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Economic Links between the Far Eastern Provinces and
Japan

Anatoliy G. Bouryi
Head of Foreign Economic Relations Department, Inter-regional Association
of Economic Coordination "Far East and Zabaikalie"

Over the course of its bilateral economic contacts with
Russia, Japan was traditionally among Russia's ten leading
trading partners. In the Asia-Pacific region, Japan was the
main trading partner, but after 1992 moved into second
place after China. On the other hand, both Russia and Japan
constantly experienced difficulties in further developing
their bilateral trade and investment links. Some of the
obstacles were associated with the contradictions of the
past, including the so-called territorial problem and the
absence of a formal peace treaty. Recently, however,
economic dialogue has become more active. In 2000 alone,
Russian President Vladimir Putin visited Japan twice, the
deputy chairman of the government also came to Tokyo
twice and the Minister of Foreign Affairs visited Japan
three times. During Vladimir Putin's second visit to Japan,
an agreement was signed aimed at the deepening of
economic cooperation.

Investment cooperation with Japan in the Far Eastern
region is currently focused on several priority projects,
including the completion of the Bureiskaya hydroelectric
power station in Amurskaya Oblast, a major gas pipeline
project running from Sakhalin - Komsomolsk-na-Amure -
Khabarovsk - Vladivostok, a gas pipeline project from
Srednevilyuyskoe gas-and-condensate field to Mastakh,
Berge and Y akutsk in Republic of Sakha (Y akutia), and yet
another gas pipeline project in Kamchatskaya Oblast. These
projects were reviewed by the Far Eastern subcommittee of
the bilateral intergovernmental commission on economic
cooperation and Japan offered to cover the costs of the
feasibility assessments, following a proposal advanced by
the Keidanren. It should be noted that cooperation with
Japan in the energy sector is extremely important for Far
Eastern Russia, considering that in 1996 the Federal
Government adopted a special set of measures aimed at
wider utilization of local sources of energy (adopted on
September 9, 1996, No. 1066).

However, there are differences in approaches to
concrete projects in this field. For example, discussions on
the hydroelectric power station project are yet to lead to a
desirable outcome. In 1998-1999, the United Energy
System of Russia (UESR) advanced a proposal to Japan to

conduct a pre-feasibility study to evaluate the cost of the
completion of the project and prospects for investment
cooperation. The proposal was accepted and the Japan
Bank for International Cooperation (JBIC) was named as a
potential source of yen-denominated credit funds channeled
through Japanese trading companies under the condition
that half of the equipment needed for the project would
come from Japanese manufacturers. It was also proposed
that repayments should be carried out over 15 years, with
an interest rate in the area of 7-8%, while repayments
should be guaranteed by the central government and
collateral in the form of hard currency proceeds from the
project should be provided by the hydropower plant
owners. These proposed conditions for project financing
were not accepted by the UESR, but it seems that both
sides are seriously interested in searching for appropriate
options to work jointly on this and other priority projects.

As of today, trade relations with Japan remain much
more important than investment cooperation, but the scale
of trade relations is limited. In addition, their nature has
changed dramatically over the last ten years. Russia
practically discontinued its large-scale imports of industrial
equipment from Japan and boosted exports of raw
materials, particularly non-ferrous metals and fish. The
trade balance rapidly changed in favor of Russia as imports
from Japan declined (Table 1).

On the other hand, foreign trade became highly
decentralized, with more than 4,000 organizations
participating in export-import activities in the Far Eastern
region alone. This trend, however, seems to be typical of
the whole of the Far Eastern region's trade with foreign
trading partners.

Bilateral Trade

The latest statistical data for trade available in Japan,
which covers the first six months of 2001, show that
Russia-Japan bilateral trade increased by 3.6%, reaching
US$2.4 hillion. Imports from Japan increased by 7%, but
comprised only about one-seventh of Russian exports,
which grew by 3%. Non-ferrous metals (aluminum,
palladium and platinum) accounted for 46% of total

Table 1. Russia - Japan Bilateral Trade
(Unit: Billion Dollar)

1995 1996 1997 1998 1999 2000
Exports 4.7 39 4.0 29 3.7 4.6
Imports 1.2 1.02 1.01 1.0 0.5 0.6
Total 59 4.9 5.0 39 4.2 5.2

Source: Inter-regional Association of Economic Coordination "Far East and Zabaikalie'
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exports, followed by fish (21%), timber (18%), coa (4.7%)
and ferroalloy (1.8% of total exports).

Almost 30% of goods imported from Japan take the
form of passenger cars, buses and trucks, followed by
telecommunications equipment (7.5%), construction,
mining and loading machinery (9%), rubber goods (6%),
and precision machinery (4% of total imports).

As far as the Far Eastern region is concerned, its total
exports to Japan in the first six months of 2001 amounted
to US$273 million. In reality, its exports originated from
only three provinces-Primorskiy Krai (US$122 million),
Khabarovskiy Krai (US$98.5 million) and Sakhalinskaya
Oblast (US$51.4 million). Imports from Japan by July
2001 totaled US$63 million, including US$57 million
absorbed by the same provinces.

In 2000, export volumes for the entire Far Eastern
region increased by 80%, while imports declined by 21%,
compared with 1999. In the same period, the total foreign
trade volume of the Far Eastern provinces increased by
40%, reaching $3.5 billion, including a $2 billion trade
surplus, but imports from Japan to the area declined and
export volumes in 1998-2000 stagnated (Table 2).
Moreover, total Russia-Japan bilateral trade turnover
increased 20% in the same period, reaching $5 billion.

The crisis of 1998 considerably altered the Russian
market, strengthening the competitive position of exporters.
At the same time, demand capacity on the part of potential
importers remained low with only a limited number of
solvent companies contributing to imports from Japan. As
far as exports are concerned, Russia remains a supplier of
raw materials, which account for more than 90% of total
exports, including logs and timber products, fish and sea
products, nonferrous and precious metals, and coal. From
Japan, Russia buys machinery, including transportation,
electrical and electronic equipment. The volume of
Japanese investments in Russia is also low, although
formally speaking Japan is the eighth largest foreign
investor in Russia. In the Far Eastern region, Japanese
investors have contributed to the realization of a number of
capital-intensive projects, including the construction of the
international air terminals in Khabarovsk and Vladivostok,
and the fiber-optic line between Khabarovsk, Tokyo and
Seoul.

In general, the whole of the Far Eastern region's
exports are based mostly on raw materials, including fish
and marine products, timber and wood products, and coal.
Despite the fact that the list of exportable goods includes
more than 100 items, about 80% of total export earnings
comes from only four items, including fuel, lumber, fish
and marine products, machinery and equipment.
Furthermore, the combined share of Japan, China, the

Republic of Korea, and the United States in the foreign
trade of the Far Eastern region is about 70%. Far Eastern
Russia's trade with Japan is the most important component
of bilateral economic ties, reflecting both geographical
proximity and the availability of raw materials, including
commodities that Japan importsin large volumes.

Role of the Provinces

However, not all Far Eastern Russia's provinces
maintain substantial trade contacts with Japan.
Khabarovskiy and Primorskiy krais and Sakhalinskaya
Oblast are the leading provinces of the Far Eastern region
in terms of trade with Japan. However, a combination of
various unfavorable factors and market trends recently
contributed to a decline in their trade links with Japan. For
example, in 2000, Khabarovskiy Krai, which has a leading
position in trade with Japan, accounting for 30% of the
entire trade volume, saw exports decrease by 17.6% to a
level of only $190 million due to decreased shipments of
lumber-the main export item from this province. On the
other hand, imports from Japan (machinery, equipment and
spare parts) fell by 22% to $34.6 million. The volume of
Japanese investment in Khabarovskiy Krai is only $3.1
million, an increase of $200,000 compared with 1999. Most
of these funds are invested in the lumber industry and wood
processing enterprises. In the first six months of 2001,
Khabarovskiy Krai received US$5.3 million in investment
from Japan.

Primorskiy Krai-the second in terms of trade volumes-
also saw its turnover reduced by 5% to $170 million in
2000, compared with $198.5 million one year earlier.
Similarly to Khabarovskiy Krai, Primorskiy Kra exports to
Japan are much higher-in total $148 million worth of
lumber, fish and marine products, and petroleum products-
than imports from Japan, which were limited to only $22
million, including machinery, motor vehicles, equipment
and spare parts. Moreover, in 2000 imports fell by 10% in
comparison with 1999.

Primorskiy Krai occupies the second position in the
Far East, by virtue of its having attracted more than $38
million of Japanese investment in 26 enterprises, including
such joint ventures and fully-owned enterprises as
"Technowood", "Terneyles", "V ostoktelekom”, "Summit
Motors", and "Ditolla". "Technowood" produces glued
beams, utilized in housing construction in Japan. Sumitomo
Corporation provided "Technowood" with a $20 million
credit in the form of technological equipment for the
production of laminated plywood and this credit will be
repaid with finished products from this enterprise. In the
first six months of 2001, Primorskiy Krai received US$18.6
million in investment from Japan.

Table 2. Far East and Zabaikalie: Trade with Japan
(Unit: Million Dollar)

1995 1996 1997 1998 1999 2000 2001,
January-June
Exports 1,100 879 1,011 694 616 621 272.7
Imports 190 195 241 157 133 116 63.3
Total 1,300 1,074 1,252 851 749 737 336

Source: Inter-regional Association of Economic Coordination "Far East and Zabaikalie'




Another of Japan's important trading partners is
Sakhalin, which is located close to Hokkaido. In 2000,
Sakhalin's trade with Japan totaled $160 million, including
$125 million of exports-mainly lumber, fish and marine
products, and bituminous coal. In comparison with 1999,
the volume of goods imported from Japan grew by 14%
due to the increased number of motor vehicles, equipment,
petroleum products and food. In 2000 alone, Sakhalin
received $247.4 million of foreign investment, alarge share
of which originated in the United States. Furthermore,
major Japanese companies are involved in offshore oil and
gas projects in the northern part of the island. In terms of
investment collaboration, Sakhalin is well positioned to be
the prime target for Japan.

By 2001, the total volume of Japanese investment in
the Far Eastern region was estimated at US$103.6 million,
with 120 enterprises registered in Sakhalinskaya Oblast,
including 32 enterprises wholly owned by Japanese
investors. Ninety enterprises were registered in
Khabarovskiy Krai, and 26 in Primorskiy Krai.

Weakening Ties

Despite some positive developments, the fact remains
that Japan, after decades of supremacy in trade and
economic contacts with the Far Eastern provinces, is now
witnessing a weakening of its economic presence in Eastern
Russia in both relative and also absolute terms. In the last
three years, the bilateral trade volume for the Far Eastern
region and Japan decreased by 30%.

It seems that among the factors behind this situation is
the tradition of linking economic cooperation with
outstanding political problems between the two countries,
whichistill alive.

Recently, market trends in Japan for some raw
materials imported from Russia were unfavorable. At the
same time, the trade and investment connections of Far
Eastern enterprises have gradually diversified, leading to
Japan's decreasing share in foreign trade because
companies from other countries enter Far Eastern markets
and import more from local producers. For example, in
2000, Japan's share in the foreign trade turnover of the Far
East and Transbaikal region declined by 8% points in
comparison with 1999, compared with a 7% points decline
for the United States.

On the other hand, exports to China from Far Eastern
Russia sharply increased to $1,047 million due to rapidly
expanding exports of fish and marine products (2.9 times),
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soybeans (5.5 times) and crude oil (2.6 times). Exports to
South Korea also increased by 80% to $578 million, with
crude oil's share reaching 58.6% of total exports. In
addition, although exports of timber to Japan have been
declining since 1997, South Korea and China buy more of
these products from Eastern Russia than Japan does.
Imports from China and South Korea were lagging behind
but increased by 6% each compared with 1999, due to an
increase in purchases of food and food products (China)
and knitted fabric (South Korea).

Overall, this diversification makes the trade relations
of the Far Eastern region more balanced and the interests of
exporters better protected in terms of their reduced
dependence on a single market. On the other hand,
importers in the Far Eastern region also enjoy a more
competitive environment. A startling example of thisis the
fact that the Far Eastern region's imports from the United
States ($115 million in 2000) are now almost equal to
imports from Japan. Furthermore, in terms of composition
these two are comparable, considering that the share of
machinery, equipment, motor vehicles, and spare parts in
imports from the United States increased to 50%, compared
with the 59% share of these and similar items in imports
from Japan.

Problemsto Solve

Although the Far Eastern region is economically
attractive to Japan, its market is underdeveloped and
unsophisticated. The legal framework necessary to
facilitate trade and investment is weak. The banking system
is also fragile and this complicates credit access for
enterprises and the expansion of their trade operations.
Infrastructure required by foreign investors, including
reliable transport links, advanced telecommunications and
power and heat supply is inadequate. Markets in general
and individual enterprises in particular are not transparent
and there is no established system of insurance and
protection from investment risks. International accounting
standards are yet to be introduced. In addition to the tax
burden and criminal practices, complex and inefficient
customs procedures and visa regulations are hindrances to
doing businessin Russia.

The first and most important issue, however, is that
the Far Eastern enterprises lack the funds needed to import
goods from Japan, while the list of exportable products is
limited to just a few commodities with relatively low
competitiveness by international standards. It seems that

Table 3. Far East and Zabaikalie: Trade with Japan by Provinces
(Unit: Million Dollar)

1997 1998 1999 2000
Republic of Sakha 177.1 434 96.6 118.1
Primorskiy Krai 410.6 324.0 198.5 170.0
Kamchatskaya Oblast 126.2 86.7 375 40.7
Khabarovskiy Krai 318.9 195.7 255.3 224.6
Amurskaya Oblast 15.3 27.8 0.014 94
Magadanskaya Oblast 19.8 12.6 6.3 135
Sakhalinskaya Oblast 174.3 142.4 137.0 160.0
Republic of Buryatia 4.2 39 9.4 8.5

Source: Inter-regional Association of Economic Coordination "Far East and Zabaikalie'
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further development of economic cooperation with Japan is
complicated, among other factors, by the absence of a
peace treaty between the two countries and unsettled debts
left over from the Soviet era.

Second, a "two-step loan" system is required to
facilitate the financing needed for Russian enterprises to
pay for imported production equipment. Moreover, credit
lines-tied and untied-opened by Japanese banks to their
counterparts in Russia could help launch and promote
programs to develop trade relations and specific investment
projects.

Third, more can be done in the area of "priority"
projects selected for bilateral cooperation, particularly in
the Far Eastern region's energy sector, including the
abovementioned gas pipeline projects, the modernization of
power plant No. 4 in Khabarovsk, the installation of diesel
fuel filtering equipment at the oil refinery in Khabarovsk,
the introduction of a combined cycle gas turbine at
Amurskiy power and heat producing plant No. 1, the
development of coal reserves in Sakhalin (Solntsevskoe
field) and Yakutia (Elginskoe) and the production of oil
and natural gas from the Talakanskoe oil and gas field in
Y akutia

In 2000, the economic situation in the Far Eastern
region improved and many enterprises and main industries
registered a growth in output. The greatest increases in
production volumes took place in the energy sector. The
output of oil, including gas condensate, grew by almost
80% in comparison with 1999 as production expanded in
the Republic of Sakha (Y akutiya) and Sakhalinskaya
Oblast, where the Sakhalin Energy company (Sakhalin-2)
obtained about 1.7 million tons of oil from the shelf.
Production of natural gas increased by 3.5 % and electric
power generation by 5% with the exception of Primorskiy
Krai. In oil refining, primary petroleum refining volumes
increased by 22%.

Fourth, in addition to projects in the energy sector,
there is a shared interest in a proposal aimed at using the
Trans-Siberian railway for containerized cargo
transportation between Northeast Asia and Europe. This
will help Russia to improve its access to the markets of
Northeast Asia and, on the other hand, will benefit Japan in
terms of faster transportation times to and from European
markets at a competitive cost.

Fifth, improvements in the investment climate
deserve specia attention, including the introduction in the
Far Eastern region of "special development conditions"
that, through various institutional arrangements and
adjustments in immigration, border-crossing and customs
regimes, will encourage the inflow of foreign direct
investment from the neighboring economies of Northeast
Asia and funds from multilateral funding agencies,
including the Asian Development Bank.

Finally, there is a need to develop ajoint program for
tourism promotion, including measures aimed at
infrastructure development for all possible modes of
transport and the sustainable use of available resources.
The solution of these problems will make it possible for
Russia-Japan trade and investment relations to recover
from their present stagnation.

Positive Trends

In 2000, the volume of industrial production in the Far
Eastern region increased by 5.9%, unemployment
decreased and household disposable income recovered
somewhat compared with the pre-crisis level in 1998.
Among the industries that experienced growth were
electricity generation and oil and gas production, as well as
lumber, cardboard and paper, cement, composite
ferroconcrete articles, and a number of other investment
goods. Furthermore, economic recovery with a greater
reliance on the domestic market fostered by import
substitution was reflected in the expansion of construction
work, and growth of transportation volumes and other
services.

The combined output of oil refineries increased by
22%, with exports of diesel fuel and heavy oil from
Khabarovsk oil refinery growing rapidly. Logging
enterprises in Khabarovskiy Krai also boosted output
volumes by 40%, providing 60% of the lumber production
of the entire Far Eastern region. Sawn timber production
increased by 17% in genera and by 23% and 44% in
Khabarovskiy Krai and Y akutia. Cardboard, pulp and paper
production also showed a moderate increase. Also, in
Y akutiya, there was an increase in coal production at
Neryungrinskiy and Zyryanovskiy coal basins, with about
32% of coal produced in this province being exported to
Japan. A gas pipeline project was completed in
Khabarovskiy Krai, linking Komsomolsk-na-Amure with
Amursk (74.5 kilometers). A longer natural gas pipeline
(418 kilometers) is under construction in Kamchatskaya
Oblast, and yet another one is under way in southern
Sakhalin.

On the manufacturing front, 10 multipurpose SU-
30MKK jet fighters were assembled in Komsomolsk-na-
Amure, with 30 of these due to come online in the next few
years. In Primorskiy Krai, machine-building and metal-
cutting enterprises boosted their output by 80%, accounting
for 14% of the industrial production of this province. In
Amurskaya Oblast, machine-building and metal-cutting
output increased by 30%, while in Evreiskaya Autonomous
Oblast, some industrial enterprises resumed business after
several years of idling.

In fisheries, towards the end of 2000 the monthly
catch increased by 32% compared with 1999, but the total
annual catch decreased to 2.3 million tons, or 11% lower
than in 1999. This output represents only half of the
volume produced in 1990 and is 26% percent lower than in
1997.

Compared with 1999, capital investment in the Far
Eastern region increased by 6.7%, reaching almost 39
billion rubles, however in Primorskiy Krai, Sakhalinskaya
and Evreiskaya oblasts there was a decline in investment
activity. On the other hand, housing construction in
Primorskiy Krai increased by 6%, while in Khabarovskiy
Krai and Sakhalinskaya Oblast it rose by a startling 30%
and 90% respectively.

All these developments point to the fact that there are
expanding opportunities in the Far Eastern region for
investors and exporters from Japan. These opportunities
include, first of all, export and leasing of motor vehicles,
construction and other types of equipment. Also, there



could be a significant expansion in fisheries, including
coastal fishery fleet development and technological
upgrading, as well asin certain segments of the agricultural
sector. Some niches suitable for manufacturing enterprises
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from Japan could be found in Primorskiy and Khabarovskiy
krais, particularly in developing and upgrading wood-
processing, pulp and paper production, and manufacturing
construction materials for the housing sector.
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Central Asia and Russia: Economic Cooperation, Problems
and Prospects

Vladimir I. Ivanov, Senior Researcher, ERINA
Dmitriy L. Sergachev, Assistant Researcher, ERINA

Introduction

International attention to the independent states of
Central Asia-Kazakhstan, Kyrgyzstan, Tajikistan,
Turkmenistan and Uzbekistan-has increased significantly.
In particular, their roles, policies and problems are now
seen differently because of the terrorist attacks on New
York and Washington on September 11, 2001. As Central
Asia became involved in the anti-terrorist campaign waged
by the United States and U.S.-led aliance in Afghanistan,
all its neighbors to the north agreed to help Washington in
one form or another. Uzbekistan is host to more than 1,000
American troops, and French troops bound for northern
Afghanistan were passing through Khanabad military air
base. In December 2001, after Secretary of State Colin
Powell traveled to Central Asia, Tajikistan and Kyrgyzstan
aso allowed international coalition troops to use their air
bases. In addition, prior to these agreements, the United
States established bilateral military-to-military relations
with Kyrgyzstan, Uzbekistan and Kazakhstan. These and
other Central Asian countries were visited by General
Tommy Franks, commander-in-chief of the U.S. Army
Central Command (CENTCOM).

Indeed, the geographic location of the Central Asian
countries is advantageous in the delivery of relief supplies
to Afghanistan by the United Nations. In late October 2001,
UN Under-Secretary-General for Humanitarian Affairs
Kenzo Oshima visited Turkmenistan, Uzbekistan and
Tajikistan. He stated that the northern part of Afghanistan
was most vulnerable in terms of humanitarian conditions.
As a result, Turkmenistan agreed to open two aid offices
close to the Afghan border. Uzbekistan allowed the use of
Termiz River Port for shipments and Termiz Airport for the
stockpiling of goods. Tajikistan agreed to open a river
crossing for the delivery of aid and allowed air operations
from itsterritory.

However, these countries in Central Asia became
recognizable long before the crisis in Afghanistan unfolded.
For many of them, the 1990's were a decade full of
problems and difficulties, including ethnic clashes, threats
of domestic extremism, and fighting against outside
militant groups and terrorist organizations. The
governments of the newly independent states of Central
Asia and the Russian Government became increasingly
concerned about the traffic in illegal narcotics via Central

Asia

On the positive side, the regiona profile of the states
of Central Asia has been boosted through their participation
in the "Shanghai Five" framework for multilateral
consultations with Russia and China. Central Asiaisrichin
natural resources, including oil and natural gas, particularly
in the Caspian Sea area. In April 2001, the Bush
administration reconfirmed its policy towards this energy-
rich region as well as the South Caucasus, while towards
the end of the year the Trans-Caspian Pipeline Consortium
launched a US$2.6 billion high-capacity oil pipeline jointly
financed by companies from Russia, Kazakhstan, the
United States and Europe.

Given the growing significance of Central Asiaand its
relevance to Northeast Asia, this brief overview will focus
on the following issues:

« Central Asia's changing economic relations with

Russia

« The current macro-economic situation of the five

countries of Central Asia

- Population trends, employment and living standards

- The situation in the energy sector.

In the context of this analysis it is worthwhile,
whenever possible, to compare the economic and social
trends in the newly independent states of Central Asia with
those in Russia, including its Far Eastern region.*

Central Asia, the Commonwealth of Independent
States (CIS) * and Russia

Both history and mutual interests elevated Central
Asia to the list of Russia's foreign policy priorities. In
addition to living with Russians under the umbrella of the
Russian Empire and later within the borders of the Soviet
Union, the peoples of Central Asia still share with Russiaa
common cultural, information and security space, and
professional and family ties. Only in Kazakhstan does the
Russian Diaspora exceed 5 million people, or 30% of the
population, while in Kyrgyzstan the share of Russians is
18%, Turkmenistan - 6.7%, Uzbekistan - 5.5%, and
Tajikistan - 3.5%. In Russia, according to the latest
population census conducted in 1989, there were 636,000
ethnic Kazakhs, 127,000 Uzbeks, 42,000 Kyrgyzs, 40,000
Turkmen and 38,000 Tajiks.’

' The official CIS statistics are incomplete and do not allow comprehensive comparisons of the economic and social trendsin
the countries concerned. Whenever is appropriate, data issued by the State Statistical Committee of the Russian Federation
(Goscomstat) and other sources were used for the purposes of this analysis.

? Commonwealth of Independent States (CIS) includes 12 republics of the former Soviet Union, which are Azerbaijan,
Armenia, Belarus, Georgia, Kazakhstan, Kyrgyzstan, Moldova, Russia, Tgjikistan, Turkmenistan, Uzbekistan, and Ukraine.

° Russian Statistical Y earbook 2000 (Moscow: Goscomstat, 2001), 63-64



On November 30, 2001, the Anniversary CIS Summit
in Moscow commemorated the tenth anniversary of its
inception and an agreement to work towards a free trade
agreement was reached. Before 1992, the five Central
Asian states were republics of the Soviet Union. For
Russia, Central Asia was and still is a very important
element in the changing geo-political environment.
Although the density of trade and economic relations has
decreased since 1991, Russids exports to Central Asia in
1999 totaled US$1.7 billion and imports were about
US$2.3 hillion.* In other words, in terms of trade volumes,
the Central Asian economies combined are in the same
category as Japan, Ukraine or the United States.

Before 1992, when the Soviet Union ceased to exist
and was replaced by the CIS, the share of mutual trade
between its former republics was estimated at about 60% of
their total trade, involving up to one-quarter of GDP. Due
to the size of its economy, Russia absorbed a large share of
goods and materials exported by other republics. This share
accounted for more than 50% of Russid's total imports. In
the late 1980s, up to 68% of total Russian exports were
directed to other republics.®

After the dissolution of the Soviet Union, the entire
management structure of these interdependent relationships
has been dismantled. Reform and a transition to new,
market-driven economic relationships, made trade links
among them inefficient and difficult to maintain. Economic
liberalization immediately affected trade flows. But without
government guidance and support, the Russian private
sector proved too inexperienced and poorly equipped to
take care of the traditional markets, including those in
Central Asia. As a result, Russia's geo-economic interests
were largely abandoned, creating a geo-political vacuum in
Eurasia. Russian exports, including energy, were rapidly
redirected towards markets with higher prices and
guaranteed payments. The western European economies
readily absorbed energy resources, metals, timber and other
unprocessed and semi-finished products. New sources of
imports, including food and consumer goods, rapidly
emerged, defined by a demand for higher quality. The
overvalued Russian ruble also affected the competitiveness
of domestic producers.
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New independent states, including those in Central
Asia, chose to diversify their own trade and economic ties,
limiting their dependence on Russia. These developments
led to the rapid collapse of inter-republic trade (Table 1).
However, it is still too early to say whether negative trends
in economic ties within the CIS will continue indefinitely.
In 2000, inter-CI S trade grew 34% on the 1999 level and all
economies expanded exports to their CIS partners. For the
first time since 1995, the rates of growth in imports from
the CIS economies were higher than those of total imports.
However, in absolute volumes, the level of non-CI'S exports
in 2000 was four times larger compared with that of exports
bound for CIS markets, while non-CIS imports were only
20% higher (60% in 1999) than imports from the CIS.
These developments reflected both rising prices and the
physical volumes of mutual trade. For example, with regard
to Russia, export and import prices increased by 14.5% and
6.9% correspondingly, while in terms of physical volume,
exports grew 12.5% and imports increased by almost 31%.

It is worth noting that in 2000, CIS-bound exports
from Kazakhstan, as well as its imports from CIS, were
much higher than in 1999, while almost half of the
Tajikistan's and Kyrgyzstan's exports in 2000 were
absorbed by CIS markets (Table 2).0n the other hand,
except for Kazakhstan, foreign trade volumes, including
trade volumes with the CIS economies, are very modest. It
is also interesting that almost 26.5% of Kazakhstan's
exports in 2000 were formally directed to the Bermudas
and the Virgin Islands.

The geographical distribution of the Central Asian
economies' trade seems to be stable and centered primarily
on Russia. The chief reason behind this pattern is the
continuing dependence of Central Asia on fuels, energy
resources and other goods supplied from Russia (Table 3).

The increased export volumes in inter-CIS trade
exchanges partially reflected higher export prices for
primary commodities and manufactured goods. By and
large, world prices serve as the benchmark prices for inter-
CIS exchanges. However, in some cases within the CIS, ail
was traded at lower prices compared with international
market. In 2000, the world price for Urals oil was about
US$180 per metric ton, while it was sold to CIS partners at

Table 1. CIS Sharein Central Asia's External Trade, 1995-2000

Exports Imports

1995 1999 2000 1995 1999 2000
Kazakhstan 54.9 26.7 26.2 69.7 43.3 54.6
Kyrgyzstan 65.8 404 41.1 67.7 43.2 53.9
Tajikistan 33.6 45.7 47.7 59.0 77.6 82.9
Turkmenistan 49.4 n‘a n/a 54.6 n/a n/a
Uzbekistan 39.3 n‘a n/a 40.7 n/a n/a
Russia 18.6 14.7 134 29.2 27.6 344
Far Eastern Region 0.2 0.7 n/a 5.3 4.0 n/a

Source: Interstate Satistical Committee. CIS Satistics. Satistical Bulletin, No. 14, 2001, 7.
Data for the Far Eastern Region are from the Sate Satistical Committee of the Russian Federation, Russian Satistical
Yearbook 1996 and Statistical Yearbook "Regions of Russia 2000".

* Russian Statistical Y earbook 2000, 581
® Voprosy Ekonomiki, No. 3, 2001, 140-144.
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Table 2. Central Asiaand Inter-CIS Trade, 2000

Exports Imports
Total ToCIS Tota From CIS
US$S millions | US$millions | as%of 1999 | US$ millions | US$ millions | as % of 1999
Kazakhstan 9,140 2,390 160 5.052 2,757 173
Kyrgyzstan 505 207 113 555 298 115
Tajikistan 779 374 119 674 560 109
Turkmenistan n‘a n‘a n/a n/a n/a n/a
Uzbekistan n‘a n‘a n/a n/a n/a n/a
Russia 102,796 13,785 129 33,769 11,648 140
Source: Interstate Satistical Committee. CIS Satistics. Satistical Bulletin, No. 14, 2001, 77.
Table 3. Russia's Sharein the Central Asia's Inter-ClS Trade, 1999-2000
(%)
Exports to Russia Imports from Russia
1999 2000 1999 2000
Kazakhstan 76.3 74.6 84.5 89.2
Kyrgyzstan 38.6 314 42.2 44.4
Tajikistan 36.5 69.2 18.0 18.8
Turkmenistan n‘a n/a n/a n/a
Uzbekistan n/‘a n/a n/a n/a

Source: Interstate Satistical Committee. CIS Satistics. Satistical Bulletin, No. 14, 2001, 78.

Table 4. Inter-CIS Trade Balances

(USS$, million)

1995 1999 2000
Kazakhstan 230.8 - 105.6 - 367.1
Kyrgyzstan - 844 - 759 - 911
Tajikistan -226.4 - 199.7 - 1859
Turkmenistan 184.2 n/a n/a
Uzbekistan - 81 n/a n/a
Russia 865.7 2,363.9 2,136.9

Source: CIS Satistical Bulletin, No. 14, 2001, 85,

US$140 per metric ton. At the same time, in 2000 the price
of Russian gasoline outside CIS was US$218 per metric
ton, much lower compared with US$253 per ton within
CIS. In 1999-2000, coa was exported from Russia to non-
CIS countries at US$16 and US$26 per ton respectively,
but for the CIS importers the prices were US$19 and
US%31 per ton respectively.®

On the other hand, CIS-bound trade also reflects some
positive trends in the horizontal division of labor between
Central Asian economies and their CIS partners, including
the exchange of chemical products, metals and metal goods
and machinery. For example, in 2000, the share of
machines and transportation equipment in Kyrgyzstan's
exports was 18%, while for non-CIS economies it was only
8%. Quite similarly, in 2000, the share of machines and
equipment in Russia's exports was 17%, but only 7% for
non-CIS economies. These are not particularly high shares,
considering that for some economies of the European
Union the share of machines and equipment in total foreign
trade isin the range of 30%-50%.

On average, the share of inter-CIS imports meeting the
needs of CIS economies increased from 39% in 1999 to
45% in 2000, including, in addition to consumer goods,

energy resources and primary commodities, investment
goods such as machinery and industrial equipment, non-
ferrous metals and metal products, ores and ore
concentrates, cotton yarn and wool, and other items. On the
other hand, only Russia maintained a trade surplus in its
trade exchanges within the CIS, while Kazakhstan's trade
deficit was the largest among all the other economies
(Table 4).

The trend towards weakening economic links between
Russia and economies of Central Asiais yet to be arrested,
with Russia continuing its foreign trade reorientation.
Russia's trade surplus with its CIS partners is growing and
the total outstanding debt of the CIS economies to Russia
reportedly is nearing US$10 billion. In some cases, Russian
exporters are forced by these circumstances to limit their
exports to CIS markets. For example, for the period
January-September 2000, natural gas exports to the CIS
went down from 74 billion cubic meters (Bcm) in the first
nine months of 1999 to 45 Bcm, while oil exports were
reduced from 18.8 million tons (Mt) to 12.6 Mt. In 2000,
compared with 1995, the share of inter-CIS exports in the
total exports declined for each economy, except Tajikistan.
In addition, the share of inter-CIS imports in total imports

® Seelnterstate Statistical Committee. CIS Statistics. Statistical Bulletin, No. 5, March 2001, 44.



decreased, apart from Russiaand Tajikistan.

There is a close link between the negative economic
growth of the 1990s, weakened trade connections and the
use of transportation services among CIS economies,
railway transport in particular. During a decade of
economic disruptions, railway cargo traffic in Central Asia
decreased by two to ten times. However, the reduction in
railway traffic in the Far Eastern region was more
pronounced than the national average (Table 5).

Measured in ton-kilometers only in 1999 did the
volume of cargo shipped by rail increase by 14% in Russia
and by 43% in Tajikistan, while in Kazakhstan and
Kyrgyzstan these volumes decreased further by 7% and
25% respectively. However, for the whole of the CIS, total
cargo turnover in 1999 increased by 4% on 1998 levels,
including a 7% rise for the railways, and 3% each for
trucking and pipelines. In general, cargo shipments
increased by 4%, including a 13% rise for ground
transportation (rail and highway), 11% for air
transportation and 2% for pipelines.

However, increasing transportation tariffs are likely to
further obstruct the economic reintegration of the
economies of Central Asia (except for Kazakhstan) and
their geographically distant and price-sensitive CIS
partners. In 1999 alone, cargo transportation tariffs
increased in Kazakhstan by 10%, Kyrgyzstan by 36% and
Russia by 18%. In specific areas of the transport sector the
escalation of tariffs was much higher. In Kazakhstan, for
example, pipeline transport and air transportation tariffs
increased by 40%, while in Kyrgyzstan the cost of
travelling by air grew five-fold. In Russia also, the cost of
trucking increased by 60% and air cargo by 50%, while
passenger tariffs grew on average by 43%.

Despite al these negative developments in trade and
transport links, Russia continues to be seen by the states of
Central Asia as an important political and economic
partner. Even after a decade in which economic links
weakened continuously, Russia remains the dominant
economic partner for other CIS countries. Its share in the
total estimated GDP is close to 70%, compared with 11%
for Ukraine, and approximately 6% each for Kazakhstan
and Uzbekistan. It also seems that Russia's large market,
and material and technological resources, as well as its
investment potential could be increasingly important for the
economies of Central Asia.

As of today, the central goal adopted by the CIS
leaders is "to develop relationships of "strategic
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partnership” on the basis of the national interests of the CIS
partners." Hopefully, new and expanded trade and
economic ties will increasingly be based on cooperation
between private enterprises, as well as governmental
policies that facilitate economic exchange by removing
trade barriers and improving the investment climate.

In particular, closer relationships are developing
among Russia, Belarus, Kazakhstan, Kyrgyzstan and
Tajikistan within the customs union, which has allowed the
abolition of most of the tariffs and non-tariff barriers in
their mutual trade, introduced unified tariffs and trade
regimes towards "third" countries and made adjustments in
legal systems concerning trade and investment. The long-
term goal is the strengthening and expanding of the
Eurasian Economic Community (EAEC) based on the
customs union and the introduction of a free trade regime.
In 2000, Russia's total trade with CIS economies reached
almost US$28 hillion and increased by 24% compared with
the 1999 level. At the same time, trade with Belarus and the
whole of the EAEC grew by 33% and 43%
correspondingly.

A New Status...

The region's new international status led to new links
being established by the Central Asian economies with
Japan, China, South Korea, the United State, other western
countries and international organizations. For example,
South Korean companies went ahead with sizable
investment projects in Uzbekistan, while China
demonstrated a strong interest in developing cooperation
with Central Asia in the energy sector, and Japan and the
United States lead in bilateral official development aid.

In fact, it was the United States that launched the most
elaborate and comprehensive framework for economic,
technical and humanitarian assistance to the newly
independent states, including those of Central Asia. Some
of the programs were suppressed as a result of the 1998
financia crisisin Russia.

However, in 1999 Uzbekistan received US$256
million in medium and long-term loans, guarantees and
insurance authorization from the Export-Import Bank of the
United States (Ex-Im Bank), in addition to US$75 million
in aid provided by the government. Assistance to
Kazakhstan was estimated at US$78 million, including
US$14 million from the U.S. Defense Department. In the
same year, Kyrgyzstan, Tajikistan and Turkmenistan
received US$81 million, US$41 million and US$23 million

Table 5. Railway Transportation, 1990-1998

Cargo, million tons Passenger, million persons

1990 1998 1990 1998
Kazakhstan 345.0 170.0 42.6 21.6
Kyrgyzstan 8.0 14 14 0.6
Tajikistan 6.7 0.6 16 0.7
Turkmenistan 28.1 na 8.2 n/a
Uzbekistan 82.9 41.8 16.8 15.2
Russia 2,140.1 834.3 3,142.5 14713
Far Eastern Region 1135 36.9 75.2 415

Source: "CISin 1996" Satistical Yearbook (Moscow: Interstate Satistical Committee, 1997), "Regions of Russia 2000"

(Moscow: Goscomstat. 2001).
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in aid from the United States respectively.

By 2000, the authorized resources of the Central Asia
American Enterprise Fund totaled US$150 million. In
1996-1999, cumulative expenditures made in Central Asia
through the Small Project Assistance Program of the Peace
Corps totaled almost $350,000.

From 1995, the total amount of Japanese ODA to the
countries of Central Asiareached US$1 hillion (Table 6).

The main reason for providing official development
assistance to the states of Central Asiais the collapse of the
Soviet Union and the "lack of solid foundations for
sustainable economic development" in this region.” The
main targets of ODA programs are the following:

education and training to support democratization
and market reforms

economic infrastructure development, including
transport and telecommunications

- support for social sector development, healthcare

and education
environmental protection.

However, trade links between Central Asia and Japan

This situation reflects not only the geographical
realities, including extremely long transportation distances
and high costs, but also the complex socio-economic
situation in Central Asia, the very limited size of the
markets, and inadequate export capacity, as well as the
substandard local products that the Japanese market cannot
absorb.

In this respect, Chinais closer to Central Asia and
direct transport routes are available to Kazakhstan, which is
Chinaslargest CIS trading partner after Russia (Table 8).

Trade flows between Central Asia and South Korea
are also small, with only Uzbekistan and to some extent
Kazakhstan maintaining visible commercial links (Table 9).

On the other hand, the share of the economies of the
European Union in the externa trade of the whole of the
CIS is dominant, exceeding 60%. The problem is that not
only Russian producers, but to a much greater degree all
those within other CIS economies are new actors in the
world markets with their combined turnover reaching only
2% of the world trade.

It isinteresting to note that despite this overall modest
position, there are significant differences in the status of

remain very weak (Table 7). individual economies as far as their involvement in the
Table 6. Japanese ODA to Central Asia, 1995-1999
(USS$, million)
Total,
1995 1996 1997 1998 1999 19951999

Kazakhstan 4.4 89 43.1 95.2 67.5 221.6
Kyrgyzstan 45.8 44.3 18.1 25.2 62.5 241.1
Tgjikistan 0.3 0.3 0.3 04 15 3.2
Turkmenistan 0.5 0.7 0.8 4.4 17 8.4
Uzbekistan 16.1 25.3 83.2 103.0 81.6 3124

Source: Japan's Official Development Assistance, Ministry of Foreign Affairs, Economic Cooperation Bureau, 2000.

Table 7. Trade with Japan, 1995-2000

(USS, million)
1995 1996 1997 1998 1999 2000
Exports 419 1257 196.1 1195 85.0 2.1
Kazakhstan Imports 15.9 2.7 312 52.4 50.7 68.7
Kyrayzstan Exports 0.8 12 12 0.5 0.6 14
Imports 5.7 5.2 24 11 6.2 46
Taiikisn Exports 205 2.7 13 0.6 0.2 05
Imports 04 14 1.8 5.67 31 14
Turkmenistan Exports 7.1 37 3.0 05 0.3 0.7
Imports 8.9 75 3.8 7.7 147 56.1
. Exports 109.4 61.9 36.2 411 330 78.7
Uzbekistan Imports 813 82.0 55.6 66.6 83.6 24.7
Russa Exports | 4,7633 | 39488 | 40184 | 28921 37560 | 45923
Imports 1,170.1 1,024.7 1,014.9 969.3 480.7 5714
For Exsterm Region Exports 1,349.0 1,252.0 1,077.0 7483 684.3 725.7
Imports 197.5 177.2 253.8 140.6 140.1 1317

Source: Japan Association for Trade with Russia & Central-Eastern Europe, Institute for Russian & East European Economic
Studies, Monthly Bulletin on Trade with Russia & East Europe, January, 2001, 1, 67-101, Interregional Association of

Economic Cooperation "Far East and Zabaikalie."

7

U.S. Government Assistance to and Cooperative Activities with the New Independent States of the Former Soviet Union.

FY 1999 Annua Report (Washington, D. C.: Office of the Coordinator of U.S. Assistance to the NIS, 2001), 36, 44, 67, 70,

87,117,119, 223.

® Japan's Official Development Assistance, Ministry of Foreign Affairs, Economic Cooperation Bureau, 2000.



global economy is concerned (Table 10).

For example, Kazakhstan and Uzbekistan improved
their export performance somewhat, while Turkmenistan's
share of world exports decreased compared with 1992. On
the other hand, the role of the Far Eastern region in terms
of its exports improved, and was superior to those of the
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economies of Central Asia, except Kazakhstan and
Uzbekistan which have much larger populations.

... And New Problems
Between 1992-2000, all CIS economies had to shift to
market-based pricing accompanied by rampant inflation

Table 8. Trade with China, 1995-1999

(USS$, million)
1995 1996 1997 1998 1999
Exports 3155 364.6 432.8 430.9 644.4
Kazakhstan Imports 755 95.3 94.6 204.7 494.4
Kvravzstan Exports 1235 36.8 36.0 25.7 32,0
yroy Imports 1075 68.7 70.6 17255 102.9
o Exports 9.2 41 9.2 8.2 5.7
Tgjikistan Imports 16.4 7.6 111 11.0 23
. Exports 6.3 3.0 3.6 2.2 20
Turkmenistan Imports 113 8.5 116 103 75
. Exports 71.0 149.1 1414 2.4 130
Uzbekistan Imports 476 38.2 615 56.9 27.4
Russa Exports 3,798.6 5153.4 4,086.1 3,640.0 42226
Imports 1,664.7 1,692.8 2,032.8 1,839.9 1,497.3
Far Eastern Region Exports 346.4 7442 445.7 877.1 385.8
9 Imports 150.4 217.2 312.2 172.2 132.7
Source: China Statistical Yearbook 1997, 1998, 2000, Interregional Association of Economic Cooperation "Far East and
Zabaikalie"
Table 9. Trade with South Korea, 1995-2000
(USS$, million)
1995 1996 1997 1998 1999 2000
Exports 735 1247 835 30.9 51.4 49.4
Kazakhstan Imports 52.8 1055 92.1 104.0 56.6 82.4
Kyravzstan Exports 1.0 25 0.2 0.1 0.0 0.2
yroy Imports 22 35 7.9 29.0 23.9 17.1
Taiikistan Exports 15 6.1 12 20 5.6 9.6
3 Imports 12.8 4.4 6.4 2.6 2.1 2.7
Turkmenistan Exports 2.9 11 0.2 0.04 05 0.1
Imports 05 16 3.1 8.5 2.2 153
Uzbekistan Exports 1348 196.1 297.9 1424 208.3 104.0
Imports 244.2 4938 675.1 384.0 3414 230.4
Russa Exports 1,892.9 1,810.3 1,503.6 998.6 1,590.5 2,058.3
Imports 1,415.9 1,967.5 1,767.9 1,113.8 637.1 788.1
Far Eastern Reion Exports 305.4 418.2 425.7 315.3 352.7 389.9
o Imports 215.1 324.7 4765 587.2 166.3 184.7

Source: Korean Customs Service (http: //www.customs.go.kr/eng), Far Eastern Region - Interregional Association of
Economic Cooperation "Far East and Zabaikalie."

Table 10. External Trade and Shares of World Exports, 1992-1999

External Trade, Share of World Exports,
US$ Billion %

1992 1999 1992 1999
Kazakhstan 14 5.6 0.04 0.1
Kyrgyzstan 0.1 0.5 0.0 0.01
Tajikistan 0.1 0.7 0.0 0.01
Turkmenistan 0.9 0.6 0.02 0.01
Uzbekistan 0.9 32 0.02 0.1
Russia 53.6 73.7 15 13
Far Eastern Region 15 2.6 0.04 0.05

Source: Russian Satistical Yearbook 2000, 630.
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that peaked in Russiain 1992, in Kyrgyzstan and Tgjikistan
in 1993, and in Kazakhstan in 1994. Inflation was more or
less brought under control only in 1995-1996, but not
firmly. However, the CIS countries managed to escape the
hyperinflation of 1992-1994, and in 1996-1997, the
inflation rate was within the 10%-40% range. After the
August 1998 crisis, consumer prices in Russia increased by
84.4%, in Kyrgyzstan to 17%, and remained stable in
Tajikistan and Kazakhstan. In 1999, however, all Central
Asian economies were affected with consumer prices
growing by 18% in Kazakhstan, 40% in Kyrgyzstan and
30% in Tqjikistan, while in Russia, inflation rate dropped to
36.5%. In 2000, the monthly inflation rate decreased to
only 0.8% in Kazakhstan and Kyrgyzstan, and 1.5% in
Russia, but increased to 4% in Tajikistan.

In the countries of the CIS and Russia, budgetary
prudence was widely recognized as an important tool in
controlling inflation. Initially, expansion of the money
supply was used for budget deficit financing. Later on, in
the second half of the 1990's, the emphasis was on
domestic and foreign borrowing. However, after the August
1998 financial crisis, Russia partially reinstated money
supply expansion to cover its budget deficit (Table 11).

In the 1990s, all CIS economies, including those of
Central Asia, experienced economic decline with their
Gross Domestic Products rapidly shrinking, particularly
between 1992-1994 (Table 12).

From 1995, negative growth was reduced somewhat,
and in 1996-1997 positive growth was restored in ten
economies. The period 1998-early 1999 was a time of
slower GDP growth, partly due to the crisis in Russia. In
general, compared with 1991, the GDP per capita in 2000

fell by about 30%-40% in all CIS economies except
Belorus, Kazakhstan and particularly Uzbekistan.®

In 1999, Russia produced almost 68% of the CIS
GDP. The combined share of Ukraine, Byelorus and
Moldova was about 16%, while the share of Central Asia
was estimated at 14%. Before 1998, Russids share in the
GDP of the CISin current prices was estimated at 79% and
the scale of the contraction reflects the appreciation of
other CIS currencies vis-a-vis the ruble. Also, in 1999, al
the economies of Central Asia, including Kazakhstan,
demonstrated positive rates of economic growth before the
beginning of economic recovery in Russia

In 1998, Russia's GDP decreased by 4.9% while the
Gross Regional Product of the Far Eastern provinces
contracted by 7.5%. In 1999, due to the depreciation of the
ruble, the improved competitiveness of domestic producers
and rising ail prices, the economic situation improved both
in terms of GDP growth and increased industrial
production, including 8% for the whole of Russia and 7%
for the Far Eastern region.

Despite the positive dynamics of economic indicators
in 1999-2001, Central Asia and Russia have yet to
overcome the continuing decline in investment activity,
including the shortcomings of the banking system and
grossly underdevel oped financial markets. In the 1990s, the
share of savings in GDP dropped from about one-third to
one-fifth and in the largest economies of Central Asia such
as Kazakhstan, gross savings are now reduced to 20% of
the 1990 level.

The modernization and replacement of industrial
equipment is required at much faster rates than the
economies of the CIS can currently afford. In Russia, in

Table 11. Budget Deficit as a Share of GDP, 1991-1999

(%)

1991 1992 1993 1994 1995 1996 1997 1998 1999
Kazakhstan O O O O 4.0 2.6 37 3.9 0.6
Kyrgyzstan a O O 7.7 11.6 54 5.2 3.1 2.6
Tajikistan O 0 0 0 0 O O 0 3.8
Turkmenistan a O O 5.2 13 O a O O
Uzbekistan 34 10.9 3.0 4.2 2.8 34 25 O O
Russia 2.7 34 4.6 10.3 3.1 43 5.0 3.6 12

Source: CIS Satistical Bulletin, No. 3, 2000, 17.
Table 12. Gross Domestic Product, 1992-1999
(% year-on-year, in constant prices)
2000 to

1992 1993 1994 1995 1996 1997 1998 1999 2000 1901, %
Kazakhstan 94.7 90.8 87.4 91.8 100.5 101.7 | 98.1 101.7 109.6 77.9
Kyrgyzstan 86.1 84.5 79.9 94.6 107.1 109.9 |102.1 103.6 105.0 72.0
Tajikistan n/a 83.7 78.7 87.6 83.3 101.7 |105.3 103.7 108.3 57.8
Turkmenistan n/a n‘a n/a n/a n/a n/a n/a n/a n‘a n/a
Uzbekistan 88.9 97.7 94.8 99.1 101.7 105.2 |104.4 104.4 104.0 99.0
Russia 85.5 91.3 87.3 95.9 96.6 100.9 | 95.1 103.2 107.7 67.5

Source: CIS Satistical Bulletin, No. 7, 2001, 54.

9

In the CIS, the accuracy of the GDP measurement depends on estimates of the shadow economy and economic activities

that remain unregistered by the state agencies, including the State Statistical Committee. For example, the share of the shadow
economy in Kazakhstan and Russiais estimated at about one-quarter of GDP, in Kyrgyzstan at one-sixth, and in Uzbekistan at

one-tenth of GDP.



many industries more than 70% of the fixed assets are
obsolete. Moreover, because of the prohibitively high
commercial credit, enterprises redirected their monies from
depreciating accounts to working capital replenishment.
Notwithstanding the increase in output in 1999-2000, in
most of the industries in the CIS, including Russia and
Central Asia, there was almost no replacement or
modernization of the capital stock, just more complete
utilization of existing facilities.

With the exception of Kyrgyzstan, the share of gross
savings (in the current prices) in the GDP of CIS members
declined on average from 25% in 1995 to 19% in 1999,
including a reduction in investment in fixed assets from
22% to 19%." In Kazakhstan, the share of gross savings (in
current prices) in GDP declined from 22% in 1995 to 13%
in 1999, in Kyrgyzstan from 20% to 16%, in Russia from
21% to 18%, and in Tajikistan from 23% to 17%.

After 1998, the majority of the CIS economies
demonstrated an increase in investment in fixed assets-in
2000, the average growth was estimated at 15% compared
with 1999 (5% in 1999 compared with 1998). In
Kazakhstan, investment in fixed assets increased by 29%,
and in Kyrgyzstan by 4%, while in Russia it increased by
18%. However, even with these improvements, the volume
of investment in fixed assets in 2000 on average was only
91% of the 1995 level. In 2000, investment in fixed assets
doubled in Sakhalinskaya Oblast and increased by 70% in
Y akutia, contributing to the improvement of regional
indicators in Far Eastern Russia

The composition of investment demonstrated that the
states in some economies of Central Asia have reduced
their involvement in economic activities. More than 90% of
total investment in Kazakhstan and Kyrgyzstan, and about
80% of investment in Russia originated from sources other
than state budgets. In 2000, enterprises and organizations,
relying on their own sources, provided 61% of investment
in Kazakhstan, 27% in Kyrgyzstan and 46% in Russia. On
the other hand, the state sector in the economy of Tgjikistan
and Uzbekistan is responsible for more than 60% of gross
capital investment.™

In 1998, the share of transport in the total volume of
fixed capital investments in Kyrgyzstan sharply increased
from 6.5% to 22.8% due to the construction of the
Balykchi-Kochkor-Kara-Keche railway and other
construction projects. Also, in Tajikistan, this share grew
from 13.2% to 33.8% because of the Kurgan-Tube-Kuliyab
railway project as well as the Kuliyab airport project. In
1999, the transport and telecommunications sectors
absorbed 32% of total investment in Kyrgyzstan, 40% in
Tajikistan and 22% in Russia, including a 20% share for
the Far Eastern region.

The share of industry in investment in fixed assets was
35% in Kyrgyzstan, 37% in Russia, 18% in Tajikistan and
37% in Russia. In the Far Eastern region, the industrial
sector absorbed 61% of total investment in fixed assets.
The oil and gas sectors, as well as the power generation and
petrochemical industries were the leading investment-
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recipient sectors, absorbing 74% of industrial investment in
Kyrgyzstan, 30% in Uzbekistan, and 49% in Russia. On the
other hand, in Tajikistan, 34% of total investment in
industry was directed to light manufacturing and 33% in
metallurgy, while in Russia the share of food processing
increased from 12% in 1998 to 16% in 1999, reflecting
stronger incentives for domestic enterprises to expand
production.

The economies of Central Asia are still suffering from
inadequate household savings and a grossly
underdeveloped banking sector. A lack of institutional
mechanisms for protecting bank deposits, relatively low
interest rates for individual accounts, inflation and the
depreciation of local currencies vis-a-vis western currencies
has also made households interested in keeping their
savings in hard currency, limiting the investment capacity
of the banking sector. Also, prior to mid-1998, the lucrative
yields offered by short-term treasury bonds distracted
investors and greatly distorted the functions of the
emerging financial sector. On the other hand, the
unfavorable investment climate discouraged the inflow of
foreign investment. The August 1998 financial crisis in
Russia not only led to a massive outflow of foreign funds,
but also sharply reduced persona incomes, undermining
not only the capacity of households to save but aso their
confidence in the reliability of commercial banks.

Population

The 1990s was a period of heavy losses in terms of
human capital. The share of economically active population
decreased vis-a-vis both the total population and the
working age population. The demographic situation
deteriorated sharply, particularly in Russia, Ukraine and
Byelorus, including life expectancy and health conditions.
From 1995, the population of the CIS decreased by more
than 3 million, including a 2.4 million reduction in the
population of Russia alone. Population also declined in the
Far Eastern region due to the same negative factors, in
addition to a physical outflow of people from the northern
areas (Table 13).

In the majority of CIS countries, the population is
aging and birth rates are declining (Table 14). In Central
Asia, with the exception of Kazakhstan, the population has
grown, but at a decreased rate compared with the 1980s.

In Russia (excluding the Far Eastern region), unlikein
the countries of Central Asia, population migration has
been positive, including the influx of people from the CIS
(Table 15). In 1999, about 210,000 foreigners were
officially employed in Russia, including 30% who arrived
from Ukraine, 15% from other CIS countries, and the rest
from outside of the CIS, including Turkey and China as the
leading sources of foreign laborers, and also Vietnam and
the former Yugoslavia.

Officially registered labor migration in other CIS
countries is estimated at 30,000 people per annum,
including 12,000 in Kazakhstan, but only one thousand
arriving from other CIS countries. It should be noted,

* CIS Statistical Bulletin, No. 7, 2001, 10-11.

% 1n 1999, the share of the state sector in total investment in fixed assets in Kazakhstan was 86% (55% in 1995), in

Kyrgyzstan 67% (73%), and in Russia 73% (63%).
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however, that the real scale of labor migration within the
CIS is estimated as being many times larger than official
numbers. On the other hand, outbound migration from the
CIS was estimated in 1998-1999 at about 200,000 a year,
with more than 90% of migrants being accepted by
Germany, Israel, the United States and Greece.

Employment and Social Trends
In 1999, the economically active population of the

whole of the CIS was estimated at 120 million, including
20.4 million in all Central Asian economies and 64.5
million in Russia, with 3.2 million employed in the Far
Eastern region. Compared with 1998, employment
increased somewhat in all economies of Central Asia,
except Kazakhstan. In Russia, the registered increase in
employment was 321,000, including 14,000 in the Far
Eastern region (Table 16).

With labor markets emerging and the economies of

Table 13. Population Dynamics and L ife Expectancy, 1990-2000

Population, Population, Life Net growth,
million As % of 1990 expectancy per 1,000

1990 1999 1993 1999 1998 1998
Kazakhstan 16.4 14.9 99.4 90.9 64.4 4.6
Kyrgyzstan 44 4.9 100.0 107.0* 67.1 14.8
Tajikistan 53 6.1 108.0 115.0* 68.4 16.1
Turkmenistan 3.8 4.8 113.0 126.0 66.9 14.5
Uzbekistan 20.6 24.5 107.0 0.0 70.3 17.2
Russia 148.5 145.9 99.9 98.2 65.9 - 48
Far Eastern Region 81 7.2 96.7 88.9 64.4 -16

*1998 data

Source: Russian Satistical Yearbook 2000, 599, 601, "Regions of Russia 2000," Satistical Yearbook.

Table 14. Natural Population Growth Rates, 1995-1999

(per 1,000)

1995 1997 1998 1999
Kazakhstan 6.8 4.8 - 46 - 43
Kyrgyzstan 17.8 14.6 -14.8 -14.6
Tgjikistan 22.7 19.2 -16.1 -14.4
Turkmenistan 21.3 15.0 -14.5 -13.1
Uzbekistan 234 19.7 -17.2 -17.0
Russia - 57 - 52 - 48 - 64
Far Eastern Region - 24 -21 - 16 - 31

Source: CIS Satistical Bulletin, No. 20, 2000, 108, "Regions of Russia 2000" Satistical Yearbook.

Table 15. Net Migration, 1999

Thousand Per 10,000 of population

Kazakhstan -126.3 -84.6
Kyrgyzstan - 99 -20.4
Tajikistan n/a n/a

Turkmenistan n/a n/a

Uzbekistan - 62.1 -254
Russia 154.6 10.6
Far Eastern Region - 63.1 -87.0

Source: CIS Satistical Bulletin, No. 20, 2000, 101, "Regions of Russia 2000," Satistical Yearbook.

Table 16. Employment Trends, 1990-1999

Economically activepopulation, Unemployment, Share of unemployed,
million Thousand %
1990 1999 1994 1998 1994 1998
Kazakhstan 7.8 6.1 536 925 7.5 13.1
Kyrgyzstan 17 17 71 106 4.1 59
Tajikistan 1.9 1.8 32 54 17 29
Turkmenistan 15 19 n/a n/a n/a n/a
Uzbekistan 7.9 8.9 22 33 0.3 0.4
Russia 75.3 64.5 5,702 8,876 8.1 13.3
Far Eastern Region 4.0 3.2 328 559 8.4 15.1

Source: Russian Satistical Yearbook 2000, 602-604, "Regions of Russia” Satistical Yearbook, "Labor in Russia 1999.



Central Asia entering a phase of restructuring, the service
sector has generated more jobs. On the other hand, in the
1990s, the industry, construction and transportation sectors
downsized. Non-state enterprises are the main source in
terms of job creation, providing employment to about 4.6
million people in Kazakhstan (75% of employed). 1.3
million in Kyrgyzstan (77% of employed), more than one
million in Tajikistan (about 60% of employed), 6.5 million
in Uzbekistan (72% of employed), and 39.5 million in
Russia (62% of employed). In the Far Eastern region 54%
of the entire workforce is now employed in the non-state
sector.

Since 1992, unemployment has been growing rapidly,
reaching 14 million people by mid-2000, if the
methodology of the International Labor Organization were
applied. In Russia, the number of those officially registered
as unemployed was 3.2 million, but the total number,
including those who were searching for a job without state
assistance, was estimated at 8.5 million. In Kazakhstan, the
number of unemployed in 2000 was close to one million,
while officially registered unemployment was only
280,000.

However, compared with the economies of Central
Asia, the unemployment situation in Russia appeared less
dramatic, considering that the average number of
candidates per vacancy was 1.4, while in Kazakhstan the
average number of officially registered job seekers per
vacancy was 27, in Kyrgyzstan - 32, and in Tgjikistan - 9.5.

In the late 1990's, poverty grew, with real incomes and
wages falling despite a rise in the cost of living. In 1999-
2000, the share of the population with per capita income
beneath the poverty line was 34.5% in Kazakhstan, 55% in
Kyrgyzstan, and 27% in Russia, including 28% in
Khabarovskiy Krai, 55% in Evreiskaya Autonomous
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Oblast, and 70% and above in the northern areas of the Far
Eastern region such as Chukotskiy and Koriyakskiy
districts.

The August 1998 financial crisis in Russia further
aggravated socio-economic conditions within the CIS. For
example, in 1999, Kyrgyzstan registered a 2% drop in rea
monetary income compared with 1998, while in Russia the
decline in income was estimated at 14%, including a 17%
downturn in Primorskiy Krai, and Magadanskaya and
Kamchatskaya oblasts. Also, in 1999, minimum living
costs grew faster in comparison with monetary income:
respectively, 137% and 133% in Kyrgyzstan and 184% and
159% in Russia.

The 1998 per capita GDP estimates in terms of
purchasing power parity (PPP) demonstrated that Russia
and Belarus are quite far ahead of other CIS economies,
while the per capitaincome in Kazakhstan is at the average
CIS income level. Other Central Asian countries have
much lower per capita income levels, and the situation in
Tajikistan is particularly worrisome (Table 17).

Social conditions as well as the capacity to develop
human resources have deteriorated in all countries of the
CIS (Table 18). Compared with Central Asia, Russiais till
leading in terms of university-level enrollments, with the
Far Eastern region lacking far behind the national average.
On the other hand, the Far Eastern provinces are ahead of
the rest of Russia and the countries of Central Asiain
health care and passenger vehicle ownership. In 1996-1999,
the number of private cars in Kyrgyzstan and Russia
increased by 7%, while in Kazakhstan it decreased by 5%
and in Tgjikistan by 5%.

In 1998 alone, the number of privately-owned trucks
increased by 4% in Kazakhstan, 10% in Kyrgyzstan, 12%
in Tajikistan and 13% in Russia. The number of privately-

Table 17. Wealth and Incomes: Selected Indicators, 1999

Shareinthe CIS Per capita GDP GDP per capita GDP per capita
Gross Domestic relativeto CIS (PPP), US$ (PPP) as share of
Product, % average, % U.S. level (1996), %

Kazakhstan 53 100 5,158 15.6
Kyrgyzstan 0.8 46 2,374 7.6
Tajikistan 0.4 20 1,031 33
Turkmenistan 14 76 3,934 10.7
Uzbekistan 3.8 44 2,266 7.2
Russia 68.7 133 6,839 24.2

Source: CIS Statistical Yearbook 1999 (Moscow: Interstate Satistical Committee, 2000), 87-89.

Table 18. Standards of Living: Selected Indicators

Students per Number of people | Passenger motor Newly built apartments
1,000 population | per onemedical | vehicles per 100 per 10,000 population
doctor families
1997 1997 1999 1990 1999
Kazakhstan 28 272 25 68 6
Kyrgyzstan 27 306 17 51 9
Tajikistan 16 499 14 54 7
Turkmenistan n/a 336 27 58 n/a
Uzbekistan 16 306 21 61 32
Russia 37 219 28 71 27
Far Eastern Region 31 203 35 86 17

Source: Russian Satistical Yearbook 2000, 605-606, 619, "Regions of Russia 2000" Statistical Yearbook.
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owned buses in Kazakhstan and Kyrgyzstan increased by
20% and 33%, while in Tgjikistan and Russia it increased
by 12% and 16% respectively, reflecting the growing
commercialization of privately-owned motor vehicles.
Towards the end of the 1990s, the number of privately-
owned trucks and buses, including those owned by
individuals, reached almost 2.8 million, while the number
of individually-owned motorcars was about 28 million and
growing rapidly. On the other hand, the truck fleet is
decreasing and in 1998 alone it shrunk by 27% in
Kazakhstan, 11% in Kyrgyzstan, 44% in Tajikistan and
17% in Russia

The economic downturn of the 1990s badly affected
housing construction. In 2000, the floor space of the newly
build apartments throughout the CIS totaled 48 million
square meters, while 96.4 million square meters of
apartments were commissioned in 1991. In general,
housing construction shrank by 17% since 1995 and on
average was at the same level as 1953. Unlike the period
prior to 1992, non-state enterprises and individual investors
are by and large now financing the construction of new
apartments. For example, in Kyrgyzstan, Tgjikistan and
Uzbekistan, the share of the latter reached 90%, while in
Kazakhstan it was about 70%. By 2000, individual
financing accounted for 50% and 47.7% of new housing
construction in Russia and the Far Eastern region
respectively.

Energy Sector

Before 1992, the supply of energy resources was
among the main pillars of economic development and
social advancement in Central Asia, with Russia fulfilling
the role of a critical source of subsidized oil,
petrochemicals, electric power and natural gas. Kazakhstan
is the second largest oil producer within the CIS after
Russia (Table 19).

Kazakhstan's future as a potential exporter of oil

appears bright, considering the $20-billion Tengizchevrail
joint venture with Chevron to develop the Tengiz oil field,
with 6 to 9 billion barrels of estimated oil reserves. The
Tengiz-Novorossiisk oil pipeline, which will be capable of
transporting more than 60 Mt of oil each year, and which
opened in November 2001, should be seen as a major
development in energy cooperation between Russia and
Kazakhstan. Kazakhstan could earn $700 billion in
revenues (including taxes) from offshore oil and gas fields
over the next 40 years. Also, the government hopes to
attract $65-70 billion to its promising oil and gas sector
over the next decade. With predictions of up to 10 billion
barrels of recoverable oil in the Kashagan offshore ailfield,
Kazakhstan could become one of the world's major oil
producers in the next decade.

Before 1992, Kazakhstan was integrated into the
Russian pipeline system, which provided the means for oil
exports. Kazakhstan's urban and industrial centers in the
east aso receive oil from Siberia. Russia and Kazakhstan
can swap some volumes of oil with Kazakhstan delivering
oil to Russian refineries and Russia delivering its oil for
processing at refineries in Kazakhstan. In addition, there is
a possibility of Kazakhstan swapping oil with Iran via the
Caspian Sea for local consumption in Iran, while Iran
would deliver the equivalent volume for export via Persian
Gulf ports. An agreement on such transactions was signed
in 1996.

Currently Kazakhstan imports natural gas from
Uzbekistan and Russia. About 40% of its reserves are
concentrated in the giant Karachaganak field in northwest
Kazakhstan, which is to be developed under a US$8 billion
production-sharing contract. In 2000, this field produced
4.6 million tons of gas condensate and this volume could
triple in the future, while the natural gas output could reach
40-50 Bcm a decade from now. Mgjor gas fields are located
close to the Russian gas pipeline system that could
facilitate exports. In addition, Kazakhstan provides transit
services for natural gas delivered from Uzbekistan and

Table 19. Energy Sector: Selected I ndicator s, 1999-2000

Kazakhstan | Kyrgyzstan | Tajikistan |Turkmenistan Uzbekistan Russia

Proven Qil Reserves Min. t 1,370-2,411 55 1.6 74.8 82.2| 6,712-7,534
Qil Production 1,000 t/year 34,650 220 19 7,400 7,600 335,500
Qil Consumption 1,000 t/year 11,000 550 1,450 3,250 6,800 117,000
Net Oil Exports 1,000 t/year 22,600 4,150 218,500
Net Oil Imports 1,000 t/year 1,432

Crude Refining Capacity | 1,000 t/year 21,350 11,850 11,100 330,000
Natural Gas Reserves | Bcm 1,820-1,960 5.6 5.6 2,830 1,850 47,600
Natural Gas Production | Bcm 4.54 0.0098 0.0588 46.5 5,488 582.4
Natural Gas Consumption | Bcm 13.44 1.89 1.1564 12.9 39.8 392.0
Net Natural Gas Exports | Bcm 33.6 190.4
Net Natural Gas Imports | Bcm 8.9 11

Coa Reserves Min. sh. t 37,500 895 none 4,400 173,000
Coa Production Min. sh. t 64.2 0.46 0.0207 none 32 276.3
Coa Consumption Min. sh. t 39.5 1.22 0.0138 minimal 3.2 268.3
Electric power capacity | GW 17.4 3.8 4.4 3.9 11.8 204
Electricity production BIn. kWh 4.4 13 15.6 8.4 43.5 798
Electricity consumption | Bln. KWh 44.1 10.2 14.7 4.8 42.9 728
Net electricity exports | BIn. KWh 2.8 0.9 3.6 70

Source: Energy Information Administration, http://mww.eia.doe.gov




Turkmenistan to Russia. Meanwhile, a gas pipeline project
between Kazakhstan and Chinais under consideration, with
Uzbekistan a potential partner.

Kazakhstan also remains the third largest coal
producer, after Russia and Ukraine. The Ekibastuz basin is
the third largest coal producing area in the CIS. In the
1990s, high railway tariffs limited exports of coal to Russia
and other CIS economies to only one-third of the 1990
level. Along with a sharp decline in domestic demand for
coal in the 1990s, this led to a 50% decline in coal output.
However, Kazakhstan remains the largest coal exporter
within the CIS, with the Russian market serving as the
leading importer and Ukraine second only to Russia. In
1996, two Russian utilities from neighboring regions
acquired two coal-mines in Kazakhstan as payment for
unpaid debts for power supplies. In general, Russiais likely
to expand imports of coal from Kazakhstan to 30-40
million tons ayear.

Kazakhstan has 54 fossil fuel-powered plants, mostly
concentrated in the northern region adjacent to Russia, five
hydroelectric power plants, and a nuclear power plant. The
country's electric power transmission system is connected
to grids in Siberia and Western Russia, as well as to
networks in Kyrgyzstan and Uzbekistan. Kazakhstan is
both an exporter and importer of electricity, and its national
power network is working with United Energy System of
Russia and with the national energy companies of
Kyrgyzstan, Turkmenistan, Tajikistan, and Uzbekistan.
Imports from Russia and Kyrgyzstan account for more than
10% of domestic power consumption.

In Turkmenistan, about nine-tenths of foreign direct
investment flows into the oil and natural gas sectors. Work
is underway on a $1.4-billion upgrade and modernization
of one of its two refineries with financing from German and
Japanese sources. France's Technip was awarded a contract
in July 1999 to build a lubricant blending plant at the same
refinery.

Exxon/Mobil has a 40% stake in Turkmenistan's
Burun field, as well as a 52.4% interest in the Kotor
Tepe/Barsa Gelmes PSA and a share of the Garashsyzlyk
PSA, although Turkmenistan laws prevent foreign
companies exporting oil and gas, and foreign investors do
not have access to export pipelines.

However, the only export option for oil and gas wasto
the north via Uzbekistan, Kazakhstan, and Russia.
Turkmenneft oil company, owned by the state, accounts for
90% of total oil extraction, while the rest of the output was
accounted for by Turkmengaz and foreign companies,
operating under production-sharing contracts. The official
goal set by the government is to raise crude oil production
to 1 million bbl/d by 2010.

Turkmenistan's proven natural gas reserves are
estimated at about 2.8 Tcm. Gazprom owns 44% of
TurkmenRosgaz, the state-owned company that exports gas
via Russia. Prior to 2000, Turkmenistan was involved in a
dispute with Russia over the export prices of its gas; gas
production tripled after an agreement was reached, with the
Ukrainian market providing most of the demand. It is
important to note that by October 2000, Ukraine's unpaid
debt to Turkmenistan for gas shipments had reached
US$281 million. By 2001, Azerbaijan owed Turkmenistan
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US$59 million, and was in debt to Kazakhstan to the tune
of US$58 million. Furthermore, at one point, Gazprom's
subsidiary threatened to halt gas transit to Ukraine, which
owed at least $1.4 billion for gas. On May 14, 2001,
Turkmenistan and Ukraine agreed to a major gas export
deal through 2006 under the condition that Ukraine would
make its payments on time. Ukraine agreed to pay 60% in
cash and the remaining via participation in 20 construction
and industrial projects in Turkmenistan, worth US$412
million.

On the other hand, export restrictions and other factors
complicate foreign investment inflow in the oil and gas
sectors. For example, in 2000, Turkmenistan reached an
agreement with Russia's Transneft Company to export up
to 50,000 bbl/d of its ail, using the Baku-Novorossiisk
pipeline. However, due to the high sulfur and parrafin
content of its oil, the agreement did not materialize and
Turkmenistan is still relying on shipments by tanker and
railway. Moreover, Turkmenistan has demonstrated an
interest in entering swap agreements with Iran in order to
export its oil. Turkmenistan exports its gas to northern
provinces of Iran and these links are likely to expand. In
addition to Iran, other possible export routes for Turkmen
gasinclude China and Pakistan.

Armenia, Turkmenistan, and Iran cooperate through
their interconnected power grids. In May 1998,
Turkmenistan announced that a new 220-400 kV power
transmission line would be extended to the border with Iran
to export electricity. Armenia's power grid has been
connected to Iran's since 1998. On the other hand, the five
CIS countries surrounding the Caspian Sea remain divided
over who owns the resources in the seabed. In particular,
Turkmenistan has a conflict of interest with Azerbaijan,
claiming that oil and gas reserves in the disputed sector are
estimated at 11 billion tons of oil and 5.4 trillion cubic
meters of natural gas.

Uzbekistan's oil and gas reserves have been estimated
to be worth more than $1 trillion, being as large as the oil
and gas reserves of all other Central Asian economies
combined. Uzbekistan is the only CIS country that has
more than doubled its oil production compared with 1990.
The Bukhararefinery was the first refinery to be built in the
CIS since 1992. This project cost in excess of $400 million
and its current capacity is 2.5 Mtpa, to be expanded to 5
Mtpa. In 1998, Mitsui won a $200-million contract to
upgrade and expand desulfurization capacity at the Fergana
refinery. In 1996, Texaco formed a joint venture at the
Fergana refinery to produce and market Texaco-branded
products. In 2000, all three Uzbek refineries processed
more than 5 million tons of crude oil and gas condensate.

In 1999-2000, Uzbekistan accumulated US$2 billion
in foreign investment and loans with the government
announcing plans to privatize 49% of Uzbekneftegaz, the
state holding company, and grant foreign companies
engaged in prospecting preferential treatment, exclusive
rights and exemption from certain taxes and dues.

Furthermore, 80 fields are likely to be offered to
prospective investors from the list of the 171 currently
discovered fields, which have total oil reserves estimated
at 82.2 million tons. As of 2000, oil was produced at 51
fields, gas at 27, and gas condensate at 17 fields. On the
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other hand, Uzbekistan is one of the two landlocked
countries in the world that are surrounded by other
landlocked countries. One export option is to utilize an
existing pipeline that brought oil from Omsk to the
refineries.

Uzbekistan is the third largest natural gas producer in
the CIS and one of the top ten gas-producing countries in
the world. Since 1992, gas production has increased by
30%, but domestic consumption has increased at about the
same rate. Uzbekistan exports natural gas to Kazakhstan,
Kyrgyzstan, Russia, and Tgjikistan via the Central Asia-
Central Russia pipeline, but frequent non-payment by
Kazakhstan and Kyrgyzstan is a particular problem.
Kyrgyzstan buys gas for US$42 dollars per 1,000 cubic
meters, paying 50% in cash and 50% in goods, in addition
to supplying Uzbekistan with water during the cotton-
growing season. Uzbekistan also provides atransit route for
gas from Turkmenistan.

Uzbek gas requires processing due to its high sulfur
content. The Gas-Chemical Complex, which is located in
the southwest, was completed in December 2000 at a cost
of US$1 hillion. Uzbekneftegaz financed the project with
loans from international financial institutions, including
more than US$400 million from the Japanese Bank of
International Cooperation and around US$200 million from
the U.S. Export-Import Bank. In 2001, Trinity Energy of
the United Kingdom committed to investing more than
$400 million, over a 40-year period, for the exploration and
production of gas condensate deposits.

To diversify its gas exports, Uzbekistan has sought to
develop dternative export routes, with the expansion of the
existing Central Asia-Central Russia pipeline system one
possible option. It discussed prospects for the export of gas
to Pakistan and possibly, India via the Central Asia Gas
pipeline project with Turkmenistan, Afghanistan and
Pakistan, and was looking at a proposed 8,000-kilometers
pipeline from Turkmenistan and Kazakhstan to China

Power generation in Uzbekistan, unlike oil and gas
production, has been displaying a downward trend.
Uzbekistan has gone from being a net electricity exporter to
a net importer. Much of Uzbekistan's electric power is
generated from natural gas-powered plants, with smaller
amounts generated from coal and hydroelectric facilities. In
2000, Siemens AG of Germany, using a US$27.8 million
line of credit from the European Bank for Reconstruction
and Development, began modernizing two of the ten
power-producing units at the Syr Darya Power Plant. In
addition, Mitsubishi has allocated $234 million to the
construction of a new power-producing combined cycle
unit.

Uzbekistan imports electricity from and exports
electricity to its Central Asian neighbors, with some of
these exports and imports governed by an agreement
between Uzbekistan, Kyrgyzstan, and Kazakhstan to
cooperate in using the region's water and energy resources.
In general, Kyrgyzstan supplies Uzbekistan with electricity
using the surplus power from its hydroelectric plants in the
summer, during which period Uzbekistan exports natural
gasin return, exporting natura gas, fuel oil, and electricity
during the winter. In December 2000, Kyrgyzstan pledged
to supply 2.2 billion kWh of electricity to Uzbekistan, but

Uzbekistan's decision to suspend gas supplies to
Kyrgyzstan blocked the deal.

In conclusion, Kyrgyzstan's and Tajikistan's energy
sectors are focused predominantly on hydroelectric power,
which accounts for more than 90% of their electricity
production. Qil, gas and electricity shortages are common.
These two economies are the poorest of the Central Asian
countries and experience more economic hardships. Their
capacity to deal with the energy sector problems is
extremely limited, requiring assistance on the part of their
CIS neighbors and international agencies such as the World
Bank, and officia development assistance from advanced
economies. It is noted that the current capacity of Russiato
provide such assistance is very limited. However, as Table
17 demonstrates, much of the potential in the energy sector
was inherited by Central Asian CIS economies from the
Soviet era. This may represent a formidable contribution to
their current wellbeing and economic development that
could be difficult to overestimate.

It is obvious that the energy sector contains major
sources of disagreements and risks of competition. At the
same time, it also offers ample opportunities for
cooperation involving the economies of Central Asia and
Russia. For example, a Trans-Siberian gas pipeline could
become a viable option for Kazakhstan and Turkmenistan
to export-together with Russia- natural gas to China. On the
other hand, with domestic prices for natural gas in Russia
rising in the next two to five years, this could be an
alternative direction for exports. In any event, the
coordination of interests in both the oil and gas sectors, the
complementarity of development plans and joint efforts in
cross-border infrastructure construction may together form
the best way for Russia and the Central Asian economies to
expand their market share in the regional energy markets of
Eurasia. This also represents a unique opportunity for the
"Shanghai Five" framework in developing long-term bonds
in the energy sector that promise to bring stability and
prosperity to Central Asia. At a press conference on
November 29, 2001, during the CIS summit in Moscow,
the President of Kazakhstan, Nursultan Nazarbayev
proposed forming a "gas and oil alliance" involving
Kazakhstan, Russia, Turkmenistan, Uzbekistan and
Azerbaijan.

Conclusion

As the new independent states of Central Asia became
involved in the anti-terrorist campaign and humanitarian
relief efforts in Afghanistan, international attention to this
region increased. The five countries were repeatedly visited
by high-level officials from the United Nations, the United
States and Europe.

A decade of self-reliance brought mixed results to the
economies, people and even stability of Central Asia. The
list of problems includes explosion of poverty, ethnic
clashes, extremism and terrorism. In some countries,
nationalism and authoritarianism were on the rise, leading
over the last 10-15 years to the outflow of non-Central
Asians from this area. Russia is increasingly concerned
about the traffic in illegal drags through Central Asia. The
1990's was a period of heavy losses in terms of human
capital. The share of economically active population



decreased vis-a-vis both the total population and the
working age population. Social conditions as well as the
capacity to develop human resources have deteriorated. The
economic downturn of the 1990s badly affected housing
construction.

Despite the positive dynamics of economic indicators
in 1999-2001, Central Asian economies have yet to
overcome the continuing decline in investment activity, the
shortcomings of the banking system and grossly
underdeveloped financial markets. The composition of
investment demonstrated that the states in some economies
of Central Asia have reduced their involvement in
economic activities. On the other hand, the state sector in
the economy of Tajikistan and Uzbekistan continues to play
the dominant role. The August 1998 financial crisis not
only led to an outflow of foreign funds from Russia in
particular, but also reduced personal incomes. Also, before
the crisis, Central Asias trade with the rest of the CIS has
been weakened and revived somewhat only in 1999-2000.

On the positive side, non-state enterprises are now
serving as the main source in terms of job creation. Central
Asia attracts attention as the region rich in energy
resources, including oil and natural gas in the Caspian Sea
area, from where the Trans-Caspian Pipeline Consortium
has already launched a high-capacity oil pipeline. South
Korean companies went ahead with sizable investment
projects in Uzbekistan, while China demonstrated a strong
interest in developing cooperation in the energy sector, and
Japan and the United States lead in bilateral official
development aid. In fact, it was the United States that
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launched the most elaborate and comprehensive framework
for economic, technical and humanitarian assistance

The 1990's also demonstrated that diversification of
trade and investment links, Central Asia retained close
economic links with CIS, particularly Russia. On
November 30, 2001, their leaders took part in the CIS 10th
Anniversary Summit held on in Moscow. As this overview
shows, in terms of markets, trade opportunities, transport
links and the routes for oil and gas exports and transit there
islittle alternative to cooperative relations with the northern
neighbor. However, one should wait and see whether the
interdependent relationships among Central Asia and
Russia could be restored.

Through a comparison of some statistical data for
Central Asia and Far Eastern Russia this overview also
demonstrates that in overall the Far Eastern region was not
too different in social and economic trends, but in relative
terms was ahead of Central Asia in export performance,
university level enrolments, public health standards and
income level. In general, the future of Eastern Russia,
including the Far Eastern region depends on the capacity to
develop and export regional energy resources to Northeast
Asia. Thisis aso true for some Central Asian economies,
including Kazakhstan, Turkmenistan and Uzbekistan. It is,
therefore, important that at the CIS Anniversary Summit
cooperation and coordination of the export-oriented energy
projects was proposed. Indeed, in the context of recent
developments in Afghanistan eastern provinces of Russia
and some economies of Central Asia appear as promising
sources of "secure energy" for both Europe and Asia.
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0 O O Energy Information Administration, http://www.eia.doe.gov
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China's Energy Cooperation with Japan and the Koreas:
Opportunities and Prospects’

Xiaojie Xu
Overseas Department, Petroleum Economics and Information Center, CNPC, Beijing, China

I ntroduction

Northeast Asia is strategically significant, both in
geographic and economic terms. The region has a history of
strife including the Russian occupation of the northern
Japanese islands, the separation of the Koreas as a result of
the Korean War, and the Japanese invasion of Chinain the
1930s-40s. Economic connections and political cooperation
in this region were minimal during the Cold War, but have
been intensifying since then.

Energy is among the issues covered by regional
dialogues. Japan is the largest petroleum consumer in
Northeast Asia and the second largest one in the world,
with an annual demand of 255 million tons (Mt) for oil and
of 69.5 billion cubic meters (Bcm) for gas. In this country,
over 97% of oil requirements are satisfied by sources
outside the region, located mainly in the Persian Gulf.

The Republic of Korea (South Korea) is also
dependent on external supplies to run its economy.
Notably, South Korean petroleum demand in the last
decade has been growing rapidly from 35.6 Mt to 93.3 Mt.
In 1996, the country's oil demand reportedly exceeded 100
Mt, including 95% imported from outside the region. This
great thirst for oil constitutes a major challenge for energy
security of these two economies.

Mongolia and the Demacratic People's Republic of
Korea (North Korea) fall, to some extent, into the same
category as Japan and South Korea, with few hydrocarbon
reserves and with both countries being either landlocked or
isolated politically and economically. Mongolia has been
dependent on ail supplies from Russia, while North Korea
is dependent largely on China. Considering its security
interests and traditional relationship with North Korea,
China continues to export about half a million tons of ail
annually to its neighbor.

By comparison, Russia is among the leading non-
OPEC oil producers endowed with huge resources of oil
and natural gas. In 2000, Russian oil production increased
to 346 Mt, while gas output reached 590 Bcm. About 78%
of oil and 87% of gas produced in Russia are from Western
Siberia. However, future strategic reserves of hydrocarbons
may become available from such remote areas as the
Yamal peninsula in Northwest Siberia, Eastern Siberia and
the Far Eastern region. Based on these resources, Russiais
likely to continue to be well positioned as a major oil and
gas producer and exporter.

On the other hand, China became a major oil producer
and its oil output reached 100 Mt in 1978. In 2000, Chinese
oil production peaked to 162 Mt and natural gas production
increased to 27 Bcm. From 1993, however, China became a

net oil importer and although its natural gas and oil
production is projected to expand, domestic supplies will
no longer be sufficient to meet growing demand. China
therefore is seeking access to new sources of energy from
both remote domestic sources such as the Tarim Basin and
from other countries, including Russiaand Central Asia.

Overall, none of the other economies mentioned
above, except Russia, can bridge the gap between demand
and supply without closely linking themselves to oil and
natural gas exporters, Persian Gulf oil producing states in
particular. In 1999, for example, the combined Japanese,
South Korean and Chinese oil imports from the Middle
East reached 370 Mt, meeting 94%, 77% and 62% of their
domestic demands respectively.

At the same time, large underdeveloped oil and gas
resources are available in Eastern Siberia and the Far
Eastern region in Russia, and Xinjiang province in China.
Potentially, these remote hydrocarbon provinces could be
strategically important for the whole of East Asia. After the
end of the Cold War, these regions have become accessible
for development. Russia firmly intends to develop oil and
gas resources in Eastern Siberia and the Far Eastern
provinces. At the same time, Japan, South Korea and China
have their own plans for developing new energy resources
in Russia, while continuing to maintain imports from the
Middle East and other regions.

Since the early 1990s, efforts aimed at developing oil
and gas producing areas in Northeast Asia intensified,
including plans for natural gas and oil pipelines between
China and Russia, and other possible energy links between
Russia and Japan, and Russia and South Korea. It is
believed that these new connections will play a critical role
in diversifying and securing regional energy supplies.

In order to examine some of these prospects and
surmount the challenges associated with the realization of
energy mega-projects in Northeast Asia, this paper, first of
all, provides an overview of the changing energy landscape
in Northeast Asia, particularly growing imbalances
between demand and supply.

Our second goal is to elaborate on prospects for
cooperative approaches in developing new energy sources
by al energy-importing economies in the region, and their
rationales for considering such approaches. China-Russia
natural gas and oil connections are paid specia attention,
taking into account the importance of the two neighboring
countries and their key role in balancing Northeast Asian
energy markets.

The paper aso briefly reviews prospects for regional
cooperation in natural gas and oil exploration and

! This paper is based on previous studies conducted during 1998-99 with the support of the James Baker Institute at the Rice

University.
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production, cross-border transportation infrastructure, and
governmental coordination in project financing and risk
management. In conclusion, prospects for strategic gas
connections between China and Russia are analyzed in the
context of changing regional political and economic
Settings.

The Changing Energy Picturein Northeast Asia

A number of political and economic changes are
taking place in Northeast Asia, affecting and reshaping
global energy configurations. The Persian Gulf region
continues to serve as the world's key energy warehouse
with its oil output traditionally sought after by several
leading consumers, including the United States, Japan and
European economies. The collapse of the Soviet Union also
opened up Central Asian energy resources. Furthermore,
Russia, in the process of pursuing a policy of economic
openness and cooperation, is encouraging foreign
investment in the development of its new oil and gas fields,
including those in Eastern Siberia and the Far Eastern
region. At the same time, the Northeast Asian energy
landscape is undergoing a dramatic transformation with
China and South Korea expanding their oil and gas
demand. These trends, coupled with large-scale energy
consumption and imports by Japan, position Northeast Asia
as astrategic region in the world of energy.

1. Energy demand

Japan saw strong economic growth from the 1960s-
1970s and has been the biggest oil consumer in Asia since
1965, accounting for about two-thirds of energy demand in
the whole of the Asia-Pacific region until the 1990s. Apart
from coal, Japan lacks any significant domestic sources of
energy and imports ailmost al crude oil, natural gas, and
other energy resources, including uranium. Currently, oil
provides Japan with 56% of its total energy needs. In 2000,

75%-80% of oil imports originated from OPEC,
particularly the Persian Gulf countries, including the United
Arab Emirates, Saudi Arabia, Kuwait, and Iran. With the
advancement of energy-saving technologies, its energy
consumption has grown slowly and Japan's share of
regional demand has shrunk since the late 1980s, compared
with growing energy consumption in China and South
Korea. When, in 1996, Chinese consumption of crude oil
visibly outstripped domestic supplies, it was a turning point
in the changing oil demand picturein Asia (Table 1).

Because Japan's domestic natural gas production is
minimal, about 97% of its gas is imported, al in the form
of liquefied natural gas (LNG) from Southeast Asia,
including 40% from Indonesia. Demand on the part of
Japan, South Korea and Taiwan accounts for about three-
quarters of world LNG trade (Table 2).

Only about 5% of Japan's urban areas are equipped
with a gas distribution system thus far, although there are
plans to increase the natural gas share in the primary energy
supply to 14% and above by 2010. Meanwhile, Japan also
has an opportunity to import gas via a pipeline from
Sakhalin or via China. Many analysts have cited the
absence of an effective gas distribution system as the key
reason for Japan's high retail energy prices (Table 3).

South Korea, on the other hand, used to be arelatively
small consumer in the 1970s, while China was self-
sufficient. Dramatic shifts have been taking place since the
end of the Cold War. In the 1990s, South Korean oil and
gas consumption accounted for around 70% of its primary
energy consumption. From 1988-1998, consumption and
imports grew by 10% annually, largely from the Middle
East.

To enhance oil security by exploring overseas
opportunities, the Petroleum Exploration and Development
Company (PEDCO) was established in 1979. In 1999, it
was renamed as the Korean Petroleum Development

Table 1. Asian Oil Consumption, 1990-1999

(MY)
1991 1992 1993 1994 1995 1996 1997 1998 1999
China 117.9 129 140.5 149.5 160.7 174.4 185.6 190.3 200
Japan 252.1 258.5 252.7 268.4 268.6 269.9 266.3 255 258
South Korea 59.9 72.3 79.3 87 94.8 1014 110.3 93.3 99.9
Source: BP-Amoco World Energy Satistical Review, June 2000.
Table 2. LNG Imports by Japan and South Korea, 1999
(Bcm)
U.SA. Qatar UAE Australia Brunei Indonesia | Malaysia Total
South Korea - - 0.1 - 0.8 9.5 3.9 14.3
Japan 18 3.7 6.2 9.7 7.3 24.2 13.2 66.1
Source: BP-Amoco World Energy Statistical Review, June 1999.
Table 3. Gas Demand in China, Japan and South Korea, 1991-1998
(Mtoe)
Countries 1991 1992 1993 1994 1995 1996 1997 1998
China 134 13.6 14.6 14.9 15.9 15.9 174 174
Japan 49.2 50.4 50.7 54.3 55 59.5 58.6 62.5
South Korea 35 4.6 5.7 7.6 9.2 12.2 15 14.1

Source: BP-Amoco World Energy Satistical Review, June 2000.



Corporation (KPDC). Between 1981 and 1993, KPDC
invested $1 hillion in 43 overseas projects in 26 countries
including Indonesia, Yemen, Egypt, Argentina and
Venezuela. Since 1993, it has expanded its investment in
the Middle East. So far, the company has 18 overseas
exploration and development projects in 12 countries (4
production oil fields, 2 development fields and 12
exploration projects).

Moreover, South Korean gas demand has increased
rapidly. The share of natural gas accounted for 8.6% of the
primary energy consumption in 1997, an increase of 84%
from the 1990 level. The gas share in South Korea's
primary energy mix is expected to reach 12% in 2010 and
13.5% in 2020 (Table 4).

By 2010, natural gas will be widely used across the
entire country except for Cheju Island, where there are
fewer than 150,000 residents. LNG imports are being
expanded gradually due to growing demand for natural gas
and exclusive dependence on LNG. To import LNG from
Qatar (Ras Laffan), Kogas was promoting construction of
the new receiving terminal and expansion of the existing
terminals in Pyongtaek and Inchon. In 2000, South Korea
imported 16 Mt of LNG largely from Indonesia and
Malaysia, but also from Brunei and Australia, accounting
for about 14% of the LNG volumes traded worldwide.

North Korea, on the other hand, relies on two
domestic energy sources - coal and hydropower. Its
industrial activities are routinely affected by energy
shortages. Coal accounts for more than 80% of primary
energy consumption, while the share of hydropower is
more than 10%. North Korea has few oil reserves other
than a handful of areas (Hamhung and Sinpo) under
exploration, and imports about 2.85 Mt of oil, including
about 0.5 Mt from China and another 0.5 Mt provided by
the United States and other countries under the 1994
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KEDO agreement. Oil accounts for about 6% of North
Korea's primary energy consumption and is largely limited
to gasoline, diesel and jet fuel production.

Codl is aso the primary energy source for Mongolia
and it is used at coal-fired power stations to produce
electricity and provide heat to urban areas. Annual coal
consumption is estimated at 4.67 Mt. Mongolia generates
2.425 billion kWh of electric power with a 0.23 billion
kWh shortage. Its annual oil imports (about 0.6 Mt) and
fuel supplies (0.4 Mt) originate mainly from Russia. Since
the second half of 1999, Mongolia has had to reduce its
imports from Russia due to rising prices. Imports from
China have been planned for years and are expected to ease
supply constraints.

Reportedly, some petroleum exploration activities are
under way in Tamsag and the East Gobi basins. Mongolia
has no substantial natural gas reserves and no experience of
utilizing natural gas or LPG. It has been confirmed that its
national energy company has made an attempt to market a
small amount of LPG balloons imported from Russia and
China.

Chinaisthe fifth largest oil producer and the twentieth
largest natural gas producer in the world. Currently, the oil
and gas share in Chinas primary energy mix accounts for
23% and 2%, respectively. China's gas usage is lower than
that of most industrialized and developing countries. Low
natural gas utilization (Table 5), shortage of gas supply and
regional imbalances in terms of the distribution of the
reserves and location of the markets constitute major
vulnerabilities in China's energy security policy.

Chinese ail production grew rapidly from 0.12 Mt in
1949 to 100 Mt in 1978 and 161 Mt in 1999. The reserves
to production (R/P) ratio peaked in 1961 and declined
thereafter. The R/P rate has decreased substantially to about
15 years as newly added reserves from the early 1980s

Table 4. Energy Consumption Mix in South Korea, 1997-2020

(%)

1997 2001 2006 2010 2020
Oil 58.8 54.7 51.7 50.5 49.0
Coa 195 19.7 21.0 18.8 17.7
Nuclear 10.7 12.3 135 16.2 16.8
Gas 9.5 11.7 115 12.1 135
Hydro 0.8 0.7 0.7 0.6 0.5
Renewable 0.8 11 16 18 24

Source: A Sudy on the National Long-term Energy Plan, December 1996, Ministry of Trade, Industry and Energy, Korean

Energy Economics Institute

Table 5. Oil/Gas Consumption Ratio

(%)

1988 1990 1992 1994 1996 1998
China 8.68 8.36 9.49 10.03 10.97 10.94
Japan 5.58 5.37 513 4.94 4.54 4.08
South Korea 13.19 16.5 15.72 11.44 831 6.60
U.SA. 1.70 161 154 151 147 1.55
Australia 2.09 1.92 2.03 194 201 2.04
United Kingdom 172 175 1.64 1.38 110 1.01
India 7.80 5.17 4.34 4.29 4.29 4.12
Brazil 17.85 17.18 17.25 16.02 14.82 14.34

Source: BP-Amoco, 1999; EIA Outlook, 1996.
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failed to keep pace with increased outpuit.

However, the development of natural gas reserves in
Sichuan, the Tarim, Changging and Yingehai basins helped
China to expand gas production. The natural gas R/P ratio
is estimated to be around 40-57 years. The oil/gas ratio in
terms of production (Table 5) has shown a downward trend
in the past decade in al countries surveyed, except China,
which demonstrates an increasingly high dependence on oil
compared with some industrialized and developing
countries. Moreover, there remains a deficit in natural gas
supplies compared to demand, promoted by high pace of
economic development and environmental pressure (Table
6). In 2010, estimated gas deficit could be over 40 Bcm
(low case scenario).

More notably, gas reserves are located in Southwest
and Western China (Sichuan, Changging, Qinha and the
Tarim) and offshore. Currently, Sichuan gas accounts for
about 32% of the total output. Changging will be a growing
supplier of gas in the next five years. Natural gas
consumption is mainly centered in Northeast China, the
Bohai Bay region, the Yangtze River Delta and central-
southern China. Currently, central-southern China is the
biggest gas consuming area. However, the Yangtze River
Delta, Northeast China and the Bohai Bay region will
become major gas consuming centers, making regional
patterns of Chinese natural gas supply and demand very
unbalanced (Table 7).

These imbalances are forcing the government to
construct a national gas trunk line network to move large
quantities of natural gas from gas fields in Southwest and
Western China to markets in Northern and Eastern China.
In 2000, Chinas oil and gas pipelines extended to 11,552
km and 13,148 km in length, respectively. Currently, over
70% of crude oil is shipped through the pipelines and the
rest is transported by rail and river. The current level of

pipeline infrastructure development constitutes a serious
bottleneck in developing the market and promoting natural
gas.

In summary, this brief overview of the current and
anticipated demands for energy in Northeast Asia leads to
the following conclusions:

« Growing energy demand on the part of China, South
Korea and other economies of Northeast Asia,
together with large traditional demand on the part of
Japan, justifies plans for a substantial reliance on
external natural gas resources;

« A downturn in Japanese demand has resulted in the
shrinking of its market share in the region, while
demand from other countriesis growing;

« The growth of energy demand in aregional context,
rather than that in the case of any single country,
deserves greater consideration. The economies of
Northeast Asia will continue to search for multiple,
cleaner and more reliable sources of energy
supplies, including the Persian Gulf and emerging
strategic energy regions such as Eastern Russia.

2. New Hydrocarbon Sources

In geophysical terms, Eastern Siberia in Russia is a
plateau with rich natural resources, including about 8,600
Mt of oil and 31,000 Bcm of gas resources. Thus far,
proven oil reserves are estimated at 1,250 Mt to 1,750 Mt
and proven gas reserves at 2,000 Bcm (Table 8).

The whole of Eastern Russia's oil and natural gas
resources, including those in the Far Eastern region show
great potentia (Table 9).

At the same time, early exploration activities in
Eastern Siberia have encountered unexpected geophysical
challenges and development difficulties. There are a
number of giant natural gas fields in Eastern Siberia and at

Table 6. Gas Production and Demand in China

(Becm)
1998 2000 2005 2010
Production 22 24 60.6 70.7
Consumption 17.4 27.67 60.6 1344
Gasgap 4.6 - 3.67 - - 63.7

Source: Wan; 1997 and SDPC Energy Institute. Chinese Gas Demand Projection to 2010, 1996

Table 7. Natural Gas Production and Consumption For ecast

(Bcm)
1998 2000 2005 2010
Production 23.2 25.0 70.7
Sichuan 7.53 7.70 11.8 -
Changqing 1.80 231 8.04 -
Qinghai 0.64 0.66 181 -
Tarim 0.55 0.55 0.92 -
Offshore 1.92 - - -
Consumption 174 27.4 60.6 134.7
Northeastern China 3.82 3.83 7.27 30.98
Bohai Bay 2.08 6.30 13.93 28.28
Y angtze Delta 0.87 1.92 14.54 32.32
Central-Southern China 8.17 10.41 12.12 18.85
Rest of China 2.43 4.93 12.72 24.24

Various sources




least eight big gas fields in the Far Eastern region, as well
as smaller ones, not to mention underdeveloped oil fields.
Nonetheless, oil production in Eastern Siberia reportedly
could reach 45 Mt in 2015 and eventually peak at 60-70 Mt
for oil and 100-120 Becm for natural gas.

This potentially makes Eastern Russia a huge
hydrocarbon resource area and a strategic warehouse of
hydrocarbon fuels for Asia. Moscow did not pay adequate
attention to the strategic importance of these energy riches
during the Cold War because of security and political
tensions in Northeast Asia. From the 1960s, the mgjority of
Russian exploration and production activities were
concentrated in Western Siberia and Central Asia.
Ironically, the oil needs of Eastern Siberia and the Far
Eastern region are still satisfied by shipments from Western
Siberia.

Russia launched geological surveys and exploration
activities in its Far East, offshore from Sakhalin, in
cooperation with Japan under the Sakhalin-1 project. In the
early 1980s, the necessity of development in Eastern
Siberia and the Far East region increased and Moscow
adopted a development plan for the eastern areas. In 1986,
Mikhail Gorbarchev stated Russian policy in the Far East
with the clear intention of accelerating the economic
development of the eastern provinces. In 1990, Moscow
decided to develop its energy resources in Eastern Siberia
and the Far Eastern region, with the intention of
strengthening its political and economic ties with Northeast
Asian countries. However, these plans have not gained
momentum as expected. The fall of the Soviet regime
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brought radical political and economic changes, including
the separation of Central Asia and decreasing oil
production in Western Siberia.

In 1996, a research team from the Siberia Energy
Institute estimated the production and supply potential in a
presentation at the First International World Energy System
Conference in Toronto (Table 10).

On the other hand, oil output from Western Siberia has
declined steadily and this trend is likely to continue in the
next decade, while oil and gas production in Eastern Siberia
and the Far East are expected to display an upward trend.
Once again, exporting oil and gas to the Asian market is a
major step forward in Russias involvement in Asia-Pacific
affairs. The Siberia Energy Institute made the following
projection concerning natural gas exports. In the coming
decades, Northeast Asian natural gas markets will be
increasingly dependent on imports from Russia and
cooperation with the Russian Government and energy
producing companiesis needed (Table 11).

Questsfor New Sour ces of Supply

Japanese crude oil imports depend heavily on the
Middle East. In LNG imports, Japan relies mostly on
Southeast Asia, including Indonesia, Malaysia, Australia
and Brunei, which provide most of its LNG. Japan's LNG
imports have increased gradually from the outset in 1969
and, by 1995, the LNG share in total natural gas supply was
97%. In recent years, the Japanese energy industry has seen
big changes in terms of deregulation, restructuring and
construction. Taking these factors into account, the High

Table 8. Eastern Siberiaand Yakutia: Oil and Gas Prospects

Region Proven Reserves Possible Annual Production
Oil, Mt Gas, Bcm Oil, Mt Gas, Bcm
Y akutia 263 1,340 5 15
Irkutsk 261 1,100 10 35
Krasnoyarsk 779 1,200 20 25
Total 1,303 3,640 35 75
Source: Saneev, 2001
Table 9. Oil and Gas Resourcesand Reservesin Eastern Siberia and the Far East
Region Oil Reserve, Mt Gas, Bcm
Resources Proven Reserves Resources Proven Reserves
Eastern Siberia, incl. 8,920 1,040 33,360 2,300
Krasnoyarsk 6,850 779 24,940 1,200
Irkutsk 2,070 261 8,420 1,100
Far East, incl. 3,845 696 13,790 2,284
Y akutia 2,910 263 10,430 1,340
Sakhalin 935 433 3,360 944
Total 12,765 1,736 47,150 4,584
Source: Ibid.
Table 10. Natural Gas Production and Supply for Eastern Siberia and the Far Eastern Region
(Becm)
Regions 2005 2010 2020
Western Siberia 70 75 80
Eastern Siberia 25 30 40
Far East 10 15 20
Total 105 120 140

Source: M. Merenkov, 1996.
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Case and the Base Case for its gas demand are estimated as
follows (Table 12).

Over-dependence on remote hydrocarbon sources and
long-distance transportation routes remains a source of
concern for Japan. Therefore, there is an interest in seeking
new strategic energy sources (especially cleaner sources) in
the neighboring Far Eastern provinces of Russia and
Eastern Siberia. Transporting Russian gas to Japan via a
pipeline from sources 2,000 to 4,000 km away could be
economical. Government, business and academics in Japan
are nearing a consensus that it is necessary to capture this
supply opportunity.

In June 1994, the Japanese Ministry of Trade and
Industry's Comprehensive Energy Research Board prepared
a long-term energy demand forecast for Japan and its
neighboring economies (the Chinese mainland, Taiwan,
Korea and six ASEAN nations) into 2010. This forecast
mentioned that Asia-Pacific regional oil imports will
increase from 50% to 69% of the regional demand from
1980 through 2010, while gas imports from external
regions will increase from 8.7% to about 27% by 2010. The
authors of the forecast indicated that besides the Middle
East, additional strategic sources of energy supply are
sorely needed. It seems that this officia report gave the oil
business a clear signal to pursue new potential sources of
supplies. The outcomes of the Japanese policy of
diversification, however, proved mixed.

Japanese o0il companies have been active overseas
since 1967, when the government established the state-
owned Japan National Oil Company (JNOC) to finance
overseas ventures. The Tokyo-based Arabian Oil Company
(AOC), for instance, operated the offshore portion of the
Saudi Arabia-Kuwait Neutral Zone in the 1960s. As part of
the negotiations for renewal of the agreement, Saudi Arabia
has been pushing Japan to buy more Saudi oil and to
increase its non-oil investments in Saudi Arabia. AOC's
concession with Saudi Arabia expired in 2000 and its
concession with Kuwait will expire in 2003. In paralel,
according to a report prepared by the Mitsubishi Research
Institute, Inc., oil businesses have explored and reviewed
other E& P activities and also prospects for gas pipelines

from Russia

Numerous foreign sources of energy are also
indispensable for South Korea. Besides the Middle East,
South Korea has been searching for additional import
sources in Far Eastern Russia and the western region of
China since the 1980s. Compared with remote Chinese ail
and gas provinces, Korean energy companies have paid
much attention to Eastern Siberia and the Far Eastern
region. Hyundai Group was the first of the Korean
corporations to negotiate with their Russian counterparts
regarding plans for oil and gas developments in the Far
East. In 1990, Hyundai signed an agreement regarding oil
and gas development in Yakutia. The Korean Ministry of
Energy started to explore prospects for the development of
the Lunskoye gas field offshore from Sakhalin after
Mikhail Gorbarchev visited Cheju Island in April 1991.
Since the collapse of the Soviet Union, the Daewoo Group
has taken over Hyundai and joined the Y akutia gas
development project. After Boris Yeltsin visited Seoul in
November 1992, a Korean consortium evaluated the
prospects for joining Sakhalin-2 and reassessed the
investment prospects for Y akutia. In 1995, before the South
Korean President visited Moscow, South Korea was
seriously considering importing Russian oil, gas and power.
In November 2000, Kogas finally joined the China-Russia
pipeline feasibility study and may decide to invest in the
Eastern Siberia and Sakhalin projects.

Both North Korea and Mongolia are located in a
critically important landmass in the region. The two
countries strategic position cannot be ignored, considering
the routes for energy transportation from Russia. In theory,
North Korea needs Russian gas but has not explicitly
expressed its position on a gas pipeline through its territory.
However, few experts and officers from that country have
been in communication with their counterparts in
neighboring countries regarding energy cooperation issues
and the North Korean attitude towards these projects and
potential cooperation is uncertain.

In comparison, Mongolia is watching with great
interest the progress of the cross-border gas pipeline to be
constructed from Russia to China and the efforts by South

Table 11. Russia's Export Capacity to Asia-Pacific, 2005-2020

(Bcm)
Destination 2005 2010 2020
China 10-15 16-23 30-45
South Korea 8-10 10-23 12-14
North Korea 2- 4 35 5 6
Japan 5- 8 18-10 10-15
Taiwan 2- 3 34 4- 5
Mongolia 0-2 1- 3 2- 3
Total 27-42 41-58 63-88
Source: Merenkov, 1996.
Table 12. Japanese Natural Gas Demand For ecast
(Mt)
1995 2000 2010
Base Case 45 53 58
High Case 45 63-71 83-95

Source: Asakura, Natural Gas Demand Outlook of Japan, 1998



Korea, Japan, Russia and Chinato lay the foundation of the
Northeast Asian natural gas pipeline network. Mongolian
government agencies have been actively approaching
neighboring countries concerning cross-border gas
transportation. Its energy companies are seeking first hand,
adequate and accurate information on the projects by
attending the annual Northeast Asian Natural Gas and
Pipeline Forum conferences.

During the Cold War, China did not expect Moscow to
develop energy resources in the Far Eastern region. Also,
China had no intention of searching for Russian energy
resources because of security reasons. Chinese policy
toward East Asia in the 1980s mainly focused on its
relations with Japan, aiming at the introduction of Japanese
capital and technology. With rising domestic demand, the
Chinese hydrocarbon gap between demand and supply has
been expanding, forcing China to review its policy toward
neighboring countries, especially neighboring energy-
producing countries (Table 13).

Firstly, Northeastern China, consisting of
Heilongjiang, Jilin and Liaoning provinces with a
population of 120 million, represents an old industrial
region with per capita GDP of US$727 and a GDP growth
rate of 10%. Coal is the primary energy source in this part
of China. Gas consumption (around 3.8 Bcm annually) is
concentrated in the region around Daging and Liaohe.

Environmental concerns and a switch to much larger
gas utilization in winter require a bulk gas supply and an
infrastructure. It was estimated that natural gas demand in
the region would approach 7 Bcm in 2005 and 18 Becm in
2010, but the local gas producers could only supply up to 6
Bcm. Considering the future development of domestic
supplies, the deficit for natural gas in this region can be
estimated at 13 Bcm.

Secondly, the Bohai Bay region consists of Beijing,
Tianjing, Hebei and Shangdong with a population of 175
million and per capita GDP of $960 in 1997. Coal
consumption accounts for 75% of the regional energy mix.
Gas demand in the region, including gas supply during
winter, will grow by 14%, reaching 14 Bcm in 2005 and 28
Bcm in 2010. Taking domestic supplies of 13 Becm into
account, the gas deficit would be 15 Bem. Currently, the
Shanjing gas pipeline can only supply up to 3.3 Bcm.

Thirdly, the Yangtze Delta includes greater Shanghai,
Jiangsu and Zhejiang provinces with a population of 130
million and per capita GDP of $1760. Regional demand for
cleaner energy will grow from the current 2 Bcm to 14.5
Bcm in 2005 and 32 Bem in 2010, athough there are no
significant winter gas requirements in this region. The
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eastbound supplies from Sichuan, Changqing, Qinghai and
Tarim combined are estimated at 19 Becm in 2010.

The Chinese quest for Russian gas can be traced back
to the late 1980s and early 1990s, when the Russian
Sidanco and local officials expressed an interest in
cooperation with China to export gas. In 1992, when Li
Guoyu, a senior geologist from CNPC, brought back
Russian messages to China, a debate on whether or not to
import Russian gas unfolded, with some advocating an
opportunity for China to move into mammoth energy
projects. Others argued, however, that China might
encounter serious supply risks considering the domestic
political uncertainties in Russia. Even so, both Russian and
Chinese planners agreed to conduct separate feasibility
studies. The Chinese experts believe that new gas sources
from the eastern provinces of Russia would greatly
contribute to bridging the domestic gas deficit in China.
Russia, on the other hand, is in the process of opening
Eastern Siberia and the Far East to foreign investors. Their
mutual interests create a solid foundation for China-Russia
energy cooperation.

Searching For Cooper ation

In general, as mentioned above, Eastern Russiais rich
in natural resources, but its capacity to provide investment
resources is limited. Japan and South Korea, on the other
hand, are major economies and capital exporters for energy
projects overseas. Compared with these countries, Chinais
emerging as a large and growing energy market, but it is
short of both capital and natural resources. Both Mongolia
and North Korea are seriously short of both natural
resources and capital, but geographically located at
important strategic crossroads in Northeast Asia. These
differences could result in positive dialogue aimed at
multilateral energy cooperation based on shared interests.
All Russias neighbors could import energy directly across
the border; however, anong possible links, a China-Russia
natural gas connection is going to be particularly important
in geo-economic and geo-political terms.

1. Potential cooperation in cross-border infrastructure

The potential annual capacity of Russian natural gas
exports to Asia-Pacific countries is estimated at 40-60
Bcm. There are several options for energy links, including
multiple transportation routes and delivery options. Among
them are four pipelines, linking Irkutsk-Beijing, Y akutia-
Shengyang, Sakhalin-Beijing and Novosibirsk-Shanghai
(Table 14).

It has been estimated that there are gas reserves of

Table 13. China Regional Gas Demands and Gaps, 2010

(Becm)
Regions Demand Supply sources Gap
East Ordos Sichuan Qinghai Xinjiang Star
Northeastern 18.9 4 2 12.9
Bohai Bay 26.6 3 3 1 2 4 13.6
Y angtze Delta 31.0 5 2 10 2 12.0
Central-Southern 14.5 2 10.5
Total 91.0 7 8 3 2 10 10 49.0

Various sources
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Table 14. Russia-China Natural Gas Pipeline Options

Pipeline Length, Throughput, Investment, US$ billion
km Bcm

Irkutsk- Rizhao 3,300 10-15 7

Sakhalin- Shenyang 2,400 10 3

Novosibirsk- Shanghai 6,800 20-30 10

Source: CNPC

about 3,000 Bcm in the Irkutsk, Yakutia and Kransnoyarsk
regions, including 1,100 Bcm of reserves in Kovyktinskoye
field in Irkutsk region. The production capacity of Kovykta
is estimated at about 30 Bcm. In addition, there is another
source of natural gas with production volumes estimated at
15 Becm a year in the Chayandinskoye gas field in Y akutia.
Considering that local consumption could be about 10-15
Bcm, China could import about 20 Bcm of gas to its
northeastern provinces and the Bohai Bay region,
transmitting an additional 10 Bcm to South Korea.
Furthermore, the area offshore from Sakhalin holds huge
natural gas resources, estimated at more than 3,000 Bcm,
and proven reserves of almost 1,000 Bcm. It is expected
that Sakhalin-1 will produce about 11-12 Becm and Exxon
is planning to export 10 Bcm to China's northeast
provinces. Khabarovsk officials reportedly support this
project.

Moreover, in February 1997, Russian Gazprom
proposed a project to transport about 20 Bcm from the
Bolshekhetskaya Cavity region in Western Siberia to
Shanghai. This proposal should be competitive with
pipeline projects from sources in Central Asia, including
those in Turkmenistan, Uzebkstan and Kazakhstan. At this
point, however, the priority is to develop sources of natural
gas in Western China and transport these to Central China
and the Yangtze Delta region, the leading and growing
market for gasin China.

To promote cross-border pipeline projects from
Russig, further review of technical data by both the Chinese
and Russian experts is required. It has been estimated that
more than US$20 billion of investment will be needed to
build pipelines between Eastern Russia and China. The
timeframe for natural gas imports via a pipeline is an
additional concern, given that the synergic combination of
governmental schedules is difficult to achieve. Chinese gas
imports from Russia have generally been planned for 2010.
In its turn, China has to address its gas import policy and
relations with Russia and other neighboring countries to
cope with demand uncertainties and prices for natural gas.

The proposed routes for natural gas transportation
from Russia to China, Korea and Japan are giant cross-
border projects that require huge investment, long
construction time and transit agreements. However, the
proposed routes via Mongolia seem to make political rather
than economic sense. Natural gas exports via a pipeline to
the Korean peninsula will also have both political and
economic impacts on the Koreas and the region as awhole.
Nothing would be possible without close and
comprehensive cooperation among the countries involved
in these complex cross-border projects.

2. Cooperation in other fields

Japanese, Korean and Chinese energy companies are
searching for major energy opportunities in Eastern Siberia
and the Far Eastern region of Russia. Joint exploration and
production (E&P) ventures are among the essential
instruments for expanding future imports, considering that
some degree of control over the origin of supplies and
transportation routes creates more confidence on the part of
importers.

In this context, the role of the CNPC-the Chinese oil
and gas industry flagship-has to be properly assessed.
CNPC has developed significant potential in geological
surveying, as well as in the exploration and development
sectors. In the past few years, CNPC has strengthened its
monopolistic position in developing the natural gas sector
in China. To meet growing demand in the Northeastern
region of China, the Bohai Bay and the Y angtze Delta
areas, China participates in E&P activities through CNPC
and it seems that the core of these activities could also
include Eastern Russia.

Japanese and Korean energy companies are also well
positioned to accelerate energy cooperation in Northeast
Asia, considering their investment potential and
technological advantages. These companies are already
involved in numerous overseas energy projects and
traditionally demonstrated strong interest in Russian and
Central Asian energy resources, including those located at
the Kysyl-Syr, Tas-Tumus, Kovykta, Y akutia and the
Sakhalin offshore area. It could be useful for these large
companies to look for practical development and
transportation solutions in a cooperative format, searching
for opportunities to make gas cooperation economically
feasible and competitive vis-a-vis LNG.

The central governments could help these companies
to develop bilateral and multilateral linkages with their
counterparts in the neighboring countries. For example, in
February 2001, when Vladimir Putin visited Seoul to meet
with South Korean President Kim Dae-jung, Russia and
South Korea expressed an interest in developing natural gas
reserves in Kovykta and promote investment cooperation in
projects related to Sakhalin oil and gas devel opment.

In addition to gas and oil cooperation, electric power
development and transmission projects are also of interest
to all parties. As South Korea suggested, hydropower
development projects and gas-fired electric power
generation are important in meeting Chinese and Korean
energy needs. Possible cooperation in electricity
transmission in Northeast Asia could include Russian
exports of about 20 billion kwWh from the Irkutsk region to
either Sheniyang (Liaoning province) in Northeastern
China or Beijing-Tianjin region. Investment requirements
for these projects are estimated at approximately US$1.5
billion and above. The China National Electricity



Corporation (CNEC) has been encouraged to assess the
economic feasibility of such projects, including their
potential impact on equipment supplies, related businesses
and technical services.

Proper financial arrangements are definitely a key
element in al these giant E& P, pipeline and electric power
transmission projects. By 2006, investment only on the
Chinese sections of the proposed pipelines from Sakhalin
and Western Siberiawould near $10 billion, while by 2010,
the Chinese section of a pipeline from Irkutsk to Rizhao is
estimated at US$3 hillion. By 2010, the pipeline projects on
the first two routes could require about US$1.4 billion per
annum, reaching a peak of US$2 hillion to be spend
annually in 2006 and 2007. The third pipeline from
Kovykta is likely to be completed beyond 2010, with
investment exceeding US$1 billion annually. These
estimates demonstrate that no single company or even
country will be in a position to provide these huge
investments or to bear all the investment risks. However,
several oil companies backed by the governments of the
countries involved in these projects could find solutions
through joint investment arrangements.

Environmental  protection also requires
intergovernmental cooperation There is a variety of areas
for such cooperation, including the mitigation of CO2
emissions, oil and gas spills prevention and other types of
land, air and water pollution management. Japan, South
Korea and China, along with Mongolia and even North
Korea, are currently searching for cleaner alternative
energy sources from Eastern Russia. There are also reasons
to believe that Russia, China, Japan and South Korea are
demonstrating an increasingly strong interest in and
commitments to devel oping energy cooperation.

Intergovernmental coordination is indispensable to
support industry-to-industry and private-sector cooperation
in Northeast Asia and promote giant cross-border projects.
Legislation and governmental regulation are needed to
oversee and facilitate pipeline construction and operation.
Russia is aready working on production-sharing schemes
and allows deregulation in the oil and gas sectors, including
E&P and transmission infrastructure. China is currently
creating a new gas pricing policy, while Japan and South
Koreaarein the middle of deregulating their power sectors.

In addition, technical and academic cooperation are
also serving as tools in implementing governmental
policies through exchanging ideas and discussing
differences on longer-term strategic issues. "Track two"
dialogue on energy and environmental issues and the value
of these exchanges for energy-devel opment-environment
cooperation in Northeast Asia have yet to be emphasized
and promoted.

3. Sources of uncertainty and risk

Uncertainties related to resource supply stability are
important factors in decisions over large-scale energy
projects. Notwithstanding the solid confidence in proven
gas resources in Sakhalin and Eastern Siberia, no one can
guarantee the stable and reliable flow of natural gas
supplies during the current decade except for Western
Siberia. Further exploration in Eastern Siberia and the Far
Eastern region of Russia is required to make these major

ERINA REPORT Vol. 44

gas fields more attractive to further development steps.

The technological risks, however, could be less
problematic compared with the financial risks.
Comparatively, the financial requirements for pipeline
construction and E&P activities are even bigger. For
example, it has been estimated that about US$36 billion is
required for de-bottlenecking and balancing the Chinese
gas market. Risks also exist in Northeastern and Northern
China, considering the inadequate level of development of
the local distribution systems, and pricing and taxation
distortions that affect the competitiveness of natural gas.

Political risksin Northeast Asia must be factored in as
well. Some bilateral relations in this area are particularly
problematic. The prospects for Korean peace dialogue are
among the uncertainties and this is a time-consuming issue.
A dangerous economic collapse may occur in North Korea.
However, there remain some leverages that will enable
China, Japan and the United States to put the country back
on track. Social stability in Russiais a matter of concern as
well. It seems that the federal government remains weak
vis-a-vis the local authorities in the provinces of Far
Eastern Russia and Eastern Siberia. It remains to be seen
whether the political influence of the central government
will be strengthened, counterbalancing the country's
geographical remoteness.

Also, market risk management should also be among
the factors, considering that the Asian economy remains in
the middle of a'zigzag' recovery. The Asian financial crisis
resulted in major industrial reorganization across the
region. Both exporters and importers in the economies
affected by the crisis have experienced the impact of an
unexpected economic downturn. On the other hand, the gas
market is under development in China, while the Koreas
and Japan have a greater need for cleaner energy than in the
past.

Conclusions

Russia is the largest natural gas producer with 33% of
world's gas reserves and 24% of the world gas production.
Chinds growing energy demand and its quest for external
sources of supply could fuel both cooperation and
competition in the region. Cooperation would greatly
cement the China-Russia strategic partnership and
contribute to stability in Northeast Asia as a whole. Also,
China-Russia energy cooperation could counterbalance the
strength of the Western/American hegemony in the region.
As a result of the changing energy world, China-Russia
energy linkages will be crucial not only for China, but also
for Japan, the Koreas, Mongolia and other economies to
ease their energy insecurity, mitigate air pollution and
promote regional cooperation.

At the same time, oil and gas ventures have
traditionally been time-consuming projects due to uncertain
political, legal and investment environments. Some western
joint ventures in the energy sector in Russia have
encountered serious hardships. Without question, China-
Russia gas cooperation is in progress and the author holds
an optimistic view on the prospects for such cooperation
because both China and Russia demonstrated solid
economic and political intentions to promote and even
prioritize cooperation in the energy sector at the fifth
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meeting of the respective prime ministersin the first half of
2000.

First, they agreed that the natural gas transportation
route from Irkutsk and Y akutia to Chinais to be confirmed
if Russia coordinates its local intergovernmental affairs in
the eastern region, and will be supported by South Korea
and Japan. Second, the Prime Ministers agreed to look for
enhanced gas E&P and transportation infrastructure
investment in the form of a consortium that will include
China, Japan and South Korea. Both of these proposals
could have significant economic and geopolitical impacts.
China, Russia, Japan, South Korea and other countries
involved have to make strategic choices to cope with the
uncertainties.

It isin the strategic interests of both China and Russia
to maintain and enhance the strategic partnership with more
economic incentives and political support. The summits
and prime ministers' meetings are key channels for
promoting strategic coordination. Kogas's involvement in
the Kovyktinskoe gas field feasibility study makes an
important contribution to cooperation. Energy companies
and local governments in the Northeast Asian area should
be encouraged to work closely together.

China has to be ready to improve its all-round
relationships with its neighbors in general and in particular
with Russia, Japan and South Korea, in order to achieve
effective cooperation and dialogue in the energy field.

Magjor gas infrastructure construction will not only greatly
contribute to an improved energy mix for China, but will
facilitate environmental improvements and sustainable
development in the next decades. These will also facilitate
comprehensive energy cooperation in Northeast Asia.
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The Role of the Korean Peninsula
in the Northeast Asian Transportation Network

Seung B. Ahn, Research Fellow and 11-Soo Jun, Senior Research Fellow
Center for Logistics, Transport Economics and Northeast Asian Transport Studies,
Korea Transport Institute

1. Introduction

Historically, Korea has been viewed as being on the
periphery of Northeast Asia. In the last five decades, the
ROK has been isolated because of the political and
ideological confrontation between the two Koreas.
Nevertheless, the rapidly changing circumstances of the
global and regional economy mean that the Korean
peninsula now has the opportunity to become the geo-
economic center of and gateway to Northeast Asia. Korea
has superior air and sea transport linkage to and from major
cities in China and Japan, with sufficient planned capacity.
In addition, Korea has efficient and profitable air carriers
and shipping companies. Consequently, many air- and
seaports in China and Japan can be served more
conveniently and economically through air and sea
transport to and from Korea, compared with alternative
linkages. The new Incheon International Airport opened
last year and the ROK finished construction work on the
missing link of the Gyungui line.

In order for Korea to function as the transport and
logistics hub of Northeast Asia, it will have to enhance
accessibility to every city of the Northeast Asian region by
providing efficient and cost-effective transport
infrastructure such as ports, airports, railways, roads,
information and communications facilities, and logistics
infrastructure, such as warehousing and distribution
facilities. In addition, Korea needs to use its geographical
merits in cooperation with neighboring countries, not just
in competition.

2. Recent Transport Developments on the Korean
Peninsula

(1) Air Transport

Last March, Korea opened the new Inchon
International Airport, 52 km west of Seoul. The airport was
built on reclaimed land on the islands of Yeongjong and
Y ongyu, 15 km from the city of Incheon. This US$5 billion
project, eight years in the making, is considered one of
Korea's most ambitious plans to become the premier hub of
Northeast Asia through new infrastructure. Over the long
term, it is expected to represent a huge engine of direct and
indirect economic growth that promises major dividends
not only to the ROK but to all of Northeast Asiaaswell.

The new airport's immediate capacity ranks it second
in Asia, ahead of airports serving Tokyo, Shanghai and
Osaka, and dlightly behind the international airport in Hong
Kong. It can handle 170,000 flights annually, and carry 27
million passengers and 1.7 million tons of cargo. Incheon
Airport's cargo capacity in the first year could propel it to

number six in the world. It currently has two parallel
runways, which can handle not only 747s but also the next
generation of heavier "flying cruise ships." By 2020 two
more runaways will be added, giving the airport an
eventual capacity of 100 million passengers annualy.

The airport is expected to become a regional leader in
terms of cost, time and service efficiency. The average
turnaround fee at Incheon Airport is lower than other ports
in the region: the fee has been set at US$2800 for Boeing
747-400s, versus US$8,000 at Kansai in Japan, and
US$5,000 in Hong Kong. The lower cost is due to the
lower cost of construction at Incheon. Perhaps its greatest
competitive advantage is its strategic location, at a
crossroads for flights within the Northeast Asian region,
and those to either North America or Europe. Since it ison
the great circle route, it alows for the shortest non-stop air
routes to both American and European cities. Even for
travel from Sydney, Austraia, to London, U.K., flying via
Incheon takes two hours less than flying via Singapore. It is
likely that this airport will become a good transit node en
route to smaller regional airports in China, Japan and Far
East Russia. There are some 40 cities of over one million
people within a three-and-a-half hour flight of the airport,
twenty-six of which are located in China. Incheon Airport,
which is free from residential restrictions, can operate
around the clock, unlike Seoul's Gimpo Airport, which is
prohibited from operating between 11 p.m. and 6 am.
Moreover, the extra land for expansion will alow Incheon
Airport to quadruple its capacity by 2020.

(2) Maritime Transport

Due to the rapid increase in seaborne cargo, major
ports in Korea have suffered from a chronic shortage of
port facilities since 1987. With the continuous increase of
import and export containerized cargo from/to Korea and
transshipment container cargo from China and Japan,
container traffic volume is forecast to increase from 7.8
million TEU in 1999 to 29 million TEU in 2011. However,
container handling capacity at Korean ports was only 5.5
million TEU in 1999. Even if development plans are
completed on schedule, the shortage will still amount to 5.5
million TEU in 2011

To solve this problem, the Korean Ministry of
Maritime Affairs and Fisheries (MOMAF) established the
Systematic Integrated Port Development Plan in 1999,
based on long-term nationwide port traffic forecasts and the
goal of achieving well-balanced regional growth. The Plan
includes each port's network system, arationalized plan for
role-sharing, and the stated function of each port and
terminal.



In the master plan, MOMAF divided container port
development into three categories: Main Hub Ports,
including the ports of Busan and Gwangyang; Feeder Ports,
including the  ports of Incheon, Ulsan, Pyungtaek, Masan
and Pohang; and Multi-Purpose Ports, including the ports
of Mokpo, Donghae, Daesan and Gunsan.

Among the plans to develop Korean ports as hubs for
Northeast Asian maritime transport, particular emphasis is
put on the development of two main container ports: Busan
New Port and Gwangyang Port. By 2011, Busan New Port
will be built to accommodate 24 berths. Gwangyang Port,
which has already developed four berths, will develop
twenty-four berths by 2011. In 2000, Busan Port ranked
third in the world in terms of container handling due to a
large number of transshipments from China. It ranks
second in Northeast Asia, slightly ahead of Kaohsiung Port
and behind Hong Kong Port. Busan New Port and
Gwangyang Port will be constructed as third generation
ports equipped with state-of-the-art infrastructure. These
ports will provide various logistics and distribution
facilities to create value-added services such as finishing
processes, packing, inspection, re-labeling, assembly, and
so on. In order to meet the updated requirements of the
international logistics system, sufficient port areas will be
provided for secure integrated cargo distribution centers. In
such areas, free trade zones will be established in an effort
to give MNCs (Multi-National Corporations) a place to
consolidate and centralize their logistics management.

(3) Land Transport

Major projects planned for the Korean railway
network include: 1) double-lining to widen narrow tracks,
and straightening winding sections, 2) electrification of a
major arteria line, and 3) completion of the TCR and the
TSR, including the Trans-Korea Railroad. To enhance
railway network efficiency, a high-speed train network will
be established for long distance transport, shortening the
distance between metropolitan areas and non-metropolitan
area to two or three hours. Industrial railway lines
connecting industrial parks to ports will stimulate industrial
and trade activities, ultimately connecting inter-continental
railroad networks such as TCR and TSR. In the master plan
for the next two decades, the ROK plans to have an X-
shaped railway network for the Korean peninsula, with
Seoul at the center of the "X" shape. Linkages with
continental lines will connect the Gyungbu Line and the
Honam Line with the Gyungui Line and the Gyungwon
Line. The Dong-Hae Line aong the seashore will connect
the Pyungla Linein the DPRK with Russia.

The construction of a high-speed railway between
Seoul and Busan is expected to play a decisive role in
establishing an integrated, unified transport system in
Northeast Asia by connecting Japan with China and the
Russian Far East. The high-speed railway project
commenced in the early 1990s, in response to rapidly
increasing demand for passenger and freight transport
aong the Seoul-Busan Corridor, a socio-economic artery
aong which 70% of Korean population and production is
concentrated. The existing expressway and railway have
aready reached their saturation points. There was an urgent
need to expand new transportation facilities in the Seoul-

ERINA REPORT Vol. 44

Busan Corridor because of an expected increase in the
traffic volume of passengers and freight. In response, the
ROK government decided to build the high-speed railway.
In the first phase, the Seoul-Daegu section of the high-
speed rail line was constructed, and existing rail lines were
electrified along the Daegu-Busan section and in the
downtown areas of Dagjon and Daegu. In the second phase,
the Daegu-Gyongju-Busan section of the high-speed line
was constructed. The first phase started in June 1992 and
will be finished in April 2004, at which time service will
begin. The second phase will last from 2004 to 2010, after
which time the whole line will be completed and operating.
Stations will be located in Seoul, Southern Seoul, Chonan,
Dasgjon, Daegu, Gyongju, and Busan. After completion of
the first phase, it will take 160 minutes from Seoul to
Busan. After the final stage, the same trip will take 116
minutes, with maximum speeds of 300km/h. After the first
phase, the total length will be 409.8km (Seoul-Chonan-
Daejon-Daegu-Busan). The final length will be 412km
(Seoul-Chonan-Dagjon-Daegu-Gyonju-Busan).

Although Northeast Asian countries have the
advantage of being connected geographically, because of
the political and ideological confrontation between the
ROK and the DPRK, the ROK has totally depended on
maritime transportation for its trade with China and Russia.
However, the North-South Korean Summit in June 2000,
which took place in Pyongyang, created a new opportunity
for the Korean peninsula to be part of the Northeast Asian
integrated transport system. In an agreement with symbolic
meaning, the two parties agreed to restore the Kyung-Ui
(Seoul-Sinuijoo) Line along the west coast of the Korean
peninsula. The line can easily be restored to normal
operations by reconnecting 20 km of rail between Munsan,
the ROK and Bongdong, the DPRK. Rejoining the old
Korean railways will be the first step in connecting the
Korean peninsula through the completion of the so-called
Trans-Korean Railway (TKR). Upon completion of this
ling, the new Korean land bridge, starting from the ports of
Gwangyang and Busan, can be connected with the trans-
continental railways and continue on to Europe or the
Middle East. An examination of the comparative distances,
times, and costs from Gwangyang/Busan to Rotterdam in
Europe shows that the TKR is superior to the existing
Eurasian continental railways and all-water services in
terms of cost and time. The lengths of missing links are as
follows: Gyungui Line, 24km (total length, 486km);
Gyungwon Line, 31km (total length, 222km); Gumgangsan
Line, 167km (the whole link); and Donghae Line, 145km
(total length, 247km). Construction schedules for the other
missing links are not decided yet, although basic and
detailed plans have already been reviewed.

After national liberation in 1945, the DPRK actively
promoted railroad construction in an effort to ensure
adequate transportation networks for the successful
implementation of its economic plans. In the DPRK,
railroads play a dominant role, with trains handling about
60% of al passenger transportation and up to 90% of cargo
movement. New railroad networks have been developed
both west and east of the Nangrim mountains, traversing
the DPRK's many mountainous areas. As of the end of
1997, the combined length of the DPRK's railroads covered
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5,214km of track, 98% of which is accounted for by single-
track lines. Both standard and narrow gauge tracks are
used side-by-side, while only about 20% of railroad ties are
concrete. The average speed of the North's fastest track, the
Pyongyang-Shinuiju Line, is no more than 60km per hour,
while that of the mostly mountainous Pyongyang-
Hyesanjin segment is just 22km. The DPRK's railroad
networks comprise 10 or so trunk lines and about 90
subsidiary lines. Major lines can be classified into western
lines covering the western regions of the Korean peninsula
(Pyongui and Pyongbu Lines), eastern lines connecting the
eastern area (Pyongra, Kumganasan-Chongnyon and
Hambuk Lines), inland lines linking the central areas of the
DPRK (Manpo and Paekdusan-Chongnuon Lines), and east
lines connecting the western and eastern sectors
(Chongnyon-1chon and Pyongra Lines).

After the Korean War from 1950 to 1953, most
construction activities were focused on  repairing the
damage inflicted on it during the war. From 1961, the
Korean government implemented a series of Five Year
Economic Development Plans. Road construction was
recognized as a basis for economic development and
significant investments were allocated for road
construction. The first National Expressway, a 29.5km-long
4-lane road connecting Seoul and Incheon, was constructed
in 1968 and the Seoul-Busan Expressway, a 428km-long 4-
lane road was constructed in 1970. The Korean government
established a grid arterial network (i.e.,, a 7 by 9 arterial
grid network), which consists of seven north-south
corridors and nine east-west corridors. Upon construction,
the government expects to provide equal access roads to
every region in the country within a half-day life zone. The
government plans to construct approximately 2,300 km of
additional highways on a long-term basis. The total length
of the national arterial network is 6,160 km, including a
total of 1,885km of existing expressway. The West Coast
Expressway (total length: 247.4km) was opened in January
2001 and its construction is part of a plan to build highways
to serve as an axis of national development. In December
2001, Jungang Expressway (total length: 263km) in the
ROK was opened after the missing link between Y eongju
and Jecheon was finally constructed.

There are several missing links between the DPRK's
and the ROK'S roads, which need to be restored in the long
run, including the section connecting the ROK's Seoul-
Busan highway to the DPRK's Pyongyang-Gaesong
highway, the section between Seoul and Wonsan, and the
missing section connecting the DPRK's and the ROK's east
coast road. To reconnect the missing section of the Seoul-
Pyongyang highway, construction is already underway to
build a new 19km-long road between Panmunjom and
Gaesong. The section between Anju and Shinuiju (139km)
requires the construction of a new four-lane road to
complete the highway from Busan to Shinuiju; the section
in the ROK and the Pyongyang-Gaeson section are
highways. A new road connecting Gansong and Jangjon
(49km apart) is necessary, which will enable cars and
trucks to travel up to Rajin and Tuman. The section
between Jangjon and Wonsan is known to be of highway
grade. The section between Wonsan and Tuman is,
however, a two-lane road and therefore needs to be

expanded into a four-lane road (Kim, W., 2001).

3. Linkages with the Northeast Asian

Transportation System

(1) Growing Transport Demand

In the 1990s, Northeast Asia saw its trade volume with
countries in the region increase by leaps and bounds as a
result of deepening economic interaction. Most of the
region's trade, with the exception of Japan's and Russids, is
intra-regional, though Japan's share of intra-regional has
been increasing in recent years. This recent increase in
intra-regional trade reflects Japan's transition from its
traditional economic dependence on the U.S. and Europe,
to an increasingly interdependent relationship with the
countries of this region. The most spectacular growth in
bilateral trade has occurred between China and Korea.
Sino-Korea trade increased from $1 billion in 1986 to $23
billion in 1999. A recent study forecast that both inter-
regional trade and intra-regional trade in Northeast Asia
will continue to increase at a similar pace in the next
century, despite the recent financial crisis, because of the
region's excellent human capital resources, high savings
and investment rates, and continued market liberalization.
Complementary production structures and factor
endowments in Northeast Asia, in addition to traditional
similarities in terms of values and culture, will help to
promote closer economic tiesin thisregion.

Increased intra-regional interaction in Northeast Asia
should translate into increased transportation demand and
greater prosperity and opportunities for the countries of the
region. Therefore, transportation costs may be the most
critical factor determining the volume of bilateral trade,
given the comparative advantages of the two countries. The
concept of a "natural" trading bloc, which refers to the
strong tendency of countries to trade with their
geographical neighbors, reflects this important economic
role played by transportation cost. In particular,
transportation delays resulting from a shortage in
transportation capacity could, if prohibitively high, reduce
the competitiveness of the region as awhole.

Chinawill play the most important role in the shaping
of the Northeast Asian transport system. The significance
of China's emergence as a major economic power cannot be
overemphasized. With its huge area (9.6 million km2) and
population (1.2 hillion), and its abundant natural resources,
China is now the third largest economy in the world. It is
expected to become the largest just two decades into the
21st century. Such growth will translate into enormous
demand for transport services and facilities.

Furthermore, China's international air travel will
accelerate proportionate to its rapid growth in disposable
income. According to the World Tourism Organization,
China is expected to become the world's top tourist
destination, with 130 million visitors annually. In addition,
with China set to liberalize overseas travel and join the
World Trade Organization, 100 million Chinese are
expected to visit other countries. Although domestic
aviationin Chinais still in itsinfancy, the potential demand
for air transport in Chinais aso enormous, considering all
indicators related to the growth in air transport demand.



Consequently, in the early 21st century, China will rank
among the leading airport countries in the world.

As air traffic tends to grow as fast or even faster than
the economy, the rate of growth in container traffic
generally outpaces the rate of trade growth, which, in turn,
generally surpasses the rate of economic growth.
Consequently, the growth in maritime transport demand
will be enormous. Chinas foreign trade growth has been
one of the fastest in the world, and will continue to be so in
the next couple of decades. About 90% of China's foreign
trade is transported by sea. The combination of these
factors strongly suggests that there will be an increasing
demand for port facilities.

(2) Short-Sea Shipping and the New Backbone
Route

The ongoing structural changes in maritime transport
will have a significant impact on the current maritime
transport system between the Korean peninsula and other
Northeast Asian countries.

Due to the rapid growth of intra-regional trade and
ongoing technological advances in maritime transport, we
will witnesses the growing significance of short-sea
shipping (intra-regional shipping) within the Northeast
Asian transportation network." Increased short-sea shipping
will replace traditional feeder shipping and develop into
short-sea liner and bulk distribution and collection systems.

The growing long-term importance of intra-regional
trade also affects the prospects of seaports. Intra-regional
trade will not largely be served by a limited number of
major or hub ports, but by a logical network of regional
ports based on logistics and cost considerations. Since
intracregional trade in Northeast Asia is relatively short in
terms of distance (200-1,600 nautical miles), the strategic
location of a port is more important than the port's capacity
to accommodate large vessels or handle large volumes of
cargo.

Another recent noticeable development in the Asian
shipping system is that the emergence of mammoth
alliances has enabled the number of service routes to
increase. This has resulted in a mix between those services
that call only at main hub ports and those that call at
second-tier hub ports as well. As aresult, the importance of
second-tier hub ports has increased, meaning that current
hub ports may play a somewhat less prominent role than
predicted by so-called "hub port economics." With this
tendency towards dispersal, container liners strategies will
rely more on the use of multiple, overlapping service
strings and less on a hub-and-spoke system through the
major regional transshipment nodes.

In the midst of these developments, it seems likely that
a new alternative route will be developed, in place of
existing inter-regional routes that move through Japanese
Pacific hub ports. In other words, the route passing through
the Tsugaru Straits, making direct calls at ports in the
Y ellow Sea and the Korean East Sea (Sea of Japan), will be
established as a trans-Northeast Asia "backbone" route, due
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to continued increases in container volume and a rapid rise
in the number of inter-regional services. Therefore, it is
doubtful that a centralized regional hub-and-spoke system
will develop to serve the whole region. Rather, the
conditions in the Y ellow Sea and the Korean East Sea (Sea
of Japan) may encourage circular routing systems or
backtracking systems.

(3) Intermodal Transport

Until recently, political problems have inhibited intra-
regional trade by sea-land intermodal transport in this
region. However, due to changes in the political and
economic environment, such as the reconnection of Korean
railways, the regional transport market of the future will be
dominated by intermodal transport, where the center of
transportation activities and developments will shift from
the traditional maritime segment to the inland segments of
the system. Consequently, there will be a greater potential
shift from the presently dominant seaborne traffic to
intermodal traffic in this area. Although substantial benefits
would accrue to Northeast Asian countries through
intermodal services, at present, unpredictable performance
inrail and road transport would offset any gains from short-
sea transport. A prerequisite for the development of
intermodal transport is the rapid improvement of hinterland
connections, because the overland portion is a vita link in
door-to-door cargo movement.

It is clear that the transition from a conventional
segmented, marine-based transport system to an intermodal
transport system arising from enhanced logistics
requirements in the region will bring great, visible changes
to the character of the transport system in the near future.
Ports in the region have maintained identifiable natural
hinterlands, delineated by political borders and inland
transport networks, which dictated cargo flow within the
respective countries. With deeper economic relations and
the development of an intermodal transport system,
however, shippers everywhere in the region are able to
select any ports and any routes, which offer the lowest
logistics costs and fastest time. A consequence of the above
developments may be an increase in the dynamics of
competition among intermodal networks at the national and
regional levels, which would enable shippers to enjoy
lower transport costs and reduced transit time.

Since the quality and efficiency of intermodal
transport is greatly affected by the weakest and most
inefficient link in the chain, the infrastructure of each
modal segment in Northeast Asian intermodal transport
should be upgraded to fulfill the basic requirements of the
integrated transport system. Unfortunately, however, the
transport network in each country of the region has been
designed and developed from a national viewpoint, without
considering intermodality, interconnectivity, and
interoperability from a region-wide, holistic perspective. It
should be noted that the most crucial problem to be solved
for the development of an efficient barrier-free intermodal
transportation network in Northeast Asia is the elimination

1

Up-to-the-minute technology such as the Techno Super Liner will play an important role and will form an integral part of

short sea shipping. It will help to overcome great disadvantages in speed and punctua delivery, both of which are essential to

amodern logistics system.
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of barriers to free intermodal connections between sea,
road, rail, and air transport.

As the TKR is reconnected, it is expected that some
commodities will be transported by railroad through the
Korean peninsula, including the following: 1) Japanese and
the ROK commodities bound for Europe, the three
northeastern provinces of China, the inland areas and the
Far East province of Russia, and Central Asia, if
economically competitive; 2) raw materials and semi-
finished goods from Russia, China, Mongolia and Central
Asia for delivery to the ROK and Japan; and 3)
commodities exchanged between the ROK and DPRK.
Two Chinese scholars, Jin and Pang (2001), believe it is
rational to develop direct railway container transport
between China and the Korean peninsula, considering the
growing transport demand in relation to the enhancement of
regional integration. They assert that two lines are
tentatively competitive: 1) Busan, Seoul-Pyongyang-
Shenyang-Harbin, and 2) Busan, Seoul-Pyongyang-
Shenyang-Beijing, Tianjin.

4. The Korean Peninsula in the Northeast Asia
Transportation System

If we understand transport developments in Northeast
Asia, in which the ROK is part of the integrated Northeast
Asian transport system, we can expect important structural
changes with respect to the existing flow of goods and
people, which will have a direct impact on transport
patterns.

The restructuring of transportation systems in
Northeast Asia and the development of new transportation
linkages will completely change the existing geographical
pattern which has been a mgjor factor in the planning and
development of infrastructural arenas. Maritime transport
in this area is expected to settle into a pattern in which
small-and medium-sized vessels call directly at local ports
where local traffic demands exist. The rapid development
of air transport in Northeast Asia will mean a diminishing
role for major airports in population centers. The
functioning of better highway and railway networks will
speed up the development of remote and outlying local
points. A major implication drawn from these prospects is
that improvements in transportation systems will contribute
significantly to making human settlements and the location
of industries more evenly distributed in Northeast Asia, by
providing peripheral areas of the region with easier access
to seaports, airports, and road and rail networks. The
anticipated dispersal of economic activities resulting from
the enhanced role of transportation will replace the
previous spatial patterns for regional development systems
in Northeast Asia with local systems, which will enhance
the internationalization of small-and medium-sized cities.

When railroad networks are reestablished and in
operation across the Korean peninsula, the accruing freight
revenue will mean economic benefits for all the countries
involved: the DPRK and the ROK, China and Russia.
Grishin (2000) indicates that the forecast undertaken by
experts shows that even using modern container-carrying
ships on the deep sea route to Central Europe will not be
competitive compared to the railway route, since the deep
searoute is almost twice aslong. Russiais likely to support

the reconnection of the TKR, as it would bring substantial
benefits to Russia. In the event that commaodity volumes
grow, the Ministry of Railway Transport of Russia plans to
introduce additional modern rolling stock and upgrade the
tracks. Furthermore, the Ministry will introduce computer-
based traffic control systems, or "Automated Container
Utilization Control Systems," which can cover cargo
tracking, cargo security and provide information. Thus,
Grishin (2000) points out that Russian Railways are ready
to carry cargo from the Pacific region to Europe and back,
while ensuring speediness, punctuality, and cargo security,
and tracking information along the whole route, from the
Pacific to Scandinavia and other parts of Europe, or the
Black Sea.

A report published by ESCAP in 1999 indicates that
railroad transportation costs will be lower in that railroad
costs between Busan and Berlin are $1,280/TEU, while
maritime transportation costs are $1,340 to $1,540/TEU. It
aso states that railroad travel takes twenty days, while by
ship it takes thirty-four days. According to this report, rail
transportation is competitive in terms of both travel times
and transportation cost. Through the reconnection of the
TKR and the TSR, Russia expects to see increased
economic development in its Far Eastern regions. The
transportation network will provide the ability to extract
natural resources in Siberia and connect to industrial areas
in Northeast Asia. Grishin (2000) stresses that the starting
station or terminus of the TSR should be Busan or
Gwangyang Port, instead of one in Russia, since both ports
areinternational hub ports for containers. Russiaiis actively
seeking to connect the TKR and TSR with the Gyungwon
Line, aswell aswith the Gyungui Line.

Jin and Pang (2001)'s viewpoints represent China's
perspectiveson the TKR:

The comparative study of the cost of marine transport
and direct railway transport indicates that it is reasonable to
develop direct railway transport between the Korean
Peninsula, Northeast China and North China, and the
advantage of direct railway transport between the ROK and
China via the DPRK is quite probably to be extended to
Northwest China (for instance, a Seoul-Xi'an direct
linkage). However, there is no advantage for East China
and South China compared to marine transport and marine-
railway coordinated chain transportation. The cost of direct
railway transport is generally 40-50% less than marine-
railway chain transport. Assuming the boundary transaction
charges were US$100, the direct railway transport also
remains competitive in the transport market of the
Northeast China-Korea peninsula region. It is estimated
that to transport a container from Seoul to Beijing,
including boundary transaction charges, the cost of direct
railway transport will be over 20% lower than that of
marine-railway chain transport.... Reconnection of the TKR
will be beneficial to the development of regional economic
cooperation in Northeast China. The constitution of
international transportation linkages has been
accompanying the process of globalization featured with
global industrial shift and the growing influence of
telecommunications on spatia structure. The limitations of
insufficient construction and the organization of regional



infrastructure to advance regional integration have become
more and more apparent...

Jin and Pang (2001) also say that the development of
land transport between China and the Korean Peninsula
will enhance regional linkages greatly, reducing physical
obstacles to transport integration in Northeast Asia. China
expects this process to help the related industry to make big
advances in technology development and strengthen
international competitiveness. Furthermore, the existing
domestic railway and the Trans-China/Europe Railway can
possibly be linked.

When an ESCAP report about the Trans-Asian
Railway Network was published in 1992, the DPRK
insisted that the origin of the railway should be located in
the DPRK. Since then, the DPRK has undergone economic
depression and changed its stance. Currently, the DPRK
expects that it will reap profits amounting to US$7.2
million by 2005, once the TSR and TKR are connected in
the near future. The plan has limitations because
connecting the TSR and TKR will require a huge amount of
investment to modernize and electrify the existing railway
system. As the DPRK is highly dependent on the railway
system for its basic infrastructure, modernizing and
improving the railway system will be a necessary step
toward a better economy. Moreover, even though Japan is
the only nation in Northeast Asia not connected by land
transportation, Japan will benefit from interregional trade
effects through the use of intermodal transportation,
including the TKR, if economically competitive.

Passenger traffic between China and the ROK is
increasing rapidly, a phenomenon that affects maritime and
air transportation. Incheon International Airport and several
ports can be used for tourists in the short term. In the long
term, other international airports, as well as an HSR and
rapid railway network to China via the DPRK, or starting
from Japan, will play akey role in transporting passengers.
In this case, another interregional railway network can be
operated along with the European Railway Network and the
Trans-Asian Network in Southeast Asia.

The proposal, based on Japan's concept of a "Greater
East Asia Co-Prosperity Sphere", formulated before World
War 11, is to build a rail tunnel under the Korea Straits
connecting Busan, the ROK with Shimonoseki, Japan, with
arail link through Pyongyang, the DPRK to Vladivostok
and Shenyang. This concept suggests the potential of the
Korean peninsula as a bridge from Japan to Northern China
and the Russian Far East. However, many scholars and
politicians in Korea disagree on this project, indicating that
it could reduce the role of ports in Busan and ultimately
have an adverse effect on the Korean economy; in fact,
even in Japan, most scholars do not support this project and
the Japanese government is reluctant to invest due to the
government deficit.

5. Conclusions

The Korean peninsulais now in a situation in which it
can become the logistics center of Northeast Asia.
Previously, we covered each country's positive aspects and
noticed that there are many obstacles and difficulties that
stand in the way of the Korean Peninsula becoming a
logistics hub. To find solutions to these problems, we must
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look at problems with the viewpoints of users, providers,
and society.

If the regional transportation system in Northeast Asia
is to be integrated, the railway must first be strengthened,
as it is the weakest link. The existence of various railroad
gauges, missing links, technical incompatibility, and
bottlenecks at border crossings are critical problems in
integrating railway networks in the region. The
development of the Trans-Northeast Asian Railway
Network will be regarded as the most important step
towards the realization of an integrated regional
transportation system. For operators, privatization in each
Northeast Asian country's rail industry may generate
difficulties in contracts and negotiations; however,
contracts can be easily concluded as companies rely on
profit maximization, without being sensitive to political
situations.

There are some limitations in the assumptions
contained in recently published reports. Travel times for
maritime transportation are getting shorter thanks to
advanced technologies and efficient operations. Maritime
transportation is effective in transporting extremely large
guantities. Travel times, costs, and convenience in crossing
borders are major factors influencing shippers and
users when they decide to ship freight by railway.
Transport costs between Busan and Berlin are competitive
because Russia sets a special rate, $0.03/km for the
9,900km of the journey that passes through Russia, which
is about 80% of the total distance. If Russia raises the cost
and border-crossing costs rise, then the TKR and TSR may
not be competitive. Another possible obstacle is that super-
ships (10,000TEU, currently 6,000TEU) could be
introduced between Northeast Asian and European ports.

Capacities and speed on the TKR are another problem.
Korea expects that the passenger transport capacity of the
Seoul-Busan corridor after a second stage of HSR will
increase by up to 2.6 times (daily passenger transport
capacity will increase to 520,000 passengers from 200,000
passengers), freight transport capacity will increase by up
to 8.6 times higher than before (from 350,000 containers
per year to 3,000,000). Expected capacities are based on a
strong assumption that the existing Gyungbu Line will be
solely used for freight transport, which is rather
unreasonable because passengers will demand various
types of services, not just on the HSR. To overcome
capacity limits along the Gyungbu corridor, a new beltway-
type railway near the Seoul Metropolitan Area will be
required.
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An Analysis of Regional Disparities in FDI in China
(Summary)

Xiao Yu, Jin Li, Kazumi Kawamura
Researchers, Research Division, ERINA

1. Introduction

Foreign direct investment (FDI) has played a
significant role in Chinese economic growth. It reached
$49.4 billion in 2000, or 350.3 billion RMB, accounting for
12.5% of total fixed asset investment (3261.9 billion
RMB). Attention should be paid to two aspects of foreign
capital growth in China: firstly, the disparity of FDI
distribution among the eastern, central and western regions
has increased since the initial prosperity of eastern China.
Slow development in the central and western regions is
becoming a serious problem. Secondly, the cost of
production factors, such as land and labor, has sharply risen
in the east, while that region's international comparative
advantage has declined.

2. Distribution of FDI

Due to its large potential market and abundant cheap
labor, China has gained more and more FDI from the mid-
1980s. However, FDI has shown remarkable regional
disparities in China, being concentrated in the coastal area.
During the fifteen years from 1985 to 1999, 87.8% of total
FDI was directed eastwards. Central China's share of FDI
increased from 5.24% in 1985 to 9.22% in 1999, while that
of the west decreased from 5.13% to 2.75%. Guangdong
Province experienced the largest FDI gains, accounting for
29.39% of total FDI during this period. In 1985,
Guangdong accounted for nearly half of total FDI: 49.42%.

On the other hand, per capita GNP and the price of
production factors in the east were higher than other areas
of China from the mid-1980s. This phenomenon indicates
that the favorable investment climate, such as preferential
policies, transportation, communications, human resources,
etc., has weakened the influence of production factor costs
on foreign investors.

3. Impact of FDI on Regional Development

FDI increases local investment and GDP, while also
enhancing local human resources, but this is a relatively
slow process. In addition, FDI also promotes the
introduction of technology and the improvement of
management.

3.1 FDI Disparity and Regional GDP

China utilized only $13.55 billion dollars of
accumulated foreign capital from 1986 to 1990. In this
period, FDI had a negligible influence on regional
development and the correlation between regional FDI and
national income was weak. Since the 1990s, as FDI
gradually increased, the correlation has strengthened,
demonstrating that there is increasingly a consistent
imbalance in the distribution of FDI and GDP.

3.2 Capital Inflow

In the last two decades, there was a strong correlation
between the prosperity of the east and the large amount of
FDI: 88% of total FDI was invested in the area. Continual
investment on the part of multinational corporations can
boost related industries, with a large project having the
ability to raise capital inflows to the local area, as well as
improve transport, communications and other services. On
the other hand, FDI results in a significant increase in
exports from the east. The value of foreign capital
enterprise imports and exports reached $139.1 hillion in
1996, accounting for 47.3% of thetotal.

3.3 FDI and Population Migration
FDI not only directly provides employment
opportunities, but also attracts labor immigrating to the area



being invested in. With their high technology and the high
saaries they offer to employees, multinational corporations
hold a strong attraction for external labor, especially
highly-educated labor. In the early 1980s, the opening of
the Pearl River Delta and the Changjiang River Delta
caused labor to migrate to the east coast. Guangdong,
Fujian, Zhejiang, Jiangsu and Shandong were still the main
focus of immigration till the mid-1990s. The net increasein
population in Shanghai was equivalent to a medium-sized
city after Pudong was devel oped.

There was a net out-migration of population,
especialy highly-educated labor, from the central and west
regions, and a net in-migration in the east. This reflects
differing demands for labor in different areas. On the other
hand, the potential of the central and the west declined as a
result of the continuous outflow of highly-educated labor.

4. Conclusion

Having a comparative advantage and a very large
potential market, China has become the biggest country
utilizing foreign capital. However, the distribution of FDI
in China is extremely unbalanced. Along with rapid
economic growth, the cost of land and labor in the east is
rising faster than in the central and western regions. After
the 1997 Asian financial crisis, China's comparative
advantage has dwindled due to the currency depreciation
experienced by Southeast Asian countries. The growth rate
of FDI and exports slowed in both 1998 and 1999, directly
resulting in afal in the economic growth rate.

But the economies of scale in eastern China have
expanded. The increase in production factors prices is till
not discouraging foreign capital inflows to the east. On the
other hand, a great deal of surplus labor and rich natural
resources in the central and western regions has not been
utilized sufficiently. In 1997, China implemented a strategy
to exploit the west. The central government offers many
preferential policies to under-developed provinces, while at
the same time, these provinces have also adopted many
measures to absorb FDI. In summary, the investment
environment in the west is gradually improving.

ERINA REPORT Vol. 44
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