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The Trans-Siberian Railroad and Japan

Wakio Fujimoto
Professor, Faculty of Liberal Artsand Sciences, Osaka University of Economicsand Law

The Trans-Siberian Railroad has drawn the attention
of the Japanese from when it was still at the planning stage.
This is because of the proximity of its eastern terminus of
Vladivostok to Japan.

The Tokyo Nichinichi Shimbun newspaper reported on

May 6, 1885 that the Russian government was to start
construction of the railroad between Tyumen and
Vladivostok and that when its construction was
successfully completed, not only would it yield benefits for
Europe in general, but "it will, many believe, exercise an
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immense influence on the whole of Asia".

Citing a Vladivostok newspaper as the source of its
information, the December 26", 1889 issue of Kampo, the
official journal of the Japanese government, reported that
the first phase of construction of the Trans-Siberian
Railroad aimed to link three large rivers - the Amur, the
Ob, and the Yenise rivers - by means of a total of 2,982
versts of track. Furthermore, the April 25, 1891 edition of
Kampo quoted an article from The Times (London) in its
report that the Russian government would spend 7 million
rubles on constructing the railroad in 1891, including the
2.9 million rubles needed for construction of the Ussury
railroad starting from Vladivostok.

These reports show that the Russian government had
begun to put great efforts into the construction of the
railroad in the Far East and that it attracted much attention
from the Japanese government.

It is widely known that the Crown Prince of Russia,
Nikolai Aleksandrovich, who had just returned from Japan
at the end of his trip to Asia, attended the ground-breaking
ceremony for the Ussury railroad, because the Nikolai Gate
was built in Vladivostok in order to welcome the Crown
Prince.

In March 1891, the Japanese government was engaged
in rapid preparations to receive the Russian Crown Prince.
However, no articles are found in the "Kampo" in which
the ground-breaking ceremony for the Trans-Siberian
Railroad and the visit of the Crown Prince were discussed
together. For example, the March 15, 1891 edition of the
Tokyo Nichinichi Shimbun reported that, "Although rumor
has it that the purpose of the Crown Prince's visit is to
investigate Japanese armaments and forts, we do not
suspect him of any hidden motives. As the Crown Princeis
to become the Grand Emperor of Russia, we should
endeavor to give him agood impression of Japan".

On the other hand, the April 7 edition of the Tokyo
Asahi Shimbun struck something of a wrong note, insisting
that, just as the major aim of the visit was to inspect
reclamation work in Siberia, the aim of his trip to Japan
focused on inspecting Hokkaido.

It seems that various lies about the intention behind
the visit gained currency among the people at that time, but
the Japanese government ordered that he was to be given
the warmest possible welcome in every place he visited,
from Kyushu to Tokyo.

Nevertheless, the historical relationship of Japan with
the Trans-Siberian Railroad began rather dramatically. The
Crown Prince's party arrived in Nagasaki on April 27,
1891, on the final leg of his trip to Asia, and arrived in
Kyoto via Kobe Port on May 9.

On May 11, 1891, he went on a sightseeing trip to
Lake Biwa from Kyoto. During this trip, the policeman
guarding him attacked him with a sword, wounding him.
The Japanese government was astounded by the incident.
Emperor Meiji came from Tokyo to visit the Crown Prince,
who was receiving medical treatment in Kyoto. The
Parliament, the Prefectural Assembly, the Municipal
Assembly, schools, and other organizations apologized for
the incident, expressing their hopes that the Crown Prince
would continue his tour of Japan. Although the Crown
Prince returned from Kobe Port to Vladivostok on May 19,

this incident sparked an interest in Russia and the Crown
Prince among the Japanese.

The ground-breaking ceremony in Vladivostok for the
Trans-Siberian Railroad was able to be held with the
Crown Prince as the guest of honor. The Tokyo Asahi
Shimbun also reported that the Crown Prince attended the
ground-breaking ceremony for the Trans-Siberian Railroad
which took place at 10 am. on June 1 and that he departed
for the capital by train on June 3.

This incident is well known in Japan as a case in
which the judiciary preserved its independence, sentencing
the policeman to life imprisonment in line with the criminal
code, even though the Japanese government demanded the
death penalty for him.

When the construction of the Ussury railroad began,
many migrant workers crossed the sea from Japan.
According to records dated August 1895, there were 13,100
railroad construction workers, consisting of 5900 Russians,
6200 Chinese and Koreans, and 1000 Japanese. However, it
is said that few Japanese were successful as construction
workers. The Russian contractor farmed out work to a
Japanese sub-contractor and the Japanese migrant workers
were paid piecemeal rates. Accordingly, few if any
Japanese workers were assigned to construction sites where
the labor conditions were favorable. In contrast, the wages
of skilled guest workers, such as carpenters, masons and
blacksmiths, were high, and there were also Japanese who
settled permanently in Vladivostok. Most of the workers
were from Kyushu, partly because Nagasaki was linked to
Vladivostok by aregular boat service.

According to a January 1895 report by the Japanese
Commercial Agency in Vladivostok, 956 Japanese were
living in Vladivostok at that time. The problem was that,
other than the 162 Japanese who were categorized as
"official workers, students or businessmen", there were 452
men and 342 women who fell into the category "others".
According to Mr. Matsuura, who surveyed the Japanese in
Vladivostok, most of these 342 women were prostitutes. If
a Japanese man living in Vladivostok submitted
certification stating that a woman was his wife, a passport
could easily be obtained and its holder could enter Russia.
Mr. Matsuura condemned this situation as "a blot on the
nation".

After the Sino-Japanese War, the construction of the
Trans-Siberian Railroad became an issue in Japanese policy
towards Russia. In a telegram sent to Foreign Minister
Saionzi in March 1896, Mr. Aoki, the Japanese envoy to
Germany, wrote that it was certain that China would
conclude a treaty of alliance with Russia, and that Japan
would need countermeasures to deal with this.

Japan and Russia were in opposition over the sphere
of influence in the Korean Peninsula and Manchuria. An
agent at the Japanese Commercial Agency in Vladivostok
sent a secret report to the government in October 1895,
stating that a survey party from Russia was going to be
dispatched to Manchuria. The Japanese government
secretly kept an eye on negotiations between Russia and
China. Eventually, in May 1896, Russia and China agreed
on the construction of the Chinese-Eastern Railroad, which
ran from the Zabaikal line to Vladivostok via North



Manchuria

Russia leased Lushun and Dalian in the Liaodong
Peninsula from China in 1898. Furthermore, it was granted
the right to lay a railroad track from these cities to the
Chinese-Eastern Railway. As Japan had abandoned the
Liaodong Peninsula under pressure from Russia, France
and Germany three years previously, the country grew
more cautious and hostile toward Russia.

When the Boxer Rebellion broke out in 1900, Russia
dispatched its army on the Chinese-Eastern Railway, which
was still under construction, in order to quell it. However, it
did not withdraw its forces completely. On January 30,
1902, Japan concluded an alliance with Britain. Russia
made a joint declaration with France in March. The
relationship between Japan and Russia became tense.

However, even amid this political situation, the
convenience of using the Trans-Siberian Railroad came to
be recognized as construction of the railroad progressed.
The May 5, 1900 edition of the Tokyo Nichinichi Shimbun
stated that,

"The number of those going to Europe to see the Paris
Exposition or to inspect commerce and industry has
increased greatly of late, and as tickets for 1% and 2™ class
cabins on ships bound for Europe are sold-out, many
people are forced to wait for the next ship. However, there
is a new route that enables one to avoid such a long sea
journey to Europe. It isthe Trans-Siberian Railroad."

The article further stated that, when the Zabaikal line
from Irkutsk to Suretensk was completed on 28 April, it
would become possible to travel from Vladivostok to any
European city, if one took a steamboat between
Khabarovsk and Suretensk on the Amur, becoming much
more convenient. The article also detailed the various
routes and fares. The harbors in Japan connected with
Vladivostok included Kobe, Nagasaki, Hakodate and
Niigata. Each of these routes called at a humber of harbors
in Japan or Korea en route for Vladivostok.

The Chinese-Eastern Railway was completed in
November 1901, opening up a direct route from Tsuruga
over the Japan Sea to Vladivostok. By means of the
Chinese-Eastern Railway and the Trans-Siberian Railroad,
it became possible to travel from Japan to London or Paris
in 15 to 17 days. The sea route via the Indian Ocean, the
Suez Canal and the Mediterranean that had been used until
then required 40 days. The new route became a major
transportation corridor connecting Europe and Asia.

A specia express sleeper ran to the terminus of the
Trans-Siberian Railroad from Moscow five times a week
from April 1903, and it was planned to add a limited
express for Vladivostok via the Trans-Siberian Railroad
and the Chinese-Eastern Railway from Moscow to this
from April 1904.

Services on the Tsuruga to Vladivostok route were
temporarily suspended because of the Russo-Japanese War
between 1904 and 1905. However, the Japanese
government attached importance to it as the shortest route
to Europe. In 1907, in order to develop international trade,
the government nationalized four ports: Y okohama, Kobe,
Kanmon (Shimonoseki and Moji), and Tsuruga, the last
being the only first-class port on the Japan Sea.

ERINA REPORT Vol. 49

In order to develop Tsuruga Port as an international
harbor, the first phase of port reconstruction was carried out
between 1909 and 1913. As a result, it became possible to
anchor two 3000t class steamships at the port, and the
landing stages and warehouses were devel oped.

On the other hand, the Russian government also
decided to run a sleeper train on the Trans-Siberian
Railroad. An article in the Tokyo Nichinichi Shimbun about
the future of the Tsuruga Port stated that, "if one travels on
the Trans-Siberian Railroad the cost is lower than sea
travel; as Vladivostok is to become a taxed port, general
cargo will mostly gather there from now on. Recently, this
port has become a hub for exports of bean cake from
Manchuria, fishing boats going to Primorskiy Territory
from the Hokuriku region of Japan and fish exported from
Primorskiy Territory; in the future, this port will prosper,
having become a global center for passenger and cargo
traffic".

Moreover, the South Manchuria Railway, which
Russia yielded to Japan under the terms of the Portsmouth
Treaty, began operating in 1909. This railway was
completely connected to the China-Eastern Railway in
Changchun as a result of a Russo-Japanese agreement.
Furthermore, after long negotiations between Japan and
Russia, connecting transportation on the railroads of both
countries began in March 1911, and connecting tickets
were put on sale.

The route was as follows:

1. A crossing to Vladivostok by steamer via Tsuruga Port
from Shimbashi Station in Tokyo, followed by ajourney
to Moscow or Europe on the China-Eastern Railway and
the Trans-Siberia Railroad.

2. A crossing to Dalian by steamship from Tokyo or Mgji
Port in Kyushu, followed by a journey to Moscow or
Europe on the China-Eastern Railway and the Trans-
Siberia Railroad via Harbin.

Furthermore, the Russo-Japanese Freight Direct
Connection Agreement was concluded, and the conditions
of direct transportation by railroad and steamship were
fixed in August of the same year.

The movement of people and goods flourished as
interconnection between the means of transportation owned
by different countries and organizations was established.

According to the tourist guidebook for the Trans-
Siberian Railroad "The Great Trans-Siberian Route"
published in Japan in 1910, there were eight main routes
from Asiato Europe. The main ones were as follows:

1. Tsuruga to Vladivostok service: There were three
sailings each week between Tsuruga and Vladivostok,
and there was a connection with the Europe-bound
express in Vladivostok. From 1912, direct international
trains with sleeper carriages ran to Tsuruga from Tokyo.
This route was the fastest route from Japan to Europe
and became the main route connecting Europe with
Japan. According to an advertisement pamphlet for the
Trans-Siberian Railroad, the travel times from Tsuruga
were 15-16 days to Paris, 14-15 days to Berlin, and 12-
13 days to Moscow.

2. Shimonoseki or Moji to Dalian service: There were three
sailings each week between Japan and Dalian, and a
connection with the Vladivostok train in Harbin was
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reached by means of the South Manchuria Railway from
Dalian.

3. Shimonoseki to Pusan service: this route linked Pusan
with Harbin from Mukden (Shenyang) via Seoul and
Pyongyang.

Of course, these are routes that had Japan as a starting
point, and it goes without saying that if starting points
differ, their relative importance also differs. However, it is
clear that these were among the main routes connecting
Europe with East Asia by means of the Trans-Siberian
Railroad.

Services on the Trans-Siberian Railroad were resumed
in 1927 after a temporary suspension during the Russian
Revolution and the formation of the Soviet Union. In
addition, after the revolution there were no changes in the
routes connecting Europe with Northeast Asia, including
those from Japan via the Trans-Siberia Railroad.

The first route, from Japan to European Russia via
Vladivostok Port and Khabarovsk, was entirely within the
territory of the Soviet Union, and therefore had the
advantage that there were no border procedures.

The second route ran from Vladivostok Port via
Harbin and Manzhouli by means of the Chinese-Eastern
Railway and the third ran northwards up the Korean
Peninsula from Pusan Port to Shenyang, Harbin and
Manzhouli, and the fourth extended northwards from
Dalian Port, via Harbin and Manzhouli, just as they had
before the establishment of the Soviet Union.

From the foregoing, it may seem as if the main benefit
seen at that time was the decrease in travel time. In fact, the
decreased cost of travel was aso very much at issue. The
cost of traveling via the Trans-Siberia Railroad was half
that of traveling via the U.S., and about 60% cheaper than
traveling viathe Suez Canal.

Furthermore, the beautiful scenery along the way was
also widely advertised. For example, the sleepers were
described as "well-equipped and finely built; ten days on
the train will not tire the traveler as the railroad runs
through the plains of Manchuria, past unique views of
Siberia, the unparalleled sights of Baikal, and the plateaus
of the Urals, regions where a variety of peoples with
different customslive."

The tone of these advertisements remained the samein
Soviet times. In short, the Trans-Siberia Railroad was
introduced to the world in terms of its tourism aspects. In
the 1920s at least, detailed descriptions of many cities en
route from the Far East to European Russia, such as
Vladivostok, Khabarovsk, Blagoveshchensk, and Harbin,
were included in pamphlets for the Trans-Siberian Railway.

This Northeast Asian railroad network broke down in
various places after the Second World War due to various
political circumstances. Furthermore, due to the

development of air routes, these rail routes have ceased to

be the main means of international transportation anymore.

However, as a result of the redevelopment of many ports,

the role played in freight traffic and tourism by railroads

connected with portsis being recognized anew.

I have described the history of Northeast Asia's
railroads with Japan as the focus. Comparing this with the
current condition of Northeast Asian lines, the following
points can be made:

1) The main east-west railroad route in Northeast Asia is
still the Trans-Siberian Railroad, running west via
Khabarovsk from Vladivostok, which provides an exit
onto the Sea of Japan.

2) The East Chinese Railway, which ran via Harbin and
was connected to the Trans-Siberian Railroad at
Suifenhe in the east and Manzhouli in the west, was the
main east-west route. However, this route is hardly
utilized as a main international east-west traffic route.
Agricultural products from northeastern China were
once transported mainly via this route to the Sea of
Japan side. It is hoped that further studies and
development of this route will take place in order to
facilitate its use in the future.

3) The Dalian to Harbin line is the main north-south
trunkline. However, the north-south route is interrupted
by the Amur River between Heihe in China and
Blagoveshchensk in Russia

4) The route that connected Shenyang with Pusan Port via
Seoul and Pyongyang was severed by the division of the
Korean Peninsula. The reconstruction of this route is an
unavoidable problem in developing the rail transport
network in Northeast Asia. An international agreement
was concluded in 1996 about the construction of aroute
which will travel northwards up the Korean Peninsula
from Pusan Port and connect with the Chinese railroad,
and fresh developments with regard to this have been
seen recently.

5) There have been many proposals by the Russian side
regarding the east-west route from Changchun to Rajin
and Vladivostok via Tumen, so | am not going to touch
upon this here.

Historically, discussions about the Trans-Siberian
Railroad have always linked it with the political situation in
Northeast Asia. On the other hand, the railroad has been
used by many people regardless of political confrontations,
and this also has led to the stability of Northeast Asia. In
this context, we must conclude that we have much to learn
from the railroad's history, and that it is important to think
comprehensively about the various problems besetting the
realization of an overland transportation network in
Northeast Asia
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Suggestions for International Interpersonal Exchange in
Northeast Asia(Summary)

Hisako Tsuji, Senior Researcher, Research Division, ERINA

It has been pointed out that one of the barriers to the
formation of the Northeast Asia economic subregion is the
fact that mutual trust both between its component states and
at the level of individual citizens is still insufficient. One
way of eradicating the distrust that remains in the region
even now is to promote international interpersonal
exchange and create as many opportunities as possible for a
mutually trusting relationship to emerge. Hitherto, people
have experimented with international exchange through
such initiatives as sister city exchanges, academic
exchanges and foreign student exchange programs, but
there are chances for mutual understanding to be born even
from short visits, such as on business or for tourism.

How many of the population of Northeast Asia visit

the other countries of the region over the course of a year?
According to official statistics published by the individual
countries, about 11 million people travel across borders
within the region. The approximate breakdown of this is
4.84 million Japanese, 2.88 million South Koreans, 1.43
million Chinese, 1.43 million Russians and 550,000
Mongolians. The breakdown of destinations is as follows:
1.57 million visiting Japan, 3.01 million visiting the
Republic of Korea (ROK), 5.64 million visiting China,
770,000 visiting Russia and 160,000 visiting Mongolia.

In contrast to the 16.22 million Japanese traveling
overseas, the number of foreign visitors to Japan does not
exceed 4.77 million. This shows that the Japanese are fond
of overseas travel and that little progress has been made in
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attracting foreign tourists to Japan. A similar trend can be
seen within Northeast Asia, with the number of Japanese
visiting other countries in the region exceeding threefold
the number of other Northeast Asians visiting Japan. 30%
of Japanese traveling overseas visit other countries within
the region, with the number of visitors to the ROK and
China being particularly high, at 2.38 million. 33% of
foreign visitors to Japan are from Northeast Asia. South
Koreans occupy the largest share of foreign visitors to
Japan (1.13 million, 24%), with Taiwan in second place,
the USA in third and Chinain fourth (390,000, 8%).

Of the 2.88 million South Koreans who visit other
Northeast Asian countries, 1.68 million visit China and
1.13 million travel to Japan. Reasons why travelers to
China are particularly numerous include the fact that
tourism in the Mt. Paektu area is flourishing, as well as
travel back and forth between China and the ROK by
small-scale merchants (peddlers). 58% of foreigners
visiting the ROK are from other countries within Northeast
Asia, totaling 3.01 million. Of these, 2.38 million are
Japanese tourists. This should be seen in the context of the
fact that the ROK has waived visa obligations for the
Japanese.

11.23 million foreigners visit China, with about half
coming from other Northeast Asian countries. The greatest
number come from Japan (23.8 million, 21%), followed by
the ROK (16.8 million, 15%) and Russia (12 million, 11%).
Most of the Russians are peddlers who cross the border to
buy goods to sell at home. While the number of travelers
from Northeast Asia visiting China is 5.64 million, the
number of Chinese traveling to other Northeast Asian
countries is barely a quarter of that figure, at 1.43 million.
The background to this situation includes the fact that there
are many constraints on Chinese visiting Japan and the
ROK, arising from various factorsin al three countries.

One characteristic of cross-border travelers in this
region is that there are many peddlers. Most of the Russians
crossing into China from the Russian Far East are peddiers
going there to buy commodities to sell at homein Russia. It
seems that there are also Chinese peddlers who travel to
Russia. In addition, South Korean peddlers use ferries to
travel back-and-forth between the ROK and Japan and
China. However, it is unlikely that such an inefficient
transport method as peddling will continue to be used
indefinitely. If the economy of the Russian Far East
develops, distribution chains are developed and import
tariffs are kept at a low level, business opportunities for
peddlers should disappear. In their stead, cargo will be
transported efficiently.

The backbone of international interpersonal exchange
in Northeast Asia in the 21* century is tourism. The
foundations have already been laid to enable tourism to
flourish. It is possible to make return journeys to countries
within easy reach cheaply and in a short period of time.
Another advantageous factor is that there are few
differences in terms of time zones and climate. As Japan,
China and the Korean Peninsula share a common Asian
culture, they are very similar in terms of thoughts and
religion, not to mention such aspects of dietary culture,
such as eating white rice with chopsticks. In addition,
Northeast Asiais rich in nature tourism resources and
cultural treasures. Furthermore, there is potential for cruises
on deluxe passenger boats on the Japan Sea to be set up,
thereby attracting shoppers. In the future, as they become
freer to travel overseas, many Chinese are likely to visit
Japan and the ROK freely.

There are a number of obstacles impeding travel in
Northeast Asia

The biggest of these is the necessity of visas or a
similar permit in order to cross any of the borders in the
region. The only exception to this is the visa exemption for
Japanese visiting the ROK. The fact that so many Japanese
visit the ROK as tourists is proof of the effectiveness of
measures to implement visa-free travel. Obtaining visas
takes time and money.

In fact, there are times when it takes hours just to cross
the border. In particular, immigration procedures for
entering and leaving Russia are complicated and one often
has to wait a long time. This is especially predominant
when making overland border-crossings.

The basic facilities underpinning tourism, such as
hotels suitable for accommodating tourists, also cannot be
said to be sufficient in Northeast Asia. Moreover, with
regard to transport infrastructure, there are many places
where modernization is required, on roads and railways,
and at airports. These problems are an issue in the area
north of an imaginary line drawn from Seoul to Beijing.

The biggest worry for tourists in Northeast Asia is
safety. Russia has a particularly bad image in terms of this
aspect.

Competition to lure international tourists is taking
place on aglobal scale. Most Japanese tourists have already
visited Hawaii and Europe, and are used to following well-
developed tourist routes and staying in comfortable hotels.
In order for Northeast Asia to attract ordinary tourists, it is
necessary to develop basic tourist infrastructure that will
not disappoint them.
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About the Mongolian Economy and Environmental Problems

Interview with Dr. Zamba Batjargal, Ambassador Extraordinary and Plenipotentiary of Mongoliato Japan

ER:What was your first impression or opinion of
Japan?

Z.B.:Since 1992, | have been to Japan many times, but they
were short stays of two to four days, in order to attend
conferences and meetings. Almost exactly a year ago, in
October last year, | was dispatched to Japan on my first
assignment as a diplomat.

During the 1970s and 80s everyone around the world was
talking about the Japanese miracle. That was the Cold War
era, and we had very little information about Japan in
Mongolia. However, we could gain information through the
media and when people traveled abroad, for example to
Russia or other countries, we were able to buy books about
the achievements of Japan. So, | wondered what the
Japanese were like, these people who had achieved an
economic miracle in their country. When | came to Japan,
my first question was "Where are these "super-Japanese”,
who created this miraculous economy?' During the last
year, | have met many ordinary people and have understood
that this economic boom was not generated by some
"super-Japanese"”, but as a result of the hard work of
ordinary Japanese people. This was my first impression of

Japan and a very important one. In addition, of course, |
have been impressed by the pleasantly mild winter and the
very kind people here.

ER:Had you undertaken any other overseas
assignments before coming to Japan?

Z.B.:This is my first diplomatic assignment overseas.
Actually, | am not a diplomat. My specialism is the
environment and | am half scientist and half politician.
Between 1990 and 1996, | served as the Minister of the
Environment of Mongolia.

Asyou know, four or five months into my assignment here,
Mrs. Kawaguchi, the former Minister of the Environment,
was assigned to be the Foreign Minister of Japan. So you
can see that not only Mongolia, but also Japan is prepared
to assign environmental specialists to diplomatic posts. |
think that environment and diplomacy are issues that are
not very far removed from each other.

ER:What is your impression of Japan in terms of its
environment?



Z.B.:In the 1950s and 60s, the environmental situation in
Japan was not good. | read many books about it, the
majority of which were critical of the Japanese
environment. One of the staff at the British Embassy in
Tokyo told me that the roof of that building used to be
black due to the terrible air pollution in Tokyo twenty years
ago. However, two decades was enough time for Japan to
improve its environment, not only in the Tokyo area, but
also throughout the country. | think that it is very difficult
to manage environmental issues in a country with a high
population density and a limited land area. Nevertheless,
Japan is the best example of how a nation can manage the
environment and explore modern technology, while
increasing public awareness of environmental concerns.

E.R.:Have you visited any of Japan's rural areas, such
as Hokkaido, which is quite similar to Mongolia in
terms of its scenery? How do these areas compare with
Mongolia?

Z.B.:l have not been to Hokkaido yet, but | have visited
Aomori, Akita, Ibaraki, Niigata, Toyama, Kyushu and
Oita, so | have some idea of Japanese landscapes, both
natural and man-made. They cannot be directly compared
with Mongolia, as the situations are very different.
Mongolia is home to mostly natural landscapes, whereas
man-made |andscapes are dominant in Japan. However, |
visited a national park in Aomori Prefecture, which was
very well managed and well preserved. | think that Japan
successfully manages to combine the preservation of
natural landscapes along with man-made ones.
Unfortunately, most people in Mongolia think that nature
takes care of itself, and that intervention by people is not
required.

E.R:In Japan, the general impression of Mongolia is
that it has a very clean natural environment and does
not suffer from any environmental problems.

Z.B.:This is a misunderstanding. Do you think that
someone who has a billion dollars has no problems with
regard to money? In fact, such people usualy have many
more money problems, as they have to manage their money
in various ways. As in that situation, because Mongolia is
home to a vast area of land untouched by humans, it has
many more sophisticated nature conservation
environmental protection problems than other countries.
However, it is not easy to understand the current
environmental situation in Mongolia. For example, if one
were to visit Ulaanbaatar during the winter, one could see
the very heavy air pollution it suffers due to emissions from
coal-fired power stations and the direct burning of coal for
heating individual houses. Ulaanbaatar has a relatively high
concentration of the population, with about one-third of
Mongolia's total population living there. The equivalent
situation in Japan would be if about 40 million people lived
in Tokyo. In addition, Ulaanbaatar is located in a valley
between mountains and there is no natural ventilation
during the winter.

E.R:How could the situation be improved?

ERINA REPORT Vol. 49

Z.B.:We are trying to solve this problem through taking
various approaches and measures. For example, a project
aimed at supplying individual houses with better stoves is
currently being implemented in Ulaanbaatar. However,
radical measures should be taken to improve the situation,
such as shifting the focus of the energy supply from coal-
based fuels to cleaner solutions, e.g. the utilization of gas
for central heating systems and the supply of electric
heaters to individual houses. In addition, new principles for
urban planning should be devised. Smaller satellite cities
should be developed around Ulaanbaatar itself.

Mongolia cannot support large concentrations of people,
because of its fragile environment, land that is sensitive to
degradation, and limited water resources. | think that
Mongolids vast territory is not a gift from God to us. As a
result of the low fertility of the land and harsher climatic
conditions, a much larger area of land is needed to support
the survival of asingle person in Mongolia than in Japan.

EB:Going back to the economy, how is transition
progressing in Mongolia? Are there any problematic
issues?

Z.B.:We do till have many transitional problems in terms
of economic development. GDP growth is very low at
present, with GDP increasing at about 1.0% annually.
However, it would be a mistake to think that the Mongolian
economy has always developed very slowly. If we look the
historic data on economic development, the highest
indicators were in 1989. However, during the transition, the
economy regressed by ten years, and we are now trying to
reach the economic development level that we were at |ate
1980". For example, prior to the transition, although crop
production was not a traditional economic activity in
Mongolia, we were able to meet domestic demand for
wheat through domestic production alone, exporting any
surplus. Today, however, crop production has decreased
almost two- or threefold compared with its earlier level,
and only 30% of domestic demand can be met using
domestically produced wheat. The removal of
governmental subsidies to the agricultural sector was the
main reason for this reduction.

In addition, the industrial sector developed very rapidly in
Mongolia before the transition, especially the
manufacturing sector. During that period, very stable
markets for Mongolian products existed in the former
Soviet Union and other formerly socialist countries in
Eastern Europe. However, during the transition we lost
these markets, and many industrial activities ceased as a
consequence. In addition to the loss of markets, many other
problems faced the industrial sector, such as a lack of
financial resources to invest in technological and technical
renewal.

Accordingly, the government did not have enough revenue
to provide socia support to the population, and many social
problems have emerged for the first time, such as
unemployment, homelessness, increased crime, migration,
street children and prostitution. These problems, which we
had previously only seen in movies, have become a fact of
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lifein Mongolia.

All these are part of the dark side of transition, but, on the
other hand, | think that democracy and the free market
economy could guarantee Mongolia's path to sustainable
development.

ER:What progress has been made with the
privatization process in Mongolia and what outcomes
have emerged?

Z.B.:The privatization of some public-sector industries is
just being discussed in Japan now. There were only state-
owned enterprises in Mongolia before the transition began,
so we were able to privatize most of them within ten years,
without thinking much about the outcome. These reforms
and actions were not ends in themselves, just ways of
solving a problem. However, the outcome of privatization
has not been as good as we had anticipated.

Nevertheless, we do not think that this situation can be
blamed on government policy. Unfortunately, such external
factors as natural disasters have affected economic
development adversely. During the last three years we have
suffered droughts in the summer and very severe winters. A
total of 12 million head of livestock have been lost during
this period, with 15-20% of all livestock dying each year.
Obviously, with the loss of livestock, additional resources
from livestock farming were lost as well, such as milk,
meat, hides and skin, and wool and cashmere.

Moreover, as livestock is the only source of income for
many local people in Mongolia, this has given rise to many
other social problems like poverty aswell.

ER:What are the prospects for the livestock industry
and what possible problems does this sector face?

Z.B.:For many years we have said that livestock is the
basic economy sector in Mongolia. However, | think that
this sector just ensures the survival of local people, and is
not a basis for development. In the past, a herdsman in
Mongolia could subsist, having only modest demands and
consumption, but that situation is changing today. New
demand is emerging, for satellite televisions and
automobiles, and higher education overseas for their
children, amongst other things.

Just like the livestock sector, the agriculture sector also
depends on climatic conditions and accordingly is subject
to a great deal of risk. If we do not change our current
lifestyle, and only keep traditional livestock, we will be
unable to develop our economy as we wish.

We are now paying more attention to foreign investment,
not just foreign aid and assistance. Investment does not
mean only capital and physical investment, but also
investment in technology, know-how and management.

ER:We believe that cashmere has major potential for
export to Japan and other countries. What problems
currently exist in cashmere production?

Z.B.:Mongolia accounts for 20-30% of total world
cashmere production at present. Our main competitor is
China, which has a very good ability to respond to market
changes. Of course, we are not only competing, but also
cooperating with China.

ER:Many people say that thereis a lot of opportunity
for developing tourism in Mongolia, for example by
attracting many Japanese tourists. Do many Japanese
touristsvisit Mongolia at present?

Z.B.:Yes, the majority of Japanese visitors to Mongolia are
tourists. Last year, about 12,000 Japanese visited Mongolia,
of whom around 8,000 tourists, and the number has
increased further this year. While last year we had only 2
direct flights per week from Japan, between Osaka and
Ulaanbaatar, this year we initiated another three flights per
week, between Narita and Ulaanbaatar. During July, the
peak period for tourists, 5 flights per week were not
enough, so we arranged extra flights as needed. Thisis a
good indication of the increased flow of tourists between
Japan and Mongolia

However, we need to develop infrastructure for promoting
tourism, such as hotels, restaurants and camping facilities.
If, for example, the number of tourists were to increase
threefold, the current capacity would not be sufficient.
Fortunately, it is a good sector for attracting foreign
investment. In addition to summer tours, Mongolia is also
starting winter tours, organizing tour programs that take in
cultural performances. Many Japanese think that only
performances of traditional arts are available in Mongolia,
but one can also see performances of more classical operas,
ballets and plays, of a quality to rival those in other Asian
countries.

ER:What is the current situation regarding the
promotion of foreign investment in Mongolia and what
has been accomplished?

Z.B.:During the first half of the transitional period, the
main task for Mongolia's diplomatic missions overseas was
to obtain as much as foreign development assistance as
possible. Obviously, however, no nation can be developed
with ODA funds alone. Although ODA is still very
important for Mongolia, we are trying to attract more
foreign investment and increase international trade.
Currently, most FDI in Mongolia originates in China, South
Koreaand Russia. Russian players mostly invest in mining,
while those from China tend to invest in service sectors.
Other advanced countries, like the USA and Germany, are
also very active in Mongolia in terms of investment.
[01]Mongolia has 107 entities in receipt of Japanese
investment, worth a total of US$50 million. However,
compared with the potential reserves of finance available in
Japan, this is, of course, not an amount with which we are
entirely satisfied.

Japanese investors may find that Mongolia's agriculture,
manufacturing, mining and tourism sectors have good
investment potential, especially those in which



environmentally sound technologies and IT can be used
efficiently. Mongolia and Japan have opportunities for
complementary economic development; if we combine
Japanese technology, know-how and management with
Mongolian resources, the outcome will be a win-win
situation.

In September of this year, the Mongolian government
organized a foreign investment forum. More than 530
foreign participants from 45 countries participated, along
with around 500 Mongolians. Most of the delegations were
from China, Russia, USA, Germany and Canada. There
were only 25 delegations representing Japan, mostly people
from big companies, such as Itochu, Sumitomo, Marubeni,
Nissho Iwai, Kitamo Construction and Konoike
Construction. Unfortunately, so far our experience of
attracting foreign companies has been somewhat limited.

ER:What message do you have for the Japanese people?
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Z.B.:1 would like to ask Japanese people to visit not only as
tourists, but also on business, for research, and as friends of
Mongolia. The Mongolian people have very diverse
lifestyles, with only half of the population living in rural
areas. The current image of the country as a vast empty
territory with a scattering of herdsmen raising livestock is
not the entire picture. Please do visit Mongolia and see it
with your own eyes, and thereby contribute to friendship
and cooperation between our two countries.

ER:Thank you very much.

Interview conducted in English at the Mongolian
Embassy on October 29, 2002.

Interviewer: Hisako Tsuji, Senior Researcher,
Research Division, ERINA

Minutes of interview recorded by Enkhbayar Shagdar,
Visiting Researcher, Research Division, ERINA

Name: Zamba BATJARGAL

1945 Bornin Uvs province, Mongolia

Petersburg, Russia

Environmental Control

Monitoring

Curriculum Vitae

1978 PhD in Physics and Mathematical Sciences, Hydrometeorological University, Saint

1990 Minister of State, Chairman of the Mongolian State Committee for Nature and

1992 Minister for Nature and the Environment of Mongolia

1996 Director General, National Agency for Meteorology, Hydrology and Environmental

2001 Ambassador Extraordinary and Plenipotentiary of Mongoliato Japan
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The Banking Industry in the ROK After the Financial and
Currency Crises(Summary)

Seung-Woan Chai, Research Assistant, Research Division, ERINA

Although, as with Southeast Asian countries that
suffered economic crises, the ROK's economic crisis can be
seen as a currency crisis or a foreign currency crisis, this
only takes into account economic phenomena that arose at
the time from the crisis. In particular, if we analyze the
development of the ROK's economic crisis, it seems
apparent that the fragile banking system that was distorted
by governmental policies was one of the basic factors
behind the crisis.

The ROK government regarded structural problems
that had accumulated in the ROK's economy as a whole, in
particular the fragile banking system, as the basic factors
behind the crisis; with the improvement of the soundness of
banks a target of the highest priority, the government chose
banks as subjects for structural adjustment based on their
BIS capital-to-asset ratio and took steps aimed at the
structural adjustment of banks by such means as
withdrawal, mergers, sales of foreign holdings, and the
introduction of foreign capital. Such structural adjustment

of banksis unusual in that it was carried out at the initiative
of the government, by means of the investment of large
amounts of public money; moreover, athough the various
merger methods differed, what they al have in common is
that the mergers were carried out with the aim of restoring
the security and improving the soundness of banks.

The effects leading to an improvement in the operation
of the restructured banks and problem areas can be
summarized as follows:

Firstly, the BIS capital-to-asset ratio, which is used to
judge banks' capital soundness, of all banks exceeds the
international standard of 8%; in particular, that of banks
that have been merged by means of P&A has improved
considerably in comparison with the situation before the
structural adjustments, exceeding 10%. Accordingly,
looking at such BIS ratio improvements, it can be said that
the capital soundness of merged banks has improved
considerably.

Secondly, other than in the cases of a few banks, the



non-performing loans ratio, which is used to judge asset
soundness, can also be seen to have improved compared
with the situation before the structural adjustments.
However, the main reasons why the rate of improvement is
low despite the purchase of bad loans on a large scale via
the KAMCO (Korea Asset Management Corporation) seem
to be that credit to insolvent enterprises was concentrated in
the hands of merged banks, and also that the rules
regarding the classification of non-performing loans ratio
have been tightened. In the future, there is a distinct
possibility that, if the rules for calculating non-performing
loans ratio are further tightened by means of the application
of FLC (Forward Looking Criteria), which is a standard for
the classification of the soundness of new assets, asset
soundness will decline further.

Thirdly, other than in the cases of a few banks, the
ROA/ROE, which are used to judge banks' profitability,
have improved overall in comparison with the situation
before the mergers, and the profitability index seems to be
stabilizing. This corresponds with the shift to current net
income, and can be understood to mean that the operations
of banks have stabilized to some extent.

There are differences in the extent of the above, but
seen in terms of financial data, the ROK's banks can be said
to have achieved the improvement in their soundness that
was their original aim.

While the ROK government began revising the
classification system for assessing asset soundness and
strengthening the rules for bad loans in July 1998, it also
introduced FLC, which reflect potential problematic factors
that could arise in the future, and began implementing this
in December 1999. Furthermore, in late 2000, it introduced
and implemented a new BIS equity capital regulatory
system that takes all risks into consideration, from credit to

ERINA REPORT Vol. 49

market risks.

With regard to the introduction of the new BIS equity
fund regulations and the FLC system, ROK banks will have
to deal with the following issuesin the future:

Firstly, it is necessary to change the supplementary
capital that makes up equity capital into short-term asset.
Under the new BIS equity capital regulations, as short-term
lower-ranked bonds with a maturity date more than two
years hence are permitted as supplementary capital, it is
necessary quickly to reimburse high-interest lower-ranked
bonds with a maturity date more than five years hence,
increase the weighting of supplementary capital that can be
issued at lower interest rates, and reduce the borrowing cost
of supplementary capital.

Secondly, it is necessary further to increase the ability
to assess trustworthiness. Arrears periods and the
advisability of nonpayment are included in the FLC
introduced by the Financial Supervisory Service, so banks
will have to consider these factors and classify assets; to
this end, an evaluation of trustworthiness based on a model
for assessing this will be essential. Accordingly, it will be
necessary for banks to move away from the credit practices
employed hitherto, i.e. practices that focused on collatera
and large businesses, and implement credit by means of a
rational system for evaluating trustworthiness.

Thirdly, it is necessary further to increase asset
soundness. Until now, ROK banks have been able to
improve their asset soundness by purchasing bad loans
bonds via the KAMCO. However, the newly-introduced
BIS equity fund regulations and the FLC system have
strengthened classification standards, so it is necessary for
ROK banks to respond to these changes and increase asset
soundness.
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Recent Amendments to Foreign Investment Related Laws in
the DPRK (2) (Summary)

Mitsuhiro Mimura
Researcher, Research Division, ERINA

The Democratic People's Republic of Korea (hereafter
the DPRK) revised major foreign investment related laws
on February 26, 1999. Amendments were made to the Law
of the DPRK on Equity Joint Ventures, the Law of the
DPRK on Contractual Joint Ventures and the Law of the
DPRK on Wholly Foreign-Owned Enterprises, all of which
regulate modes of foreign direct investment (FDI) in the
DPRK. On March 11, 2000, Implementation Regulations
for the Law on Equity Joint Ventures and Implementation
Regulations for the Law on Contractual Joint Ventures
were amended. The Regulations for the Implementation of
the DPRK Law on Wholly Foreign-Owned Enterprises
were also modified on October 27, 2000.

On December 4, 1999, the Regulations on the
Financial Management of Foreign-Invested Enterprises
were enacted. The Regulations on the Financial
Management of Foreign-Invested Enterprises in the Rason
Economic and Trade Zone (ETZ), which was the Rason

version of the aforementioned regulations, were also passed
on May 13, 2000. These two sets of regulations are
important in the sense that they regulate the financial
management of foreign-invested companiesin the DPRK.

This article will focus on the modes of investment
which the new laws and regulations control, the meaning of
these amendments, and the points which were altered.

The DPRK has three modes of foreign direct
investment (FDI). One is Equity Joint Ventures, another is
Contractual Joint Ventures and the other is Wholly
Foreign-Owned Enterprises. In the DPRK, they are
generally referred to as foreign-invested enterprises.

Equity Joint Ventures denotes joint investment and
joint management while Contractual Joint Ventures are
characterized by joint investment but production and
management by the DPRK partner. All three types of
foreign-invested enterprises may be established in Rason
ETZ; however, Wholly Foreign-Owned Enterprises must



only be based in the Rason ETZ.

The means of settlement of disputes differs according
to the mode of investment. In the case of Equity Joint
Ventures, it is possible to choose a court or arbitration body
in the DPRK or one in a third country. Under the Law on
Contractual Joint Ventures, Contractual Joint Ventures are
not permitted to make use of arbitration in a third country.
However, the Implementation Regulations do permit that.
This means that there is a discrepancy between the law and
itsimplementation regulations.

Logically, the law governing Wholly Foreign-Owned
Enterprises allows a foreign investor the most extensive
freedom in management because the right of management
iswholly in the hands of the investor. However, the criteria
governing the establishment of such enterprises are the
strictest of al. This mode of investment is more likely to
incur prohibitive and restrictive measures.

Amendments common to al the relevant laws were as
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follows: (1) foreign direct investment became based in
Rason ETZ; (2) the competence to approve the
establishment of foreign-invested enterprises was
centralized, athough the authority in charge of the Rason
Free Economic Trade Zone had previously had some rights
in this direction; (3) coordination with related authoritiesin
the DPRK became a prerequisite for establishing foreign-
invested enterprises; and (4) due to the renaming of or
structural change in some governmental institutions in
conjunction with the amendment of the Constitution in
1998, some spellings and names were atered.

The significance of these amendments is that the text
of the laws regulating foreign direct investment became
more complete and inclusive as a result. However, the
system of laws related to foreign investment should include
more laws and regulations dealing with matters in relation
to foreign direct investment.
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m The Third International Workshop on
Energy Security and Sustainable
Development in Northeast Asia:

Prospects for Cooperative Policies
Vladimir I. lvanov, Senior Researcher, Research Division, ERINA

On September 17-19, 2002, an international workshop'
co-organized by the Economic Research Institute for
Northeast Asia (ERINA) with the Administration of
Khabarovskiy Krai, the Khabarovsk-based Economic
Research Institute of the Russian Academy of Sciences
(ERYI), the Korean Energy Economics Institute (KEEI) and
the Northeast Asia Economic Forum (NEAEF) was held in
Khabarovsk in Far Eastern Russia. Participants from China,
the Democratic People's Republic of Korea, Japan,
Mongolia, the Republic of Korea, the United States and
such international organizations as APEC's Asia-Pacific
Energy Research Center, the United Nations' ESCAP and
the Northeast Asia Gas & Pipeline Forum took part in the
meeting, along with members of ERINA and Russian
participants.? A number of observers from the local
government, research ingtitutions, diplomatic missions and
business groups also attended the workshop.

During the opening session chaired by Alexander B.
LEVINTAL, Vice-Governor of Khabarovskiy Krai, brief
welcome remarks were made by the Chair and the co-
organizers of the workshop, beginning with Hisao
KANAMORI, Chairman of the Board of Trustees of
ERINA, who welcomed the participants and expressed his
hopes for the final workshop of the series, commenting that
the content of discussions has become increasingly
substantial. Sang-Gon LEE, President of KEEI, Lee-Jay
CHO, Chairman of Northeast Asia Economic Forum and
Pavel A. MINAKIR, Director of ERI aso addressed the
gathering, reiterating the need to transform the region's
energy supply system into an efficient, flexible
environmentally friendly one that can help manage energy
supply disruptions and price instability, at the same time as
addressing environmental concerns. Professor LEE
emphasized that, given the abundance of environmentally
friendly natural gas and hydropower reserves in the region,
the answer lies in collective efforts in the field of regional
energy cooperation.

ERINA REPORT Vol. 49

Conference Reports
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-development-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, afurther project objective is to assess the prospects for
a cooperative approach to energy security, outlining an
institutional framework that could reduce the vulnerability
arising from the region's 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 managerial
experience critical to the success of advanced energy
ventures are also available, but have rarely been applied in
thisareain abilateral or multilateral format. The exceptions
are limited to the Sakhalin oil and gas projects and the
Korean Peninsula Energy Development Organization
(KEDO), which recently came under question.

This subregion is aso 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, allowing gas-to-gas competition

Y At the meeting in Khabarovsk, the project participants focused their attention on Russia, and policies and developments in
the energy sectors of its neighbors, as well as other issues related to sustainable development and regiona economic

cooperation in Northeast Asia.

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, as well as energy-related interests and policies. The second workshop, which focused on the Korean
Peninsula, took place on March 28-30, 2002 in Seoul, Republic of Korea and was co-hosted by KEEI. Reports are available

online at http://www.erina.or.jp/publication/Energy.htm

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

Keynote addresses were delivered by Ambassador
Takehiro ToGo, Counselor to MITSUI & Co. LTD
(Japanese language summary included in this issue), Robert
MANNING, Senior Counselor for Energy, Technology and
Science of the Department of State, as well as Evgeniy N.
GALICHANIN, who represented the Committee on Energy,
Transport and Communications of the State Duma of the
Russian Federal Assembly.

Ambassador TOGO touched upon the changing
geopolitical situation in Northeast Asia in the context of
energy security. For decades, Russia has been supplying
gas to countries in Europe via pipelines and has forged a
status for itself as a partner that can be trusted. Moreover,
the political and economic stability of recent years is
intensifying a sense of trust and anticipation vis-a-vis
Russia on the part of neighboring countries and gas
customers in Northeast Asia. A cooperative framework in
the field of energy in this subregion requires many
difficulties to be overcome and a considerable record of
achievement to be built up at the private sector level. In this
context, the development and supply of natural gas through
the promotion of the Sakhalin Il project is of the utmost
significance.

This project is based on the first ever production-
sharing agreement enacted in Russia and both investors and
the governments of the Russian Federation and
Sakhalinskaya Oblast have cooperated in various ways in
implementing this project, for example, by revising twelve
laws relating to production-sharing agreements. More
broadly, however, cooperation that embraces energy issues
has the potential to become a vehicle for greater regional
cohesion on a hitherto unprecedented scale.

Robert MANNING emphasized that historically, energy
has been the focus of conflict and competition, but current
trends seem to indicate that it is increasingly becoming an
integrative force, both regionally and globally. Most of the
major players have a much greater stake in moving in the
direction of cooperation rather than competition. In recent
years, U.S. and European oil companies have become more

involved in Russia and Russian oil companies with a global
reach have also emerged. Natural gas will grow in
importance, especialy in Asia, and will be a huge factor in
the burgeoning of Eastern Russia's energy development.
Thiswill be the next step in Russia's evolution as an energy
producer and should be seen as a part of a broader change
in the world of energy.

In the past quarter of a century, Asia has driven world
energy markets. Although natural gas consumption in Asia
has been growing rapidly, it is still substantially below the
OECD average of about 24% (about 8% in Asia). Thus
there is a fair amount of scope for expansion, with the
environmental aspect proving to be a very important factor.
In the near-term, there will be increasing moves towards
natural gas, and investment in cleaner coal and next-
generation energy technologies will be required. Thereis a
great deal of uncertainty regarding global warming, in
terms of how much can be attributed to natural variation
and how much to human behavior. However, the goal of
stabilizing emissions will not be reached by 2012 as
specified under the terms of the Kyoto Protocol. In the near
term, the one available non-carbon source of energy is
nuclear power, but while safety in the nuclear industry has
improved dramatically, spent fuel is still a major problem.
In Northeast Asig, Japan, Taiwan and South Korea are all
facing the problem of what to do with their nuclear waste;
Russia has passed a law on commercial handling of nuclear
waste and this ought to be explored as a vehicle for
regional cooperation.

Evgeniy N. GALICHANIN provided an overview of
state policy in the energy sector, itslegal underpinnings and
projects to be implemented in the near future in Eastern
Siberia and the Far Eastern region, including the long-term
strategy for the development of the energy sector, federal
legislation - both that already enacted and that still in the
pipeline - relevant to the energy sector, and the current
status of the electric power industry as the most important
part of the Russian fuels and energy complex.

The new approach towards energy sector management
in Russia has been encapsulated in the framework called
"Russia's Energy Sector: Towards Sustainable
Development Through State-Civil Society Cooperation”.
The framework incorporates prevailing trends in energy
sector development, including the expansion of energy-
saving technologies, reduced environmental impacts of
energy use, shiftsin the fuel mix and new approaches to the
management of resources. It also accounts for broader
economic developments, including those affecting Russia,
such as energy exports and energy markets. Due attention
has been paid to growing energy consumption on the part
of Asian economies, including China, India, Japan and
South Korea, and the potential role of the Far Eastern
region and Siberia as energy exporting regions.

The energy sector management framework defines
prospects for the sustainable development of the Russian
energy sector for the next five decades, balancing public
and civil interests, economic development and improved
quality of life, inter-generational justice in accessing
resources and environmental conservation.

Short-term priority issues to be dealt with in 2000-
2003 include the enforcement of legal and economic



mechanisms in the energy sector that will allow the
improvement of the investment climate. New methodology
and legal requirements concerning the sustainable energy
sector can then be formulated.

The list of mid-term problems to be attended to in
2004-2010 includes the development of new energy
infrastructure, support for structural adjustment, completion
of groundwork on long-term development programs and
projects, and their early implementation in the regions of
Russia within an integrated, nationwide energy sector
management program.

The long-term goals for 2011-2020 and beyond
include the transition towards a new energy sector in
Russia, adopting advanced energy efficiency and
environmental standards and creating basic conditions to
ensure harmony in the "energy-devel opment-environment-
society" quadrangle.

Vladimir A. Popov, Vice-Governor of Khabarovskiy
Krai, delivered a report on regional and local energy needs.
He emphasized that the energy sector is the key to the
economic and socia development of every province in the
Far Eastern region, considering both climatic conditions
and the 26% share occupied by the fuel and power complex
in the regional economy. Over the last three years, primary
energy production has increased by 6%, while the demand
for electricity grew by 11%. In March 2002, in
collaboration with the provinces of the Far Eastern region,
the federal government launched a comprehensive program
aimed at the economic and social development of the
region's eleven provinces up to the year 2010. Energy
sector development is by far the most important part of this
plan, which pursues two main goals: enhanced energy
security and energy self-sufficiency for the entire region
and the development of export-oriented cross-border
energy links with neighboring economies.

It is important to note that, by 2010, the production of
oil, natural gas and coal will significantly overtake
domestic demand and large-scale energy exports will
congtitute a very important field for cooperation with the
economies of Asia-Pacific region, and the Northeast Asian
subregion in particular. Moreover, the share of clean
hydroelectric power in total electricity production will rise
to 36%. In 2010, the share of natural gasin power and heat
generation will double compared with 2000, reaching 24%.
However, implementation of these plans will require
considerable investment, estimated at about US$1 hillion a
year, necessitating the nurturing of an investment climate
that encourages both domestic and overseasinvestors.

Moreover, promoting cross-border energy links would
require the opening and liberalization of energy markets,
particularly in the power sector. Russiais also interested in
exploring opportunities for the joint implementation of
large-scale energy projects within the Kyoto Protocol
framework, including gas pipelines and wider reliance on
natural gas, the modernization of coal-fired power plants
and the expansion of hydroelectric power generation. An
institutional framework for energy cooperation in Northeast
Asiacould assist the implementation of these plans.

Susumu Y OSHIDA, Director General of ERINA added
to this, pointing out that Russia is rich in natural resources
and is conveniently located near such potential users of
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these resources as Japan, South Korea and China. However,
the acknowledgement of these facts has yet to be followed
by concrete action. The situation in Northeast Asiais
improving, including the stabilisation of the domestic
political situation in Russia under the leadership of
Vladimir Putin. Russia maintains good relationships with
the United States, China, the newly-independent states of
the CIS and other countries. Its economy has also improved
since the 1998 crisis and is projected to grow at 5%
annually until 2010. Naturally, economic growth leads to
increased demand for energy. At the same time, Russia is
enhancing its presence in world energy markets, expanding
its oil exports. Several export-oriented oil pipeline projects
are in the implementation or planning stage, including an
oil pipeline from Eastern Siberia to China. Offshore oil
production has begun on Sakhalin and new projects are
taking shape, in addition to Sakhalin | and Il. Russia could
potentially export electricity to China and the Korean
Peninsula.

Japan is also keenly interested in gaining access to the
energy resources of the Far Eastern region. In cooperation
with Japan, Russia has successfully developed coal reserves
in Yakutia, aswell as oil and natural gas fields in Sakhalin,
although such mega-projects as the Western Siberia-Pacific
cost pipeline project have yet to be realised. In the 1990s,
Japan supported feasibility studies on three gas pipelines
and a hydropower station. In general, there are many
opportunities for the development of energy resources in
Eastern Russia and the establishment of mutually beneficial
energy trade links with the economies of Northeast Asia
Russia is trying very hard to establish framework
conditions for export-oriented projects. However, the
practical implementation of these projects requires
considerable time, in addition to the participation of
neighbouring economies.

In his report, which focused on international
organisations, the Kyoto Protocol and Northeast Asia,
Yonghun JUNG, of the Asia Pacific Energy Research
Center (APERC), indicated that the issue of sustainable
development is serious to the extent that regional
economies are interlinked in terms of both economic
development and environmental conservation. As
globalization advances, mutual dependence among
Northeast Asian economies will increase in various areas,
including trade, investment and the environment. Many
issues will require collective and concerted efforts by the
region's component countriesif they are to be resolved with
less economic cost and political friction.

Unlike in ASEAN, Europe, or North America, the
economies of the Northeast Asian economic subregion
have neither a multilateral regional agreement for
cooperation, nor an established common market or even
intensive cross-border energy links. Northeast Asia lags
well behind in regional energy cooperation because of the
lack of initiatives among these economies and there is no
active involvement by international organizations as a
pathfinder for and supporter of regional energy
development.

The need for energy-environment cooperation seems
to be urgent. Since energy consumption is forecast to rise
steadily for the next twenty years, it is not inconceivable
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that in the near future, some cities, particularly those in
China, may suffer an environmental and ecological disaster
that will take a heavy toll, both on health and economic
growth. Moreover, the failure to contain local air pollution
will result in the migration of pollutants seriously damaging
the environmental quality of neighboring economies. This
implies that timely efforts to improve local air quality need
attention now rather than later, because it can be extremely
costly to restore certain ecological environments once
damaged, assuming that they are not already in an
irrecoverable state.

However, the global environment is still a remote
issue as far as most people are concerned, because they do
not directly feel the impact of damage to it and causality is
often hard to prove. Furthermore, the lack of understanding
the "common tragedy" aspect of global atmospheric
pollution actually encourages local inaction. For the time
being, the improvement of local air quality is likely to be
the main impetus for mitigating greenhouse gases until the
Kyoto Protocol enters into force and reaches the
implementation stage.

Shagdar ENKHBAYAR, Visiting Researcher at ERINA,
indicated that recent developments in the ratification
process of the Kyoto Protocol have fuelled hopes that it
will enter into force shortly. More than 90 countries have
ratified or acceded to the Protocol, encompassing countries
that were responsible for 37.1% of industrialized countries
emissions in 1990. The recent announcement by Russia that
it will ratify the Protocol virtually makesit operational.

It is believed that both developed and developing
countries will benefit from the Kyoto Protocol mechanisms,
as they enable developed nations to mitigate the costs of
compliance with their greenhouse gas reduction
commitments and, at the same time, allow developing
countries to acquire funds for clean development projects.
Northeast Asia has an ample opportunity to benefit from
the Kyoto mechanisms as, firstly, it consists of both Annex
| and Non-Annex | countries. China, Japan, and Mongolia
are already parties to the Kyoto Protocol, so the
mechanisms can be implemented in a subregional
framework. Secondly, as a major industrialized nation,
Japan faces immense challenges in meeting its Kyoto
targets. At the same time, the industrial structure and
technology in some economies of the region are still
dominated by inefficient, wasteful and polluting
technologies, and energy intensive machinery and
equipment. Therefore, there is presumably a close match of
"demand and supply" for the Kyoto mechanisms in the
subregion. Thirdly, inefficiency in resource use and over-
reliance on coal for power generation, as well as excessive
agricultural development and forestry exploitation are
considered to be the major causes of environmental
degradation. Accordingly, Northeast Asian countries must
actively take comprehensive measures to reduce their
energy-related greenhouse gas emissions.

In order to address the aforementioned issues, joint
projects should be initiated on (1) CDM/JI capacity
building and (2) launching a web-based eco-industry
network. The objective of the latter is to facilitate project
initiatives, promote the expansion of the international
market for environmental goods and services through

enhanced trade in eco-products and services, and contribute
to the nurturing of domestic environmental industries
through the transfer of clean technologies and best practices
in different industrial sectors.

Jianyi HU, Executive Vice President of the Asia Gas
and Pipeline Cooperation Research Center of China spoke
about natural gas in China and Northeast Asia, and stated
that in the coming 10 years, gas demand in Northeast Asia
is anticipated to grow at arate of over 10%, from alevel of
130 Bcm in 2000, increasing to 260 Becm in 2010 and
reaching 460 Bcm by 2020. In China, gas demand is
expected to increase from 30 Bcm in 2001 to 110 Bcm in
2010. It is projected that a gas trunkline network
connecting major cities in China will be completed by
2020, with annual gas consumption reaching up to 200
Bcm. By that time, the construction of a gas pipeline
network in Northeast Asia may have been completed,
forming what could be the third-largest regional gas
pipeline network after those in Europe and North America.
The first step for developing a gas pipeline system in
Northeast Asia is to explore and establish the mechanism
and regulations for gas cooperation. This can be realized by
establishing an intergovernmental committee that would
incorporate non-governmental organizations, in addition to
various bilateral dialogues. A forma mechanism and set of
regulations for cooperation in the oil and gas sectors will
accelerate the economic integration process in Northeast
Asa

The next speaker, Joonbeom LEE of the Korea
National Oil Corporation discussed the problem of oil
security for Northeast Asia. More people have begun
recognize the fragile nature of the energy security
framework in Northeast Asia and a need for building closer
relations in the field of energy. Oil occupies center stagein
energy security policies and reliable access to sources of ail
supply is a strategic imperative for oil-importing
economies. In establishing an emergency oil system and
agreeing collectively to respond to supply disruption, oil-
consuming countries have taken a step towards energy
security cooperation. In summary, energy security policies
have progressed toward greater cooperation rather than
self-sufficiency and autarchy.

Northeast Asias role in the global oil trade is very
important, accounting for more than one-fifth of crude oil
and oil product imports. On the other hand, Northeast Asia
is extremely dependent on oil from the Middle East. Behind
only Japan and Korea in terms of oil dependence on the
Middle East, China is expected to increase this region's
share in its oil imports to between 70% and 80% by 2010.
Severe political tension in the Middle Eastern region,
leading to a decrease in oil production, would inevitably
have an impact on the oil supply to Northeast Asia. The
rapid rise in dependence on the Middle East in Northeast
Asiais quite in contrast to the situation in the U.S. and
Europe, which have much lower dependence levels than
those of Northeast Asia countries.

In addition to the limited diversification of oil sources,
the economies of Northeast Asia are charged an unfair
price for oil, paying more than the United States and
Europe do. This price difference, known as the 'East Asia
Premium', varies, but in the 1990s Saudi Arabia charged



Asian buyers $0.83/bbl on average more than European
buyers and $0.93/bbl on average more than U.S. buyers. In
addition, the heavy reliance on Middle Eastern oil brings
the safety of oil shipments into question, given the terrorist
attack on the United States in September 2001. That attack
and recent terrorist activity in Southeast Asia increase
concerns that sea lanes in the region may be endangered.
The Shanghai APEC summit (2001) declared that member
economies should enhance counterterrorism cooperation in
responding to threats of energy supply disruption. The best
method of reinforcing oil security in Northeast Asia is to
use alternative oil supply sources.

Ying CHEN of China's Research Institute of Petroleum
Exploration and Development said that the high
dependence of the three countries on oil from the Middle
East, including the potential security threat to the sea-lanes,
made oil supply security a particularly crucia issue. Since
China became a net oil importing country in 1993, oil
imports have increased rapidly, from 60 million tons in
2000 to 70 million tons in 2001. It is predicted that by 2005
and 2010, the shortfall could reach 100 million tons,
boosting import dependence to 38%.

According to the available data, South Korea has been
involved in 95 overseas oil exploration and development
projectsin 36 countries and has obtained oil reserves of 120
million tons, allowing the production of 2 million tons of
oil per year. In addition, the ROK's gas industry has
experienced significant development with the most
comprehensive, best-devel oped gas pipeline network in the
whole of the Northeast Asian subregion. This will
undoubtedly promote the diversification of gas supply
sources, enhancing the reliability of the energy supply.

Susumu ABE, Advisor to Toshiba Corporation and its
former vice-president, discussed the problems of energy
efficiency and new technologies. One of the most important
messages of his presentation was that a technology strategy
for reducing greenhouse gas emissions must be devised
today, but should focus simultaneously on both the short-
term and long-term goals. The expansion of energy supply
is important for meeting future global demand, but energy
efficiency improvements will also play a crucial role.
Greater efficiency enables the available supply to last
longer, helping to lower pollution. Technological
development has lowered the cost of producing energy-
efficient products. In numerous end-use applications,
including computers, home appliances, vehicles,
manufacturing equipment, and office machines, efficiency
has improved dramatically. Additional advances are
possible as a result of expanded R&D efforts and the
proliferation of new technologies. Governments have an
important role to play, often in cooperation with the private
sector, in removing barriers to the deployment of clean and
efficient energy technologies.

The energy-environment dilemma appears to be
particularly important in Northeast Asia, where energy
consumption continues to increase rapidly, reliance on coal
remains high and fossil fuel imports from distant sources
are growing. Moreover, there is growing recognition that
the ability of an individual country to deal with these issues
is limited; therefore, regional cooperative approaches are
required. In this regard, it is important to start with
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cooperative recognition of the need to aim for simultaneous
achievement of the 3E's as the long-term policy goal. If this
goal is promoted, it will be necessary to clarify the role of
each nation (or market) in such realms as responses to
emergencies, the diversification of supply, infrastructure
construction, efficient energy use and the environment.

Currently, natural gas is coming to the forefront as an
alternative to oil and coal, and an international gas pipeline
network could be essentia infrastructure for sustainable
development in Northeast Asia in the 21% century,
strengthening socio-economic ties and contributing to
energy security. The conversion of existing coal-fired
power plants to running on natural gas could significantly
increase the efficiency of power generation and reduce
carbon emissions. The simplest approach is re-powering,
where the existing power plant site is reused; this, however,
requires significant capital investment. A more
conventional approach to re-powering includes new gas
turbines and heat recovery system generators used with
existing turbines and other equipment. Because of the
equipment's age and the steam turbines being designed for
linkage to a coal-fired bailer, this approach results in lower
efficiency and higher operating costs, but requires less
investment. A gas turbine can also be coupled to the
existing coal boiler, with 80% of the coal firing being
maintained. Such an approach could reduce CO. emissions
by 35% to 40% with only minor dislocation.

In addition, developing, adopting and disseminating
energy-saving technologies and promoting higher energy
efficiency standards would improve energy security in
Northeast Asia. In economic terms, Northeast Asia is no
longer merely a geographic region; it is an important part of
the world economy. The future economic development of
this subregion has to coexist with and contribute to the
sustainable development of the world economy. As of
foday, we can anticipate that the increase in subregional
energy production will not keep pace with rising demand,
making the region increasingly dependent on imported
energy, especially imports from the Middle East. In this
regard, the dual goal of achieving energy security and
finding solutions to environmental problems must be
pursued.

Keiji TAKIMOTO of the research arm of Osaka Gas
made a presentation on the heat-based gas engine co-
generation system for households. Household gas engine
co-generation is an innovative system that reduces
household energy consumption by eliminating the losses
suffered by existing systems. To be more specific, in
addition to generating electricity using a gas-powered
engine installed in the customer's home, it can utilize
energy more efficiently by using excess heat generated in
the process in the household heating system and to heat
water. The electricity generated by means of household gas
co-generation can be used efficiently, without the losses
that inevitably occur in transmission.

Under this system, heat loss is reduced considerably
due to the use of excess heat in the thermal load, such as
the hot water supply and heating system. In addition, not
only can it be installed in new houses, but it can also be
used in existing ones, thereby allowing energy conservation
to be popularized in many homes. By means of an inverter,
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the electricity generated by the gas engine is converted into
electricity of the same quality as that provided by
electricity companies and supplied to electrical equipment
such as lighting and televisions via the distribution board in
the customer's home. After accumulating in the hot water
tank, the excess heat from the engine is used in the hot
water supply. In addition, the excess heat from the engine
can be used directly in the heater and dryer in the
bathroom, as well as the rest of the heating system.
Although at 1kW it has a relatively small output, the
system has a generating efficiency of 20%. Moreover, by
increasing the collection rate of excess heat, it achieves a
combined efficiency of 85%. Even when the electrical load
of the customer's house is less than the output of the
electricity generator, it is possible to channel the surplus
electricity to the heater and store it as heat in the tank. The
gas engine used in this system was developed for use in
geothermal heat pumps, and has a good track record in
terms of its durability.

Household gas engine co-generation mainly targets
detached homes, and itsinstallation in residential areas will
become more common. The noise levels of the equipment
are therefore a major issue, however the gas engine is
excellent in thisregard, generating only about 45 dB, which
is roughly equivalent to the noise generated by the external
part of an air-conditioning unit. Moreover, this system
predicts the amount of heat necessary for one day and
length of time for which it will be used (or this information
is entered using the remote control) and decides what time
to start and stop the engine based on this. Thus, the system
comes equipped with a learning capability that enables the
hot water tank to run very efficiently, with little heat loss.

In order to improve the user's awareness of energy
efficiency, the system's remote control incorporates such
features as a display showing the amount of hot water
currently being stored and various lifestyle-related
reference functions, as well as being equipped with
navigation functions that enable the user's lifestyle to be
adapted to an energy conserving usage pattern. Therefore,
the system aims to improve energy conservation in the
home of the customer.

Kengo ASAKURA's paper, which was co-authored with
Hirofumi Arai of ERINA, dealt with the culture of natural
gas use in Japan - the largest natural gas consumer in
Northeast Asia and the world's leading importer of LNG.
There are 21 LNG terminals in Japan, which mainly serve
the power plants to which they are annexed and the city gas
needs of the surrounding area. Furthermore, pipeline gas
from the Sakhalin offshore fields is about to enter the
Japanese gas market, which could stimulate the emergence
of a fundamentally new gas culture in regions along the
proposed pipeline routes, either to Tokyo or Niigata. Of
course, the Sakhalin projects alone cannot change the
current situation totally. There are several factors that
might affect further development of gas use in terms both
of quality and quantity, but Japanese gas consumption
culture has certainly reached a turning point in its history.
The decentralization of power generation has come into its
own with the advent of new technologies, such as co-
generation systems, fuel cells (FC), gas microturbines
(GMT), compressed natural gas (CNG) vehicles and other

technologies. In fact, co-generation itself is not a
fundamentally new technology, because heavy industries
have along history of using power-generating facilities that
also provide heat on their sites. However, the devel opment
of smaller-scale systems that are suitable for small
factories, commercial users and residential users is
stimulating the decentralization of power supply. FC and
GMT are core technologies for downscaling co-generation
systems. At the moment, the energy substitution process in
favor of natural gas requires appropriate infrastructure,
namely an LNG transportation system and a pipeline
system.

Alexander OGNEV's paper focused on prospects for
using renewable hydroelectric power in Far Eastern Russia.
The author, working at the Vostok-Energo, United Energy
Systems "Russia’, provided a comprehensive account that
covered both the current status of and future prospects for
utilizing hydroelectric power in the region. In general, the
rivers of the Far Eastern region allow the consideration of
about 400 other large and medium-sized hydroelectric
power plant projects, including about 100 technically
feasible options with an annual electric power output of
200 billion kWh. Of these, 10-12 projects could be
economically efficient and realistic sometime around 2020.

Various hydropower projects on more then 130 large
and medium-sized rivers have been proposed, with an
estimated output of close to 400 hillion kWh, equivalent to
almost half of the current annual power consumption in
Russia. Only 3.3% of this potential is actually being used.
In Siberia, this rate is close to 20%, rising to 46.4% in the
European part of the country, while the national average
utilization rate is 19%. More than two-thirds of electricity
is produced by thermal power plants. In 2000, they
accounted for 69% of the total electric power output, while
within the Vostok Unified Power Grid (UPG Vostok) this
share was above 81%. Hydroelectric power plants (HPP)
provide 26% of total power generation in the region, while
within the UPG Vostok this share is 18.7%. At present,
four new HPP projects are under way, with a total
generating capacity exceeding 3 GW.

In their co-authored paper, Vladimir I. IVANOV of
ERINA and Boris G. SANEEV of the Energy Systems
Institute of the Siberian Branch of the Russian Academy of
Sciences discussed the policy problems of energy
cooperation in Northeast Asia. Access to energy marketsin
the Asia-Pacific region is high on Russias list of priorities.
Its eastern neighbors could undoubtedly absorb large
quantities of Russian oil, natural gas and electricity. In
theory, Russia could contend for a share of vast energy
markets in relative geographic proximity. However, export
projections regarding these new markets tend towards the
overly optimistic. The down-to-earth prospects for such
exports have yet to be clarified in both quantitative and
qualitative terms. Among the central questions is the time
frame of the proposed projects, what constitutes a realistic
market share, and delivery technologies and routes. The
investment attractiveness or otherwise of the projects poses
yet another uncertainty.

What seems to be a problem is that the assumptions
entertained by bureaucrats and politicians alike do not
necessarily accurately reflect the existing scope for energy



demand and exports in the context of new trends in power
sector management. In particular, natural gas export
projections underestimate both the current role and
potential competition on the part of LNG (liquefied natural
gas), not to mention ongoing improvements in technology
that could reduce the cost of LNG supplies. In the longer
term, the issue of whether LNG spot market development
will enhance its competitiveness vis-a-vis the pipeline
projectsis open to question.

Furthermore, athough electricity exports to China and
the Koreas are technically feasible, the realization of such
projects will take longer to accomplish, given complexities
related to the reform of China's domestic power sector and
high investment risks in the case of trans-Korean
transmission infrastructure. The oil sector seems to be the
only exception to these many uncertainties. In the oil trade,
in particular, the dependence of regional economies on the
Middle East is very high and rising. Consequently, sources
of ail in Eastern Russia can be seen as a decisive factor in
ensuring the security of supplies, in addition to economic
benefits.

The relative value of Russian oil sources increased in
the aftermath of the September 11th terrorist attacks.
Russia's growing oil output and exports enhance global
energy security and cushion the risk to supplies from
violence in the Middle East or potentia volatility of supply
from OPEC nations. As well as being partialy reflected
during the resent G8 Energy Ministers meeting held in
Detroit, particular emphasis was placed on this by President
George Bush and President Vladimir Putin during their
May 2002 summit. The two sides will seek to promote
access to world markets for Russian energy. Exploring
Russia's untapped reserves of energy in Eastern Russia
would be part of that process, as well as developing and
modernizing its ports.

In this context, Russia's new energy policy and long-
term development plans deserve prime attention. This
policy was born out of the decade of severe domestic
confusion it experienced after the fall of the Soviet Union.
The overall situation was characterized by a lack of
political leadership, a shortage of investment and frequent
changes to the top echelons of federal energy authorities.
The Energy Strategy of the Russian Federation 2020,
adopted in November 2000, has been recently revised. It
seems that Russia has yet to come up with a long-term
comprehensive approach for promoting its oil, electricity
and natural gas in Northeast Asia. This strategy must
envisage coordination among specific projects, regional
development needs and export opportunities. Furthermore,
such a strategy should be realistically coordinated with
existing and projected security trends and geopolitical
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developments.
Conclusions and topics for discussion and research

2002 is poised to become a major turning point in
global energy politics. Ongoing and anticipated changes in
the realm of energy policies are similar to the devel opments
caused by the oil shocks of the 1970s. Although post-
September 11th policy decisions could have a moderate
mid-term impact on existing crude oil flows, the concerns
unleashed by the terrorist attacks are likely to force deep
changes, leading to long-term shifts in the energy security
strategies of OECD member economies and possibly the
external energy positioning of China. For the Northeast
Asian economies, diversification of sources and types of
energy will be increasingly important. High import
dependence on the Middle East will not only make the
energy supply structure vulnerable to outside shocks, but
also make the price higher.

The first and most prominent conclusion to be reached
at the Khabarovsk conference, not to mention the two
previous workshops, is that the policy environment for
cross-border energy projects is as important as demand for
energy, market access, or the availability of delivery
infrastructure. In this respect, current policies in Northeast
Asia cannot be characterized as pragmatic or rationally
responsive to the vital economic needs of the energy-
importing economies of the subregion. However, both
regiona and broader international policy settings have been
improving steadily since 1992, fuelling hopes that a
sensible cooperative approach will prevail sooner rather
than later.

On the other hand, it is time for Russia to focus its
efforts on proposing a comprehensive development plan for
its energy riches in Eastern Siberia and the Far Eastern
region based on domestic regional development priorities -
something that is missing in the proposals currently under
discussion. In developing and promoting such a plan,
Russia could strengthen its feasibility by working more
closely with the United States, Japan, China and the
Koreas. In this regard, its declaration of "non-interference"
in private investment decision-making accompanied by an
implicit hesitation to pursue regional development goals is
misleading and hazardous. Priority-setting and coordination
among various energy projects appear to be key
preconditions for a successful strategy for the development
of energy resources. Such coordination is impossible
without the government providing a lead to the domestic
private sector, multinationals and the local interests, but it
is unclear how much insight the government possesses in
promoting energy cooperation with the economies of
Northeast Asia and how effective its negotiating strategy
could be. As of today, inter-agency coordination does not

® When Russian Energy Minister Igor Yusufov met his counterpart Takeo Hiranuma of METI at the G8 Energy Ministers
meeting in Detroit in May 2002, he reportedly proposed a pipeline from Nakhodka to Japan. He mentioned that a written
proposal regarding such a project from Eastern Siberia to the Pacific was in progress. Contradicting his proposal, the federal
program for the Far Eastern region's economic and social development in 1996-2010 stated that the core of the natural gas
transportation system for Eastern Siberia "is the trunk gas pipeline from Irkutskaya Oblast to China and the Korean
Peninsula’. This federal program was revised and re-adopted by the Russian government in March 2002, with the Ministry of
Economic Development and Trade in charge of coordination. Yet another program item - the Chubais-proposed Southern
Y akutiya-Sakhalin-Japan "Energy Bridge" - reveals a profound lack of understanding of the Japanese electricity sector

situation.
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seem to be encouraging.®

New large-scale natural gas projects currently under
consideration require firm policy commitments in
combining the interests of local communities, regions and
industries with those of central bureaucracies, as well as
exporters and importers. This is particularly relevant to the
issue of routing natural gas pipelinesin Eastern Siberia and
the Far Eastern region. To be fundable, any strategy for the
development of natural gas reserves should be based on
domestic needs and comprehensive plans for gas
reprocessing complemented by export plans, not the
reverse.

As far as ail is concerned, the situation is quite the
contrary. The Far Eastern region needs oil, but not in
quantities that justify huge investment in projects in Eastern
Siberia. To be feasible, these projects must be linked with
oil consumption centers in Northeast Asia, a potentially
unlimited outlet for Russian oil. What could improve the
overal political climate in practical terms is cooperation in
strategic petroleum reserves - something that should be
investigated further. Regional cooperation in establishing
joint stockpiling will help enhance energy security,
promoting the development of Eastern Siberian oil
reserves.

Obviously, the unique hydroel ectric power potential in
Eastern Russia presents an opportunity for projects that are
highly efficient in both economic and environmental terms.
By 2010, the total newly commissioned hydroelectric
power plant capacity in both areas is planned to reach only
4 GW, including 1.5 GW in Eastern Siberiaand 2.5 GW in
the Far Eastern region. During the following decade, new
capacity is expected to total 2.2 GW, including 1.4 GW in
Eastern Siberia. These relatively modest volumes reflect
the limited size of the domestic market and export
opportunities. If adequate investment is secured, the seven
hydropower projects currently under construction and those
at the planning stage will generate up to 50 TWh of
electricity by 2010 at competitive prices. However, the
expansion of transmission capacity and the formation of
cross-border electric power network infrastructure are key
prerequisites for even partial implementation of such plans.

What is needed is enhanced political trust among the
country's neighbors, as well as a shared vision of how to
promote energy security and the sustainable use of energy
in the 21st century.

Realism in assessments is also needed, including close
attention to the investment attractiveness (economic
feasibility) of the projects under consideration. Energy
infrastructure projects are not necessarily the most
attractive of the numerous investment opportunities
throughout the globe that are competing for finance. Efforts
are needed to make energy investments more attractive and
provide a transparent and stable environment for potential
investors. In this context, it is of paramount importance to
harmonize investors' interests and the host economy's
needs.

The economies of Northeast Asia are in need of a
regional organization to harmonize their goals and interests
in order to achieve a sustainable and prosperous future for
the region. A Northeast Asian subcommittee within APEC
could be useful in discussing a regional development

program that focuses on energy issues. However, the
contribution of international organizations and international
treaties to regional development is likely to be limited, as
the focus of their attention does not match specific regional
opportunities. Thus, regional governments and private
sectors should mobilize the necessary resources and
concentrate on the list of potential projects that will pave
the way for regional prosperity.

*k*k

There were five round table-type discussions during
the workshop: one addressing Japan-U.S. interests,
moderated by Susumu Y OSHIDA, Director General of
ERINA; one on Korea, moderated by Sang-Gon LEE; the
Palicy Issues round table, moderated by Lee-Jay CHO; the
round table on China, moderated by Jianyi HU; and the
round table on Russia, moderated by Pavel A. MINAKIR.
Due to the space available for this overview being limited,
a detailed account of discussions during these sessions will
be made available through the Workshop Report, which is
in the process of being compiled and will be placed on
ERINA's homepage before the end of the year.
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m MONGOLIA INVESTMENT FORUM
(17-19 September 2002, Government House,
Ulaanbaatar, Mongolia)
Dashnyam Nachin, Visiting Researcher, Research Division,
ERINA

1. Preparation for the Forum

The Mongolian Government has designated 2002 as
"Investment in Mongolia Year" and is holding the
Mongolia Investors' Forum 2002. A Government
Commission headed by the Minister for Trade and Industry
was in charge of the preparations for this event of great
importance for the development of Mongolia. In
preparation for the Forum, a list of priority sectors for
foreign investment was approved under a government
resolution, while an amendment to the Foreign Investment
Law of Mongolia passed through Parliament and was
adopted. The main aim of this amendment was to increase
the types and forms of foreign investment and to add a
provision regarding stability contracts concluded between
investors and the government. The commission translated
into various languages laws relating to economic activities,
sector profiles with related rules and regulations, books

listing projects seeking investment and many other useful
documents. In addition, it dispatched invitations to potential
investors and others who might have an interest in this
event. Among those invited was ERINA, which is
considered to be one of the main organizations
disseminating information in Japan and Northeast Asia.

2. Purpose of the Forum

The Investors' Forum 2002's main objective was
outlined thus by Mr. Ch. Ganzorig, Minister of Industry and
Trade, "The Government is aiming for economic
development based on the private, export-oriented sector,
with growth of 6%. One of the target activities is the
Investors Forum 2002, which will focus on learning about
the obstacles encountered in investing and doing business
in Mongolia, particularly in the priority sectors of tourism,
mining and oil, the agro-food industry, the infrastructure
sector and information and communications technology."

In his opening statement, President Bagabandi said
that foreign direct investment is one means of ensuring
sustainable economic growth for Mongolia and reassured
investors that the fundamental principle of state policy isto
guarantee the sustainability and predictability of the foreign
investment environment.

According to the Foreign Investment and Foreign
Trade Agency of Mongolia (FIFTA), the third Investors
Forum was attended by more than 1,200 people - twice the
number expected - who gathered on September 17-19 in
Ulaanbaatar to discuss the potential for private sector
investment, including obstacles to business and investment
in Mongolia as well as measures needed to improve
business. The participants included 530 investors from 45
countries, 467 local businesspeople and 300 foreign
ambassadors, observers and government officers.

3. General Session
During the general session, Prime Minister Enkhbayar

reported on Mongolias Investment Policy. The following

are expected to result from the promotion of foreign
investment:

e Ensuring a higher economic growth rate;

e Theintroduction of advanced technology in all
economic and social sectors, to increase production
and operating efficiency, and to introduce new
management and marketing techniques;

e The development of export-oriented industries, the
expansion of value-added production, and increasing
the international competitiveness of business entities.
Briefing those assembled about the current foreign

investment situation, he stated that between 1990 and the

first half of 2002, more than 2,300 businesses were
established in Mongolia with capital investment worth over

US$ 740 million from 70 countries. A sector breakdown of

foreign direct investment revealed that the mining and oil

sector accounted for 27%, the textile industry 11%, agro-
processing 6%, construction 6%, trade and catering 5% and
banking and finance 4%, with other sectors accounting for

30% (including a 2% share for tourism). By volume of

investment and number of registered entities, China

accounted for 30%, Japan 10%, the Republic of Korea

7.8%, the USA 6.8%, the Russian Federation 6%, other



western countries 9.7%, Eastern European countries 7.7%
and other countries 22.3%. Businesses in receipt of foreign
investment produced nearly 70% of total exports.

In addition to the Government's Investment Policy
Statement (a reference document regarding foreign
investment promotion policies, conditions, guarantees and
protection granted to foreign investors and the operating
environment, based on the current laws and regulations of
Mongolia), which was distributed to all Forum participants,
it was aso planned to implement measures such as:

e Abiding by the principle of excluding from the taxable
income of large businesses the amount of new
investment carried out using net profits from the year
in question, in order to expand core production
capacity, generate new jobs, and implement
technological innovation;

e Carrying forward for the next three years any loss
incurred in the first year in connection with core
production operations by businessesin receipt of
foreign and domestic investment which are starting
their operations anew and investing in the mining
sector, and providing them with tax concessions;

® Reducing taxable income by the amount of
depreciation of equipment used for research and
development in order to develop and introduce new
advanced technology in export-oriented production, as
well as to encourage the application of achievements
in science and technology to production and
investment in this area;

e From 2003, in order to support processing industries, it
is planned to provide a value-added tax credit from the
value-added tax payable by processing industries
which process primary agricultural raw materialsto
make products for the domestic market, worth 10% of
the value of the purchase of primary agricultural raw
materials.

e Thereare plansto establish afreetrade zonein
Altanbulag. Along with tax and import and export
duty concessions, it isintended that simple and speedy
customs services will be provided in free zones.

An open discussion of the Investment Policy
Statement then took place, led by Mr. A. Proctor, Regional
Manager, Foreign Investment Advisory Service of the
World Bank Group and Mr. Ch. Ganzorig.

After the sector workshops, the Forum continued on
the second day with a general session on the investment
environment and opportunities. Mr. B. Ganzorig, Chairman
of FIFTA gave a presentation on investment facilitation,
and this was followed by presentations on legal and judicia
reforms by Mr. Ts. Munkh-Orgil, Deputy Minister for
Justice and Internal Affairs, and tax reforms by Mr. L.
Zorig, Chairman of the General Department of National
Taxation. There were also speeches by existing investors,
such as Mr. P. Morrow, CEO of the Agricultural Bank and
a representative of Ivanhoe Mines Co., about their business
experiences in Mongolia. The presentations were followed
by open discussions between the Government, investors
and private sector representatives in the form of question-
and-answer sessions on each topic.

At the end of the forum, Mr. Ch. Ganzorig said on
behalf of the Government, "We will pursue all your
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comments and recommendations on improving the
investment environment in Mongolia."

Summing up the Forum, Mr. S. D. Meyanathan,
Resident Representative of the World Bank in Mongolia
and co-host of the Forum, said, "During the Forum,
investors have exchanged information and expressed their
opinions on hurdles faced in the various sectors. This will
be a major lever in fully utilizing capacity in specific
sectors.”

4. Sector Workshops

Sector workshops were held in the afternoon of the
first day of the Forum. Workshops on infrastructure,
information and communications technology, food and
agro-industry were held at Government House, while the
tourism workshop took place in the Chingis Khaan Hotel,
the mining workshop in the Great Hall of the Palace of
Culture and the oil workshop in the offices of the Petroleum
Authority of Mongolia (afternoon of the second day).
Since all workshops were held at the same time, it was
difficult to attend all of them in full, but partial attendance
allowed the relevant information to be obtained.

All workshops profiled the relevant sector, as well as
providing an overview of development policy and projects,
and the legal environment for investment and business.
Existing investors gave presentations introducing their
business activities, providing a real picture of the
investment environment and challenges, which will be
helpful for the further improvement of investment
conditionsin Mongolia.

Sector exhibitions, especially those held for the food
and agro-processing sectors, yielded information about
some companies' products and projects that could be
developed further.

At the Forum, | told people at the exhibition booths |
visited about the activities of ERINA, in particular those
relating to transportation corridors and the exchange of
information.

The achievements of foreign junior oil companies in
Mongolia should be advertised in order to attract more
investors in this sector, because the field areas currently
being exploited have similar geological features as those in
China, with huge reserves.

5. Observations

1) During the Forum, existing foreign investors stressed
that Mongolia is a good place to do business, and the
Government is making considerable progress in
attracting new foreign investment, but could be more
pro-active in making sure that existing investors are
satisfied with the conditions under which they operate.
Participants expressed their concerns about the
inconsistent and unstable legal framework, repetitive
tax inspections, and unreliable and slow legal
processes. The Government responded by pledging to
improve the legal framework and other impediments to
doing businessin Mongolia.

2) The forum persuaded all participants, and especially
Mongolians, that a country with a young workforce
and rich mineral resources should independently
manage to achieve economic growth. The gold and
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copper mining industry in particular would play an
important role. It is essential to pay attention to copper
processing, as well as small oil refineries. Since
Mongoliais coming to be recognized as a country rich
in such mineral deposits as gold and copper, it is
important to pay more attention to mineral processing
technology, especidly that for copper.

3) There still exist possibilities for extending Mongolian
exports by diversifying traditional exports and specific
products.

4) Attendance at exhibitions during the forum led to the
discovery of severa projects seeking investment, as
well as companies in whose products/services of Small
and Medium Entrepreneurs from Japan or other
Northeast Asian countries might be interested.

The following documents on investment in Mongolia
are available at ERINA:

1) Mongolian Investment Directory and Business Pages
CD-ROM, FIFTA, Ulaanbaatar, Mongolia, 2002

2) Profile of the Mining and Petroleum Sector,
International Finance Corporation, Ulaanbaatar,
Mongolia, 2002

3) Discovering New Mineral Opportunities in the
Country of Chingghis Khan, Mineral Resources
Authority of Mongolia, Ulaanbaatar, Mongolia, 2002

4) Mining and Oil Project Information CD-ROM,
Ministry of Trade and Industry, Ulaanbaatar,
Mongolia, 2002

5) Petroleum Industry of Mongolia CD-ROM, Petroleum
Authority of Mongolia, Ulaanbaatar, Mongolia, 2002

6) Profile of the Food and Agro-Industry Sector, World
Bank, Ulaanbaatar, Mongolia, 2002

7) Profile of the Tourism Sector, World Bank,
Ulaanbaatar, Mongolia, 2002

8) Brief Profile of Investment Projects, Ulaanbaatar,
Mongolia, 2002

9) Various company brochures
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