernization of the existing facilities, the alternative
sources of energy encouragement, efforts in energy con-
servation, and environmental protection.

The problem, therefore, is how to consolidate the
newly born cocperative political climate in the Nostheast
Asian subregion, to guarantee coliectively energy securi-
ly, and protect nature and the people from the adverse
alfects of the rapidly growing energy consumption

"tn Sepember 1997 a defegation from the Japan Forum of the Nuckeas Power fndustry visited Russia and a protocol on cooperation was signed encompassing vari-

ous bilateral programs such as fust-breeder renctors, spent fuel reprocessing. and Japan's invalvement in the BN-800 nuclear reactor project desipned in Russia
Several higholevel Russian delegations representing the eneegy sector visited Tokyo in 1897-1998 including a visit by the former minister of the Energy and Fuel

industry of the Russian Federntion Serged Kirieako, in March 1998
* These *priority projects” insiude:

L. Gus pipetine between Sredne-Viluyskoye ratural gas/condensed gas field and Yakuisk

Sakha Republic (Yakutia)

2. Gas pipeline Sekhatin-Komsomelsk-na-Amure- Khabarovsk-Vladivostok

Khaburovskiy Krai

3 Gas pipetine from Kshutskoe natural pas! condensed gas to Perrapaviovsk-Kamchatskiy

Kamchaskaya Oblast

4. Aniva natural gos deposit development and 2 pas pipelise construction 1o Youzhno-Sakhatinsk

Sakhalinskaya Oblast

5 Buseyskaya hydroelectric power station completion

Amurskaya Oblast

6. "Blectrum” mining company

Primorskiy Krui

*"Ou Estublishing Constructive Partnership Between the Russian Federation and Jupan,” Moscow, November 13 1998, Rossiyskaya Gazeta November 22, 1985
1 - . . . . . . . . e . . .
In November 1997 an international symposium on regicenal cooperation in the energy sector was held in Tokyo with the participation of Russia. China, South

Karea Mangolin and the International Encrgy Ageney. The mecting was organized hy the Asian Energy Comnunity Support Comatitiee and spensored by among
other influenia badies. the Minissry of Foreign Alfaics MIT! Japan Nationa? Oil Corparation. and JEXIM in December 1997 msinisterial-level representatives in
charge of encrgy policies from China Japan. South Korex. and Mongala met in Moscow at the Russign Ministry of Fuels aad Energy to discuss prospects for coop-
crition
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An immediate priority for multilateral actions

Tronically, the first formal mubltilateral organization
to dea} with the enargy issues in Northeast Asia was born
to prevent the threat of nuclear profiferation. In exchange
for North Korea's freezing and ultimately dismantling its
existing nuclear program, the United States, Japan, and
South Korea agreed 1o provide Pyongyang with fuel and
two light water reactors under the 1994 Framework
Agreement.

The Korean Peninsula Energy Development
Orzanization (KEDO) was established by these countries
with the purpose to assist the implementation of the
Agreed Framework, manage all these transactions,
including financing, fuel supplies, and the reactors con-
struction. The mission of the KEDO also was 10 “serve as
an example of how a cooperative and targeted interna-
tional diplomatic effort can lead to the resolution of
regional security and political crises ™

Officially, both the Framework Agreement and the
KEDO are considered as successful policy measures in
deating with North Korea Recently, however, some seri-

ous doubts surfaced with regard to the effectiveness of

these agreements” Moreaver, the central element of this
approach - “financing and constructing in the DPRK two
proiiferation-resistant light water reaclors’ - was ques-
tioned as an expensive way to meet North Korea's energy
needs, dubious from an economic perspective, and a set-
ting high price for the DPRK’s compliance with the non-
proliferation regime.” In the joint paper published in May
1999 by the Atlantic Council of the United States and the
Japanese Research Institute for Peace and Security,
prominent experts pointed out that:

* .. the two light water reactors called for in the
agreement may not be the most appropriate response to
North Korea's long-term energy needs. They may be the
wrong type of power plants in the wrong place and may
be constructed too slowly 1o meet Pyongyang’s pressing
energy demand. Otker forms of power generation facili-
ties could be built more quickly and efficiently, at far less
cost The infrastructure is lacking and, even if completed
on time. North Korea lacks an effective electrical distrib-
ution system Its energy needs could be better met by
other means within the overall time and at less cost than
the original deal - about $4 billion over more than 10
years.”

The joint paper also proposes that the United States,
China, Russia and Japan should consider organizing a
‘four plus two’ (North and South Karea) effort at the
United Nations that must not be perceived as a
“coaiition” opposing North Korea, but the forum and the
mechanisn o ensure its vital interests as well as the
interests and concerns of each of Northeast Asia’s pow-
ers. A multilateral framework for cooperation in normal-
izing the energy supply situation in North Korea could
provide support to the idea of subregional cooperation in
Northeast Asia through the strategic partnerships of the
greal powers.

Conclusions

In summing up, Northeast Asia, mostly known in the
international community as an area Of tensions, rivalry,
and historical animosities, is changing Regardless of tra-
ditiona} views and perceptions of this subregion tilted
towards the old times, more people believe in political
improvements that facilitate economic shifts

In this context, first of all, the opportunities for
lapan-Russia-China economic interaction need priority
attention Healthy bilateral ties within this “triangle”
focused on energy resources development, environment,
and trans-border links could be a major catalyst for a
New Northeast Asia

Secondly, with Russia as an APEC member, the
Northeast Asian subregion can gain new channels to dis-
cuss prospects and mechanisms for cooperation

Thirdly, there st be a way for the respective gov-
ernments to formulate their policies with regard to the
Northeast Asian subregion as a whole, taking one step
beyond the traditional bilateral format in the dialogues
with their neighbors.

On the other hand, “subregional” initiatives alone
will not suffice, and the Northeast Asian subregion can-
not be sheltered from the impacts of national and global
trends, or developments in other regions. As the Asian
financial turmoil of late 1987 demonstrated, short-term
markel speculations can instantly ruin economic stability,
thus weakening the trust and confidence needed for
regional cooperation.

* The Kotean Peninsuly Eaergy Development Organization Annual Report, 1996/1997 p |

“See Richard 1. Armitage A Comprehensive Approach to North Korea ™ Strategic Forum (Washington. D C 1 Institute for Nationul Strutegic Studies). ne 159,

March 1999

* Peter Huyes “Supply of Light-Water Reactors (e the DPRK in Young Whan Kihl and Peter Hayes eds  Peaee and Secusity in Northeast Asia: The Nuclear Issue

and the Karean Peninsula (Anmonk N Y : M E Sharp 1997) ¢ 13
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Export-Oriented Energy Projects in Far Eastern Russia: 1999-2020°

Project Resources Expected annual output
Costs
QGas, Oil instal! estimaied, (Gas, il Electric
biflion and ed USS% biffion and power.
m? conden capacity, million m’ conden billion
-sed million ~sed kKWh
0as, kWt 0as.
miliion milion
tens tens
lin shelf,
Sakhalin shel 1,230 nfa 33,000 55 28
1999-2020, including:
Sakhalin 1 421 324 15,000 19 5
Sakhalin 2 521 433 10,000 16 8
Sakhalin 3 707 91 8,000 10 8
{Texaco/Exxon)*
Saithalin 3 (Exxon)? 263 114 10 7
Sakhalin 4 842 223 n/a n/a ra
Siberian platform and
Ckhotsk Sea Shelf, 3,640 1,295 14,390 80 30
2005-2015, inciuding:
Kovykia 1,500 7,190
Irkutsk, 22 231 n/a
Verkhnechonskiy
Yakutia, Viluiskiy 480 20 7,200
Yakutia, N. 815 208
Botuobinskiy*
Krasnoyarsk na n‘a n/a
Okhotsk Sea Shel n/a n/a n/a
Hydropower projects,
9,426 9,900 34
1899-2008, including:
Bureiskaya 2,040 1,100 g9
Nizhne-Bureiskaya 428 800
Boguchanskaya 3,000 (540 Phase 1} 3.000 10
Yakutia (Uchur Biver)® 3,700 3,000 15
Yakutia (Timpton River)® 1,300 2,000
Thermo-power projects,
2
1989892018, including 9,950 8.210 190
Gusinoozerskaya 430 (2x215) 180 3
Kharanorskaya 1,290 (4x215) 580 9
Berezovskaya, Phase one 3,200 360 20
Berezovskaya, Phase two 3.200 800 20
Berezovskaya-2 8,400 1,800 40
Boradinskaya £,400 1,800 40
Abanskaya 6,400 1,600 40
Urgaiskaya 600 240 4
Komsomolskaya-3 720 300 5
Ussuriyskaya 360 180 3
Khabarovskaya-3 950 150 7
Sakhalin gas power piant’ 2,000 30
Sakhalin gas power piant® 4,008
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e o0 w0
Sakhalin-South FE- China® 3,600 10
Sakhalin-Niigata® 5,000 7
Kovykta-China-Korea-Japan 10,000 20
Yakutia-Kovykta-China 2,000 10
Yakutia-Korea-NEA 11,000 23
Yakutia-Ayan® 3,400 10
Western Stheria-NEA’ 18,000 20
O pipeiine to China 3,000 20
Eleciricily transmission
lines,’1999-2020,° 4.800 162
including:
Krasnoyarsk-Mongolia™ in place 1
Kragnoyarsk-Ching"' 2,000 o 35
ltkutsk*-Mongolia-China® 1,200 20
Bureyskaya-China™ 200 2
Boguchanskaya-China 200 2
Yakutiya-Saknalin-Japan® nia 40
Far East-Koreas™ 1,200 2

Selected spurces:

Energy aad Mincral Resources of the Far East and Zahaikaiye investment Athas (Khabarovsk: Inter.Regional Association of Economic Coopertion 1897)
“Eastern Encrpy Policy of Russia and Problems of intergration imto the Energy Space of the Asia-Pacific Region * international Confereace Proceedings. September
Z2-2G, 1998, Energy Systwems institute, Irkutsk, Russia

Youriy K Shafrannik ed. New Energy Pelicy of Russia (Moscow: Energomomizdar. 1995}

Energy Resources of Far East and Siberta (Sapporo: Morthern Regions Center, 198:h)

Energy Resources of Far East and Siberia {Sapporo: Northern Regions Centes. 1995)

Qil and Gias of Russia [ts Regions and Ex-USSR Republics Statistical Yearbook (Moscow: Incotee. 19973

V N Startsev " The Russian Federation-China Electric Power Export Transmission Projects ” Irkutskenergo January 1 1999

A B Khudiakov * Prospeets lor the Kovyktinskoe Natural Gas/Condensed Gas Project Development ™ Russia Petroleum January 1899

Easl-West Report (Tozai Boeki Tsushinsha Co Lid ) ne 9743 Ociober 31 1897 p 3

Notes:

"n this table both the information o projects and data ifhstrating theie possible scale are highly preliminary and weee compiled from the various sources. or estinst-
cd by author hismsell, for the perpose of discussion only 1tis obvious that some of the peejects included jn the list must be seen us altermative technology-wise or
substituting other mentioned projects time-wise and location-wise while some ather projects cosld be seen as complementary For these seasons, total estimated cost
af the projects is likely 1o be lower and must be reassessed fn accordance with acsuat priorities and adopled time-investmentmasket schemes and plans

* Kirinskiy field Phase Due, USS150 mitlion for surveying

? Bast Qdoptinskiy and Ayashskoe feld USS300 million for surveying

' Allernative rines

* Four major electric power produetion fucilities built in southern Yakutia and Sukhaliss could supply Japan (via Hokkaido} with 20 billion kWh of electricity annuatly
at the initial stage wd up to 60 billion kWh of electricity annuatly after the projects completion This project includes constraction of a 1 800 kilomesers DC truns-
nission fine and two submarine cables wo Sakhalin and Hokkakdo

* Alernative routes

T Alernative rowte through a4 500 Kilometers-long pipeliae

T Currently idie capacity i the Siberiaon energy system is estimated @ 7-8 GWe and the elecuricity volume tan cannot be uiilized domestically is estimaged at 27 bil-
lion kWi Eustern Siherfis production in 1995 was 132 billion kWh By 2010 it will grow by 30-35% Fur Easts production in 1997 was 23 hillion kWh By 2010 &
will grow by 60%

* Feasibility swudies on the trans-horder regionat enesyry traasmission systems already conducied include Baktic Rim project (11 countriesy. East-West Energy Bridge
{§ countries) and Black Sea Rim (11 countries)

" Through the currently existing lines between Gusistoserskaya (Buryatya)-Selenduma-Darhan Kharasor {Chitinskaya)-Cheibolsan. and Chadan (Krassoyarsk)-
Khandagaity-Ulangom Russia exports 360-380 million kWh of electricity (o Mongolin but tolal ransmission capaeity

5 estimated it 2 billion kWh

% There is o proposal Lo link Kansk Terminad with Tianjin or Scjoe by the 1 350 kV transmission tine Another proposal is te buiid u line 1o Urssichi and Kumul

* Erkutskenergo’ s maxinum production capacity achieved in 1989 was 73 biliion kWh By 1897 the consumption from tha sysiem declined 1o 48 biltion KWh. leav-
ing for exports almost 27 billion kWh For 2005-201) costs of electrie power before trapsmission is estimated @ $0 022-0 035k Wh

T To Inchuan vin Brdenct aliersative routs {1.500-2 000 kilometees) include Irkuisk-Beijing via Ulasbintor and Irkutsk-Chita-Khatlar- Tsytsykar. There is an option
ol a 2 6002 800 DC transmission line that could supply Ching with 10-18 bilkion kWi annually Four 2700 km 1 150 XV transmission fines could be huitt at a cost
ol 52 O0(} kitlion cach

¥ Feasibility study for o T00-kilometer transmission ling 1o Harbin was prepared in 1893 Curreatly there are two opesationad ansmission ines: Blagovestehensk-
Heihe {since 1992 and Sivaki-Kuznetsovo-Shipuchjan (since 19973 that in 1997 supplied China with 60 mitlion kWh of clectricity

" Forecasts for clectric power cost in 2005-2010: China - S8 07/KWh: Kores - 50 08/kW N Japan -- 50 I5/kWh

o
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International Cooperation for Revitalizing the Trans-Siberian Railway
(Summary)

Hisako Tsuiji
Senior Economist, Research Division, ERINA

Intreduction

The cargo handling volume of the Trans-Siberian
Railway (TSR) has been declining since the collapse of
the Soviet Union. The decline of business had a negative
effect on the regional economies and modernization of
the railway facilities. However, it is extremely important
for the Russian economy to maintain the TSR as the trunk
route, connecting the East and the West ol the Russia.
For Japan and other East Asian countries the railway is
important politically and economicaily, especially as an
alternative route to Europe and Cendral Asia as well as to
Western Russia

In November 1997, at the Krasnoyarsk summit meet-
ing, “Support for the Trans-Siberian Railway revitaliza-
tion” was included in the so-called “Hashimoto-Yeltsin
Plan” Following this agreement, active discussion began
among transportation experts of Russia and Japan regard-
ing international cooperation. The ERINA conducted 2
research project, " Activating the Siberian Land-Bridge”,
in 1998

This report summarizes possibilities of revitalizing

the TSR as a route for bilateral trade between Russia and
Japan and a transit route based on the above study

1 Japan-Russia Trade: Its Characteristics and
Transportation Route
(1) Japan-Russia trade in official statistics

One of the possibilities of using the TSR is bilateral
trade between Japan and Russia.

Historically, fapanese imports have been relatively
stable while exports have been much smaller and have
shown a long-term decline since 1992 As a result, Tapan
has been experiencing the long term trend of a trade
deficit since 1990 The export-import ratio for Japan was
1:4in 1997 and 1:3 in 1998

Major Japanese import items are raw materials and
metals, produced in the Far East and Siberia, such as alu-
minum, marine products, timber and fuel These products
represent more than 90%% of the total imports  Since most
of the imports are produced in the Far East and Siberia,
these products are transposted to Far Eastern ports via the
TSR, theu shipped to Japan Therefore, these import
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items are already main cargoes for the TSR Unless
major increases in the import volume is realized these
won' t contribute to additional TSR cargoes

Major Iapanese export items are machines, inciuding
automobiles, electric appliances and industrial machines.
Other items are industrial products such as tires and
pipes Unlike imports, the final destinations of exports are
Moscow and Western Russia. The major route to
Moscow is via Europe rather than via the TSR, though
this is the shortest way, The “continental divide” is esti-
mated as east of the Ural Mountains, The reasons for not
using the Far Eastern ports-TSR route are expensive rail
fares charged for bilateral wrade compared to transit (3
times higher), and irrational customs issues. The customs
problems are further generating indirect exports to Russia
via third countries, such as Finland and Dubal  This is
also one of the reasons for histerically declining official
Tapanese exports to Russia

{2} Indirect exports 1o Russia via third countries

In receni years, Japanese exports to Russia via
Finland are growing. The procedure is to ship industrial
goods like electric appliances and awtomobiles via ocean
routes to Finnish ports vin Hamburg or Rotterdam. These
goods are stocked in bonded warehouses in the Finnish
ports until transaction is completed between the exporter
and the Russian purchaser, followed by shipment to
Russia by a licensed truck, arranged by the Russian
bayer

Although there is no reliable data, some estimate that
about 2 million Japanese brand color TV sets, including
those manufactured in Southeast Asian plants, were
exporied to Russia in 1994 and 1995, and the amount
increased to 4 million in 1997 In fact, the Japanese
export of TV sets to Finland doubled from 1996 to 1897

The container handling volume of Hamina and
Kotka, the major Finnish ports located near the Russian
border, has increased dramatically during the past several
years, although transactions dropped sharply after the
Russian financial crisis of August 1998,

Why do they use Finnish ports as a stock point 0
Russia? Based on extensive hearings with practitioners,
it is one of the means for avoiding expensive and compli-
cated Russian customs procedures  Some illegal prac-
tices seem 1o be broadly used to avoid the notorious
Russian procedures

Then why is the route to Moscow be via Finland
rather than via the TSR? In general, customs regulations
are stricter in raijway destinations compared to trucks, in
which case buyers can choose familiar customs offices
and ask for favorable conditions

Then why do they use stocking warehouses in
Finland rather than in Moscow or other Russian loca-
tions? The reason is that available Russian bonded ware-
houses are not as convenient as those of Finland  Also
there are no satisfactory bonded warehouses near the Far
Eastern ports.

2 The Rise and Fall of the Siberian Land Bridge
(SLB)

(1) Outline of the SLB

The SLB is a system 1o trangport containers between
Furope and Northeast Asia mainly by the TSR The SLB
is an inter-modal transportation system, which combines
transportation means, such as ships, railroads, and trucks,
and transportation related services. This route was broad-
ly used in the 19807 s as an alternative route to Europe,
fran and Central Asia, taking advantage of shorter dis-
tances, shorter times and lower costs than the All Water
rouies

The idea of the SLB was first tested in 1977 between
Japan and Switzerland  The Intercontainer Company was
established by the railway system of European countries
in the same year, and a regular sea line opened in 1971
between Nakhodka and Japan. In 1975, the transit base
was changed from Nakhodka to Vostochny, and the oper-
ation of block trains for transit freight began. The SLB
was prepared for use, and the amount handled reached a
peak in 1983 with 110.683TEU. The business, however,
began to decline in the late 807 s and the falling trend was
accelerated after the collapse of the Soviet Union

The handling of containers in 1898 was only
7453TEU, which represents only 7% of the peak year
Most of the westbound containers are for Afganisten, and
most of the easthound containers are from Finland. The
westbound comtainers to Western Europe, which used to
be the main cargoes in the 80’ s have disappeared

(2) Management of the SLB system

The operation service of the SLB system is divided
into four parts: 1} the sea route between Japan and
Vostochny: 2) container handling at Vostochny port; 3)
the Russian railway (the Ministry of Railway); and 4) the
European railway (Intercontainer). SLB operators such
as SOTRA (SOJUZTRANSIT) and TSES (Trans Siberian
Express Service)} coordinate the first three functions and
sell the combined service to SLB forwarders.
Additionaily, the SLB forwarders buy the fourth part and
market the entire system to end-users

The above basic structure was forced to change with
the transformation of the Russian political system  Since
its foundation in 1980, SOTRA used to enjoy a monopo-
listic power as the only SLB operator, authorized by the
Ministry of Foreign Trade However, after 1991, SOTRA
was privatized and became just one of the opesating com-
panies. SOTRA’s new competitors include TSES, a joint
venture by the Ministry of Railway and Sea-Land Co.,
Transrail and SVT (SOTUZVNESHTRANS).

Another change was the disintegration of the railway
systern caused by the independence of the republics who
used to be members of the Soviet Union  The disintegra-
tion of the entire system required SLB operators to make
contract with numbers of operating units rather than the
single Ministry of Railways.

(3) Failure of the SLB - Why did the SLB lose competi-
tiveness?

Why did the SLB lose competitiveness and business
during the past decade?

First, the disintegration and the collapse of the Soviet




Union worked negatively with regard to control over the
inter-modal transportation system. For example, Russian
control over Kazakhstan and Uzbekistan railways became
weaker. The hueried privatization of the SLB related
agencies also created problems In 1993, the
International Coordinating Council on Transsiberian
Transportation was established to strengthen the mutual
cooperation among distant players associated with the
SLB sysiem

Second, the SL.B lost its price competitiveness due (o
its cost increase and competitors’ price reduction
Following the price liberalization policy in 1990, Russia
suffered from hyper- inflation for a few years. During
this period, railway tariifs increased faster than other
goods. At the same time, the cargo volume of the
Russian railway declined all over due 10 the reduced eco-
nomic ties among regions and industries.  The raiiway
tariff was increased further to make up the decrease of
cargoes. On the other hand, the ocean freight between
Asia and Europe has declined dramatically by the intro-
duction of larger and faster ships adopting advanced tech-
nologies. Increased competition among international
shipping companies also worked positively in lowering
the ocean freight

Third, the SLB had a weakness in its stability in
delivery time {rom the beginning, and its stability deterio-
rated further after the collapse of the Soviet Union, due to
a lack of management and missing linkage among disin-

tegrated operators. On the other hand, the All Water

route 1o Burope delivers consistently in 30 days.

Fourth, security troubles occurred under the environ-
ment of the deteriorated public order in Russia in the 90"s
Many containers were stolen, opened or damaged during
transportation.  An unreliable image was established
among Japanese end users.

Fifth, competitive routes provided advanced services
year by year while the SLB continued its peor service
One exampie is the decreased frequency of shipping ser-
vices between Japanese ports and Vostochiny  Curently,
there are only 2 vessel services per month, compare to 24
vessels per month at the peak period in the 80's  The All
Water route to Europe operates at least twice a week
Another example is the door-to-door delivery service,
which is a common practice in the ocean route
However, enly container yard to container yard delivery
is possible in the SLB

Sixth, There is a fundamental difference in the con-
tainer supply service between the All Water route and the
SLB route  Both 20" and 40" containers are supplied by
main carriers in the All Water route, while containers
must be prepared by forwarders in the SLB. Container
leasing is considered to be an additional cost in the SLB
by end users.

The SLB lost competitiveness by the above reasons
and potential containers to Europe have shifted to the All
Water route. Also, cargoes to Central Asia are gradually
shifting to the China Land Bridge {CLB), which opened
in 1992 The advantage of the CLB is its shorter distance
and faster service to Central Asia compared to the SLB.

3 Assessing The Competitiveness of The SLB
Since 1997, Russian operators and legislators made
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extensive efforts to improve the competitiveness of the
SLB. The Ministry of Railways says that they made their
best effort 10 improve the services and lower the cost, and
the time to collect containers on Japanese side has come
However, lapanese users don't helieve that the SLB is
ready to be used. We will assess the competiliveness
using the available data for the European route

(1) Cost competitiveness

The SL.B cost is divided into three parts; the cost
charged in Japan, in Russia, and in Burope. The cost in
Japan includes “container handling costs in a Japanese
port”, “container lease costs” and “service fees for
agents”. The cost in Russia includes “ocean freight
between Japan and Vostochiny’, “container handling
costs at Vostochiny”, “railway costs in Russia” and ser-
vice fees. The cost in Europe is the “railway costs in
Europe”. Interestingly, the combined cost in fapan and
Europe is karger than the cost in Russia in the following
three cases: Japan~ Helsinki, Japan~Warsaw, and Japan
~ Hamburg

For example, in the case of shipping a 20’ container
from Japan to Helsinki, the major components charged
outside of Russia are “container handling costs in a
Japanese port (17.4%%)", “railway costs between
Luzhayka and Helsinki (13.3%)" and “contaifier lease
costs (10.6%)"  The total container related cost repre-
sents 17 0% Interestingly, the “Russian railway cost” is
only 14 6%

The Russian side points out the high “contziner han-
dling cost in a Japanese port”, while Japanese forwarder
and users complain about the high "container related
cost” In a container lease market, since there are
unloaded containers in Europe, it is impossible to use
containers in only one direction from Northeast Asia to
Europe. Therefore, forwarders have to bring back empty
containers to northeast Asia, after using them for ship-
ment to Europe through the SLB. The Ministry of
Railways had a plan of introducing 1,000 units of 40°
containers based on Japanese requests. However, the
plan was changed and only 200 units were purchased and
are being used in Europe

Cost comparisons of the SLB and the All Water
routes have been made for possible destinations by both
the Japanese and Russian sides. In most of the cases the
SLB was more expensive than the All Water route, The
SLB is refatively competitive in the routes 1o Finland and
Poland. However, SL.B has a big disadvantage {or transit
1o Western Europe, including Germany  Therelore, the
SLB may have cost competitiveness in a roule to Finland
and Eastern Europe, especially if the container cost issues
are solved,

{2} Speed, punctuality and frequency of services

Shorter distances and faster deliveries than the All
Water route was one of the relative advantages of the
SLB in the early period, and the Russian side stiil
beiteves that speed could be the strength of the SLB
Based on the official manuoal, the minimum transit days
from Japan are 18 days to Finland, 19 days to
Sweden/Poland, 23 days to Hungary/Czech, and 25 days
to Austria/ltaly. 1f these promises are realized consistent-
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ly, the SEB has aobvious advantages over the All Water
routes, which take about 30 days to Europe. However,
the real record has been quite unstable. For example,
transit day from Japan to Finland has been 39 days at
maximum, 22 days at minimum, and 26 days on average.
The range was wider from Finland to Japun with 53 days
at maximum, 21 days at minimum, and 32 days on aver-
age

There is a major difference between the Russian side
and Japanese side in understanding the importance of
punctual delivery. For Japanese users punctuality is most
important in their business practice for the management
of optimum inventory and production. However, this is
not well understood or demonstrated by the Russian side

Tapanese users proposed that block trains should
leuve Vostochiny regularly even if the container volume
is less than the minimum requirement (60%) However,
the Ministry of Railway hasn’t agreed with the request,
therefore containers sometimes have to stay at Vostochny
port for additional days.

In the spring of 1998, the Minisiry of Railways con-
ducted a trial run of block trains from Vostochiny 1o
Luzhayka and Brest to demonstrate the technical capabili-
ty of the TSR, ‘The demonstration trains arrived in 9 days
to Luzhayka and 10 days to Brest The Russian side
believed that the results were strong enough to attract
Japanese customers. However, Japanese users are still
skeptical about the consistency of the punctuality They
say that demonstrations should be made up to at least 6 to
12 months for the final destination to establish confidence
4IoNg Customers

The number of vessel services between Japan and
Vostochny, which operates twice a month, is less than the
All Water route. A weekly service, at least, is necessary
to be competitive

3) Other services

The SLB is inferior 1o the All Water route in the
range of delivery service. For example, a door-to-door
delivery is service common in the ocean route. while only
container yard 1o container yard shipment is available in
the SLB. Another areu is the tracking system in which
real time tracking information is not available on the
SLB

4 The Future Potential of the SLB

The SLB has future potential in the following areas.
(1) An “Express route” to Europe

One of the potential strengths of the SLB could be
shorter transit days than the All Water route to East
Europe and Scandinavia, assuming that the consistency
problem is solved If further time saving is accomplished

by technical progress, it wili be possible to position it
somewhere between the ocean route and air route, so
called “Siberian Express Route”

(2 A refrigerated route

Ualike the All Water route, the SLB doesn’t pass
through tropical regions. This could be an advantage for
some products, which must be shipped uader cool tem-
;}EIH[UI’BS.

(3) A shorter route to Finland

Many Japanese exports 1o Russia are shipped via
Finland as expiained before If this trend continues, the
SLB could be used for shipment of these exports to
Finnish stock bases. In fact, Iapanese and Korean
exporlers used to use the SLB for this purpose and it was
called “quasi-transit” . Finland and Russia use the same
aauge
() A route to Central Asia -

The SLB will continue to have a major role as an
access route to Central Asia, including Kazakhstan,
Uzbekistan and Mongol. The key for survival will be
competitiveness in speed and service versus the CLB
{5) A direct shipping route to Moscow (for bilateral trade)

Assuming that legislative and institutional reforms
regarding customs are normalized. and domestic ratlway
tarif{s are lowered in Russia, Japanese exports to
Moscow, currently re-shipped from Finland, will use the
TSR directly. Importantly, this may create new business
and jobs around the Far Eastern ports in Russia The
potential shipment volume will be large if the Russian
ecenomy, which suffered {rom a financial crisis in
August 1998, recovers in the near future.

5 Recommendations for the Revitalization of the
TSR/SLB

{1} To improve competitiveness versus Ail Water
route in service and cost. Necessary areas are punctual
and stable deliveries, container cost reductions, and
weekly shipping services. Desirable areas are the intro-
duction of a door-to-door delivery service, a real time
tracking system, eic

{2} To recover reliable images and strengthen mar-
keting activities targeting end-users A creation of a suc-
cess madel could be the first step

(33 To use Far Eastern parts and the TSR for
Iapanese exports to Western Russia. It will be necessary
to normalize the customs procedures and the railway tar-
iffs structure to change the current practices

(4} To strengthen cooperation among various SLB
operitors to provide an organized transportation system.

(5) To assess needs for long-term technical improve-
ments of the TSR, There is an opportunity for Tapan-
Russia cooperation in this area

-39 -
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Reformation of State-Owned Enterprises in China
(Summary)

Qi Yan Wang
Visiting Researcher, Reseach Division, ERINA

1. Introduction

Al the First Meeting of the Bth Committee of the
Nation held in March 1998, the statement “The
Reformation of state-owned enterprise will be completed
in three years” was made. At the central economic meet-

ing in December 1998, the following three main topics
were agreed: (1) to pacify and emphasize agriculture; (2)
10 advance reformation of state-owned enterprises; and
{3} to avoid a tinancial crash
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2. Necessities for the Reformation of State-Qwned
Enterprises

Since 1978, with its “opening policy,” the economic
system changed from a planned system to a market sys-
tem. Compared with non-governmental business (person-
al, joint venture, eic.), the reformation of state-owned
emterprises reacts slowly and less competitively, as well
as having a large deficit  Part of the deficit was covered
by the state, while the rest became debt. Hence state-
owned enterprises must be reformed,

3. The History of the Reformation of State-Owned
Enterprises
Since 1975, three stages of the reformation of state-
owned enterprises have been passed. Now it is in the
forth stage

First stage (1978-1986): The inwoduction of the concept
of “distribution of power and profit” (that being the dis-
tribution of power and profit to lower levels), subsidies
from the state became loans, and changes from paying on
the profit to a normal taxation system.

Second stage (1987-1991) Ownership and management
being separated Laws of industrial enterprises’ owner-
ship by people and bankruptcy were published

Third stage {1992-1996): The establishment of a modem
business system and the change of the management
mechanism.

Forth stage (1897- present): The acceptance of the com-
pany. The concept of “hold big and lose small” empha-
sized the management of the reformation of state-owned
enterprises.

4, Difficulties of the Reform

{1) Lack of a market economy spirit.

{2) Incomplete social security

(3) Lack of funding The problems of renewing equip-
ment and funding

{4) To provide the business owners with an awareness of

nrinagement.
(5) Providing better political, social, and economic sys-
tems

5. The Direction of the Reformation of State-Owned
Enterprises
The reformation of state-owned enterprises was done
according to the “two separate power” theory This is the
system of modern enierprises  According to the relation-
ship between ownership and management, there are four
models that exist in the reformation of state-owned enter-
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prises: “state owned and state managed”, “state owned
and people managed”, “ mix owned and people
managed”, and “people owned and people managed "
The fourth one is not “state-owned” any more, but still
retains something of the third model

6. The Problems in More Depth

In order to accomplish the reformation of state-
owned enterprises, the best way is to adjust the employ-
ment system and to focus investment on people Those
unable to pay their debt, with no hope of changing their
deficit, should declare bankruptey

Further, the people managing businesses must be
blessed with knowiedge, ability, profitable intentions, and
intelligence. This assignment for state-owned enterprises
to foster such businessmen and renew their management
mentality can be said 10 be of monumental propertions.

It is necessary to renew the equipment, repienish the
funding, and even further 1o enlarge the funding for the
clearing of debts of enterprises

An important method for securing funding for the
reform is from the capital market. The use of the nego-
tiable securities market should be used to promote the
activities of state-owned enterprises,

Taday, it is very important to provide a macro envi-
ronment for the reformation of national enterprise.

7. Conclusion

We have discussed the necessities for the reformation
of state-owned enterprises, the history of the reformation
of state-owned enterprises, the difficulties of reform, the
direction of reform, and the problem in more depth  With
respect (o the overali reform of the Chinese economy, the
reformation of state-owned enterprises is an urgent issue
First, state ownership and the property rights of enterpris-
es should be seen separately, this being achieved by the
government refraining from intervening in the enterpris-
es. The state-owned enterprises should be separate from
the government administration,

Most state-owned enterprises should be privatized
and floated on the stock exchange. Human resources
should be redistributed to adjust the employment struc-
wre Funds for the reform should be obtained from the
capital market. Tt is also important to be able to transact
business while in debt, and to establish a group of enter-
prises which have international competitiveness.

To realize the reformation of state-owned enterprises,
there must be a hastening of the reform of related finan-
cial systems, the social security institutions, administra-
tion, and politics
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