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Energy Security in Northeast Asia: The Role for Japan and Russia

Susumu Abe
Advisor to Toshiba Corporation

I would like to share with the participants of this
workshop my thoughts on the world energy situation in
the 21° Century. Some of my comments are based on
impressions from the 17" World Energy Congress (1998,
Houston), which | attended. First of all, I will focus on the
idea of a natural gas pipeline network for the Northeast
Asian region. However, prior to that, | would like to
remind you that as of today one third of the world’s
population, that has recently passed the 6 billion marks,
have no access to commercial energy. Most of these
people live in low-income developing countries. These
countries contribute about 90% of the world population
growth. It is expected that by the year 2020 there will be
two billion people more in the world, most of them living
in developing countries. This was one of the reasons for
the World Energy Council to project a 50% increase in the
world energy consumption between now and 2020.

Fossil fuels and natural gas

Current fossil fuel reserves are sufficient to sustain
global economic growth well into the next century, and
will be used in increasing amounts. Among fossil fuels,
natural gas has the fastest growth rate, nearly double that
of coal and oil. Electricity generation provides the leading
market for natural gas, with annual growth of around 5.5%
anticipated up to 2010. However, despite strong
worldwide growth in demand for natural gas, the level of
reserves continues to rise, thanks to improved gas
exploration technologies. As of January 1, 1999, proven
world gas reserves, as reported by the Oil & Gas Journal,
were estimated at 5,145 trillion cubic feet ( Tcf ) (146
Tcm) - 58 Tcf more than the 1998 estimate.

While it is clear that demands on finite fossil fuel
resources will ultimately become unsustainable, it is now
widely recognized that energy supplies will not simply run
out, but become more expensive thus promoting
substitution. That means that even though the next century
will see a worldwide role for nuclear power generation
and new energy sources, fossil fuels will continue to play
the leading role, accounting for some 60-70% of all power
generated.

About 66% of the world’s oil reserves are located in
the countries of the Middle East. For natural gas, about
40% of the world's reserves are in the former Soviet Union
and about 30% in the Middle East. Therefore, near the
Northeast Asian region there are considerable resources of
natural gas.

Asia’s energy problems

While the link between climatic change and the
discharge of greenhouse gases into the atmosphere has yet
to be fully demonstrated, we are acting to keep potential
danger to a minimum by adopting a“ minimizing impact”
approach.

Energy consumption in Asia will increase rapidly in

the future. China’s rising energy consumption, in
particular, has led East Asia to increased rates of extra-
regional imports of energy resources. China’s energy
demand by 2010 could double compared with 1997.
Estimates show that Asian energy consumption as a share
of total world energy consumption will rise from 22% in
1990 to 37% in 2020, and there could be even higher rates
of growth.

Already 30% of all energy consumed in the Asian
countries come from outside the region. The rate at which
the Asian countries, including Japan, increase imports of
energy resources from the Middle East continues to rise.
The result is that the whole of Asia can be seen as sailing
an increasingly shaky ship, a fact that raises anxieties
about a future energy crisis in Asia. Rising demand for oil
will be accompanied by a rising energy dependency of
East Asia on extra-regional sources of supply from 55% in
1992 to about 70% in 2010.

Asia’s environmental problems

Sharply increased energy demand in Asia will be
associated with a major impact on air pollution. Currently,
80% of energy is consumed by the developed countries,
which account for only 20% of the world population.
However, the main source of energy in the developing
countries is coal, and measures to curtail CO: discharges
remain a major problem. As a result, attention worldwide
has been drawn to the expanded uses of natural gas, which
generates relatively little in the way of CO.. In those
countries, technical innovation has raised energy
efficiency and the focus has been on energy saving.
Technical developments have brought about electricity
generation equipment that uses natural gas, in the form of
the combined-cycle gas turbine (CCGT). To this, micro-
gas-turbine generation technology could also be added, as
well as the fuel cell technology, which supports locally
distributed generation and could provide power for
electric vehicles.

Coal and oil continue to be the main fuels, though an
increase in natural gas consumption is also anticipated.
China will continue to rely on coal, being second only to
the United States in terms of CO: emissions -- estimated at
between 1,300 Mt in 2010 (standard base scenario) and
1,100 Mt (environmentally friendly case). Naturally, high
levels of coal consumption bring other problems,
including the need to combat smoke, dust, SOx and NOx
in the air. China has high levels of air pollution as a result
of its dependency on coal.

The energy and environment equation

The basis for cooperation in the field of energy is for
each country to assume the role appropriate to its own
situation and interests. If this is to be promoted and
achieved, it is, therefore, necessary to clarify the role for
each nation or market. This will help to identify specific



areas of activities, measures to be taken, potential for
emergencies, opportunities for diversification of supply,
the role of infrastructure, improvements in efficient use of
energy, and environmental issues.

The following is the KAYA equation: CO:
Emission = Actual GDP x (CO: Emission/Energy
Amount) x (Energy Consumption/Actual GDP).
It is used to investigate the possibility of simultaneous
management of the problems of carbon dioxide discharge,
economic growth, and energy security.

According to this KAYA equation, CO: increases in
proportion to GNP, if the second and third variables on the
right side of the equation remain unchanged when the first
variable increases (energy consumption increases with
economic growth, and CO: increases). Therefore, it is
necessary to minimize the second and third variables.

In minimizing the second variable, the demand for
energy resources that produce limited CO: emissions, or
the sources of “ cleaner energy” in other words, will be
heightened. This variable is seen as a problem on the
suppliers’ side. In order to achieve a stable supply and
environmental protection, the priority will be given, in
descending order, to hydropower, nuclear power, new
energy sources, natural gas, oil, and coal.

Minimizing the third variable requires efficient
energy use, or so-called “ energy saving.” This is a
problem on the demand side, and it is not easy to achieve
changes in this direction. The economic principle of
pricing influences the selection of energy. In addition,
changes in the supply structure and system will incur costs
and take time. There are also numerous problems on the
demand side, such as technology and economic
profitability.

Therefore, the Asian countries should regard the
recent economic crisis as an incentive to structural reform.
The developing countries need self-help efforts to respond
to each country’s specific situation, not just expect
economic support from the developed countries. In this
regard, it is important to start with cooperative recognition
of the need to aim for simultaneous attainment of the 3E
(Energy security, Economic growth, and Environmental
conservation) in Northeast Asia as the long-term policy
direction.

Energy prospects for Japan

In December 1997, the Third Session of the
Conference of the Parties (COR 3) was held in Kyoto. As
a result, the Kyoto Protocol of targets for greenhouse gas
emissions by the developed countries during the period
2008 to 2012 was adopted. The 1990 level of emissions
was adopted as the base year and the reductions proposed
were that each participating country will return to that
level. Target figures were calculated for six different
greenhouse gases, including carbon dioxide, methane, and
other gases. As a result, Japan must reduce emissions by
6%, the U.S.A. by 7%, the EU by 8%, and Russia by 0%
thus securing the present level of greenhouse gases
emissions.

The Japanese government formulated its policy on
global warming prevention and its long-term energy
demand on the basis of an interim report prepared by the
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MITI committee. The first recommendation of the report
is to promote nuclear power generation and decrease
dependence on the fossil fuels that release CO: into the
atmosphere. Nuclear power generation should provide
45% of electricity generated in Japan in 2010, up from the
current 35% level. Achieving this capacity requires
construction of 20 new nuclear power stations. The second
proposal was to reduce energy consumption. The report,
however, revealed that even with more nuclear power
plants commissioned, Japan’s emission reduction targets
could be difficult to attain without holding energy
consumption at the 1996 level. To maintain this level
without any specific measures would require a reduction
in energy consumption by more than 12%.

Japan’s energy strategy is aimed at the simultaneous
achievement of 3E: energy security, economic growth,
and environmental conservation. Three targets must be
attained if we are to secure these goals: maintain energy
consumption at a stable rate until 2010; reduce oil
consumption by 56 million kl of oil equivalent (Figure 4);
and construct more nuclear power stations. In 1996,
energy consumption was 393 million ki of oil equivalent.
In 2010 it is expected to reach 400 million Kkl of oil
equivalent. This means that no increase in the energy
supply is allowed in the coming decade. Moreover, the
average economic growth rate that is expected at 2% a
year after 2000 would be problematic to achieve without
expansion in the energy supply.

There are many difficulties in handling energy and
environmental issues at the same time, including how best
to commit to the COR 3 targets. The notion of energy
security in Northeast Asia must include awareness of the
following three problems: (1) a weakened energy supplies
in Asia, (2) concerns for economic growth, including its
sustainability, and (3) reductions in the costs of energy.

Russian gas for Northeast Asia

The Asian Pipeline Research Society of Japan
(APRSJ) was established in October 1997 to support “ the
development and expanded use of natural gas in Asia.”
Towards realization of this goal the society is undertaking
a study related to a natural gas pipeline. It also is serving
as the secretariat of the Northeast Asian Gas & Pipeline
Forum (NAGPF), which comprises interested parties
from Japan, Russia, China, the Koreas, and Mongolia.

Five international conferences on the Northeast Asian
Natural Gas Pipeline were organized by NAGPF. These
have been great opportunities to present papers on such
themes as planning, technology, economics, and
information exchange -- all for promoting construction of
international pipelines in Northeast Asia. The 1st
Conference took place in March 1995 in Tokyo with 60
participants from 4 countries. The 2nd Conference that
took place in Beijing in September 1996 was much larger
-- 170 participants from 13 countries. At the 3rd
Conference in November 1997 in Seoul the NAGPF was
established. The 4th Conference took place in Mongolia in
August 1998 and the 5" Conference was organized in July
1999 in Yakutsk, Russia. The APRSJ suggested the
adoption of A Long-term Vision of Natural Gas Trunk
Line in Northeast Asia” as an international joint research
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project. This would be a comprehensive compilation of
the NAGPF’ s knowledge.

Russia has the world’s largest resources of natural
gas. It accounts for 32.4% of the world’s reserves and for
26% of total production. In 1998, the country’s known
reserves were estimated as 47.5Tcm. In addition, there are
also unexplored and undeveloped resources of natural gas
in East Siberia and the Far East. There are four natural gas
provinces that can export natural gas to Northeast Asia,
including Western Siberia, Irkutsk, Yakutia and Sakhalin.
All are in inland locations, with the exception of Sakhalin.
As a result, pipeline transportation is desirable, in terms of
transportation costs and environmental preservation.

Turkmenistan’s two gas fields have proven reserves
of 6 Tcm of natural gas and could supply China with 30
Bcm of natural gas a year (the fields are 7,000 km away
from Shanghai). The Western Siberia gas field has about 3
Tcm and could export 28 Becm a year to China (the
distance to Shanghai is 6,700 km). The Irkutsk and
Yakutsk gas fields could together export 40-50 Bcm a
year. The two routes have been considered for a pipeline
supporting these exports: via Mongolia to Shanghai and
via Eastern Siberia and the northeastern part of China,
bypassing Mongolia. Transportation options from
Sakhalin to Japan, Korea and China were also explored. A
proposed route to Japan runs from northern Sakhalin to
Korsakov overland and to Hokkaido and Honshu under
the Soya Strait. A route to Korea and China was
investigated in cooperation with Yakutsk to carry gas from
Shenyang to Korea and from Beijing to Shanghai.

Russian experts have proposed a 3-stage plan for the
construction of the East Russia pipeline network. The first
stage from 2000 to 2010 includes a pipeline between
Eastern Siberia (Irkutsk), Mongolia, and China. The
resources used for this first stage are in Irkutsk,
Krasnoyarsk, and Western Yakutia gas fields.

The second stage begins from 2010 to 2015. The
resources from both Western and Eastern Siberia gas
fields will support a pipeline from Western Siberia to
Eastern Siberia and to Northeast Asia.

The third stage should begin from 2015 to 2020 with
building pipelines in the Far East and North East Asia.
The resources of Central Yakutia and gas fields on the
Sakhalin continental shelf will then be connected with the
regional gas pipeline network.

Demand for natural gas in China

China potentially represents a huge market for
natural gas in the 21 century, with total annual demand of
approximately 120 Bcm in 2010. In the same year,
electricity generation will account for 42% of natural gas
consumption, with 16% consumed by chemical industry,
22% used as fuel, and 20% distributed through the city gas
networks. The demand for electricity generation and city
gas will increase, and the demand for the use of natural
gas as a fuel and in the chemical industry is likely to
decrease.

China's domestic recoverable reserves of natural gas
resources are estimated at 10 Tcm and its proved gas
reserves reached 27 Tcm. To cope with increasing
demand, domestic production of natural gas of 35 Bcm to

70 Bcm a year is foreseen for the decade from 2000 to
2010, along with 10 Bcm of LNG production and imports
via pipelines of 40 Bcm.

Currently, there are several operational pipelines in
Northern China, in the Western areas, Northeastern China,
and Schezuan, but these do not form a network. A two-tier
project has been announced that will, first of all, link
existing and planned pipelines in regional networks and
then develop a national pipeline network, with an East-
West axis connected with pipelines carrying imported
natural gas from Russia.

Energy cooperation in Northeast Asia

The prospects for realization of the natural gas
pipeline network plan depend on the direction of the
energy policies of the countries of the area and their
respective visions of energy security. It is desirable that
the long-term strategic aims of the regional states are not
dominated by temporary international situations, but
should give full consideration to all geopolitical realities.
Restated, there is a need to attempt a geopolitical approach
to the problem of energy security as it concerns each
Asian country, including Japan. Asia is commonly viewed
as a difficult region to unify economically or in which to
create an economic sphere, due to its diversity. However a
cooperative system based on the cooperation of Asian
countries is needed.

The Asian countries are also considered to be at the
stage of aiming for a stable, regional economic sphere
from a general, long-term point of view. Carrying out
preparation for a regional economic framework from a
perspective of 30-50 years and forming a common
economic infrastructure are necessary. Japan is expected
to play a role in promoting this. The U.S. has also shown
an interests in the Northeast Asia natural gas pipeline
network and its participation will support positive
developments from the standpoint of regional peace and
stability.

On the other hand, participation of the international
and regional organizations could be important and
valuable for the region. The Asia Development Bank, for
example, has cited the following necessary elements for
securing international pipeline financing for Asia:

« Sufficient gas deposits and market demand

» A stable political situation and international
cooperation
Technical adequacy
Economic transparency
Fund management ability
Sufficient experience in construction and operation
Sufficient purchasing power

The determining key to fund pipeline projects is
transparency in the price of gas and level of import tax
and legislation. Moreover, it is necessary to note that
liberalization of gas industry regulations, the role of the
state-owned firms, the rights and obligations of the
pipeline, and the legal and standards regulations in each
country are going to be involved in the decision making
process. Also, basic organizational structures that ensure
openness to new participants would also influence



prospects for financing the regional pipeline
infrastructure.

The role for Japan

The falling price of energy is the key factor to Japan’s
domestic energy supply. On the other hand, the supply of
natural gas (LNG), 70% of which is consumed by
combined cycle generators, is already settled for nearly 20
years through the mechanism called “ take or pay.” Fuel
procurement is essentially an administrative issue for the
concerned parties — the electric power companies and the
gas suppliers. However, the problem Japan must
overcome with its energy policy in the next 20-30 years
cannot be left to the “ invisible hand.”

In fuel procurement, market theory could work in
countries like the U.S. There, the pricing mechanism, and
the fact that more than half of the required supply could be
procured from the country’s own crude oil and natural gas
sources, assure that supply and demand are dealt with
flexibly and within a domestic framework. For Japan,
however, this is not an option because it depends
completely on imports of oil. The question is how to live
with global reality. Diversifying the energy sources to the
maximum should be the basic energy policy, as this allows
bargaining room in a market economy.

At the same time, Japan must also consider its
position in Asia, the scale of its economic influence, and
the role it should play. Japan achieved economic success
as the first Asian country that adopted Western
technology. As such, it is expected to play a role in
supporting Asian development by providing countries
with its accumulated technologies and knowledge. It is
positioned as an intermediary between the Western
developed countries and the developing Asian countries in
a world heading toward a global market economy.

Japan’s leadership in Asia was questioned by the
outbreak of the Asian economic crisis. Japan has to
provide a new model for the Asian economy by reviving
its own economy. In today’s fast-changing international
society, Japan should first stabilize its economy, while
forming a new international order and leading the East
Asian region. Japan has the power to promote plans and
activities that will provide a lead to international society in
respect of finding counter measures to meet future Asian
energy needs and to overcome global warming.

Russia's position and role

Russia’s fuel and energy resource is the mainstay of
the Russian economy. The role of these resources has
become even more important with economic reform. The
fuel and energy sector accounted for 24% of gross
industrial production in 1990, and grew to 30% in 1997.
The energy sector generates 60-65% of all taxes and 45%
of Russia's export earnings.

The development of the abundant resources of East
Siberia and the Far Eastern region has been a key element
in Russia's energy policy. These two regions account for
43% of Russian coal, 29% of its natural gas, and an
estimated 18% of its oil reserves. These vast energy
resources and the possibility of their export could
complement energy demand in Northeast Asia and
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contribute to Russia’s regional economic role. On the other
hand, for Northeast Asian countries energy cooperation
could be the central element in economic relations with
Russia, contributing to development of Eastern Siberia and
the Far East. What is missing is an infrastructure that
connects the energy resources and consumers.

Currently, there are projects to develop oil and gas
deposits on Sakhalin’s continental shelf and in Irkutsk. In
order to assure these projects meet both the needs of
Russia’s eastern regions, as well as economies and
countries that neighboring Russia, the partners need to
take the long-term view of acting in the spirit of mutual
benefit. Moreover, this long-term cooperation in the field
of energy requires that the countries involved adjust their
energy policies and the long-term energy planning, and
coordinate them with economic and technological factors,
investment and environmental needs.

In that sense, and not to mention this workshop,
Russia’s participation in APEC exchanges, including
those among Japanese and Russian experts, and the
forums such as the Japan-Russia Energy Committee, and
information exchanges related to energy data have all
proved to be highly significant.

Basics of the Northeast Asian Pipeline Network

The energy equation in Northeast Asia positions
Russia’s resources on the supply side and the markets of
China, Korea and Japan on the demand side. The key
relationship here is the one between China and Russia.
The close energy links between the two is natural in a
geopolitical sense.

It was announced that Russia would supply resources
from Siberia and the Far East to the East Asian markets.
The Russian company Gasprom is the world's largest
state-owned natural gas company. In China, China
National Petroleum Corporation is Gasprom’s chief
counterpart. With these two organizations in control, both
countries are well positioned for close contacts and
cooperation, and although the development of the
Sakhalin resources is already under way, continental
Northeast Asia is likely to be the main stage of energy
cooperation in the region.

In China, a switch to natural gas in power generation
is inevitable and demand for natural gas will grow. The
concept of a pipeline network differs from simply securing
resources for a nation. The idea is to construct a public
asset in Northeast Asia and to promote adjustments in
energy policies within the Northeast Asian subregion. To
achieve this requires security on the supply side as well as
stability on the demand side. Pipelines should be seen
simply as a transportation facility, but these can only be
built from the point of coordinated interests. On the other
hand, the importing countries are likely to balance a
limited range of fuel sources within the Northeast Asian
region. In this sense, these energy-importing countries
must consider how to supplement natural gas delivered by
a pipeline with the LNG supplies.

Northeast Asia and the World
The state of Asian economy is no longer a regional
issue, but an important part of the world economy. Future
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developments in Asia have to coexist with the general and
desirable trend of sustainable development of the world
economy. A rapid rise in energy demand is foreseen for
Asia, East Asia in particular, as the region recovers from
the recent economic crisis and restores economic growth.
As an outcome of this, we should anticipate that the
increase in energy production will not meet with new
demand, and the region will increasingly be dependent on
imported energy, especially imports from the Middle East.
In this regard, the question how to achieve energy security
is crucial for both regional and global energy equations, as
well as environmental protection in Asia and beyond. This
is the major challenge that we have no choice but to face
at the beginning of the 21% century. The following key
points deserve to be mentioned again:

1. China holds the key to the increase in the level of
energy consumption and the volume of CO. emissions
in the Northeast Asian region.

2. Russia aims to use natural gas exports to support its
own economic reconstruction and economic
development, especially of the Eastern Siberian and the
Far Eastern provinces.

3. To expand the choice of fossil fuel procurement from a
very long-term perspective, and acting as the Northeast
Asian country, Japan is expected to offer positive
support and cooperation for the development of the
Northeast Asian countries.

4, The various countries that form Northeast Asia,
including Japan, Russia and China, are in a position
where they should cooperate and aim for a mutual win-
win situation as cooperative players.

All these measures, policies, and efforts, if assembled
and promoted in a cooperative and constructive manner
would lead the entire Northeast Asia and its member
countries to:

* energy security

« natural environment preservation

» economic growth

« interdependence through a regional gas pipeline
network

Furthermore, this process would promote the
formation of a Northeast Asian economic subregion,
bringing order and enhanced stability to the region.

The attainment of the 3Es (energy security, economic
growth, and environmental protection) must be shared by
all the countries of Northeast Asia. Such common
recognition will contribute to Northeast Asia’s continued
development in the 21% Century. The advanced countries
are expected to assist and facilitate such cooperation,
whenever it’s possible, and share technologies that
improve energy efficiency, reduce costs, and protect the
environment. The developing countries, on the other hand,
are expected to carry out the 3E policies through self-help
efforts linked to specific development projects.

From a geopolitical standpoint, Japan’s immediate

neighbors are only to be found across the Sea of Japan.
Cooperation with neighboring countries is inevitable and
appropriate policy should be carried out to create an
economic and intellectual sub-system in Northeast Asia.
This sub-system could be called* the Japan Sea Sphere or
Northeast Asian Economic Subregion” that will contribute
to the stability of the world economy and security of the
countries and economies that belong to Northeast Asia.

In the future, the Japan Sea Sphere or Northeast
Asian Economic Subregion could be an important element
in the world economic system, on a par with the European
Union and the Americas. All these three regions need to
be economically and intellectually united to function
efficiently. Japan’s geography could help to unite this
area, linking it with North America. Russia’s geography
also is the key to the future of Northeast Asia, providing a
link between Northeast Asia and the European Union.

Conclusion

The concept of the Northeast Asian pipeline network
is designed to boost cooperation in the field of energy in
Northeast Asia. From this perspective it has a potential to
stimulate what | would call an intellectual collaboration”
on a number of issues, including safety in the nuclear
power sector, environmental technologies, coal
gasification, the use of natural gas, and energy efficiency.

On the other hand, globalization heightens the
interconnection between each and every field of economic
activity -- trade, finance, investment, and technology. As a
result, the energy issue can no longer be solved simply in
terms of energy sector development alone. A proposed
regional pipeline network could become a fundable
project only if it follows finance and investment rules and
is based on full respect of the rules of trade. Furthermore,
if developing countries, like Mongolia or China, are to be
involved, a support framework should also be considered.
At the same time it is important to analyze regional energy
issues by promoting a wide-range exchange of opinion
with specialists in other fields, including finance, trade,
investment, development, and technology.

It is also expected that economic interdependence,
mutual benefit, and cooperative dialogues based on trust
would establish new links in a Northeast Asia. Economic
conditions and the energy demand/supply situation for
each country differ significantly, providing plenty of room
for relations based on a complementarity of interests. This
could help the countries with different values, ideologies,
and beliefs to coexist.

In conclusion, economic globalization presents a new
challenge that requires a new look at energy security. This
must be assessed from a wider perspective, including
geography and all other related fields. From the viewpoint
of energy being “ the catalyst, not a restricting element to
human development,” it is needed to set up energy
systems based upon “ the creation of wisdom and
inclination” that overcomes both technological and social
limitations. | believe that we have the wisdom to meet
these challenges.

The various problems we face today in the fields of
energy and the environment do not have the great and
immediate impacts of past oil shocks. However, we are



exposed td* a crisis that is stealing up.” Compared to the
20" Century’$ development and growth,” the 21 Century
will be an era of development that aims fot continuity and
harmony.” The problems of energy and environmental
protection are issues common to mankind and should be
grasped globally. Concerted actions must be taken in each
region of the world, establishing a mechanism that
promotes a “ Think globally, act regionally” approach.

Finally, I would consider it of great significance that
we hold this workshop in Niigata Prefecture, which is
truly representative of Japan’s energy surplus regions. It is
the home of Japan’s gas and oil industry. Blessed with the
waters of the Shinano River and as a home to Kashiwazaki
Kariwa -- the world’s largest nuclear power station --
Niigata also represents the Sea of Japan/Northeast Asian
Economic Sphere. | sincerely hope that my hometown of
Niigata will continue to play an important role in
Northeast Asian energy cooperation. Through what little |
can do myself, I will also continue to make efforts devoted
to this goal.
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Eastern Neighbors and Russia’s Energy Policy

Alexei M. Mastepanov
Department of Strategic Development, Ministry of Fuels and Energy, Russia

The distribution of energy resources between various
nations based on market principles, free trade, and
investment cooperation is the real achievement of the 20th
Century. There are reasons to believe that in the coming
decades the scale of the energy resources transmitted
internationally will increase, while the local and regional
energy markets will grow trans-continental. As a result,
humankind could benefit from an advanced and reliable
global system of energy supply.

However, in order to achieve that, not only the
formidable economic and technological tasks must be
addressed. What is needed is the modernization of the
energy markets and micro-level changes in the energy
companies who will be the main actors. The rules of
behavior on the energy markets must also be modified.
These and other problems were discussed at the G8 energy
ministers meeting held in Moscow. The delegation of the
Russian Federation, to which | was a member, made a
number of proposals related to these future tasks and
challenges.

Russia’s fuels and energy sector is an important part
of the world energy network. There are reasons to believe
that, in the future, energy resources from Russia will
contribute even more to the stability and security of the
global energy supply. Russia’s role is going to be
particularly important in Eurasia, considering the huge
energy resources available and the realistic opportunity to
establish an adequate infrastructure.

Russia’s own long-term energy policy is based on the
Energy Strategy 2010 — a blueprint concept drafted by the
Federal Government and approved by the President. As
we speak, a work is under way to develop this concept
further, and in the meantime a modified long-term energy
strategy will cover the next two decades up to the year
2020.

Russia’s energy sector in brief

Despite the current economic problems, the energy
sector of the Russian Federation retains its production
strength and adequately responds to both domestic and
export demands. Moreover, in recent years the energy
sector has played an increasingly important role in the
Russian economy and international energy markets,
generating a considerable portion of the hard currency
earnings and budget revenues.

Russia, indeed, is uniquely endowed with energy
resources that are more than sufficient to satisfy Russia’s
own needs and allow the expanding export of energy and
Russia’s enhanced international role. This strong resource
base makes the energy sector a leading part of the national
economy that accounts for about one fourth of industrial
output, one third of budget revenues, and half of the
exports earnings.

Moreover, Russia’s energy sector contributes to
international economic and investment cooperation,

accounting for almost 80% of the energy needs of Eastern
European countries and the Baltic region, and significant
oil and gas exports to Western Europe. This helps Russia
to protect its interests, and stimulates newly independent
states and former republics of the Soviet Union to
maintain closer economic relations.

Russia’s energy sector provides 2.9 million jobs,
includes 133,500 oil and 6,400 natural gas wells, and oil
refineries of a combined capacity of 261 Mt a year. The
total installed capacity of the power plants is 205 TW, and
the total length of the power grids is 2.5 million km. As of
January 1999 Russia had 151 coal mines and 75 open cast
coal projects with a total capacity of 335.6 Mt of coal a
year. There are also 46,800 km of oil pipelines, 151,000
km of gas pipelines, and 20,00km of product pipelines.
Total capital investments in the energy sector account for
one quarter of the entire capital investment in Russia.

As Russia continues its transition towards market
mechanisms, the role of the state in the management of

natural monopolies” also increases. The energy sector
remains vital to this transition and the entire Russian
economy. It plays a critical role not only in economics, but
also federal relations, and contributes significantly to the
economic wellbeing of the nation.

In 1998, Russia’s total energy output was estimated
at 960 Mt of oil equivalent (Mtoe), including 345 Mtoe for
exports. In view of the protracted economic crisis, the
target figures for energy production were somewhat
modified, but even these figures are sufficient to maintain
and expand exports of energy.

Energy in Asia and energy security from a
regional perspective

Asian economies in the 21% Century will be at the
heart of global energy consumption. New centers of
economic development, including China, India, and
Southeast Asian and Northeast Asian economic
subregions are likely to generate a new considerable
demand for energy from both the neighboring and distant
sources. New large-scale energy projects as well as
transportation infrastructures for the energy transmissions
must complement these developments.

Such infrastructure will require a lot of joint and
coordinated efforts from the interested countries, and can
be established only through cooperative and mutually
beneficial mechanisms. This could help to concentrate the
available resources on the projects with the highest
possible economic and technological efficiencies.
However, a new partnership-type relationship should cut
across various sectors of government, private sector,
customers, and energy producing and transportation
entities.

In the long-term perspective, a mega-infrastructure
for energy is only conceivable if the interests of the energy
producers and energy consumers are integrated and fine-
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tuned to their specific national interests, needs, and
options. A journey to such a system of intertwined and
harmonized interests will not be an easy one. This will
also require a realistic evaluation of global trends,
economics, and history. However, the region-wide energy
infrastructure, once designed and launched, will become
the foundation for a regional system of energy security
and environmental management.

In large regions like Europe, where such a system is
already operational, the role of the state and the
governments in ensuring such region-wide energy security
is already decreasing. International energy consortiums,
national and transnational energy companies, on the other
hand, are assuming a greater responsibility both as
providers of energy and guarantors of energy security in
the region.

In other regions, such as Northeast Asia, where the
trans-border energy transportation infrastructure is only at
the very initial stage of planning and conceptualization,
leadership on the part of the governments is very
important. This, first of all, is critical to establishing
intergovernmental agreements that will make large
regional projects technically possible and financially
feasible. Secondly, these agreements are supposed to
ensure a certain level of economic efficiency. Long-term
market access and the guaranteed volumes of energy
resource imports are particularly important for the trans-
border gas pipelines and electricity transmission projects.

In Europe, Russia’s preference is given to a unified
regional energy system and an integrated energy
transmission infrastructure that includes the neighboring
areas that could lead to the creation of a unified Eurasian
energy community. The important interest here is the non-
discrimination of the transit transmissions of energy
resources. However, the regional energy community
concept offers significant technological and economic
benefits to all participating parties, including the stable
power and energy resources supply at lower costs,
environmental protection, energy security, and
international stability. This is why the Russian
government would like to see more foreign investment
participation in the mutually beneficial, economically
viable, and non-discriminatory energy trade practices.

Russia favors open and fair competition on the
Russian domestic markets and expects fair treatment for
Russian companies on the markets of other states. The
energy and environmental challenges in the years ahead
are too serious to waste time on narrow-minded policies,
political or other types of pressure. Instead, the ways and
means must be found to develop cooperative and
comprehensive approaches to the energy problems of the
coming century.

Thé Eastern direction’ in the energy policy
Eastern Siberia and the Far Eastern region are
uniquely rich in energy resources, making up 43% of the
national coal reserves, 18% of oil, and 29% of natural gas
(excluding the resources of the continental shelf).
Moreover, eastern regions of Russia contain more than
three-fourths of the economically viable hydropower
resources of the nation. On the other hand, the

neighboring countries, China in particular, are

economically dynamic and generate an immense demand

for energy.

The energy resources of Eastern Siberia and the Far
Eastern region should provide solid foundations of
prosperity for these regions, employment, and economic
development. This is one of the goals formulated in 1998
in the Energy Strategy for Siberia. On the other hand, in
October 1998 the Ministry of Fuels and Energy initiated a
framework to prepare Guidelines for the Energy Strategy
for Russia 2020 that incorporates Russia’s participation in
the energy community that could be formed in Northeast
Asia and beyond.

The following are the main policy priorities:

1. Mobilization of investment funds, from both domestic
and foreign sources, for developing new deposits of oil
and natural gas, and the modernization of existing
extracting and processing facilities.

2. Electricity exports promotion to China, Japan, and the
Republic of Korea, as well as other neighboring
countries, by using trans-border transmission lines and
cable systems.

3. Mobilization of investment funds to improve energy
supply in the Far Eastern provinces.

4. Mobilization of external multilateral investment
financing and funds from other sources for the
restructuring of coal mining, improved quality of
output, and export promotion.

Natural gas and oil
Within just the last decade a wider use of natural gas
has predetermined deep changes in the global primary
energy supply. In Northeast Asia, including Japan, the
Republic of Korea, Taiwan, and in the not-so-distant
future also China, the demand for natural gas first is
driven primarily by environmental considerations. Russia
could become a major exporter of natural gas to these
markets, provided that a delivery infrastructure is built.
The list of major infrastructure projects include the
Kovyktinskoe field in Irkutskaya Oblast, a pipeline from
the northern part of Tumenskaya oblast to supply gas for
domestic use and exports in the eastern provinces,
development of resources in Krasnoyarskiy Krai, and the
Sakhalin shelf development to produce at least 20 Bcm of
gas by 2010, including 10 Bcm for exports. A number of
options are now being studied for both exports and
domestic use of natural gas from the Sakhalin shelf.
Beyond 2010, the northern part of Irkutskaya Oblast,
Yakutia's southwest, and the offshore resources of
Sakhalin could be linked into a unified gas transportation
system in Eastern Russia that will cover a vast territory
from Irkutsk to Vladivostok, providing at the same time
about 50 Bcm of natural gas to the neighboring countries.
As far as the oil industry is concerned, Eastern
Siberia and the Far eastern region could become leaders in
the entire Pacific Asia, considering their combined oil
resources in Krasnoyarskiy Krai (Urubchenskoe field),
Irkutskaya Oblast (Verchnechonskoe field), Yakutia
(Talakanskoe and Sredne-Botuobinskoe fields), and the oil
fields of Sakhalin where first oil was extracted on July 4,
1999.



It is estimated that in Eastern Siberia, by 2010, the
combined crude oil output will be 7-12 Mt. In the Far
Eastern region, the production of oil could reach 20-24
Mt. It is quite likely that by 2020 the combined oil
production in Eastern Russia will reach 70-75 Mt,
including about 40 Mt available for exports.

Also, the eastern regions of Russia are rich in coal
resources. Depending on the economics of energy use and
the demand for coal, both domestic and external, the
production volumes could increase. Currently, coal serves
as the core fuel for power generation. This could
contribute to the combined potential of Eastern Russia to
export electricity to China. However, at the initial stage
hydropower resources of Eastern Siberia will serve as the
main source of electricity exports.

An intergovernmental agreement with China has
already been reached, providing an opportunity for a
large-scale trans-border power transmission project.
Although this plan recently encountered some difficulties,
it could be stated with certainty that prospects for long-
distance power transmissions are generally favorable,
particularly after the Boguchanskaya hydropower plant is
the completed.

Another promising opportunity for electric power
exports could be provided by the Sakhalin-Hokkaido
project, which is currently under discussion between
Russian and Japanese experts. Moreover, beyond 2010,
hydropower plants in Eastern Siberia, Yakutia, and
Amurskaya Oblast could allow large-scale energy exports
to Northeast Asian countries.
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Conclusions

Large-scale export-oriented energy projects in
Eastern Russia, particularly gas and oil pipelines that will
link Russia with Northeast Asia, are of high priority for
Russia. Eastern Siberia and the Far Eastern region provide
dozens of opportunities and options for international
export-oriented energy projects. Both Russia and its
potential partners in these projects must cooperate in
envisioning the entiré energy landscape” in the first
decade of the 21% Century and beyond.

Ideally, a proper place and an economic function
should be allocated for each and every potential energy
project in the area. This will allow the collective evolution
of a bigger picture of energy production, transmission, and
use that could integrate the needs and interests of Eastern
Russia and the neighboring territories of the Northeast
Asian countries for decades to come.

It is important therefore that the interested countries
and the governments work together by uniting their
research potentials to jointly study and evaluate the long-
term prospects for the energy sector development in
Northeast Asia. Both the opportunities for energy
production and the energy needs, if carefully assessed,
would help to form an original and future oriented concept
of the energy community in Northeast Asia. Beyond this
challenging goal, as Russia makes progress in developing
closer links with its neighbors, the next and similar step
should be considered — a wider Asia-Pacific energy
network.
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Northeast Asia and Russia’s Energy Exports in the 21% Century

Elena A. Telegina,
Director of the Institute of Energy Security and Geopolitics, Moscow

Russian resources of natural gas are unique being the
largest in the world. Only the Siberian Platform contains
3,640 billion cubic meters (Bcm) of recoverable resources
of natural gas (categories A+B+C1+C2). Sakhalin
offshore resources of oil and natural gas are estimated at
1,200 million tons (Mt) and 3,360 Bcm. This allows
envisioning large-scale oil and gas development projects
for both domestic needs and exports. The Siberian
Platform, Yakutia, Irkutsk area and Evenkiyskiy
Autonomous District form afi energy corridor” that could
provide a formidable foundation of energy security for
Eastern Russia and facilitate the revival of the inter-
regional economic links through large oil and gas projects.
Natural gas resources development will ensure stable
supplies of inexpensive and clean energy throughout the
region, reducing emissions by replacing low-grade coal.

On the other hand, energy consumption in East Asia
is rapidly rising. By 2010 the economies of Northeast Asia
are expected to import about 470 Mt of oil and up to 180
Bcm of natural gas a year. China, Japan, the Koreas, and
Mongolia look at Eastern Russia with great interest as one
of the new sources of their energy supplies. Obviously, for
Russia, energy projects could form a solid foundation for
economic links, making the Eastern Siberia and the Far
Eastern region important for Russian energy strategy.
Needless to say, energy policies of the Far Eastern
neighbors and the long-term prospects for their energy
needs and imports must be carefully evaluated to inform
Russian energy planners and decision-makers.

New energy markets in Asia

In the 1990s the development of the Asian markets
contributed to the global economic expansion and is
expected to determine world economic trends in the 21%
century. On the other hand, 1997-1998 saw how the Asian
financial crisis led to the economic slowdown in other
regions. Despite this downturn, however, Asian
economies are recovering fast and in the long-term
perspective are expected to generate a considerable
demand for energy resources, contributing to the energy
exporting countries’ economic growth and the global trade
and investment flows.

The Asia-Pacific energy markets are important for
Russia, the eastern regions in particular. Eastern Siberia
and the Far East contain large resources of oil and natural
gas, although there is much to be done in terms of further
exploration and prospecting. This wealth is geographically
close to the energy importing economies and makes
Russia interested in developing new energy links in this
part of the world in addition its already well-established
position in the European markets.

The energy markets in northwestern Europe and
Mediterranean is relatively stable, competitive and already
saturated. In the next 10 to 15 years these markets are
unlikely to produce a considerable new demand for

Russian oil and the oil prices in this region will remain
relatively low. According to the forecasts by Cambridge
Energy Research Associates (CERA) and many other
estimates in the next two decades the demand for oil in
this part of the world will grow at only about 0.8-1.0% a
year mainly due to the demographic trends and increasing
energy efficiency. Besides, the use of natural gas in
Europe is likely to continue to expand, substituting both
coal and oil in power generation and limiting demand for
oil products.

Russia’s natural gas exporting strategy in Europe
beyond the year 2000 is based on new large-scale projects,
both offshore resources development in the north and the
Yamal peninsula projects. These undertakings may require
about US$30-50 billion in investment, provided that the
prices for natural gas are favorable and large markets are
secured to allow mobilizing investment funds. In the mid-
term perspective, however, rising competition and
liberalization of European energy markets do not provide
sufficient guarantees that these projects will be
implemented. Moreover, it is likely that the European
importers of natural gas will be interested in
diversification of supplies to enhance energy security thus
reducing dependence on Russian imports.

Unlike Europe, the Asia-Pacific energy consumption
will expand fast, generating new demand for fossil fuels,
including oil and gas, at favorable prices. For example,
after 2010 the prices for natural gas in the region are
expected to be significantly higher than in Europe. Also,
energy security and environmental considerations will
provide better opportunities for natural gas and renewable
energy in the Asia-Pacific regional demand-supply
equation. For Russia, these factors in the Asian energy
markets may facilitate the development of the resources of
the Siberian Platform and the Far Eastern region, assuring
their closer economic and trade links with the economies
of the region, China in particular. On the other hand, this
cooperation in the energy sector will balance the growing
demand in energy in the region, allowing the use of
cleaner fuels for more efficient environmental
preservation. Russia, however, needs an effective strategy
in the region to realize this potential and expand energy
exports.

Russian energy policy in the Far East

It is expected that at least until 2020 natural gas
industry will remain a backbone of the Russian energy
sector. The development of resources in eastern Russia
will significantly contribute to this equation, allowing
large-scale exports to the Northeast Asian markets.
However, in addition to the existing project on Sakhalin
and envisioned ventures in Irkutskaya Oblast and Yakutia,
Russia must continue geological prospecting in the eastern
regions.

As of today, several large projects under the
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implementation and in planning stages, including Kovykta
natural gas and gas condensate project near Irkutsk,
export-oriented projects in Tumenskaya Oblast in Western
Siberia, natural gas resources development in the southern
Krasnoyarskiy Krai, and offshore resources of Sakhalin
that by 2010 will allow to produce at least 20 Bcm of
natural gas, including half of this amount for exports.

The transmission infrastructure, however, is the key
prerequisite for all these projects, including natural gas
exports. Only modern and powerful transportation system
for natural gas can ensure competitive prices for export
deliveries and domestic use. Ideally, a subregional
interconnected network for natural gas transportation and
use should be considered as a long-term goal. A
transmission infrastructure for natural gas is going to be
expensive requiring long-term capital investment,
intergovernmental agreements, and support of the states
involved, at least at the initial stage of its formation. This
requires close cooperation with Japan, China, and the
Koreas — the natural partners of Russia in the large-scale
energy projects in the Far East.

The Irkutsk project

The Kovykta natural gas and gas condensate deposit
in Irkutskaya Oblast is an important cross-border project
to be linked by a pipeline with China and possibly Korea
and Japan. Currently, resources of natural gas are
estimated at 869.6 Bcm and the recent additional
exploratory efforts promised a significant growth in
reserves up to 1,500 Bcm. RUSIA Petroleum joint stock
company holds a license for this site. The shares of the
participants in the project financing and development will
be determined after the feasibility study is complete.

In February 2000, Russia and China signed General
Agreement regarding such a feasibility study for a pipeline
and the entire project to be completed by December 2001
by RUSIA Petroleum and its key partner — the China
National Petroleum Corporation (CNPC). The Korean Gas
Corporation (KOGAS) has demonstrated its interest in
joining the project to import natural gas to the southern
areas in Korea. Also, Japan and Mongolia are among the
potential participants in the project.

The project implementation will take about 4-5 years
and the domestic consumers in Irkutskaya Oblast will be
supplied with natural gas during the second year after the
project begins. The project is very important for Russia
because, in addition to exports, it will supply gas to local
enterprises, including large chemical plants and power
industry. Large resources will allow the domestic
consumption of natural gas up to 15 Bcm a year and the
replacement of oil and coal will allow improve the region’s
environmental conditions. The project will supply about
20-25 Bcm of natural gas for exports.

The Irkutsk natural gas project could become the key
element in a subregional energy transmission
infrastructure in Northeast Asia. Beyond 2010, it may be
followed by the offshore projects in the northern seas
(including Stockmanovskoe field), resources of the
southern Krasnoyarskiy Krai, Sakhalin, and Yakutia.
CNPC and Sakhaneftegas Company also entered an
agreement to participate in development of natural gas

resources in Yakutia to produce about 35-43 Bcm of gas,
including 23 Bcm for exports. In the future, these and
other cross-border gas pipeline projects could constitute a
network covering large territories from Irkutsk to
Vladivostok in Eastern Russia and the regions in the
neighboring countries in Northeast Asia with an export
capacity of about 50 Bcm a year.

The ongoing Sakhalin projects

Oil and gas projects on the shelf of Sakhalin are the
most advanced. The Sakhalin-2 project already produces
oil, promoting Russia’s new role as a source of fossil fuels
in East Asia.

Development of the inland resources of oil on
Sakhalin dates back to 1928. In total, 105 Mt of oil and
more than 40 Bcm of natural gas was recovered. Inland
resources, however, are limited and cannot support an
increase in the output. Moreover, about two-thirds of these
resources are already used and production shrinks from
year to year. The alternative — the development of offshore
fields — was under consideration since 1975, when
negotiations with the Sakhalin Oil Development Company
of Japan (SODECO) began. SODECO became the first
foreign partner of Russia in the Sakhalin offshore projects.

As of today, there are five oil and gas projects,
including Sakhalin-1 and Sakhalin-2 formed on the basis
of production sharing agreements. Their combined cost is
about US$25 billion. The first commercial oil was
recovered on June 1999 from Piltun-Astokhskiy field
incorporated in the Sakhalin-2, which was operated by the
Sakhalin Energy formed by Marathon (37.5%, later sold to
Shell), Shell (25%), Mitsui (25%), Mitsubishi (12.5%).
The Sakhalin-2 also covers Lunskoe gas field. In total, this
project includes 140 Mt of oil and 408 Bcm of natural gas.
It is expected that the Sakhalin-2 will develop an
advanced offshore infrastructure for oil and gas resources
recovery.

Unlike the Sakhalin-2, the Sakhalin-1 project
incorporates two Russian companies — Sakhalinmorneftegas
(23%) and Rosneft (17%). The recoverable resources
allocated to this project are estimated at 325 Mt of oil and
425 Bcm of natural gas. Exxon and SODECO each hold
the 30% shares in the project. Intensive prospecting and
drilling revealed significant resources of natural gas in
Chaivo field, which is the main target for development at
this time. The Sakhalin-1 and the Sakhalin-2 projects
combined will produce about 475 Mt of oil and more than
800 Bcm of natural gas. Several options for the
transportation of these resources were considered,
including the oil pipelines to Komsomolsk-na-Amure and
Korsakov. This option was supported by the Sakhalin
administration. Another option is an oil pipeline and a gas
pipeline to Korsakov that will serve as an export outlet for
both oil and liquefied natural gas (LNG) produced in a
newly built LNG plant with 9 Mt annual capacity. Also,
there were proposals to build an oil refinery with 4-5 Mt
annual capacity to supply oil products for the local market
(1.5-2 Mt a year), the mainland, and for exports, reducing
at the same time the trans-shipments of fuels from the
mainland.

Yet another alternative is a cross-border pipeline to



Japan, or a cross-border pipeline to Northeastern China.
As a matter of fact, in 1999 federal government approved
the program for domestic supplies of natural gas for
Sakhalinskaya Oblast, Khabarovskiy and Primorskiy
krais. Rosneft and Sakhalinmorneftegas jointly developed
this plan and its main goals are the improved stability and
efficiency of energy supplies in these three Far Eastern
provinces, using the resources of the first two Sakhalin
projects. Also, with natural gas produced in sufficient
volumes there is a possibility of establishing chemical
industry on Sakhalin for plastics and methanol production.

Planned Sakhalin projects and prospects for exports

The Sakhalin-3 oil and gas project is very large and
incorporates three smaller projects that are somewhat
comparable to the Sakhalin-1 and the Sakhalin-2. Exxon
won tenders for Ayashskiy and East-Odoptu blocks,
containing 1,100 Mt of oil and 805 Bcm of natural gas,
while Mobil and Texaco got the rights for Kirinskiy block
with estimated 1,800 Mt of oil, 870 Bcm of natural gas,
and 62 Mt of gas condensate. All these oil and gas
resources were included in the PSA list and approved by
the Russian parliament. Russia, however, insisted that
both Rosneft and Sakhalinmorneftegas participate in the
project. Also, the Sakhalin Oil Company established by
the local administration also applied for participation.

The Sakhalin-4 and the Sakhalin-5 projects are also
in preparatory stages. Obviously, the combined output of
all these projects will significantly exceed projected local
(Sakhalin) and regional (the Far Eastern region) needs in
oil and oil products. Large volumes of oil will be exported
to the neighboring countries and elsewhere. In quality
terms, the Sakhalin oil is low in sulfur content, and light-
to-medium in composition — the factors that make future
exports quite competitive with those from the Persian
Gulf.

As far as natural gas is concerned, the domestic
consumption in the coastal Far Eastern region is likely to
increase from current 3.3 Bcm a year to about 15 Bem in
2020. This will leave significant production volumes for
LNG exports and/or exports through pipelines. In this
context, the Northeast Asian subregion appears as natural
target area for cross-border connections. It is quite
possible, that Japan will be interested in importing natural
gas from Sakhalin, considering that the consumption of
natural gas will grow, but the capacity of existing LNG
terminals is nearing the upper limit. Imports of natural gas
through a pipeline could be more efficient in terms of
delivery distances, competitive costs, and complex and
expensive equipment needed for LNG plants and
terminals on both ends of the current LNG contracts. Also,
China and the Republic of Korea demonstrated their
interest in importing natural gas from Sakhalin through a
pipeline. It must be noted, however, that the feasibility of
a cross-border pipeline linking Sakhalin and Honshu
entirely depends on how the domestic nation-wide and
downstream infrastructures are designed to reduce costs
and ensure maximum efficiency and competitiveness.

A wider use of natural gas in Japan is currently
problematic in view of lacking transmission infrastructure.
In general, only half of all urban areas in Japan are
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supplied with natural gas. The major natural gas
consuming regions are Tokyo, Osaka, and Nagoya — all
are spreading for about 50 km around the LNG-receiving
terminals and the synthetic gas production plants. The
prices for gas for end users are three-five times higher
compared to the United States and United Kingdom. In
France and Germany — traditional importers of gas — it is
twice as cheap compared to Japan.

Some time ago, a special consortium to review the
prospects for a nation-wide gas pipeline network was
established with participation of Tokyo Gas, Osaka Gas,
Nippon Steel, and others. There were several options
considered, including a 2,500 km-long pipeline along the
Pacific coast, linking major gas and power consuming
areas and some inland areas through additional, short-
distance pipelines. Initially, this plan was envisioning
active participation of the government in pipeline
construction. The economic difficulties and increased
budget deficit, however, reduced the chances for public-
private partnership. Japanese private investors alone are
unlikely to absorb all the investment costs and the risks.
According to the Oil & Gas Journal, American power
companies and energy multinationals could be involved in
the project, providing up to 1/3 of the required investment
funds and in receipt of some control over the domestic
distribution networks and an access to power generation.

As far as the cross-border pipeline between Sakhalin
and Honshu is concerned, it could be unrealistic to expect
the private sector to participate because of high costs
involved and limited markets for natural gas in Eastern
Japan. It seems that only government can promote such
large-scale projects, providing a cleaner fuel for power
generation to replace oil and coal, as well as an alternative
for the new nuclear power plants.

It seems also that liberalization of energy markets in
Japan, competition promotion in the energy sector, and
environmental considerations make Japanese economic
planners more interested in the cross-border pipeline
project than ever before. Besides, the people in
Kasumigaseki district, including experts from the Ministry
of International Trade and Industry (MITI), have to review
the long-term energy policy of Japan in order to reduce the
cost of electricity and reassess plans for the nuclear power
industry development. On the other hand, they should
consider serious problems related to the expanded use of
natural gas in Japan, including investment costs for
infrastructure construction, market access, and
reorganization of the power sector, which is currently
under regional monopoly-type power generation
companies.

Conclusions

More generally, all the economies of Northeast Asia
are concerned with the long-term prospects of energy
imports to ensure energy security and economic
dynamism under the conditions of expanding international
demand and competition. They also have to consider
promotion of cleaner fuels in view of growing public
discomfort with new nuclear power plants projects. New
sources of energy in Eastern Russia and alternative fuels
such as natural gas are on the agendas of energy analysts

— 14 —
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and governments in Tokyo, Beijing, and Seoul.

In other words, many preconditions for cooperation
in the energy sector in Northeast Asia are in place. If the
cross-border oil and gas pipelines are constructed from
Russia to its eastern neighbors, this will change both their
energy balances and the import sources significantly.
Subregional cooperation in the energy sector also
promises a better environmental preservation, reduced
prices for electricity for households, and increased
competitiveness for industries and enterprises. Energy
security of the entire subregion will be enhanced.

For Russia, Northeast Asia is emerging as large and

strategically important energy market. New projects, gas
pipelines in particular, are likely to become the main
pillars in Russia’s economic and trade links with this area,
generating resources needed for economic and social
development of the Far Eastern and Siberian provinces.
There are opportunities to promote a number of energy
projects, but a longer-term vision and a larger picture of
the future energy landscape in this subregion are needed to
optimize the interests, development funds, and available
energy resources.
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Eastern Russia and Northeast Asia:
Possible Directions for Energy Exports

Boris G. Saneev
Energy Systems Institute
Siberian Branch of the Russian Academy of Sciences[rkutsk

Russia’s economic and development needs and the
country’s new geopolitical position necessitate the
revision of its priorities in its external economic relations,
including its energy policy and cooperation in the energy
sector with its neighboring countries. These new
geopolitical conditions include, first of all, new economic,
political and security realities which emerged after the
disintegration of the Soviet Union. Russia lost major ports
on the Baltic and Black seas. It encounters major political
and economic problems related to its fuel and energy
resources transit through the territories of the former
Soviet republics. There is also an increasing danger of
economic isolation of the Far Eastern region from Russia.
Finally, the existing economic and political links between
Russia and its Asia-Pacific neighbors are weak and do not
reflect the potential economic value of Russia’s eastern
regions for the future energy security needs and
development needs of China, Japan, and the Republic of
Korea. These new geopolitical realities make Russia a part
of the Asia-Pacific region to a greater degree than was the
former Soviet Union.

A comprehensive approach

At present Russia is gradually opening up to
economic cooperation and trade links with its eastern
neighbors due to both national and international reasons.
The external economic relations of Russia with the Asia-
Pacific economies, particularly those of Northeast Asia,
are extremely weak compared to those with the European
countries: 11-12% of the foreign trade volume in
Northeast Asia compared to 68-69% in Europe.

Moreover, Russia’s links with its eastern neighbors in
the energy sector are practically non-existent, despite the
fact that Eastern Siberia and the Far Eastern regions
produce about 40% of the coal, 21% of the electric power,
and 15% of the centralized heat supplies of the national
total. Although these regions possess unique reserves of
hydrocarbon resources, for the time being there is no
large-scale production of oil and natural gas with the
exception of Norilsk in the north of Krasnoyarsk krai (5
Bcm a year), the Republic of Sakha (Yakutia), and
northern Sakhalin (3 Bcm). In Eastern Siberia and the Far
Eastern region oil is produced in commercial scales only
in northern Sakhalin (1.5 Mt a year).

The Far Eastern region occupies a very special place
among other regions in Eastern Russia (Western and
Eastern Siberia) and serves as th® eastern gateway” for the
whole of Russia. Traditionally, the Far East has
maintained close economic and energy links with both
Western and Eastern Siberia that supplied coal, crude oil,

and petroleum products. There were also projects under
way aimed at the interconnection of electric power
systems for parallel operation.

For this reason alone, a comprehensive long-term
strategy for the energy sector development that
incorporates all the eastern regions of Russia is required.
Such a long-term strategy should serve as a foundation for
a large-scale energy development program for the Asian
regions of Russia that will also incorporate the energy
needs and energy security interests of Japan, China, the
Koreas, and other countries. On the other hand, the new
fuel and energy bases in Eastern Russia will strengthen
Russia’s own energy security providing vital fuel and
energy links among its eastern regions.

In our opinion, a concept or a long-term strategy of
energy interaction of Russia and the neighboring countries
on the basis of the rapid and large-scale development of
energy resources in Eastern Siberia and the Far East
should respond to the following key requirements:

 a compatibility with the national energy strategy

» an integrated approach to the fuel and energy
resources of Eastern Russia

« flexible scenarios for fuel and energy markets
development

« a comprehensive forecast for energy demand in the
region and market trends

« energy demand-energy efficiency interaction
estimates for different countries.

Even the preliminary estimates given below confirm
the expediency of a comprehensive approach to the energy
sector development in Eastern Russia, including potential
needs and export opportunities related to the Northeast
Asian neighbors of Russia. The good news is that new and
mutually beneficial ties between Russia and these
countries are quite possible due to the complementarity of
their interests in the energy sector and long-term energy
security needs.

Resources and potential markets

The highest concentrations of explored reserves of
hydrocarbons in the region are observed in the fields of
the southern areas of the Siberian Platform in Eastern
Siberia and the Sakhalin shelf in the Far Eastern region.
The initial recoverable reserves (categories A+B+C1+C2)
on the Siberian Platform are estimated now at 3,640 Bcm
for natural gas and 1,303 Mt for oil, and those on the
Sakhalin at 944 Bcm and 433 Mt respectively (Table 1).
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Table 1 _
Resources and reserves of natural gas and oil(]
(Becm, M)
ogodooooooooooood
Initiald) U Reserves in thed Resourcel]
RegionO potentiall categories O Potential inO
ooo resources] A+B+C1+C20 Reserves,%/]
ooooo oooo OoooOooooooa
Siberian Platform as of 1.01.1995[1]
000000000000 199501010000
TotalO OO O 43,7900 11,8300 3,640] 1,303 8.8111.0010
Krasnoyarskiy KrailJ 24,9400 6,850010 1,2000 779010 4.8111.210
ooodooooo 0o o [} 0 0
Irkutskaya Oblast[ 8,42000 2,0701J 1,10000 26111 13.2112.6[11
oopoboo O O [} 0 0
Yakutia (Sakha)O 10,4300 2,910000 1,3400 263010 12.818.7(10
00om oo 0
Sakhalinskaya Oblast] as of 1.01.1995(1]
0oooooo
TotalD O OO 3,360 93501] 9441 43310 28.11 46.300
on-shore 0 O 0O 3601 29510 12@ 1700 33.8157.6[10
off-shore 0 O O 3,000 640000 8241 26311 27.5141.1000

ooooooooooo gomoooooono

There are large explored fields of oil and natural gas
within the Siberian Platform and the Sakhalin shelf. Their
estimated potential for further increases in reserves
provide every reason to believe that a large-scale oil and
gas production (80-90 Bcm of natural gas and 50-60 Mt of
oil annually) in the area could be possible. This will make
it possible to meet the regional demands for hydrocarbon
raw materials, including exports to neighboring countries.

Domestic market

Eastern Siberia and the Far Eastern region are large
potential consumers of hydrocarbons and petrochemicals.
These areas are lagging far behind the western regions of
the Russian Federation in using the high-grade fuels, such
as natural gas and heavy oil. These fuels share in the total
energy supply is between 17% and 25% for various
provinces against 70-80% in Western Russia. This
negatively affects the costs of energy and leads to high
levels of air pollution in many cities and towns in Eastern
Russia.

An immediate market for natural gas in Irkutskaya
Oblast alone is estimated at 9-10 Bcm a year. A combined
immediate demand for natural gas in Eastern Siberia and
the Far Eastern region is estimated at 23-25 Bcm, and for
crude oil at 28-30 Mt.

The combined capacity of just 4 oil refineries — in
Angarsk and Achinsk in Eastern Siberia, and Khabarovsk
and Komsomolsk-na-Amure in the Far Eastern region —
for refining crude oil amounts to 40 Mt per year.

Markets in Northeast Asia
Natural gas: Japan, South Korea, Taiwan, and also

Thailand import natural gas, receiving about 70 Bcm of
gas in a liquefied form annually. According to the
available forecasts, the natural gas demand of three
countries, including Japan, Korea, and China, will reach
108 Bcm in 2000-2005 and exceed 180 Bcm in 2010-
2015.

The major portion of increase in the natural gas
demand of Japan and Korea will be covered by available
long-term contracts with exporting countries. In particular,
Japan has long-term contracts for the supply of about 70
Bcm of natural gas and Korea will export 9 Becm in 2010.
In accordance with available estimates, China will not be
able to meet a growing demand for natural gas by its own
resources. The potential capacity of the Chinese market
for Russian natural gas in 2005-2010 is estimated at 10-15
Bcm. Thus, the lower bound for the market capacity of the
neighboring countries for Russian natural gas (for the
three countries which are the most likely importers of
natural gas) in 2010 is estimated at 40-50 Bcm, with
capacities of the Korean and Chinese markets being about
25-30 Bcm.

Crude oil: In East Asia only three countries are large-scale

producers of oil, including China, Indonesia, and
Malaysia. In 1995 the total oil production in these
countries amounted to 250 Mt, of which 148 Mt were
produced in China, 66 Mt in Indonesia, and 35 Mt in
Malaysia.

Japan (262 Mt), Korea (90 Mt), Singapore (20 Mt),
Taiwan (33 Mt), China (8 Mt) are large crude oil
importers. In China there are no essential reserves to
increase oil production. A decrease in oil production
volumes is expected in Indonesia and Malaysia. As a



ERINA REPORT Vol. 35

result oil production in these three countries could fall
from 250 Mt in 1995 to 230-235 Mt in 2010. The available
forecasts demonstrate! that the demand for imported
crude oil in Northeast Asia could amount to 480-570 Mt in
2010. Based on the achieved volume of imported oil to
the region (equal to 414 Mt in 1995) the size of the market
for Russian oil could be estimated at 70-160 Mt in 2010.

Production of natural gas and oil

East Siberia and the Far East have a reliable resource
base ready for the large-scale use of natural gas and oil in
the economy. As has already been mentioned, unique and
large fields of oil and natural gas were discovered on the
Siberian platform. They can form a base for large-scale
production of hydrocarbons.

These fields are Yurubcheno-Tokhomskoye (oil) and
Sobinskoye (gas) in Krasnoyarskiy Krai, Verkhne-Chonskoye
(oil) and Kovyktinskoye (gas) in Irkutskaya Oblast;
Talakanskoye (oil), Srednebotuobinskoye (oil, gas), and
Chayandinskoye, Srednevilyuiskoye, Srednetyunguzskoye
(gas) in Yakutia. These resources could play an important role
in the supply of oil refineries with raw material, and in
conversion of industrial and residential/commercial
consumers of the region to natural gas.

Kovyktinskoye natural gas and gas condensate field,

being the largest on the Siberian platform and occupying
an advantageous geographical position, provides the basis
for the sizeable export of natural gas to the countries of
Northeast Asia. The project work on the field has already
started. The export gas pipeline Irkutskaya Oblast—
Mongolia—China can also receive gas from the fields in
Yakutia and in the future from the fields in the south of
Krasnoyarsk krai.

Verkhnechonskoye field can initiate the exports of oil
from Eastern Siberia at the initial stage, since at present it
is the largest field among those prepared for commercial
development. Additional amounts of oil can be supplied
from the fields in Yakutia. The Yurubcheno-Tokhomskoye
field could considerably increase the export oil potential
after completion of its prospecting. Potential future
production volumes for hydrocarbons from the explored
largest fields on the Siberian Platform could make up more
than 30 Mt of oil and more than 60 Bcm of natural gas
(excluding northern areas of Krasnoyarskiy Krai) in 2010-
2015 (Table 2).

Potential future production volumes for hydrocarbons
from the most prospected part of the Sakhalin shelf could
also amount to 30 Mt a year of oil and more than 40 Bcm
of natural gas within the same time interval (Table 2).

Table 2

Potential Production VVolumes of Hydrocarbons [

gooooogooobooog

| 2005 | 2010 2015 2020
Oil, million tonsO O (11 0O 00O ™
Krasnoyarskiy Kraill OOO000000000O 0.5 30 1% 120 13 150 16 200
Irkutskaya Oblastl O0O0O0OO000OO 3 50 8 100 10 120 12 150
Yakutial ooooo 0.5 10 4 50 6 70 6 80
Total oo 49 23 27 29 34 34 430
0 Gas, BcmOO M 00 ni [0 H]
Krasnoyarskiy Krail JO0000O000000 8 100 12 150 19 250 25 350
Krasnoyarskiy Krai’ s southern areas O ad a ad O
00O0O00O000O0o@I0N00000000 3 50 790 14 160 16 250
Irkutskaya Oblastl 00000000 90 27 300 28 350 30 400
YakutiaO ooodg 2 30 13 140 17 190 17 190
TotalO oo 17 220 52 5900 64 790 72 940
Total, excluding Krasnoyarskiy Krai’ s north(J 12 170 47 530 59 700 63 840
ooooooobbboooboooooooong o . o o
O0 Oil, million tonsO O (11 O 00O ™
Sakhalin shelfC] oooooDooo | 1517 | 2r30 | 2428 | 1621
0 0 Gas, BcmO O M 00O i
Sakhalin shelf 00000000 | 1315 | 2427 | 2933 | 3944

Prospects for gas and oil exports

At present the economic authorities and research
institutions in Russia have worked out and extensively
discussed several different options for natural gas exports
from Eastern Russia to Northeast Asia. It is important to
underline that these options, as a rule, are not coordinated

with one another in prices, volumes, time of commercial
production of natural gas and supply options for exports as
well as domestic use.

As a result, Russia bears huge material losses and
suffers a loss of initiative in international negotiation
processes. At the same time, it seems that these processes

! APEC. Energy Demand and Supply Outlook. Energy Balance Tables. Asia Pacific Energy Research Center, Tokyo, 1998. -

102 p.



should be controlled at the federal level and coordinated at
the interregional and local levels. Indeed, a complex
nature and the costs of the large-scale energy projects
require a comprehensive assessment of their consequences
for international cooperation and domestic needs of the
entire country, its regions, and the federal relations.

The Energy Systems Institute has performed a

comprehensive evaluation of different projects to do with
the Russian natural gas export to the neighboring
countries, and the formation of the gas pipeline system in
Eastern Russia. This comprehensive evaluation of
different options for natural gas exports demonstrates the
rationality of the following stages in forming the regional
gas pipeline network, including the export gas pipelines:
Stage 1 (2000-2010): formation of the regional gas
pipeline network in Eastern Siberia and construction of the
main export gas pipeline, Irkutsk Oblast—Mongolia—
China—Korea. A proposed resource base includes the
Kovyktinskoye gas and gas condensate field, natural gas
fields in Western Yakutia, and southern areas of
Krasnoyarskiy Krai.
Stage 2 (2010-2015): formation of a regional gas
pipeline network in Western Siberia and the construction
of the main export gas pipeline, West Siberia—East
Siberia—Northeast Asian countries (China, Korea). A
proposed resource base includes gas fields in Western and
Eastern Siberia.

Formation of the regional gas pipeline network in the

Far East and the construction of the main export gas
pipeline to Japan and other countries of Northeast Asia
(North Korea, South Korea). A proposed resource base
includes gas fields of Central Yakutia and the Sakhalin
shelf.
Stage 3 (2015-2020): creation of the unified gas
pipeline system in the East of Russia and Northeast Asia
(Figure 1). A comprehensive evaluation of different
options for oil exports also shows that 30-35 Mt of oil can
be supplied from Eastern Russia to Northeast Asia in
2010-2015.

Domestic prices and the exports

The efficiency of supplying large volumes of gas and
oil from Eastern Russia to the Northeast Asian countries is
determined by many factors. There are more than ten new
projects for natural gas and oil supply to these countries.
Therefore, an access to the gas markets of the Northeast
Asia countries is possible, if the projects on natural gas
and oil supply to these countries from Siberia and the Far
East are superior to the potential competing projects in
economic characteristics.

The available estimates demonstrate that in the years
2010-2015 the natural gas price on the internal Chinese
market will amount to $140-160 per 1,000k . On the
Pacific coast of Japan the natural gas price is estimated at
$180-200 per 1,000k . To be competitive on the Asian
natural gas market the domestic price of gas from Eastern
Siberia and the Far Eastern region should not exceed $70-
75 per 1,000k . Only in this case, considering transport
tariffs, will the natural gas export projects linked to the
Siberian Platform and the Sakhalin be reasonably

ERINA REPORT Vol. 35

effective. Moreover, the internal rate of return should be
no more than 15-16 %.

The forecasts made on the possible dynamics of the
world prices of fuel and energy resources on the Northeast
Asian markets show that the dynamics of oil prices will
most probably be about $200-205 per metric ton in 2005-
2010, and about $220-225 per metric ton in 2015-2020. The
estimates of the economic efficiency of different options of
the oil supply from Eastern Siberia to Northeast Asia show
that if oil price is $220 per metric ton the exports to China
and Korea will be highly efficient. Construction of the
export oil pipeline with an annual capacity of 20-25 Mt will
make the project reasonably efficient if the internal rate of
return is above 15% and the oil price on domestic market is
below $175-180 per metric ton.

Development of the hydrocarbon resources in Siberia
and the Far East will increase the share of high-grade fuels
in the fuel balance of these regions, and, hence, will
radically improve the environmental situation in urban and
industrial centers of these regions by substituting coal with
natural gas. The efficiency of the hydrocarbon resources
development projects in these regions could be
additionally improved, if both the basic and associated
components such as helium, ethane, other hydrocarbon
gases, and gas condensate are utilized.

Finally, the estimates obtained for individual regions
reveal that the export-oriented energy development
projects in these regions could provide about a 10-15%
increase in receipts to the regional budgets and bring
about an improvement of economic characteristics.

Prospects for electric power exports

A large electric power production base created in
Eastern Siberia and the Far East accounts for about 22%
of the total national installed capacity of power plants,
21% of the combined electric power production, and 15%
of the national centralized heat output. Three electric
power systems of Krasnoyarskiy Krai, Irkutskaya Oblast,
and Amurskaya Oblast have excess power supply. In
Irkutsk power system 15-16 billion kwWh of electricity will
remain unutilized even in 2005-2010.

After the completion of the Boguchanskaya
hydropower plant (3 million kW installed capacity) and
with the Berezovskiy-1 power plant fully operational (6.4
million kW) about 10-15 billion kWh additional electric
power will be excessive in the Krasnoyarsk electric power
system.

This excess power from Irkutsk and Krasnoyarsk
regions together with the underutilized power in the
electric power systems of Chitinskaya Oblast (after
completion of the Kharanorskiy power plant) could reach
25-30 billion kWh. This could further rise up to 40-50
billion kwWh with the construction of a cascade of the
Uchursk hydropower plants in Yakutia.

High-voltage (HV) transmission lines to China,
Korea, the Far Eastern domestic markets, and even Japan
could transmit a large volume of electric power generated
in Eastern Russia. Installation of the HV transmission line
from Eastern Siberia — Far East to Northeast Asian
countries will allow the integration of the interconnected
electric power systems of Siberia and the Far East for
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parallel work. This will improve also the reliability of the
power supply to consumers in these regions and create
proper conditions for formation of a regional electric
power system in Northeast Asia.

Preliminary calculations of the economic efficiency
of electric power exports from Eastern Siberia are quite
convincing, considering that the forecasted production
price is likely to be about 2.5-3.5 cents per kwWh. This may
prove to be absolutely competitive price at the regional
electric power markets, considering that prices in 2005-
2010 are estimated at 7.0-7.5 cents per kWh in China, 8.3-
8.5 cents per kWh in Korea, and 14.0-16.0 cents per kWh
in Japan.

Conclusions
The new situation formed in Russia after the
disintegration of the Soviet Union determines the strategic

value of the eastern geopolitical direction for it.

The fuel and energy potential of the Asian regions of
Russia, Eastern Siberia and the Far Eastern region in
particular, should be considered as an important tool for
deepening the economic integration of Russia and the
countries of Northeast Asia.

A complex long-term strategy for the energy
interaction of Russia and the NEA countries, and
mechanisms for its implementation should be worked out
on the basis of rapid and large-scale energy development
in the Asian regions of Russia.

This strategy can be elaborated only by joint efforts
of research and design institutes of the concerned
countries, with the constant attention and support of the
national governments, regional authorities, banks, etc.,
and in close cooperation with fuel and energy companies.

The Energy Systems Institute (SEI) belongs to the Siberian Branch of the Russian Academy of Sciences. It is a leading
energy center in Eastern Russia ready to take an active part in international projects on the strategy for energy co-

operation in Northeast Asia.
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An Overview of the Energy Market in Japan:
with a view of Gas Development Projects on the Sakhalin Shelf

(Summary)
Hirofumi Arai, Researcher, ERINA

1. Introduction

In the summer of 1999, thé Sakhalin-2" project
started to ship crude oil. Thé& Sakhalin-1" project also
plans to begin commercial production soon. Commercial
gas production is expected in the near future. These
developments call on project operators to adopt more
active and practical considerations in the marketing of the
extracted oil and gas. The operators are conducting
feasibility studies into some options for gas pipeline and
LNG (Liquefied Natural Gas) projects for the
transportation of Sakhalin gas. Given their geographical
location, it may be said that Japan is among the most
important markets for the Sakhalin projects.

With consideration of a gas pipeline to Japan among
the proposed options, this paper focuses on the electric
power industry and gas utilities as major users of natural
gas in Japan. In 1%97, almost all imported LNG and
domestic natural gas was consumed as a resource by the
electric power industry (67.1%) and the gas utility
industry (30.7%). Also, some information on and
consideration of district heating industries and diversified
energy systems is provided, because they seem to affect
local energy demands considerably.

This paper targets three economic-administrative
areas of Japan: Hokkaido, Tohoku and Kanto (Fig. 1).
This region, eastern Japan, is the first target area of the
Sakhalin gas pipeline project, because it is geographically
comparatively close to Sakhalin.

2. Eastern Japan: General information

Eastern Japan covers 200,000 h , or 53% of the total
territory of Japan (Table 1). Actually, eastern Japan is
comprised of three categories of area; the metropolitan
area, a few regional-center cities and the less-developed
rural areas. The capital city, Tokyo, is surrounded by one
of the most developed metropolitan areas in the world.
Tokyo’s metropolitan area has some 30 million people.
Hokkaido is characterized by the lowest residential
population density in Japan. To the north of Tokyo
(outside the Tokyo metropolitan area), there are only two
cities with a population of more than one million; Sapporo
(1.8 million) and Sendai (1.0 million).

Some economic indicators show more clearly the
differences between the Tokyo metropolitan area and the
rest of eastern Japan. Industrial output and service sales in
the Hokkaido and Tohoku areas consist of a much smaller
share than that of population.

3. The Electric power industry
(1) The electric power industry in Japan
There are 10 general electric power companies’ in Japan

(EPC) with their own service areas. In tt}e fiscal year
1998, these companies produced 780.8TWh or 74.6% of
the total electricity produced in Japan (1,046 TWh). The
rest was generated by whole-sale electric companies’,
which sell electricity to the 10 EPCs, and self-generation
facilities’, which are installed by consumers for their own
use.

After the oil crisis, Japanese electric companies made
efforts to diversify their energy sources for power
generation, thereby reducing oil consumption. In 1998,
36% of commercial electric power was generated in
nuclear plants. However, tough negotiations with local
populations and social concerns provoked by a series of
recent accidents in Japanese nuclear facilities have
apparently slowed some nuclear power station
construction projects. EPCs revised their long-term
investment plan by the end of March 2000. According to
the plans, the companies will start to operate 13 new
nuclear plants by year 2010, the targeted number reduced
by 7 compared with the former plans of a year before.

(2) Effects of the liberalization of the large consumer
market

EPCs have enjoyed the exclusive supply rights to
their service areas, while they have been obliged to supply
a steady stream of electricity to all the residents and
companies within them. In March 2000, the electricity
market for large-scale consumers purchasing high power
(2MW and over) in high voltages (20 kV and over) was
liberalized. The liberalized market occupies approximately
30% of the total electricity consumption of Japan.
Reduction of electric rates is expected through market
competition. A review of the consequences of the
liberalization is scheduled in 2003, and specialists foresee
an extension of the liberalization target.

From the viewpoint of natural gas developers, these
actions could bring favorable results, because they give
advantages to the gas-firing-combined-generation system,
with high thermal efficiency and relatively low costs. On
the other hand, natural gas developers might face
difficulties in marketing, because buyers, i.e. electric
companies, will prefer shorter term gas purchasing
contracts to the exiting 20 or 25 year contracts, as they can
hardly forecast their own electric supply volume for such
a long period in the competitive market. In this scenario,
gas developers would lose steady consumers and be
required to manage the risk of fluctuations in demand.

(3) Electric energy in Eastern Japan
Three eastern electric power companies; Tokyo,
Tohoku and Hokkaido EPCs cover eastern Japan and

! domestic natural gas, if not otherwise specified.
2 1TWh = 10° kWh



generated 353 TWh in 1998. Total output in eastern
Japan, including the whole-sale companies and self-
generation facilities, was 465 TWh, or 44.4% of the total
generated electricity in Japan (Figure 2).

The three companies show different energy resource
compositions. The Tokyo EPC leads in the introduction
of LNG-based thermal plants in Japan. At the end of
March 1999, it had 15 thermal power stations with LNG
firing boilers or turbines, the total number of which
reached 47 units. Almost all facilities are located in the
Tokyo Bay area. In contrast, the Tohoku EPC operates
only 3 stations, with 9 LNG firing generation units, and
the Hokkaido EPC works without LNG. The dominant
position of the Tokyo EPC is clear in terms imports of
LNG (Figure 3).

Compared with other EPCs, the Tokyo EPC is highly
dependent on nuclear power plants (Figure 4). Tohoku
EPC had an ambitious plan to triple its nuclear generation
capacity by 2010. However, as mentioned before, it
revised its nuclear development plan in 2000 and
postponed some projects.

Even the revised nuclear plant construction plans
seem to be unrealistic. The whole capacity of the planned
nuclear plants of the three eastern EPCs accounts for
9,467 MW, which could generate 66.3TWh a year at an
assumed utilization rate of 80%. If they give up all the
projects and substitute the losses with LNG generation, 2
or 3 large-scale LNG power stations would be needed.
The volume of additional LNG demands in this scenario
could reach 7.67 million tons per year.

4. The Gas industry
(1) The Gas industry in Japan

At the end of March 1998, 243 gas utilities were
licensed in Japan and supplied gas to 24.6 million
customers for residential, commercial and industrial use.
Most gas utilities are small and medium scale enterprises.
Only 22 utilities serve more than 100,000 customers,
including the Tokyo Gas Company, which covers one
third of the total customers. The share of the top 4
companies exceeds 80% of the domestic market.

Because of the small production volumes of domestic
natural gas, Japanese gas utilities mainly depend on
imported LNG. Other sources are coal, petroleum
products and domestic natural gas. They also purchase gas
products from other industries such as the oil-refining,
petrochemical and steel industries. As LNG projects
require a substantial volume of investment, smaller gas
utilities are unable to join in consortiums and tend to work
on the other resources. Consequently, the major 4 utilities
purchase almost all LNG for the gas industry.

As mentioned in the introduction, the gas industry is
the second largest consumer of LNG in Japan. However, it
is not a final user. The residential sector is the largest user
of gas utilities and consumed 40% of the total supply in
1997, followed by industrial users, which purchased 36 %.

(2) The Gas industry in Eastern Japan
There were 165 utilities in eastern Japan at the end of
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March 1998. High density in this area is due to the
location of domestic natural gas sites, which encourages
small enterprises to start-up without a large amount of
initial investment, because there is no need to install huge
production and/or transportation facilities, except for
pipelines from the nearest gas sites. Niigata prefecture
accounts for 34 of the gas supply companies, which is the
largest number among the 47 prefectures. Many of them
are small-scale public utilities and supply their towns or
villages with local natural gas through pipelines. This
suggests that a trunk gas pipeline could open possibilities
for local municipalities or companies to develop small-
medium gas supply networks.

The Tokyo Gas Company, which sold 81.5 trillion
kcal (36.5% of the national total) in 1998, is much larger
than other local utilities. For example, the supply volume
of the Keiyo, Hokuriku and Hokkaido Gas Companies,
which follow behind Tokyo Gas, accounted for 5.2, 2.6
and 2.4 trillion kcal respectively. The Tokyo Gas
Company has successfully shifted resources from
petroleum products to LNG and the share of LNG in its
resources reached 91% in 1997. Therefore the future
increase of LNG demand will be bound to the dynamics of
demand set by the final consumers.

The other gas utilities have the potential to increase
their LNG purchase, theoretically, by shifting resources
and expanding supply networks, along with the possible
basic increase as a result of growth in per capita
consumption. However, the effect of resource shift might
be less, because many small utilities use local natural gas
and may not shift to LNG. On the other hand, they have a
greater chance to obtain new customers, as the gas
consumption in the Hokkaido and Tohoku area is less than
the average of Japan.

5. The District-heating industry
(1) The District-heating in Japan

Historically, Japanese cities have not developed
central heat supply systems that are common in Russia
and other European countries. This is partly due to the
physical urban structure. In the first stage of urbanization,
Japanese cities expanded outwards too fast, which made it
difficult to develop urban infrastructures sufficiently.
Heating does not have priority compared with such key
utilities as water, lighting and sewage, considering the
short winter in the Japanese major metropolitan areas. The
first heat supply system was established in 1970 in Osaka.
The district heating industry is still underdeveloped in
spite of steady development in the last 30 years. In June
1999, 82 companies had licenses to supply heat in 137
service areas. However, each area is small, most less than
50 ha, and total heat supply recorded only 4,410 Tcal or
0.5% of the residential and commercial energy
consumption in FY 1997.

(2) The District-heating in eastern Japan

Out of 137 service areas, 95 are located in eastern
Japan, which means that the district heating system is
utilized more widely in eastern Japan than in other parts of
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Japan, partly because the large number of office buildings
in the Tokyo metropolitan area creates a huge market on
the demand side. On the supply side, major utilities like
the Tokyo Electric Power Company and the Tokyo Gas
Company play leading roles in the development and
introduction of the district heating system, mobilizing
their advanced technologies and financial resources. Also,
it is not surprising that Hokkaido is the second largest
market next to the Tokyo metropolitan area, considering
its cold winter.

We can expect market growth in these areas, as
Japanese people prefer a more comfortable and safe
heating system to the individual kerosene stove that is so
popular at the moment. There are enough perspectives in
regional-center cities, which have densely inhabited
districts. Redevelopment projects in these districts are
expected to facilitate the wider-scale introduction of the
district heating system. However, the process will be
slow, if we consider eastern Japan as a whole, including
rural areas.

6. Diversified Energy Systems

In a diversified energy system, fuel is supplied to
consumers, and they generate and utilize electricity and
heat on their site. It can reduce energy loss in
transmission and waste heat, compared with the existing
system based on large-scale power stations and long-
distance transmission lines.

Such co-generation systems are widespread among
large industrial users with huge plants. Some district
heating companies also employ co-generation plants. As
far a3 micro-co-generation’ systems for households are

concerned, companies are developing a variety of
prototype products for practical use in households.
Systems utilizing a fuel cell or a micro gas turbine are
among the most realistic options. Their introduction into
residential use could open a new market for gas suppliers,
because either can work on gas fuel. However, it is
difficult to know how fast the diversified energy systems
will become common and how much gas they consume.

7. Conclusions

Natural gas affects the environment modestly and is
expected to be more popular in the period before new and
more ecological energy resources are developed. The
power industry and the gas supply industry, the existing
major consumers of natural gas, will increase their natural
gas consumption. In addition, new energy systems based
on natural gas, including district heating, fuel cell and
micro gas turbines, have future prospects.

On the other hand, power companies will hardly
continue to contract for long-term natural gas purchases as
they have done so far, and there are difficulties in
estimating the speed of implementation of new energy
supply systems that will become new consumers of natural
gas. Therefore, natural gas developers/suppliers,
including Sakhalin projects operators, have to develop
flexible systems for demand fluctuation, which brings
them additional risks in project operation. Nevertheless,
simultaneous changes in natural gas demands structure,
i.e. long-term demand increase and shortened demand
cycle, may be considered as a world trend, and no natural
gas developer could not resist adapting to the new market
situation.
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The East by West Trade Corridor: Myth and Reality

Elizabeth Wishnick, Ph.D.
Research Associate, Department of Political Science, Barnard College,
Columbia University

In the mid-1990s, Washington State port officials
became interested in establishing an East byWest Trade
Corridor (EWTC) to promote US transit trade via Russian
Far East ports to China’s Heilongjiang and Jilin provinces.
The concept of the EWTC has a long history. In fact,
interest in projects to involve US shippers with Russian-
Chinese trade date back to the mid-nineteenth century. In
1857, an American merchant named Bernard Peyton
sailed from San Francisco to St. Petersburg and then made
his way to Irkutsk where he approached Governor-General
Murav’ ev-Amurskii about creating a monopoly over Sino-
Russian trade along the Amur River.! Although this plan
was never realized, many American shippers who had
come to California to make their fortune during the Gold
Rush soon followed Peyton in seeking out new
opportunities for commerce in Russia’s Far East.

The EWTC under discussion today is a more recent
example of a proposal to enhance trade and shipping ties
between the US West Coast, the Russian Far East, and the
Chinese Northeast. Preliminary discussions began in
1997. In June 1999, for the first time Chinese delegates
were invited to the annual meeting of the US West Coast-
Russian Far East Ad HocWorking Group? so that
representatives from all three countries could discuss the
corridor in transportation sector meetings. Officials from
Washington State, Primorsky Krai, Heilongjiang and Jilin
provinces signed a protocol outlining issues to be
addressed in order to move forward with the EWTC.
Although the signatories recognized the need to attract
more cargo to the route, the protocol focused on
transportation and administrative issues. For the EWTC
to be successful, however, it must be viewed as a trade
project and situated within the context of existing trade
and transportation networks in Northeast Asia.

Rationale for the EWTC

US West coast shippers support the EWTC to reduce
the cost of trade imbalances with Russia and China and to
save shipping time to China. They see the corridor as a
means of accomplishing the following interrelated goals:

1. Compensate for the Trade Imbalance with
the Russian Far East
Prior to the August 1998 Russian financial crisis,
imports of US goods to Primorsky Krai were expanding
and far outpaced exports. In 1997, the peak year for US
trade with the region, US exports amounted to 119

million, while US imports of products from Primorsky
Krai totaled just 7.6 million.® As a consequence, US
West Coast shippers were bearing the high cost of
shipping empty containers home. They saw the EWTC as
a means of addressing this imbalance: by continuing on to
Northeast China, they could fill the containers with
Chinese goods for shipment back to the US. Although the
volume of US exports to Primorsky Krai fell by more than
50% in 1998 to $60.5 million and US purchases of
products from the region increased to $18.7 million? the
imbalance persisted. Russian exports to the US via West
Coast ports have been increasing since 1999, but US
exports also have regained their strength and continue to
outpace Russian imports.

2. Provide Additional Containers for US China
Trade

Because of the US trade deficit with China, there is
an insufficient number of containers for exports to the US.
In 1998, for example, the US imported almost $37 billion
in Chinese products, but American imports amounted to
just $17 billion. Thus, the development of the EWTC also
could help resolve an imbalance in US-China trade since
use of the corridor would bring in additional containers
from the Russian Far East. Promoting trade between the
US West Coast and the Chinese Northeast also could open
up a relatively untapped market for Sino-American
economic cooperation, which has tended to focus on the
southern coastal areas.

3. Reduce Shipping Time and Costs

US shippers also view the EWTC corridor route as an
opportunity to reduce their shipping time to northern
China. Because the Primorsky Krai ports of Vostochny
and Vladivostok are 1500 miles closer to Puget Sound
ports than Dalian, shippers from Washington State could
save a week or more in sailing time by shipping goods to
these Russian ports and then overland to Harbin or
Changchun. Shippers from Northeastern China also
would save time—cargo from Dalian takes two to five
days to ship overland to Changchun and Harbin, but in
principle just one day to get from Russian Far East ports
across the border to Heilongjiang and Jilin provinces.
According to Russian cost estimates, US shippers could
save $1000 per 20-foot container. Chinese shippers
dispute these cost savings, however, and claim that
unpredictable fees and delays on the Russian side actually

1
2

Norman Saul, “ An American’s Siberian Dream,” The Russian Review, Vol. 37, No. 4, October 1978, p. 419.
The Ad Hoc Working Group was formed in December 1994 as a component of the bilateral Business Development

Committee, and the former Gore-Chernomyrdin Commission, now called the Joint Commission on Economic and

Technological Cooperation.

3 Primorsky Kraevoi Komitet Gosudarstvennoi Statistiki, Vneshneekonomicheskaia deiatel’ nost'v Primorskom Krae,

Vladivostok: Goskomstat, 1999, p. 9.
4 Ibid.
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might make the EWTC more expensive than the Dalian
route.

Prospects for the Realization of the EWTC

In recent years, several organizations have been
evaluating the feasibility of the East by West Corridor,
either as a separate trade route or within the Tumen River
economic development area® Studies of the EWTC have
focused on three sets of potential obstacles:

10 Capacity issues: These are likely to be a problem
once cargo volume increases, and would cut into
time savings.

20 Fees and procedures: High fees may cancel out any
cost savings from the new route and cumbersome
border-crossing procedures may reduce any time
savings.

30 Market: An inadequately developed market for the
trade route will limit its attractiveness and make
investments in infrastructure unlikely.

US proponents of the EWTC have emphasized the
priority of resolving transportation and administrative
bottlenecks before focusing on the marketing of the
corridor route.®

However, these three sets of issues must be addressed
simultaneously. In effect a vicious circle has been created.
Shippers may be unwilling to try a new route if there is
insufficient demand, and if time and cost savings are not
clear from the beginning.

Without sufficient cargo volume, however, there is
little incentive for Russian and Chinese officials to work
together to lower fees and simplify procedures, which
would reduce costs and delays. Moreover, if ports are
under-utilized, there will be no clear rationale for
additional investment in infrastructure.

The Myth of Trade Imbalances

The idea behind the EWTC—making use of empty
containers used to export US goods to the RFE, by
shipping them to Northeast China where they can be
refilled—is based on the mistaken assumption that US
demand for goods from Northeast China would be as
strong as for goods produced in southern coastal areas. In
reality, the current volume of trade between the US and
China’s northeastern provinces is extremely low.

Although US-China trade turnover was more than
$50 billion in 1998, Heilongjiang reported $261,377,000
in trade with the US, the province’s fifth ranking trade
partner, after Russia, Hong Kong, South Korea, and Japan.
Jilin’s foreign trade with the US was even less in 1998—
$148,490,000—although the US was the province’s third
largest trade partner (after Japan and South Korea). Thus,

for the EWTC to succeed, it must be viewed as a long-
term US-China trade project.

It will be difficult to promote exports from
Heilongjiang and Jilin to Washington State in the short
term due to their incompatible trade structures. These
provinces are known as natural resource producers, and
they typically export coal and food products to
neighboring countries. Exports to the US also include
small quantities of textiles, clothing, and furniture.
Although there is interest in Heilongjiang and Jilin in
importing US equipment and consumer goods, US rules
on food imports and efforts to reduce Chinese clothing
exports will constrain the expansion of existing exports
from these regions to the US West Coast.

Moreover, at present there are no direct air
transportation links between Harbin, Jilin, and Seattle.
Since Heilongjiang and Jilin have oriented their US West
coast trade to Los Angeles, trading companies would have
to open offices in Seattle to pursue opportunities in the
EWTC. Given the low volume of trade and absence of
convenient transportation, firms have little incentive to
relocate.

Nevertheless, officials in Heilongjiang and Jilin
expressed interest in the EWTC for two main reasons
1) they are interested in achieving access to the sea; and
2) they are eager to develop new markets. From their
perspective, they doubted that the EWTC would save
them time or money due to fees and delays on the Russian
side. They urged the US to send a trade mission to
evaluate the existing export mix and investigate
investment opportunities in new production.

Transportation issues are secondary, although they
continue to present significant long-term challenges.
Without an expansion of trade along the corridor route, it
will be difficult to find support for the reduction of fees,
resolution of procedural problems, and investment in
infrastructure. If provincial officials could point to a
growing volume of trade along the EWTC route, they
would be in a better position to lobby Beijing to introduce
preferential tariffs, lower customs fees, and make
infrastructure improvements. Customs officials and
transportation officials in Vladivostok make the same
point with respect to Moscow’ s cooperation.

Differences in Views in Heilongjiang and Jilin Provinces

The EWTC involves two possible routes:

10 Harbin-Suifenhe-Vladivostok/Vostochny

5 Among the studies of the EWTC are: “ The East by West Corridor: A Study of the Feasibility of Transporting Traded
Goods between the U.S. West Coast and Northeast China, through the Russian Far East,” prepared for the Ad Hoc
Working Group Transportation Sector by the Washington State China Relations Council, June 2000; TREDA: A Transport
Forecast Study, prepared by the Northeast Asia Research Center, Northeast Normal University (Changchun, PRC) on
behalf of UN/DESA and Tumen Secretariat, TRADP, July 1999; “ A Report on the Border-Crossing Transportation
Conditions between China and Russia,” prepared by the Port and Airport Bureau of the Niigata Prefectural Government,
March 1998; and Yaroslav Semenikhin, “ Reality and Modern World Tendencies in Transit Shipping of Chinese-

American Cargoes,” FEMRI, Vladivostok, 1997.

6 The same point has been made about TREDA. See, for example, Carl Aaron,

“

What Sort of a Future for the Tumen

Region, and How Will It Be Financed?” ERINA REPORT, Vol. 34, June 2000, pp. 7-8.



20 Changchun-Hunchun-Vladivostok/Vostochny

The two routes face similar problems, but there are
significant differences in views about the EWTC in
Harbin and Changchun.”

1. Views in Heilongjiang Province

Heilongjiang province is the more enthusiastic of the
two, despite reservations about the instability of Russian
conditions. This province has considerable (positive and
negative) experience with economic relations with Russia.
Viewing trade with Russia as a means of opening to the
outside world, Heilongjiang was the first province to
lobby Beijing to reopen border trade in the early 1980s.
Economic ties between Heilongjiang and the Russian Far
East have been important for the province’s economy and
for Sino-Russian relations as a whole. In 1993, for
example, trade between Heilongjiang and Russia
accounted for 1/3 of the total Sino-Russian trade balance.
When regional authorities in the Russian Far East began to
complain of unregulated border trade, unscrupulous
Chinese traders, and shoddy Chinese goods, it was
Heilongjiang that took most of the blame, although other
Chinese provinces were involved.

In 1994 Sino-Russian trade fell by 34% overall from
$7.68 billion to approximately $5 billion and has never
recovered its 1993 momentum. During that year,
Heilongjiang’s trade with Russia fell by 26% to $1.6
billion. Since then provincial officials have tried to
ascertain the causes for the problems in Sino-Russian
trade and find ways to reinvigorate it. Chinese
commentary emphasizing recent increases in Sino-Russian
trade should be interpreted in context—the increased trade
reported in recent years should be viewed as recovery
from the sharp downturn in 1994, rather than an absolute
increase. In fact, Sino-Russian bilateral trade has
stagnated between $5 and $6 billion per year since 1994,

Reviving it has proved to be a difficult process, and
Heilongjiang’s enthusiasm for the EWTC can be explained
by the province’s interest in finding alternative markets in
Northeast Asia. Heilongjiang'’s strategy has become all
the more urgent due to the Chinese government’s new
focus on development of China’s western regions. A new
rail link between Shenzhen and Shandong, with
connections to Dalian and Harbin, will facilitate
Heilongjiang’ s economic cooperation with China’s more
developed southern provinces. Expanding these economic
linkages has been a key component of the province’'s
strategy of “ linking to the south, opening to north”
since the early 1980s.

Although neither Heilongjiang nor Jilin can be seen
as a major player in China’s trade with the United States,
Heilongjiang’s trade with the United States is greater than
Jilin’s. The argument that the EWTC potentially could
reduce travel time and costs finds more resonance in
Heilongjiang, which is farther from Dalian than Jilin. By
rail, Harbin is 944km from Dalian (and 548km from
Suifenhe), while Changchun is 702km from Dalian (and
594km from Hunchun).
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2. Views in Jilin Province

In Jilin Province, officials are focusing their attention
on the development of the Tumen River area. They are
interested in the EWTC to the extent that it would support
the goals of the Tumen project. Moreover, many of the
obstacles to the resolution of the Tumen project also
impede the EWTC. For example, a dispute over fees
between the Primorsky Krai Administration and the
company administering the Kraskino border port delayed
the Tumen Project and limited the EWTC route to the
Harbin-Suifenhe variant. Despite its official opening on
July 1, 1999, the Hunchun-Kraskino link did not become
operational until early 2000. Generally in Jilin there were
more negative views about dealing with Russia, in no
small part due to the frustrations of the Tumen project.

In Jilin there was interest in linking the EWTC to the
Tumen project more explicitly. Due to the small amount
of trade between Jilin and the US, the US could get
involved with transit trade in food products from Jilin to
Japan and South Korea and then export Japanese and
South Korean goods via the EWTC to Seattle/Tacoma.
This trade could be expanded through investment in food
processing in or other offshore production in Jilin. Since
the Tumen project involves Posiet and Zarubino, in Jilin
there was a preference to developing the EWTC through
these ports to maximize resources infrastructure
development and due concentrate cargo there. Although
transit trade through these ports to South Korea and Japan
has begun, the volume is quite low.

The investment climate in Heilongjiang and Jilin

provinces

Both of these provinces were among the first in
China to become industrialized in the 1950s, and many of
China’s heavy industries are located there. Unlike the
southern coastal regions, the planned economy continues
to play a key role in China’s Northeast, and foreign
investment has been much more limited. Firms in these
regions with US foreign investment tend to produce goods
for domestic use in China; for example, John Deere
produces agricultural equipment in Heilongjiang, while
Pepsi and Ford have operations in Jilin.

In Heilongjiang, there are 6903 firms with foreign
investment; 60-70% of these firms are in state-owned
enterprises. Currently the US has signed agreements
pledging investment of $683 million, and $343 million has
been invested already. This is a relatively small amount,
considering that in 1998 the US contracted to invest
almost $7 billion in China as a whole. Nevertheless, the
United States is Heilongjiang’s second most important
investment partner after Hong Kong. South Korea,
Taiwan, and Japan rank third, fourth, and fifth. The
leading sector for US foreign investment is wood
processing, although US firms also have invested in
electronics and food processing industries. Other potential
areas for US investment include linen, furniture, and
measuring equipment.

In Jilin, as of October 1999 $4.68 billion had been

7 The following discussion is based on research carried out on behalf of the Washington State China Relations Council in
November 1999. The views expressed in this article are solely those of the author.
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invested in 3,829 firms. Only about 1% of Jilin’s joint
ventures have foreign investment. The US ranks fourth in
terms of the region’s investment partners, after Hong
Kong, Germany, and South Korea. The United States’
share is $580 million. Food processing and the automotive
industry attract the most foreign investment. Volkswagen
is one of the larger foreign ventures in the province, and
Bass Ale also has a joint venture. Generally food
processing is viewed as a promising area for US
investment.

New Developments in Northeast Asia and the EWTC

Two recent developments in Northeast Asia may help
promote trade along the EWTC route. China’s entry into
the World Trade Organization (WTQO) and US
congressional approval of Permanent Normal Trading
relations (PNTR) with the PRC will open up new
opportunities for Sino-American trade. The dramatic
progress in normalization talks on the Korean peninsula
may lead to a political climate more conducive to long-
term investment and economic cooperation in Northeast
Asia.

1. China’s Accession to the WTO and US
Granting PNTR

China is likely to join the WTO by the end of the
year—Ilast month the US House of Representatives passed
PNTR and at the end of July the Senate is likely to
approve this status for China as well. This is a perfect
time for US and Chinese businesses to seek out new
markets. The EWTC could be a beneficiary of these new
opportunities in US-China economic relations as firms in
both countries seek out new ventures in newly opened
sectors.

The question is how to call attention to these new
opportunities. A trade mission that would investigate
opportunities for US firms in the Chinese Northeast in
general could be planned. Trade promotion agencies in
Harbin and Changchun would need to work with the US
consulate in Shenyang to provide advance information
about possible areas for cooperation.

The Internet also could provide information. There
are mechanisms already in place at the US Department of
Commerce, which do this already: BISNIS and the China
Market Information Service. US West Coast shippers
should work with the Commerce Department and the US
Consulates in Vladivostok and Shenyang to coordinate
information and promote business interest in the EWTC,
for example, by establishing an EWTC link on the
Commerce Department web page or by setting up EWTC
sections within BISNIS or the China Market Information
Service.

2. Improved Climate of Relations between
North and South Korea

The past several months have seen a burst of
diplomatic activity in Northeast Asia, including
normalization talks between North Korea and Japan, and
the landmark summit in Pyongyang on June 13-15, 2000
between Kim Jong-1l and Kim Dae Jung. The reduction
of tensions on the Korean peninsula may have real

implications for the Changchun-Hunchun-Vladivostok
corridor route, which overlaps with the Tumen river area
development project.

The process of normalization of relations could pave
the way for increased investment in the region—this would
generate additional cargo and improve overall
infrastructure along this route. In particular, infrastructure
improvements in North Korean ports could lead to
competition with Russian and Chinese ports for cargo and
lead to overall reductions in fees. Japan and South Korea
already are involved in transit trade via Posiet and
Zarubino, and cooperation with these countries would be
useful in moving forward with transit trade plans
involving Vostochny and Vladivostok.

Nevertheless, such cooperation will be difficult to
achieve because there is very little coordination between
departments of US agencies responsible for Russia and for
Asia. Russia continues to be viewed in the context of
European affairs bureaus—this means that even though a
project like the EWTC has implications for US Asia
policy, departments dealing with Asia typically would not
be involved.

One way of more effectively integrating the EWTC
in US Asia policy and coordinating US efforts with those
of Russia, China, Japan, and South Korea, would be to
create a task force on the EWTC within relevant
committees of the Asia-Pacific Economic Cooperation
forum (APEC) and the Pacific Economic Cooperation
Conference (PECC), since all five countries are members
of both organizations.

APECO Working with APEC would help situate the
EWTC as an Asian trade and transportation initiative.
APEC has working groups on Trade Promotion and
Transportation, where EWTC issues could be raised
effectively. For example, there is an intermodal task force
within APEC’s Transportation working group and this
task force plans to meet in October 2000 in Miyazaki,
Japan. Proponents of the EWTC should take advantage of
the US APEC delegation’s location in Seattle to press for
discussion of the corridor at relevant APEC meetings.

PECCO Since the PECC aims to involve private industry
in areas of concern to APEC, this forum also could be
useful in marketing the EWTC. The current make-up of
the PECC delegations would facilitate this—the President
of Boeing is the head of the US delegation, the Korean
trade promotion agency KOTRA chairs the South Korean
delegation, and Viktor Ishaev, governor of Khabarovsk
Krai, heads the Russian delegation. Expert level talks on
harmonizing customs practices and reducing impediments
to trade could be undertaken within PECC task forces on
transportation and trade promotion.

Conclusions

To move forward with the EWTC, this project needs
to be viewed in the context of Asian trade and
transportation networks. In this way, the corridor can take
advantage of opportunities for transit trade in Northeast
Asia and make use of existing Asia-wide institutions to
address problems with harmonizing regulations and



procedures.

In the short-term, although there may not yet be
sufficient volume now along either of the two corridor
routes, the US could participate in existing transit trade
involving China, Japan, South Korea, and the Russian
ports of Posiet and Zarubino and to coordinate our efforts
with Japan and South Korea within Asia-wide institutions
such as APEC and the PECC. Also, EWTC supporters
should work with the US Commerce department and
Chinese and Russian trade promotion agencies to facilitate

ERINA REPORT Vol. 35

access to information about potential trade and investment
opportunities along the EWTC route.

In the long-term, the EWTC should be seen as part of
a broader trade and investment strategy for Northeast Asia.
Recent developments in US-China trade and normalization
on the Korean peninsula will provide opportunities for
investment by private firms, foreign governments, and
international donors, in previously untapped markets. The
EWTC may be a beneficiary of a new climate of economic
and political integration in Northeast Asia.
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