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Mongolia at the Edge of the 21st Century

Lhamsuren Nyamtseren
Visiting Researcher, Research Division, ERINA

1. The Land, People and Some Related Issues

Mongolia, a country roughly four times the size of
Japan, has a population of only 2.38 million, 44% of who
are under the age of 16. Average population density is 1.4
persons per kof, which means that Mongolia is one of the
most sparsely inhabited nations on earth. At the same
time, Mongolia is a relatively urbanized country. More
than 60% of its population reside in towns and
settlements, including 26.4% in the capital city of
Ulaanbaatar. 15% of all rural families, some 136,000
people, live in semi-nomadic conditions.

The official language is Mongolian, which belongs to
the Ural-Altaic group of languages, like the Japanese and
Korean languages. Russian is widely understood in urban
areas, and now many people can speak English and
German. With the student youth, besides the above-
mentioned languages, Korean and Japanese are popular.
The Russian Cyrillic script was introduced in 1946, but in
recent years the traditional Mongolian script has been
taught again in primary and secondary schools.

The main religion is Buddhism, but between 1930-
1989, many monasteries were destroyed or closed and
religion almost disappeared. Since the democratic
changes in Mongolia, religion has been practiced widely.
Now people have freedom of belief and many monasteries
have been reopened.

There are mountains in the north and west. Nearly
10% of the land is forested, mostly in the north. The
central region is steppe, the southern part is Gobi or semi-
desert. Mongolia has an extreme continental climate, very
cold in winter and warm in summer. The average
temperature ranges from 200 in summer to =250 in
winter.

As for its geographical location, Mongolia is
characterized by isolation from the gateways to the sea
and main and developing market places, a landlocked
location, and being totally surrounded by two giant
countries. On the other hand, due to undeveloped
infrastructure across a large territory, the population,
which significantly is sparsely located, lacks a system of
internal economic self-sufficiency. This causes an
increase in transportation costs.

Due to harsh extreme climatic conditions, livestock
and crop production industries depend to a great extend on
nature.

2. Brief History

Man first inhabited the territory of present-day
Mongolia in the 500th millennium BC. Archaeologists
have identified a distinct Mongolian people as early as the
second millennium BC. Several states of the Mongolian
tribes such as the Hunnu, Jujan, Turkic, Uigur and Kidan

succeeded each other before the 12th century.

In 1206, the warring nomadic tribes were unified by
Chinggis Khan, and, armed with a swift and powerful
cavalry, he embarked on military campaigns across Asia,
Russia and Eastern Europe. In the one and a half centuries
that followed, Mongolians built up one of the largest
empires known in the world. Before his death in 1227,
Chinggis Khan divided the empire into four kingdoms to
be ruled by his sons and grandsons. They extended the
territory of the empire, conquering almost the whole
Eurasian Continent from Southeast Asia to Central
Europe.

By the mid-1300s, the Mongolian Empire began to
weaken due to internal struggle for power among the
princes. After several attempts to consolidate its parts,
however, the empire collapsed. With the fall of the Yuan
Empire established by Khubilai Khan, the grandson of
Chinggis, Mongolians began to withdraw to their
homeland.

In 1636, the Manchu (Qing dynasty in China)
extended its rule over the southern part of Mongolia,
known as Inner Mongolia, and in 1691, four princedoms
of Khalkh Mongolia were subjugated to the same rule.
The period of Manchu rule is remembered as a degrading
period in Mongolian history.

When the Manchu-Qing Dynasty fell in 1911,
Mongolian princes declared independence. After the
proclamation of independence, Chinese and Russian
warlords made several attempts to gain control over
Mongolia. In this critical period, a new government
headed by the Mongolian People’s Party and supported by
Socialist Russia came to power in 1921. In 1924, the
Mongolian People’s Republic was proclaimed. Thus,
Mongolia became the second socialist country in the
world. During the seven decades of its existence as a
socialist country, Mongolia achieved considerable
progress in terms of economy, culture and civil education.
Beginning in December 1989, a series of public rallies
were staged by the opposition and certain politburo
members were removed. The first-ever multiparty
elections were held in July 1990, in which the ruling
Mongolian People’s Revolutionary Party was victorious,
but the opposition did well enough to be invited to join the
cabinet. The national privatization policy and other
enactments aimed at introducing market principles were
adopted in 1991, allowing privatization of agriculture and
state-owned assets.

3. The Political and Legal System

The new constitution, guaranteeing human rights and
private ownership, was adopted by the transitional
parliament in January 1992.

The State Great Khural is the highest organ of State



and supreme legislative power is vested only in the State
Great Khural. The State Great Khural is unicameral and
has 76 seats.

The President of Mongolia is the head of State and
the symbol of the unity of the people. Within his power,
he may issue decrees compatible with the laws.

The Government is the supreme executive body of
the Mongolian State. The Prime Minister, appointed by
the State Great Khural, submits in consultation with the
President his proposed Cabinet members to the State Great
Khural. The State Great Khural appoints the Cabinet
members for a period of four years.

The Mongolian judicial system consists of the
Supreme Court, Aimag and Capital City court, intersomon
and district courts. The implementation of the
Constitution is supervised by the Constitutional Court.

4. Economic Conditions and Some Issues

If, in the beginning of the century, the Mongolian
economy comprised of only one agricultural sector, over
the 70 year period until 1990, it turned into a many-fold
economy with exploration, processing industries based on
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agriculture and minerals, transport, communication,
construction, crop production, health, culture and
education.t

Basically, until 1990, the economy of the country
was regulated according to centrally-planned principles.
Starting in the second half of the 1980s, a process of
economic growth and efficiency decline took place.

A reform process based on democratic principles
initiated in Mongolia since 1990 is on the way. Due to
unfavorable initial conditions for economic reform, the
Mongolian economy suffered serious decline, starting in
1991. Specifically, GDP fell by 20% in the period 1990-
1993, with imports declining by 2.6%.

Since 1994, the economic downfall has been stopped,
the inflation level decreased from 325.5% in 1992 to
53.2% in 1996, with a further decline to 17.5% in 1997,
and 6% in 1998. Since 1993, the current budget balance
has reached a positive level, international reserves have
been recovered and equated to 8-12 weeks of imports.
These are considered as main signs of macroeconomic
stability, and this trend has been basically maintained for
the last four years.

Table 1: Main Development Indicators of Mongoliall
oooooooooooo

1995 1996 1997 1998 1999
Population (thousands)O 2,312.800 2,347.10 2,379.6( 2,413 2,446.40
omooo il ( (] il [
Economically active population (thousands)O 839.8[]1 847.2(] 852(] 859.30] 869.8[}
| 0000000000 ] D] 0] 1 0. 0
0000 0Od - of which Employees (thousands)O 794.71 791.80 788.31 809.50]) 8300
. .00000-0000@0000 ] D] 0] | 0. 0
00000 - of which Unemployed (thousands)O 45.100 55.4(01 63.70 49.801 39.801
0o0ooo0-000o0mogom 0 ( (] il O
GDP at current prices (Tugrik million)O 550,253.71 646,559.3[] 832,635.6( 817,393.4[] 873,679.201
0OO0GDR 00000000 il ( (] il [
GDP per capita: Tugrik0OOO O 239,87701  277,505[ 352,319(] 341,10600]  359,583[
0o00ogoGebpPUuss0ooQd 5370 5070 445(] 4071 335[]
Annual change of GDPO %[ il 2.411 4[] 3.500 30
0oOGbPOO MO il ( ( il 0
Export] US$ milliond 00047330 424.30 451.5(] 345.2( 358.3(}
omooooomm 0 ( (] il O
Import (US$ million)O 415.300 450.9(01 468.3(] 503.3( 512.8(}
omooooom il ( (] il (]
State Budget[ - Revenue, at current price§] Tugrik million(J 144,622.91 162,923.6[1 222,528.4[1 239,998.1[] 259,4370
| 0000000-0000000000, ] D] 0] 1 0. d
0000000 - Expenditurel Tugrik millionJ 149,349.901 211,264.6[] 287,648.6[] 342,145[) 344,375.3[}
00o0o00o0o0-0ooooooOm il ( ( il 0
Consumer price index] 1995=1001] 10011 144.6[] 174.2] 184.71]) 203.1(0
0000000119950 =100 0 ( (] il O
Annual average exchange ratél Tugrik/US$100 446.96[1 547.2110 790.95(] 837.361 1072.700
00000000mi100000 il ( (] il [
Number of Livestocki] thousands[1] 28,572 29,3000 31,292(1 32,8971 33,568
| O00MO0M . ] D] 0] 1 0. 0
| _Dofwhich:-camels 0000 | 36710 3570 .. 3550 3560 3550
| 00000 -horsesT0 | _.__.2648f 27700 28930 30590 ___3163L
| 00000-catle 00 | ... 3317 3476l 361200 37250 3824L
| 00DD0D0-sheep0DO_ .| ... 137180 135600 14,1650 146940 151910
Jo0000d-goatsd 00O 8,520 9,134 10,265(] 11,061 11,033
Sodlrce: Mongolian Statistical Yearbook 199901 O

0ooobooooo0Oooie99

! Authors team: B. Huldorj, M. Badarch, Ch. Chuluuntsetseg, A. Demberel, D. Jamyanaa, N. Oyunerdene, P. Tsetsgee,
Mongolian Action Programme for the 21st Century, (Map-21) Ulaanbaatar, 1999.
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However, the East Asian crisis, economic difficulties
in Russia and some other countries have affected
negatively and led to a fall in prices for some commaodities
and the creation of unfavorable trade terms on the world
market, which has reduced our export revenue by more
than US$60 million in 1999. GDP had fallen 2.35% in
comparison to the preceding year. This situation persists
even today, with a current account deficit and limited
domestic savings, and appears as a main factor affecting
negatively on economic growth.?2

In addition, with the transition to the market
economy, the poverty and unemployment problem
emerged as a new phenomenon. Currently, 36.3% of the
population is below the poverty line.

The growth of GDP increased in 1999 by 3.0% over
the previous year and it is forecast at 4% in 2000.

The immediate challenges are reducing poverty and
resolving the public sector imbalances. Mongolia’s short-
to-medium term prospects depend on the issues of banking
sector reforms and the strength of export performance.3

There are a number of barriers and obstacles to be
overcome for further economic development to be
facilitated. They are as follows:

Firstly, economic and foreign trade misbalance and
low level of domestic savings cause a serious shortage of
capital and financial resources. Moreover, the financial
sector needs to be properly developed.

Plants and factories built under the past system are
huge, economically ineffective, technologically obsolete
and are totally incapable of competing in the market. At
the same time, there is a risk of being affected by
international market price fluctuations, being dependent
on a small variety of commodities like copper and
cashmere. The status of major enterprises as state owned
enterprises is a main obstacle to increasing economic
efficiency, management improvement and promotion of
fair competition.

In order to improve the living standards of the

population, a short term economic strategic objective of
Mongolia for the next three years is defined as inventing a
private sector driven economic system through
acceleration of economic growth, enhancement of
economic and social sectors’ structural adjustment,
penetration into new export markets, rapid increase of
foreign direct investment and domestic savings.*

5. Main Sectors and Their Prospects for Development

Population growth prospects in Mongolia

Generally, the pattern is characterized by a total
population of 4 million at the 2020 level and a gradual
aging of the population. However, it is forecast that for
the first half of the new century, more than half of the
population will be represented by youngsters under 25,
and the percentage of the population of those of working
age would be 55-66% of the total population. Although
the level of the urban population will increase in a stable
manner, due to the relatively low birth rate of the urban in
comparison to the rural population and migration process
activation derived from rural infrastructure improvement,
its share in the total population is to decrease. Vulnerable
groups in terms of health care demand, like infants and
elderly people, will increase by 1.5-2%, where as fertility
rates will increase by 2.4%, causing an increase in health
care, social protection and social safety net cost.

Mongolian economic development options

The Ministry of Finance made a projection assuming
that the maximum GDP annual growth rate will be 5% in
2000 and 7% in 2004, with a further sustainable increase
beyond 2020. According to this projection, if the growth
rate in 2020 is to be at its highest level of 7%, GDP per
capita would reach US$2,100, with a 5% growth rate,
US$1,600 and with a 3% growth rate, US$900.

Figure 1: GDP per capita projection- Mongoliall
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However, once growth is accelerated and reaches
7%, there could be possibilities for further high rate
growth. If this is to be the case, it could be assumed that
the GDP per capita of Mongolia will be at the level of
US$2,100-5,200 in 2020 or, in other words, it will provide
for and above the current international level of 7% growth
and US$4,603.

Mineral resources and mining

There are a number of mineral resource deposits with
feasibility studies already done at certain levels, including
10 deposits of iron ore, 5 of white tin, 4 of uranium, 40 of
fluorspar, 50 of coal, 60 of salt, 7 of mixed metal/zinc,
black tin, silver, cadmium and bismuth and over 100 of
gold deposits. In total, there are over 300 deposits for
industrial use.®

In the 1992-1999 period, the mining sector produced
an average of 30% of total Mongolian industrial output
and accounted for 65.5% of exports. According to the
East- West Center study, until 2005, 2-3 medium sized
and 4-6 small to medium sized gold deposits are to be
newly exploited and Erdenet Copper Mill is to be
expanded with the introduction of a melting section. For
the period 2006-2020, 3-5 new medium sized and a
number of other small to medium sized gold deposits, one
each of copper and sulphidium deposits of significant size,
one of medium sized zinc and black tin deposits, and 3-4
silver deposits, are to be developed. The expected
outcome of these developments should be to raise gold
production to 11, 20-25 and 20-40 tonnes by 1998, 2010
and 2020 respectively.”

According to the program” Mineral Resource,”
adopted by the Government of Mongolia, 1998-2000, the
aims are as follows: (1) put in place a structure to support
the program implementation, organization and legislative
framework; (2) identify priorities; (3) develop and
implement a short run policy in line with the Government
action plan; (4) implement thé Gold 2000” program,
increase the resource base of main gold mines, double
gold production from the 1997 level, with the introduction
of a gold refining industry domestically, and (5) develop
and implement Uranium,”™ Copper” and Steel”
programs.

During the second stage, 2000-2010: (1) expedite
minerals research and exploration according to identified
priorities; (2) conduct an assessment of resource market
value, and furthermore develop an infrastructure; (3) set
up new exploration and processing plants involving
foreign investment and modern technology and modernize
and expand existing enterprises. Exploitation of new gold,
mixed metal and uranium concentrate deposits, based on
foreign capital and modern technology, is planned, with an
improvement of sectoral structure and a rapid increase in
export capacity.
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The third stage, after 2010, envisages: (1)
construction of large mineral exploitation and processing
plants; (2) development of color, rare and metal ore, and
concentrate complete processing metallurgical mills; (3)
production, exportation and domestic supply of pure
metals; (4) semi processed and finished products of high
quality; (5) copper melting and refining; (6) development
of a metal mill and Tavan Tolgoi coking coal mine and the
establishment of a zinc and black tin metallurgical plant in
Dornod aimag. The bottom line, as it is identified in the
program, is that GDP and export volumes are to increase
2-3 times in comparison to current levels.

Energy sector

The industrialization of the country led to the
foundation of the present network of energy supply.
Mongolia has developed energy production based on coal
burning thermal power plants. There are 6 major thermal
power plants of different capacities.

Currently, 80% of total energy and heat are being
produced by coal-powered stations in the country.
Although annually 20 mines produce and supply
electronic power stations with 6 million tons of coal, it is
not sufficient to meet the urban demand. Moreover, the
situation is likely to persist, and therefore, it is vitally
important to initiate a renovation of equipment and the
technological base of the coal mines, or to introduce a
modern capacity to substitute failing equipment.

As for heat and electricity sources, the current
capacity will be sufficient to meet overall demand through
the year 2000, after which entirely new sources will be
required. In order to meet overall energy requirements,
the country needs to diversify its energy sources, provide
for regional cooperation in the sector, rural electrification,
mitigate environmental degradation and introduce new
technologies and market principles in relationships arising
from interrelation of energy producers, transformers and
consumers?®

It is assumed that Mongolia possesses enough
potential in terms of petroleum resources. However, as of
today, there are no sources identified so far. As B. Ts.
Petilla stated in 1994, Mongolia possesses a petroleum
resource of 3-6 billion barrels, of which 85% is probably
oil and the remaining 15% is gas.®

The East-West Center, based in the USA, estimated
the daily oil production capacity of Mongolia as being
14,000 in 2005 at the average level of 2000 and 2010,
increasing further to 80,000 barrels in 2020, which would
eventually enable the country to build pipelines and export
the product to China.l

Transportation
Specific conditions of the country predetermine the
development of its transportation network, dominated by

6 U. Mavlet, B. Enebish, Mineral Resources of Mongolia, pp. 34-51

7 The Assessment of Future Infrastructure and Financing for the Development of Northeast Asia- On Mongolia, Draft Final
Report, Korea Development Institute, East- West Center, May 1999.

8 B. Huldorj, M. Badarch, Ch. Chuluuntsetseg, A. Demberel, D. Jamyanaa, N. Oyunerdene, P. Tsetsgee

® W.C. Pentilla, Journal of Petroleum Geology, vol. 17 (1), January 1994, pp. 89-98

10 The Assessment of Future Infrastructure and Financing for the Development of Northeast Asia- On Mongolia, Draft Final

Report
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auto-transportation in the inland territory and by railroad.
Air-transportation is vital for the remote aimags. A small
fleet of cargo boats operates on the lake of Khovsgol and
on the Selenge River. Mongolia is also seeking to
establish its own ocean fleet operating from the nearest
port. Legislation regarding such matters as registration
and domicile is being drafted and will be enacted.

The Trans-Mongolian Railroad connecting the
Russian and Chinese railroad network runs through
Central Mongolia from north to south. This 1,400 km
stretch of railway today provides the major link for
Mongolia with Russia and China and the rest of the world.

The main industrial and commercial centers, such as
Ulaanbaatar, Darkhan, Erdenet, Sainshand and
Sukhbaatar, are located along this railroad. The
Mongolian rail system was established driven largely by
an emphasis on expanding the mining industry.

Taking into account the favorable geographical
position of Mongolia on the routes linking the European
continent and Pacific region, it might be economically
justifiable to develop an air transport system.

The national air-transportation company (state
enterprise) MIAT is the major domestic carrier. MIAT
serves regular links with Irkutsk, Moscow, Beijing,
Hukhe-hot, Berlin and Seoul. The company also operates
charter flights to Osaka, Singapore and other cities.

Telecommunications

The national integrated telecommunication network
of the country consists of 4,000km analog microwave and
30,000km of open wire lines connecting aimag centers
and somons. There are 325 switching systems with a
capacity of 100,600 telephone lines in the network.

The establishment in 1990 of the ground station of the

“ Asiasat” and' Intelsat” system in Ulaanbaatar has enabled
Mongolia to be connected automatically with a telex and
fax network of over 190 countries. The international
telecommunication services are handled through 74
channels of satellite systems including Intelsat,
Intersputnik and Asiasat. In 1992-1993, a new Ulaanbaatar
city digital technology telephone exchange with capacity
of 40,000 lines was installed and is now in full use.

The private sector has introduced telecommunications
services such as e-mail and pager services and a mobile
telephone system. A government short run objective is to
introduce a digital technology switch system in
Ulaanbaatar and other major cities and aimags, as well as
to replace telecommunication equipment with modern
compact technology at the soum level, giving more
emphasis on satellite telecommunication services. Within
the framework of the telecommunication sector* Master
Plan,” it is spelled out that the sectoral primary objective is
to promote investment, both foreign and domestic, and
introduce a digital network of radio, television and satellite
communication by setting up a national information
infrastructure, covering rural areas completely with the
satellite national network, getting connected through fiber
cables with the regional and global information network,
and thus establishing a national information infrastructure

that facilitates long distance training, provision of medical
services, video conferencing and development of various
information technologies, such as satellite communication
pager devices. To comply with the national basic network
policy, the GMPC System is also being introduced to
attract any investment initiative in the sector.

Agro-Processing

This sector is primarily focused on animal husbandry
and crop farming. 315,000 ha are planted with wheat,
barley and oats, and 97,000 ha are planted with
vegetables. The total size of the national herd is 31.3
million livestock, including 14.1 million sheep, 10.3
million goats, 3.6 million cattle, 2.9 million horses and
355,000 camels. Mongolia produces more than 25% of
the world output of cashmere, and also exports high
quality skins, hides, wool, meat and other animal products.
Agro-processing industries have great potential in
Mongolia due to abundant local supplies of high quality
raw materials, including cashmere, camel hair, wool,
animal skins and hides and timber.

Mongolia produces the finest raw cashmere in the
world and this sector has great potential for downstream
development. Mongolian cashmere is noted for its length,
woolen plushness and strength.

The leather sector accounts for 15% of total industrial
output and 10% of exports. The country annually
produces nearly 6 million pieces of sheep and goat skins,
nearly 7 million pieces of horse and cow hides and over
31 thousand pieces of camel hides. The capacity for
processing is currently just under 7 million pieces of skins
and hides per year.

Tourism

The Government plans to raise services to the world
standard and enact extensive measures to increase tourist
arrivals in Mongolia and to create attractive tour options.
There are currently 219 tourism operators in the country.
Untouched nature, magnificent wildlife, ancient history
and the unique nomadic traditions and culture of the
Mongols present a fabulous potential for the development
of the Mongolian tourism industry, with special potential
in Eco-tourism, including hunting and fishing.

We believe that tourism is an important source of
foreign exchange and therefore it can become a vital part
of the Mongolian economy. After the political and
economic changes of 1990, Mongolia opened its borders.
The number of foreign visitors in 1999 exceeded 110
thousand, of which 15% were tourists. Most of the
tourists came from Japan, Western Europe and the USA.

6. Foreign Investment and Foreign Aid

As of today, around 1,200 joint ventures and foreign-
owned companies from 61 countries with investment of
US$260 million have registered with the FIFTA (Foreign
Investment and Foreign Trade Agency) and China, Japan,
Russia, USA and South Korea have been leading investors
in Mongolia!!

1 p, Jargalsaikhan



Mongolia has signed bilateral agreements on
investment encouragement and protection with 26
countries and double taxation avoidance agreements with
16 countries. In addition, Mongolia has joined the
Washington Convention on the Settlement of Disputes and
the Seoul Convention on Investment Insurance. Mongolia
also became a member of the WTO, as of 1 January 1997.

Mongolia has the following comparable advantages
to offer investors:

- Stability of political environment and an open society

- A strategic easy access location to the giant markets of
Russia and China

- Extensive and largely untapped natural resources

- A favorable legal environment

- A well-educated and highly literate population

- Pristine air, water and environmental conditions

- A hospitable and friendly culture in which foreign
investors are welcome and can operate with ease.

The main incentives enjoyed by foreign investors are
specified in the Foreign Investment Law and the Taxation
Law. According to these laws, a business entity with
foreign investment engaged in the following areas shall be
granted exemptions from income tax and other taxes:

- Business entities engaged in power and thermal plants
and power transmission networks; highways, railways
and air cargo transportation facilities; or engineering,
construction and telecommunications networks are
entitled to 10 years of complete tax exemption and a
50% tax exemption in the following 5 years.

Business entities engaged in mining and the processing
of mineral resources (Except precious metals), oil and
coal, metallurgy, metal processing, chemical production,
machinery and electronics are entitled to 5 years of
complete tax exemption and a 50% tax deduction in the
following 5 years.

Business entities that export more than 50 % of output
are entitled to a total income tax exemption for 3 years
and a 50% tax exemption in the following three years,
and

Business entities with foreign investment that are not
engaged in any of the above economic activities may
also be granted income tax preferences. Decisions in
these cases are to be made by the Parliament — on a case-
by-case basis upon presentation to the Government of
Mongolia.

Other legal protections and rights guaranteed to
foreign investors by law include the following:

- A land lease shall be determined by the duration of the
operation of the business entity. Such a lease may be for
as long as 60 years and may be extended for an
additional period of up to 40 years.

- Legal guarantees also secure the rights of foreign
investors as regards: non- discriminatory treatment, i.e.,
national treatment, in respect of the possession, use and
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disposal by foreign investors of their property within the
territory of Mongolia; transfer of profits and dividends;
repatriation of proceeds from the sale of the assets in the
event of liquidation of the business; and freely
transferable compensation for any assets expropriated for
a legitimate public purpose, without discrimination,
following the due process of law.

- Additionally, the Mongolian legal system provides
appropriate guarantees concerning investment dispute
settlement procedures and ensures free access by foreign
or domestic investors to international commercial
arbitration unless otherwise provided for by the
contracting parties.

Between 1962 and 1990, Mongolia received a great
deal of financial and economic assistance from member-
countries of the Council of Mutual Economic Assistance
(CMEA)?* Foreign grants and technical assistance have
played a huge role in overcoming economic backwardness
and setting up the basis of the Mongolian national
economy. More than 700 industrial, agricultural and
cultural projects and enterprises have been set up.

Since 1990, Mongolia has been receiving technical
assistance from donor countries and multinational
organizations such as the World Bank, the International
Monetary Fund and the Asian Development Bank.

From then until now, Mongolia has received total
Official Development Assistance of US$1,707.1 million
from 18 donor countries and 14 international
organizations for about 840 big and small projects in all
spheres of the economy, US$931.8 million of which is
accounted for by grant assistances and US$775.3 million
is accounted for by grant loans. The biggest donor is
Japan, providing an ODA of US$647.6 million, followed
by the ADB with US$325.7, Germany with US$127.8, the
World Bank with US$125.2, the USA with US$121.6,
Russia with US$55.7 and the IMF with US$53.9 million.

7. Conclusion

For any country, involvement in the global process of
integration is inevitable.

Based on the specifics of the initial conditions such
as vast open territory, sparse population, limited market
capacity, economic underdevelopment, two thirds of the
entire population conducting a settled way of life, recent
economic liberalization, continuing economic transition
and macroeconomic stabilization, one can develop a
general concept of three closely interrelated objectives as
follows: Mongolia is to develop guided by the general
principles of international global integration, sustainable
development and based on an infrastructure that provides
for utilization of human, livestock and land resources
along with preservation of its unique cultural heritage.

It is a fact that for any country, the funds available
are limited. In particular, for a country like Mongolia,
they are rather limited and insufficient, and therefore
instead of wasting them, it is more rational to allocate
them into one specific priority area through investing

12 Note: Council of Mutual Economic Assistance (CMEA) was a multilateral organization between former socialist countries.
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efficiently into certain projects.

The immediate challenges are reducing poverty and
resolving the public sector imbalances. Mongolia’s short-
to-medium term prospects depend on the issues of banking
sector reforms and the strength of export performance.

At present, in an environment of global climate
changes, intensive desertification and scarce water and
forest resources that directly affects the future of the
Mongolian people, it is becoming even more urgent to
have the general public share the concerns and feel as if
they have individual, direct responsibility to protect the
environment, combat desertification and launch
reforestation projects in the country.

Promotion of foreign investment is a matter of high
importance, not only in the medium term, but it is also a
crucial factor that determines the future development of
Mongolia.

Therefore, it is of paramount importance to create a
favorable business environment for foreign investors that
enables the pursuit of a policy of foreign direct investment
promotion, declaration of certain regions within this
framework as free economic zones, establishment of a
structure of an export oriented economy and to link it with

the policy of privatization of the most valuable
enterprises, and especially, to encourage the emergence of
business and information networks, bringing together
infrastructure, urban and rural areas.
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1. Emerging new opportunities

The year 1999 was a unique year. It was the very
first year in which the Russian Far East registered positive
industrial production of 7.5% since the collapse of the
USSR in 1991. All three major regions, Sakhalin,
Khabarovsk and Primorskii Krai, which account for more
than 70% of industrial production in the Far East, showed
positive growth. The figures were 10% for Primorskii
Krai, 9% for Khabarovsk and 7% for Sakhalin
respectively. This trend is likely to continue in the year
2000. This development has opened up new opportunities
for the region, especially when this positive trend in the
Russian Far East is related to other neighboring regions,
which show continuing dynamic GDP growth. In
particular, I have here in mind three provincesd Liaoning,
Jilin, and Heilongjiang provincesO of northeast China,
where GDP growth figures for the past three consecutive
years stand above the national average. At the same time,
as the first joint march of the two Korean teams at the
Sydney Olympic Games opening ceremony demonstrated,
we should not lose sight of the emerging prospect of a
reunified Korea. In this context, the Russian Far East has
to be recast as an integral part of the emerging Far East.

The year 1999 was unique for the Russian Far East in
another sense, because it saw Sakhalin being raised to the
position of number one among the 89 members of the
Russian Federation in terms of volume of direct foreign
investment; the volume being over one billion U.S. dollars
for Sakhalin alone. Of course, this is related to the
Sakhalin-1l project, which started oil production in July
1999. There is also what is known as the Sakhalin |
project, which is expected to start commercial production
of oil around 2006. The total investment volume of
Sakhalin-1 and Sakhalin-11 combined will eventually reach
the level of 25 billion U.S. dollars. In addition, Sakhalin
Il and 1V projects are expected to follow.

There are other prospective big energy development
projects such as the Kovikta gas field near Irkutsk as well
as the Yakutia oil and gas fields. These projects have
strategic energy implications, because continuing rapid
economic growth in China will inevitably be accompanied
by an increase in demand for energy, thereby straining the
existing energy balance in Northeast Asia. These natural
gas development projects may allow the East Siberia and
Far East regions of Russia to become net suppliers of
energy, including electricity, for the region. There is also
another area of potential for the Russian Far East; this is
the reinstatement of the Siberian Land Bridge (SLB) as a
route between the Asia-Pacific region and Europe. The
SLB has fallen into disuse with the collapse of the USSR,
and the ensuing confusion irreparably damaged the

commercial efficiency of the route. Since the early 90's,
cargo flow originating in the Far East has shifted from the
SLB to ocean routes. With the reappearance of dynamism
in the region and rapprochement between the two Koreas,
we can again hope for a new strong tide of cargo flow
though the SLB.

2. Impediments and Solutions

(1) Unsolved joint-venture court cases

With the only exception of Sakhalin, the Russian Far
East has failed to attract the level of investment it would
like to achieve. Foreign capital from Japan and other
countries is not rushing in because there are impediments
to investment decisions. The traditional target of foreign
direct investmentd FDIO from Japan has been timber
logging. Since Russian employees in such joint ventures
cannot hope for alternative employment, joint ventures in
this field have been doing well. This dictates a close
cooperative relationship between Russian and Japanese
partners. Immediately after the collapse of the Soviet
Union, when businesses from both Japan and Korea
ventured into the area of service sector investments,
particularly hotels, they set foot into a quagmire. It was
very often the case that an initial honeymoon period
would turn quickly into animosity. The majority of
investment cases relating to the service sector have failed
and currently there is virtually no appetite to enter this
sector either in Japan or Korea. In the service sector,
Russian partners in joint ventures assume that they can
successfully continue to do business without foreign
partners, and they are uninhibited about resorting to
forcible take-over bids. But collapses of partnerships have
tarnished the image surrounding foreign direct investment
in the Russian Far East. It is very important to restore this
image. In relation to this, all Japanese business people are
hoping for a fair verdict by the Russian judiciary
concerning a particular Russia-Japanese joint venture
hotel in Sakhalin, which at the time of its inception was
heralded as a model for other Japanese businesses to
emulate.

(2) Population outflow

The problem of population outflow is another
impediment to investment. The Baikal and Far East
regions of Russia witnessed an outflow of about 790
thousand people over the period between 1990 and 1998.
The population in the Far East was only 7 million and 260
thousand as of the end of 1998. Unless this outflow trend
is stopped or reversed, business prospects are likely to
remain bleak.
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(3) Lack of necessary infrastructure for FDI

Impediments are not limited only to forcible take-
over bids or population outflow. East Siberia and the Far
East are not unique in their negative characteristics
relating to foreign investment. The latest polls of leading
Japanese companies taken at the end of August cite such
reasons as an unclear legal and tax framework, survival of
distinct Soviet-style book-keeping, unreliability of
statistics including data in financial statements, inadequate
level of incentives for attracting FDI, and lack of reliable
banking services for such basic requests as issuance of
letters of credit. These points are widely known. The
Russian leadership, including Mr. Putin, is very much
aware of them. The polls were presented to Mr. Putin
when he met with Japanese business leaders, and he
promised to improve the investment climate in Russia,
taking them into account. During the meeting, he stressed
that the recent appointment of presidential representatives
in 7 regions would secure the unified application of
federal laws throughout Russia. He also referred to the
impending reform of the Russian judiciary system in order
to secure such unified application of law.

There are a few specific points | would like to make
at the policy level.

1) A more transparent relationship between Moscow and
the regions;

The first point is related to the evolving relationship
between Moscow and the regions under the Putin
administration. Here we would like to see a more
transparent and mutually beneficial relationship develop
between the federal and regional governments. For
example, | would like to ask Moscow to develop a
customs policy more favorable to the regions that results
in exportation of goods directly from Japan, Korea or
China into the Far East, which makes more commercial
sense than exporting the same goods through Moscow via
specified organizations that are entitled to import goods
duty-free. | understand there exists a certain argument for
fiscal federalism in Russia, but Moscow should also be
more willing to exercise discretion relating to matters
concerning the establishment of free economic zones, for
example. | have one specific case in mind, which I will
return to later.

2) Development of regional economic policy;

The second point | would like to make is this: I urge
the regions of the Far East to stop vying with each other
and to try to develop themselves into a more coherent and
comprehensive economic policy entity, as this will be
required in the face of the myriad problems which impede
FDI and require speedy solutions at the regional level.
This is particularly important to overcome the negative
impact of population outflow in the region.

3) More flexible border-trade regulations;

The third point is connected with the regulatory
environment relating to border trade. Apparently, border
crossing in the Far East is still very time-consuming. One
distinct disadvantage for promoting border trade relates to
the multiple inspection procedure still administered by
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Russia in the region. In the Khasan border checkpoint of
northeast China, for example, inspection involves two
stages of passport control, customs clearance and another
two inspections by the military. Russian inspection is
complicated and much more fragmented than that of
China. We can improve the situation, where appropriate,
with the help of modern technology like computers, but
problems remain from the standpoint of checkpoint
operations. For example, there are still some border
checkpoints open only 8 hours a day. In addition, new
initiatives for simplifying visa regulations are urgently
needed.

3. New prospects

(1) Implications of rapprochement between the two
Koreas

The unexpected summit meeting between the two
Korean leaders in June this year opened up a whole new
range of prospects for the development of Northeast Asia.
This historic turn of events could bring a series of positive
changes. For example, in the event that a railway
connection between the two Koreas is reestablished, the
Trans-Siberian Railway could be extended as far south as
Pusan at the southern tip of South Korea. This could, in
turn, generate quite a different flow of cargo between the
Asia-Pacific region and Europe. Cargo flow between
South Korea and northeast China as well as the Russian
Far East would be very active, with intra-regional and
cross-border business flourishing. In the same vein, the
Tumen River Region Development Project, which
involves Russia, China, Japan and the two Koreas, could
be revitalized. A possible exception here might be the
seaports of the Russian Far East, on which there could be
a detrimental effect. A serious and negative result of
rapprochement between Seoul and Pyongyang could be
for the political situation in South Korea to force the bulk
of available capital for FDI in South Korea away from the
Russian Far East and concentrate it instead on North
Korea.

(2) Dynamic northeast China

China presents another significant factor to be
reckoned with. Given the continuing strong economic
boom in China, the flow of trade in the Far East region
may drastically change in the future. With the standard of
living rising in leaps and bounds, the Chinese people
naturally desire better housing conditions, and building
new houses would trigger a rapidly rising level of timber
exports from the Russian Far East. There are also cases
where Russians in the Far East have exported logs to
China for processing before subsequently re-exporting
them to South Korea and Japan. Economic growth in
China would also increase the demand for an improved
diet among the population. China is now No. 1 in the
world in terms of its catch of fish, having overtaken Japan.
It may therefore be natural to expect the fishery and other
food-related businesses to become another area for joint
ventures in the Russian Far East.

Given the huge potential of the U.S. market, the
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northeastern provinces of China may strive to increase
exports to the U.S., and this could encourage Chinese
exporters to utilize Russian Far East ports, which are
located more conveniently than available Chinese ports.

(3) Strategic energy cooperation and establishment of
the Free Economic Zone in Nakhodka

Energy is another strategic area for economic
partnership in the Far East. Here again, energy-importing
China could be a locomotive for such cooperation. In this
regard, Russian East Siberia and Far East is probably the
only area with potential for energy export.

South Korea was eager to invest in the Russian Far
East, having in mind the possible homecoming,
particularly to Primorskii Krai, of ethnic Koreans deported
by Stalin to Central Asia. In this context, South Korea
was keen to develop the Russia-Korean Industrial
Complex in Nakhodka as the first free economic zone in
Russia. South Korea has apparently done everything it
can at the government level to start this project. However,
the Russian Parliament is reluctant to accord such a status
to the project. Here again we are confronted with the
delicate and sometimes intractable relationship between
Moscow and the regions. It is our hope that the Putin
administration will resolve this matter.

4. Japanese response and initiatives

Russian-Japanese trade is in poor shape according to
official statistics, as is the case with investment. Japan
ranks NO.13 and 14 for investment and trade in Russia
respectively. But as former Prime Minister Kirienko said
in his article [0 Japan Times, June 12, 19981 due to the
unaccounted transshipment of sea products outside the
Russian customs border in the Far East alone, we annually
lose $2.5 billion”. The bulk of these products are exported
to Japan. Another invisible factor in official trade
statistics concerns second-hand passenger cars which
Russian seamen purchase in Japan, bring back to the Far
east technically as hand luggage, and sell at profitable
margins - this arrangement allows the duty free import of
the vehicles, thereby excluding them from trade statistics.
The volume is so huge that a successful joint venture for
servicing second-hand passenger cars was set up by a
Japanese firm in the Far East with a $2 million
investment. Hence, the real level of economic exchange
between Japan and Russia is much higher than official
statistics suggest.

At a strategic level, Japan is fully aware of the
importance of the Russian Far East and East Siberia. At
the Moscow summit of 1998, both countries confirmed
their readiness to interact in fostering international
cooperation in the energy sector in the Asia-Pacific region
to enhance energy security, support the resolution of
global warming, and help the social and economic
development of the region.

This summit produced a further initiative. It was the
agreement for the promotion and protection of
investments, related to which are three points that are
worth noting:

a) A commitment by Russia not to apply such trade-
related investment measures as a local content
requirement.

b) A transparency clause which obliges Russia to make
public all laws, regulations, administrative procedures
and judicial decisions that pertain to or affect
investments.

¢) An agreement to submit disputes to North American-
style arbitration.

We were very relieved to see this agreement ratified
by the Russian Duma in January of this year.

During President Putin’s visit to Japan about a month
ago, he noted the recent positive upturn in bilateral trade
and touched upon the idea of aff energy bridge” of
electricity between the Russian Far East and Japan, as well
as the revitalization of the Trans-Siberian Railway. Some
Japanese private companies have already expressed
interest in these ideas.

Another area that has attracted keen interest among
Japanese companies relates to sophisticated technologies
in Russia, which have not been tapped for commercial
application. A recent seminar on such technologies in
Tokyo attracted an unexpected number of participants.

5. Conclusion

Let me conclude by presenting three points. As |
noted earlier, Japan is currently rather lukewarm about
investing in the Russian Far East. This is because
Japanese businessmen have already had their fingers burnt
with various joint venture failures, which has led to
negative perceptions spreading among business circles.
That is why Prime Minister Mori stressed to President
Putin the importance of the Russian judicial system
delivering a fair verdict concerning the joint hotel venture
in Sakhalin, otherwise China and Korea will become more
attractive options for investment from the Japanese point
of view. Therefore, | would urge Russian businessmen to
see with their own eyes what sort of privileges and
incentives are accorded to FDI by China, particularly in
areas neighboring the Russian Far East. China is a very
formidable competitor vis-a-vis the Russian Far East.

Secondly, the Russian Far East, which has a
population of only about 7 million, is not of sufficient
size. Moreover, each of the regions of the Far East are
quite independent from the others, resulting in this 7
million person market existing only on paper and not in
reality. In addition, Moscow, particularly the Duma, is
not inclined to delegate sufficient economic power to the
regions, including the Far East. Under such conditions,
project like the Russian-Korean Industrial Complex in
Nakhodka will not progress. At the same time, the
Russian Far East has to further develop its identity as one
region, and we would like to see a more comprehensive
regional economic policy emerge in this respect.

Thirdly, the rapprochement of the two Koreas is
beginning to look as if it will be a real possibility. This
would fundamentally change the investment climate of the
region. It will become more pressing in economic terms
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to think of the Russian Far East, northeastern China and
some areas of Korean Peninsula as an indivisible whole.
Japan would get involved, when appropriate, in such
projects as the Tumen River Region Development project.
And some areas in Japan facing the Sea of Japan are very
much interested in this emerging Far East. As | tried to
demonstrate, the Far East region is full of potential for
development. We can tap this potential more effectively
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when all players from Russia, China, Korea and Japan join
hands and succeed in building a common concept for
regional development in the region. As the Russians say,

“ In order to shake hands, you need two people to
cooperate.” | hope my remarks have helped you
understand this and the problems we are facing. We are
extending our hand. | hope you will do the same. Thank
you very much for your attention.
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The Baikal Economic Forum in Irkutsk: Good Intentions
and Modest Outcomes

Vladimir I. lvanov
Senior Researcher, Research Division, ERINA

The Baikal Economic Forum was held in Irkutsk
from September 19-23, 2000. Attended by several
hundred Russian and foreign participants, this event was
organized under the auspices of the Federation Council of
the Federal Assembly of Russia. Regional associations
such as thé Siberian Agreement” and the Association for
Economic Cooperation of the Far Eastern and Trans-
Baikal Provinces were also involved.

It was expected that President Vladimir Putin would
speak at the plenary session. Instead, a message from the
President was read at the opening ceremony and Egor
Stroev, Speaker of the Upper House of the Russian
parliament, delivered a keynote speech. The main concern
expressed in this speech was the declining or stagnant
population in the provinces of Eastern Russia and lack of
appropriate federal economic policy to help the Eastern
regions to emerge from economic crisis and industrial
degradation.

As was stressed by Mr. Stroev, market economy
development and links among Russian regions, more trade
with CIS neighbors and the economies of the Asia-Pacific
region must be initiated to achieve economic and social
recovery. There were three main areas identified for
cooperation: (1) cross-border energy projects; (2)
transportation projects, including trans-continental
projects; and (3) science and advanced technologies.
There was also a proposal to use contracted foreign labor
in the region, albeit under strict federal regulations.”

The keynote speech was followed by remarks from
Leonid Drachevskiy—a presidential representative in
charge of the newly created Siberian Federal District. He
proposed that national development plans, such as the one
for the period until 2010 recently adopted by the Federal
Government, must be complemented by regional
development programs. The problem, however, is the
lack of investment resources and new technologies.

Boris Govorin, the Governor of Irkutskaya Oblast,
emphasized in his presentation the significance of the
economic links with the Asia-Pacific markets and new

“ dividing lines” between Eastern provinces and Western
Russia created by liberalization. Also, he mentioned that
development programs adopted for Siberia and the Far
East fail to arrest negative demographic trends because
these programs are severely under-financed.

Professor Mikhail Titarenko, Director of the Institute
of Far Eastern Studies of the Russian Academy of
Sciences, diverted main attention to the problem of human
resources development in Eastern Russia, the future of
Russia in Northeast Asia and its limited participation in
trade and economic links in the Asia-Pacific region,
despite its unique geo-strategic stretch from the Atlantic
Ocean to the Pacific Ocean.

Minister of Finance Alexei Kudrin was upbeat: a

strong trade surplus in 1999, record-high rates of
economic recovery in January-September 2000, balanced
budget and increase in investment mark the first such
change in a decade. An improved investment climate and
prospects for simpler and lower taxes promise improved
performance for Russian enterprises and will attract
foreign investors.

The list of speakers also included Mikhail Nikolaev—
President of Yakutia, Leonid Potapov—President of
Buriatia, Victor Kress—Governor of Tomskaya Oblast,
Stanislav Smirnov—President of the Russian Chamber of
Trade and Industry, Professor Evgeniy Velikhov and
others. There were several speakers from the neighboring
countries of Northeast Asia, including Mongolia, China,
Japan, and the Republic of Korea.

The presentation by Professor Masaru Hirata, Vice
President of the Northeast Asian Gas and Pipeline Forum
(Gas Forum, as this conference was called in Irkutsk) was
one of the most informative and relevant to the needs of
both Eastern Russia and the entire Northeast Asia region.
Professor Hirata informed the plenary session about the
activities of this organization since its establishment.

The Northeast Asian Gas and Pipeline Forum grew
out of a conference held in Tokyo in 1995 attended by
representatives from Japan, China, Russia (Yakutia), and
South Korea. The second conference, on prospects for the
Northeast Asian natural gas pipelines, took place in
Beijing in 1996. Representatives from Australia, Canada,
the US, the UK and other countries also joined.

The National Pipeline Research Society of Japan,
serving as a coordinator for these two conferences,
proposed to establish the forum to promote regional co-
operation in expanding natural gas in the region. The
third conference, held in Seoul in 1997, adopted the
statute of the proposed forum and established a non-profit
organisation for international cooperation.

The government of Mongolia hosted the fourth
conference in 1998, which attracted 110 participants from
11 countries, including representatives of North Korea and
Taiwan. Highlights of the meeting included the
presentation made by a representative of Gasprom on the
feasibility of natural gas supplies to China and a decision
to begin joint research activities. The fifth conference
took place in July 1999 in Yakutia, with more than 200
participants from 12 countries. In Irkutsk, the Gas Forum
held its sixth conference and an announcement was made
that the Russian side would form a national coordinating
committee to participate more effectively in the activities
of this non-governmental organization.

In Irkutsk, Professor Hirata reported to the opening
session of the Baikal Economic Forum about the proposal
to establish an international organization to facilitate
cross-border gas pipeline projects in Northeast Asia. This



was a very timely initiative, considering that only two
years ago in October 9, 1998, APEC energy ministers
endorsed their Natural Gas Infrastructure Initiative.!

This initiative appears timely, but also difficult to
implement without multilateral concerted effort. Indeed,
there are large discovered resources of natural gas in
Eastern Russia and huge potential markets in China,
including Taiwan, Japan and the Koreas. It is also
technically feasible to build a cross-border pipeline
infrastructure. However, to mobilize financing for the
resources development, cross-border pipelines and
distributing networks, political cooperation is the key.

The* policy component,” in addition to favorable
political climate, also includes domestic economic and
administrative issues. The absence of legal and regulatory
frameworks in the region for gas pipeline projects is
complicated by the absence of fiscal regimes that can
reduce investment risks. Moreover, the energy markets in
the region, including, first of all, Russia, China, and North
Korea, are not sufficiently open or transparent. The
pricing mechanisms are often inefficient and include
government price intervention and tax distortions.

In order to deal with these impediments the Northeast
Asian countries must establish stable and transparent
regulatory regimes that will integrate the interests of all
participants in future natural gas projects. In Russia, the
first steps were taken to permit private, domestic and
foreign ownership of natural gas facilities.

Similar to the Sakhalin oil and gas projects, only
private and commercial entities should lead the large-scale
investment and development programs in Northeast Asia
to ensure their efficiency. On the other hand, the
production-sharing mechanism must be further refined to
protect the property rights of private investors and
operators, ensuring the contracts and the needs of the
recipient country. The PSA approval processes are
complex, but stable, transparent and non-discriminatory.
This approach permits capital transfers and does not
restrict repatriation of earnings. It provides equal
treatment for domestic and foreign companies and ensures
recovery of and return on investment in natural gas
projects. Finally, it sets out environmental standards.

However, there are numerous technical, financial,
and other unnecessary barriers to using natural gas in
Northeast Asia. The environmental benefits of using
natural gas compared with other fossil fuels, coal in
particular, are yet to be fully taken into account. It is
unclear how the countries of the region will foster
competition among all the different sources of energy,
including imported and domestic sources, and among
energy providers. There is no certainty with regard to a
pipeline infrastructure in Japan or the Korean peninsula.
All these make prospects for Sakhalin natural gas
uncertain in terms of market access.

Therefore, to implement the APEC’ s Natural Gas
Initiative a special and concerted effort should be made,
including establishment of a formal consultative
mechanism among the economies of Northeast Asia.
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Most critically, a long-term and comprehensive
strategy for the development of these resources has yet to
be drawn up. This strategy must accommodate various
issues and interests, including the resource base
enlargement, markets to be covered, delivery options,
sources and mechanisms of financing the projects, and
also the cost-effective and policy-sustainablé geography”
of the proposed gas pipeline network. In this respect the
Gas Forum in Irkutsk made another step forward through
a publication of the special report entitled “ A Long-term
Vision of Natural Gas Trunkline in Northeast Asia.” This
report is the result of a multilateral and long-term effort by
the coordinators and key members of the organization.

The Gas Forum was indeed a comprehensive and
well-focused discussion, involving experts, government
officials, business leaders and local administrators from
Northeast Asia and other regions, including North
America and Europe. It seems that it was extremely
appropriate to coordinate the timing for the Gas Forum
and the Baikal Forum, assisting the latter in developing a
truly international outreach.

There were also two other separate conferences
conducted under the auspices of the Forum. From
September 21-22, another international conference on

Power Integration in Northeast Asia: Prospects for
Developing the Inter-State Integrated Power Grids” took
place, also as a part of the Baikal Forum. It was smaller
than the* Gas Forum,” but its main goal was to propose a
comprehensive strategy that took into consideration both
the agreed policy for electric power industries and
concrete electric power projects.

Formation of interstate electricity infrastructure in the
region will lead to a decrease in energy costs and
improvements in energy supply reliability and will make
the solutions of environmental problems easier. In the
same way as the leaders of the Gas Forum, the conference
organizers rightly believe that such a strategy of cross-
border power integration in Northeast Asia can only be
created through the collective effort of all the interested
countries and organizations.

Yet another conference on the “ Problems of Youth
Employment and Occupational Training in Siberia and the
Far East” took place under the umbrella of the Baikal
Forum. In general, the Baikal Forum was a huge event
with more than 1,600 registered participants, including
125 guests from Western Russia and 276 from other
countries. The Baikal Forum’s program included the
three main sections, 11 roundtable discussions, other
seminars and workshops.

It should be noted that from the preparatory stage in
November last year, Egor Stroev and the Federation
Council were the frontrunners in organizing the Baikal
Forum. The main idea was to apply both the philosophy
and the methodology of the economic forum in St.
Petersburg on Russia-CIS relations to Eastern Russia.
However, it seems that the Baikal Forum organizers failed
to integrate different interests in the planning process,
although formally speaking it was a collective exercise,

“ Recommendations Concerning Accelerating Investment in Natural Gas Supplies, Infrastructure and Trading Networks in

the APEC Region.”
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involving the names of many prominent people. transportation infrastructure development in Eastern
Indeed, both the deliberations during the opening Russia. According to Stroev, the Baikal Forum was
ceremony and the main document prepared for the forum® designed to provide a venue for* practical business
represent a set of foreign policy prescriptions, rather than contacts” between Russian and foreign businessmen—this
a pragmatic vision of economic opportunities for Russia in is exactly what did not happen during the meeting in
East Asia. Moreover, the entire discussion during the Irkutsk, except for the conference on natural gas and gas
opening plenary session was rather inward looking, pipelines in Northeast Asia.
making international participants wonder why such a There is no doubt that the Baikal Economic Forum
conference focused on domestic issues was called became an important event for Eastern Russia. However,
“ international.” what its real impact on these regions and the current and
The stated objective of the Baikal Forum was to emerging problems will remain to be seen. It is unclear
provide a well-balanced view on the role and position of what, if any, lesson the federal government in Moscow
the Siberian and Far Eastern Russian provinces in both learned or what recommendations of the Baikal Forum it
inter-regional exchanges and international economic is willing to accept. It is also highly questionable that the
integration in the 21% Century. In reality, however, even Baikal Forum served its declared role to be an
the goals of the mid-term economic strategy announced by “ integrative” event for all eastern regions. The governors
the new Russian government, including prospects for of the Far Eastern provinces were less enthusiastic about
overseas trade and foreign investment, were neither listed this gathering compared with their counterparts from
in the report nor linked with the current economic trends Siberia.

in the Asia-Pacific region.

Furthermore, the Baikal Forum was expected to give
recommendations to the legislative and executive bodies
to take concrete steps ensuring favorable investment
conditions in Siberia and Far East to implement large-
scale investment projects of primary importance for these
regions and Russia. However, the principle report was
paying attention mostly to the conceptual diversity of
special economic zones, mentioning only in passing
leading and most promising investment projects in Eastern
Russia such as oil and gas ventures in Sakhalin and the
Kovykta natural gas project, near Irkutsk.

Also, in cooperation with neighboring countries the
Forum was expected to provide practical proposals for the
sustainable use of natural resources, energy and The Baikal Economic Forum

2 Development Strategy for Russia in the Asia-Pacific Region in the 215t Century, ATP Publishers, Irkutsk, 2000.
See also Egor Stroev;” Eastern Direction in the Strategy of Russia,” Nezavisimaya Gazeta, Dipkurier no. 13, (September
14,) 2000, p.4.
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