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Russian Natural Gas and Northeast Asia : Prospects for
Russia-Japan-China Partnership’

Viadimir I. lvanov
Senior Researcher, ERINA

Northeast Asia is unique to the world of energy
because it encompasses exceptionally large energy markets
and vast regional resources of energy, which until very
recently were largely, disconnected. Russia-the third
world's largest producer of energy-possesses rich cod, oil,
natural gas and hydropower resources in the Far Eastern
and Siberian provinces. In the West, Russia's share in
supplying natural gas to the economies of the European
Union currently stands at 65% of their total natural gas
imports. In 1997, Russia exported almost 143 billion cubic
meters (Bcm) of natural gas, or 32 Bcm above the 1992
level, and it is expected that by 2010 the exports grows
further, reaching 240 Bcm.

Natural resour ces and development needs

In theory, Russia could contend for significant shares
of energy markets in Japan, South Korea and China. It
indeed aspires to become these economies' partner in
meeting their energy needs. It is important to emphasize
that attaining such arole is critical for Russia's own needs
and future development path. Geographically, almost three-
quarters of Russiais located east of the Ural Mountains and
includes Western Siberia, Eastern Siberia, and the Far
Eastern region. It accounts for 21% of the total population
(Table 1), 74% of the national territory and 30% of the
Gross Domestic Product.

In the second half of the 20" Century the population of
the eastern provinces was growing relatively fast, doubling
between 1939 and 1997. Considering negative population
growth in Russia registered since the early 1990's and the
forecasts of the population decrease by 2050 it is unlikely
that the eastern provinces will demonstrate any significant
increase in the number of residents. That will be certainly
impossible without specific, well-focused measures and
policies aimed at attracting investors, creating new
industries, and inviting the skilled labor and professionals
to this part of Russia. In this realm, the factor of rising

competition on the part of other more developed regions in
Russia also must be carefully evaluated.

The rapidly changing economic, social and
geopolitical circumstances require that the entire
development scenario for Eastern Siberia and the Far
Eastern region is driven by investment and policy measures
that lead to qualitative changes in infrastructure
development, industrial and social advancements in those
areas. In this context, the development of energy resources
in eastern provinces of Russia, including large-scale export-
oriented energy projects, appear as the most important tool
in attracting massive investment and a focal point in
revitalizing the regional economy in the long run.

The possibility of natural gas exports to neighboring
markets appears particularly attractive. It is based on a
number of assumptions. The first one is the rising energy
demand and expanding imports of oil and natural gas on the
part of Northeast Asian economies. The second premise is
that energy importers will give preference to natural gas as
a fuel of choice for power generation, as compared with
coal and nuclear power. The third assumption is that natural
gas delivered to markets through pipelines will be cheaper
and therefore more attractive for both the current and
prospective users compared with liquefied natural gas
(LNG).

Assumptions questioned

It seems that there is no disagreement that, in
principle, Russia can export large volumes of gas to Japan,
the Koreas and particularly China. The question is about
the time frame, the scale of the market expansion and
Russia's own potential to compete with other producers and
exporters of natural gas. What seems to be the problem is
that some of the assumptions currently entertained by the
Russian experts and politicians alike are not necessarily
correctly reflect the existing picture and a potential for gas
market development in East Asia.

Table 1. Eastern Russia: Population, 1939-1997

(thousand)
1939 1997
Western Siberia 8,927 15,098
Eastern Siberia 4,771 9,114
Far East 2,976 7,421
Total 16,674 31,633

Source: Population of Russia: 1987-1997. Satistical Abstract (Moscow: Goscomstat, 1998)

1

This paper was first presented at the Far-Eastern International Investment Forum on "Investment Projects of the Far East

and Trans-Baikal Regions - Priorities of the 21st Century," Khabarovsk, September 19-20, 2001. This revised version was
prepared for the 2nd Annual Symposium on Overseas Hydrocarbon Development organized by the CNPC Economics and

Information Research Center in Beijing, October 18-19, 2001.
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Let us briefly review country by country, the current
state of affairs with regard to gas pipeline projects. A case
in point is Japan's policy in further promoting natural gas; it
is crucial because its natural gas market is the largest in
Northeast Asia, and the opening of this market for pipeline
gas will constitute a major change. In this context
Exxon/Mobil and Shell are backing competing gas
transportation options as far as the Sakhalin gas projects are
concerned. Exxon/Mobil proposes a pipeline to Honshu,
while Shell decided to construct large LNG export
terminal, which would have Japanese importers as its
primary customers.

Japan currently imports about 52-53 Mtpa of LNG
(about 65 Ben?), and in 2010, under the new scenario with
the nuclear power program scaled down and natural gas
filling a shortfall, the total demand could rise to 60 Mtpa,
reaching 70-80 Mtpa by 2020. However, because of its
predominant reliance on LNG and domestic constrains for
building such an infrastructure Japan is unlikely to be a
customer for natural gas delivered through a pipeline before
2010. On the other hand, it must be also noted that since
Japan is exclusively locked into the LNG option there is a
possibility that a pipeline from Sakhalin will never be built.

China appears as the largest external market for
pipeline gas from Siberian and Sakhalin, as well as from
Central Asian sources. On the drawing board, by 2020
Beijing may need to import as much natural gas as the

European Union does today, in addition to about 6-8
million barrels of oil per day. For Russian negotiators these
projections appear extremely attractive and the top political
leaders seem to support optimism regarding north-to-south
cross-border gas pipelines.

However, China's first priority until at least 2010 isto
develop its domestic resources of natural gas’ Between
2002 and 2009, China plans to build a national long-
distance West-East gas pipeline (Figure 1). This project is
not entirely based on considerations of economic
efficiency, being seen in the larger context of social and
economic development plans for Western China. It is
important to note that the trans-China gas pipeline system
can be connected in the future to the Gazprom's pipeline
grid in Western Siberia. An alternative is natural gas
sources in Kazakhstan and/or Turkmenistan.

On the other hand, China's LNG imports in 2010 are
estimated in the range of 5 Mtpa to 10 Mtpa, while
Taiwan's LNG imports are likely to reach 10-12 Mtpain
2010. The experts of the World Bank also project China to
import LNG in the range from 20 Bcm to 60 Bcm by 2020,
expressing skepticism about pipeline gas imports before
2015.

Chinas current domestic production of natural gas is
only 25 billion cubic meters, or about 4% of the Russian
output. China is yet to acquire a "gas culture”; when this
does happen, it is likely to occur in the economically

Figure 1. A Trans-China" West-East" Pipelineand itsLinkswith Central Asia
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Source: China's Worldwide Quest for Energy Security (Paris: OECD/IEA, 2000), 63.

? 1Bcm=0.85Mt, or 1 Mt =1.2 Bcm.

® Chinas own total recoverable gas resources are estimated at 10 trillion cubic meters, while proven reserves are currently
standing at one third of this amount. Until about 2010, Beijing justifiably wants to focus almost exclusively on exploring and

devel oping these domestic reserves.
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Table 2. Projectionsfor LNG Demand in Asia, 2000-2020

(Mtpa)

2000 2010 2020
Japan 56 60 65
South Korea 16 21 35
Taiwan 5 12 16
China — 10 40
India — 23 35

Table 3. Eastern Russia: Population of the Largest Cities, 1939-1997
(thousand)

1939 1999 Growth
Krasnoyarsk 190 874 4.5
Irkutsk 250 591 24
Ulan-Ude 126 371 3
Chita 121 314 25
Y akutsk 53 196 4
Blagovestchensk 58 221 4
Khabarovsk 207 614 3
Komsomol sk 71 295 4
Birobidjan — 80 —
Vladivostok 206 613 3
Nakhodka — 160 —
Ussuriysk 72 158 2
Y ouzhno-Sakhalinsk — 180 —
Magadan 27 122 45
Petropavlovsk-Kamchatskiy 35 197 55

Source: Population of Russia: 1987-1997. Satistical Abstract (Moscow: Goscomstat, 1998)

developed coastal regions first. When natural gas attracts
attention in the developed coastal areas, their authorities
and investors could opt for smaller-scale and easier-to-put-
together LNG projects integrated with the combined-cycle
power plants.

Also, in theory prospects for importing natural gas
through a pipeline are improving as South Korea and North
Korea talk about a railway opening between Seoul and
Pyongyang. A conservative estimate for natural gas
consumption in Korea is 21 Mtpa by 2010 and it is quite
likely that it could reach 30-35 Mtpa by 2020, considering
that South Korea is the only economy in the region that
aready put in place an infrastructure for a country-wide
transportation of natural gas. There are now discussions
taking place about building a gas pipeline through the
territory of North Korea. There is little doubt that in
addition to energy security of South Kores, if theinland gas
pipeline is constructed it will contribute to inter-Korean
cooperation and the economic recovery of North Korea.

On the other hand, uncertainties in Pyongyang's policy
vis-avis Seoul and Washington's new stance toward North
Korea are likely to complicate and delay discussions on
cross-border gas pipelines and South Korea could remain
for some years to come an "island" economy. Like Japan,
South Korea is also in the middle of restructuring and
deregulating its energy sector. This policy reform will
promote competition, but a wider reliance on natural gasin
power generation is not guaranteed. Moreover, currently
South Korea, similar to Japan, is completely locked into the

LNG option.

In this context, Russia is yet to acquire a capacity to
produce and export LNG, considering that the Asian LNG
market will continue to expand (Table 2).

For instance, Australia as the fifth largest LNG
exporter in the world seems to have very clear and focused
strategy. Its LNG exports reached A$2 billion with 7.5
Mtpa exported to Japan alone. Six new major LNG projects
are now under discussion and Australian government's goal
is to export 25 Mtpa of LNG by 2010, tripling the current
volume and expanding its share in LNG market in East
Asia from 10% to 30% by 2015. One of the markets
targeted outside Asiais the United States.*

Domestic market

In addition to the economic and political uncertainties,
as well as the competition on the part of LNG, the major
problem of the cross-border, long-distance pipeline projects
is their price tag. Very high cost of these projects requires
large and reliable reserves of natural gas, accessible
markets, and multilateral financing along with concerted
implementation efforts. Yet another problem is that large-
scale pipeline gas exports could be economically feasible
only if the prospective importing economies choose to
promote pipeline gas for power generation. The
governments will be required to undertake not only
regulatory adjustments to alow pipeline gas to compete in
their markets, but also cooperate in financing these projects
and promoting construction of the distribution

* Energy Policies of IEA Countries. Australia 2001 Review (Paris; OECD/IEA, 2001), 101, 104 and 159.
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infrastructure.

It seems that for the current decade, only Russia's own
market could serve as a reliable device that could trigger
both resource development and prepare a base for natural
gas export promation in Northeast Asia (Table 3).°

In this table, the cities highlighted (italicized) are the
largest in Easter Russia located along the Trans-Siberian
Railway. The total population of these cities is above 4
million and minimum 4-5 million people live in smaller
settlements located along the Trans-Siberian Railway to the
East from the Lake Baikal. Also, the railway zone is the
prime location area for major industrial enterprises and
power plants, including those that consume coal.

A Trans-Siberian trunk pipeline

It is important to acknowledge in this context that
similar to China the implementation of pipeline projects in
Eastern Russia will benefit loca communities, economies
and regional governments, particularly if the infrastructure
is built in areas with a decent number of domestic
consumers and industries.

What Russia needs is a long-term, comprehensive and
consistent approach to developing, delivering and
distributing Siberian and Far Eastern natural gas to
domestic and external markets. This strategy must first of
all be aimed at integrated approach to commercializing
natural gas reserves. Second, the number of potential
exporters must be maximized, so ideally a pipeline, like a
railway, should be kept "neutral" and open to all major
exporters. Third, key transmission pipelines should be
designed to collect and transport sufficiently more than the

level of current and projected domestic demand to supply
gas to Northeastern China and the Koreas. Finally, this
integrated approach must include efforts in targeting LNG
markets in Asia. This will allow a wider marketing of
natural gas, involving LNG users in Japan, South Korea,
China, Taiwan, India, and elsewhere.

It should be emphasized that the proposed west-east
pipeline constructed along the Trans-Siberian Railway
should be seen-and therefore designed-as a long-term
concept for the development of natural gas reserves in
Eastern Russia. Obviously, careful and impartial economic
assessment of this option is needed. In this context, relevant
experiences of other countries should be studied as well. At
first sight, Canada could serve as amodel for designing and
developing a natural gas industry and the delivery systems
in Eastern Russia (Figure 2).

Although there is a considerable consumption of
natural gas in the Canadian producing provinces, its gas
industry is characterized by "production in the west,
consumption in the east" pattern. Thisis clearly reflected in
the gas delivery infrastructure with all production fields,
gathering pipelines and processing plants located in the
west. The single West-East transmission pipeline system
moves gas across the country and along the border with the
United States. The export points for gas delivered to the
United States are spread out along this border and there are
currently 16 non-reversible pipeline interconnections with
the total annual maximum capacity of 86 Bcm (in Canada,
about 60 Bcm of gas is consumed domestically and 78-80
Bcm is exported).’

Why not to consider this as a possible model in

Figure 2. Canada’'s Gas Supply System and Cross-Border Pipelines
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Source: Natural Gas Pricing in Competitive Markets (Paris: OECD/IEA, 1998), 66.
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In 1999, federal authorities endorsed a gas pipeline project linking Sakhalin and the two most populous and industrialized

provincesin Far Eastern Russia. This program, however, is vulnerable because it lacks funding.
® Natural Gas Pricing in Competitive Markets (Paris: OECD/IEA, 1998), 64.



exporting Russian natural gas to the neighboring marketsin
Northeast Asia? Also, in Eastern Russia, like in Canada, a
vulnerability to supply shortages and disruptions in a west-
east trans-continental gas delivery system could be
mitigated by substantial upstream reserves of natural gasin
Western Siberia.

All these considerations combine may require a
reconsideration of existing plans to construct "north-to-
south" pipelines between Russia and China, or Russia and
the Koreas. Instead, a Trans-Siberian pipeline option must
be considered as the preferable gas-delivering
infrastructure, or at least the first option to proceed with a
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feasibility study (Figure 3). It seems that such pipeline
system combined with substantial LNG production
facilities in the Pacific coastal area (or ensuring a
complementary capacity in reserves for Sakhalin projects)
could offer the following advantages:

*  The Trans-Siberian Railway's corridor aready has
infrastructure in place, in alocation that has known
geological conditions, allowing a pipeline to be
constructed faster and possibly at a cost
competitive with other options.

* The Trans-Siberian gas pipeline project will create

Figure 3. Optionsfor Gas Pipeline Projectsin Eastern Russia
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additional incentives for the development of
natural gas deposits in Krasnoyarskiy Krai,
Irkutskaya Oblast and Y akutia, by providing these
projects with delivery infrastructure and
integrating them in a larger regional natural gas
development scenario in the long run.

* A Trans-Siberian pipeline could provide cleaner
energy to all major cities and industries in Eastern
Russia, while ensuring that the long-term needs of
international users, including those who prefer to
import LNG, are met. Therefore, the support of
both domestic and international constituencies in
such a project will be strengthened.

*  This "west-to-east” pipeline could also better serve
the funding needs of the project, particularly if an
"open access' pipeline scheme is adopted. Also, it
will allow natural gas from Western Siberia to
back up the entire system and access the marketsin
Asia on a larger scale (at present and for the
foreseeable future, the reserves located in Western
Siberia will remain superior by far to those in
Eastern Siberia and the Far Eastern region
combined).

*  The main advantage of such a Trans-Siberian
pipeline system is the possibility of combining the
multiple sources of natural gasin the northwestern,
northern, and northeastern areas of Siberia and the
Far Eastern region with the multiple users located
in the south and southeast areas of Eastern Russia
and Northeast Asia.

In promoting such a concept Russia could strengthen
its position by working more closely with Japan, and aso
with China and the Koreas. This must not be seen as a
matter of choice in favor of one or another partner but as a
strategic device to maximize and share the benefits of
natural gas projects as soon as technically possible.

Japan asa partner

It seems that Japan can be supportive of this concept
because its own demand for natural gas is likely to grow.
Recently, the Advisory Committee for Natural Resources
and Energy under the Ministry of Economy, Trade and
Industry of Japan proposed raising the share of natural gas
in the primary energy supply from the current 13% to 20%
by 2020. Therefore a "west-to-east" trunk pipeline
infrastructure constructed in Eastern Russia will allow
flexible marketing and expanded reserves of natural gas
traded via pipelines and as LNG. It is particularly important
that Japan has the capacity and institutional instruments to
influence investment decisions in continental Northeast
Asia

Also, the existing regional environment for trading
natural gas in the form of LNG must not be ignored by
Russian planners. Between 1990 and 1997 the global LNG
market grew at 6.7% a year, with 75% of al LNG trade
being centered on Japan, Korea and Taiwan. Indeed,
Sakhalin-2 plans to construct a LNG plant of 9 million ton

capacity, or about 11 Bcm of gas. However, the gas market
in Japan, Korea and Taiwan combined is estimated at about
135-160 Bcm by 2020 and LNG would supply most of it.

Japanese importers of LNG are the key actors that
could really change existing LNG trading environment in
Asia. In 2009-2010, 24 long-term contracts will end,
creating a large niche that could be partially filled by
Russian gas. The question is whether asingle LNG plant in
southern Sakhalin (and the available gas-extracting
capacity on the idand) will be sufficient to compete for a
larger LNG market share in Japan and other economies.

On the other hand, it is important to note that in 2000
39 individual LNG cargoes were sold "spot," accounting
for about 8% of the traded LNG volume. If the Asian
market for LNG evolves with additional LNG sources
opened and receiving terminals built, the sale of LNG on a
spot basis and more intensive introduction of the LNG-
based power generation facilities may considerably
influence the prospects for Russian pipeline gas to be
exported to East Asia.

Furthermore, both Japan and Russia could become
natural partners in changing LNG markets for their mutual
benefit. Swap arrangements involving aready developed
LNG markets and new opportunities in the coastal regions
of Chinaand India could facilitate the marketing of Russian
natural gas. India, for example, has entered severa LNG
supply agreements and recently its state owned company
bought a large share in the Sakhalin-1 project. When five
LNG receiving terminals under construction or announced
will be completed, India could import about 23 million tons
of natural gas or almost half of Japan's current LNG
imports. India will import most of its LNG from Oman,
Qatar and Malaysia-the very same sources that currently
supply LNG to Japan, South Korea and Taiwan.

When LNG from the Sakhalin fields becomes
available, both Japan and South Korea will have an
opportunity to "swap" some LNG cargoes with Indian
importers of LNG, reducing both transportation costs and
delivery time. It is projected that the share of spot deals
could grow to 12% by 2010 and it seems that this new trend
deserves careful evaluation. Due attention to these
developments could help Russian experts to assemble a
comprehensive marketing strategy for natural gas exports.

In the longer-term, if the East Asian market for LNG
evolves, with additional receiving terminals built, the sale
of LNG on a spot basis may considerably expand the
market for Russian LNG. Therefore, an expanded
production base to capture such an opportunity will be
needed-another argument in favor of the Trans-Siberian
pipeline that could, at some point, be extended to the
Korean peninsula and interconnected with the Trans-China
pipeline by "north-to-south” joints.

Conclusions and recommendations

In summary, it seems that at present Russia has yet to
come up with the long-term and comprehensive strategy in
promoting its natural gasin Asia. It is highly desirable that
this strategy will coordinate Sakhalin projects with
Kovykta and Y akutia projects. A trans-continental trunk
pipeline constructed along the Trans-Siberian Railway will
also enable commercialization of natural gas reserves in



Krasnoyarskiy Krai, in addition to Irkutskaya Oblast and
Y akutia. These integrated reserves will be sufficient to
supply gas to domestic and foreign users. The proposed
infrastructure and its combined capacity will allow
significant cross-border gas exports to China, the Koreas,
Mongolia and even supplies of LNG to Japanese, South
Korean and Taiwanese LNG users, provided that an
expanded LNG export capacity will be available on the
Pecific coast of Russia.

The current approach to Asia-oriented natural gas
projects underestimates the LNG market, which will grow
further. On the other hand, Russian experts overestimate
the mid-term capacity (before 2010-2015) of Chinese
market in absorbing natural gas from Eastern Russia (as
well as Chinas interest in doing so). It seems that they tend
to ignore a possibility of competition with pipeline gas
from Central Asia. On the other hand, the significance of
domestic market for natural gas in Eastern Russia has been
downplayed. Finally, there is inadequate attention to the
production plans of potential competitors such as Australia
and other LNG producers, on the one hand, and the
interests of potential strategic partners, including Japan,
India and South Korea to natural gas supplies from Russia,
on the other hand.

It is highly advisable that a long-term strategy for
natural gas reserves development in Eastern Russia s, first
of al, designed on the basis of comprehensive, independent
and realistic assumptions and projections.

Second, this strategy must be driven by domestic
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needs and long-term prospects for economic and social
development of eastern provinces, particularly those areas
located along the Trans-Siberian Railway. It could be
worthwhile to consider the experiences of such gas-
producing and gas-exporting countries such as Canada and
Australia where the share of natural gas in primary energy
supply over the last two decades reached 25-30% from
rather insignificant levels.

Third, it is not enough to take into account the demand
for natural gas only, while estimating export markets in
Asia. The plans for exporting gas should account the
transportation options such as LNG. This delivery
technology will probably face a competition on the part of
cross-border pipelines from Russia, but not in the
immediate future. Also, the LNG technology is making
progress, reducing the cost associated with LNG supplies.

Finally, it is more than natural to plan the trunk
pipelines in Eastern Russia as based on the "multiple
sources-multiple markets" principle, taking into account al
potential users and markets in Northeast Asia, including
Russia's own domestic market. It seems that that the option
of building a Trans-Siberian gas pipeline has not being
ruled out as the Figure 3 demonstrates. The problem,
however, is that this option has yet to be emphasized by
experts and the authorities on the federal and the regional
level alike as a preferable choice. On the other hand, this
option should be addressed during forthcoming
consultations on energy issues with Japan, the Koreas and
China.
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Relations between Japan and Mongolia
- Towards a Comprehensive Partnership

L hamsuren Nyamtseren
Executive Director, Mongolian Development Research Center (MDRC)

1. Affinities between Japan and Mongolia

Although a distance of 10,000 km separates Japan and
Mongolia from each other over the Pacific Ocean and the
mainland of Northeast Asia, there are many affinities
between them.

There once existed a common culture, which covered
the vast territories of Mongolia, Eastern Siberia, the Far
East, Japan, and Alaska. Indeed, discoveries by scientistsin
the territory of Mongolia, around Lake Baikal and
Kamchatka, and archeological findings in Manchuria and
Japan, confirm that the origins of primitive North American
and perhaps South American Indian cultures should be
sought in Asia.

There are certain similarities between the Japanese
and Mongolian languages, which both belong to the Ural-
Altaic language group.

1) The agglutinative character:Altaic is an agglutinative
language, in which the particles, suffixes (and case
suffixes) are always connected after the etymology of
the word.

2) The way of thinking:In both the Mongolian and
Japanese languages, there is one specific characteristic
that is absent from non-Altaic languages. That is, the
way of thinking first from genera and then to concrete,
more concrete and the most concrete etc. which might
be a psychological advantage linking the people in this
language group.

3) Almost the same word order: Both the Japanese and
Mongolian languages can be classified as a "Subject +
Object + Verb" order language, whereas English,
German, Russian etc. are classified as "Subject +Verb +
Object"” order languages. An important fact about
Japanese and Mongolian word order is that each
sentence endsin averb.

4) Similar sentence-final particles: In Japanese, thereis a
group of particles called sentence-final particles. In non-
inverted sentences, sentence-fina particles are placed at
the end of amain clause and indicate the function of the
sentence, or express the speaker's emotion or attitude
toward the hearer in a conversational situation. There
are also many forms of sentence-final particles in the
Mongolian language.

2. Historical contacts between Mongolia and Japan
Although Japan and Mongolia belong to the ancient
East Asian cultural community and have some affinities
with each other, contacts between them have been limited,
almost always interspersed with long, irregular intervals.
The two invasions of Japan by Mongols that are
recorded in the annals of history took place in 1274 and
1281. It is very interesting to note that on both occasions,

the Mongol fleet and forces were destroyed by typhoons.
The Japanese regarded this as divine assistance and
believed that their victory over the Mongols in this battle
should be credited to the "divine wind" (kamikaze), a name
which was later used in a dightly different context. After
the second failed invasion, there were no particular contacts
between the two countries until the first half of the 20th
century.

The period between 1900-1945 was very important for
Mongolia in terms of its involvement in trilateral relations
with Russia and China and the strengthening of its
independent status, and international recognition resulted
from this. On the other hand, the role of third powers aso
increased. After the establishment of the new State of
Mongolia in 1911, the government of Mongolia was
interested in establishing political relations with a third
power, in order to expand its freedom for political
maneuvering between Russia and China. In particular,
Japanese role increased dramatically with the creation in
1932 of Manchukuo, which became the direct neighbor of
the Mongolian People's Republic (MPR). Thus, during the
first half of the 20th century, a solid foundation of mutual
contacts and exchanges between Mongolia and Japan was
laid, which helped to create favorable conditions when the
two countries finally established diplomatic relations in
1972.

The seizure in January 1935 by Japanese-Manchukuo
forces of Halhin-sum, situated in the northeastern part of
Mongolia, was considered to be the first evidence of active
Japanese military action toward the MPR.

3. Relations from 1945 until the beginning of the 21*
century

From August 1945 until the beginning of the second
half of the 20" century, relations between Mongolia and
Japan were almost entirely severed. In the period from
1950 up to the beginning of 1960, relations recovered, but
these were restricted only to the reception of some peace
delegates and journalists from Japan.

A letter from Japan's Permanent Mission to the UN in
New York on July 28, 1969, played an important role in the
development of Japan-Mongolia relations. It was an
invitation for Mongolia to the "Japan World Exposition,
Osaka-1970". During a visit to Mongolia by volunteer
delegations of Japanese Diet members in 1969, a principal
agreement was reached that the Japanese side bore an
emotional obligation towards the Mongolian people and
that the issue of war reparations could be solved within the
framework of economic cooperation after the normalization
of relations between the two countries. This was a turning
point in the move towards the resumption of normal Japan-
Mongolia relations. These meetings revealed that the
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Japanese side had a strong desire to normalize relations
with Mongolia and increase exchanges. The results of the
participation of the Mongolian government delegation in
"Expo-70" were considered in a meeting of the Politburo of
the Central Committee of the Mongolian People's
Revolutionary Party (MPRP), which concluded with a
resolution that the issue of demands for the payment of war
reparations should not be raised again with Japan, but that
negotiations take place on the subject of economic
cooperation beneficial to Mongolia. It was also proposed
that delegations from Japan be invited to Mongolia, and
many high level delegations were exchanged.

The establishment of diplomatic relations in 1972 was
a milestone for the further active development of relations
between political, economic, trade, cultural, scientific,
technological, media and information organizations in the
two countries.

After the establishment of diplomatic relations
between Japan and Mongolia, the main objective of the
relationship was to decide on issues related to the
development of economic cooperation between the two
countries. Although many activities were carried out
through initiatives on both sides, it was not an easy task to
reach agreement, especially in the early period, due to
political and other differences, not to mention some historic
issues. However, large-scale economic cooperation
between the two countries was initiated in 1977 with grant
aid of ¥5 billion (US$17 million) from the Japanese
government for the cashmere and camel wool processing
factory "Gobi", given in accordance with the agreement on
Japan-Mongolia economic cooperation. Mongolia was
finally involved in Japanese Official Development
Assistance.

4. Current developments and palicies in the Japan-

Mongolia relationship

The high level exchanges mentioned in the previous
section resulted in the accelerated development of Japan-
Mongolia relations. In particular, the Japanese prime
minister, Mr. Kaifu, the first prime minister of a non-
Communist industrialized country to visit Mongolia,
announced during his 1991 visit a Japanese policy aimed at
supporting and helping Mongolia's reform, and the creation
of an international mechanism to support Mongolia's
democratization.

Since then, Japan has actively supported Mongolia's
democratization through bilateral relations and in the
international arena.

1) Policies for the development of relations between the
two countries are aimed at expanding and developing
relations and cooperation, in order to build a
comprehensive partnership.

2) The basic factors in favor of the development of Japan-
Mongolia relations are: a) geographical proximity; b)
having one religion and common culture; c) the
potential for economic complementarities; d) a
psychological element predisposing the nations to
amiable relations with each other; €) the lack of
outstanding political problems/disputes; f) a common
interest in developing relations and cooperation with
each other; g) the potential for the development of

relations between the two countries not only to
correspond to the basic interests of their populations, but
also to contribute to the peace and prosperity of Asia
and the world.

3) The comprehensive partnership covers: mutual
understanding and mutually beneficial political,
economic and trade relations, as well as cooperation in
cultural, educational, scientific and technological
developments.

Japan's policies toward Mongolia are based on the

following four principles:

1) To actively support Mongolia's efforts to reform,
democratize and implement a market economy.

2) To establish mutually beneficial economic relations
between the two countries.

3) To actively cooperate for international peace and
stability.

4) To promote mutual understanding.

Mongolias basic policy statements on relations with

Japan are as follows:

1) Mongolia will pursue the goal of expanding and
developing relations and cooperation with Japan via a
comprehensive partnership (Government Action
Program).

2) The development of relations and cooperation with
Japan, one of Asia's most powerful states, with
considerable economic strength and an increasing
international role and reputation, will be one of the
priorities of Mongolia's multi-faceted foreign policy.

3) Mongolia considers Japan to be one of our main partners
in Asia and is pursuing the goal of developing
sustainable and friendly relationsin the long term.

4) In order to reach this goal, Mongolia will pay attention
to attracting Japanese political and economic interests
insofar as the balance of Mongolia's relations with
strategic countries are maintained without being
contrary to Mongoliasinterests.

The economic cooperation and aid extended by Japan
to Mongolia has expanded rapidly since 1991, accounting
for approximately one-third of Mongolia's total aid from
foreign countries and international organizations.

Trade relations, which were established as the first
stage of the relationship, were a very important step
towards the development of political relations. A protocol
on the establishment of trade relations between Japan and
Mongolia was signed in 1957. Since that time, trade
relations between two countries have developed from year
to year. Now, Japan is the third most important import and
fourth most important export partner of Mongolia.

By June 2000, 80 Japanese companies with direct
investment totaling US$45.5 million were registered and
operating in more than 15 different sectors in Mongolia.
These direct investments have involved 47 companies
including Sumitomo, Itochu, Kokusai Denshin Denwa,
Osaka and Hayashi Cashmere and Dai Nippon
Construction, as well as 45 individua citizens from Japan,
with the amount of direct investment ranging from
US$3,000 up to US$8 million.



The steel mill at Darhan was built using a commercial
loan from the Export and Import Bank of Japan. In the last
few years, Mongolian companies such as "Erdenet”, "Erel",
"Buyan" and "Mongol Gazar" have received commercial
loans of about US$36 million from Japanese companies
such as Itochu and Marubeni, underwritten by the Japanese
Ministry of Trade and Industry.

Regular flights between Ulaanbaatar and Osaka are
operated by MIAT Mongolian Airlines, as a result of the
1993 agreement on civil air transportation relations.
Through an amendment to this agreement, it will be
possible for Mongolian Airlines to land in Beijing and
Seoul and for Japanese Airlines to fly to Mongolia.

Since the exchange of notes on cultural relations
between the two countries in 1974, cultural exchange has
been expanding, especially in recent years, both at
governmental and private levels. There are now many
forms of cooperation between public and private
universities and academies, such as the establishment of
direct relations and the exchange of students. The
movement of people between the two countries is therefore
increasing.

Cooperation between NGOs in Japan and Mongolia
started in the 1950s and in the last few years they have
extended their activities. There are now 54 Japanese NGOs
cooperating with Mongolia.

Direct relations and cooperation between provinces,
prefectures and cities of both countries are expanding.
Currently, there are direct relations between Central Aimag
and Tottori Prefecture, Hubsgul Aimag and Saga
Prefecture, Hujirt Sum in Uberhangai Province and
Takashima in Nagasaki Prefecture, and Bogd Sum in
Bayanhongor Province and Tanto in Hyogo Prefecture.

5. Mongolia's development challenges

Mongolia, a country roughly four times the size of
Japan, has a population of only 2.38 million, 44 % of whom
are under the age of 16. Mongolia is one of the few
countries with an almost unspoiled natural environment, in
contrast to highly industrialized countries. Daily life and
the main livelihood of the Mongols traditionally focused on
animal husbandry, which is suitable for a nomadic way of
life that depends on natural and climatic conditions.

Whereas, at the beginning of the 20" century, the
Mongolian economy comprised only the agricultural sector,
over the 70 year period up to 1990, it turned into a multi-
faceted economy encompassing exploration and processing
industries based on agriculture and minerals, and transport,
communications, construction, crop production, health,
culture and education sectors. Until 1990, the economy of
the country was regulated according to centrally planned
principles. The reform process based on democratic
principles that was initiated in Mongolia in 1990 is making
progress.

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

Based on the prevailing conditions, it is planned that
development in Mongolia will be undertaken under the
guidance of the general rules of international global
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integration and sustainable development, and on the basis
of an infrastructure that provides for the utilization of
human, livestock and land resources, along with the
preservation of its unique cultural heritage. Priority should
be given to the following areas:

1) Requirements of globalization, integration, and IT

2) Open market competition

3) Hi-tech products

4) Human resource devel opment

5) Economic development

6) Sustainable development

Domestic factors affecting the development of
Mongolia, such as its relative advantages (a large territory,
natural mineral resources, two neighboring countries with
enormous market potential and great possibilities for
channeling and access to other countries through them, a
human resource base that is relatively well-educated) and
disadvantages (geographical isolation and landlocked
|ocation, extreme climatic conditions, low level of domestic
savings, lack of proper economic structure, etc.) should be
considered.

At present the country has a solid basis for the
development of a modern information and
telecommunications infrastructure, especially as it has a
young, eager and well-educated generation. However, its
educational and scientific capacities are deteriorating, due
to a lack of finance. The state alocated Tg 2.4 billion to
science in 2001, 0.25% less than the 3% of GDP originaly
planned. The quality of education has also dropped. The
economic crisis, unemployment, poverty, intellectual
emptiness and moral degradation have eroded society and
outside assistance is required to help Mongolia combat this.
Its economic infrastructure is insufficient, boding ill for
Mongolias future development. Moreover, desertification,
land degradation and pasture overgrazing are emerging as
problems, in addition to the perennial problem of natural
catastrophes.

6. A suggested framework for furthering the
comprehensive partnership between Japan and
Mongolia

The assistance Japan currently provides to Mongoliais
focused more on solving current problems. The cooperation
between the two countries should now take a closer look at
tackling future problems, thereby laying the basis for
Mongolia's future development. This could include
cooperation in: a) the development of Mongolia's
information and telecommunications infrastructure; b) the
promotion of Mongolia's biotechnology capacity based on
its agriculture and livestock industry; c) intellectual support
and human resource development, including in particular
the conducting of research in priority areas such as
traditional technology, biotechnology, new materials and
new energy sources,; d) environmental protection; and €)
infrastructure devel opment.

This framework assumes the continuation of the
traditional four priority fields of economic cooperation
between Japan and Mongolia, and includes the field of
biotechnology, which is an important area with regard to
the future development of the country. Two additional



ERINA REPORT Vol. 43

priority fields were also considered: environmental
protection and the basic framework for the development of
Mongolia's information and telecommunications
technology in cooperation with Japan.

The following could be deemed priority fields as
regards economic cooperation, though cooperation need not
be confined to these areas:

|.Building economic infrastructure and upgrading
conditionsto promote industry
1) Support the building of hydropower stations at the
regional level
2) Renovate diesel power stations in more than 80 sums
(districts)
3) Gradualy develop renewable energy sources for large
consumers in sum centers
4) Supply herder families with solar and wind energy
sources
5) Introduce new technologies in the power, heating and
water supply networks of Ulaanbaatar City

[l.Intellectual support and human resource
development for the transition to a market
economy

1) Develop and begin implementing a long-term national
program for Mongolia's science and technology
development up to the year 2010

2) Conduct research in priority areas such as traditional
technology, biotechnology, new materials, information
technology and new energy sources; support and
encourage the application of the results to production

3) Carry out exchanges and the training of research
workers and scientists in priority sectors of science and
technology

4) Establish an integrated scientific and technological
information network and database; augment research
library funds and improve their usage

5) Increase the supply of necessary instruments,
equipment, chemical reagents and other materials for
research ingtitutions

I11. Revitalizing the agriculture and livestock
industry, and laying the foundations for
Mongolia's future development through the
promotion of biotechnology

1) Support the introduction of a system for protecting

livestock from natural disasters and create a disaster
relief network. Establish shared inter-aimag (province)
remote pasture reserves in regions

2) Support the improvement of the water supply to pasture

in desert and steppe regions by building new wells and
rebuilding abandoned ones

3) Support the implementation of the "Cashmere" program

to increase exports of Mongolian cashmere products and
improve their competitiveness in the world market

4) Support improvements in the processing of raw

materials of animal origin, especially meat, cashmere,
and sheep and camel wool, skin and hides for export

IV.Support for basic human needs (BHN)

Education:

1) Open branches of Japanese colleges and universities in
Mongolia

2) Support the development of informal and distance
education in Mongolia

3) Increase the number of MA and Ph.D. degree students
studying in Japan

Health:

1) Support the improvement of the health service and
preventive measures

2) Support the implementation of Mongolia's National
Healthcare Technology Program

3) Support the establishment of diagnostic and therapeutic
centers in economic regions

4) Support the improvement of the water supply and public
utilities in aimag centers

V.Environmental Protection:

1) Support the introduction of advanced, ecologically
harmless technologies and the development of
ecologicaly friendly products

2) Support the establishment of control and research
systems for meteorology, the environment, pollution and
radiation, and introduce new techniques and
technologies

3) Support improvements to the environmental information
database system

4) Intensify research in cooperation with Japan, implement
projects regarding desertification in Mongolia, and
combat desertification and soil erosion

VI.Framework for the development of Mongolia's
information and telecommunications technology
in cooperation with Japan

The current state of Mongolia's information and
telecommunications infrastructure provides a solid basis for
the development of Information and Telecommunications
Technology (ITT) in Mongolia, while on the other hand
providing a challenge for further development.

The responsibilities of the Mongolian Government in
laying the foundations for cooperation with Japan in
promoting electronic commerce are as follows:

1) Conduct the necessary studies on issues that should be
resolved and formulate the necessary measures to enable
the full-scale implementation of electronic commerce

2) Develop domestic policies to introduce advanced ITT,
including electronic commerce based on a common

global vision, and a framework for cooperation with ITT
advanced countries within international and regional
organizations

3) Introduce an electronic authentication system to verify
the identity of a person with whom data is being
exchanged electronically and to verify that the data has
not been tampered with. This is necessary to ensure the
security of electronic commerce. The authentication
system must continue to be studied in its entirety, with
government involvement, ensuring that parties to
transactions may freely choose the authentication



method that best meets the requirements of the particular
transaction format. The government must actively
support attempts to establish impartial international
standards for a secure electronic authentication system.
It is also expected to study the possibility of establishing
an electronic authentication system and an electronic
notary system based on current public administrative
authentication services, including the commercial
registration system

4) So-called "electronic signatures" should at least be
accorded the same legal status as handwritten signatures
and seals

5) The protection of privacy

7. Conclusion

Due to the genera nature of the theme and a limited
time period, the in-depth consideration of all the theoretical
as well as practical aspects of the relationship between
Japan and Mongolia was not possible in the framework of
this research. In this study, consideration was given to the
building of a framework for furthering the comprehensive
partnership between Japan and Mongolia based on an
analysis of the relations between the two countries. This
covered their affinities, historic contacts, current
developments and prospects, Mongolia's development
challenges and the role of Japan in its development over a
period of four years, according to the action program of
Mongolia's new government.

In terms of political, security and economic
cooperation between Japan and Mongolia, the following
three important factors have to be considered:

First, similarities between the nations may reveal
important psychological factors, which could lead to
amiable relations with each other. Affinities between the
Japanese and Mongolian people can be seen in existing
common cultural factors such as languages, however, such
topics are still not being completely and systematically
studied. If the affinities between the Japanese and
Mongolian peoples are studied in depth and confirmed,
these will not only lay a solid foundation for the further
development of relations between the two countries, but
also contribute to cooperation in the Asia-Pacific region.
During the first stage of such research, affinities of culture
and customs should be studied, as well as psychological
factors that could lead to amicable relations between the
Japanese and Mongolian peoples.

Second, historical relations and lessons must be
considered in the context of world history. Although Japan
and Mongolia belong to the ancient East Asian cultural
community, historical contacts between them until the first
half of the 20" century have been limited and were
sometimes aggressive. Relations between Japan and
Mongolia were almost severed in the aftermath of the
Second World War, but they recovered over time and
developed into a comprehensive partnership. The
establishment of diplomatic relations in 1972 was a
particular milestone for the further development of
relations between the two countries. Both countries have
shown an interest in each other over time.

History teaches that a relationship is necessary, but
that aggressive relations will achieve nothing but loss on
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both sides. Only friendly, sustainable and trusting
relationships are beneficial to each other. In particular,
Japan's interest in Mongolia is necessary to the long-term
development and security of Mongolia. The reasons behind
Japan's provision of assistance to Mongolia are varied and
include Mongolia's important geopolitical position, located
between two major powers: Russia and China; Mongolias
shift since 1990 towards a policy of democratization and
transition to a market economy, given that both
democratization and the success of Mongolia's economic
development are important for the political and economic
stability of Northeast Asia; Mongolia's situation as a
landlocked country with insufficient economic
infrastructure and growing poverty; and Mongolias firm
support of Japan in the United Nations and other
international organizations. With regard to the historic
lessons, it is necessary to carry out further research to
answer various questions. For example: What concrete
results of Japanese ODA can be seen in the Mongolian
economy and how can its efficiency be improved? What is
the reason for the lack of sufficient bilateral trade and how
can trade between them be increased? Are there any
possibilities for attracting further Japanese FDI to
Mongolia?

Third, attention must be given to creating a
comprehensive partnership for the sake of Mongolia's
future development. Although assistance at present is
concentrated more on solving current problems, it istime to
take a longer-term view and consider tackling areas that
will become issues in the future. Information technology
and telecommunications infrastructure needs to be
developed, in addition to more basic infrastructure.
Biotechnology is also a field with great potential, and
Mongolia may take advantage of thisin its agriculture and
livestock industry. In fact, biotechnology is one of the key
areas requiring support, such as intellectual support and
human resource development. Finaly, the importance of
collaborative environmental protection initiatives cannot be
overestimated. These elements are al crucial to Mongolia's
future development.

As previously mentioned, there are a number of basic
factors in favor of the development of Japan-Mongolia
relations, including the potential for economic
complementarities. That is to say, Japan could be a major
consumer of copper, nonferrous metal and animal products,
such as meat, cashmere, leather, and carpets, while
Mongolia needs Japanese know-how and technology.
Similarly, many Japanese people are interested in visiting
Mongolia as tourists; Mongolia has great potential as a
center for tourism. The fact that both countries have an
interest in developing the bilateral relationship and
cooperating with each other is a positive sign, and
cooperation between the two countries will contribute to
strengthening Mongolia's independence and security
through creating a balance in its foreign relations. It will
also be beneficia in terms of helping Mongolia to become
involved in regional political and economic integration
(e.g. in ASEAN Regiona Forum and APEC). Findly, it
should be pointed out that the development of relations
between the two countries is not only in the interests of the
Japanese and Mongolian peoples, but will also contribute to
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the peace and prosperity of Asiaand the rest of the world.
Regarding a comprehensive partnership for
Mongolia's future development, there are many questions
that have yet to be cleared up. For example: What role does
Mongolia have in Japanese foreign policy? What role does
Japan need to have in Mongolia's security and
independence? What is the role of Japan-Mongolia
relations in the context of Northeast and East Asian

regiona cooperation, as well as the peace and prosperity of
Asia and the world? What are the possibilities in the
biotechnology sector, IT, human resources development
and environmental protection in Mongolia through
cooperation between the two countries? What role does the
private sector have in the comprehensive partnership? This
author has tried to give answers to some of the questions,
but they still need further analysis.
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