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Overview of the Second International Workshop for the
Energy Security and Sustainable Development in Northeast
Asia: Prospects for Cooperative Policies Project

Vladimir |. Ivanov, Senior Researcher, Research Division ERINA
Dmitry L. Sergachev, Researcher, Research Division ERINA
Eleanor Oguma, Research Assistant, Research Division ERINA

On March 29-31, 2002, an international workshop co-
organized by the Economic Research Ingtitute for Northeast
Asia (ERINA) with the Korean Energy Economics Institute
(KEEI) was held at the Seoul Palace Hotel. Participants
from China, Japan, the Republic of Korea, Russia, the
United States and such international organizations as the
International Energy Agency, APEC's Asia-Pacific Energy
Research Center, the United Nations ESCAP and UNDP
Tumen Secretariat, the World Bank,' and also the Northeast
Asia Gas & Pipeline Forum took part in the meeting, along
with members of ERINA and KEEI.

Among the distinguished speakers were Dr. Victor
ISHAEV, Governor of Khabarovskiy Krai, Dr. John
MERRILL, a leading expert on East Asia and the Korean
Peninsula from the U.S. Department of State, Professor
Shenming LI, Vice-President of the Chinese Academy of
Socia Sciences, and Ambassador Evgeniy AFANASIEV,
former Ambassador to the Republic of Korea, now Director
of the Continental East Asia Department of the Ministry of
Foreign Affairs of Russia. A number of observers from the
private sector, including such leading energy companies
and business groups as the Korea National Qil Corporation,
Mobil Oil Korea, Korea Gas Union, Korea Energy Forum
and Korea Gas Corporation also attended the workshop.

The Seoul workshop was the second conference
organized within the framework of the two-and-half year
project initiated by ERINA, with the cooperation of the
Northeast Asia Economic Forum (Honolulu, Hawaii) and
the Monterey Institute of International Studies (Monterey,
California). Funded by ERINA and the Japan Foundation
Center for Global Partnership, the project aims to combine
multilateral dialogue with collaborative research and
network development, and involves experts from various
fields, both researchers and practitioners.

The opening ceremony of the workshop took place in
the evening of March 29 and featured brief introductory
remarks from Professor Sang-Gon LEE, President of the
KEEI, and Professor Hisaso KANAMORI, Chairman of the
ERINA Board of Trustees, followed by a special lecture by
Governor ISHAEV. The guest speaker provided an
overview of the recent changes in the world political
situation, various impacts of the globalization process, and
trends toward economic cooperation in Northeast Asia that
could open new opportunities for energy exports from
Eastern Russia to regional markets.

About the project

This project, undertaken by ERINA in cooperation
with experts from the United States and participants from
Northeast Asia, aims to identify viable policies and
highlight both the urgent need for and the benefits of
cooperation in the energy-environment realm.

What is needed is a vision for a cooperative framework
and policy coordination that encompasses the energy-
devel opment-environment triad. Participating institutions and
experts will propose a shared vision for and approaches to
reconciling energy use and environmental protection, where
the economies of the subregion today operate independently.
In addition to the matter of energy use, a further project
objective is to assess the prospects for a cooperative approach
to energy security, outlining an ingtitutional framework that
could reduce the vulnerability arising from the region's
current dependence on energy imports.

The ultimate goal is to lift the "strategic sights' of
governments and the public above the limits of national
policies and prepare a path for them through the
complexities of specific cross-border projects, which have a
role to play as efficient tools of economic development, a
means of providing a stable, cost-effective energy supply,
and cohesive confidence-building devices.

The main conceptual pillar of the project is the
expectation that the vital interests of the economies of the
subregion overlap. All players are motivated by the desire
for greater energy security, development and prosperity,
political stability and environmental safety, and the belief
that this could constitute a framework for both cooperative
engagement and multilateral, cross-border solutions in the
energy sector.

The technologies, engineering skills and manageria
experience critical to the success of advanced energy
ventures are also available, but have rarely been applied in
this area in a bilateral or multilateral format. The
exceptions are limited to the Sakhalin oil and gas projects
and the Korean Peninsula Energy Development
Organization (KEDO), which highlight the symbiosis of
energy needs and security concerns.

This subregion is also unique to the world of energy
because it has a low gas penetration rate, while
transportation and distribution infrastructure is either
limited or has yet to be assembled. It is assumed that
imports via a pipeline would promote diversification in
modes of transportation, alowing gas-to-gas competition

! Seethelist of workshop participants and their affiliation at the end of this overview.



and eventually an expansion in the use of gas. Various
options for cross-border gas pipelines are under discussion.
The problem is that the price tag of these projects is very
high, improvements in the investment climate are still
inadequate, and markets are neither easily accessible nor
sufficiently secure to justify huge investments. Moreover,
many of these cross-border projects require multilateral
financing and concerted implementation efforts. The worst
aspect, however, is the lack of long-term, comprehensive
strategies that could enable partnership, both in
negotiations and in the implementation of the projects.

All these factors make the economies of the Northeast
Asian subregion a unique case study for observing both the
domestic economic and political hurdles, and the external
obstacles impeding cross-border cooperation in the energy
sector.

The various obstacles and sources of uncertainty are
wide-ranging and have yet to be fully accounted for and
analyzed. Nevertheless, they amplify the necessity of
working together to obtain the economic and political
benefits of cooperation.

Day One

The first workshop of the project, which focused on
China, was held in June 2001, in Tainai, Niigata (ERINA
Report no. 41, August 2001, pp. 44-51). It served as a
follow-up to an earlier ERINA effort to study prospects for
regional cooperation in the energy sector. At that
workshop, held in December 1999 with the support of the
Japan Foundation, the focus was on Japan-Russia relations,
aswell as energy-related interests and policies.?

At the meeting in Seoul, the project participants
focused their attention on the Koreas, and policies and
developmentsin their energy sectors, as well as other issues
related to sustainable development and regional economic
cooperation in Northeast Asia. Obviously, problems
surrounding the Korean Peninsula impede energy
cooperation throughout Northeast Asia. The complex
nature of military-political relationships centered on the
DPRK isaparticular challenge.

Obviously, cooperation in the energy sector requires
political trust and a favorable investment climate— the
elements that are basically lacking in the inter-Korean
relationship.® That is why the first session in the morning of
March 30— Northeast Asia in the 21st Century —focused
on both economic and political issues.

The presentations were made by Dr. MERRILL,
Professor LI, and Ambassador AFANASIEV . Each speaker
provided a useful overview of bilateral, regiona and global
trends affecting Northeast Asia and the Koreas. The first
speaker mentioned that Northeast Asia's growing interest in
a wider reliance on natural gas could have beneficial
implications not only for economic development, energy
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security and environmental protection, but also for
geopolitical stability. With China becoming a large-scale
importer of energy resources from Russia, cross-border
pipelines will enhance regional economic interdependence.
A trans-Korean pipeline would also greatly assist the
economic recovery of North Korea. In this context, Dr.
MERRILL mentioned the positive role of the 2000 inter-
Korean summit and stated that cooperation in the energy
sector could significantly contribute to improving the
political situation. He emphasized that, when President
Bush visited the Republic of Korea in February 2002, he
reiterated the support of the United States for the Sunshine
Policy of South Korea's current administration.

The second speaker, while underlining the value of
discussions focused on energy cooperation and
environmental protection, enumerated current geopolitical
trends, economic problems and policy discourses that could
negatively affect prospects for cooperation at the global,
regional and subregional levels, including the situation in
Northeast Asia. His main focus was on the United States
and Japan, which could arguably influence, if not
determine, developments in many fields, including energy
sector cooperation in Northeast Asia. On the other hand, as
this senior participant from China observed, the economies
of Northeast Asia could develop economic links based on
mutual benefits, using their economic complementarity. In
particular, China, Japan and the Republic of Korea could
rely on the energy resources of Eastern Russia, while the
DPRK could emerge from its economic isolation by
participating in regional economic cooperation and energy
projects.

Ambassador AFANASIEV outlined prospects for
bilateral cooperation with North Korea in the energy sector
and infrastructure development. From the Russian
perspective, the Korean Peninsula is central to Northeast
Asia, and inter-Korean cooperation could herald a new era
as far as cross-border energy projects are concerned.
President Putin's visit to Pyongyang in June 2000 aided the
restoration of bilateral political and economic contacts with
the DPRK. During his visit to the Republic of Korea in
February 2001, he reiterated Russia's support for inter-
Korean dialogue and improvements in the relationship that
would facilitate such large-scale infrastructure projects as
railway interconnection. There are also prospects for
trilateral cooperation in the energy sector, particularly in
interconnecting power grids. In the long run, a trans-Korea
gas pipeline project could be considered, as well as the
renewal of cooperation with the DPRK in the nuclear power
sector. These and other issues were discussed when the
North Korean leader visited Moscow in the summer of 2001.

Mr. Susumu YOSHIDA delivered the luncheon
address, on "Energy Security in Northeast Asia and
Prospects for Development and Economic Cooperation™.

? Reports available online at hitp://www.erina.or.jp/publication/Energy.htm

® The policy of "comprehensive engagement” with the DPRK is now under review in the United States and it is not yet clear
whether the concept of "improved implementation” of the Agreed Framework will be acceptable to Pyongyang. Moreover,
Russia is the only G8 country that is not part of KEDO. The 1994 Agreed Framework is not a treaty or even an agreement.
Given the uncertainty that this creates, the question looms large of how resilient (or vulnerable) KEDO could be and how its
dynamics could influence prospects for energy cooperation between the Koreas. However, KEDO has the potential to generate

astrong catalytic impact on other inter-Korean energy ventures.
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This presentation further expanded the scope of discussion
during the morning session, presenting the Japanese
perspective. The speaker briefly touched upon general
policy issues, concentrating on concrete economic links
among the economies of the region and Japan. The
prospects for multilateral cooperative projects were
outlined, including KEDO and other projects that could
involve North Korea, China, Japan and Russia. The
presentation highlighted Japan's role in creating a
cooperative framework for a stable energy supply in
Northeast Asia, as well as providing an overview of the
prospects for transportation corridors in the region.

The second session, on Regional Energy Cooperation,
began with a keynote address by Professor LEE. He
indicated at the outset of his speech that, as far as the
Northeast Asian economies' energy problems are
concerned, the 21% Century poses new challenges and
offers new opportunities. Liberalization of the energy
sector enhances competition and affects prices, requiring
new approaches and flexibility on the part of governments
and the private sector. Energy efficiency and emissions
reduction appear to be priority issues and should form the
foundation for subregional energy cooperation in Northeast
Asia. Subregional cooperation in the energy sector could
also become an effective tool in enhancing energy security,
particularly in the context of the geographical proximity of
energy importing countries and potential sources of exports
in Eastern Russia. Sources of "cleaner" energy, including
natural gas and hydropower, are important components that
could allow Northeast Asia to become a center for
negotiations on reducing GHG emissions. Specific projects
that the Republic of Korea would support include the
Kovykta natural gas field development, a regional oil
stockpile mechanism, and the introduction of technologies
that ensure higher energy efficiency and the
competitiveness of "cleaner" energy sources. Cooperation
among oil importers and Russian oil producers should also
be promoted to reduce the dependence of Northeast Asiaon
the Middle East and enhance their capacity to influence
world oil markets.

Dr. Boris SANEEV of the Energy Systems Ingtitute in
Irkutsk continued the discussion, referring to concrete
issues concerning new energy resource development in
Eastern Russia, including oil and gas projects offshore from
Sakhalin, anatural gas project in Irkutskaya Oblast, and the
prospects for a subregional natural gas pipeline network
and electric power grid interconnection. In total, these
projects are likely to require tens of billions of dollars of
capital investment and it is vital to ensure their proper
coordination, taking economic efficiency and
environmental soundness into consideration.

The next speaker, Mr. Norio EHARA of the
International Energy Agency, provided a comprehensive
overview of energy sector liberalization in South Korea,
which became a full member of the IEA on March 28,
2002. In reforming the energy sector, the government has
adopted the so-called IEA shared goals, including greater
reliance on the market in energy pricing and the promotion
of regional energy cooperation. More specifically,
according to this speaker, the Republic of Korea as the IEA
member country and one of the leading economies in

Northeast Asia should play a more active role in promoting
regional energy cooperation in Northeast Asia, including
closer contacts with such key non-member countries as
Russig, China and India. South Korea could act as a model
for developing an emergency oil stockpiling system and
should share its experience with China. Both Korea and
Japan have a valuable pool of knowledge about energy
sector reforms and promoting energy-saving technology.
South Korea could also provide greater ODA-type
assistance to other Northeast Asian economies, in order to
facilitate improvements in the energy sector and protect the
environment.

Representatives from ESCAP (Bangkok) and the
UNDP Tumen Secretariat (Beijing) also took part in the
workshop. The participants from ESCAP described their
"concept report” on energy issues and policies in Northeast
Asia, and requested the assistance of a number of
government-level country representatives as co-authors, to
enhance the value of the report for policy makers. The first
section of their draft provided an overview of the status of
the energy sector in each country, including China, the
Koreas, Japan, Mongolia and Russia, with a brief overview
of their policies; the latter part then presented a scenario for
multilateral energy cooperation in Northeast Asia

It is important to note in this context that the main
goal of the workshops, as well as of the project as a whole,
is exactly the same: to generate—through joint research and
discussions— the capacity to propose a set of realistic
recommendations not only relevant to policy making, but
also firmly linked to the national interests of the actors
involved. It is hoped that ERINA's project— supported by
CGP—will eventually alow us to assemble just such alist
of priority issues to enable the economies of Northeast Asia
to promote advanced, cost-efficient energy technologies,
pricing mechanisms and cross-border infrastructure
projects that reconcile energy use and environmental
protection through a multilateral cooperative framework.

After dinner, Mr. Bradley BABSON, Advisor on the
DPRK to the World Bank, made a presentation on
"Searching for the Right Side of History in Northeast Asia:
Potential Role of Energy Cooperation with North Korea".
Although this paper is included in this issue of the ERINA
Report (pp.20-23), it is worth mentioning that the author
has offered a rather skeptical line of analysis concerning
the future of the KEDO light water reactor project. In his
opinion, a trans-Korean gas pipeline and power grid
rehabilitation in North Korea could be an alternative to
KEDO. The North-South gas pipeline project could better
serve the energy and economic needs of North Korea,
expanding the market for Russian natural gas, involving
China and Russia in the inter-governmental setting of the
project and contributing to political trust on the Korean
Peninsula.

Day Two

The theme of the two sessions in the morning of the
second day of the workshop was cross-border Energy
Delivery Infrastructure Projects and related issues. Dr.
Alexander OGNEV, of Vostokenergo, UES Russia, gave an
overview of possible economic scenarios for the Russian
economy in 2002-2020, making projections with regard to




energy consumption patterns and electric power demand in
the Far Eastern region. His main conclusion was that, under
any circumstances, new power plants built in Chitingkaya
and Amurskaya oblasts, as well as in Khabarovskiy and
Primorskiy krais, would be able to provide significant
volumes of electric power for exports to China and the
Korean Peninsula.

Dr. Pavel MINAKIR followed this up with an outline
of the two Sakhalin projects currently underway, which
could, in a few years, provide natural gas for LNG plants
currently under construction, as well as for a cross-border
pipeline to China and/or the Korean Peninsula and Japan.
These projects are the largest investment undertakings
anywhere in Russia; more large-scale oil and gas ventures
are likely to be launched in Sakhalinskaya Oblast in 4-5
yearstime.

Dr. Hyun Jae KIM of the KEEI focused on the power
sector of South Korea and prospects for the interconnection
of power grids between the North and South. Such
interconnection is particularly important in the context of
the KEDO project, given that the power system of North
Koreais small relative to the capacity of the two LWRs and
currently very unstable. Three high-voltage inter-
connectors between the ROK and the DPRK are needed to
solve these problems, but prior to the feasibility study
phase for such a project, the flow of information and
technical exchanges must be promoted. As of today, such
exchanges are limited; one of the options for expanding
contactsis to rely on the services of a "third party", such as
the United Nations. Noting also that China and Russia do
not participate in KEDO, the Korean expert emphasized
that they have an important role to play in power
interconnection projects involving the two Koreas.

During the next session, on Cross-Border Projects and
Plans, presentations were made by Dr. Kengo ASAKURA
of the Northeast Asia Gas & Pipeline Forum, and Ms.
Hisako TSUJI and Dr. Vladimir IVANOV, both
representing ERINA.

The first speaker proposed a concept for aregiona gas
pipeline network— a mega-project that could potentially
play a pivotal role in facilitating economic cooperation
between the two Koreas. This regional gas pipeline
network is based on a "ladder" concept, including two
west-to-east transcontinental pipeline systems to be built in
China and Eastern Russia, with north-to-south inter-
connectors between them. The first west-to-east pipeline is
now under construction in China, while the second one
could be built in Russia along the Trans-Siberian railway,
connecting gas fields in the Irkutsk and Y akutia areas with
those in Krasnoyarskiy Krai and Western Siberia. The
north-to-south inter-connectors would ensure wider market
access for natural gas and more reliable operation of the
entire system. In the eastern section, the two trans-
continental pipelines are expected to be inter-connected in a
more complex "circular” pattern, including a "western"
circular line that covers the west coast of the Korean
Peninsula and an "eastern” circular line, supplying gas to
the east coast. The "western” circular line is seen as part of
the gas pipeline network to be built in Northeastern China,
while the "eastern" circular line would include Sakhalin,
Khabarovskiy and Primorskiy krais in Russia, and also
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Japan. The main message of this paper, which also contains
technical parameters for the future pipeline network, is that
such a network will not only respond to growing energy
needs and economic development plans, but also contribute
to political stability and sustainable development in
Northeast Asia, leading ultimately to the formation of a
regional energy community.

The presentation made by the second speaker
complemented the preceding paper, focusing on the
prospects for railway inter-connection between the North
and South, with access to the Trans-Siberian and Trans-
China railways. ERINA is monitoring international cargo
transportation via the Trans-Siberian railway, as well as the
North-South dialogue on railway system interconnection.
The latter project is relatively new and its implementation
could serve as an indicator of the feasibility of the Trans-
Korea gas pipeline project. Nevertheless, the sobering
reality is that the cost of North Korean railway
rehabilitation is estimated at between US$1.3-1.8 billion.
The cost of atrans-Korean gas pipeline is likely to be even
higher.

The presentation by Dr. IVANOV was based on his
paper previously published in ERINA Report No. 43. He
advocated giving consideration to building a trans-Siberian
pipeline along the Trans-Siberian Railway. It is important
to acknowledge in this context that, similarly to China, the
implementation of pipeline projects in Eastern Russia will
benefit local economies and regional governments,
particularly if the infrastructure is built in areas with a
decent number of domestic consumers and industries.

What Russia needs is a long-term, comprehensive and
consistent approach to developing, delivering and
distributing Siberian and Far Eastern natural gas to
domestic and external markets. This strategy must first of
al be aimed at an integrated approach to commercializing
natura gas reserves, including those in Krasnoyarskiy Krai,
Irkutskaya Oblast, Yakutia and Sakhalin. Secondly, the
number of potential exporters must be maximized, so
ideally a pipeline, like a railway, should be kept "neutral”
and open to al major exporters. Third, key transmission
pipelines should be designed to collect and transport to
northeastern China and the Koreas significantly more than
the level of current and projected domestic demand.
Finally, this integrated approach must include efforts to
target LNG markets in Asia. This will allow the broader
marketing of natural gas, involving LNG users in Japan,
South Korea, China, Taiwan, India, and elsewhere.

In the discussion, Dr. Myung-Nam KIM, General
Manager of the Korea Gas Corporation (KOGAS),
mentioned that the Kovykta project is the most realistic and
attractive source of natural gas for Korean users and that
KOGAS is participating in a pipeline feasibility study with
Russia and China. This pipeline, however, is currently
envisioned as crossing Northeastern China and the Y ellow
(West) Sea, before reaching the Korean Peninsula.

Mr. EHARA delivered the luncheon address, on
"Prospects for Cross-border Energy Projects in Northeast
Asia" in the context of another conference on cross-border
gas trade organized by the IEA in Paris, on March 26-27.
As mentioned during the brief discussion following this
informative presentation, Northeast Asia, quite regretfully,
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was left out of the conference framework, with the attention
of the participants focused on Europe, the Americas and
Southeast Asia

During the first afternoon session, on Energy and
Environment, the list of speakers included Mr. Chan Woo
LEE, Visiting Researcher at ERINA, Mr. Susumu ABE,
Professor Fenggi ZHOU of the Energy Research Institute
of the State Development Planning Commission of China,
and Dr. Zin Oh KIM of the KEEI.

Among the issues discussed by the first speaker were
prospects and options for providing energy sector
assistance to the DPRK, as well as the need to promote
South-North technical exchange. The options for energy
assistance to North Korea include coal supplies,
rehabilitation of the power grid and professional training.
The prospects for the implementation of the KEDO project
were also outlined, including both technical and political
impediments. The main problem is that the ROK
Government, according to this paper, is expected to serve
as the principal source of funding for "energy aid" to the
DPRK, but the estimated cost of the proposed cooperative
projects amounts to hundreds of millions of dollars. It was
therefore proposed that a possible multilateral option be
sought, involving Russia, China and Japan as co-Sponsors
of the rehabilitation and energy aid efforts. In this context,
a trans-Korean gas pipeline is seen as the most promising
way of supplying energy to North Korea and assisting its
€conomic recovery.

The Chinese speaker provided a detailed overview of
energy sector development up to 2005 and projections up to
2010. China has demonstrated significant progress in
improving energy efficiency and intensity levels,
constructing large power plants, modernizing technologies
and improving management systems. For example, since
the early 1970s, energy use per unit of GDP has been
reduced by 30%. At the same time, the share of high-
quality fuels in the total primary energy supply remains
low, while cod is the dominant fuel. Although its technical
capacity in coal mining is more than sufficient, coal
conditioning facilities, including coal washing, are scarce
and underdevel oped.

In the oil industry, demand exceeds production, which
in turn significantly exceeds the rate of reserve
enlargement. China's dependence on imported oil is
growing fast. In addition, power transmission lines are
technologically obsolete, impeding inter-connection of
regional power grids. Chaotic construction of small power
plants decreases overall nationwide energy efficiency and
exacerbates the problem of emissions. A further serious
problem is that local power distribution grids in both urban
and rural areas remain poor, limiting the potential for
electricity production and transmission, and adversely
affecting living standards and social conditions.

In the current decade, China will concentrate its
resources on oil and gas sector development, energy sector
reforms, energy efficiency and renewable energy. For the
next 5-10 years, hydroelectric power capacity expansion
and the west-to-east gas pipeline will be the priority
directions in developing China's energy sector. The
government will also take steps to create an emergency oil
stockpile, promote clean coal technologies and improve

energy efficiency standards.

Mr. ABE discussed the 3Es— Energy Security,
Environmental Protection and Economic Growth—and the
relevance of this approach from the standpoint of
subregional energy cooperation in Northeast Asia.
Economic globalization presents new challenges that
require innovative approaches to energy security issues,
which must be derived from a wider perspective, taking all
possible factors into consideration. Taking the view that
energy serves as "the catalyst for human development, not
an element restricting it", an energy system based upon
sharing wisdom and prioritizing the available opportunities
must be envisioned, which overcomes both technological
and socia limitations. The various problems we face today
in the field of energy and the environment are not
necessarily related to the impacts of past oil shocks.
However, it seems that a crisis could be stealing up on
Asia, of which it is as yet unaware. Compared to the
previous century's paradigm of "development and growth",
the 21st century is likely to be an era of development that
aims for "continuity and harmony". Energy and
environmental protection are issues of common concern to
mankind and should be tackled accordingly. Concerted
action must be taken in each region of the world to
establish a mechanism that promotes a "think globally, act
locally" approach. It is important, therefore, to begin with
common recognition of the need to aim for the
simultaneous achievement of 3E goals in Northeast Asia,
positioning this as the long-term focus of energy policy.

Prospects for the utilization of renewable energy
sources and their potential contribution to energy
cooperation between North and South were outlined in the
paper presented by Dr. Zin Oh KIM. He proposed the
formation of a joint expert-level team to evaluate the
potential for renewable energy, particularly in North Korea,
which has already accumulated some experience in this
field through cooperation with international NGOs. If this
work took place on a large scale, the mountain terrain of
North Korea could provide a unique opportunity for the
utilization of small and very small hydropower generators.
There is a significant potential for cooperation in using
wind and solar energy. Given this broad spectrum of
opportunities for cooperation in utilizing renewables,
governments should work together to incorporate this into
long-term and mutually beneficial economic cooperation.

In the last paper presented at the workshop, Dr.
Chung-1l NAHM (KEEI) evaluated the parameters of the
KEDO project and the technical measures required to
implement this project within the current schedule. As an
electric power engineer, the speaker advised giving greater
consideration to North-South power grid interconnection.
Such a project would ensure that the necessary power
transmission infrastructure is put in place before the first
LWR is commissioned. This project would require
cooperation in many other related fields, including the
preparation of a feasibility study, which should be carried
out at an early date to allow the construction of the five
high-voltage transmission lines, commissioning the first
one by 2006. This will, however, be both technologically
complex and expensive.

In the discussion, Dr. Daojiong ZHA of the



International University of Japan mentioned that the
presentations made during this last session of the workshop
shed light on a significant number of issues that need to be
solved, as well as the complexities associated with the
vision for structural energy cooperation in Northeast Asia.
"Structural" in this context refers to government-level
commitment in the form of a regional development body
dedicated to promoting energy development in Northeast Asa

An update provided by Mr. ABE about the latest
changes in Japan's energy policies implied that Japan could
choose to consume more energy resources from Northeast
Asia. His observation that "policies aimed at enhancing
energy security have usually been shaped by the
international situations of the time and reflect the 'instincts
of the past" deserves careful consideration by practitioners.
The overall economic benefits of North-South cooperation
in the energy sector, as described by Mr. Chan-Woo LEE,
also serve as a reminder of the value in continuing to aim
for structural energy cooperation. Professor ZHOU's update
regarding energy policy reforms in China informs us that
decision-making is being delegated from the central
government to local governments, providing more scope
for market factors in shaping energy policies. Moreover, all
speakers agreed on the geopolitical constraints that could
complicate energy cooperation in the region.

Conclusions and topicsfor discussion and resear ch

As was noted during the concluding session, the
participants received a positive impression of issues relating
to the prospects for energy cooperation involving the Korean
Peninsula, gaining a particular understanding of the extent
of enthusiasm in the ROK for cooperation with the DPRK.

Cooperation may not be as easy to achieve in
Northeast Asia as it was in Europe. There is a history of
conflict and differing social systems. However, pipeline
politics involving the Koreas could be an important
diplomatic tool, given that West Germany's Ostpolitik
eventuadly led to a considerable improvement of economic
and policy links with the USSR. Similarly, a trans-Korean
pipeline should be seen as a positive cooperative project. If
required, the IEA should offer its expertise in developing a
concept for aregional energy security system. Perhaps one
of the more striking aspects of the conference was a feeling
that it is now time to stop talking and start taking action,
both for the sake of achieving political stability and
economic growth in the region, and halting environmental
degeneration.

Energy and environmental issues are seen as
constraining economic growth. Renewable energy
cooperation between the Koreas has potential because it
will involve localities and communities. Renewable energy
projects are small in scale, so can be started relatively
quickly. Solar-powered water heaters could be developed
quickly, while small-scale hydropower would be very easy
to develop and use.

Cooperation in the field of energy and environmental
protection in Northeast Asia is a battle against uncertainty.
International partners have yet to start trying to build trust
through multilateral efforts, because uncertainty tends to
result in inaction and lack of motivation to make a decision.
It was suggested by one of the speakers that efforts should
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continue to be made to get the ministries of foreign affairs
of the relevant countries to disseminate a positive message
about cooperation in Northeast Asia.

Indeed, at the time of the workshop, uncertain
geopolitical developments with potentially grave policy
implications had been triggered by the Bush
Administration's denunciation of North Korea as part of an
‘axis of evil' (together with Iran and Irag). It was proposed
in the concluding sessions of the workshop, however, that
the rhetoric be put in context, given that mid-term elections
to the U.S. Congress will take place in 2002.

The Republican Party, which President Bush
represents, has good reasons to cash in on the momentum
of support for the President's anti-terrorist policies and
stance. In other words, this rhetoric was intended for a
domestic audience. Secondly, the three countries identified
as the 'axis' cannot individually be much of areal threat to
the United States. Their main defenders, namely China and
Russia, compete with the United States over global
geopalitical issues. Yet the help of both China and Russia
can be enlisted in preventing those three regimes from
becoming a bigger problem.

Indeed, as subsequent events demonstrated, President
Bush did openly ask the Chinese leadership to assist the
U.S. in re-opening a dialogue with North Korea. It is,
therefore, possible that the rhetoric was also intended for a
foreign audience. In the short term, we have good reason to
believe that the 'axis of evil' animadversion may have more
to do with finding a way to practice workable diplomacy
than seriously preparing for a U.S.-led war on the three
targeted countries, particularly North Korea.

It is aso important to realize that uncertainties are part
of the geopolitical practice of the major powers. A case in
point is that, between countries in formal strategic alliances
(for instance, the United States and Japan), there exist
significant differences both in dealing with each other and
in approaching third countries and global issues. Therefore,
if one sees energy development projects as subject to shifts
in geopolitical practice and foreign rhetoric, then the
perceptions of progress in such projects will be affected
negatively. In contrast, progressing with project designs
based more on market rationale can foster greater
confidence and a desire for interdependence. Thinking in
terms of interdependence can, in turn, help contain drastic
swings in geopolitical policies and pronouncements. It is
therefore critically important to move forward on sound
energy development projects, rather than waiting for the
geopolitical situation to change, because favorable
geopolitical moments come and go fairly frequently.

In addition, research efforts have thus far been
devoted to researching the upstream reserves and
downstream markets for oil and gas in Northeast Asia. This
envisions the Russia's Far Eastern and Siberia regions as
supply areas only, while South Korea, Japan, China and
North Korea are seen as the demand areas. The problem
with such an approach is that the country as a whole is
usually treated as the unit in the analysis.

Indeed, structural cooperation does require policy
commitment on the part of the national governments of the
relevant countries. This conceptualization treats the three
northeastern Chinese provinces and North Korea (and
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Mongolia for that matter, as well as the provinces in
Eastern Russia) as little more than areas providing a transit
route for oil and natural gas to reach the consumers in
South Korea, Japan and coastal regions of China. This type
of thinking has its limitations. Instead, the transit areas
ought to be treated as full-scale markets as well, if for no
other reason than giving the governments and societies
there a tangible stake in ensuring not only the physical
security of the pipelines, but also an expectation of
economic and social benefits.

Society and politics are becoming more populist,
requiring a wider audience to be included in discussions, as
it will be hard to obtain government support if there is no
public backing for projects. People should not
underestimate the potential for cooperation in this region,
nor should they concentrate only on the economic aspects
of projects. Economics is not the sole reason for
undertaking projectsin the region.

Different questions should be asked and answered in
this regard. Do we need a Northeast Asian cross-border
pipeline? We need to ask why there have been no practical
developments to date, and why things are moving so
slowly. Contemplating Eastern Russia and Northeastern
China as a full part of the transit (mid-stream) market has
particular significance because it will help to reduce the
continuing reliance of these areas on abundant but polluting
cod. Thereis aso alimit to what international aid can do
for North Korea in overcoming energy shortages. Research
should consider how North Korea can find ways to pay for
energy imported from Russia.

Taking the transit markets seriously also means that
both the feasibility studies on small-scale projects and,
better still, construction work on them can begin. Such
projects can serve as important pilots for larger projects in
the future. The report by the Director-General of ERINA on
the Angarsk - Daging oil pipeline serves as an excellent
example. Indeed, we can envision a 'bottom-up' future, with
short-distance links between localities in Russia and
Northeast China extending southward to Korea and Japan.

Finally, our thinking about and research efforts into
energy cooperation in Northeast Asian should take into
consideration the human dimension. Urbanization in
China's three northeastern provinces has a definite impact
on energy consumption patterns, which in turn can help in
evaluating the actual market value of cross-border pipeline
projects. Cooperative energy developments, beginning with
small-scale projects and linkages between provinces, can
help to revitalize local economies. The participants agreed
that the workshop was well-timed, as improved relations
between the two Koreas require a comprehensive
framework for economic cooperation and the exchange of
information and ideas. On the other hand, sincere
cooperation is required - pursuing cooperation with the aim
of achieving the collapse of a political regime would not be
constructive.
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Searching for the Right Side of History in Northeast Asia:
Potential Role of Energy Cooperation with North Korea

Bradley O. Babson, Senior Advisor to World Bank on DPRK

The vision for the future that is embodied in this
workshop on Energy Security and Sustainable Devel opment
in Northeast Asia is one that embraces shared interests,
cooperation, and commitment to peace and prosperity for
all the peoples of the region. It isahopeful vision and one
that deserves broad support. | have been very impressed
with the results of the two previous workshops organized
by ERINA, and believe that this process is making an
important contribution to building consensus on the future
course of policy for energy cooperation in the region.

In the struggle to shape the future history of Northeast
Asia after a century marked by conflict and division, there
are promising signs of growing political and economic
cooperation among the countries of the region. The
prospects are brighter than ever for moving ahead with
deepening regional integration through cooperation in not
only energy, but also in many other areas. The ASEAN
plus Three meetings are leading to deepening trade and
investment cooperation between China, Japan, and South
Korea, and China's accession to the World Trade
Organization will accelerate this process. The recent
signing of the Friendship Accord between China and
Russiais giving new life to increased collaboration across a
wide range of shared interests, while Japanese and Russian
economic cooperation is aso moving ahead on a number of
fronts. Against these positive developments, the continuing
tensions on the Korean peninsula are areminder of the drag
that unresolved issues in relations with North Korea are
placing on the ability to advance the vision of deepening
cooperation within Northeast Asia more widely.

The risk that problems with North Korea could
undermine the process of deepening regional cooperation
has now become accentuated. President George Bush sent
shock waves throughout Northeast Asia when he branded
North Korea as part of an "axis of evil" and turned
America’s war on terrorism towards the threat of North
Korea's programs of mass destruction. While this new lens
will determine American policy towards the region, during
his visit last February, President Bush also proclaimed
support for South Korea's policy of pursuing reconciliation
and engagement of North Korea and pledged to seek a
negotiated solution to American concerns. For better or
worse, the time seems to have come to face up to the harsh
realities of the Korean peninsula and to seek creative new
approaches to resolving the underlying problems. This
cannot be done unilaterally, and a renewed commitment to
multilateral cooperation is essential. The question we must
face is how to find a solution that will be both politically
and economically viable and sustainable.

What | would like to do this evening is to explore the
potential for rethinking energy cooperation with North
Korea as one way to transform the dynamics of
engagement with North Korea and finding solutions to the

root problems blocking achievement of an enduring peace
accord and integration of North Korea in the regiona and
global community.

Economic Dimensions of Security
Four main issues that need to be addressed to find a

sustainable solution to the North Korean security situation
are: regime legitimacy, inter-Korean reconciliation,
weapons of mass destruction, and human security. Political
achievements in each of these areas cannot be divorced
from economic considerations.

The North Korean leadership must have both
international and domestic recognition to maintain
legitimacy. One component of this is a viable economy that
can deliver improvements in social welfare to the North
Korean people and interact with other economies in the
regional and global economic system in ways that are
compatible with international norms and good business
practice. For North Korea, willingness to undertake reforms
of the economic system and expand the role of market
mechanisms will be necessary to maintain both domestic
and international legitimacy in the medium term. Because
both China and Russia have embraced market economics,
there is no other path. In addition to this, North Korea will
need to gain access to international finance to establish
economic viability, given the severe economic contraction
that as taken place in the past 10 years and depletion of
capital stock. Economic cooperation with other countriesin
Northeast Asia and the international community will be
required to maintain regime legitimacy and thus it isin the
interest of the leadership to create conditions that would
make progressin this area.

Inter-Korean reconciliation was given a boost by the
1990 Summit, but has suffered as a result of the
complications of the U.S.-North Korean relationship. A
major achievement of President Kim Dae Jung's "sunshine"
policy was the separation of economic and political
relations, and this has proven resilient even with the recent
slowdown in the overall reconciliation process. At the
heart of future reconciliation will be increased economic
interdependence between the two Koreas. Gradual
integration of the two economies and harmonization of
their economic systems is a long-term process that has
already started in a small way. A good indicator of real
progress in inter-Korean reconciliation will be tangible
progress in inter-Korean economic relations that is both
economically and commercially viable and therefore
sustainable.

From the perspective of the war on terrorism, North
Korea's nuclear program and missile sales are the target of
American and international concerns. While the Agreed
Framework and the Korea Peninsula Energy Development
Organization (KEDO) have established a framework to



ERINA REPORT Vol. 46

engage North Korea's nuclear program, and while
negotiations on North Korea's missile programs made
notable progress in the latter part of the Clinton
Administration, both are presently precarious and could
potentially trigger a new crisis in the region. From an
economic perspective, the KEDO Light Water Reactor
project presents many difficulties and ultimately the
important achievements of the Agreed Framework and
KEDO may be jeopardized by the lack of economic
viability of this solution. Similarly, a major stumbling
block in missile negotiations with North Korea has been
how to compensate for the loss of foreign exchange that
North Korea earns through missile sales to other countries,
given the weakness of its economy and low level of
commercial exports. To achieve success in negotiations
with North Korea in weapons of mass destruction will
require seeking win-win solutions that respond to North
Korea's need for a secure economic future as well as the
desire of the U.S. and international community to reduce or
eliminate potential for proliferation of these weapons.
Improving human security in North Korea requires not
only increased attention to protection of human rights, but
also an economic solution to the famine and social distress
caused by failure of the economic system and policies that
have favored the military and politica elite over the North
Korean people as a whole. Humanitarian support for the
people of North Korea is not sustainable in the medium
term and will need to be supplemented by economic
reforms on the part of the North Korean government and
development assistance on the part of the international
community. Creating a viable economy and adopting
policies that permit widespread participation in welfare
gains from economic rehabilitation and development are
essential for sustainable human security in North Korea.

TheHeart of the Problem is Energy

Energy lies at the heart of North Korea's economic and
security dilemma, and no solution to the security issues
facing the country can avoid coming to grips with the
realities of North Korea's energy problems.

Because of Soviet subsidized oil trade and socialist
economic policies, energy in the North Korean economy
historically was priced far below its economic opportunity
cost, and as aresult, North Korea built an energy dependent
economic structure. The North Korean economy relied on
energy-intensive industry, electrified rail for transport, and
heavy fertilizer use and pumped irrigation water for
agricultural production.

The collapse of the Former Soviet Union in the early
1990's led to a loss of subsidized oil shipments to North
Korea. The trade shock amplified ongoing deterioration of
capital stock, resulting in a sharp economic contraction of
about 50% during the mid- 1990's with some stabilization
taking place after 1998." This was also mirrored in North
Korea's energy supply, which dropped from nearly 24
million tons of oil equivalent in 1990 to a low of about 14
million tons in 1998, and recovering to about 15.7 million
tons in 2000. Crude oil imports dropped from 18.5 million
barrels a year to 2.8 during this same period, or about 15%
the level of 1990. Coal production, which accounts for
about 70% of North Korea's energy supply aso fell sharply
from about 16.6 million tons of oil equivalent in 1990 to
9.3 million tons in 1998 and recovered to 11.2 million tons
in 2000, reflecting efforts to re-invigorate coal mining
operations. Hydropower, which accounts for about 15% of
total energy supply, dropped from about 3.7 million tons of
oil equivalent in 1990 to 2.5 million tons in 2000, reflecting
low rainfall and snow in recent years and damage to
facilities from flooding earlier. Hydropower is important
for power generation, accounting for 60% of installed
capacity and 53% of generation in 2000.°

The economic difficulties stemming from the sharp
decline in energy supply in North Korea are compounded
by continuing deterioration of the power distribution
system, hydro and thermal generation facilities, and
irrigation pumping stations, and inefficient industrial and
household consumption. Without resources to finance
energy imports and rehabilitation of energy infrastructure,
North Koreais destined to remain in economic turmoil. The
500,000 metric tons of heavy fuel oil being provided
annually by KEDO under the Agreed Framework, and
China's bilateral oil contribution of about 400,000 metric
tons, are together now providing life support for North
Korea's energy economy, but this does not provide a
solution to the underlying problems’.

North Korean authorities appear to be seeking short
term quick-fix solutions to their energy dilemma. Micro-
hydro projects in the rural areas and schemes to obtain
diesel generators to re-open mining operations are
illustrative of the approaches being taken. At the political
level, North Korea has sought power directly from South
Korea, but this has not been pursued, in part because of
apprehensions about military use of such power.

To put North Korea on a track of economic
rehabilitation and development will require building a
foundation for future economic security. A critical part of

! One indicator of the scale of contraction is the North Korean national budget, which fell from 41.6 billion won in 1994 to
19.8 hillion in 1998, according to figures from the South Korean Ministry of Unification. The Bank of Korea also estimates
that North Korea's Gross National Income fell from U.S.$21.3 billion in 1990 to U.S.$ 12.6 billion in 1998. Figures for 1999
and 2000 suggest stabilization and slight improvement in these indicators.

2

Figures from South Korea's National Statistics Office as presented in Keun-Wook Paik, "Revitalizing North Korea's

Energy: Based on a Pipeline Gas Option", June 2000 and updated to include data for 1999 and 2000.
® According to data presented by Paik, coa production declined from 37.5 million tons in 1985 to 20.6 million tons in 1997.
Also hydropower generation declined from 15.6 Gwh in 1990 to 10.2 Gwh in 1998, even though installed capacity increased

from 4.29 GW to 4.44 GW during this period.

* It is noteworthy that China's oil exports to North Korea dropped from alevel of about one million tons per year in the early
1990's to less than half that amount by the end of the decade (estimates from KOTRA and Chinese Maritime Customs

Service).



that foundation will be rationalizing the role of energy in
the economy and creating an economically efficient energy
sector. Essential elements of this will be macroeconomic
policies that promote economic growth and expanded role
for market forces, microeconomic policies that price energy
properly so that resource allocation decisions are
rationalized, a plan for rehabilitation of hydropower and
coal production, a plan for rehabilitation of the power
distribution system network, an ability to expand
commercial exports to generate foreign exchange for
needed imports, including oil and other energy-intensive
imports, and plans to increase efficiency in consumption of
energy. To do thisright, an economic development strategy
and an energy sector development strategy need to be
defined. Thisis abig challenge and to be successful, North
Korea will most likely need to receive policy advice and
financial assistance from the international community. But
it is unlikely that such support will be forthcoming until
there is agreement on the political-military issues that will
satisfy both Koreas and other countries concerned about
security in the region and globally.

Thel ooming KEDO Crisis

The Korea Peninsula Energy Development
Organization is a misnomer. KEDO in fact does not have
the mandate nor the resources to address the full range of
North Korea's energy problems. And despite its name, it
has no mandate to work on South Korea's energy sector
development. KEDO was created not with the intent to
solve these problems, but to manage cooperation with
North Korea with regard to its nuclear program, and must
be viewed in thislight.

In my view, the Light-Water Nuclear Reactor (LWR)
project that is being undertaken by KEDO in cooperation
with North Korea is very likely headed for a crisis. This
crisis could arise for any of a number of reasons. It could
be triggered by a decision of North Korea to cease
cooperation with KEDO because of escalation of tension in
the U.S.-North Korea relationship. It could be triggered by
North Korea not coming into compliance with the
requirements for inspection and certification by the
International Atomic Energy Agency (IAEA) that are
required before the new reactors are installed on the site
now under construction. It could be triggered when the
financing plan for completion of the project is judged not
attainable, because of cost over-runs or lack of political will
among KEDO members to provide the financing for the
reactors when it is needed. And it could be triggered when
the reactors have been built and there is no complementary
investment in upgrading the North Korean power
distribution grid or solution to technical problems that must
be resolved before the reactors could be commissioned.’
Even if the reactors are built and commissioned, there are
questions about the funding for operations and
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maintenance, and repayment of the loan that North Korea
has agreed to take from KEDO for construction of the
reactors.

The LWR project was never conceived as part of a
rational plan for rehabilitation of North Korea's energy
economy. If a proper energy sector development plan were
to be prepared for North Korea, it is unlikely that nuclear
power would even be part of the equation, when economic,
technical, financial and environmental considerations were
given proper weight. Rehabilitation of existing thermal and
hydropower generation facilities and upgrading the
distribution network would be given highest priority, not
construction of the LWRs. An economic and environmental
evaluation of aternative strategies for future additions to
the generation system taking into account demand
projections derived from a realistic economic development
strategy, would most likely point towards priority being
given to other fuel options located in different places.

Many seem to take the LWR project as a given fact
and have been seeking second best solutions to dealing
with the actual needs for energy sector development in
North Korea. The debate about potential for cross-border
power trade is a good example. In order to make the LWRs
viable if they are in fact constructed, it is argued that some
excess power would need to be traded to South Korea,
China or Russia and that a good strategy to pursue would
be development of aregional grid. This type of cooperation
strikes me as unredlistic if it is not driven by a compelling
economic logic and market demand for power trade. These
types of schemes are long-term solutions for regional
energy cooperation and unlikely to stem the coming crisis
for KEDO.

What is needed is a solution that has both economic
and political viability. One without the other will surely
result in frustrations and unsustai nable accomplishments.

The Gas Option as a Foundation for the Future

The idea of building a gas pipeline to cross North Korea
and serve the South Korean market has emerged recently as
a new avenue to explore in energy cooperation with North
Korea. | believe this idea has merit and is worth serious
consideration, not just from the point of view of meeting
South Korea's future gas requirements through regional
energy cooperation, but as a potential foundation for a
lasting framework of peace and economic interdependence
that could transform not only inter-Korean relations but
also advance the larger goal of regiona security.

The essential attraction of a gas option is that it offers
a potential way to meet both the economic and political
sustainability test that is presently elusive for the KEDO
LWR project. To my mind, the gas option should be
conceived as an aternative, not an addition to, the present
KEDO LWR project. It should only be considered seriously
if political developments bring KEDO and North Korea to

® The LWRswould add 2GW of base power to the North Korean system. Estimates are that the present grid has a capacity of
10-12 GW and is fragmented, has high losses and is unstable. Also, there is no present planning or financing for the

transmission line to connect the LWRs to the existing grid.
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the point where a renegotiation of the project is desired by
both parties in the interest of achieving a win-win outcome
that would provide the KEDO member countries with a
better solution to their concerns about North Korea's
nuclear and missile programs, and at the same time give
North Korea a better solution to its economic security and
energy sector development needs.

In exchange for agreements on non-proliferation of
DPRK's nuclear and missile programs,’ suspension of the
LWR project, and agreement for the construction of a gas
pipeline over its territory from Russia and China to South
Korea as part of a larger regional pipeline project, North
Korea could receive an energy package with the following
components:

¢ Fees for transmission of gas to South Korea over

North Korean territory, based international
standards.

¢ Right to take gas off the pipeline for North Korean

use, primarily for power generation and fertilizer
production, priced on the same principles that apply
to other consumers of gasin the regional project.

¢ Investment in gas-fired thermal power plants using

modern efficient technology to supplement hydro
and coal fired plants, and rehabilitation of old
plants.

¢ Investment in a new gas fired fertilizer production

plant.

¢ Financing for rehabilitation of the national power

grid.

¢ Financing of an energy efficiency program for

industry and urban households.

In addition to the energy package, an enticement could
be support for relations with the International Financial
Institutions in helping conduct the studies that would
underpin the package in cooperation with KEDO. This
would help ensure that not only technical issues but also
economic policy and financial issues would be addressed
objectively.

To be successful, the gas pipeline option must have

the full political backing of Russia and China as well as
South Korea, North Korea and KEDO member countries.
Integrating Russia and China as guarantors of the solution
to North Kored's energy crisis would strengthen the overall
sustainability of this solution and be more consistent with
regional energy cooperation than the present KEDO
framework in which neither China nor Russia participate.

To be successful, the gas pipeline must also be
economic and be commercially viable. If the gasis going to
be provided from the Kovykta project, then efforts must be
made to develop the market structure for gas consumption
and to set prices for gas that will cover costs of production
and transportation, give investors a fair rate of return, and
be competitive with prices for LNG and other competing
fuels in the downstream markets. Adding North Korea to
the market demand for Kovykta gas would help both
commercia and political viability of the project designed
mainly to support Chinese and South Korean markets. The
initial feasibility study that is presently underway could be
broadened to examine the issues involved in including
North Koreain the project.

Shifting to a gas option from the LWR project would
require amajor shift of focus within KEDO, requiring close
cooperation with RUSIA, CNPC and KOGAS, and private
sector partners in the project's development. If China and
Russia do not become formal members of KEDO, then
cooperation agreements would also be needed.

Palitically, such cooperation would be consistent with
the objective of re-invigorating talks seeking a permanent
peace on the Korean Peninsula, and congruent with the Six
Party framework that has been advocated for this rather
than the Four Party framework that excludes Japan and
Russia

To my mind, energy security and sustainable
development in Northeast Asia could be significantly
advanced by exploring the gas option in the search for a
solution to the issues involving North Korea's energy
economy, and trying to get on the right side of history for
this important region of the World by taking the path of
regional cooperation.

6

Thiswould have to include items specified in the Agreed Framework for completion of 1AEA inspections and requirements

for safeguard certification, removal of spent fuel rods for reprocessing outside of DPRK, and dismantling of old graphite
moderated reactors and related facilities, as well as satisfactory progress on missile talks including verification mechanisms.
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Introduction

In September 2000, during his official visit to Japan,
President Vladimir Putin mooted the idea of linking the
railways of Japan and Far Eastern Russia via two
submarine tunnels. It was proposed that one tunnel would
link Sakhalin Island and the mainland, with another one
constructed between Sakhalin and Hokkaido. Ironically,
when Gennadiy Fadeev was appointed Minister of
Railways in January 2002, he instantly declared that there
were neither the investment resources nor an urgent need to
proceed with such a project.

In the list of cross-border energy projects currently
under discussion in Northeast Asia, one can find similarly
exotic proposals that may appeal to politicians and the
public. At the same time, experts can view these proposals
as unrealistic. Repeatedly, discussions aimed at Northeast
Asian energy cooperation have focused on considerations
of "engineering," rather than the economic soundness of the
proposed projects. On the other hand, political and security
gains of the cross-border undertakings sometimes could be
in the lead and the benefits may become particularly
significant when cross-border infrastructure involves the
two Korean states.

In terms of energy cooperation in Northeast Asia, the
Korean peninsula represents both a challenge and an
opportunity. The challenge is the complex nature of the
political relationships centered on the DPRK. The
opportunity is the strong catalytic impact that the Korean
Peninsula Energy Development Organization (KEDO) and
other successful inter-Korean energy ventures would have
on the whole of Northeast Asia. The Russian government,
however, decided thus far to avoid participating in KEDO.
Russiais not a part of KEDO framework. The irony is that
as early as June 1999, the statement by G8 foreign
ministers supported the ROK's policy of engagement with
the DPRK, the Agreed Framework and KEDO, proposing
to encourage broadened support for its work.? Since then,

Uzbekistan has joined KEDO, but not Russia.® On the other
hand, the 1994 Agreed Framework is not a treaty or even
an agreement. The policy of "comprehensive engagement"
with the DPRK is now under review in the United States
and it is not yet clear whether the concept of "improved
implementation" of the Agreed Framework will be
acceptable to Pyongyang. This paper, among other things,
is aimed at providing some background information on
KEDO and surrounding political trends.

What isKEDO?

KEDO is an international, non-profit organization
established to carry out two key provisions of the Agreed
Framework negotiated in 1994 by the United States and the
Democratic Peoples' Republic of Korea (DPRK).
Specifically, in exchange for the DPRK freezing and
eventually dismantling its graphite-moderated nuclear
reactors, KEDO provides for the financing and supply of
two proliferation-resistant light-water reactors (LWR) with
a capacity of approximately 1,000 megawatts each (total
cost estimated at US$4.6 billion). Also, the Agreed
Framework is arranging for the supply of interim energy
aternatives (500,000 metric tons of heavy fuel oil each
year before the first reactor is completed), to substitute for
electric power from the graphite-moderated reactors that
were shut down *

KEDO aims, above all, to "promote peace and
stability on the Korean Peninsula," while serving as "an
example of how a cooperative and targeted international
diplomatic effort can lead to the resolution of regional
security or political crises."® KEDO's Mission Statement
also begins with a pledge to "contribute to the
strengthening of the international non-proliferation
regime."®

KEDO is funded through financial support from ten
members, both states and international organizations. In

1

This paper was prepared for the International Workshop on Energy Security and Sustainable Development in Northeast
Asia: Prospects for Cooperative Policies co-organized by the Economic Research Ingtitute for Northeast Asia and the Korea
Energy Economics Institute, with the support of the Japan Foundation Center for Global Partnership, held at the Seoul Palace
Hotel, March 29-31, 2002.

? Text of G8 foreign ministers statement, Cologne, Germany, June 10, Kyodo News Agency.

To ensure that eligible KEDO member countries have the opportunity for their companies to participate in supplying
materials, equipment and components for the LWR Project in Kumho, North Korea, KEDO is making available procurement
information. There are two types of procurement packages. There are "open" packages, in which companies from al KEDO
member countries may participate. There are also "closed" packages in which only companies from the origina three KEDO
member countries may participate. There are 177 open packages and 28 closed packages in total. The original KEDO member
countries are the U.S.A., Japan, and the Republic of Korea.

* See"KEDO's Approach to Nuclear Safety," American Nuclear Society, Nuclear News, January 2001.

® See KEDO'sofficial web site at http://www.kedo.org/facts.htm

® See KEDO's Annual Report, 2000-2001 (New Y ork: KEDO, 2001),

3
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1995-2001, it received financial support from 29 sources,
including Australia, New Zealand, Mexico and Finland. In
December 2001, the EU signed an agreement pledging to
continue its support for KEDO. It is represented on the
Executive Board of KEDO (the other board members are
Japan, the Republic of Korea, and the United States).

The views of those who monitored the progress of the
Agreed Framework, including KEDO, vary considerably
and also change over time.” On the upbeat side, the core
view is that KEDO would play a positive nonproliferation
role, contributing to the implementation of the Geneva
Agreed Framework, which is aimed at the comprehensive
engagement” of the United States, ROK and Japan with the
DPRK.® This would also represent a convenient
"multilateral cover" and the channel of contact between
officials in the South and the North.” In addition, the
United States praised KEDO as atool strengthening Tokyo-
Seoul ties and the triangular security relationships among
the three countries.

Moreover, Japan's envoy to KEDO, Kojiro Takano
was appointed the head of the Japanese delegation for
negotiations on the normalization of diplomatic relations
between Japan and the DPRK. As a "leading KEDO
member," Japanese officials described KEDO as a "very
wise and lenient" method for preventing nuclear
development in contrast to the measures taken against Iraqg.
Tokyo not only strongly urged the DPRK to cooperate
adequately with the IAEA and related nations to fulfill its
obligations, but also claimed that implementation will help
reduce greenhouse gas emissions.

TheProject ...
KEDO is responsible for the overall management and
nuclear safety of the LWR project until the reactors are
turned over to the DPRK. KEDO has been meeting with the
DPRK regulatory authority on a periodic basis since 1998
to discuss nuclear safety-related issues. In addition, KEDO
has been discussing with the DPRK problems related to
strengthening regulatory infrastructure and has developed a
training program for the North Korean staff, providing
codes and standards and other safety-related technical
documents.

KEDO's primary contractor is the Korea Electric
Power Corporation (KEPCO), which will provide the

DPRK with two Korean standard nuclear plant model
reactors. These transactions will require an approval from
Washington because the reactors are based on U.S. designs
and the South Korean companies would import major
components for these reactors from Combustion
Engineering, requiring a government-to-government
agreement.

On September 1, 2001, the DPRK nuclear regulatory
authority issued a Construction Permit to KEDO and
excavation work at the plant site has begun. The operator of
the LWR plant is the DPRK's General Bureau of Atomic
Energy. The DPRK will take ownership when KEDO has
completed al system testing and thereafter it will assume
full responsibility as the operator of the reactors. The
DPRK is expected to be in full compliance with its IAEA
safeguards obligations to allow such an agreement. It will
proceed when a significant portion of the LWR project is
completed but before delivery of key nuclear components.
After such components are transferred, the DPRK must
begin shipping spent fuel rods abroad and after the first
reactor is completed, it will begin dismantling its graphite
reactors and reprocessing plant.™

On January 31, 2000, KEDO concluded a ¥116.5
billion-loan agreement with the Japan Bank for
International Cooperation (JBIC). The loan agreement was
concluded in accordance with the "Agreement between
KEDO and the Government of Japan on the Provision of
Financing for the Implementation of the Light-Water
Project” approved by the Japanese Diet in 1999. A larger
loan agreement concluded on December 15, 1999 would
cover 70% of the cost of the project through funding from
the Export-Import Bank of Korea.

The European Union joined KEDO in September
1997. In October 2000, the Third Asia-Europe Meeting
(ASEM 3) convened in Seoul expressed support for KEDO.
Also, the European Commission proposed to extend EU
involvement in KEDO, including its financial contribution,
under the new agreement in exchange for membership of
the Board of Directors, a presence in the Secretariat and EU
industry involvement in contracts awarded to KEDO
contributors.” The EU Commissioner for External
Relations Chris Patten described KEDO as a vital
international project in fighting nuclear proliferation, which
also contributes to international efforts in engaging the

" See Energy, Environment and Security in Northeast Asia: Defining a U.S.-Japan Partnership for Regional Comprehensive Security,"
Nautilus Ingtitute and Center for Globa Communications, 1999, at http://Awww.nautilus.or genergy/ESENAfindreport.html

® It should be noted that a policy of engagement was among the scenarios proposed in the report of the Congressional
Research Service published in June 1993, ahead of the actual emergence of the Agreed Framework. Two other options
highlighted in the report were "pressure" and "outwaiting." The strategy of "outwaiting" was described as a combination of
both engagement and pressure that requires close coordination between Washington, Seoul and Tokyo and a concerted
international effort in order to prevent North Korea producing a nuclear weapon, while avoiding action that would give
support or legitimacy to the regime.

See Ripp-Sup Shinn, "North Korea: Policy Determinants, Alternative Outcomes, U.S. Policy Approaches (Rep. 93-612 F),"
CRS Issues Brief, Congressional Research Service, Report for Congress, June 24, 1993.

° Challenges of Building a Korean Peace Process: Political and Economic Transition on the Korean Peninsula, Special
Report, The United States Institute of Peace, June 1998, p. 2.

** South Korean delegate Chang Sun Sup quoted by Asian Political News, October 2, 2000.

Y See Jennifer Weeks, "Iran and North Korea: Two Tests for U.S. Nuclear Cooperation Policy," Proceedings of Global "99
Nuclear Technology— Bridging the Millennia, a conference held in Jackson Hole, Wyoming, 30 August— 2 September 1999.
¥ |n 1995-1999, EU has provided food aid and other humanitarian assistance of Euro 180 million to North Korea.



DPRK in responsible policies.”

... Itsproblems....

It is widely known that the KEDO's current capacity in
alleviating the energy crisis in North Korea is limited.
Initially the first light water reactor was due to be
completed in 2003, but its actual commissioning is likely to
be delayed until 2008-2010. In the meantime, the DPRK
reports serious power shortages that affect railway
transportation, heating and lighting, in addition to industry,
construction, and agriculture.

Also, as Charles Kartman, KEDO's Executive Director
stated, the HFO [heavy fuel oil] project continues to face
financing difficulties, particularly with the sustained
increase in fuel costs. The nuclear liability aspects of the
LWR project appear complex and will require, according to
the KEDO's officials, an "enormous amount” of attention to
ensure a comprehensive nuclear liability regime within the
DPRK. The provision of sufficient labor to the LWR
project remains unresolved in spite of a number of
discussions between KEDO and the DPRK ."*

On the other hand, Choi Jang-eun, a researcher at the
Korea Electric Power Corporation (KEPCO) estimated that
85% of North Korea's hydroelectric power plants remain
damaged after the floods in the mid-1990's due to a
shortage of components needed for reconstruction and
renovation.” Potential suppliers of these spare parts are the
manufacturers in Russia and China. Also, coal-fired power
plants are experiencing shortages of coal. These plants also
need the equipment maintenance and modernization. The
shortage of electricity badly affects the coal mining and
coal transportation, aggravating the energy crisis.

Pyongyang is blaming the United States as responsible
for all the difficulties. Stalled construction of the light-
water reactors led the DPRK to demand from ROK during
the inter-Korean cabinet-level talks that it provides about
500 MW of electric power capacity via a 90 kilometer-long
cross-border power line. On the other hand, North Korea
more than once threatened to abandon the Agreed
Framework, accusing the United States of employing this
agreement to stifle the North by delaying its
implementation. Moreover, the DPRK more than once
threatened to end its nuclear freeze, if the U.S. failed to
compensate it for delays. Worse, even when the two LWR
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commissioned, the problem will be the North Korean
power grid. The integration of the LWRs into the DPRK's
electricity system could be difficult, considering the grid's
small size, deteriorating condition and reliability, blackouts
and frequency fluctuations.™

In addition to various technical and financial
difficulties, KEDO came under continued attack as both the
United States and the ROK were perceived as making
concessions and participating in coercive bargaining
favorable to the North."” Some critics suggested that the
Clinton administration's "creativity" in engaging the DPRK
viathe Agreed Framework was born out of desperation and
the Bush team might convince the DPRK that conventional
power plants would serve its interests as well as or better
than nuclear ones.”® Others argue that LWRs still produce
plutonium that is usable for nuclear weapons, while the
power grid is inadequate for integrating such reactors and
that coal or gas-fired plants would be more appropriate.™

KEDO's opponents expressed concern that the Agreed
Framework was in contradiction to the economic sanctions
imposed on the DPRK by the same powers that formed the
organization. Moreover, views were expressed that U.S.-
DPRK dialogue has also contributed to reinforcement of
the "compensation for crisis' mentality.” In other words,
there are conflicting views on whether the North Korea's
engagement with the United States supports non-
proliferation goals or encourages more tension-oriented
behavior on the part of the DPRK. On the other hand, some
observers describe the rationale for KEDO as being the
avoidance of "the danger of a second Korean War"?,
considering that "the perceived nuclear threat has allowed
Pyongyang to win the assurance of survival and bargain for
vital economic and technical aid."” In general, it seems that
the main source of anxiety on the part of Americans was
the understanding that the North Korean negotiators at the
Geneva talks were able to correctly identify the nuclear
issue as a priority of the United States, gaining significant
leverage in negotiations.”

The strongest criticism of the engagement policy
towards North Korea launched by the Clinton
administration originated from U.S. Congress, including
the House of Representatives, as well as the legislaturesin
South Korea and Japan. For example, Doug Bereuter,
Chairman of the Subcommittee on Asia and the Pacific

 Europe Information Service, Europe Energy, February 4, 2000. However, the founders of KEDO repeatedly requested the
EU to increase substantially its contribution. See Asian Political News, December 25, 2000.
* KEDO's Annual Report, 2000-2001 (New Y ork: KEDO, 2001), p. 5.

* Korea Herald, February15, 2001.

** See John H. Bickel, "Grid Capability and Safety Issues Associated with Nuclear Power Plants," Paper presented at the
Workshop on International Grid Interconnection In Northeast Asia, Beijing, May 14-16, 2001.

" See Victor D. Cha, "The Continuity Behind the Change in Korea," ORBIS, Fall, 2000.

* Michael Parks and Gregory F. Treverton, "Keep North Korea on Life Support,” The Los Angeles Times, March 27, 2001.

¥ James R. Lilley, "North Korea: A Continuing Threat," Testimony Before the House Committee on International Relations,

March 24, 1999.

® Ralph A. Cossa, "U.S.-DPRK Talks: Time to Break Bad Habits," PacNet, no. 47, Pacific Forum/CSIS, Honolulu, December

4, 1998.

# See Sharif M. Shuja, "North Korea and the West," Contemporary Review, December 2000.
Z See Sharif M. Shuja, "America and Asia: Some Challenges for the Bush Administration,” Contemporary Review, August

2001.

# See Scott Snyder, "Negotiating on the Edge: Patterns in North Korea's Diplomatic Style," World Affairs, Summer 2000.
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stated that although the conventional military capability of
the DPRK has declined, "significant evidence exists to
suggest that an undeclared nuclear weapons devel opment
program continues."* The policy review team headed by
William J. Perry admitted that although the ROK supports
the Agreed Framework, its National Assembly, like U.S.
Congress, is carefully scrutinizing the DPRK behavior,
while Japanese regard missile activities as a direct threat.”

Indeed, at various points during the existence of
KEDO, members of the National Assembly of the Republic
of Korea have questioned its value. The U.S. Congress
threatened to terminate all funding for KEDO. President
Kim Young Sam threatened to halt KEDO operations
entirely, while Japan suspended its support for KEDO in
the aftermath of the 1998 missile launch by the DPRK over
Japanese territory. On June 30, 1998, the European
Parliament blocked the EU's annual contribution to KEDO,
while its Budget Committee backed the report by former
Belgian Prime Minister Leo Tindemans, which complained
that the KEDO process reveas a "democratic deficit" and
excludes national parliaments and the European Parliament.
In February 1999, the European Parliament's Committee on
Foreign Affairs and Security approved this report,
threatening again to freeze KEDO funding as an
international agreement to be included under articles of the
Euratom Treaty.”

There was no shortage of criticism of the Clinton
administration's policy towards Pyongyang either before or
after the change of administration in the White House. In
January 1995, the chairmen of three Senate committees—
Energy and Natural Resources, Foreign Relations, and
Intelligence-demanded that the 1994 agreement with North
Korea be redefined as a formal treaty that requires the
advice and consent of the Senate. Various amendments
followed, including the one proposed by John McCain to
make aid to KEDO on condition of presidential
certification that the DPRK had halted its nuclear program
(or awaiver on national security grounds).”

In February 2002, the House Policy Chairman
Christopher Cox (R-CA) released a bipartisan letter, urging

President Bush to cancel Clinton administration plans to
supply nuclear technology to North Korea. In addition to
the members of the Senate and House of Representatives,
some academic observers proposed an "intrusive" approach
to monitor provisions of humanitarian aid, expressing
skepticism with regard to the Agreed Framework and
prospects for its implementation.” A number of authors
pointed out that the Geneva accord was the result of a
"coercive bargaining" strategy on the part of the DPRK.*
Others, however, praised the value of the deal, proposing to
create an external context that encourages reform, including
initiatives that could involve the DPRK in subregional
cooperation in Northeast Asia, in such areas as cross-border
energy projects and sustainable devel opment.*

... And prospects

In this context of uncertainty, the question looms large how
resilient (or vulnerable) KEDO could be and how it will
influence prospects for energy cooperation between the
Koreas. There is also the question of how the
implementation or delay of the KEDO plan could
potentially affect non-nuclear projects, including a Trans-
Korean gas pipeline or power transmission project.

Initially, feelings of uncertainty began to surface with
the challenge that KEDO faced in establishing itself as a
credible negotiating partner with the DPRK. Down the
road, there were problems in technical negotiations, the
difficulties of inter-KEDO consensus-based coordination,
the issue of indemnity for potential liabilities created by the
plant, and the overall political environment. KEDO
members, for example, saw the participation of General
Electric (GE) in the project as favorable, but the reality
proved different.” At the same time, the ABB technology
company signed a US$200 million contract to deliver
equipment and servicesto KEDO.*

There were also uncertainties and problems related to
the HFO deliveries, caused in part by the domestic political
divisions in the United States and Japan over the KEDO
process, and other problems such as "incomplete regional
membership." China did not join KEDO, athough Beijing

* Remarks Delivered at the Heritage Foundation by the Honorable Doug Bereuter, Chairman, Subcommittee on Asia and the
Pacific, March 17, 2000

* See Dr. William J. Perry, Special Advisor to the President and the Secretary of State, Unclassified Report "Review of
United States Policy Toward North Korea: Findings and Recommendations," Office of the North Korea Policy Coordinator,
United States Department of State, October 12, 1999.

* In the summer of 1998, KEDO faced an acute financial crisis related to the HFO deliveries (Europe Information Service,
European Report, July 8, 1998 and August 1, 1998, Europe Energy, February 26, 1999). In September 1998, on the first day
of KEDO's general meeting in New York, a Japanese delegate to KEDO explained Japan's freezing of contributions to the
project. In January 1999, South Korean President Kim Dae Jung urged Japan not to halt funding to KEDO. On the other hand,
Japanese authorities decided to disconnect the KEDO issue and the intrusion of two suspected spy ships into Japanese waters
in March 1999. (Kyodo, Asian Economic News, October 5, 1998, January 11, 1999 and March 29, 1999).

" See Ryan J. Barilleaux, " Clinton, Korea, and Presidential Diplomacy," World Affairs, Summer 1999.

* Policy Chairman Urges End to Nuclear Subsidies for North Korea. Press release from the House Policy Committee,
Washington, February 13, 2002.

* Nicholas Eberstadt, " The Dangerous Korea (North Korea)," National Review, December 31, 1998.

* See "Key Trends on the Korean Peninsula After September 11 and the June 2000 Summit," Testimony of Dr. Victor D.
Cha, Associate Professor of Government, Director, Project on America's Alliances in Asia, Edmund A. Walsh School of
Foreign Service, Georgetown University, Before the United States House Subcommittee on East Asia and the Pecific, House
International Relations Committee, November 15, 2001.

% See Sharif M. Shuja, "Reforms and Changesin North Korea," Contemporary Review, February 1999.



reportedly has been requested by the United States to
supply the HFO to the DPRK under the KEDO
framework.*

A view was also expressed that the United States
should gradually shift to a "two-Koreas security policy"
and that enhanced U.S. access to the DPRK via nuclear-
related security negotiations, as well as diplomatic contacts
stimulated by the food crisis served the needs of the U.S.-
ROK allies.” Indeed, KEDO has displayed a real
improvement in Japan-ROK relations through the joint
financing of the project,” and a number of observers in
Japan have proposed to do more to assist the economic
reconstruction of the DPRK.*

The policy of "comprehensive engagement” with the
DPRK and the concept of "improved implementation" of
the 1994 Agreed Framework became the most actively
debated topic during the testimony of James A. Kelly,
Assistant Secretary of State for East Asian and Pacific
Affairs before the Subcommittee on East Asia and the
Pacific of the Committee on International Relations.®
According to Kelly, the United States will continue to abide
by its commitments under the Agreed Framework and
expects the DPRK to do the same, considering that the
Bush administration offers Pyongyang the opportunity to
demonstrate the seriousness of its desire for improved
relations, including renewing cooperation with the IAEA,
full compliance with IAEA safeguards, removal of the
spent nuclear fuel from the country (timetable and
mechanism) and other issues such as a verifiable end to the
missile production and export program, and a less
threatening conventional military posture.”

According to some observers, to achieve long-term
peace and stability in the region, the United States must do
more to fulfill the non-nuclear provisions of the Agreed
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Framework, including steps to reduce trade sanctions,
expand economic and political relations with the DPRK®
and facilitate its contacts with the World Bank and Asian
Development Bank.” The problem, however, is that
according to William Perry, "we don't have any basis yet
for forecasting a positive outcome for negotiations [with
the DPRK]. The benefits of a positive outcome are so great
that it is important that we try and give it a very serious
effort to try to reach that outcome."*

In July 2001, the U.S. specia envoy for Korea peace
talks, Charles Pritchard said to the Asia and Pacific
Subcommittee of the House of Representatives
International Relations Committee that the DPRK must
begin active cooperation to avoid serious delays in the
KEDO project. For example, North Korean workers
employed by KEDO have been on daily strikes since early
2000, demanding an almost six-fold pay hike, while the
monthly pay for the laborers from Uzbekistan was reported
to have been set at US$110, the same as for the North
Koreans.® In the early 2002, 1,241 workers were at the
construction site, including 715 persons from South Korea,
96 from North Korea and 430 from Uzbekistan.”

Russia and North Korea
For Russia, rhe decade of the 1990's was a time of maturing
diplomatic and trade links with South Korea, in contrast
with shrinking economic contacts with North Korea. At the
very same time, the United States managed to develop a
proactive engagement strategy towards the DPRK,
beginning with the adoption of the Agreed Framework,
while the Administration of President Kim Dae-Jung came
up with its own "sunshine policy."

Russia-North Korea bilateral trade shrank in volume
from US$600 million in 1992 to only US$105 million in

¥ GE was originally chosen to supply the generators, but pulled out of the project when the issue was not resolved to its
satisfaction. In January 2001, it was announced that a consortium of Japanese firms, led by Hitachi and Toshiba, would supply
the generators and turbines. See "North Korea," Country Analysis Briefs, Energy Information Administration of the United
States at http://www.eia.doe.gov/emeu/cabs/nkorea.html

* Business Wire, January 20, 2000.

* See Scott Snyder, The Korean Peninsula Energy Development Organization: Implications for Northeast Asian Regional
Security Cooperation, North Pecific Policy Papers 3, Program on Canada-Asia Policy Studies, Ingtitute of Asian Research,
University of British Columbia, Vancouver, 2000.

* See Edward E. Olsen, "U.S. Security Policy and the Two Koreas," World Affairs, Spring 2000.

* Mel Gurtov, "Alignment Despite Antagonism: The United States— Korea— Japan Security Triangle," (Book review),
American Political Science Review, June 2000.

¥ Asahi Shimbun Asia Network. Report 2001 (Stability and Progressin Northeast Asia), Tokyo, March 2001.

* 2001 U.S. Foreign Policy in East Asia and The Pacific: Challenges and Priorities for the Bush Administration. Hearing
before the Subcommittee on East Asia and the Pacific of the Committee on International Relations, House of Representatives.
One Hundred Seventh Congress, First Session, June 12, 2001, p. 46, http://www.house.gov/international —relations

* |bidem, pp. 108-9.

“ See Jennifer Weeks, op. cit.

“ The designation of North Korea as a state supporter of terrorism by the United States effectively precludes direct lending by
international financial institutions such as the World Bank. On January 29, 2002, in his first State of the Union address,
President Bush stopped short of calling the DPRK a "terrorist regime," describing North Korea as a "regime arming with
missiles and weapons of mass destruction, while starving its citizens." Reportedly in 1998, the World Bank offered to North
Korea some limited technical assistance through the United Nations Development Program.

“ William Perry, "Persuade North Korea to forgo its missile and nuclear program,” Interview by Kiichi Fujiwara and
Y oshitaka Sasaki, Asahi Shimbun Asia Network. Report 2000 (Cooperative Security in Northeast Asia), Tokyo, 2000, p. 58.

* Kyodo, Asian Political News, February 19, 2001.

* Joonang I1bo, November 20, 2001
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2000, a decline of nearly 85%. Investment cooperation was
also suspended in 1992. In 2000, Russian exports to the
DPRK amounted to US$54.6 million and imports to
US$50.4 million. The main exports to the DPRK are
machinery, equipment and spare parts, oil and petroleum
products, timber and coal, as well as fish and various sea
products. The DPRK use inport imported a significant
amount of coal and oil products from Russia. In addition,
the former USSR was a very important export outlet for
North Korean industries (Table 1).

In 1994-1999, Russian exports to the DPRK decreased
from US$51.4 million to US$38.4 million, while imports
declined from US$43.7 million to only US$7.7 million.”
Bilateral trade has shown atrend towards stabilization since
Vladimir Putin visited Pyongyang in July 2000, with the
trade volume growing at 10-15% in 2001. The financial
authorities of the two countries continue to talk about how
to restructure the DPRK's debt to Russia, which was
accumulated before 1991 through unbalanced trade
operations and previously received loans and credits.

The border station Khasan, located 200 kilometers
south of Vladivostok, was the main cross-border point for
cargo transit between the DPRK and Primorskiy Krai. In
1988, the two-way cargo traffic exceeded 5 million tons
annually, but by 2001 the total volume had dropped to only
144,000 tons. Railway is the dominant mode of
transportation in the DPRK, accounting for 90% of total
freight cargo and 60% of passengers. The entire system has
5,200 kilometers of tracks, 79% of which are electrified.

A stable supply of electric power for its economy
depends on rail transport, but the rail system of the DPRK
is falling apart. Moscow demonstrated an interest in
supporting the DPRK in rebuilding a railway, but its
investment capacity is limited. Refurbishing technologies
could also be applicable for existing hydroelectric power
plantsin the DPRK that could become a part of the regional
power grid.

In August 2001, the DPRK and Russia signed a

railway cooperation agreement. At the follow-up expert-
level meeting, prospects for a cross-border rail connection
were discussed with a view to linking South Korea with the
Trans-Siberian Railway. The total length of the railway that
must be improved within the borders of the DPRK,
between Tumangan and Keson is 981 kilometers, with 587
bridges (27 kilometers of the total length), 4,250
ferroconcrete tubes and 165 tunnels (67 kilometers of the
total length).

According to Russian experts, the track's condition
over the majority of bridges is unsatisfactory, but 173
bridges and 42 tunnels require emergency renovation
and/or replacement work. Today, the maximum safe speed
of train is less than 30 kilometers per hour. The
communications and signals systems of the North Korean
railways are antiquated and the technical condition of the
locomotives and rolling stocks cannot guarantee safe
transportation. The estimated cost of rehabilitating the
Tumangan-Keson line exceeds US$1 hillion.

Conventional options

Given the current uncertainty, the question looms
large of how resilient (or vulnerable) KEDO could be and
how its dynamics could influence prospects for energy
cooperation between the Koreas. Under the best-case
scenario, as some experts indicate, hydroelectric power and
other external sources of electricity could alow the Koreas
to gain from load sharing and the integration of power
grids. Others suggest that a cross-border high-voltage
transmission line would improve the power supply,
contributing to KEDQO's implementation.” The worst-case
scenario, however, could involve the revision and/or
cancellation of this project.

The central question is whether Russia could be
helpful beyond the framework of KEDO.” All experts
admit, however, that the DPRK needs a "grass-root
assistance" in its energy infrastructure rehabilitation.
Aggravated power shortage in the DPRK is one of its most

Tablel. THE USSR'STRADE WITH THE DPRK, 1970-1988

(Million rubles*)

1970 1975 1980 1981 1982 1983 1984 1985 1986 1987 1988

Exports, total 207.0 186.8 | 2879 | 2789 | 3185 | 2624 | 347.2 | 6548 | 757.2 | 800.2 |1062.2
Machinery 89.4 75.6 82.1 84.5 4.7 47.2 99.1 1474 | 138.4 96.0 | 156.4
Solid fuels 12.4 7.3 19.9 19.1 225 24.3 25.6 28.3 46.9 56.1 57.1
Oil and products 27.7 26.6 81.5 67.7 101.4 87.8 103.9 121.0 | 188.0 162.6 | 116.1
Cotton fiber 8.4 4.1 6.1 5.6 11.7 12.2 13.1 135 14.8 17.2 15.8
Imports, total 1289 | 1514 | 2842 | 250.3 | 362.0 | 3255 | 367.1 | 4044 | 450.7 | 4319 | 5395
Machinery 7.1 12.3 19.3 6.2 26.3 26.3 52.6 61.4 81.7 69.3 65.2
Rolled meta 325 41.2 64.5 43.3 81.8 70.9 80.9 84.0 835 89.0 73.3
Magnesium 10.6 19.0 65.0 65.7 71.9 78.1 75.5 85.4 103.4 75.3 70.2
Garments 12.1 10.9 20.0 19.3 48.1 45.2 51.0 65.0 97.2 948 | 2131
Total trade 3359 | 3382 | 5721 | 529.2 | 681.0 | 5874 | 714.3 |1,059.2 | 12079 | 1232.1 | 1601.7

* |n the 1980s, under the official exchange rate one ruble was equivalent to US$1.30- US$1.40.
Source: Vladimir Ivanov, ed., USSR & Pacific Region in the 21* Century (New Delhi: Allied Publishers, 1989), p. 166.

* As statistics demonstrate, with only few exceptions, Soviet exports outstripped imports, in particular from 1985, meaning
that the DPRK gradually accumulated a state debt now estimated at US$3.5 hillion.
* The integration of the LWRs into the DPRK's electricity system could be difficult, considering the grid's deteriorating

condition and reliability, blackouts and frequency fluctuations.



threatening economic problems. Its obsolete power plants
and fuel shortage limit power generation to only 20-30% of
capacity. The North depends highly on hydroelectric and
coal-fired power generation. The country's annual
estimated demand is 43.8 billion kWh*, while actual
generation is only a fraction of that amount. Cost-effective
means of assisting the DPRK's energy sector should be
considered.

Prior to 1991, the DPRK received technical assistance
and a sizable portion of power generation equipment,
technologies and designs from Russia. While discussing
bilateral economic and trade issues with Russia, the DPRK
consistently raises the question of receiving aid for
reconstructing and modernizing the four key power plants
built with the assistance of the former Soviet Union. Those
power plants are the Pyongyang, the East Pyongyang and
the Chongjing heat-and-power plants, as well as the
Pukchang thermo-power station. In the meantime, the
North Korean government is paying special attention to the
construction of the East Pyongyang heat-and-power plant.

It is important to note that the technical aspects of
cooperation in the power sector have already been worked
out, including the projects' designs, equipment
manufacturing and delivery for the Pukchang
thermoelectric power plant and the Pyongyang heat-and-
power plant, the extension of the Chongjing heat and-
power-plant and the construction of the second phase of the
East Pyongyang heat-and-power plant. All the equipment
required for these projects can be produced and delivered to
the DPRK at an early date.

Technically, the parties involved could agree to update
the scope of KEDO, considering changing circumstances
and the immediate energy needs of the DPRK, providing it
with alternative technologies for power generation,
including the transmission and distribution networks
rebuilding, coal-fired power plant modernization and coal
supply and coal transport infrastructure improvement,
alternative small-scale energy source development and
improved efficiency of energy use.

The advocates of this approach, however, emphasize
that it would be wrong either to pursue the construction of
new coal-fired power plants (the DPRK's installed electric
generation capacity is much larger than the capacity
currently in use), or to abandon the LWR project. On the
other hand, they admit that the cost of grid refurbishment is
likely to be about the same as the entire KEDO project
cost.” Finally, they point out that the two LWRSs must be
complemented by power grid interconnection between Far
Eastern Russia, China and the ROK/DPRK.*

Natural gas pipeline
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From the early 1990's, Russia was prominently present in
discussions regarding the supply of pipeline gas and
electric power to the ROK.™ Russia's share in the global
natural gas trade could reach 30% by 2020 and it is
expected that Northeast Asia will absorb a sizeable portion
of natural gas exports. Russia's total capacity to export
natural gas to customers in Northeast Asia is very
significant and could be estimated at 100-120 billion cubic
meters (Bcm) a year by 2020. For the sake of comparison,
in 1995 Canada exported 78 Bcm of gas to the United
States, while Russia's exports of gas reached 200 Bcm.

The problem is that Russian government and
prospective gas exporters are yet to come up with an
integrated strategy for developing gas reserves in Eastern
Russia for both export markets and domestic needs. Such
an integrated strategy must be attractive to the potential
investors, including those from the United States, Europe
and Asia, including South Korea.

There are various plans currently under discussion
with regard to how to build export pipelines. One option
favored by Exxon/Mobil is to link Sakhalin Island and the
main island of Japan by a pipeline with a capacity of 12-15
Bcm. Another plan is to build a larger pipeline from
Kovykta giant gas field near Irkutsk to China and the ROK.
A trans-Korean pipeline that carries natural gas from
Russia to both Koreas is another alternative under
discussion.

In this context, Canada could serve as a model for
designing and developing a natural gas industry, including
delivery systems in Eastern Russia. Although there is
considerable consumption of natural gas in the producing
provinces, the Canadian gas industry is still characterized
by "production in the west, consumption in the east." This
is clearly reflected in the gas delivery infrastructure with all
production fields, gathering pipelines and processing plants
located in the west and the single West-East transmission
pipeline that carries gas across the country along the border
with the United States. The export points for gas to the
United States are spread out along the Canadian-U.S.
border and there are currently 16 pipeline interconnections
with atotal maximum annual capacity of 86 Bcm.

Similarly to Canada, in Eastern Russia, vulnerability
to supply shortages and disruptions in a West-East trans-
continental gas delivery system must be mitigated by
substantial upstream storage and reserves of natural gas in
Western Siberia. A trans-continental trunk pipeline
constructed along the Trans-Siberian Railway would enable
the commercialization of natural gas reserves in
Krasnoyarskiy Krai, Irkutskaya Oblast and Y akutia. These
integrated reserves will be sufficient to fuel a network that
will supply gas to domestic users (in Canada, 61 Bcm of

* Oil exports from Russia to North Korea were interrupted, creating difficulties. In addition, it has been left out of a
multilateral framework called the "Four Party" talks. Only recently has high-level dialogue with Pyongyang been restored.

“ KOTRA, Dalian, April 6, 2001.

* David Von Hippel, et. a., "Modernizing the US-DPRK Agreed Framework: The Energy Imperative," Nautilus Institute for
Security and Sustainable Devel opment, February 16, 2001, pp. 2-3, 12.
* "Workshop on Power Grid Interconnection in Northeast Asia. Summary Report," Beijing, May 14-16, 2001, Nautilus

Ingtitute, Berkley, California, June 8, 2001, pp. 8-9.

* See Peter Hayes, "Asia's New Dynamics of Energy Supply/Demand in the 21% Century," Paper presented at the 2001
Electricity Summit in Hokuriku, Northeast Asian Economic Forum, November 5-6, 2001, Toyama City, Japan.
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gas is consumed domestically). They will also allow
significant cross-border exports of gas to Mongolia, China,
the Koreas.

In September 2001, North Korea and South Korea
agreed in principle to conduct ajoint survey on the possible
passage of a pipeline from a Russian gas field to the ROK
viathe DPRK. South Korea's six-member delegation to the
talks in Pyongyang was headed by Kim Jong Sool, vice-
president of the Korea Gas Corporation (KOGAS). It was
expected that the inter-Korean talks on Siberian gas project
are likely to become an agenda item at the ministerial talks
between North Korea and South Korea.” If the
international pipeline passes through the DPRK, it will
serve as a source of transit fees, in addition to an
opportunity to use natural gas for power generation along
the pipeline route.”

The recent OECD study on the costs of generation
confirmed the strong economics of gas-fired combined-
cycles for base-load power generation. Of the 18 countries
providing estimates for two or more base-load options, gas-
fired combined cycles were the cheapest option in 11
countries at a 10% discount rate. The average capital cost
of the combined cycle generation turbine (CCGT) reported
in the OECD study is half of that of coal-fired plants and
just one-third that of nuclear plants. The time needed to
construct a combined cycle plant is about one year less than
that required for coal-fired plants and more than two years
less than that for nuclear power plants.

Today, the most common type of plant re-powering
has been to replace boilers with the combined-cycle steam
generation system, using existing steam turbines and other
steam cycle equipment. Normally, a plant's capacity is
multiplied by three since gas turbine output is double that
of steam turbines. Efficiency increases by roughly one-third
and emissions decrease by about one-third. Moreover, the
plant re-powered with gas turbines can generate electricity
at nearly the same cost as a hew combined-cycle plant, but
with lower total investment. This could be arelevant option
for the re-powering of the DPRK's power plants, provided
that atrans-Korean pipeline is built.

Moreover, of the more than 200 new power plant
projects announced, more than 90% of the projects plan to
use natural gas and most of them will employ gas turbines
in "combined cycle" power generation. Gas turbines have
had the highest growth rate of any generation technology in
the past decade. The disadvantage of the CCGT technology
is that fuel costs account for 60% to 75% of the total
generation cost, whereas in plants powered by renewables,
nuclear or coal, the share of fuel in the total cost ranges
from zero to 40%. Therefore it is quite possible that new
plants will rely heavily on gas turbines in areas with access
to pipeline natural gas.

The main challenge is how to increase the
thermoefficiency of such plants from the current 50% for

the best turbines to the 60% level. Because natural gas
represents the largest single cost component of running a
combined cycle power plant, an increase in efficiency of
10% can reduce operating costs by as much as $200 million
over the life cycle of atypical gas-fired 400-500 megawatt
combined cycle plant. In the United States, an advanced
gas turbine burns gas at higher temperatures, and operates
more cleanly, producing fewer nitrogen oxide and carbon
dioxide emissions per kilowatt of electricity than
conventional gas turbines.

Also, in May 2001, German Gref, the Russian
Minister for Economic Development and Trade, mentioned
that the Japanese company "Nippon Kokan" has studied the
prospects for building a large dimethyl ether production
plant in Eastern Russia, which could supply this fuel to
Japan and other countries.* Dimethyl ether (DME) has
emerged only recently as an automotive fuel option and is
made from natural gas. Stored as liquid under moderate
pressure, DME competes in engine efficiency with diesel
fuel and could become price competitive, provided that it is
produced in large volumes. Data on DME vehicle
emissions range between very low to equivalent with diesel
on all components.

Hydroelectric power

Successful large-scale hydropower schemes demonstrate
limited negative environmental effect. According to OECD
assessments, technologies currently exist to refurbish many
operational hydropower plants in ways that increase their
output, while reducing their environmental impact.

The use of hydropower accounts for about 20% of the
world's electricity supply. To maintain its present degree of
reliance on hydroelectric power will require substantial
capacity expansion, most of which is expected to occur in
Asia, and especially in China. In China, hydroelectric
power contributes the second largest share in electricity
generation, accounting for 17% in 1996. Chinad's reliance
on this type of renewable energy will grow after the
completion of the 18,200-megawatt Three Gorges Dam
project in around 2009 and several other large hydropower
projects.

On the other hand, the hydroelectric resources of
Eastern Russia are plentiful. The annual technical potential
of Eastern Siberia is about 660TWh, of which 14% is
utilized, while the technical potential of the Far Eastern
region is 680TWh, of which only 2% is utilized. In
contrast, the hydroelectric resources of the whole of North
China are about 20TWh.*

In Russia, about 20% of electric power is generated by
hydroelectric power plants (70% in Eastern Siberia and
30% in the Far Eastern region). Moreover, Eastern Russia
has a substantially underdeveloped hydroelectric power
capacity. The Far Eastern provinces and Eastern Siberian
regions possess more than 80% of the hydropower

* Kyodo, Asian Economic News, September 17, 2001.

® Kengo Asakura, "Trans-Korean Gas Pipeline Could Help Asia Energy Security, Environmental Problems,” Oil and Gas

Journal, May 15, 2000.

* Report by German Gref, Minister for Economic Development and Trade of the Russian Federation at the plenary session of
the First Russia-Japan Forum, May 29, 2001, Moscow. Available at http://www.csr.ru/conferences/doclad.html
* David G. Streets, "Environmental Aspects of Electricity Grid Interconnection in Northeast Asia," p. 3.



resources of the Russian Federation. In the long term, they
can produce about 450-600TWh of electricity annually,
which is about 45% to 60% of the electricity generated in
Japan or Chinain 1995.

The Far Eastern region's hydroelectric power potential
is estimated at 300TWh and only 6% is developed or in the
planning and construction stages, compared with 33% for
Eastern Siberia. If adeguate investment is secured, the
seven hydropower projects currently under construction
and those in the planning stage will generate up to 50TWh
of electricity by the year 2010. Currently, excess power
produced in Irkutsk and Krasnoyarsk regions is estimated at
about 20 billion kWh. Together with the underutilized
electric power output in Chitinskaya Oblast (after
completion of the Kharanorskiy power plant) it could reach
25-30 hillion kWh. This surplus energy will be even greater
after the Bureiskaya hydropower station begins operating.

Conclusions

In theory, hydroelectric power and other sources of
electricity from Eastern Russia could allow the Koreas to
gain from load sharing and the integration of power grids.
An option could be a transmission line connecting these
three areas, including the site of the nuclear reactors. Also,
in theory a cross-border high-voltage transmission line
between Eastern Siberia, the Far Eastern region, and the
Korean peninsula would improve power supply reliability,
contributing to KEDO's implementation. The real issue,
however, is that the concept of power interconnection to
supplement the KEDO project appears as complex and
long-term as the concept of KEDO itself.

On the positive side, we find a rather convincing
attitude expressed by experts from South Korea that the
nuclear power plant in North Korea would enhance
incentives for cross-border energy cooperation between the
two Koreas. This approach is based on an assumption that a
reliable supply of a backup electric power for the two
LWRs and larger and more stable power grid that are
needed for safe and efficient operation can be provided by
South Korea alone. This does not necessarily require the
reactors' integration into the ROK-China-Far Eastern
Russia cross-border system. Instead, the KEDO power
plant could transmit all its output to the ROK, in exchange
for severa therma power plants build in North Korea and
assistance in gradual improvement of its power
transmission grid and distribution network. Also, the
DPRK could benefit more and at much earlier date because
this approach envisions low-scale, dispersed imports of
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electricity from ROK.*

Assisting the DPRK's energy sector rehabilitation
definitely requires multilateral effort and mechanisms. By
the same token, the potential benefits could be also felt by
many. Indeed, the inter-Korean and trans-Korean "energy
and infrastructure bonds," including railways, pipelines and
power transmission lines would facilitate the flow of
energy resources in the region, leading to peace and
stability in Northeast Asia.
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Japan and the ROK's Involvement in International Container
Transportation Using the Trans-Siberian Railway

Hisako Tsuji
Senior Researcher, Research Division ERINA

1 Introduction

Japanese use of the Trans-Siberian Railway (TSR) for
container transportation has been declining for more than
10 years. This downward trend can be seen both in transit
use (Siberian Land Bridge: SLB) and bilateral use (to/from
Russia and CIS countries). Since 1998, ERINA has been
working to investigate the reasons for the decline, in order
to assist the expansion of TSR business'. Our studies
suggest that Japanese consignors, forwarders and shipping
companies believe that it would be extremely difficult to
revive SLB business, as it has lost economic
competitiveness over the Deep Sea route due to the
dramatic reduction in the cost of using the latter, and also
because of a lack of confidence in the SLB, arising from
past problems.

However, the total volume of international container
cargo using the TSR has been growing, and both the
Russian Ministry of Railway and Far Eastern ports have a
positive outlook on international usage of the TSR. Thisis
because Korean and Chinese cargoes are making a
significant contribution to TSR business. It is difficult to
understand why Japanese interested parties have a negative
attitude to using the TSR when the Koreans are positive
about it. This paper compares the attitudes vis-a-vis the
TSR of Japanese consignors, forwarders and shipping
companies compared to their Korean counterparts, and
presents a proposal for a means of revitalizing Japanese use
of the TSR, which is currently stagnating.

Since the historic North-South summit meeting held in
2000, the reconnection and revival of the Trans-Korean
Railway (TKR) has been the focus of attention.
Furthermore, the idea of connecting the TKR and the TSR
to replace the current maritime shipment section between
the ROK and the Russian Far East, thereby making rail
transport from the ROK to Europe possible, is being
promoted. The possibility of connecting the TKR and the
TSR and using the link for through transportation will be
discussed |ater.

2 Major TSR routes and their competitive
environment

At present, four types of international route that utilize
the TSR arein use.

1) European Transit: Japan/ROK ~ Russian Ports ~ TSR ~
Finland (cargo is temporarily stocked in Finnish bonded
warehouses and will mostly be exported to Russia): It
takes about 15 days from Vostochny to Finland (about
10,000km) by rail, and 20 days from Busan to Finland.
This route is not used for other destinations within
Europe, asit lacks competitiveness in terms of both cost

and time.

2) Afghanistan Transit: Japan/ROK ~ Russian Ports ~
TSR ~ Central Asia~ Afghanistan

3) Central Asia: Japan/ROK ~ Russian Ports ~ TSR ~
Kazakhstan ~ Uzbekistan

4) Russian Bilateral: Japan/ROK ~ Russian Ports ~ Russia

The first two routes are defined as 'transit’, since cargo
just passes through the former Soviet Union countries;
these are often called the 'Siberian Land Bridge' in Japan.
The latter two are defined as 'bilateral’ transportation. The
third route is treated as bilateral under a tradition dating
from the Soviet era, although the cargo just passes through
Russian territory. Railway tariffs differ between 'transit’
and 'bilateral' transportation, and the customs clearance
procedures and time required are also different. For
instance, customs clearance for 'transit’ cargo takes one or
two days, while bilateral cargo requires 3 to 4 days at
Vostochny Port. Containers owned by Russian Railway can
only be used for bilateral cargo.

Transit container transportation using the TSR started
in the 1970s and cargo volume has grown quickly since
Vostochny Port was constructed in 1975. The volume of
transit container shipments from/to Japan exceeded
110,000 TEU in 1983, the peak year. The strength of the
SLB at that time was its fares, which were far lower than
the Deep Rea route. Additionally, the SLB carried a large
volume of cargo to Iran in the 1980s. However, shipments
to Iran ended in 1994. In the same year, shipments to
Afghanistan started and later became the main cargo among
westbound shipments. From the late 1980s, SLB cargo,
especially European transit, to/from Japan gradually
declined. This downward trend in cargo to/from Japan was
particularly significant after 1991, following the dissolution
of the Soviet Union.

Initially, Japanese cargo accounted for the better part
of SLB cargo; Korean and Taiwanese cargo was just tacked
on to the Japanese one for transportation to Far Eastern
ports. However, as the ROK grew as an exporter of
industrial products and further established a diplomatic
relationship with Russia (Soviet Union), the ROK opened
an independent shipping route between its own ports and
Russian Far Eastern ports in 1992. Thereafter, ROK cargo
grew steadily while Japanese cargo, which had been
blazing atrail, declined year by year.

Each of the abovementioned four routes has
competitors and consignors choose the route depending on
cost, shipping time, frequency of service and reliability.

With regard to European transit, the largest competitor
is the Deep Sea route between East Asia and Europe. It
takes 30 to 35 days by sea, while the TSR route takes only

! Hisako Tsuji, International Cooperation for Revitalizing the Trans-Siberian Railway, ERINA REPORT Vol. 28, June 1999
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20 days between Japan/RDK and Finland. The strength of
the Deep Sea route is its low-cost service, which has been
achieved through the introduction of huge container ships
with more than 6,000 TEU of capacity.

The main competitor of the Afghanistan route is the
route via Iran’. This involves shipping cargo by sea to
Bandar Abbas, then overland to the western part of
Afghanistan. The Iran route has been actively used since
2000. Most Japanese cargo has moved to the Iran route
since it is more than $1,500 cheaper than the TSR route.
However, some consignors still use the more reliable TSR
route, since transport along the Iran route has been
interrupted in the past due to the political situation. The
major cargoes transported to Afghanistan are tires and used
auto parts.

An aternative route to Central Asiavia Chinais called
the TCR (Trans-China Railway) in Korea and the CLB
(China Land Bridge) in Japan. The CLB connects the
Chinese port of Lianyungang with Kazakhstan by means of
the Chinese railway. Transshipment has to be conducted at
Druzba due to the gauge difference between China and
Kazakhstan. However, this route is broadly used for cargo
from Japan since there are three journeys a week to Chinese
ports, versus two a month on the TSR, and the cost is
competitive depending on the destination.

Does the railway have any competitors for the Russian
bilateral route? There are, in fact, severa alternative routes
to Moscow. For instance, Finland transit is often used for
shipments from East Asiato Moscow. On this route, export
goods, such as electrical appliances from the ROK or
Japan, are stored in bonded warehouses located at ports
near the Russian border, and are shipped out when orders
from Moscow are received. These goods are transported to
Russia in Russian TIR-licensed trucks, and are distributed
throughout the country, including the Far East, as well as
Moscow and St. Petersburg. One of the reasons for
choosing the Finland route is that import tariffs for goods
imported via Finland are reportedly lower than for goods
arriving via Far Easter ports’. The existence of user-friendly
bonded warehouses is another reason. A further advantage
is that the railway fare for transit cargo is set much lower
than that for bilateral cargo. There are two competing
routes to Finnish bonded warehouses: the TSR European
trangit route, and the Deep Searoute.

3 Trendsin Japanese and K orean cargo volumes
1) Comparison of cargo volumein 2001

I will now compare the current volume of containers
using the TSR. Since there is no officialy published data
regarding TSR usage, it is necessary to gather data from
forwarders, shipping companies and ports. However, the
assembled data are not always consistent, possibly due to
the existence of huge empty containers. | will try to follow
the broader trend, leaving aside minor inconsistencies.

Both Vostochny and Vladivostok ports handle TSR
cargo.

According to the data provided by VICS (Vostochny
International Container Services), Vostochny Port handled

72,701 TEU in 2000, and 89,917 TEU in 2001, a 24%
increase. Looking at the type of cargo, 54% was transit,
26% was Russian bilateral, 8% was bound for Central Asia,
and 11% was empty containers. Cargo from the ROK
accounted for the largest share (77%), experiencing an
increase of 13% between 2000 and 2001. Chinese cargo
was second (12%), outstripping Japan and recording a
twelve-fold increase on the previous year. A route between
China (Shanghai) and Vostochny opened in October 2000.
Additionally, some Chinese cargo is transshipped at Busan
and counted as Korean cargo. Therefore, the volume of
Chinese cargo is larger than one would assume from the
figures published. Most Chinese cargo seems to be shipped
to Russia via Finland. It has been pointed out that this
shipment is inefficient, since Chinese cargo tends to be a
one-way westbound shipment. It is possible to use the
railroads of both countries as an export route from China to
Russia, so why is the longer route via Shanghai and
Vostochny chosen? It may be that China's domestic railway
has capacity or speed problems, or that transshipment from
standard gauge to wide gauge is a problem. On the other
hand, Japanese cargo declined 6% between 2000 and 2001
and the share (11%) is now lower than that of Chinese
cargo. In the short term, the growing Russian economy
could be one of the reasons for the increase in Korean and
Chinese cargo.(Table 1)

7,400TEU of containers (excluding empty containers)
were handled at Vladivostok Port in 2001, all of which
contained Korean cargo and the vast majority of which was
bilateral cargo.

Combining the data for both ports, we can conclude
that the total volume of TSR containers is about 100,000
TEU, including empty containers; 80% of the cargo is
Korean, 10% Chinese and 10% Japanese.

2) Businesstrendsin Japanese cargo

On the Japanese side, data for Mitsui O.S.K. Lines,
which has monopolized shipping services between
Japanese and Russian ports, is available, which show
developments in both transit and bilateral transport. Since
Korean cargo is included up to 1991, looking at the
shipment data from 1992 gives a more accurate picture of
the situation. It should be noted that this data still includes
some Talwanese cargo. According to this data, although
more than 60,000 TEU of containers were shipped to/from
Japan in 1992, the volume declined year by year, and in
2001 the volume was less than 10,000 TEU. The declinein
transit cargo is particularly noticeable. (Fig. 1)

As far as transit containers are concerned, the Trans-
Siberian Intermodal Operators Association of Japan
(TSIOAJ) holds data for a number of years. It should be
noted that these data only include shipments by member
companies, so they does not present a complete picture.
The data are valuable in understanding long-range trends,
even if they do not cover al the shipments. According to
the TSIOAJ data, transit volume has been declining since
reaching the 110,683 TEU mark in 1983; the volume was
only 2,238 TEU in 2001, representing only 2% of the peak

? Hisako Tsuji "SLB Shipment Trend in 2000", ERINA Information, March, 2001
® According to reports from forwarders, aform of smuggling is widely conducted at the Finnish-Russian border.



period. (Fig 2)

With regard to the composition of Japanese cargo, the
major westbound transit items are electrical appliances,
office machines and tires, while log houses form the main
eastbound cargo. Major bilateral import cargo includes
chemical goods and aluminum ingots, while auto parts
form the main bilateral export cargo.

Following the decline in cargo volumes, the frequency
of services between Japanese ports and Vostochny
decreased from three times per month to twice monthly,
beginning January 2002. TSR has become a much less
convenient route for consignors.

The reasons for the decline of Japanese cargo can be
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summarized as three points.

Firstly, the TSR route lost its cost competitiveness as a
route to Europe, because of the drastic reduction in the
marine fares of the Deep Sea route, resulting from the
introduction of huge, fast high-tech ships. In recent years,
the TSR route has been more expensive than the Deep Sea
route, even between Japan/the ROK and Finland.
Furthermore, some Japanese forwarders complain that the
Russian Railway does not provide containers for transit
cargo, thus the fee for leasing the container is added to the
total cost.

Secondly, following the dissolution of the Soviet
Union, the TSR suffered security problems and unstable

Table 1. Volume of ContainersHandled at Vostochny Port (TEU)

ROK Japan China Others Total
2000 61,282 10,344 928 147 72,701
2001 69,198 9,765 10,864 90 89,917
Source: VICS
Fig 1. Trend of TSR cargoesto/from Japan
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operating times due to weakened management functions.
Cargoes were reported missing or stolen during the early
1990s. However, these operational problems have been
solved as the political and economic situation has improved
in Russia. Many Japanese consignors, however, still see the
TSR asunreliable.

Thirdly, exports from Japan to Russia have decreased
due to Japanese manufacturing companies relocating
factories to such low-cost sites as China or Southeast Asian
countries. In the case of electrical appliances for the
Russian market, Korean products are more price-
competitive than Japanese products. As a result, Japanese
exports have decreased, while Korean and Chinese exports
have increased.

3) Businesstrendsin Korean cargo

It is even harder to find systematic data for Korean
cargo. According to Hyundai Merchant Marine Co., LTD
(HMM), TSR cargo to/from the ROK increased from
approximately 25,000 TEU in 1991 to 83,000 TEU (3.3
times) in 2001. They aso forecast that the volume would
reach 100,000 TEU in 2002 (Table 2). Since the ratio of
westbound to eastbound is 7 to 3 in the Korean case,
dealing with empty containers is a problem, and many
empty containers are returned by rail.

Table 2. TSR Container volume to/from the ROK

(TEVL)
Westbound | Eastbound Tota
1991 15,000 10,000 25,000
1996 40,000 23,000 63,000
1999 35,000 17,000 52,000
2001 57,000 26,000 83,000
2002 72,000 28,000 100,000
(projection) ’ ' ’
Source: HHM

According to a shipping company, 49% of total cargo
was transit, and 51% was bilateral in 2001. In addition,
70% was westbound and 30% was eastbound. Interestingly,
16% of transit cargo was from China. This was picked up at
such Chinese ports as Tianjin, Dalian and Hong Kong by
Korean forwarders and transshipped at Busan. The major
consignors are Korean companies who have factories in
China

The main items shipped are various electrical
appliances exported to Russia via Finland, chemical
ingredients (resin for plastic) bound for Moscow and goods
for Korean companies that have invested in Central Asid'.
Since there is less eastbound than westbound cargo,
forwarders are making efforts to book eastbound cargo. For
example, pulp from Finland, chemicals from Russia to
China, and cotton from Central Asia are shipped as
eastbound cargo.

4 Efforts by the ROK transportation industry
| pointed out three reasons for the decline of Japanese

cargo in the previous discussion. Of the three factors, the
ones regarding price competitiveness and reliability should
be common to both Japan and the ROK. Nevertheless,
Korean cargo has grown consistently, while Japanese cargo
has declined year by year. How can we explain this
difference?

1) Effortsby Korean forwarders
Korean forwarders are actively creating a favorable
business environment for consignors where a faster service
isavailable at areasonable price.
a) Aboalishing the monopoly in the marine shipping service
The marine shipping service between Busan and
Russian ports was a monopoly held by Transorient
Shipping Co, Ltd.” for many years. Similarly in Japan,
the marine shipping service is a joint monopoly held by
Mitsui O.S.K. Lines and FESCO. Due to theinitiative of
Korean forwarders, the marine shipping service market
was activated by means of the entry of new shipping
companies. From the summer of 2001, three or four
companies entered the market using Chinese vessels. At
present, five companies are competing with each other.
As aresult, freight tariffs have been halved and the
service frequency increased, with vessels leaving on
Thursdays as well as Fridays.
Obtaining volume discount
Major forwarders have obtained volume discounts for
railway fares by means of negotiating with the Russian
Railway. The discount rate varies depending on the
volume and season. This contributes to reducing costs.
¢) Supplying containers
Magjor forwarders own or lease containers and supply
them to consignors at a reasonable rate. For instance, in
the case of forwarder A, the company invested 10 billion
won and is in possession of 23,000 TEU of containers,
including those that are under contract. In Japan, lease
containers are used since forwarders do not usualy own
containers.
Coallecting Chinese cargo
Korean forwarders pick up Chinese cargo at Chinese
ports such as Dalian, Tianjin, and Hong Kong, then
transship at Busan for shipment along the TSR route. By
adding Chinese cargo, the increased total volume will
lead to lower costs.
€) Operating bonded warehouses in Finland
Major forwarders have bonded warehouses in Finland
near Russian border, to be used for shipments to Russia.
Forwarder B has a bonded warehouse at Hamina and
stores Japanese as well as Korean cargo.
f) Confidenceinthe TSR
All of the Korean forwarders express strong confidence
in the TSR. They said that, "the TSR was terrible five
years ago, but is reliable now." For instance, forwarder
A says about shipment to Central Asiathat, "the TSR is
reliable, but the TCR has problems, such as the lack of a
tracking system, irregular operation, transshipment and
inspectionsin China."
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Daewoo Motors has amotor plant in Tashkent, and LG Electronicshasa TV plant in Almaty.

® Transorient Shipping Co., LTD provides the marine shipping service between Busan and Far Eastern ports, as an agent of

FESCT and Hyundai Merchant Marine Co., Ltd.



2) Efforts by shipping companies

Although some shipping companies have been
enjoying monopolistic profits for years, it does not
necessarily mean that their service is poor. Korean shipping
companies actively provide containers. According to
HMM, although only SOC containers provided by
forwarders were used before May 2000, since then it has
aso been using its own containers. As of March 2002, 15-
20% of containers used on the TSR route are now provided
by HMM, with the remaining 80% or so estimated to be
SOC containers. In the case of Japan, shipping companies
do not provide their own containers.

3) Consignors attitudes: speed appreciated

Korean consignors have confidence in the TSR, unlike
Japanese consignors. They did experience security
problems in the early 1990s. These problems, however,
have been solved in the past five years and the transport
time is reported to be stable now. According to Korean
forwarders, the main reason why the Finland transit route is
widely used is that, although the route is more expensive, it
is faster than the Deep Sea route. The TSR route can
deliver in 20 days from Busan to Finland, while the Deep
Sea route requires 30 to 35 days. Many Korean consignors
try to ship faster and make a profit by collecting the
proceeds quickly.

According to an electrical appliance maker E, the TSR
route charges $2,900/40f from Busan to Finland, while the
Deep Sea route costs $2,400/40f, which is $500 cheaper
than the TSR route. The company divides its custom 50:50
between the two routes, deciding which to use on the basis
of the urgency of each shipment.

Company F, which has a plant in Central Asia, has
praised the route, saying that, "although the TCR is less
costly, shorter and faster, the TSR is morereliable.”

4) TSR issuesin the ROK
Korean use of the TSR appears to be very successful.

However, there are issues to be tackled and some people

are concerned about the future of the route.

a) The use and distribution of empty containers is a
headache for forwarders and shipping companies
because there is an imbalance between westbound and
eastbound Korean and Chinese cargo and containers
tend to accumulate in Europe. If this is not coordinated
smoothly, forwarders' profits will be squeezed.
According to forwarder B, of the 2,000 FEU handled in
2001, 500 to 600 FEU were empty containers. In fact, a
Japanese forwarder, which used to do business
extensively using the TSR in the 1980s, eventually went
bankrupt due to the poor positioning of a large number
of its own containers.

b) Many of Korean export companies still have
manufacturing plants in Korea. However, if Korean
exporting companies relocate their major plantsto China
or Southeast Asia, as Japanese companies have done, the
quantity of Korean export goods will decrease.

¢) On the European transit route, severe cost competition
with the Deep Sea route will continue. If the fare for the
Deep Sea route declines further once the plan to
introduce even larger ships is implemented, more cargo
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may shift from the TSR to the Deep Searoute. The TSR
route may be able to counter the increased
competitiveness of the Deep Sea route by means of
increased speed as well as further cost reductions. In
order to speed up the TSR, technological improvements
will be necessary on the Russian side. One Japanese
forwarder has said that, "The TSR could be used if it
took only 2 weeks from Japan to Finland."

d) Korean forwarders also have complaints about the
Russian side, with regard to such problems as a shortage
of wagons, a seasonal shortage of containers supplied by
the Russian Railway, and frequent changes of bilateral
rail fare. The need for technological investment has been
pointed out by an insider from Russian Railway.

5 Towards cooperation between Japan and the

ROK

1) Japan could learn from Korea's success

It is encouraging that cost reductions and improved
service have been realized in the ROK as a result of efforts
by forwarders and shipping companies. Is it possible to
make similar efforts and revive business back in Japan? It
may take time to get results, but it may be worth trying the
following measures:

a) Strengthen service within the marine shipping element.
Possible services provided by shipping companies
include reviewing fares, providing their own containers,
and increasing the frequency of shipping services. If the
shipping frequency is increased from the current twice
per month to a weekly service, consignors may feel the
TSR route to be more convenient. In order to improve
the service as awhole, including the rate charged, it will
be desirable to eliminate the monopoly in the marine
shipping market and encourage new entrants, in order to
create a more competitive environment. The entry of
foreign shipping companies from China or the ROK
should be permitted.

b) The cost of leasing containers has been said to be one of
the reasons for the high cost in Japan. It may be possible
to provide containers owned by shipping companies and
forwarders.

¢) In order to boost confidence in the Russian Railway
among Japanese cargo owners, it may be useful for
forwarders and shipping companies to cooperate with
their Russian partners in running a campaign promoting
the TSR route. Specificaly, this could take the form of
undertaking trial shipments and applying specia rates
for a certain period.

2) Cooperation by Japanese and Korean forwarders

It may be possible for Japanese and Korean forwarders
to cooperate with each other in shipping Japanese cargo to
Busan and transshipping onto the TSR route. If Korean and
Japanese cargo is combined, volume discounts and low
marine fares could be applied. It might be possible to use
containers owned by Korean forwarders. In fact, some
Korean forwarders are interested in the Japanese market.
Some of them are looking for opportunities to cooperate
with Japanese forwarders, and one is preparing to open a
branch in Japan. As mentioned before, the Koreans have
already been successful in collecting Chinese cargo and
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transshipping it at Busan. They seem to think that a similar
operation could be possible for Japanese cargo. The key
point will be whether cost-conscious Japanese consignors
find the more expensive but faster TSR route to be good
value.

6 Future possibilities for connecting the TKR and
the TSR

A collaborative effort between South and North Korea
to link the railways along the west coast of the Korean
Peninsula (Gyeongeui Line) is currently underway.
Another possible future project is connecting the railways
of the North and South along the east coast (Gyeongwon
Line). The aim of these ideas is said to be the somewhat
fantastic goal of connecting the TKR and the TSR, and
linking them to the European railway network. In addition
to introducing the TKR concept, | will discuss the
possihilities for linking it to the TSR.

1) TKR plan: Gyeongeui Line

Theidea of connecting the missing section of the TKR
was one of the agreements made during the historic North-
South summit meeting held at Pyongyang in June 2000.
The Gyeongeui Line, running along the west coast of the
Korean Peninsula, used to be a trunk railway connecting
Pyongyang, Seoul and Busan before the Korean War.
Unfortunately, the railway was severed due to the division
of the country, with 12km of track disconnected on both
sides of the DMZ. Construction work began following the
agreement to connect the missing parts. Although the ROK
side has almost completed its share of the work, the DPRK
side has not yet made a start. Furthermore, agreements by
the Ministers of Defense of both sides are needed in order
to undertake construction in the DMZ (2km+ 2km).
Although a basic agreement on the project was concluded,
actual construction has been delayed for various political
reasons. However, in April 2002, when Mr. Lim Dongwon
visited Pyongyang as the President's persona envoy, both
parties reconfirmed their intention to promote the
advancement of the project. It is hoped that progress will be
made in cooperation between the North and South in the
future.

A road is due to be constructed along the Gyeongeui
Line. If the railway and the road were completed, it should
become quicker and easier to undertake mutual trade
overland, rather than using marine transportation, as at
present. In 2001, mutual trade amounted to about 700~900
thousand tons®, and the marine shipment cost between
Incheon and Nampo was $800~850/20f. If land
transportation were realized, transportation costs could be
cut.

In the second stage, the ROK and Northeast Chinawill
be linked overland. This means that trade cargo, currently
shipped by sea via Dalian, may be transported overland.
How much cargo and how many passengers will use the
land route will depend on its competitiveness in terms of

time, cost and the complexity of procedures.

Many people engaged in the transportation business
are skeptical about the possibility that the Gyeongeui Line
will be further extended to Russia and Europe. It is widely
believed that transshipment at Manzhouli could reduce
competitiveness, and passing through many countries could
create problems.

2) Gyeongwon Line

Railways along the east coast of the Korean Peninsula
are aso divided between the North and the South and two
possible linkage plans are being discussed. According to
the Ministry of Construction and Transportation, the two
ideas are 1) reconnecting and revising the Gyeongwon
Line, and 2) constructing a new railway along the east
coast.

The Gyeongwon Line, which runs from Seoul to the
east coast, also used to be a trunk railway connecting Seoul
and Wonsan, and has about 30km of track missing on both
sides of the DMZ. If this missing part were connected, the
railroad would become a link between Seoul and Primorsky
via Wonsan, Rajin and the Tumangang. However,
transshipment is needed between the DPRK and Russia due
to the difference in rail gauge. Additionally, huge
renovation is required, as the railway infrastructure of the
DPRK is decrepit and the railway is mostly single track.
Russia has conducted two feasibility studies, as it has a
strong interest in establishing a connection to the ROK by
modernizing the DPRK railways and restoring the
Gyeongwon Line. However, the results have not yet been
published. According to the Korean media, Russia and the
DPRK conducted a joint study of the 700km between
Tumangang, Wonsan and Pyunggang, which concluded
that 130 tunnels and 742 bridges require immediate repair
work, and that the total cost for repair work will be $2.2
billion”. No meetings have yet been conducted between the
North and the South regarding the Gyeongwon Line, and
the ROK has positioned it as a secondary project after the
completion of the Gyeongeui Line.

On the other hand, a project aimed at constructing a
railroad along the east coast, which would link the North
and the South, is the focus of attention. This idea was
included in the agreements concluded when Mr. Lim
visited Pyongyang in April 2002°. According to the Korean
press, it is planned that the northern part (Gangnung~
DMZ, 127km) and the central part (Pohang~ Samcheok,
171km) will be constructed by 2010, completing the entire
Donghae Line between Busan and the DMZ (502km). The
estimated cost of construction is 1,854.2 billion won for the
northern part and 2,441.2 billion won for the central part.
This plan must still be agreed by the Inter-Korean
Economic Cooperation Meeting’. However, there have
been no reports regarding plans for construction or repairs
inthe DPRK yet.

It is not known why the idea of Donghae Line
emerged while the idea of the Gyeongwon Line has

Thisinformation is based on hearings at the Ministry of Construction and Transportation of the ROK.

6

" JoonAng llbo, April 8, 2002
® JoonAng llbo, April 7, 2002
° JoonAng llbo, April 30, 2002



suffered a retrograde step. One possible reason is that the
Donghae Line would be easier to construct since it runs on
flat land, while the Gyeongwon Line goes through
mountain areas. Another point in its favor is that only a
short section (18km) needs to be built, as the part between
Wonsan and Unjon of the DPRK has already been
constructed by a ROK company™.

3) Possibilitiesfor connecting the TKR and the TSR

If the TKR is constructed, there may be a possibility
for the TKR to be used for shipments to Europe, replacing
marine shipments that take place at present. Some
forwarders expect that the reconnected railway may be used
for shipments to Europe or Central Asia.

At the same time, the shipping and port industries feel
the idea of the TKR to be a threat to their existing business.
If railways are connected between the ROK and Europe,
there is a possibility that shipping companies, ports and
lifting companies could lose business.

However, major forwarders think that it will not be
easy to ensure the economic competitiveness of the TKR-
TSR route. The reason is that Korean export industries are
located in the southern part of the ROK, near Busan. Export
products will have to be shipped more than 500km to the
TKR in the ROK before passing through Wonsan, Rgjin
and Khasan. The domestic railway tariff in the ROK is
fairly expensive, and the DPRK may charge a transfer fee.
Transshipment is also required. Given the reduction in the
marine tariff between Busan and VVostochny, it is a question
of whether the TKR is competitive over the current marine
route in terms of time and cost. The ultimate advantage will
be that accelerated competition between the three
alternative routes - the TKR and TSR combination, marine
transportation combined with the TSR, and the Deep Sea
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route - could end up providing users with faster and
cheaper transportation routes.

7 Conclusions

1) Japan has many things to learn from the ROK regarding
its use of the TSR. In the ROK, thanks to the efforts of
active forwarders, faster services are available at a
reasonable cost. They have taken such steps aimed at
offering a reliable service to consignors as abolishing
the monopoly in the marine transportation sector,
providing containers, picking up Chinese cargo and
obtaining volume discounts for railway fares. Shipping
companies also provide containers and offer frequent
shipping services. Japanese forwarders and shipping
companies can learn from them.

2) Thereis a possibility of shipping Japanese and Korean
cargo together by means of cooperation between
forwarders from both countries. Some Korean
forwarders are investigating the possibilities for
collecting Japanese cargo.

3) The TSR routes are losing cost competitiveness, and in
Japan, most cargo has shifted to more competitive
routes. There is a possibility that the TSR will further
lose business from the ROK in the near future. The
Russian Railway needs to strengthen its
competitiveness in terms of cost, speed and service.
Superior speed, if attained, could become a strong
weapon for the TSR in the future.

4) If the TKRis constructed and connected to the TSR, the
ROK and Europe will be linked by rail. This means that
alternative routes between the ROK and Europe will
become available, and the best one, in terms of speed,
cost and services, will be chosen by consignors.

* The Korean company Taechang constructed arailway for amineral water project.
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m The 11" Northeast Asia Economic
Forum Meeting in Anchorage, Alaska

During my trip to Anchorage, Alaska, | took part in the 11"
meeting of the Northeast Asia Economic Forum chaired by
Dr. Lee-Jay Cho. The meeting took place from 6-8 March
2002." It was co-hosted with the local Institute of the North
at Alaska-Pacific University. The agenda of the meeting
included the following topics:

e Natural gas from remote or stranded sources and
energy for stranded consumers

e Financing infrastructure development and the
Northeast Asian Development Bank concept

e Environmentally friendly energy use for an



environmentally advanced Northeast Asia and
North Pacific

« Information technology and telecommunications:
Narrowing the digital divide in Northeast Asia and
the Alaskan model.

Several prominent participants attended the meeting,
including Steve Cowper, former Governor of Alaska and
Chairman of the NEAEF North American Committee,
Former Alaska Governor Walter Hickel, Dr. Nahm Duck
Woo, former prime minister of the Republic of Korea, Glyn
Ford, Member of the European Parliament, parliamentary
link to the Japan Mission to the EU, Arlon R. Tussing,
Senior Economist, Alaska Pacific University Institute of the
North, Kengo Asakura, Vice Secretary General, Northeast
Asian Gas and Pipeline Forum, Yasuo Sawai, Vice
Executive President, National Institute for Research
Advancement (NIRA), Peter Hayes, Executive Director,
the Nautilus Institute for Security and Sustainable
Development, and others.

As a participant from ERINA, | was invited to present
a paper entitled "Russiaz A Supplier of Cleaner Energy to
Northeast Asid' at the session on Environmentally Friendly
Energy Use. The session was chaired by Mitsuho Uchida,
Director of the Central Research Institute of the Electric
Power Industry. This panel coordinated by NIRA provided
a very useful opportunity for participants from China,
Japan, the Republic of Korea and the United States to
discuss the energy-environment dilemmain Northeast Asia.

Diversification in the geography of supplies and fuels
makes offshore and inland resources of natural gas and oil
in eastern Russia particularly attractive. The development
and utilization of these resources is expected to enhance the
security of energy supplies, increasing the share of cleaner
fuels in the energy mix and reducing energy-related
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environmental pressures. In addition to prospects for
natural gas exports the paper touched upon such issues as
hydropower resources available in Eastern Russia, the
potential for the interconnection of power grids and the
country's current policy on renewable energy and related
technologies.

After the conference, there was also a field trip to the
Kenai Peninsula. One group of participants went to see
Phillips petroleum refineries. There was also a tour of
Agrium petrochemical plant in Kenai. Yet another group
went to the Resurrection Bay. It takes about three hours by
car to get from Anchorage to these destinations, one of the
most beautiful drivesin North America

Resurrection Bay received its name from the Russian
traveler and merchant Baranov. Before 1867, Alaska was
known as Russian America. Russian sailors discovered this
part of North America and Moscow possessed this land for
126 years. Until today, many native people are Orthodox
Christians. New Archangel was the first seaport in Western
America. This settlement of only one thousand people
served as the capital of the Russian territory when the
population of San Francisco was only about a hundred. The
first steam vessel in the Pacific was build at the shipyard of
New Archangel in 1841.

Alaska still represents one the most pristine
environments on Earth. The current U.S. energy policy
spotlight is on the natural gas and petroleum-rich federal
lands in Alaska. The opening of the National Petroleum
Reserve-Alaska (NPR-A) for more exploration and
development is likely to be a topic debated at the U.S.
Congress this year. Congress should take a decision on
whether the time is right to open the Arctic National
Wildlife Refuge coastal plain to leasing.

O Vladimir Ivanov, Senior Researcher, Research Division
ERINAD

! East-West Center, National Institute for Research Advancement of Japan (NIRA), Japan Committee for the Promation of an
Asian Energy Community (JCPAEC), Korea Institute for International Economic Policy (KIEP), Kanamori Committee, U.S.
West Coast-Russian Far East Ad Hoc Working Group, Institute for Information Policy at Pennsylvania State University,
Korean Committee for the NEAEF, and Chinese Committee for the NEAEF
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