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The Development of Free Economic Zones in Russia
Svetlana J. Vikhoreva
Deputy Chairman, FEZ Development and Marketing,
Nakhodka Free Economic Zone Administrative Committee

Free economic zones (FEZ's) are considered to be
efficient mechanisms which have been successfully used
in many countries. Initiation of FEZ's implies recognition
that processors/investors require different, more liberal
treatment than they are currently getting in their country.
The FEZ policy target§ spot” liberalization of the
investment climate for foreign and domestic businesses.
FEZ's can also be thought of as reform islands, or specific
targets of the reform efforts.

The intention to create an FEZ was announced by the
Chairman of the Presidium of the Supreme Soviets of the
USSR, Mikhail Gorbachev, in 1986, during his visit to
Nakhodka in the Russian Far East. But the real step was
taken by the new Russian government only in 1990 after
the visit of the first Russian President, at that time the
Chairman of the Supreme Soviet of Russian Federation,
Boris Yeltsin, to Nakhodka in 1989. In October 1990, the
Supreme Soviet of Russia adopted the Decree” On the
development of the FEZ in Primorsky Krai in Nakhodka.”

After 10 years of attempts to create a true Free
Economic Zone in Russia, we have to emphasize that
Russia has never had a Free Economic Zone in its full
capacity and meaning. It is still approaching the
understanding of this very important instrument which the
country needs so much to facilitate exports, attract
advanced business culture and management, develop its
own technologies and process enormous resources instead
of exporting raw materials. It could help the Russian
government to develop and test some of the elements of
the new investment policy and methods of cooperation
between the government and foreign businesses on the
small territory of the FEZ, and then spread it all over the
country. Thus, FEZ’s can indirectly affect the reform
efforts by demonstrating what does or does not work.

Instead, the zones still remain an institutional
innovation in Russia. What has happened to the FEZ idea
in Russia is the main subject of this article. The Nakhodka
Free Economic Zone will be used as a shining example of
the entirity of the problems that are faced while
developing the FEZ idea.

In Russia there exist 18 areas formally designated as
FEZ's. In 1990-91, the status of FEZ was granted to 11
regions with a total population of 18 min. people (13% of
all Russia’s population). They had different locations and
sizes. For example, FEZ Vyborg (near St. Petersburg),
FEZ" Altai” (Siberia) (the whole Altaisky krai),

* Kuzbass” on the borders of the Kemerovskaya oblast,
* Sakhalin,” on the edge of the Sakhalin islands and so on.
Almost all these regions did not have an opportunity to
use the FEZ status. Nakhodka FEZ was the first to gain
FEZ status. It is a strategically important city-port located
in the southern part of the Russian Far East, near the
borders of China and Korea and close to Japan. Nakhodka

was chosen due to its advantageous geographic position
and strategic significance for Russia in its Asian policy.
For ten years, the Nakhodka FEZ was considered as a real
candidate for FEZ development. At the beginning, in
1991-94, partial elements of the zone were used; for
example, the tax exemption, customs incentives, special
immigration procedures and simplified registration of
enterprises. The government provided money for
infrastructure development. When the Nakhodka FEZ,
together with Korean partners, proposed a new approach
to FEZ — implementation of the international project of a
Russo-Korean Industrial Complex (RKIC) — it resulted in
the signing of an international treaty between the Russian
Government and the Government of the Republic of
Korea. Nevertheless, the history of Nakhodka is the
struggle for real status that has not yet been achieved.

The failure of the FEZ idea in Russia was stipulated
for several reasons given below.

1. Concept error and lack of conceptual approach of the
Russian Government to the FEZ development in all of
Russia.

2. Inadequate and moreover underdeveloped legislation.

3. Unfavorable economic situation.

Concept Problem

The right concept is a core for success, regardless of
how complicated the project is. It was very difficult to
develop the right concept in the reality of Russia in 1988-
90. The initiators of the idea were the part of the post-
Soviet economy who knew FEZ’'s from the books and
believed so much that Russia had its own way to develop
FEZ's. Some of the important criteria necessary for FEZ
development were ignored, such as the global nature of
FEZ’s, government role, the importance of location and
appropriate size and the availability of state-of the art
infrastructure.

The global nature of an FEZ presumes that the zone
will be part of international competition for investment
and market share. When global production networks or
chains are constructed, FEZ's can provide a link. FEZ's
are one of the main components of the foreign investment-
led export-oriented industrialization strategy. It is an
aggressive policy of the native government to show the
world that it is ready to open its economy to the world,
invite foreign investors, follow the “ international rules”
and support business development in its own country.

In Russia’s case, the goals of FEZ development in
most regions targeted mostly social problems such as
improving housing, goods supply and modernizing
municipal infrastructure. The FEZ became a political
instrument to extract the territory’s tax revenue from the
federal budget and keep it in the territory.



Although most of the so-called* FEZ” territories
copied the main Nakhodka FEZ Decree, setting-up the
zones was more about the fight for budget money than
facilitating industrial development which measured up to
international standards. The financial strategy that the
Nakhodka FEZ put into the FEZ through the government
decree was to keep part of the tax revenue earned by the
city in order to foster the infrastructure development and
invigorate a less-developed region.

The size of the area plays a crucial role in its
financing. Due to international definition, an FEZ is an
industrial area. In Russia, it was a mixed area. For
example, FEZ Vyborg, with an area of 74.3kni, included 6
small towns with a combined population of 200,000. The
FEZ's of “ Kuzbass” and “ Altai” are the whole regions.
The area of Nakhodka FEZ included the City of Nakhodka
itself and the Partisansk region, with an area of 4,611 knf
and a population of 220,000. The area of the City of
Nakhodka is 370kni and the other territory is mainly
forest. It is substantially different if the host country has
to develop and prepare some areas or the entire region
with huge social problems like Kemerovskay oblast.

All the FEZ territories have very serious problem in
terms of infrastructure. At the end of the 1980s,
telecommunications were a problems even in Moscow, not
to mention provincial regions. The fax machine was a
technological wonder, and in Nakhodka, most of the ports
at that time used telex. The government of the host
country usually finances the infrastructure development or
its improvement, always with huge direct investments.
The large size of the FEZ area compelled the government
either to put the burden of infrastructure financing on the
region or recognize the mistake and abolish previous
decrees. As an example, Nakhodka did not receive direct
government investment, but investment credit (tax credit
later) to develop infrastructure in an area of 4,611knf. The
responsible Administrative Committee of the Nakhodka
FEZ was forced due to the City of Nakhodka and
Partisansk region to invest much more money in overall
social infrastructure development than it would have if the
FEZ had been an area of only several hectares. City
projects substantially increased the burden and made the
cost of the FEZ expensive.

The mistake of zoning almost 13% of Russia with 18
millions people living there was obvious. One of the main
principles was ignored — a zone is an area or a region,
which is set apart or aside and designated for a particular
activity (industry, processing or economic). As a result,
the government abolished all incentives it gave to the so-
called FEZ’s in 1992-93. It also abolished the financing
for almost all the region except for the Nakhodka FEZ
(Nakhodka FEZ received financing up to 1997).

In 1992, together with the Korean Land Corporation
from the Republic of Korea and the American private
company SOVCAP, the Nakhodka FEZ Administrative
Committee started to develop a new approach to FEZ and
proposed to the government the adoption of* spot
development” - concentrating efforts on small areas of a
few hundred hectares. Bilateral negotiations between the
governments of the ROK and the Russian Federation
resulted in the implementation of the Russo-Korean
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Industrial Complex project. This project is an
internationally recognized concept of a free zone located
in an area of 330 ha. It can be used as a model to develop
the idea of FEZ’s in Russia.

Location is the most important consideration. Good
international communications (transport and telecommunication)
are essential, as free zones are geared primarily towards firms
processing regular (weekly) shipments of imported raw
materials for export markets. The experts found that the most
favorable and ideal locations are Nakhodka and Kaliningrad.
Nakhodka has good access to the markets of America, Northeast
Asia and to the Russian market. Kaliningrad is a natural enclave
located in the proximity of Germany, Poland, Sweden, and
Finland. The goals to set special regimes were thus entirely
different than for Nakhodka FEZ, and in 1997, Kaliningrad
gained the status of a Special Territory, not a Free Economic
Zone, which is absolutely correct.

So we can say that the term “ Free Economic Zone”
up to 1997 was widely used in Russia for any territory
which had more or less different tax or customs treatment
or different relationships between the federal and local
budgets. However, the FEZ is a combination of natural
favorable location, excellent infrastructure, special
investment treatment, low bureaucracy and substantial
government support. If any of these are low or absent, the
success of the FEZ will be problematic. Moreover, the
mixture of definitions led to a situation where the FEZ’s
were criticized widely as illegal. As far as the region had
this “ brand” (but not the real status) some years ago, all
the problems were connected with the FEZ status.

Legislation problems

Legislation is a must for FEZ success. 1990 was the
time when the new Russian Government and the Supreme
Soviets of the Russian Federation started to develop
Russian legislation. The lack of general (basic) legal
framework on FEZ's and in relation to foreign
investments created the opportunity for different bodies to
set up zones. For example,* Sakhalin,”* Altai,” etc. were
granted FEZ status through Decrees of the Soviet of
Ministries. The Nakhodka FEZ,* Kusbass,”* Sadko”
(Novgorodskaya oblast) were created through the Decrees
of Supreme Soviets and the Trade Zone “ Sheremetijevo”
and porto-franko “ Vnukovo” (Moscow) by Presidential
Decree.

The Decree of the Supreme Soviets and the Decree of
the Government on the development of the FEZ in
Nakhodka were the first legal documents to regulate the
zone and attitudes to foreign investments and investors in
Russia. The basic legal acts, such as the Customs Code,
Tax Code, Currency regulation Law and the Law on
Foreign Investments in Russia, were developed and
enacted in the next two years. All these legal acts did not
mention the Free Economic Zone, with the exception of
the Customs Code, and the FEZ status became a pure
declaration.

As a result, the FEZ's became illegal and were put

on hold” awaiting a law on FEZ’s in Russia. In 1994-95,
the government easily abolished its own decrees and the
idea of FEZ's was frozen for an uncertain period of time.
It became a complete legal vacuum.
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A draft of the Law on Free Economic Zones was
developed and brought to the State Duma in 1993—94, and
the law still does not exist. This law was approved in the
State Duma twice and twice was vetoed, by President
Yeltsin in 1998 and by President Putin in 2000. Both
drafts (although conceptually different) legalized FEZ’s
in Russia and identified the role of government and
special procedure to consider zone development. It
substantially decreased the size of the FEZ’s to several
square kilometers and identified tax exemptions and Free
Customs Zones as a necessary criteria for FEZ's. But still
it did not reveal the full mechanism of FEZ's.

The Administration Committee of the Nakhodka FEZ
and its partner, the Korean Land Development
Corporation, in order to overcome legal problems, decided
to refer to the International Treaty between the
Government of the Republic of Korea and the
Government of Russia on the Development of a Russo-
Korean Industrial Complex in Nakhodka FEZ. It contains
the major preconditions necessary for FEZ development,
such as:

— tax holidays for enterprises located in RKIC;

—simplified bureaucratic procedures (one stop-shop
services);

—responsibility of the Russian Government to develop
infrastructure and secure Korean and future users’
investments.

The implementation of the project of RKIC as a pilot
project gives a good opportunity to test the major
approaches and develop the correct relationships between
all* players of the game,” which are federal and local
governments, foreign partner-developers and users of the
RKIC. The International Treaty has to be supported by a
series of instructions, decrees of the government at
different levels, and “ in-house” acts. All these should be
competitive among Nakhodka FEZ'’ s neighboring zones in
China, the Republic of Korea (ROK) and the Democratic
People’s Republic of Korea (DPRK). Transparency and
flexibility is of great importance in the first stage of RKIC
development.

FEZ* Yantar” (Kaliningrad) was transformed into a
special economic territory by the Law On Kaliningrad
Special territory.” FEZ* Sadko” refused this idea and did
not take a special status, but successfully developed and
implemented a special regional investment strategy due to
the very progressive governor and Novgorodskaya oblast
Administration. To date they have the highest rating
among the foreign investors. They cleverly used one of the
FEZ criteria — simplification of bureaucratic procedures
and regional tax incentives.

Economic Situation
The better the surrounding policy atmosphere, the
more beneficial FEZ's will be to the local economy. Of
most importance is a stable macroeconomic environment.
Inflation should not be a threat, and the exchange and
interest rates should be close to their free market values or
“ market” rather than administratively stable. If the
macroeconomic environment is unstable, the direct

benefits to the host country from FEZ’s will be slight,
even if the FEZ's are successful from the participants’
point of view. In addition, the better the overall climate for
competitive private business in the host country, the
greater the direct economic benefits to the host country
from FEZ’s. Such increased benefits would include
greater economy-wide private investment, employment,
higher wages and efficiently produced output (which is
exportable). This follows from the fact that surrounding
businesses will quickly respond to the economic needs of
investors in the FEZ’s, thus increasing the backward
linkages.

In 1990-94, when FEZ's were initiated, the
economic situation in Russia was rather unstable, with
hyperinflation and political uncertainty, a steep reduction
in output and income, political crises and the break-up of
the powerful Soviet Union. Russia’s reformed government
under Boris Yeltsin tried to destroy the old Communist
Party command system and establish a rule of law market
system. Regional administrations also retained much of
the old system’s structure and operating procedure. At that
time, the privatization process started.

Also at that time, there were no private businesses,
which are fundamental for FEZ development. The first
private enterprises appeared in Nakhodka in the second
half of 1990. At that time Nakhodka had 340 state-owned
enterprises (for comparison, to date Nakhodka has 4,200
enterprises with 3% being state-owned, and 16,000
individual private businesses). Thus, in the period 1990-
95, private business started to develop. The former state
enterprises became joint stock companies as a result of
privatization. The small businesses were mostly young
and inexperienced one-man companies, which could
neither compete with foreign businesses nor be equal
partners in joint ventures. The Nakhodka FEZ, using at
that time tax and customs incentives, attracted foreign
businesses, and in 1994 had 460 companies with foreign
investments, most of which were joint ventures. Six years
later, enterprises wholly owned by foreigners have mostly
left. The unstable investment environment and
abolishment of benefits promised for the Nakhodka FEZ
made the companies shift their focus from processing to
simple trade activity, or just leave. The announced share
capital in 1992-93 was US$640 min. This was the amount
the foreigners wanted to invest in Nakhodka. To date, the
registered capital of enterprises with foreign investment is
just US$64 min. The financial infrastructure was poor.
The development of the security market also started in
1991. Most of the banks could not accept even a million
dollars.

Russia’s devaluation of the ruble and default on its
debts in August 1998 triggered its most serious crisis and
more foreign enterprises left the country. This situation was
not conducive for the development of the zone idea in Russia.

Conclusion
Thus, ten years ago, Russia and its government were not
ready to start a free economic zone:

— Russia did not have the proper legislation to attract and
serve the foreign investments;



—the zones were not regarded as special government
policy aimed at integration with the global economy;

— there was an unstable macroeconomic environment and
political situation;

— it was the wrong conceptual approach to ignore such
important criteria as location, the global nature of FEZ’s
and the availability of the driving idea on national level;

— there were not enough experienced and reliable Russian
private business which could compete.

At present, Russia has a good chance to develop true
free economic zones. It has enough experience gained by
the territories and State Duma to produce viable and
adequate legislature for FEZ's in Russia.

Russians have gained business experience and have
started to adjust to international standards of doing
business. The young managers can speak English and
have studied business abroad. The new strategy of the
Russian Government is aimed at attracting FDI to the
Russian economy. The personal attention of President
Putin to the Sakhalin project and the facilitation of the
Production Sharing Agreement shows the importance the
government places on its intentions. During two meetings
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between the Prime-Minister of the ROK and the Prime-
Minister of the Russian Government, and President Kim
and President Putin, the project of a Russo-Korean
Industrial Complex was regarded as one of the most
important pilot projects in Russian-Korean economic
relationships. RKIC can be a predecessor of more serious
Korean investments into Russia and a model for FEZ
development.

The new draft of the Law on Free Economic Zones
clarifies the definition of FEZ's and the responsibility of
the government to develop FEZ’s. There is hope that
Russia has one more chance to use the FEZ instrument to
facilitate the flow of FDI into the Russian economy.
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The Foreign Business Development Association (for the DPRK)

Roger Barrett
Chief Representative, FBDA

Background

The name of our organisation was carefully chosen to
reflect what we do. Many people are curious to know why
we exist — people do not associate” Business” with the
Democratic People’s Republic of Korea (DPRK), or North
Korea as it is known to many foreigners. They only read
about food shortages or bad weather or the political things
that newspapers around the world like to write about. So,
when people hear about the FBDA they immediately think
about’ business” and opportunities to do business in the
DPRK — and that is an important step forward in the
mindset of people from around the world.

So, why do we exist? Who set us up? Actually, it
was a group of 10 companies from around the world based
in Asia that came together in 1998 and said* let's set up a
kind of* club’ , or' network’ for those who are doing
business in DPRK”. We agreed to meet regularly for
lunch and to share relevant information and contacts. We
set up an office in Beijing and now have approximately 45
members-companies / organisations, large and small, all
focussed on their area of trade, industry or other activities.
See attached’ tables of member countries”

Objective
The objective of the FBDA as a bridge between the
DPRK and the business world is two-fold:
—to assist, encourage and promote the development of
successful business with the DPRK;
—to help the DPRK to get involved in the world business
community.

The FBDA is a strictly non-political and non-partisan
membership based business organisation funded solely by
membership subscriptions and members’ activities.

Set-up

The FBDA is run from Beijing by a team that
includes Roger Barrett-Chief Representative from Britain,
Rachel Ma-Sales Manager in Marketing from Harbin,
Tina Wu-Marketing & Media Manager from the U.S.A.,
and Maxim Kozlov-Marketing Support Manager from
Vladivostok.

Activities

By guiding regular groups of businessmen in our
country, we started to attract the interest of those who
were interested in the DPRK market but did not know how
to go about making a trip. We offer to arrange visas and
make all the appropriate arrangements for a visit to
Pyongyang or Rajin-Sonbong (now called RaSon City).
Most important of all, the FBDA makes introductions to
the appropriate contacts in the DPRK — from the relevant
business units in Pyongyang or other cities. This is done
through the Ministry of Foreign Trade (MFT) with whom

the FBDA has built up a good working relationship. The
FBDA has taken 7¢ Business & Economic Delegations
(B&ED’s)” to Pyongyang and two to RaSon City.

In addition to taking the’ B&EDs’ , the FBDA has
regular get-togethers for those members based in Beijing.
One favourite activity is the FBDA luncheon, where
interested parties gather together to meet each other and
exchange information and contacts. A guest speaker is
sometimes invited to talk about his or her success in the
DPRK and to share the experience with the audience.

Information on commercial and business activity in
the DPRK is often not so easy to obtain, so we promote
trading opportunities and project opportunities through our
newsletter. We even have companies from Europe, Asia
and Australia looking for partners — and to have a suitable
Japanese partner would be welcomed by some of our
members in industries such as textiles, road building
(bitumen or brick roads) and other areas.

Expectations & Accomplishments

The FBDA has become a valuable source of
information and contacts for members and for friends and
other interested parties. The FBDA is always positive
about the opportunity to do business in the DPRK, but
must set expectation levels correctly; this is an integral
part of successful business.

It is early days in the successful rehabilitation of
agriculture and industrial redevelopment in Korea.
However, the recent successful diplomatic initiative by the
DPRK has seen lItaly, the Philippines, Australia, Great
Britain, Germany, Canada and others build ties to develop
business and trade, apart from the fundamental
improvement in friendly ties within the Korean peninsula.
This all improves the business and investment climate and
the FBDA is pleased to say that we have had an increased
interest from companies around the world in our activities.
We are in the process of expanding staff levels at the
FBDA in Beijing.

Current Perspective

It is perhaps worthwhile making a few general
comments to place in perspective the current climate for
doing business in the DPRK.

Firstly, in Pyongyang and other parts of this beautiful
country, visitors are pleasantly surprised by the high level
of spoken and written English, French, Japanese, Russian
and Chinese.

Secondly, it is a common, but very inaccurate,
misconception that the development of business in the
DPRK is the prerogative of South Korean companies; no
country in the world would want to limit itself to one
trading partner. The DPRK has identified the need for
expertise and a variety of trading partners to reflect its
diverse industries and opportunities.



Thirdly, Korean people are very focused on helping
develop business and trading links with countries from all
around the world. That there are fewer companies in
Korea competing than in China may make the DPRK less
complicated in many ways.

Future Perspective

There are many opportunities in different industries
to develop business. The DPRK has mineral wealth, other
natural resources and a highly trained, motivated
workforce. Their ability to succeed in the more
favourable trading and business environment created by
the diplomatic initiatives and by an increased number of
trading partners and the investment that follows is not in
doubt.

This will take time. The FBDA believes that a steady
improvement will take place with an increase in funding
from different countries, from world organisations and the
private sector all working together. The UNDP has such a
scheme to helg® Export Earning Industries” by combining
private sector expertise, some external government
funding and UNDP / UNIDO assistance in such areas as
training and facilitation. The prospects for such steady
progress and development are greatly enhanced by the
recent indications that several major public funding
bodies, including the World Bank and the Asian
Development Bank, are in principle receptive to
considering the eventual membership of, and / or
cooperation with, the DPRK.

Invitation to the Japanese Business Community

The FBDA has companies from around the world.
However, 50% of our members are from Europe and one
third from Asia. The FBDA welcomes companies from
Japan as members and welcomes the closer involvement
of the Japanese business community. Currently, there is
Japanese involvement in hotel joint ventures in
Pyongyang, trading, clothing manufacture and seafood
developments. Some FBDA members have interest in
finding partners from Japan or other Asian countries for
the development of their business in the DPRK. Many
Koreans can speak Japanese and many Japanese can speak
Korean — this all helps in the development of successful
enterprise.

One particular FBDA member seeks the active
involvement of a Japanese partner. This is a company
developing an air service to connect Rajin-Sonbong with
Yanji in China and Vladivostok in Russia. The
establishment of this air service would significantly
improve access from Japan not only to the Rajin-Sonbong
Economic & Trade Zone but also to the beautiful and
famous Mt. Paekdu.

Air Service for Rajin-Sonbong Economic &
Trade Zone (ETZ)

The ETZ is located in an area of outstanding natural
beauty at the intersection of three countries; Korea, China
and Russia { KCR’ ). However, the development of both
trade and tourism have been held back by the lack of
transportation infrastructure.

For the last three years | have coordinated the
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establishment of this Joint Venture air service to connect
Rajin-Sonbong with neighbouring China and Russia. The
establishment of this service is planned in two stages: see
attached flowchart on Rajin Heliservices.

1. Firstly, a helicopter service using Rajin-Sonbong’s
existing Heliport to ferry passengers to Yanji (35
minutes) and Vladivostok (60 minutes). This service is
planned to start in Summer 2001.

2. Secondly, a light aircraft service using a small airstrip
and airport is planned for completion in Spring 2002.

This aviation enterprise is set up as a joint venture
with Air Koryo, the National Airline of the DPRK. The
benefits that accrue to the Japanese business tourism
market are plentiful: the journey time to Rajin-Sonbong
and to nearby Mt. Paekdu and Mt. Chilbo (both 45
minutes flying time from Rajin-Sonbong) are a fraction of
the time taken by existing routings. It is therefore expected
to greatly assist in the development of the RaSon City
ETZ.

The active participation in the development of both
the air service and the flow of passengers (both
businessmen and tourists) by Japanese investors and travel
organisations are welcome.

This is a rare investment opportunity which involves
both challenges as well as potential rewards. It is the
pioneering nature of the project which makes it so
interesting and unusual. The unique and special nature of
the project includes;

— the fact that this air service will operate in an area which
is a meeting point of three fascinating countries; Korea,
China and Russia. This is the reason for the name of the
foreign partner in the JV { KCR-J Aviation” ) and Japan
is a key market for the JV service

— the project is set to start at a time when these countries
are approaching harmony

—the venture will be launched at a time of peace and
reconciliation on the Korean peninsula. Within the last
year both Korean people, and the world as a whole,
have been heartened by the meetings of the leaders on
Korean soil in Pyongyang

— the chance to have the National Airline of the DPRK as
a partner

— the chance to start with charters and develop the service
in virgin territory

—the introduction of the service will greatly reduce
journey times;

* from Yanji (China) to Rajin from 5 hours by road to 35
minutes by air

* from Vladivostok (Russia) to Rajin from over 12 hours
by road / train to just one hour by air

* and brings the wonderfully scenic unspoilt areas of Mt.
Paekdu and Mt. Chilbo within 45 minutes’ flying time
of Rajin.

Note; Mt. Paekdu is 8¢ Mecca' (or sacred place) for
Koreans from all over the world (and S.Koreans will be
able to travel there sometime in the future too)

— major tourist attractions include many beautiful beaches
and the recently opened 5 star hotel and casino near
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Rajin

—many of the 60million people living in the Chinese
North-East land-locked provinces of Jilin and
Heilongjiang have never even seen the sea or been
abroad. The development of the Chinese economy and
the development of travel and tourism are significant
opportunity for this venture

— the rich seafood and wild mushrooms and ginseng of the
area

—the chance to fly passengers, courier and cargo —
including live and fresh seafood

—Japan is a key market for passengers and cargo. The
existing connections to Vladivostok offer an extra
interesting and convenient port of call (which was a
secret and closed city in Pacific Russia until only 12
years ago).

In addition to facilitating the development of tourism,
the venture would greatly enhance Rajin-Sonbong’s
attraction to the development of other businesses and light

industry in the area. The Zone has seen a steady upsurge
of interest in the last two years, and the stabilising of
relations with neighbours and on the Korean peninsula in
general, have set the scene for the steady and significant
emergence of this area as a tourist destination and a draw
for businesses.

Let us all wait for the spring and summer to see
things really take off. The timely and popular Korean
expression to support this view is* Seeing is believing.”

The FBDA contact details

Suite 10-05, Kun Tai Building

No.10, Chao Wai Da Jie, Chaoyang District

Beijing 100020, P.R.C

Tel: 86-10-6599 5262 / 6599 5263

Mobile: 86-136 0125 3765

Fax: 86-10-6599 5264

E-mail: fbda@public3.bta.net.cn
Rogerb@163bj.com

Website: http://www.fbda.net
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Prospects for the Software Development Industry in Japan and China
(Summary)
Shinji Sato
Researcher, Research Division, ERINA

This paper will give an overview of the current
condition of the information technology industry and
human resources in China, and how human resources are
managed in the United States, which leads the global
information technology industry. The development of
business cooperation between Japan and China will also
be discussed, based on hearings in China.

1. Telecommunications and the Information
Technology Industry in China
The Chinese government regards the information
technology industry as a core industry and actively makes
investments to improve the information technology sector.
Led by the government, the environment of the industry is



improving.

Currently, the United States is far and away the
leading nation in the information technology industry, due
to the mitigation of regulations and advanced technology
innovation, etc. The scale of the market in the United
States is approximately double that of Japan, which is
presently a major market in Asia. However, bearing in
mind the huge potential market of China (with its
population of 1.3 billion), cooperation between Japan and
China in the information technology sector will be an
important element as a basis of regional development.

2. Human Resources in the Information Technology
Industry

Approximately half of all graduates in China (whose
number totals over 800,000) major in scientific areas.
Some graduates with special knowledge go to the United
States and become key members of leading industries,
such as the computer software development industry in
Silicon Valley, which is a world center of advanced
technologies and enterprises.

The information technology industries, including
software related enterprises, are currently led by the
United States and its enterprises, as represented by Silicon
Valley. Increasingly, human resources with highly
advanced knowledge of information technology will be
required in the United States, Europe and Japan. It is
expected that acquiring these people will become
extremely hard.

3. The Software Industry in India

India has become a leading global supplier of human
resources with information technology knowledge. The
software development industry was firmly established in
India by special policies, including the® computer policy”
announced in the middle of 1980s. A network of the
private, public and academic sectors has been created in
cooperation with higher educational institutions, such as
universities, as human resource suppliers.

In Japan, although there is an intention to employ
Indian experts, the computer industry and others are
facing a shortage of translators and interpreters.
Communication and mutual understanding are necessary
in various situations in the labor-intensive software
development industry.

4. The Software Industry in China

The basis for information technology industry
development has already been laid, and has progressed in
Beijing, since various research institutes and other
organizations are concentrated there.

Meanwhile, a positive environment for development,
with a profusion of research institutes, universities and
enterprises, has not yet been created in inland China, such
as the northeast region. Nevertheless, there are some
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successful examples, such as Shenyang NEU-ALPINE
Software Co.,Ltd in Shenyang, Liaoning Province.

The northeast region of China has an advantage in
industrial policy towards the Japanese market compared
with other provinces and regions in China, as there are
many people who study the Japanese language.

5. The Software Industry in Japan

According to the fact-finding survey of selected
service industries conducted by the Ministry of
International Trade and Industry, the software industry
grew from 1995 until 1999, as its annual sales increased
79%, and the number of employees increased 45% (Table
3) in this period. According to the IT services industry in
Japan 2000 published by the Japan Information Service
Industry Association, many entrepreneurs feel the
shortage of system engineers who can design computer
systems for individual work, while the scale of the
industry is expanding. Therefore, a cooperative system
between Japan and China could be worth considering, in
which the Japanese side would be in charge of
management and the Chinese side would write programs.

6. Prospects for the Network of the Software
Industry in Japan and China

From a Chinese viewpoint, although Japan is not like
Silicon Valley in terms of technology and accumulated
information, the Japanese market is second only to the
United States in terms of scale. Therefore, human
resources who can develop computer software or/and use
the Japanese language can be utilized, and the regional
industries can be promoted, if Northeast China targets the
Japanese market. Also, at the actual working level, this
system could serve as preparation for new product
development for the Chinese market in the future by
accumulated know-how through the software development
project for the Japanese market.

Meanwhile, competition with small and medium-
sized software enterprises in China would become higher
for Japanese enterprises. It is necessary for these Japanese
enterprises to produce highly specialized value added
software. Therefore, research and development will be
essential for them. In China, since there are many
instances where university professors establish enterprises,
it is possible for these enterprises to have a close liaison
with universities and research institutes, which have
special knowledge. Then, if a pattern to utilize the
advanced knowledge of universities and research institutes
and establish an industry can be set up, it will be possible
for Japan and China to establish a relationship as equal
partners exchanging abilities and capacities mutually in
the business network.

For the local enterprises and governments, the
business network between Japan and China can be taken
as an opportunity to activate regional industries.
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TRADP Transport Working Group Meeting
Summary Report
30-31 October 2000, Changchun, China

Tsogtsaikhan Gombo
Senior Programme Advisor/ Team Leader, UNDP Tumen Secretariat

Introduction

The Transport Working Group Meeting of the Tumen
River Area Development Programme was held in
Changchun, Jilin Province in the People’s Republic of
China on 30-31 October 2000. Government delegates from
China, Mongolia, the Republic of Korea and the Russian
Federation discussed a wide range of issues related to
transport cooperation in the Tumen region and Northeast
Asia. Participants from international organizations and
regional institutes also attended the meeting. The meeting
was hosted and organized by the Tumen Secretariat with
the assistance of the TRADP Administration of Jilin
province.

Discussions

The discussions centered on the perspectives of
regional economic cooperation in the transport sector in
Northeast Asia; past analysis and future directions;
challenges and opportunities for transport cooperation
within the framework of the Tumen Programme.

Speakers from the Asian Development Bank (ADB),
Economic and Social Commission for Asia and the Pacific
(ESCAP), Korean Transport Institute (ROK), Economic
Research Institute for Northeast Asia (Niigata, Japan),
Northeast Normal University (Changchun, China) and the
Yanbian Hyuntong Shipping Group (Jilin, China)
exchanged views on the topics discussed.

The UNDP Tumen Secretariat reported on the sector
activities, attained progress and perceived challenges since
the last TRADP Transport Working Group Meeting in
1998.

Progress

— Both cargo transport and passenger traffic through the
Hunchun-Kraskino and Quanhe-Wonjong border
crossings have soared for the last two years with the
cargo volume reaching more than 100.000 tons through
Wonjong bridge and around 30.000 tons in the Russian
direction, several times the 1998 traffic.

— Two new shipping routes connecting the Tumen region
with ROK and Japan have been opened and the
Hunchun-Kraskino railway line has had a test run and
proved ready for regular service.

— Road construction on the Chinese side is progressing
according to the schedule with completion of the
Hunchun-Quanhe section this year and the whole
600km highway in 2003;

— Both Quanhe and Wonjong border crossings now have
new customs and immigration control facilities;

— Border crossing procedures have been improved at

China-Russia border crossings, particularly after the
May 2000 bilateral meeting;

— The Tumen Secretariat has completed the first phase of
the* Study of Non-physical Impediments at Border
Crossings Between TRADP Member Countries” and
the final report of the Transport Forecast Study was
published;

— Two bilateral meetings on border crossing issues,
organized by the Secretariat in May and August 2000,
contributed to better understanding of national policies
concerning border crossing movement in the region and
related regulations.

Remaining Problems

Two major sets of problems” hard” and“ soft”
infrastructure were identified during the implementation
of the sector initiatives. While both factors play an equally
important role in facilitating traffic, soft infrastructure
problems can usually be solved without high capital
investment. In order to professionally handle the existing
barriers to trade and transport flows across national
borders in the Tumen region, the Tumen Secretariat
suggested the urgent establishment of an institutional
mechanism that can raise the effectiveness and efficiency
of the activities. One of the major shortcomings, identified
during the implementation of the first Transport Action
Plan, was the lack of coordination between the countries
and the Secretariat and between a number of transport
related national agencies in each country, largely due to
the absence of such a mechanism.

Decisions and Agreement Reached

Based on the meeting deliberations and suggested by
the Tumen Secretariat activity plan the country delegates
agreed to:

—select a lead transport agency to work with the Tumen
Secretariat on Tumen transport related issues in each
member country;

—nominate a focal point for transport related matters, who
can take the responsibility for coordination and
implementation of the decisions made at the Transport
Working Group meeting of the Tumen Programme;

—consider the suggested elements for the Transport
Action Plan and send the comments together with the
nominated transport lead agency and the focal point by
15 December 2000. Unless otherwise commented by the
delegates/national teams[the suggested action plan will
be considered final. The suggested elements for the
2001 Transport Action Plan are attached as Appendix 3.



—include the following infrastructure projects as priority
projects to be promoted by the Tumen programme for
the short term:
= Completion of Makhalino rail border crossing
facilities and full operation of the Hunchun —
Kraskino railway line;

= Construction of the Rajin-Wonjong road,;

= Completion of the Changchun-Hunchun highway;

= Construction of the China-Mongolia railway
connection;

= Rehabilitation of the railways in DPRK’s North
Hamgyong Province; and

= Completion of new border customs and immigration
buildings at Wonjong, Quanhe and Hunchun border
crossings.

—continue improvement and harmonization of the
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national legislation and procedures related to border
crossings, and work toward a multilateral agreement on
transport facilitation issues;

— take complex measures to enhance the competitiveness
of the transport service in the region including a fact
finding and assessment mission, followed by bilateral
and multilateral talks to enhance the competitiveness of
the transport service;

—take all possible measures to engage ADB and the
Japanese government in the Tumen Programme
activities.

The time and venue of the next Transport Working
Group meeting will be suggested by the Tumen Secretariat
and agreed through the transport lead agencies and focal
points. The detailed meeting minutes are attached.

Suggested Elements for 2001 Action Plan in the Transport Sector

Activities

1. Cross Border Facilitation

¢ Complete the study of non-physical impediments at the border crossings (Phase 2)0J
¢ Review of ESCAP conventions and accession to the conventionsQ
¢ Organize 3 bilateral meetings on the cross border facilitation issues(]

¢ Organize a national seminar on cross border facilitation issues

Enhancing Competitiveness of the Transport Route

¢ Conduct national studies of the existing transport tariffs and service chargesO

« Develop recommendations to make the tariffs more competitive and suggest to 0
O relevant government agencies for consideration(]

¢ Establish transport tariff review board with participation of local government, (J
O business, transport organizations(J

Promoting Infrastructure Investment

¢ |dentify priority transport routes in the NEA/Tumen region]

¢ Update transport forecasts(]

¢ |dentify mid and long term transportation infrastructure requirement in theld
O region(d

¢ Prepare project documents, promotion packages for the priority projectd

* Fund raising activities

Organizational Activities

* Nomination of the lead national agency and the contact person in Tumen O

O transport related issues in five member countries (December 15)0]

¢ Formally establish transport working group within the TRADP national team [J
O (name of ministries and departments, by 15 December 200001

¢ Approval of the national action plans (by December 15 2000)
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TRADP Transport Wrokign Group Meeting Minutes
(Extract)

First Session
Trends in Trade and Transport Cooperation in the Tumen

Region and Northeast Asia

1. Professor Wang Roncheng of the Northeast Asia
Research Center (NARC), Northeast Normal
University, presented a report on the Transport Forecast
Study commissioned by the Tumen Secretariat in 1997-
1998. The transport forecast study presents one of the
major works of research done in the framework of the
Tumen Programme and provides an important tool for
government agencies and research institutes in the
region to analyze and trace the trade and transport
development patterns, not only in the Tumen, but in a
wider area of Northeast Asia. It was, however, noted
that the study is already becoming outdated and there is
an urgent need to update the database created and make
the forecasting model developed for this purpose more
useable and useful for the decision making process.

2. Ms. Hisako Tsuji, Senior Economist at the Economic
Research Institute for Northeast Asia (ERINA),
commented on the study report. She noted that while
the study provides good insight into economic
cooperation between the Tumen member countries, it
has not fully taken into account some important factors
like cross border problems and institutional barriers.
She also suggested that the quality of service like

frequency of calls at ports and port facilities should be
considered. She shared the view that the database needs
to be updated and suggested that some inaccuracies in
statistics concerning trade and transport flows of Russia
should be corrected.

3. Mr. Jong-Hyun Byun, an expert from the Transport,
Communications, Tourism & Infrastructure Department
of ESCAP, made a presentation on the Asian Highway
Project. To assist member countries in creating a
reliable and efficient transport network in Northeast
Asia, ESCAP launched in 1992 the Asian Land
Transport Infrastructure Development (ALTID) Project,
which consisted of three major components: Asian
Highway, Trans-Asian Railway and Land Transport
Facilitation. The Asian Highway Project covers the
whole of Asia including all Tumen member countries.
ESCAP is currently concentrating on revision and
formulation of the road network, its technical standards
and requirements, and updating the database for the
network.

Country Discussions

4. Mr. Zhao Yongli, Director of the Division of Technical
Cooperation among Developing Countries of the China
International Center for Economic & Technical
Exchanges (CICETE), noted that although the
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programme has achieved certain results, a lot remains to
be done. He suggested the participants should focus on
the problematic issues and discuss the possible
solutions for them, and expressed his hope that the
transport experts from the Tumen member countries
would advise national coordinators of the Tumen
Secretariat how to overcome the problems in the
transport sector.

. Ms. Dorjpagma, Senior Officer of the International
Cooperation Division of the Mongolian Ministry of
Infrastructure Development confirmed the strong
continued interests of the Mongolian government in the
Tumen programme and its activities, particularly in the
transport sector. Mongolia attaches the highest priority
to the railway connection of eastern Mongolia with the
Tumen region via the Chinese rail network. So far, the
Ministry of Infrastructure Development has had two
bilateral meetings with the provincial government of
Inner Mongolia on the China-Mongolia railway project
and hopes that the UNDP can help in finding the
resources for this project. Currently the local
governments of Mongolia are discussing with their
Chinese counterparts the opening of a new border
crossing in the area.

.Mr. Kim Han-Yong, Director of the International
Cooperation Division of the Korean Ministry of
Construction and Transportation, supported the
suggestions to update and revise the transport forecast
study and make it more useable for the member
countries. He also recommended the inclusion of
existing and planned road connections in the Korean
peninsula during the future revision of the framework of
the Asian Highway project.

. Mr. Jaroslav Seminikhin, President of the Far Eastern
Marine Research, Design and Technology Institute,
noted that the Russian economic and transport data used
in the transport forecast study was not accurate and did
not reflect the actual picture. Mr. Seminikhin
extensively discussed the pros and cons of the rail route
that was suggested and has basically been agreed
between the two Koreas for reconstruction. Based on
the cost calculation estimates, he argued that the
transport expenses would be strikingly lower if the East
Coast railway was chosen. According to the Russian
sources, 1 container-km could cost as much as US$0.24
through the currently suggested railroute from Seoul via
Pyongyang, Shinuiju in DPRK and Shenyang and
Harbin in China, whereas the transport along the east
coast via the Trans-Siberian Railway would cost only
US$0.03, a fraction of the west coast price.

. The delegates and other participants unanimously
agreed that the database and forecasts of trade and
transport development in the Tumen region need to be
constantly updated and renewed. Mr. Gombo, the
chairperson emphasized that it is now a task for the
national governments and related institutes to update
and make the maximum use of the study report and
database for their long term planning and decision
making processes as the UNDP cannot continue
funding the study indefinitely. For this purposes, he
said, it is critical to have for the Tumen transport issues

a responsible national organization or person that can
enable and ensure the smooth implementation of the
decisions made at working group meetings.

. Mr. Gunter Hecker, the Resident Representative of

ADB in the Philippines, suggested the close linking of
the transport forecast study and the suggested an
updating and revision process with the development and
economic cooperation scenarios that should be agreed
among the concerned governments. Only on that basis
will the forecasting model become an instrumental tool
for the policymaking process for the member
governments. Without having defined and agreed the
degree and extent of cooperation and development
scenarios, it makes little sense to talk plainly about
cargo volumes or passenger traffic.

Second Session:

Tr

ade, Tourism and Transport Facilitation: from business

pe

11.

rspectives

10. Mr. Gombo introduced the nature and purpose of the

session on the cross border related problems and
obstacles. In an any given subregion, usually two sets
of problems arise in connection with trade and
transport facilitation across the national borders:
inadequacy of infrastructure facilities and complex
national rules and regulations that present
disincentives to economic exchange and the movement
of people. Both hard and soft infrastructure problems
present their own specific obstacles to deal with. The
enormous size of investment required to build new
roads and transport facilities puts the task beyond the
reach of most developing nations, whereas
institutional barriers tend to survive the strongest
criticism as they reflect national interests and policies.
So tackling both problems takes time and demands lots
of patience from the players. Given the specific nature
of the problems, the UNDP is more inclined to
concentrate on the soft infrastructure issues rather than
on building missing road and rail connections, where it
has neither the mandate nor the expertise required.

Mr. Li Mao Xiang, President of the Yanbian Hyuntong
Shipping Group, started with a concise description of
the development patterns of the three riparian Tumen
provinces, establishment of special economic and
trade zones in these provinces, lessons learnt and the
current status of the trade and economic relationship
between the provinces. After a brief introduction of
the new shipping routes that the Hyuntong group
opened in last two years he focused on the restrictive
factors the company faces in doing business in the
Tumen region. These factors include the absence of
adequate transport infrastructure, the backwardness of
telecommunications and the restrictive clearance
procedures at the international borders. All these
factors seriously damage the economic performance of
the business, and a private company is not in a
position to tackle the institutional barriers imposed by
government agencies. Therefore, Mr. Li called on the
central and local governments of the region to visit the
area and start taking concrete measures to create
normal business environment.



12.

13.

14.

The chairperson commented on Mr. Li's speech
referring to the ongoing argument between Chinese
and Russian local administrations and business groups.
The Russian side argues that they will improve port
facilities and service quality only if China gives
warrants to continuously ships their cargoes through
Russian ports, otherwise there is no point in investing
in a currently underutilized transport infrastructure. In
turn, the Chinese say that' there would be no transport
unless Russian transport tariffs become competitive
and service acceptable.” He noted that considering the
current trends, when more and more businesses and
companies are changing their way of doing business
and becoming more market oriented and less
dependent on administrative directives the
governments should act accordingly. This means
government agencies both at the center and at local
levels should concentrate on creating a business
environment and level playing field for domestic and
foreign companies.

Mr. Gunter Hecker made an informative and
extremely useful presentation about cross border
facilitation measures in the countries of the Greater
Mekong Subregion (GMS) and the ADB’s role in their
endeavors. An hour-long presentation highlighted the
major aspects of the economic cooperation and
integration process among the subregional countries.
Main points stressed in the presentation included the
institutional and operational approach used, namely
strong political commitment by the central
governments, the highest level of participation from
the governments in the project and regular working
group meetings with stressed ownership of the project
activities.

Cooperation in the transport sector, backed by the
ADB, focused on the elimination of infrastructure
bottlenecks and institutional barriers. With the
assistance of the ADB the priority projects in the
sector were identified and the sequencing and phasing
were agreed among the participants. Then the ADB
provided around a billion dollars in loans and technical
assistance. As a result the region has remarkably
advanced in a short period of time, in creating a region
wide inter-coordinated transport network.

On the soft infrastructure” side too, the progress
has been phenomenal. The ADB, with its world class
experts in the field, managed to create mutual trust
among the players and three countries have already
signed on otherwise impossible multilateral agreement
on the cross border facilitation measures and the other
countries are expected to join the agreement. Strong
political will and understanding of the global trend of
economic integration were important factors in the
success. The ADB’ s involvement as the facilitator and
financial supporter undoubtedly played a critical role
in this successful process of regional cooperation.

Mr. Gombo introduced to the participants of the
meeting the report of the 1999 cross border
impediments study and the results of two bilateral
meetings on transport facilitation issues that the
Tumen secretariat had organized in May and August

15.
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2000 between the three riparian countries.

The study of non-physical impediments at the border
crossings in the Tumen region was conducted in 1999 by
an international consultant and the study report was
presented at the June 1999 intergovernmental meeting of
the Tumen Programme. The recommendations of the
study report included the following measures to be
undertaken by the concerned governments:

(2) the elimination of redundant checks (especially in
the Russian Federation) and moves toward single-
window control;

(b) greater efforts to harmonize Customs offices on the
opposite sides of the borders;

(c) a move toward single-stop control, beginning with
a pilot project at one location in the region;

(d) reduction or elimination of compulsory checks on
the quality of goods entering or leaving countries
in the region;

(e) provision of concessions to facilitate border trade,
especially by the DPRK and Russian Federation;

(f) computerization of Customs in the DPRK;

(9) the reduction of documentation and a move
towards the harmonization of documents and
procedures;

(h)in the short run, for China and the Russian
Federation to reduce the costs of visas to a
reasonable level by international standards and
provide more locations where visas may be
obtained; and

(i) addressing vehicle-related constraints, by extending
vehicle operating rights for cross-border transport.

The discussions at the bilateral meetings clearly

showed that substantial problems still exist at the

border crossings, from visa issuance to granting a

vehicle operating license, not to mention actual

complex formalities at the border points. Although
there have been some signs of changes toward
improvement, border formalities and national
regulations are still discouraging the movement of
people and business operations in the region. The six
points stressed in Mr. Li’ s speech clearly demonstrated
and pinpointed the actual problems and difficulties that
business organizations face while doing business in the
Tumen region across national borders.

Country Discussions

16.

17.

Mr. Seminikhin suggested the conclusion of a bilateral
agreement between Russia and China to effectively
use the Tumen transport corridor including Far Eastern
Russian Ports. Such an agreement should clearly
indicate how much cargo China would ship using
Russian ports with monthly/quarterly breakdown for a
certain period of time. Russia in turn should take full
responsibility for providing timely service and
competitive, market based transport tariffs. He thought
that without such a constructive approach it would
take another 5-10 years for both sides to make the
transport corridor operational and economically viable.
Mr. Hecker commented that what had been suggested
by the Russian delegate might not be the right
approach. He discussed that decisions like which port
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18.

19.

20.

21.

22.

or route a business entity should use and how much it
should ship through the port is pure business choice
based on cost/profit analysis. If using the Russian
ports is profitable they will come without any
administrative decision, but if not, no agreement could
force them. Governments however should agree either
bilaterally or multilaterally on the legal and
institutional sides, about relaxation of the procedures,
coordination of working hours etc.
Mr. Seminkhin responded by saying that more
political commitment is needed to activate economic
cooperation in this region. Without effective
government involvement, he thought, no business
would be in a position to handle the problems they are
confronted with, because the market mechanisms and
institutions are not yet in place.
Mr. Zhao Yongli noted that the Chinese government
focuses increasingly on creating an attractive business
environment rather than regulating the market. If there
are good incentives and stimuli, business entities will
come without invitation. Likewise, Russian port
administrations will invest in modernization of the
port facilities if they feel that there are business
opportunities with China, Japan or Korea, again with
no guarantee is needed from these governments.
Mr. Hecker supported the view expressed by Mr. Zhao
about creating a favorable market environment. He
advised that in addition to the soft infrastructure
issues, governments should also play an active role in
building infrastructure as public goods. This is
particularly relevant to the developing countries,
where the private sector is not strong enough to take
care of a capital intensive infrastructure sector.
Mr. Kim Won-Bae of the Korea Research Institute for
Human Settlements, reminded the participants of the
meeting of the most important factor of the
cooperation in Northeast Asia, the political
relationship between the countries. He argued that
unless this critical dimension of the relationship is
improved the Tumen Programme member countries
could not go far focusing solely on the economic side.
Political relationship among the countries in this
region is one of the tensest in the world and although
there are some signs of improvement, the geopolitical
climate in Northeast Asia is still far from perfect.
Without political normalization of the relationship, it
is hard to expect any fruitful economic cooperation.
More political commitment at the central
government level would have a decisive impact on
promoting economic cooperation in the distant and
small provinces of the big countries of China and
Russia. If centers continue ignoring the interests and
need of locals, the Tumen programme will never reach
its targets. The Tumen programme urgently needs
financial backing for its activities. The UNDP does not
have the ability to financially support the project
activities. It is now time for the Tumen programme
member countries to seek a new player that can be
helpful and useful, as the UNDP has proven to be
incapable of leading this programme ahead.
Mr. Li Mao Xiang pointed out that there have been

23.

24.

many UNDP meetings to discuss transport problems,
including bureaucratic procedures, high costs etc., but
there have been few real results or solutions.
International borders still present big obstacles to
business activities, and neither the government
officials nor the UNDP representatives attending these
meetings take any measures that can change these high
cost barriers for normal business. He further noted that
the soft infrastructure problems are the most serious
and no business organization can solve these issues no
matter how strong their desire.

Mr. Zhao Yongli shared the view that the Programme
needs strong financial support, and in this respect, he
wanted to see Japan becoming a member of the project.
He also noted that the programme is too small to attract
investors’ interests and the central governments’
attention. The Tumen national coordinators’ meeting
held in Beijing recently addressed the issues and five
national coordinators agreed to take measures to
expand the programme’ s scope and coverage area.

The chairperson commented that the UNDP and all
countries of the Tumen programme were aware of the
political dimension of the relationships, and now this
factor has been improved dramatically, giving a strong
boost to economic cooperation. He said that there is
much to learn from others about how to handle critical
situations in regional cooperation. It was therefore
most useful to listen to Mr. Hecker’ s presentation
about GMS cooperation, its success factors and
lessons learned.

Third Session:
Creating an integrated transport system in Northeast Asia:

Challenges and Opportunities

25.

26.

Mr. Ahn Seung-Bum, Research Associate of the Korea
Transport Institute, discussed various aspects of the
transport development process in the region. Among
others, he pointed out four major suggestions his
institute is putting forward for regional governments to
consider:
—Creation of a regional transport facilitation
committee
— Legal and institutional harmonization measures
— Creation of a regional standardization organization
— Establishment of a Northeast Asia Development
Bank
Ms. Hisako Tsuji concentrated on two points: mutually
beneficial cooperation between Suifenhe and Hunchun
border crossings, and the effectiveness of the marine
transport in the region. She suggested that two major
border crossings of China in the Tumen region could
learn each other and successfully cooperate by
balancing the workload among them, as Suifenhe is
currently overloaded while Hunchun is underutilized.
It would definitely raise the service quality and cut the
border crossing time significantly, assuming that the
Russian procedures at the border crossings become
more liberal and relaxed. She was also concerned
about the sluggish development of container traffic in
newly opened shipping routes between the Tumen
region and Japanese west coast ports, and the



217.

28.

29.

unattractiveness of these routes for the Heilongjiang
and Jilin based cargo forwarders, as they are still
opting to use the more remote Dalian port. She
suggested that its not only Russian or Chinese
transport tariffs that keep the customers away from
this close and convenient route to reach their market,
but it has a lot to do with institutional obstacles and
total delivery time to the final destination.
Mr. Suh Hoon-Taik, an expert from ESCAP,
introduced the second major project launched by
ESCAP in Northeast Asia; the Trans-Asian Railway
Project. The experimental container train run project
from port Vostochny to a destination in Europe
(Berlin) undertaken by ESCAP together with 9
countries in 1998, successfully demonstrated that rail
transport could have a competitive edge over the
marine mode if everything in land transport was
perfect, and border crossings operated with no undue
delays.
Mr. Seminikhin introduced in depth analysis on transit
traffic through ports in Northeast Asia, particularly
through the Far East Russian ports of Vostovhny and
Nahodka. Recent rapid developments in maritime
transport and the introduction of new generation-ships
of Post-Panamax class place new requirements on
ports and port-related land services. Due to
geographical locations and insufficient water depths,
many small ports in the Northeast Asia/Tumen region
cannot meet the technical requirements of these super
jumbo container ships that now dominate inter-
continental container traffic. The paper suggested that
two big Russian ports in the region could serve as a
hub port in the region. Both Vostochny and Nahodka
have good natural water conditions with ample room
for expansion, and even the current installed capacity
can handle today’ s volume of traffic. He also
informed the participants about the new shipping line
recently introduced between Shanghai and Vostochny.
The first call of the FESCO operated ship was on
October 24, 2000 and since then, every ten days
carries Europe and North America bound container
cargo.
Mr. Gombo introduced the suggested Transport action
plan for the year 2001 and beyond. He briefly outlined
the elements of the previous Transport Action plan that
was adopted in the 1998 Transport Working Group
Meeting and the problems encountered during the
implementation of the action plan. In his view, the
following factors played a critical role in implementing
the transport action plan of 1998:
—non involvement of the national governments during
the development of the plan
—absence of institutional frameworks at national
levels to implement the plan
— lack of ownership by the national agencies
— inconsistency of the plan with government agendas
—frequent changes of national officials and inadequate
policy coordination between the different
government agencies in place
The proposed four programmes of the new action plan
are based on a number of factors, which include the
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current ongoing activities, the urgent need for
establishing the institutional framework for the
implementation of the planned or agreed activities, and
the feasibility of the suggested measures.

Country Discussions

30.

31.

32.

Mr. Dai Xiyao, of Jilin Province assessed the transport
sector activities of the Tumen Programme and
proposed ways to improve the effectiveness of actions
by the programme member countries and the UNDP.
Although there has been notable progress in this
sector, there is still a long way to go to achieve the
initial targets. In his view, the most important issue is
to establish the transport network in the region. To
achieve this, the following factors need to be
considered:

— The relationship of the Tumen region with the rest
of North East Asia. The Tumen region is the core of
North East Asia; it could become the corridor
between the mainland and the sea.

—The balance between short-term and long-term
development perspectives or plans. Long-term
vision is important However, now we should focus
on the short-term development plans. These short-
term transport development plans could include:

— Operating the Sino-Russian railway line Hunchun-
Kraskino.

— Extending the shipping line of Hunchun-Zarubino-
Sokcho to connect with one of the seaports in Japan.
e.g. Niigata.

— Speed up the construction of the Sino-Mongolian
railway line. Member countries should help to
mobilize financial resources from international
financial organizations and the private sector.

— Rehabilitate DPRK railways in order to connect with
ROK railways.

— Continue to improve the cross-border environment
between three riparian countries.

Finally, he agreed with the suggested activities in the

transport sector of the Tumen Programme and called

on member countries to actively cooperate in the
implementation process.

Ms. Dorjpagma of Mongolia informed the participants

about recent development in transportation. In addition

to active bilateral talks on transportation matters with

Russia and China, Mongolia has become a member of

a number of international organizations in transport

including the International Maritime Transportation

Association. With the assistance of the ADB and the

World Bank Mongolia is now successfully

implementing a major road construction programme in

its vast but unconnected territory. The government has
recently decided to reconstruct the airport in

Choybalsan to enable it to operate international flights.

In conclusion she expressed that the Mongolian

delegation supports the action plan for the next year

and will actively participate in the implementation of it.

Mr. Kim Han-Young of the ROK emphasized that to

get maximum use of existing transport facilities in the

region it is crucial to streamline national regulations
and procedures used at border crossings in line with



ERINA REPORT Vol. 38

33.

34.

35.

the global standards. In this respect, the suggested
three bilateral meetings and seminars on border
crossing facilitation measures are most relevant and
timely. The Tumen region should develop good road
and rail linkages, not only in the immediate area but
also with the rest of Northeast Asia. The agreement
reached between the two Koreas to construct the
Trans-Korean railway along the West Coast will
undoubtedly play an important role in serving this
purpose. In conclusion, Mr. Kim strongly supported
the action plan and future directions suggested by the
Tumen secretariat and assured that the Korean
government will do its best to contribute to the
successful implementation of the proposed plan.

Mr. Boris Sitkov of Russia thought that the future
directions and action plan suggested are reasonable
and timely and need to be implemented urgently. Then
he briefly introduced the Russian interests in
participating in the Tumen programme and in
developing its Far Eastern transport facilities including
the Trans Siberian Railway. The Russian Federation
plays an important role in world transportation with a
notable share of the overall world transport volume.
The Russian transport system annually handles 60
million tons of transit transport. The central
government places increasingly more attention to the
Far East and the Tumen region and its infrastructure
development. Finally he hoped that the Tumen region
will have a strong and prosperous future and the
programme will achieve greater results.

Mr Jiang Zaihuan of Yanbian Prefecture indicated that
in the past there have been too many studies and
meetings but the results have definitely been not up to
expectations. China is trying its best to contribute to
the development of the region by building roads and
railways with appropriate border crossing facilities but
we do not see the same action from our neighbors. The
issue of impediments at borders has been discussed for
years with and without the UNDP, but the desired
change is not there. He also pointed out that although
the UNDP has been instrumental to the success of the
Tumen Programme, it still lacks the much needed
ability to provide and generate financial resources for
creating the infrastructure facilities. So it will be
appreciated if the UNDP can advocate with
international financial institutions.

Finally, he recommended that the practice of

UNDP’s involvement in promoting the region be
reconsidered. Instead of holding all the same meetings
and workshops, he suggested to start working with real
projects and concrete measures. He also suggested to
ROK delegates to consider assisting the Rajin-
Wonjong road construction in DPRK as it is now
becoming the most serious bottleneck in this transport
corridor.
Mr. Kim Han-Yong responded to the Mr. Jiang
Zaihuan's suggestion of the ROK assisting with the
Rajin-Wonjong road construction saying that his
Ministry would consider the matter if there were an
official request from the Government of the DPRK.

Closing Session:

36.

37.

38.

Mr. Kim Won-Bae noted that it is now time for the
five member countries as well as the UNDP to bring
into the programme some new impetus. It is a good
sign that the ADB is attending this meeting and
showing interests in the programme activities. Now it
seems that the time for Japan to officially participate
in this multilateral programme has come. All would
benefit from such cooperation. He finally pointed out
the importance of creating a favorable business
environment in bringing foreign investment.

Ms. Hisako Tsuji reiterated the Japanese policy
concerning the Tumen programme. The normalization
of the political relationship with the DPRK has been
and still is the key determinant for the sideline position
the Government of Japan prefers to maintain in
relation to the Tumen programme. She also asked
whether China, Russia or the ROK have ever
approached Japan at higher levels and talked about the
Tumen programme. If Mr. Kim Dae-Jung or President
Putin asked Japan about this, the Japanese government
would have definitely considered the suggestion
seriously, she thought.

Mr. Gunter Hecker pointed out that the TRADP needs
a strong commitment from the member governments
and that has to come from the highest possible level in
a type of the joint declaration. Only with such a joint
declaration, the message goes downward to the
implementing levels. Only then the cooperation
becomes feasible. If countries do not have commitment
from the very top level, nobody in lower levels would
be prepared to compromise, and every province and
agency will be looking for its own benefits.

In response to the numerous remarks during the
meeting about the ADB’s involvement and financial
assistance for the Tumen Programme Mr. Hecker said
that he did not have the mandate to officially reply to
such calls but he will certainly convey the message to
the management of the Bank and its President. He also
advised the programme member countries and the
Tumen Secretariat how to approach and get a quick
response from the ADB. First, the initiative should
come from the ADB member governments. In this
case, member states should approach the ADB through
their counterpart to the bank agencies; in China, the
People’s Bank of China; in Mongolia, the Bank of
Mongolia etc. with an official request to participate in
the Tumen programme. The ADB needs the agreement
from all member countries about the ADB’ s
participation. The same message could come from the
UNDP.

Another way of getting the ADB’s resources for
the purposes of the programme is through the annual
ADB’s consultations with the member countries to
identify their priority projects for loans and other type
of financing. If countries include and indicate Tumen
projects as their national priority projects they can
easily secure funding from the Bank. Finally Mr.
Hecker wished all the success to the programme.
[Original UNDP Tumen Secretariat, edited by ERINA]
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The Basic Issues of the Development of the Lower Reaches of The Tumen River
(Summary)

Li Mao Xiang
President, Yanbian Hyuntong Shipping Group.

Constraining Factors and Basic Issues for the
Tumen River Area Development

Since the Tumen River Area Development has the
characteristics of international cooperation, the range of
related organizations is large both inside and outside the
country and there are many related sectors. Also, the
development needs special policies. Therefore, cooperation
and adjustment among various related organizations is very
difficult. It is important to promote international liaison by
studying these characteristics in a positive way.

(1) Transportation Infrastructure

The delay in the improvement of transportation facilities
prevents the Tumen River area from further cooperation
and development. For example, safe and punctual
operation cannot be secured, due to the underdeveloped
railway link between Rajin and Namyang in the DPRK.
As the road between Wonjong and Rajin is not a grade
road, safe driving cannot be guaranteed and it is
particularly dangerous to drive in the rainy season and in
winter.

(2) Telecommunications

Telecommunications between China, the DPRK and
Russia are constrained by many factors. Direct
communication with business customers or business
partners is not easy, so that assistance from a third body is
necessary. This is not only a waste of time and money,
but also causes delay. Therefore, liberalization of
telecommunications around the lower part of the Tumen
River is an important issue to be discussed.

(3) Time for Customs Clearance

Since the Yanbian Hyuntong Shipping Group started
a regular service between Yanbian and Akita via Posiet,
there have been many problems. The biggest problem is
that the customs clearance procedure takes a long time.
As cargos do not go through customs smoothly, or it
sometimes takes a few days, transportation costs increase.
Moreover, losses caused by delays in leaving a port are
extremely large. Therefore, the simplification of customs
procedures is an important issue as a constraint on
regional economic cooperation in the Tumen River area.

(4) Construction of Border Crossing Points

There are many border crossing points around the
lower part of the Tumen River, but they do not seem to be
sufficiently open. Therefore, related countries should
make efforts to open and improve these border crossing
points. If this problem cannot be resolved, it will be
difficult to resolve other matters, such as the
simplification of customs procedures or reducing the time
for customs clearance. For example, the Kraskino border

crossing point (Russian side of the Changlingzi crossing
point) has a strict military guard and procedures are
complicated, so it takes more than six hours to clear the
customs there. Sometimes, it even takes a few days. The
reason is that the Kraskino border crossing point is not of
the highest standerd. Construction of border crossing
points should be taken as an important issue to improve
the investment environment in the region and promote the
flow of people, commodities and capital.

(5) Invitation Documents

Flows of commodities, people and capital in the
countries related to the Tumen River area development
depend on the domestic and outside environments and
adequate transportation conditions. Implementation of
policies, such as the promotion of multilateral cooperation
and the improvement of transportation conditions, have
significant meaning for regional development in order for
Northeast Asia to meet its potential. The regulation on the
effective period of invitation letters, which became
effective in March 2000 in Rajin-Sonbong, restrains the
flows of various things and creates obstacles to further
development in the Rajin-Sonbong Economic and Trade
Zone. Furthermore, this might lead to misunderstandings
that the zone would change its legislation towards an
opening-up policy. Therefore, it is necessary to create a
favorable investment environment based on international
standards, and the invitation letter system should be
amended. Then, the opening-up and development of the
Tumen River area would be facilitated.

Currently, there are some uncertain factors in
international cooperation in the Tumen River area, i.e.
unstable political and economic situations in the
surrounding area, difficult interest adjustment among
related countries, unclear intentions for economic
cooperation in some countries and the difficulties of fund
raising for construction. Since there are such restraining
factors, cooperation and development of the Tumen River
area stays at a low level. This cooperation means general
exchanges, such as the non-group organization type, the
trade of products under standard, capital technology
exchange, resource development and tourism. This type
of cooperation remains at a bilateral level. Although there
is still the possibility for multilateral cooperation in these
fields, it will still take a long time to break down the
current impediments.

For the time being, what countries in Northeast Asia
have to do is cooperate and improve the combined
transportation system. The improvement of infrastructure
in the Tumen River area, such as railways, roads, air
service and telecommunications, needs huge investment.
However, since transportation and telecommunications



infrastructure is far behind in this region, these should be
improved. In particular, land transportation facilities
between the Rajin-Sonbong area and the Yanbian area
need urgent improvement. This is an important issue at
the implementation stage.

If economic cooperation in Northeast Asia can be
realized at the beginning of the 21st century, Russia is
expected to supply a certain amount of cargo as a producer
of natural resources. Also, if an effectively combined
transportation system can be established in the region,
Northeast Asia could play a role as a hub of transportation.
From our viewpoint, infrastructure in Rajin-Sonbong
should be improved first when a combined transportation
system is established. The improvement of infrastructure
in the Rajin-Sonbong area, particularly railways and roads,

ERINA REPORT Vol. 38

would promote economic cooperation and development
further. Surrounding countries, such as the ROK, Japan
and China, which would benefit from the improvements,
and so should take appropriate measures and make efforts
to resolve the above-mentioned problems.

Finally, I believe that the future of Tumen River area
development is promising. High level cooperation, such
as mutually beneficial customs, liberalization of the
market, joint development of resources, the free
movement of capital, commodities and labor power, the
standardization of products, the unification of currency,
the adjustment of exchange rate policy and trade policy, is
a future project, but | strongly believe that these goals will
be realized.

[Summarized and translated by ERINA]
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1 PADECO Co. Ltd., Study of Non-Physical Impediments at Border Crossing Between TRADP member Countries, Phase 1

Report, prepared for Tumen Secretariat, May 1999
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2 SwedeRail, Pre-feasibility Study for Mongolia China Railway Project, Final Report prepared for UNDP/Tumen

Secretariat, September 1998

3 Northeast Asia Research Center, Northeast Normal University, TREDA: Transport Forecast Study, prepared for

UN/DESA and TRADP, July 1999

4 ERINA and FIAS, The Tumen Region Growth Area: Current Impediments and Investment Potential, prepared for TREDA
advocacy Workshop 2000 Stimulating Trade, Investment and Growth In and Around the Tumen Region, organized by

UNDP, January 2000
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UNDP-led Tumen Region Development at the Crossroads

Hisako Tsuji
Senior Economist, Research Division, ERINA

| participated in the TRADP Transport Working
Group Meeting, held in Changchun on 30-31 October
2000. The details of the meeting are in the attachment for
your reference. This paper summarizes my personal
impression.

Incomplete list of participants

The last TRADP Transport Working Group Meeting
was held in Yanji in December 1998. The five member
countries, including the DPRK, sent a full delegation to
the Yanji meeting. Additionally, private sector

representatives, research institutes, consultants, a World
Bank expert and local government representatives, about
40 in total, participated and exchanged opinions.

The list of participants in this meeting was
incomplete, unlike two years ago. First of all, it was
disappointing that the DPRK cancelled their attendance at
the last minute. The absence of DPRK representatives has
been observed quite often in past UNDP sponsored
meetings. The reason for the absence of the DPRK was
related to the conflict between North and South Korea in
the past. However, since this was the first Transport
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Working Group after the North-South summit meeting,
held in June 2000, it was expected that the North and
South could participate together in a friendly manner. This
time, the reason for the absence was stated as“ not being
for a political reason” by the DPRK official. However, the
real reason is unknown. Some people said‘ they probably
were not able to get management approval for attendance
in advance due to the layered bureaucracy in the DPRK.”
On the other hand, some experts said“ they know that
participation in this meeting doesn’ t provide real benefits,
such as financial aid, for the DPRK.” The absence of the
DPRK eventually diluted the impact of the meeting since
the DPRK is one of the three countries bordering on the
Tumen River, and has the most serious transport
infrastructure deficiencies. It was disappointing
particularly for the representatives of the ROK, who
prepared a presentation on the symbolic Trans-Korean
railway construction project, being driven by both
governments since the June 2000 summit.

The four other countries appear to have sent smaller
delegations than to the previous meeting. The UNDP
Tumen Secretariat said that they were not able to provide
sufficient support due to budget problems. Furthermore,
the support of the Secretariat was reduced significantly. At
the Yanji meeting, the Secretariat gave strong support, led
by Mr. Husband. However, since Mr. Husband resigned in
mid 2000, the position of Director is vacant, and staffing
has been reduced. This meeting was managed by only two
staff members from the Secretariat.

Transport related research presented in the meeting was
less than of the last meeting and tended to be less fresh and
based on older data. This reflects the fact that new research
can’t be requested due to the UNDP’s financial problem.
For instance, a follow-up study of the non-physical
impediments at border crossings between the TRADP
member countries, conducted in 1999, is still suspended.

A positive element was that the participation of new
bodies, such as the Asian Development Bank (ADB), the
United Nations Economic and Social Commission for
Asia and the Pacific (ESCAP) and the Korea Transport
Institute (KOTI), contributed to constructive discussion.

Infrastructure Development Progress
There has been some, albeit slow, progress in
infrastructure development in the Tumen Region. While

China is aggressive, the slow movement of the DPRK is

impeding the integral project. The progress of the major

projects are summarized as follows:

1) Construction of a new highway between Hunchun and
Quanhe will be completed in the spring of 2001. An
extended highway from Hunchun to Changchun is
under construction, targeting a completion date of 2003.

2) Both the Quanhe and Wonjong border crossings have
new customs and immigration control facilities,
scheduled open in early 2001.

3) No progress has been observed in the improvement of
the WonjongO Sonbong highway. The DPRK delegate
asked for China’s assistance for the construction of a
new alternative road ($15 million) in a national
coordination meeting held in early October 2000.
However, China has no plan to help the DPRK, since

China has already invested a huge amount in
construction of its own roads. The Emperor Casino
Hotel in Rajin-Sonbong was officially opened in a
ceremony on October 17, 2000. The hotel is asking for
prompt improvement of the road in order to facilitate
access from China.

4) A request will be made to the ADB for feasibility
studies on a new railway construction project connecting
Eastern Mongolia, Inner Mongolia and Jilin, including
an assessment of developing Eastern Mongolia.

Accumulating problems and unsettled arguments

The private sector knows best about infrastructure
problems in the Tumen Region, and has been appealing to
the public to encourage possible improvements. Mr. Li Mao
Xiang, President of the Yanbian Hyuntong Shipping Group,
made an excellent presentation regarding the problems in
transportation in the Tumen Region. The Yanbian
Hyuntong Shipping Group has opened new shipping routes,
connecting Yanbian and Japan/ROK through Russian and
DPRK ports. Firstly, infrastructure development is poor in
the Tumen Region according to Mr. Li. The NamyanO
Rajin railway in particular is very old and is in poor
condition, with a 160km journey taking 8-9 hours. The
condition of road between Wonjong and Rajin is also very
poor. The second problem is that the telecommunication
systems among the riparian three countries are different,
making cross-border communication troublesome. The third
problem is that border-crossing procedures between the
three countries are complicated and time consuming.
Kraskino customs at the Sino-Russian border in particular
has much room and opportunities for improvement. The
fourth problem is that the DPRK government requires a
nuisance invitation letter to enter Rajin-Sonbong. Finally,
the fundamental problem is that the legislative framework is
different between the three countries. Mr. Li said that the
most serious problems are related to be soft infrastructure,
such as border-crossing impediments, and solving these
problems will not require huge amounts of capital.

The response to Mr. Li's presentation from the
Russian side towards cooperation was weak. The Russian
side repeated that Russia would not invest in infrastructure
development unless the Chinese government guarantees
certain cargo volume. China replied that its government
couldn’t guarantee future cargo volume since volume
could vary depending on the quality of transport services
and tariffs. | believe that cargo volume forecast should be
made by potential investors, followed by an investment
decision with own responsibility, under the market
economy.

The above argument indicates that while China is
converting to market economy smoothly, Russia still can’t
get rid of the idea of a planned economy. In the Soviet era,
most of the international economic relations were
determined by bilateral governmental talk. Russian policy
makers probably can’t forget the old scheme.

Furthermore, Russians don’t demonstrate a cooperative
attitude on the border-crossing procedure issues. On the
contrary, they even believe that the Sino-Russian border
shouldn’t be further opened up since there are already many
illegal Chinese immigrants in Primorsky. Problems of illegal



immigrants and transit cargoes shouldn’t be mixed up.
Russians should understand that the promotion of transit
cargoes through the relaxing of legal constraints and
charging reasonable port charges could greatly benefit the
Primorsky economy.

Russia sends a delegation to UNDP meetings on every
occasion and advertises the advantages of Russian ports and
railways. They demonstrated powerful salesmanship in this
meeting, saying that using the Russian route is more cost
effective. However, they have to fully understand that
cross-border facilitation through improvements in the
soft/hard infrastructure is necessary to realize larger scale
use of the Russian route. | suggest that the Russian central
and local governments and the private sectors should
discuss whether they will relax/open the border. In
particular, listening to transportation service companies
inside and outside the country will be necessary. That will
be the key for the development of Primorsky Territory.

The ESCAP, the new comer to the Tumen Region,
has a program for standardizing the cross-border
procedure. It was proposed that the experience of ESCAP
could be applied to the TRADP. It may be a good idea,
since both Russia and the DPRK are member countries of
the ESCAP.

Pros and cons of the geographical expansion of
the Tumen Region

I have the impression that the geographical definition
of the TRADP is becoming ambiguous. The original
vision of the TRADP was composed of two triangles; the
small triangle [Rajin-Hunchun-Posiet] and the large
triangle [Chongjin-Yanji-Vladivostok (Nakhodka)]. The
initial intention was to develop a short sea rout from
Yanbian via Russian and Korean seaport. Later, Mongolia,
located far away from the above triangles, was included,
and recently, the Trans-Korean railway construction
project, connecting Seoul and Pyongyang was discussed.
Furthermore, some countries are proposing the expansion
of the geographical definition of the TRADP based on
their opinions that the current TRADP is too small to
appeal to central governments or to the international
community. If this trend continues the TRADP will be
expanded to encompass all of Northeast Asia, which is
quite different from the original vision. Will that be good
for the TRADP, or will the real needs be unfocussed and
eventually lose their impact? We need to think carefully.

In a development program using foreign aid,
geographical* definition” tends to expand naturally, since
recipients try to create new projects and to be included in
the existing framework. The TRADP will not be an
exception. What will happen if the current TRADP,
suffering a serious financial shortage, has to take care of
larger area? Limited resources have to be dispersed and
people’s eyes will move to rich projects with strong
political support. The original Tumen Region, which has
been left behind in development mainly due to political
reasons, might have to wait for another decade.

Similarly, the definition of development sectors must
be reviewed. The UNDP expanded its target sectors
including transportation, tourism, investment, and public
health when sufficient resources were available. Is it
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realistic to continue supporting a wide range of activities
under the current low budget? Looking back at the initial
intention of the TRADP, the most urgent areas to be
improved will be“ transportation” and the related
investment climate” . The environmental issues may be
put into other experienced UN organizations’ hand, such
as UNEP or ESCAP. Coordination will be necessary
among existing international organizations in order to
efficiently utilize the limited funds and human resources.

Expectations and dissatisfaction with the
UNDP’s efforts

Many opinions were stated in the meeting regarding
what the UNDP ought to be. The UNDP has actively
coordinated the bilateral and multilateral meetings and
sponsored various research projects. Some of the
participants pointed out that UNDP’s meetings were all
similar and ended up with clarifying problems to be
improved but real action didn’t follow. Such criticisms
were stated strongly, particularly from representatives
from Jilin, who have been involved in the program for
many years. For instance, most of the priority projects
agreed in the previous Transport Working Group Meeting
have not been realized. Although the above-mentioned
cross border facilitation issues of Russia and the poor road
and rail conditions of the DPRK have been raised from the
early stages of the program, progress is as slow as glacier
melt. Therefore, those who have been working hard are
frustrated with the slow progress.

The UNDP also has conducted economic research
using sub-contractors. Major research projects conducted
in the past few years include the pre-feasibility study for a
Mongolia to China railway construction project, a
transport forecast study and the investment climate in the
Tumen Region. ERINA was involved in some of the
projects. Some of the research was invaluable. Some of
them will be used as a preliminary study for the next steps,
and others clarified important issues and provided
recommendations. However, the problem is that these
recommendations have not materialized in most of the
cases. The UNDP is willing to conduct more studies.
However, most of the people involved in the TRADP are
just waiting for actualization rather than studies.

One of the reasons for the slow progress is that
infrastructure funding is not mobilized properly in the
DPRK. Another issue is that cross-border facilitation
between China-Russia and China-DPRK is not fully
agreed.

The function of the UNDP is not to provide funds for
infrastructure development and the conducting of
feasibility studies, because it is not a bank. Therefore, the
UNDP’s proposals tend to focus on costless soft
infrastructure improvement. Their direction is 100%
correct, but is there a possibility that the cross-border
facilitation can be achieved more easily if it is promoted
along with hard infrastructure construction? To take a
recent example, the immigration process appears to have
become smoother at Vladivostok after a new terminal
building was completed in 1999. A similar case is evident
at Beijing Airport. We can possibly extend these positive
records and presume that the newly constructed customs
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offices at Quanhe and Wonjong could facilitate border
crossing between China and the DPRK. Isn’t it possible to
do it the same way at the notorious Kraskino customs?

An idea of a Northeast Asia Development Bank has
been proposed to alleviate the financial problems in the
Northeast Asia. South Korean delegates made the same
proposal at the meeting. However, it will not be easy
considering the political environment in this region.

Appeal to the Asian Development Bank

For first time a representative of the ADB
participated in the Working Group Meeting. Mr. Gunter
Hecker of the ADB made a useful presentation regarding
the experiences of the Greater Mekong Subregion (GMS)
and the ADB’s role in their effort. He also made valuable
comments on the TRADP. The main points stressed in the
presentation was the need for strong political commitment
by the central governments and the highest level of
participation from the governments in the project. The
priority projects in the sector are identified and the
sequencing and phasing are agreed among the
participating countries. Then the ADB provides loans and
technical assistance. On the* soft infrastructure” side too,
the progress has been phenomenal. Overall, the ADB’s
involvement as the facilitator and financial supporter
undoubtedly played a critical role in the successful
progress of regional cooperation at the GMS.

Delegates from member countries were greatly
impressed with the story of the GMS and asked Mr.
Hecker for similar assistance. Some even said that they
want the ADB’s help rather than the UNDP’s. China and
Mongolia are already approaching the ADB since they are
already members. It is proposed that a feasibility study of
China-Eastern Mongolia be conducted with the help of the
ADB.

The primary reason that the ADB is successfully
facilitating the multilateral project is that the ADB is
capable of arranging financing for infrastructure
construction. Member countries will send high ranking
representatives and cooperate in soft infrastructure reform,
if they can receive funding. This is the crucial difference
between the ADB and the UNDP. The UNDP suffers from
poor member participation and weak cooperation. It is a
step forward that the UNDP proposed that member
countries should fix core delegates at this workshop.

Previously, Russian delegates changed quite often, and
representatives from Moscow had little knowledge about
the real picture of the Tumen Region. Once core members
are fixed, more professional discussion will be carried out
in a constructive manner.

The desired participation of the ADB in the TRADP
has institutional barriers, since neither Russia nor the
DPRK are members of the ADB. We hope the changing
political atmosphere in Northeast Asia could remove these
difficulties in the near future.

Expectations for Japan and the ROK

Japan is expected to join the TRADP Consultative
Commission and play an active role. The major role is
assumed to be a financial supporter. The ROK is a
founding member of the Consultative Commission and
provided with a special fund ($1million) to the UNDP.
Japan is expected to make a similar contribution as the
only developed neighboring country in Northeast Asia.
Japan’s role shouldn’t be limited to a fund provider. Its
important role will be contributing to the regional
development and establishing friendly neighborhood
relations through promoting active human and economic
exchanges. Japan also should support the entry of Russia
and the DPRK into the ADB.

The ROK’s unwillingness to strongly support Rajin-
Sonbong has undermined TRADP cooperation.
Surprisingly, no ROK businesses have invested in Rajin-
Sonbong and major ROK business groups have negative
impressions of the area. ROK’s current interest is the
symbolic Trans-Korean railway connection, and the idea
of Kaesong Industrial Park is promoted by the private
sectors. Why are ROK people so negative towards Rajin-
Sonbong? Rajin-Sonbong is located in the midst of an
important transit corridor, connecting Yanbian and the
ROK ports. Importantly, many Korean business located in
Yanbian are waiting for the improvements in the transport
corridor. Furthermore, in the long term, if unification is
realized, Rajin-Sonbong will become a part of the unified
Korea. The ROK should pay more attention to the issues
Rajin-Sonbong faces. It was good news that an ROK
representative promised in the meeting that he would
propose the ROK government’s cooperation in improving
the transport corridor, especially the land transport section
in Rajin-Sonbong.
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APEC and Subregional Cooperation in Northeast Asia

VIadimir I. lvanov
Senior Researcher, Research Division, ERINA

Introduction
The Asia Pacific Economic Cooperation (APEC)
forum has recently grown. Its membership is now
extended to 21 economies, including those that constitute
the Northeast Asian subregion — China, Taiwan (Chinese
Taipei), Hong Kong, Japan, Republic of Korea, and, since
1998, Russia. Reportedly, in November 2000, when the
APEC’ s leaders were invited to Brunei for their annual
informal summit, the idea was discussed to invite the
DPRK to join working groups.
On December 16-17, 2000 the APEC Study Center at
the Institute of Developing Economies/JETRO in
Makuhari, hosted an international workshop on APEC
process and its prospects as they are seen from both
scholarly and practical perspectives.! The workshop’s
primary goal was the sixth annual reunion of the Japanese
research institutions and universities that study APEC.
This framework is the APEC Study Center Japan
Consortium chaired by Professor Ippei Yamazawa,
President of the Institute of Developing Economies (IDE)
Othe central research and training organization in Japan
focusing on APEC.2
The APEC Study Centers (ASC) Consortium is a
result of the APEC Leaders' Education Initiative of 1993.
Currently, APEC Study Centers operate in 18 member
economies, incorporating universities, research centers,
and other academic institutions. Their representatives not
only participate in the annual ASC Consortium meetings
such as the one hosted by IDE, but also promote the
following goals relevant to APEC process:
—Cooperationnational and international — in higher
education and research

—Collaborative, independent and policy relevant study of
long-term issues

—Research and training exchanges

—Dialogues and conferences related to APEC agenda.

In response to the APEC official plans, the national
ASCs began the formation of a network of independent
research institutions to review such critical issues as food,

energy, and environmental in the Asia-Pacific region and
its individual economies. Moreover, the network created
by the ASCs within the APEC’ s member economies is
vital for generating public awareness of APEC. It is
important to note that this organization holds informal
summit meetings of the APEC leaders— heads of states
and governments—and regularly convenes conferences at
the levels of ministers and senior officials. Therefore, it is
important to help general public to understand the goals
and merits of these meetings and the role of APEC.

A Background

Intergovernmental interaction within APEC heavily
depends on the involvement of experts and professionals
from both the private sector and research communities.
Their activities and information dissemination are vital for
this organization. In 1999 alone, APEC published more
than 50 books through its working groups and forums,
while since 1989 more than 340 titles were published.
The purpose of these extensive efforts is to provide
background information relevant to regional economic
cooperation, identify critical issues and facilitate
professional discussions, including high-level dialogues.

Prior to describing the APEC structure, it must be
mentioned that this regional body was propelled by
intellectual efforts —economists, academics and university
professors in Japan, Australia, Canada, the Unites States,
Republic of Korea and ASEAN region. Their collective
commitment to the goals of regional economic cooperation
eventually led to the creation of the Pacific Economic
Cooperation Conference (PECC), later renamed as
Council. PECC is a non-official organization established
in 1980. Among its 23 member economies located in
Northeast Asia are China, Taiwan (Chinese Taipei), Hong
Kong, Japan, Republic of Korea, and Russia. Recently,
Mongolia became an associated member.

PECC was designed to integrate input from senior
individuals from business (to ensure pragmatism),
government (provide strategic overview), and research
community (to conduct analysis) — all acting in a non-

' The Workshop of the 6" Annual Meeing of APEC Study Center Japan Consortium took place at the superb new facilities

of the Institute of Developing Economies in Makuhari, Chiba Prefecture. Several prominent researchers and scholars from
the APEC economies attended the meeting as speakers, including those from Australia, Brunei, China, Chinese Taipei,
Malaysia, Philippines, Republic of Korea and Thailand. Also, representatives from Kasumigaseki, including Ministry for
Foreign Affairs and Ministry of International Trade and Industry were among the speakers.

The program of the workshop included a session on subregional cooperation where a paper from ERINA was

presented. ERINA is currently preparing three research reports, includingd 10on APEC’s energy-environment agenda and
Northeast Asia] 200APEC efforts in in efficiency and competitiveness promotion in transportation sector and Northeast
Asia; andl 3TJAPEC’s agenda on human resource development and policy environment for small and medium-sized
enterprise with a reference to Northeast Asia. Yet another report will review interconnections between APEC and PECC
as institutional frameworks and their relevance to the Northeast Asian subregional cooperation.
In addition to IDE, the following Japanese institutions constitute the APEC Study Centers’ Consortium: Keio Research
Institute, Otaru University of Commerce, International University of Japan, Kobe University, National Graduate Institute
for Policy Studies, University of Tsukuba, Nagoya University, the Japan Institute of International Affairs, Hitotsubashi
University, Hiroshima University, Yokohama national University, Waseda University and Ritsumeikan University.
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official capacity. The purpose of this tripartite structure
was to promote partnership among these three groups on
policy issues related to trade, investment, and economic
development. The ultimate goal was to facilitate progress
in these three areas through regional cooperation,
economic interdependence and a movement towards a
community of economies.

In general, the mission of PECC was, first of all, to
foresee emerging economic opportunities and problems
for businesses and governments. PECC operated through
a system of project groups, task forces, and international
networks, resulting in joint studies, workshops, and
publications. There were following main areas covered by
these activities:

—Human resource development
—Macroeconomic forecasts and analysis
—Science and technology

—Small and medium-sized enterprises

— Telecommunications and information technology
—Trade and investment policy

—Energy

—Financial and capital markets
—Fisheries

- Food and agriculture

—Minerals

—Tourism and transportation

The Standing Committee of PECC was designed as a
policy-making body, comprised of the Chairs of PECC
Committees in each member economy.?Also, the Coordinating
Group was created to manage internal matters and contacts with
international agencies such as the World Trade Organization,
World Bank, Asian Development Bank, the ASEAN
Secretariat, the OECD and others. In the late 1980s, PECC was
equipped with a small international secretariat located in
Singapore.

After APEC was launched as formal and government-
level process in 1989, PECC was invited to serve as the
only non-governmental, official observer of APEC. PECC
channels to APEC its policy recommendations, analytical
input and views from non-governmental sources. Also,
due to its informal characterDOPECC is in much better
position to discuss new ideas. The PECC Energy Forum,
for example, helped APEC to develop policy
recommendations on how to accelerate investment in
natural gas projects.

Trade and Investment Facilitation (TILF)

The regional and worldwide objectives of APEC are
to sustain growth and development, enhance the positive
gains from increasing economic interdependence, develop
and strengthen the open multilateral trading system and
reduce barriers to trade in goods, services, and investment.

Initially, APEC was established for the purpose of trade
and investment facilitation and liberalization through
cooperation and consultation. At Bogor Leaders Summit
in 1994, APEC set a number of specific goals and
objectives, includingd 10free and open trade and
investment in the Asia-Pacific to 2010/2020f1 200
expansion and acceleration of trade and investment
facilitation programs; andl 3(kustainable growth for the
APEC region.

In the 1995 Osaka Meeting, the Commitment for
Open Regional Cooperation was made — Osaka Action
Agenda (OAA) — focussing main attention on voluntary
liberalization in the region, collective actions to advance
such liberalization and investment facilitation, and efforts
for global liberalization.

These goals were translated into each country’s own
Individual Action Plan (IAP), known as the Manila Action
Plan for APEC (MAPA). MAPA represents a compilation
of the IAPs, as well as collective action plans for trade and
investment liberalization and facilitation, and joint
activities on economic and technical cooperation. The
main features of the IAPs are related to several
commitments and reaffirmation of principles:

— unilateral tariff reductions;

— a standstill on new protection measures;

— commitments under non-tariff measures, investment and
services;

—trade and investment facilitation, including customs,
standards, etc.;

—transparency and liberalization through various
channels;

— Uruguay Round commitments, including those under
the GATS.

As the new World Trade Organization (WTO) round
begins, a commitment to the Bogor goals of free trade
among APEC members by 2010 must be reaffirmed by all
APEC economies and it is very likely that the United
States will strongly support such reaffirmation.

Economic and Technical Cooperation (ECOTECH)

Another important function of APEC discussed at the
Workshop in Makuhari, is to support and develop
economic and technical cooperation across the Asia-
Pacific region* At the Workshop in Makuhari, one
speaker pointed out that the* ECOTECH agenda is much
complex than a simpler trade and investment liberalization
and facilitation.”

The ECOTECH Sub-Committee (ESC) was
established in 1998 to assist the Senior Officials Meeting
(SOM) and coordinate APEC’s economic and technical
cooperation agenda. Among the six areas designated in
1996 as priority themes the ESC recently made a review

® The economies of Northeast Asia are represented by Ambassador YANG Chengxu, President, China Institute of
International Studies, Ambassador Nobuo MATSUNAGA, Advisor to the Minister for Foreign Affairs of Japan, Dr.
Kihwan KIM, Ambassador-at-Large, Republic of Korea, Dr. Victor ISHAEV, Governor of Khabarovskiy Krai, Member of
the Federation Council of the Russian Federal Assembly, Dr. Jeffrey L. S. KOO, Chairman and CEO, Chinatrust
Commercial Bank, Chinese Taipei, Dr. William K. FUNG, JP Group Managing Director, Li & Fung td. of Hong Kong,

4 and Mr. Davaadorjyn GANBOLD, Member of Parliament of Mongolia (Associated Member).
Medhi Krongkaew," Problems and Prospects of ECOTECH in APEC: A Way Out or a Way Forward,” Paper for
discussion at the 6™ Annual Meeing of APEC Study Center Japan. Consortium, p. 1.



on four themes, including human capital development,
technologies of the future, and small and medium
enterprises strengthening. Yet another goal of ECOTECH
is to promote sustainable development.

It is believed that technical cooperation aimed at
capacity building facilitate market opening of the
economies and industries. For example, the APEC
Leaders at their meeting in Auckland in 1999 endorsed a
proposal of their Business Advisory Council to improve
rural infrastructure, disseminate technological advances in
food production, and expand trade in agricultural
products.

By the year 2000, ECOTECH included 250 projects
and was identified as one of the pillars of the APEC
cooperation to assist interested economies in the following
four areas, all of which contribute to trade, as well as in
liberalization and facilitation:

— policy development;

— technical cooperation;
— infrastructure building;
— financial cooperation.

The approach of this cooperation is a pooling of
information resources, experience, expertise and
technology, rather than one-way transfers of funds. Japan
is quite supportive of these activities and human capacity
building became one of the central themes of the APEC
summit in Brunei.

Subregional Trade Areas (SRTA)

At one of the Workshop’s concurrent sessions
prospects for a subregional free trade areas between Japan
and the Republic of Korea were discussed. In this context
a question was raised with regard to a scenario of
involving China and possibly Taiwan in such a
framework.

In summary, SRTASs are considered as important
building blocks for the APEC process as long as these
frameworks advance free trade and facilitate investment.
In certain cases, SRTAs have accelerated trade
liberalization and investment facilitation, out-pacing
APEC. The SRTAs are not confined to reducing barriers
but also include mutually beneficial linkages among
members of the economic areas. Some experts suggest
that these arrangements are more suitable for
implementing the ECOTECH initiatives in the two main
areas:

a) Building technology capacity through the following

measures:

—a network of centers for upgrading and sharing
technology;

— R&D centers to support upgrading of small and medium
scale technology;

—education and skill development in information
technology;

— linking small and medium companies with larger firms.

b) Developing human capital through the following
measures:

— educational financial support;

— expertise in technical training;
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— regional university networks;
— technical exchange programs.

The general assumption is that the SRTAs could lead
economic development and cooperation in APEC,
supporting trade liberalization, accelerating investment
facilitation, and ECOTECH development.

Working Groups

Similar to PECC, substantive activities in APEC are
concentrated in working groups. The Energy Working

Group (EWG) was established in 1990 to discuss energy
policies, planning priorities and demand-supply outlook
data sharing. From 1996, there were four Energy
Ministers' Meetings. The EWG incorporates five Expert
Groups, involving the private sector representatives. In
1998, the EWG Business Network (EBN), consisting of
two business representatives from each economy, was
established to produce recommendations on regulatory
matters, trade and investment in the energy sector, and
propose a program for energy-environmental policies
reconciliation.

In 1991 the Fisheries Working Group (FWG) was
established to promote conservation and sustainable use of
resources, their common management, as well as
aquaculture development and habitat preservation. Until
1999, the business sector did not participate in the FWG
annual meetings. Liberalization and subsidies in the
fisheries sector are the current topics for the FWG, as well
as fishing vessel registry development and measures to
deter illegal, unregulated, and unreported fishing.

The Human Resource Development Working Group

(HRDWG) covers a broad range of issues from basic
education to industrial training and small and medium-
sized enterprises management. There were 20 meetings
held and five sub-groups established to deal with
productivity, employment, gender equality, technical skills
training, education systems and labor markets.

The Industrial Science and Technology Working
Group (ISTWG) was formed in 1990 to monitor quality of
life, natural environment and sustainable development.

The Marine Resource Conservation Working Group
(MRCWG) was established in 1990. Its goals include
protection of collective resources, promotion of
sustainable marine environment and integrated coastal
management to ensure economic growth and social
benefits. Activities include seafood product safety,
environmental training, and partnership development with
FWG.

The Telecommunications Working Group (TEL) was
first created to address human resource development,
technology transfer, exchanges, and standardization.
These activities are supported by four steering groups,
which implement projects in areas such as liberalization,
business facilitation, development cooperation, and human
resource development, including distance learning. The
level of private sector participation in the TEL activities is
high and each meeting of the working group included a
business-government dialogue. Electronic commerce is
among the key issues for TEL.

The Tourism Working Group (TWG) had 16
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meetings. It considers the tourism industry as a major
contributing factor in promoting economic growth and
social development. The main goal is facilitation of travel
and promotion of economic importance of tourism in
conjunction with sustainable development and human
resource development in the tourism industry. Travel
organizations are also involved in TWG activities.

The Working Group on Trade Promotion (WGTP)
focuses on intra-regional trade in goods and services. This
group is also dealing with the centers on trade financing,
trade skills and training, private-public sectors information
cooperation, business networking, e-commerce and
logistic management. The active involvement of the
private sector helped to launch the APECNet (Singapore)
that provides information on business opportunities,
including business-matching services. There was a special
case study conducted on trade promotion and poverty
alleviation in China.

The Transportation Working Group (TPT-WG)
provides recommendations on efficiency, sustainability,
and safety of regional transportation systems. It focuses on
competition promotion (including infrastructure), safety
and environmental issues (including technologies), and
human resource development. Business representatives are
closely involved in the group's meetings. A mission
statement was prepared on promoting an efficient, safe,
and competitive environment for maritime transport.

The Ad Hoc Policy Level Group on SME (PLGSME)
was established in 1995. 1t is responsible for reviewing
activities within the five-year Action Plan for SMEs,
including business matching, management capacity
building, consumer protection, electronic commerce and
financing. The Ministers endorsed the Framework for
APEC SME Activities Development to form a business
environment that will be responsive to the specific needs
of SMEs in the region.

The Agricultural Technical Cooperation Experts’
Group (ATCEG) was established in 1996 to enhance
contribution of agricultural sector to regional economic
and social development. Also, the Ad Hoc APEC Food
System Task Force closely related to the ATCEG was
initiated by the Business Advisory Council.

Finally, Sustainable Development initiative is one of
the cross-cutting themes for achieving sustainable
development.

Natural Gas Initiative

The Natural Gas Initiative is a product of cooperation
between APEC Energy Working Group and PECC Energy
Forum. In 1998, as a result of their joint efforts, the EWG
proposed a set of policy, regulatory and fiscal recommendations
aimed at accelerating private sector’s involvement in the
development of infrastructure for natural gas supplies. In 1998,
at their 3rd meeting in Okinawa, Energy Ministers presented
these recommendations in Kuala Lumpur to APEC Economic
Leaders.

In July 2000, at the 12th Energy Ministers Meeting in
San Diego reconfirmed commitment to a Natural Gas
Initiative and proposed to develop a common understanding
on regional energy principles, including theé’ no impediment”

measures with regard to trade and investment in infrastructure.
At the informal APEC meeting convened in Brunei on
November 12-13, 2000, the energy issues were also touched
upon in the Leaders’ Declaration and the Joint Statement of
the Ministerial Meeting.

The Declaration welcomed the message from Energy
Ministers meeting in San Diego, commending commitment
to view energy as central to regional economic and social
future. The document proposed strengthening the
marketplace and promoting clean and sustainable
development. The concept of the simultaneous pursuit of
economic growth, energy security and environmental
protection was also endorsed.

From the APEC’s standpoint, energy security is the
prerequisite for economic stability. This requires oil markets
balancing through efficiency, conservation and diversification
of resources, development of renewable energy and
alternatives to oil in the transportation sector. Potentially,
increased reliance on natural gas reduces the need for oil
imports and the scale of coal consumption. Natural gas trade
within Northeast Asia will also lead to the diversification of
supplies. In theory, imports via pipeline promote
diversification in modes of transportation, allowing gas-to-gas
competition and eventually an expansion in the use of gas.

Conclusions

The Workshop in Makuhari demonstrated that the
APEC Studies Centers Consortium could offer some
opportunities for such research institutions as ERINA.
Participation in the consortium facilitates information flow
and helps identifying topics for research. In theory, the
APEC process could support subregional cooperation in
Northeast Asia. What is needed is close attention to
accumulated experiences, careful monitoring of current
progress and concentration on how to conceptually
integrate Northeast Asian subregion in the broader
regional agenda.

It seems that there are at least some ways to bring the
expertise of APEC in the projects and the fields central to
the Northeast Asian subregion. There is a significant body
of materials accumulated by the working groups working
on transportation issues. A mission statement was
prepared on promoting efficient, safe, and competitive
operating environment for maritime transport in the region.
The TWG published a special report on The Economic
Impact of Travel and Tourism Development in the APEC
Region. There are plans to develop an APEC Tourism
Charter and complete a safer shipping review in the region.
Also, paperless technologies in the transportation sector
and related trading sectors were explored.

On the other hand, already established facilities can
be accessed by the economies of Northeast Asia. For
example, the existing region-wide information networks
can be used to channel information important for
industries and localities. The Working Group on Trade
Promotion launched the business APECNEet that provides
information on commercial opportunities, including
business-matching services. The Ad Hoc Policy Level
Group on SME also deals with business matching. In
1999, APEC released a major study on electronic
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commerce by SMEs.

Another example is the APEC’s Transportation
Working Group that established an interactive web-based
port database with an opportunity to contribute data on
ports of Northeast Asia, their links, and development plans.
Also, the Telecommunications Working Group web-site is
established at the Asia-Pacific Telecommunications
Infrastructure Cooperation Center in South Korea.
Moreover, the capacity of APEC Trade Information Center
located in Japan in contributing to subregional cooperation
could be explored.

Energy issues, particularly stability of energy
imports, sustainable development and environmentally
sound power infrastructure are central to Northeast Asia.
A Natural Gas Initiative seems to be ideally suitable for
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Northeast Asia. Indeed, there are large discovered
resources of natural gas in Eastern Russia, huge potential
markets in China (including Taiwan), Japan and the
Koreas. It is also technically feasible to put together a
cross-border pipeline infrastructure.

However, the” policy component,” in addition to
favorable political and a“ welcoming” investment
climate, includes domestic economic and administrative
issues along with numerous influences on the part of
various' interest groups” linked with alternative fuels and
transmission technologies. In other words, Northeast Asia
represents a convincing study case to exhibit difficulties in
implementing a Natural Gas Initiative without multilateral
concerted political effort and new vision of the future of
this subregion.
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3 FAO/WFP, DPRK Braces for Seventh year of Food Shortages, Nov.16, 2000
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