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About the Russian Far East and Northeast
Asian Economic Cooperation

Interview with Victor |. Ishaev, Governor of Khabarovsk Territory, Russia

ER: Immediately before coming to Japan, you visited
China with President Putin. Could you tell us more
about that?

V.1.: The holding of the Communist Party Congress and the
emergence of a new leadership in China, a vast, swift-
growing country that is home to 22% of the world's
population, is naturally of great interest to the Russian
government and President Putin. Firstly, we want to know
more about its future policy orientation. Will Hu Jintao
press forward with the reforms initiated by Deng Xiaoping
and promoted by Jiang Zemin? At present, Jiang Zemin is
still formally the president, so we spoke with him, but we
also had a meeting with Hu Jintao which lasted more than
an hour. At this meeting, he said what we had hoped he
would: that China would continue with its reforms. It is
likely that these reforms will become more liberal.
Representatives of the business sector have also been
admitted to the Communist Party Central Committee for the
first time.

At present, domestic demand is certainly an important
factor in China's economic growth, but at the same time, the
country is making active efforts to secure its own place in
the global marketplace. Accordingly, we must take thisinto
account in devising our own development strategy.
President Putin proposed cooperation from a long-term
perspective. Both China and Russia have development
plans, and these need to be coordinated. Fundamentally,
there is asymmetric diversity between the factors of
production. In other words, there are three groups of
countries worldwide: capital-intensive countries such as the
USA, Japan and the ROK, resource-providing countries,
such as Russia, particularly its Far Eastern region, and
Australia, and labor-intensive countries, such as China and
North Korea (the Democratic Peopl€e's Republic of Korea).
For these countries to engage in the international division of
labor is in line with economic principles. The Far Eastern
region accounts for 35% of Russia's natural gas, 12% of its
coal and 14-15% of its oil. China continues to grow at 7-9%
annually, but the growth in coa production is 3%. Asiit is
clear that economic growth cannot be achieved without
energy resources, China cannot avoid importing energy.
From both the global and long-term perspectives,
investigations will be carried out into the development of
resources and related infrastructure, and the supply of
energy resources and electricity. | think the supply of
munitions will also continue, but the time is coming when
resource development will be tackled jointly. In June, | met
Wu Bangguo, the Vice-Premier, in Beijing. He is viewed as

the successor to Li Peng as leader of the Standing
Committee of the National People's Congress. During the
meeting, we talked about the production of wood pulp.
China has a large capacity for producing pulp, but no raw
materials. High-quality wood for construction is imported,
thereby incurring extra costs, but thisis not profitable in the
case of wood for pulp. So we talked about the possibility of
producing it in the Russian Far East. We have also been
saying that we would like to increase the level to which our
timber is processed. Initially, a processing level of about
40% would be fine. With regard to this, we have gained the
understanding of the Chinese and studies of several specific
plans are already progressing, such as one in the Lazo area.
In addition, we talked about the manufacturing of plywood,
furniture and fittings. At present, companies from the USA,
Malaysia, China and Russia compete freely in Far Eastern
Russia. As aresult of this competition, productivity is
increasing. In terms of the quantity of virgin wood felled,
Khabarovsk ranks third in Russia, after Irkutsk and
Arkhangelsk oblasts, but it is Russia's top province in terms
of the profitability of forest products. Incidentally,
Khabarovsk is forecast to ship about eight million cubic
meters of wood this year, half of which is destined for
China.

Moreover, China has expressed an interest in our hydrofoil
boats. We once had a similar offer from Malaysia and now
we are undertaking a study with China.

There are difficult problems in our relationship with China,
such as the demarcation of the border. When President
Putin touched upon this problem, both Jiang Zemin and Hu
Jintao gave similar answers, to the effect that while Sino-
Russian relations have continuously been strengthened, the
two countries have found ways of solving most of their
problems, so we should avoid being too hasty and take our
time in solving this one as well. | think that thisis a wise
policy. The solution to this problem must be one that is
acceptable to the people of both countries, but | think it
likely that it will be solved in the not-so-distant future.

Of course, there were problems that were not taken up in
these meetings. While 22% of the world's population lives
in China, it only has 7% of the world's arable land.
However, most of this land has been abandoned. The
sandstorms that used only to occur once every seven years
now happen seven times each year. | have visited Beijing
twice this year and both times it was in a terrible state.
China is developing rapidly and is imposing an extremely
large burden on the environment and natural resources.
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With regard to this problem, we must all be of the opinion
that we ought to do something. China has a population of
1.3 billion. My belief that we must coexist amicably with
these people and cooperate actively with them has been
reaffirmed.

ER: Do you believe that cross-border workforce
movements are a problem in Russia's relationship with
China?

V.l.: | just mentioned cooperation based on economic
principles. First of all, we want Chinese workers to come to
Russia. They work actively and efficiently in the
construction and agricultural sectors. Moreover, they have a
high level of up-to-date technical knowledge. At present,
they are actively introducing Chinese methods of
cultivating soybeans. There is a lot of construction work
taking place in Khabarovsk, such asthe renovation of Lenin
Square, which is being carried out by Chinese laborers. As
you would be able to see if you visited, the work is of
exceedingly high quality. This provides domestic
construction companies with a good impetus to engage in
competition. This strategy will continue in the future.

| do not intend to leave out the field of commerce. If people
demand goods, it is necessary to develop a normal
environment for those transactions to take place. With
regard to this, we have received a proposal for the
construction of a shopping center. We are currently
considering this, but we are trying to develop a normal
environment for the Chinese. For example, building two or
three hotels, building eating and drinking establishments
and dispatching police to maintain security. These are the
kinds of things we are trying to do. By doing this, the site
will be aclean, beautiful and orderly place.

We must now move on from the stage of small-scale
business conducted by peddlers. The reason why is that
neither China nor Russia can gain anything from it. This
was the root of evil as it was a convenient environment for
criminal organizations, as well as being an environment in
which it was easy to evade tax. It is necessary to break out
of this pattern. After trade, the next biggest issue is
investment. Investment is already taking place in some
sectors that are the focus of attention. Education is another
issue. The nurturing of human resources has taken place in
institutions of higher education until now, and will continue
hereafter. | believe that nurturing experts in languages will
be of use in the promotion of tourism, including eco-
tourism.

Returning to the subject of the movement of people, thereis
no need to fear this. What would be disturbing would be if
this took place in a disorderly fashion. Inflation is the same.
If inflation is managed within an appropriate range, it can
infuse economic growth with new vigor and become an
investment resource. If the rate of inflation becomes high, it
will stifle the economy. The same can be said about
migrants. If, at present, there is insufficient workforce in
the Far Eastern region, we just introduce extra labor.
Furthermore, this is because their work is of sufficiently

high quality. It is not | who judges whether or not the Far
East has sufficient labor - it is the economy itself. It is not
practical to try to develop the economy with the current
population of two people per square kilometer.

| believe that there are two senses in which our relationship
with China is important in the first place. The first is that
the world must become more multi-polar. The unipolar
orientation towards the US is not desirable for Russia,
Japan, China or any other country. | am not saying that we
should create a military bloc. At present, economic
collaboration takes place between such countries as Russia,
China and Maaysia, which could be described as a single
pole. In order to avoid a misshapen situation in which
Americaisthe only country that develops, it is necessary to
strengthen the bonds of friendship with China. The other is
that China is our neighbor. Unlike one's wife, one cannot
choose one's neighbors. One can fight with one's neighbors
or choose not to associate with them, or built a mutual
relationship that is advantageous to both parties. These two
points are important and other smaller issues derive from
them.

ER: | think we all understand the importance of the
relationship with China now. What significance doesthe
relationship with North Korea have for the Far Eastern
region?

V.1.: North Koreais more aggressive. They are people who
have nothing to eat and nothing to lose. Basically, we want
peace and order to be preserved on the Korean Peninsula
and for that region to develop dynamically. Furthermore,
we are not unconcerned about such issues as which states
have nuclear weapons and military capacity, and how their
political situation is. Given this situation, we also must
make the greatest possible efforts to ensure that North
Korea begins to go down the path of reform once more and
achieves economic growth. The whole world is concerned
about the situation there and | believe that Japanese
politicians and economists share this concern. The matter
of what advantages can be gained and which countries can
gain them as a result of this is a secondary concern. As
Russia borders North Korea, we must support its
development. If there is a people that has been artificially
divided in two, they must be unified. In fact, Russia chose
to tear down the Berlin Wall.

| hope that we will always support North Korea if we have
the chance. For example, there is an organization called the
Association of North East Asia Regional Governments,
consisting of 39 local authorities. North Korea joined this
year and participated in the conference held in Khabarovsk.

With regard to whether cooperation with North Korea has
any practical benefits for us, of course there are none. At
the moment, we are at the stage of providing support. |
believe that the stage of acquiring something will come at
some time in the future.



ER: A new long-term development program for the
Russian Far East was launched in March 2002. How
would you evaluate itsimplementation so far?

V.l.: First of al, | would like to say that it is not a new
program. It is necessary to make it clear that the Social and
Economic Development Program for the Far East and
Zabaikal Regions has been in existence for a while. About
two years ago, when we met President Putin in
Blagoveschensk, he said, "This program is too big. It will
cost about US$80 billion and it is not practical to do all
these things. We should rationalize it and select only the
most fundamental elements.” To be specific, these were the
fields of fuels and energy, resource development, pipelines,
transport infrastructure and communications. | believe that
we can currently say that these are fields in which funding
can be used efficiently. This is because if, for example, the
situation in the field of fuels and energy were to change,
there would be a reduction in the cost price of products
from the region, or at the very least it would be possible to
maintain the cost price, thereby making products price
competitive. The development of transportation corridors
and the redevelopment of the Siberian Land Bridge,
including the upgrading of port facilities, will promote the
development of the region.

In a nutshell, a "revised edition" of the program has been
completed and the duration of the program has been
extended until 2010. What | must point out first of al is
that the section dealing with social problems has been cut
considerably. Previously, it accounted for 3.5% of the
entire program, but now accounts for a mere 0.7%. In fact,
we have received more than a billion rubles in the last five
years, but the plan is for a billion rubles over ten years. It is
clear that it will be impossible to deal with all the issues
under this program.

Regarding a general question about what the program
actually is, it is a tool; a mechanism for solving specific
problems. Actually in our case, various studies have been
carried out in order to grasp the actual situation and we
know what the issues are. This program must solve these
problems, but it cannot.

With regard to the things that have been taken up as issues,
first of all there is the issue of bringing the Far Eastern
region's economic environment into equilibrium with the
general level in Russia as a whole, and ensuring the
competitiveness of products from this region. The second
point, which is linked to this, is seeking the stable
development of the fuels and energy sector. The third issue
is developing the environment for integrating the
economies of the Asia-Pecific region. The functional center
of Russiais located too far away, and so cannot cooperate.
There was a time when 6% of products from the Russian
Far East were exported, 19% were consumed within the
region and 75% were destined for the center of Russia, but
the latter figure has dropped to just 10%. Consequently, we
have to integrate with the Asia-Pacific region. The problem
is from what kind of standpoint we participate. Would we
be equal partners? But it would be difficult to achieve

ERINA REPORT Vol. 50

equality with Japan. Think about the difference between
Toyota and the Russian-produced Lada. In order to
compete, production must be modernized.

Although it arises last of al, the final issue is actually of
critical importance: the formation of a residential
population. It does not just involve putting a residential
population in place, but also actualy shaping it. Moreover,
this means economically active population. During the
implementation period of the program for the Far East and
Zabaikal regions, 11.8% of the population, i.e. 1.227
million people, were lost to the region. Originally, a
decrease in the population was envisaged in the program.
However, the reduction exceeded the worst-case scenario
by between two and three hundred thousand people. The
Magadan area lost 57% of its population, while Kamchatka
lost 27%. The only areas where the drop remained less than
10% were the Buriyat Republic, Primorskiy Territory and
Khabarovsk Territory. What was worse, the people who |eft
were members of the economically active population.

Incidentally, the amount of government funding due to be
allotted to the program has hardly changed at all. The
budget destined for the 13 federa entities of the region for
this year is only 680 million rubles. In contrast, the Tartar
Republic is due to receive 12 hillion rubles, with a further
two billion rubles destined for its capital, Kazan. In other
words, the Far East is not a high priority region. The other
seven federal programs receive more generous financial
support from the government. During a meeting of the
Security Council, | told the President that, if neither the
federal nor provincial governments have any funds, it is
necessary to put in place the economic conditions for
attracting investment. For example, such measures as the
establishment of a special economic zone are required.
However, there are no such measures. The situation is
urgent. Over the course of the period of reform, our region
weakened considerably and for alonger period than Russia
as awhole. We still have not returned to 1997 levels. This
isthe case for the Far East and Zabaikal regions as awhole,
however, growth in Khabarovsk Territory is about two or
three times the Russian average.

ER: You just touched upon the business environment.
In fact, small and medium-sized companiesin this area
of Japan are keeping an eye on the expanding Russian
market and thinking about exports to the Russian Far
East. However, when they actually make estimates, the
customs charges and other costs are more expensive in
the Far East than in M oscow.

V.l.: That's right. Currently, Moscow is a special
environment. The price of Japanese-made televisions and
computers is cheaper in Moscow than in Khabarovsk. To
repeat what | said earlier, it is necessary to bring conditions
in the Far East into line with those in Russia as a whole.
For example, there is the problem of transport fees. We
import coal, oil, petrochemical products and cereals from
Central Russia. We are trying to bring about a reduction in
the transport fees for these, but we have been unable to
achieve this. However, the fees for transporting marine
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products from the Far East to Moscow have been reduced
by one-fifth. This is no longer an "economic" issue but a
"political" one.

What has been achieved in the Far East to date has
absolutely nothing to do with the program. It is al thanks to
the governors of each region implementing appropriate
policies. Investment is attracted through their unique
policies. | believe that the amount actually being invested at
present would continue in the future even if there were no
program. The program has no effect on the regional
economy. Providing finance that equates to a mere 80
rubles per capitaisjust ajoke.

ER: You have become one of the faces representing the
Russian Far East. You were born elsewhere, so how did
you cometo bein the Far East? What isyour view of the
region?

V.l.: | was born in Siberia, but my family moved to
Khabarovsk before | reached the age of six. After that, |
graduated from school in Khabarovsk and completed my
military service in the Far Eastern military district. | went to
university in Novosibirsk, but in essence, al my life has
been spent here. There have been both good and bad events.
There are many people who know me from various periods:
from my schooldays, from my time working in a factory
and since | have been in my current post. Incidentally, on
24th October it was 11 years since | took up my current
position. Quite simply, the Far East is my whole life.

ER: | believe you travel abroad quite a lot; how do you
comparethe Russian Far East with foreign countries?

V.l.: Even when | go overseas, | do not really have much
time to see various places. But, what | can say is that it is
always a pleasure to visit Japan. This is because the
Japanese are always practical and methodical, and do not
engage in subterfuge. Negotiations do sometimes take a bit
of time, but once they have decided upon something, they
will implement it without fail. | do not visit Europe much. |
have been to America a number of times, and | believe that,
in the future, there could be drastic changes in its political
and economic structure, not to mention in the structure of
the state itself.

I adso like visiting China, which is developing dynamically.
In statistical terms, the level of material wedlth is still low,
but | believe that it has chosen the right path. There has
been no outpouring of funds from China and investment is
being directed inwards. In the Far East, more than 80% of
products are imported. It is said that final consumption by
households stimulates the economy, but what we are
stimulating is not the Russian economy, but that of
somewhere else. Wage rises should stimulate the economy,
but it is the other way around with us. Wage rises push
companies costs up, while that money ends up being spend
on imports and does not go into the manufacturing sector.
This is an extremely difficult problem, and a "profound”
issue that is beyond the ability of those in our government.
As the government does not know what to do or how to do

it, we ourselves are tackling industrial policies.

Returning to the matter of what Russia is like compared
with other countries, Russia has significant potential in
terms of its resources and land. Moreover, Russia has
ample finance. However, as the banks are not functioning
normally, there is no means of utilizing that finance.
Furthermore, although there are high-quality human
resources, a generational shift is progressing, and the pool
of skilled workers is decreasing. On the other hand, one
cause for hope is the fact that the younger generation has a
strong desire to learn. They do not go to university merely
in order to acquire a diploma, but in order to attain the
knowledge they need. There used to be 13 institutions of
higher education in Khabarovsk Territory, but this figure
has increased to 19. Overall, Russia has vast potential, but
we must make use of it. In relation to this, together with the
people from the Russian Academy of Sciences, | am
currently working on an import substitution-oriented
industrial policy concept.

ER: Finally, what hopes or expectations do you have
with regard to businesspeople and othersin Japan?

V.1.: Japan is one of the world's larges investing countries.
Russia receives a minuscule 0.054% of Japan's external
investment. That figure is 0.025% in the Far East.
However, | do not intend to reprimand Japan for this. What
| always say isthat we must look for the reason on our side.
Why does investment not come our way? Money always
seeks the most "comfortable" place: a place where stability
is high, even if rates of return are low. The Russian
government has not put this condition in place. For some
reason, it does not want to provide government guarantees.

The government of Khabarovsk Territory provides a
guarantee of 2.5 billion rubles on bank loans to companies.
This is not aimed at operating capital, but at funds for
equipment. For example, 'Artel Amur', a gold mining
consortium, borrows $50 million annually. Last year, it
bought the development rights for a mine from an
American company. As aresult of this, it is increasing the
quantity of precious metals that it mines. | believe that the
quantity was about 19.4 tons this year, and will exceed 20
tons next year. At one time, Khabarovsk Territory was way
down the list in the top 30 in Russia, in terms of the
quantity of precious metals mined, but now it has reached
its best ever position, being ranked third in the whole of
Russia. This company's business performance has
improved because we upgraded the investment
environment and supported the mining industry.

What | would like to say is that there is political will on
both the part of the Japanese government and that of the
Russian government. We hope that President Putin and
Prime Minister Koizumi will reach a common agreement at
their summit in January. Previously, when the relationship
between President Yeltsin and Prime Minister Hashimoto
developed, relationships also developed on the business
front. Moreover, when the Gore-Chernomyrdin committee
was still functioning, there was active investment from the



ERINA REPORT Vol. 50

US, but when relations between the heads of state cooled

off, business also withdrew. In other words, for business to Interview conducted in Russian and translated into
advance, a sound atmosphere and stable political situation Japanese by Hirofumi Arai, Assistant Senior
are necessary. If politics and the economy are stabilized, Economist, Research Division, ERINA

the ability to foresee the future increases, and a system of Tranglation into English by Eleanor Oguma, Research
guarantees is put in place, everything will begin to move. | Assistant, Research Division, ERINA

believe it is necessary for us to undertake a lot of work in Minutes of interview recorded by Dmitry Sergachev,
partnership with the people of Japan. Researcher, Research Division, ERINA

ER: Thank you very much for your time.
(9th December 2002, in Niigata)
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The Current Status of Central Asian & Caucasian Newly Independent
States and Japan's "Silk Road Diplomacy"
(Summary)

Tetsuya Hirose
Former Ambassador of Japan to Azerbaijan and Georgia

1. Geopoalitical importance of the Central Asian &
Caucasian region and destabilizing factors
Peace & stability in Central Asia and the Caucasus

range are indispensable to everyone throughout Eurasia

With the end of the civil war in Tajikistan, Central Asia

seems more stable than before.

However, given the network of Islamic extremists
extending from Afghanistan and Central Asiato Chechnya
and Xinjiang Uighur Autonomous Region in China, not to
mention the instability in such areas as Afghanistan,
Kashmir and Iraqg, stability in Central Asia itself has
become a factor essential to the peace of the whole of
Eurasia. On the other hand, in the Caucasus region, neither
the Nagorno-Karabakh conflict between Azerbaijan and
Armenia, nor the conflicts in Abkhazia and South Ozeriain
Georgia have been settled as yet.

2. Economicimportance of theregion

Theregion isrich in mineral resources and agricultural
products such as cotton, as well as energy resources. The
petroleum and natural gas in the Caspian off-shore fields
has already begun to be explored and exploited using
foreign investment, mainly by Majors, despite the fact that
no agreement has been reached among the five coastal
countries on the legal status of the Caspian Sea. Japanese
petroleum companies are also active in Azerbaijan and
Kazakhstan.

The selection of pipeline routes to deliver oil to the
world market is another big issue for both the countries of
the region and importing countries. The Tenghiz
(Kazakhstan) ~ Novorossiysk (Russia) oil pipeline started
operating in November 2001, while construction began
recently on the Baku (Azerbaijan) ~ Thilisi (Georgia) ~
Ceyhan (Turkey) oil pipeline, which has been strongly



supported by the three countries concerned and by the US,
which objected to pipelinesto Russiaand Iran.

3. International power politics

After the NIS countries of Central Asia and the
Caucasus gained independence, Russia has played power
politics with political and economical interests in an
attempt to maintain its traditional influence over these
countries, and the US has behaved similarly. West
European countries, China and such neighboring regional
powers as Turkey and Iran, which have religious and
cultural ties with Central Asian countries, and Azerbaijan
have aso joined the game.

The September 11 terrorist attacks on the US changed
the whole situation in Central Asia as well as in
Afghanistan. At present, American forces are stationed in
Tajikistan, Uzbekistan and Kyrgyz. Russia allowed
American troops to enter Central Asia and was rewarded
with full membership in G8. However, although Russia and
China, which have their own separatist movements in
Chechnya and Xinjiang and need security and stability in
Central Asia, supported the American anti-terrorism action,
they have also strengthened their cooperation in Central
Asia within the framework of the Shanghai Cooperation
Organization (SCO). For its part, Uzbekistan, which
permitted US forces to be stationed on its territory and
received economic assistance in return, left GUUAM, a sort
of anti-Russia aliance, and joined the SCO.

In the Caucasus, pipelines and political issues are the
major focuses of power politics. In short, Azerbaijan and
Georgia are pro-Western, while Armenia, which has needed
military assistance from Russia in the past, is pro-Russian.
Russia is not happy with the US, especially with regard to
the issue of Georgia. Russia has accused Georgia of
harboring Chechen terrorists and failing to prevent them
from launching cross-border attacks. However, the US
administration has declared its full support for the
independence and territoria integrity of Georgia, and has
sent American military personnel to train Georgian soldiers.

4. Tasksto beimplemented by the governments

of theregion

When these countries won independence, they
inherited various "debts" from the Soviet era, such as
environmenta pollution and the demolition of the federal
economic system. They started to struggle with building
their nations and market economies. Generally speaking,
internal stability has been maintained in most of these
countries under the authoritarian regimes of the presidents
of these republics. However, there remain many tasks to be
implemented.

a) Political democratization, the elimination of
corruption among politicians and public servants, and the
realization of social justice.

b) The establishment of national unity, paying special
attention to ethnic minorities

¢) The solution of ethnic and territorial conflicts, and
the resettlement of refugees and internally displaced
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persons

d) Control over Islamic extremists through poverty
reduction

e) Transition to a full market economy and the
development of industries, including the recovery of
agriculture

f) The construction of railroads and highway
networks, which is vital for the economic development of
landlocked countries.

5. Rich cultural inheritance and restoration of the
historic Silk Road

The peoples of the region boast colorful cultures based
on both sedentary and nomadic traditions and enriched by
Islamic and Eastern Christian civilizations.

Historically, the Silk Road consisted of steppe routes
and oasis routes, and played a mgjor role in the traffic of
peoples, goods and cultures between Eastern Asia and
Europe. International efforts aimed at the reconstruction of
the Silk Road started recently under the TRACECA project.

6. Japan'sSilk Road diplomacy

Given the geopolitical and economic importance of the
Caucasian and Central Asian countries, the government of
Japan is pursuing active diplomacy in order to strengthen
relations with these countries under a policy named "Silk
Road Diplomacy", which has three concrete objectives. The
enrichment of bilateral dialogue for increasing mutual
reliance and also for deepening mutual understanding is the
first objective. The second is economic cooperation for
prosperity as seen in the case of developing natural
resources. The third objective is cooperation for peace by
realizing democracy and political stability in the region.

Japan is the largest ODA donor to the region. Japan's
assistance, in the form of loans, grant aid for agriculture,
health and education, and technical cooperation, as well as
support for refugees, has contributed to the economic
development and social welfare of these countries and is
appreciated by the governments and people as real
friendship without political ambition. Economic relationsin
the private sector have also been activated, although the
trade volume is not yet satisfactory. In line with these
directions, Japan should and will continue to make efforts
in various fields to intensify relations with the countries in
the region.

| think that Japan should expand its political dialogue
to include not only bilateral matters but also global issues
faced by the countries of the region, such as problems
relating to refugees and internally displaced persons,
narcotics smuggling, arms control including landmines, and
environmental control. Japan need not be a player of power
politics but can play stronger role in the political arenaas a
real friend of the people of the region. ODA should be
continued or even expanded, with an emphasis on training
young experts in the region to implement administrative
and economic reforms.
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Sino-Japanese Exchange and Cooperation in Food and Agriculture Since
China Entered the WTO
An Overview Focusing on Heilongjiang Province (Summary)

Jidei Liu
Visiting Researcher, Research Division, ERINA

Heilongjiang Province is one of China's important
agricultural production areas. The province's Sanjiang Plain
is one of the few food production hubs where
mechanization has been achieved. Since the late 1970s,
wide-ranging human exchange, and financial and technical
cooperation between Heilongjiang Province and Japanese
governmental institutions (JICA, JBIC), loca authorities
(Hokkaido, Niigata Prefecture, etc.), private companies
(Nichimen, Marubeni), and non-governmental
organizations (Niigata Prefecture Japan-China Friendship
Association) has taken place in the field of food and
agriculture. In Heilongjiang, significant achievements have
been made in terms of the development of technology for
rice cultivation in cold areas, the upgrading of agricultural
water supply and food facilities, and improvements in
medical facilities in farming communities, not to mention
an improvement in the standard of living in such
communities. With the occurrence of surplus food
production in the latter half of the 1990s, China's food
supply has been shifting from the "era of shortages' that
prevailed hitherto, to an "era of surfeit". Due to this, the
problems faced in agriculture in Heilongjiang Province

have already changed from that of the supply of food being

unable to meet demand to such issues as adownturn in food

prices and sluggish growth in the incomes of farming
families. China's membership of the WTO will result in an
increase in imports of agricultural produce, and the double
trade-off between surplus food and agricultural incomes
will become more severe in Heilongjiang, which is a hub
for food production. Attention has focused on exchange and
cooperation between Heilongjiang Province and Japan in
the field of food and agriculture, as a means of solving the
province's agricultural problems, and desirable approaches
to this exchange and cooperation will be studied in the
future.

The following are extremely important in terms of

Sino-Japanese agricultural exchange in the future.

(1) Establishing an awareness of the importance of long-
term human exchange.

(2) Establishing an awareness of the importance of
ensuring that sustainable agricultural production in
harmony with the environment takes root in the
agricultural practices of both Chinaand Japan.
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Recent Amendments to Foreign Investment Related Laws in
the DPRK (3) (Summary)

Mitsuhiro Mimura
Researcher, Research Division, ERINA

The Democratic People's Republic of Korea (hereafter
the DPRK) revised its 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, al 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.

This article will focus on a comparison of modes of
investment in the DPRK and China. Both have the same
modes of foreign direct investment: equity joint ventures,
contractual joint ventures and wholly foreign-owned
enterprises. This is mainly because the DPRK referred to
Chinese laws during the process of formulating its own
legislation. Whilst it has similar laws to the DPRK, the
condition of foreign direct investment in Chinais far more
advanced than in the DPRK.

China has aready enacted most of the laws required
for regulating the society. Almost al laws and regulations
in China are open to public scrutiny and case law is
increasingly available. In contrast, in the DPRK, laws are
very inaccessible to the people. During the 1990s, much
legislation was enacted, but there are many laws and
regulations that are not open, while case law is almost
entirely hidden from the public.

Although there are many differences in the

background of the laws in the DPRK and China, there are
many common points between the laws and regulations that
regulate the three modes of FDI. In both the DPRK and
China, the laws regulating modes of FDI are smple, while
the implementing regulations for these laws are long and
complicated. It should however be noted that the
regulations are not actually laws, just regulations
established by administrative organs.

Equity joint ventures are the longest-established mode
of FDI in both countries. In China, where the market is
comparatively open to foreign investors, they have a long
list of the industries in which foreign investment is
recommended, restricted or prohibited. The DPRK simply
regulates the same thing in the laws of equity joint ventures
and relevant practical regulations.

Contractual joint ventures are a comparatively new
mode of FDI, having begun in the DPRK in 1992 and in
China in 1988. In the DPRK, a contractual joint venture
enterprise must be a corporate body, whereas this is not
compulsory in China.

The DPRK has very strict regulations governing
wholly foreign-owned enterprises. It is only permitted to
found this kind of enterprise in the Rason Economic Trade
Zone, whereas they can be established anywhere in China
aslong as they meet the relevant requirements.

As stated above, China's open-door policy is in full
bloom while that of the DPRK is still in bud. To turn this
bud into a beautiful blossom, it is recommended that the
DPRK establish a legal environment in which foreign
investors can estimate the legal risks they may incur.
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Small-Scale Energy Development in Northeast Asia:
Experience, Prospects and Social Implications of Solar PV in Mongolia

D. Nachin
Visiting Researcher, Research Division, ERINA

The priority for small-energy development in many
cases is economic growth and the alleviation of poverty. As
of today, one-third of the world's population has no access
to commercial energy. Many live in low-income developing
countries, including some in Northeast Asia.

Small-scale energy development may play a key role
in the eradication of disparities in standards of living, per
capita electricity consumption, access to information and
modern communications, and medical and educational
services. On the other hand, it is necessary to develop
renewable energy resources. The development of small-
scale energy systems may play a part in increasing socia
stability. Government subsidies, incentives encouraging the
utilization of renewable energy sources and the inclusion of
these in the national energy policy portfolio are needed.

This paper looks at the utilization of solar PV
(photovoltaics) in Mongolia as an example of small-scale
clean energy.

1. Introduction

The priorities for small-scale energy development in
many cases are the support of economic growth and
aleviation of poverty. At present, such as the 40% or so of
the Mongolian population that currently has no access to
electricity.

Small-scale energy development may play a key role
in the eradication of disparities in standards of living, per
capita electricity consumption, access to information and
modern communications, and medical and educational
services. On the other hand, it is necessary to develop and
use renewable energy resources, including solar energy.

2. Renewable ener gy sour ces

Wind energy: In Mongolia, the wind blows anywhere
and at any time. The potential reserve of wind energy is
836.8 billion kilowatt hours (kWh), with an average
possible utilization period of 3,500-4,600 hours each year.
An average wind velocity of 4-5 m/s prevails in the
southeastern part of the country, covering 60% of the
territory with a wind energy reserve of over 100 Watts per
sguare meter (W/sg. M).

There are 52 soums' in this part of the country, where
100-150 kW wind turbine generators could be installed.
Some projects for evaluating wind generators operating in
tandem with existing diesel generators or the grid network

are under consideration.

Smaller 50W windmills manufactured by the domestic
company Monmar Co., Ltd. are available for 167,000
togrog (MNT)?, for use in pastoral livestock farming, but
not in sufficient quantity. 3-5 kW windmills have been
approved for use in activities involving greater
consumption, such as water pumping and powering some
facilities at summer settlements. Winter settlements are
usually established on windless, sunny sites. The
publication of the Wind Energy Atlas of Mongolia by the
National Renewable Energy Laboratory (2001) of the U.S.
Department of Energy will be very useful for designing
wind power generators.

Solar energy: Mongolia, the "Land of Blue Sky",
enjoys more than 260 sunny days a year, typically between
2,250 and 3,300 hours each year. There are no more than
two consecutive days without sun. Its average altitude of
about 1,600 meters above sea level provides comparatively
favorable conditions for the utilization of solar energy
(Tsegmid 1969). It is estimated that the southern part of the
country receives on average between 4.3-4.7 kWh/sq. m of
solar energy per day. Solar PV research work, which started
at the beginning of the 1970s, showed that, compared with
diesel/gasoline generators, PV modules are just as feasible
for the purposes of powering radios, portable TV sets,
lighting ger®, meeting soum hospitals' needs, pumping
water, and for radio relay transmission trunk lines.
Currently about 3% of herder families use solar PV
modules for lighting purposes.

Hydro-energy: In Mongolia, about 20 hydro sites
have been identified, with installed capacities ranging from
5 Megawatts (MW) to 110MW. However, these are mainly
situated in the mountainous western part of Mongolia, far
from the central grid. Therefore, these resources would
probably be expensive to develop. A couple of projects
have been devised, which involve constructing
hydroelectric power stations to be connected to the existing
network in order to decrease the peak hour load and reduce
imports of electricity from abroad. Some micro
hydroelectric generators are in use at summer settlements.

Conventional ovens for cooking in and heating ger:
For cooking purposes, the utilization of gas stoves with an
appropriate scheme of gas provision could also be
considered. Fuel (wood, coal, animal dust, etc.) fuller
burning and smokeless ovens are chosen for local
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production and distribution to those living in ger. (Khuldorj
1999). On the other hand, recent proposals’ for cooperation
with Russiain the field of natural gas allow its practical use
in households (cooking and heating).

Other sources of energy: Bioelectricity has been
proven to be a feasible option for meeting the current and
projected electricity needs of rural areas in many
developing countries. There are about 50 remote villages in
the northern part of Mongolia where biogasifiers could be
feasible.

3. Solar PV cellsand their utilization

PV systems can be installed in remote villages or
homes. Solar PV cells are proven to be capable of
converting 15% of incident solar energy into electricity.
Their modularity enables them to deal with loads ranging
from afew milliwatts to several megawatts. Solar PV could
be the energy technology of choice for many households,
hospitals, schools, farmers, and telecommunications
companies. Home PV systems are most economical in
remote locations and can be used to power lights or small
appliances such as radios/TV sets. A 50W solar PV system
provides approximately 10 to 15 kWh/month to a
household.

PV systems can be used to power vaccine
refrigerators, sterilization equipment, emergency radios and
other critical loads, lighting and computers. The cost of PV
modules per watt of generating capacity has decreased from
$15 in the mid-1980s to around $4 today. There has been a
rapid expansion in sales of household PV systems, with
nearly a half a million installed in developing countries
(World Bank 2002).

The use of PV systems results in improved quality of
life through access to such services as education, medical
care, and information to support small business
development. The provision of lighting is the biggest
incentive for rural households to introduce PV systems. A
typical 50W solar PV system for household use offsets
about 400 kg of CO2 emissions annually (World Bank
2002).

Larger PV systems are used in remote areas to supply
power for telecommunications and decentralized drinking
water supply systems. Water supply ranges from as little as
0.3 liters per day for drip irrigation to over one thousand
liters per day for a village water supply. Both residential
and community use of PV can be promoted by such
mechanisms as government subsidies. One example of this
is the special program implemented in Japan, which
subsidized the installation of grid-connected 3.5 kW PV
systemsin homes. (NEF 2002)

4. Pastoral livestock farming in Mongolia
Animal husbandry based on natural pastureland plays
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an important role in the Mongolian economy. The problem
of electricity supply is the main obstacle to operating wells
and increasing water supply. The country's 26 million
livestock are farmed in the traditional pastoral way. About a
third of pastures (total 129 million hectares) are not being
used because of a shortage of water, putting a pressure on
the pastureland that is utilized. Of the 24,600 wells built in
the period up to 1991, only 8,200 were in operation in 2001
(Table 1). In the husbandry sector, about 185,500 families
were engaged in producing primary livestock products, of
which, only about 13% had access to electricity in 2001.

Table 1. Some Social Indicators of Herdersin Mongolia

1991 2001
Number of herders 245,000 |407,000
Number of herder households 114,900 |185,500
Number of herder households with electricity| 12,300 | 24,800
Number of wells 24,600 8,200
Source: National Statistical Office of Mongolia (2002)
Mongolian Statistical Y earbook 2001. Ulaanbaatar: NSO.

As aresult of the loss of herds during "zhud"®, the
number of these families decreased by 6,000 in 2001 on the
previous year. The pasture around urbanized settlements
such as district and province centers is practically
exhausted, because herders try to keep their herds as close
as possible to markets and public services. As a
conseguence, a large portion of the nation's livestock has
been lost. Such a situation should be corrected by all
possible means, including better energy provision.

Urban and rural household inequalities are also
growing wider. Increased exports of livestock products and
the high share of the labor force engaged in the agricultura
sector (49%) mean that greater attention should be paid to
the problem of supplying electricity to such families. Tables
2 and 3 demonstrate that electricity consumption in
Mongoliais at about the same level as in some countries of
Central Asia. However, electrical power consumption by
households in rural areas is very low and they could be
considered to suffer from "energy poverty". The lack of a
reliable electricity supply to herder families causes
problems. Many families are completely without
information about weather forecasts, markets and news due
to the lack of power supply. Access to clean water sources
is also limited, while the health and education services in
remote areas are inadequate.

1) Use of solar PV for pastoral livestock farming
Mongolia's geographical and meteorological
characteristics ensure that PV is the first choice in terms of
renewable energy sources for use in pastoral livestock
farming. Tests of PV modules designed to ascertain herding
families' minimum demand for electricity showed that a

* Joint communique on the official visit of Prime Minister Mikhail Kasyanov of the Russian Federation to Mongolia, April,
2002, Ulaanbaatar, Mongolia, www.extmin.mn/kasianovCV .htm (30 May 2002).

® If the "zhud" natural disaster in 2000 resulted in a 10% loss from 33 million herds, then the one in 2001 will mean a 15%
loss from 30 million herds. However, the reasons for these losses differ from one case to another. Herds die because of a
shortage of feed or no access to dry grass, due to heavy snow fall on pastures covering large areas, or alack of snow, whichis
a source of water (black zhud), and/or an extremely low temperature. Losses will aso be incurred if there was a drought the

previous summer.
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Table 2. Electricity Production and Consumption in Mongolia

1990 2001

Total resources, million kWh 3,576 3,213
Consumption, million kWh 2,719 1,948
-Agriculture, million kWh 116 17

-Communal housing, million kWh 349 476

Total population, million 2.0977 | 2.4425
-Urban population, million 1.1957 | 1.3971
-Rural population, million 0.902 | 1.04%4

Electricity produced per capita, kWh | 1,664.0 | 1,235.0

*Electricity consumed per capita, kWh|  948.7 7975
*Household electricity consumption 291.9 340.7
per capitain urban areas, KWh
*Household electricity consumption 128.6 16.3
per capitain rural areas, kWh
Source: National Statistical Office of Mongolia (2001),
(2002) Mongolian Statistical Yearbook 2000 and 2001.
Ulaanbaatar: NSO
* - derivative data

Table 3. Electricity Consumption in Some Countries (1999 data)

Country Population, | GDP, hillionUS | Electricity
million dollars(1995) | consumption,
kWh/capita
China 1,260.32 1,112.84 936
Mongolia 240 0.90 1,253
Kyrgyz 4.87 4.14 1,585
Turkmenistan 4.78 4.63 1,319
Source: International Energy Agency (2001). Key World

Energy Statistics from the |[EA 2001, Paris: OECD.

system of around 50W PV is economically feasible
compared with gasoline generators. Feasibility analyses
have also been carried out on other PV applications in
pastoral livestock farming (Galbaatar and Nachin 1982).

The feasibility of PV use in ger has also been
confirmed by research carried out by international
organizations, including UNDP and NEDO (New Energy
and Industrial Technology Development Organization),
Japan. Based on the results of these tests, a project to
construct a solar PV module assembly plant was drafted.
This was later approved and 0.5MW PV modules can now
be produced domestically. The products from this plant
were primarily designed for installation on radio relay
transmission trunk lines atop mountains. The government
of Mongolia has announced the 100,000 solar ger" project
(GOM 1999). Under the project's first stage, solar PV
systems were installed in 826 herder homes, with 409 of
those systems being capable of receiving TV broadcasts
(GOM 2002).

2) PV modulesfor lighting ger

12W, 24W and 55W PV systems containing an
automotive battery with a capacity of 30-70 Ampere hours
(Ah), an electronic block to prevent overcharging /deep
recharging, and a daylight tube have been designed for
lighting ger. Installation costs range between 175,000-
347,220 togrog or US$150-300. While 5,100 herder
families are considered to have access to electricity,

equipping the remaining 180,400 families would cost
between US$27 million and US$54 million.

3) PV modulesfor soums

Currently there are about 200 soums that till have to
use diesel generators because they are not yet connected to
Mongolia's central electricity grid. Most of these diesel
generators (each soum center has 2-3 diesel generator sets
with a rating of 100-200 kW) run for a limited period of
time, usually between 18:00-23:00, in order to save fuel.
Annually, the central government provides about 5 billion
togrog (US$5 million) of subsidies to run these generators.
Since these diesel generators operate in the evenings, the
installation of PV systems in high-priority public service
facilities, including hospitals, schools, post and
telecommunications offices, and water pumping units is
needed.

4) PV modulesfor hospitals and schools

A 200W PV system, which is able to light 2-3 rooms
and power a small refrigerator, is probably the smallest unit
that could supply €electricity to hospitals located in soum
centers. For a school, a 250W PV system may be the
smallest feasible size. However, installed capacity could be
increased gradually according to the financial means and
size of each hospital or school.

As mentioned earlier, because of interruptions to the
electricity supply, the use of computers in schools and
advanced medical equipment in hospitalsislimited, so solar
PV systems should be upgraded at least to 3 kW level (NEF
2002)°. At present, social services such as education and
medical treatment are mainly under state control, so
subsidies to purchase PV systems should be provided by
the government.

5) New optionsfor rural electric supply

The modularity of PV makes it ideal for use in remote
locations, allowing upgrades or increases in installed
capacity and circumventing the need for investment in
extending the electricity grid.

A memorandum on building a solar power station in
Mongolia has recently been signed between the Ministry of
Infrastructure of Mongolia and NEDO of Japan. A group of
Japanese and Mongolian experts is due to leave for Noyon
soum’ in Omnogov aimag, in order to start construction of
this 200 kW solar PV station. The cost of the station, which
will provide remote soums and settlements with electricity,
isaround US$3 million (BBC 2002).

It is estimated that the additional installation of PV
systems in 200 soum centers in order to reduce the amount
of diesel fuel used by electricity generators would cost
US$200-400 million. The total cost of introducing the
combined diesel generator and solar PV system for
households is estimated at roughly US$250-450 million.

According to JICA's Master Plan Study for Rural
Power Supply by Renewable Energy in Mongolia, the
second stage (2010), which is aimed at improving the

® 3.5 kW PV modules are in use in some Japanese homes
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power supply to every household in order to stabilize
people's livelihoods in the 167 soums targeted, is expected
to save about 5 million liters of fuel annualy through the
use of renewable energy sources (PV, wind and small
hydropower) in combination with existing diesel stations
and the realization of planned grid extension. The third
stage (2015), which is aimed at achieving community
development and a steady power supply to every
household, would save 7 million liters of fuel, thereby
reducing emissions (JICA, 2000b).

5. Economic and social implications

The alleviation of "energy poverty" in rural areas
would have great social impact, such as improved access to
information, medical treatment, schools, remote education,
clean water, better management and use of pastures, and a
decreased risk of mass loss of animals. In addition, for
herder families, the introduction of PV would be at the
lower end of investment risk, because it is modular and
therefore can be installed and expanded step by step.

Animal husbandry accounts for one-third of
Mongolia's GDP of US$1 billion and comprises three-
quarters of its agricultural output. As of late 2001, the total
size of the national herd was 26.1 million livestock,
including 11.9 million sheep, 9.6 million goats, 2.1 million
cattle, 2.2 million horses and 0.3 million camels. Mongolia
produces around 25% of the worldwide output of cashmere,
and also exports high-quality skins, hides, wool, meat and
other products of animal origin. Cashmere, hides and meat
products form the second largest source of hard currency
revenue (around one-third of exports) after the export of
copper concentrate.

Among herder families, ownership of 100-200 sheep is
common. According to the 2001 census, 23.5% of herder
families have 51-100 head, while 20% own 101-200 head.
The average number of head per herder family is 99 (1
camel, 8 horses, 8 cattle, 45 sheep and 37 goats). Therefore,
herd capitalization of 10-20% will give around US$200-800
per year per family. This data, the abovementioned
importance of PV utilization in the agricultural sector and
the estimated cost of PV implementation efforts would
require significant capital investment, including financing
from ODA sources and other mechanisms, such as the
Clean Development Mechanism (CDM).

As awhole, the introduction of PV will provide socio-
economic benefits not only for the rural population, but also
for the entire country, and may also earn the public
approval that isthe raison d'étre of policy-makers.

Regional governments recognize the need to balance
energy use, economic growth, and environmental
limitations and are attempting to realize it both
domestically and internationally with varying degrees of
success. Under these circumstances, the utilization of
renewable sources of energy, especialy solar PV, presents
a means of supplying €electricity to the 40% or so of the
Mongolian population that currently has no access to
electricity.

6. Conclusions and recommendations
Specific demand is essential to the development of
renewable energy sources, which may play a part in
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increasing socia stability.

A strategy for reducing greenhouse gas emissions,
which focuses simultaneously on the short- and long-term
might be realized, focusing on the development of small-
scale energy systems based on renewable energy sources.
Inclusion of the utilization of renewable energy sources into
the national energy policy portfolio with government
subsidies and incentives will be a significant issue.

International cooperation (realization of CDM, as well
as governments of industrialized countries encouraging
national companies to produce and export advanced
technologies involving the utilization of renewable energy
sources/natural gas) is important to promote cleaner fuel
options such as natural gas and renewable energy, where
cost-effective.
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Lessons from the TSR Corridor for
Developing the NEW Corridor Between
Chinald Europe O NE America

Hisako Tsuji
Senior Researcher,Research Division, ERINA

I ntroduction

The Trans-Siberian Railway (TSR) corridor, which is
a multi-modal transportation corridor connecting Northeast
Asia and Russia/ Finland / Central Asia using the Trans-
Siberian Railway (TSR), handles nearly 90,000 TEU of
containers each year. The proposed Northern East-West
(NEW) corridor, between China ~ Europe ~ NE America
has a lot of similarities with the existing TSR corridor, in
terms of its inter-modality. We have studied the TSR
corridor and learned the following lessons.

1. Current status of the TSR corridor
At present, four types of international route utilizing
the TSR arein use.

1) European Transit: This connects East Asian
countries, such as the ROK, China and Japan, with Finland
by means of rail and sea transportation. Westbound cargo
from East Asian countries, such as electrical appliances, is
temporarily stocked in Finnish bonded warehouses and is
mostly exported to Russia, including Siberia and the
Russian Far East. It would be more appropriate to call this
Finland Transit (to Russiad), as the final destination of this
route is Russia. This route is not used for other destinations
within Europe.

A large quantity of containers was shipped from Japan
to European countries using the TSR in the 1980s (110,000
TEU in 1981). However, European transit came to an end
due to a lack of cost competitiveness over the previous
severa years in comparison with the Deep Sea route, which
connects East Asia and Europe via the Suez Canal, by
means of sea transportation alone. In 2001, about 3.7
million TEU of containers were shipped from Asia to
Europe, and 2.7 million TEU from Europe to Asia, using
the Deep Searoute.

2) Afghanistan Transit: This connects Japan/the ROK
and Afghanistan by sea and rail using the TSR and the
railway systems of Central Asian countries. The main



competitor with this route is the Iran route, which has been
actively used since 2000, when the route was opened, as it
is cheaper than the TSR route. The Iran route involves
shipping cargo by sea to Bandar Abbas, then overland to
the western part of Afghanistan.

3) Central Asian Bilateral: This connects Japan / the
ROK and Kazakhstan / Uzbekistan by sea and rail using the
TSR and the Central Asian railway. The alternative route to
Central Asia via Chinais called the TCR (Trans-China
Railway), which connects the Chinese port of Lianyungang
with Kazakhstan by means of the Chinese railway. Both
corridors are equally competitive for Korean cargo.
However, the TCR route is widely used for cargo from
Japan since there are three journeys a week to Chinese
ports, compared with two a month on the TSR.

4) Russian Bilateral: This connects Japan / the ROK /
China and Russian domestic destinations, transporting
export / import cargo. Strangely, the alternative route to this
bilateral route, especially to Moscow, is the
abovementioned Finland transit, on which route export
goods from East Asian countries are temporarily stored in
bonded warehouses located at ports near the Russian
border, and are shipped out when orders from Moscow are
received and payment is confirmed. One of the reasons for
choosing the Finland route is that import tariffs for goods
imported via Finland are reportedly lower than for goods
arriving via Far Eastern ports. The existence of user-
friendly bonded warehouses in Finland is another reason. A
further advantage is that the railway fare for transit cargo is
set much lower than that for bilateral cargo. Some cargo
from East Asiais shipped to Finland via the Deep Sea route
and is stored in the Finnish bonded warehouses.

According to data provided by VICS (Vostochny
International Container Services), Vostochny Port handled
72,701 TEU in 2000, and 89,917 TEU in 2001, a 24%
increase. Looking at the type of cargo, 54% was transit,
26% was Russian bilateral, 8% was bound for Central Asia
and 11% was empty containers. In 2001, cargo from the
ROK accounted for the largest share (77%), followed by
Chinese cargo from Shanghai (12%), both outstripping
Japan (11%). Chinese cargo has reportedly been increasing
further in 2002.

2. Competitive issues relating to the TSR and the
NEW corridor

I will discuss some factors hindering business on the
TSR route. These issues may also be experienced in the
NEW multi-modal corridor, connecting China ~ Europe ~
NE America

1) Cost competition

Currently, TSR transit connecting East Asia and
Europe lacks cost competitiveness versus the Deep Sea
route mostly due to the introduction of huge container
ships. In general, marine transportation has cost advantages
over land transportation in shipments from coast to coast,
although land transportation has advantages in terms of
speed, having a monopoalistic advantage in shipments from
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inland areas to the coast. Therefore, the proposed corridor,
linking inland China and the coast of Europe, followed by a
marine shipment to NE America, has a high possibility of
success. The NEW corridor must select a route which
minimizes the overland component, while maximizing the
marine component, in order to minimize the through rate.

2) Discontinuous points

The largest problem in multi-modal transportation
corridors is discontinuous points, such as transshipment
from rail to sea, transshipment between different gauges of
railway, and stops for customs clearance. The greater the
number of discontinuous points, the lower the efficiency of
multi-modal transportation. A route has to be selected that
will minimize these discontinuous points, such as borders.
It is also important to simplify checks at borders and ensure
smooth connections between rail and sea freight
components. For instance, when a ship arrives, the
connecting train must be ready for departure. The use of
electric devices in customs clearance should be promoted in
order to speed up checks at ports.

3) Number of players

One of the problems faced by the TSR is that there
are too many players associated with the transport of a
single container. Shipping companies, customs, the Russian
railway and European railways, not to mention forwarders,
are all involved in a shipment. Importantly, each requires a
fee for handling the container. In order to reduce the
through rate, it is desirable to reduce the number of players.
In that sense, | recommend selecting a route that passes
through the minimum number of countries. Transshipping
from the Russian railway to a Russian port could cut costs,
if feasible.

4) Container supply and management

One of the weaknesses of the TSR route is that no
operator - neither railway companies nor shipping
companies - provides empty containers for transit
shipments in many cases. In the ROK, forwarders supply
their own containers, while in Japan consignors |lease
containers. Leasing containers adds to the through rate. On
the other hand, shipping companies provide their own
containers on the Deep Sea route. Someone has to provide
empty containers in the new corridor. Ideally, shipping
companies will provide containers, as is the case in multi-
modal transportation between East Asia and North America
viaUS west coast ports.

Management of empty containers is crucial when the
direction of shipments tends to be one-way. In the TSR
corridor, 90% of Chinese cargo and 70% of Korean cargo
are westbound. This means that someone has to transport
empty containers from west to east, or find new eastbound
cargo.

5) Confidence and image

It isimportant to establish areliable image. One of the
reasons that Japanese consignors do not use the TSR route
is its poor image. The TSR suffered security problems and
unstable operating times due to weakened management
functions following the dissolution of the Soviet Union.



ERINA REPORT Vol. 50

However, these operational problems have been solved as
the political and economic situation has improved in
Russia. Nevertheless, many Japanese consignors still
perceive the TSR to be unreliable.

6) Tracing service

Consignors are keen to know where their containers are
located during the shipment period. A tracing service is
available on the Deep Sea route. It is also now available in
the TSR corridor. However, the service has not been
established in the TCR corridor, something that is considered
to be one of the weaknesses of the TCR. It will be necessary
to provide atracing servicein the NEW corridor.

It is extremely important to find cargo that can use
these routes. According to the proposal, the NEW corridor
will be geographically competitive between Urumgi and
Boston. If thisis truly the case, cargo that could be shipped
between Urumgi and Boston must be identified.

Another idea was proposed for an East-West corridor,
but it proved impossible to find cargo to use it. The idea
was to develop a Seattle ~ Vladivostok ~ Harbin
(Heilongjiang) corridor, using marine and land
transportation. The idea was proposed in the 1990s by
interested parties in Seattle, who had observed the large
volume of import cargo from Chine and export cargo to the
Russian Far East. They thought that China and the Russian
Far East could be one market, and that the efficient use of
containers might be possible if the E-W corridor were used.
However, Chinese cargo to North America was coming
from the southeast coastal area of China, rather than
Heilongjiang. They found later that no Chinese cargo would
have used the planned E-W corridor. This indicates that the
existence of actual cargo is crucial in developing a new
corridor.

Findly, it is time to plan a trial shipment through the
NEW corridor, involving shipping companies and
forwarders. Problems will be identified through the trial
shipments, and the NEW corridor will become a more
realistic and competitive prospect after these. If there is no
cargo using it, people will forget about the NEW corridor.

(Prepared for the International Workshop on
Development of Container Transport Between China ~
Europe ~ NE America: Beijing, 9-10 December 2002)
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