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Sino-Russian Partnership since 9/11: Challenges and
Prospects

Elizabeth Wishnick
Associate, Weatherhead East Asian Institute, Columbia University, and Visiting Scholar, Graduate Faculty of
Political Science, New School University

On July 16, 2001 China and Russia signed a treaty of
Friendship, Good-Neighborliness, and Cooperation, leaving
analysts wondering if a new aliance had been forged. Yet
the Sino-Russian strategic partnership has turned out to be
remarkably ineffective in addressing the new security
challenges since 9/11. While summit documents signed in
December 2002 and May 2003 addressed some of the
shortcomings of Sino-Russian cooperation, relations
between Russia and China have yet to live up to the
promise of strategic partnership, with the exception of arms
sales. This article will assess the international and domestic
factors promoting Sino-Russian cooperation and explore
the underlying obstacles and new challenges to their
strategic partnership.

Prospectsfor Sino-Russian Partner ship

A new era of Sino-Russian relations unfolded in the
1990s, leading to the creation of a constructive partnership
in 1994 and a strategic partnership in 1996. The progress
achieved in the 1990s was codified in the 2001 Friendship
treaty, and amplified in summit communiques signed in
December 2002 and May 2003. One of the main
underpinnings of the Sino-Russian partnership is broad
agreement on a vision of a multipolar world order and
opposition to increasing U.S. unilateralism. Russian and
Chinese leaders hope that the strategic partnership between
their two countries will help counterbalance U.S. power
and contribute to the development of a more balanced
distribution of power in the international system. In the text
of the May 2003 summit declaration, Russian President
Vladimir Putin and Chinese President Hu Jintao stated that
"Both China and Russia maintain that a multi-polarized,
just and democratic international order should be
established on the basis of universally accepted
international norms and that mutual relations among the
countries should be built so that harmony and co-existence
can be achieved among them."* To this end Chinese and
Russian leaders have consistently advocated expanding the
role of the United Nations in addressing global security
problems.

Several key domestic concerns also have been
important in providing a firm basis for Sino-Russian
cooperation. China and Russia share a 4200km border, and
are committed to its demilitarization and its dedication to

peaceful economic cooperation. Demarcation was
concluded for the most part in 1997, and just three islands
have yet to be demarcated: Bolshoi Island in the Argun
River and the Bolshoi Ussuriiski/Heixiazi and
Tarabarov/Yinlong islands in the Amur River across from
Khabarovsk. For security and economic reasons
Khabarovsk authorities object to any change in ownership
of the two islands across from the city, and the decision
regarding their final status has been deferred. Discussion of
border questions and confidence-building measures
involving Central Asian neighbors has acquired an
ingtitutional basis, through the formation in July 2001 of
the Shanghai Cooperation Organization (SCO), including
China, Russia, and their three Central Asian neighbors,
Kazakhstan, Kyrgyzstan, and Tgjikistan, plus Uzbekistan.

Both Russia and China attach a high value to
territorial integrity. In the 2001 Friendship Treaty Russia
indicated its unequivocal position on Taiwan, stating in
Article 5 that China is the "sole legitimate government
representing the whole of China and that Taiwan is an
indivisible part of China" and emphasized its opposition to
"Taiwan independence in any form."* Similarly, China has
consistently supported the Russian policy on Chechnya and
echoed Russia’s position on non-interference in its domestic
affairs. In a speech at Moscow's diplomatic university
(MGIMO) Hu Jintao denounced terrorism in Chechnya and
stated that both Russia and China were engaged in "ajoint
struggle against three world threats: terrorism, extremism,
and separatism."®

Apart from general agreement on their approach to
international security, the most important concrete area of
Sino-Russian cooperation to date has been in arms sales. In
2002 China accounted for 55% of Russia's $4.8 hillion in
arms sales. As a result of the significant Russian arms
exports to China, Russia has now surpassed the United
States as the leading arms exporter worldwide, and Chinais
the world's top buyer of weapons, according to data from
the Stockholm International Peace Research Ingtitute.”

Sino-Russian military cooperation is extensive,
including Russian exports of fighter aircraft, destroyers and
Kilo-class submarines, and licensing rights for Chinese
production of some Russian weapons systems, as well as
training for Chinese military officers and assistance with
maintenance of Russian-designed weapons systems.

! "Chinese, Russian L eaders Sign Joint Declaration - Text", Xinhua, May 27, 2003.

? "Sino-Russian Treaty on Good-Neighborliness, Friendship and Co-operation”, Xinhua, July 16, 2001.
® "China, Russia Should 'Affirm New Concept of Security' - Hu Jintao", ITAR-TASS, May 28, 2003.

* Peter Starck "War on Terror Accelerates World Military Spending"”, Reuters, June 17, 2003.
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Nevertheless, Russia has refused to sell China its most
modern systems (including the Y akhont 300km supersonic
missile produced in a Russian-Indian joint venture), and the
weapons Russia sells to China are modernized versions of
1980s technology, ensuring that Moscow will retain its
technological edge over China.

Energy promises to be another key sector for Sino-
Russian cooperation. A number of bilateral and multilateral
oil and gas projects have been under discussion for several
years. More recently, however, concerns over energy
security in the Middle East have heightened interest in
China, as well as in Japan and South Korea, in energy
cooperation with Russia’

China has been purchasing oil from Sakhalin and in
June 2003 a Sinopec delegation visited the island to discuss
purchasing liquid natural gas (LNG). On May 29, 2003,
CNPC signed two agreements with Yukos. The first
agreement would double annual Chinese imports of
Russian oil by rail to 6 million tons by 2005. A second
agreement outlined a plan to supply 20 million tons of ail
annually by pipeline beginning in 2005 and to increase the
amount to 30 million tons per year in 2010. If implemented,
the $150 billion 25-year deal would account for 25% of
Chinese oil imports and 10% of its oil supply, and provide
$60 billion in revenue for the Russian government.

The Russian government has yet to decide on the
pipeline routing, however. One variant, preferred by China,
would run 2,274km from Angarsk in Eastern Siberia to
Daging in Heilongjiang Province and cost $2.5 billion.
Transneft, Russia's state-owned oil distributor, and Japan
favor a costlier and longer aternative route, terminating in
Nakhodka and servicing the Japanese market as well. A
number of other energy projects are under consideration,
including the long-discussed Kovykta gas project, which
would ship natural gas from Irkutsk by pipeline to
Northeast China and South Korea beginning in 2008.
Despite the resurgence of interest in Sino-Russian
cooperation in the energy sector, China is aso continuing
to develop its domestic resources and actively pursuing
several projects with other countries, including Kazakhstan,
Azerbaijan, Australia, and Indonesia, to ensure
diversification of supply.

Bilateral and Regional Problems: Imperfect
I nter dependence

At the May 2003 summit meeting, Hu Jintao and Putin
pledged to boost Sino-Russian trade to $20 hillion in 2008.
While a laudable goal, this was not the first time this target
had been set. In 1996, Boris Yeltsin and Jiang Zemin also
declared that bilateral trade should reach $20 hillion - by
2000. By the end of 2002, trade had reached $12 hillion, a
record volume, but still low compared to China's trade with
the United States or Japan. In the first quarter of 2003,
Sino-Russian trade increased by 30% but may decline in

the second quarter as a result of disrupted air transportation
and cross-border links due to the SARS crisis.

The poor reputation of Chinese goods in Russia has
proved an intractable obstacle, athough Chinese exports
have fared better since the 1998 Russian financia crisis
made higher-quality imports from other countries
prohibitively expensive. To acquaint Russian consumers
with a wider variety of goods than those procured by
shuttle traders, Beijing opened two large department stores
and a trade center in Moscow. The quality of Russian
goods also is a problem O in 1999 China deferred
participation in ajoint project for the design and production
of Tupolev-330 transport aircraft, for example, due to
concerns over inadequate safety standards. After
considerable pressure from the Russian government, which
wants China to buy civilian aircraft as well as fighter
planes, Chinafinally agreed in September 2001 to purchase
5 Tu-204-120C medium-range transport jets, with an option
to buy another 10, which could include passenger jets.

Cooperation has been proceeding in space, nuclear
energy, and automobile production, but there have been
some high profile failures as well. Russids bid to provide
turbines for China's Three Gorges dam was rejected as
uncompetitive, leading some Russian officials to question
China's commitment to Sino-Russian partnership. In
December 2002, the China National Petroleum Corporation
failed to acquire a 75% stake in Slavneft: in a less than
subtle form of opposition to the Chinese bid, one of the
members of the delegation that arrived in Moscow for the
auction reportedly was kidnapped, and ultimately Sibneft
and Tyumen Oil bought the Slavneft shares at a fraction of
the price CNPC offered to pay.’

Although Chinese officials like to speak of the
considerable complementarities between the Chinese and
Russian economies [0 Russia has land and resources, while
China has surplus labor, which Russia needs, and lacks
sufficient land and resources O regional relations have
been one of the weaker areas of the Sino-Russian
partnership.” Regional leaders in Primorskiy Krai and
Khabarovsk Krai took a critical approach to border
demarcation efforts and, fearing that a more open border
would encourage illegal Chinese immigration to the
sparsely populated Russian border regions, have been vocal
in their opposition to a liberal border regime, despite the
economic benefits derived from regional economic
cooperation with China.®

Trade between Heilongjiang Province and Russia
amounted to $2.3 billion in 2002, nearly 20% of the overall
volume, and the province's trade has been expanding by
30% over the past three years. Nevertheless, since the
Chinese Northeast and the Russian Far East share many of
the same problems (especially underdevelopment and a
lack of investment capital), the most promising avenues for
Sino-Russian trade involve greater cooperation between

° Vladimir lvanov, "Russia Emerging as Energy Powerhouse", The Daily Yomiuri, June 14, 2003, p. 8.
° David Murphy, "Crude Pressure", The Far Eastern Economic Review, February 13, 2002, p. 28.

7

For a detailed examination of this issue, see Elizabeth Wishnick, Mending Fences with China: The Evolution of Moscow's

China Policy from Brezhnev to Yeltsin, (Seattle: University of Washington Press, 2001), Chapter 9.

8

Rossii, (Moscow: Muravei, 2001).

On Russian concerns over Chinese illegal migration to the Russian Far East, see Vil'ya Gel'bras, Kitaiskaya Real'nost'



China's coastal provinces and the Russian Far East. There
is now a direct air service between Shanghai and
Vladivostok, and Russian Far East business delegations
have been traveling to southern China in search of new
partners.

Transit trade involving South Korea may also provide
new opportunities, and South Korean shippers have
explored a variety of transit trade projects. In the spring of
2000, three new car ferry routes and one new container
route opened, linking South Korea, China, and Primorskiy
Krai. The growing economic cooperation between China
and South Korea, involving offshore production of
consumer goods, which are then exported via the Trans-
Siberian Railway (TSR) to Central Asia, Russia, and
Europe, has led to a 49% increase in the container volume
on the railway in 2002.°

Since 2000, the Russian government has been
promoting a rail link from the TSR to the inter-Korean
railway in an effort to encourage tripartite economic
cooperation between Russia and the two Koreas. In this
instance, however, Russia and China are squaring off as
competitors: China, too, plans to connect its railway to the
inter-K orean railway, viathe Seoul-Sinuiju line, in the hope
of becoming the gateway for cargo traveling from Asia to
Europe. If the TSR were connected to this line, then cargo
would begin moving through Russian territory in East or
West Siberia. However, if the TSR were linked to the
Seoul-Wonsan line, cargo would travel a much greater
distance on Russian territory, al the way from Nakhodkain
Primorskiy Krai, the terminus of the TSR, to Europe.
Fearing that the new rail projects would diminish the role
of local ports, which are dependent on trade with South
Korea, some Primorskiy Krai officials are opposed to the
development of anew Russian-Korean rail corridor.”

New International Challenges to Sino-Russian
Partner ship

In the aftermath of the 9/11 terrorist attacks against the
United States, it appeared as though a strategic realignment
was taking place in international politics, which would
render the Sino-Russian partnership obsolete. Putin was
one of the first leaders to pledge his support to the U.S.-led
anti-terrorism coalition. China and the United States
overcame recent tensions to cooperate in intelligence
gathering. Apart from issuing joint bilateral statements
condemning terrorism, China and Russia presented no
united response to the terrorist attacks either together or
through the SCO.

To recoup their influence over Central Asia at atime
of expanding U.S. military influence in the region, China
and Russia have taken a number of steps since 9/11, both
individually, and jointly through the auspices of the SCO.
At the SCO summit in May 2003, members agreed to
locate the organization's secretariat in Beijing. In a
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testament to China's support for the organization, the
Chinese government is offering the SCO office space free
of charge and China's Ambassador to Russia, Zhang
Deguang, is slated to be executive secretary. The SCO
plans to hold joint peacekeeping exercises in Kazakhstan
thisyear and in China next year.

Perhaps more importantly, however, both China and
Russia have been taking measures to enhance their
individual influence over Central Asian security to counter
the American military presence in the region. Russia has
established a military base in Kant, Kyrgyzstan, and has
sought to revive cooperation with Central Asia through
existing CIS institutions. China held peacekeeping
exercises with Kyrgyzstan in October 2002 and gave $3.5
million in technical assistance to Kazkahstan's military.
China also joined a new Asian confidence-building
organization in June 2002 and established an
interdisciplinary group under the auspices of the Chinese
Academy of Social Sciences to study regional security
issues.

Sino-Russian cooperation also has been limited in the
current North Korean nuclear crisis. Russian and Chinese
leaders have conferred several times on the issue and their
May 2003 summit declaration included their clearest
statement to date on their views of the crisis. Hu Jintao and
Putin advocated a peaceful diplomatic solution, resulting in
a non-nuclear Korean Peninsula, but also called for security
guarantees for North Korea and support for its
development.

Nevertheless, it is China that U.S. officials have
singled out as a potential mediator in the crisis, and Russia
seems likely to be left out of upcoming multilateral talks,
despite its active diplomacy on the Korean Peninsula in
recent years. The Sino-Russian partnership
notwithstanding, South Korea, rather than China, has been
the most vocal supporter of Russia's inclusion in
multilateral talks.

The Irag War is another issue that promised to bring
Russia and China closer together, much as the Kosovo
crisis did in 1999. Although Russian and Chinese |eaders
preferred a U.N.-sponsored solution to the crisis over Irag's
alleged possession of weapons of mass destruction and
were critical of the U.S. decision to intervene with a
coalition of the willing, Russia cooperated much more with
France and Germany on the issue than with China.
Nevertheless, the May 2003 declaration outlines a series of
priorities shared by the Russian and Chinese governments
regarding Iraq, including stability and humanitarian
intervention, respect for Iraq's sovereignty and control over
its natural resources, a leading role for the United Nations
in resolving the crisisin Iraq, and respect for the legitimate
rights of neighboring countries and other concerned parties.

9

Report, Vol. 52, June 2003, p. 23.

Hisako Tsuji, "Growing International Use of the Trans-Siberian Railway: Japan is Being Left Out of the Loop", ERINA

* |rina Drobysheva, "Primorskiy Krai Concerned about Russian-Korean Rail Link", Russian Region Investor, 3, no. 10 (May

23, 2001), <http://www.iews.org>.

Y To support the war effort in Afghanistan in the fall of 2001, the U.S. negotiated basing agreements with Uzbekistan and
Kyrgyzstan, and secured airport accessin Tgjikistan and later Kazakhstan.
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Conclusion

Contrary to expectation, the Yeltsin era turned out to
be the best period in Sino-Russian relations, and
subsequent leadership change in both countries has raised
new questions about the future development of the
partnership. Putin's enthusiasm for improving relations with
the United States in 2001-2002 and diplomatic overtures to
Europe have left Chinese leaders wondering if Russia is
reevaluating the priority of the Sino-Russian relationship.
In an interview with Renmin Ribao on June 4, 2002, Putin
insisted there had been no such reassessment, but when
pressed on the issue, he admitted that both China and
Russia need the U.S. more than each other in areas such as
economic cooperation.

The generational change now taking place in the
Chinese leadership also may have significant consequences
for China-Russia relations. In contrast to Jiang Zemin and
Li Peng, who speak Russian and lived and worked in the
Soviet Union during the period of Sino-Soviet friendship in

the 1950s, the current generation of Chinese |eaders
became politically active during the Cultural Revolution, a
time when the Soviet Union was demonized as China's
ideological opponent. Future generations of Chinese
leaders will be Western-educated and even farther removed
from the historical legacy of Sino-Soviet friendship.

The viability of the Sino-Russian partnership also will
depend on its ability to make a meaningful contribution to
pressing security and economic issues. The ineffective
response of the Sino-Russian partnership to the events of
9/11 and limited cooperation in subsequent crises in Irag
and North Korea attest to the difficulty Russian and
Chinese leaders have had in giving substance to their vision
of a multipolar world order. Thus far military cooperation
has been the most effective area of Sino-Russian
partnership. If Russia and China succeed in moving
forward with their substantial agenda for energy
cooperation, however, Sino-Russian cooperation could
finally acquire amore long-term and stable basis.
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Russian Energy Strategy 2020: Balancing Europe with the Asia-
Pacific Region

Viadimir I. Ivanov
Director, Research Division, ERINA

Introduction

Initialy, the Russian government approved the Main
Provisions of the Russian Energy Strategy to 2020 on
November 23, 2000. Before long, various economic,
administrative and legislative factors, including reforms in
the natural gas and power sectors, prompted the revision of
the document. The new version of the Energy Strategy to
2020 was approved on May 22, 2003. Some of the
document's key parameters and long-term targets became
more detailed and ambitious, while external priorities for
developing the energy sector were also set out.

Russiais the world's second largest exporter of oil and
the leading exporter of energy in al its forms, including
natural gas and oil products, coal and aso some electricity.
The Energy Strategy 2020 approved on May 22, 2003
envisages the expansion of the energy sector (Table 1) and
the growth of energy exports, particularly to Asia.

Table 1. Russian Energy Production and Exports,
2002-2020

Production Exports, US$ hillion
2002 2020 2002 2020

Oil (milliontons) | 380  450-520 | 184  140-310

Qil products 135 146-166 | 75 30-50
(million tons)
Natura gas 590 680-730 | 185  235-245
(billion m°)
Coa 253  375-445 47 55-60
(million tons)

Power generation | 892 1,215-1,365| 14 30-75
(billion kWh)

Source: Ministry of Energy

The main purpose of this overview is to clarify the
prospects for energy links between Russia and Europe, on
the one hand, and Russia and the Asia-Pacific region
(primarily Northeast Asia), on the other. The future of
Russia's energy cooperation with these two parts of the
world deserves careful assessment based on (1) Russia's
domestic priorities, (2) its potentia to fulfill the role of a
massive energy supplier, and (3) the capacity of Russias

eastern neighbors to support this potential. The outcomes of
these and other factors probably allow us to speculate on
both the nature and the depth of Russia's future energy
links with Northeast Asia.

Background

In the opinion of many economists and poaliticians, the
gloomy side of this exceptional position is Russia's
overwhelming dependence on the energy sector. Energy
industries occupy 25% of its GDP, providing for one-third
of industrial output and consolidated budget revenues, as
well as about half of export earnings and the proceeds of
the federal budget. Another problem is that Russia's energy
exports are predominantly destined for Europe.

The European Union (EU) makes no secret of the fact
that its increasingly high and growing import dependence
on Russia has to be kept within certain limits." Similarly,
Russian energy planners propose to diversify energy
exports, accessing new oil and gas markets in the Asia-
Pacific region, Northeast Asia in particular. The
government is proposing to diversify energy supplies to the
"north, east and south”, promoting energy production in
new, capital-intensive environments, including Eastern
Siberia, the Far Eastern region, the Arctic and the
continental shelf of the northern and Caspian sess.

The economies of Northeast Asia and possibly the
United States are emerging as potential new targets of
Russian oil producers and exporters of natural gas. Recent
policy trends support these intentions. In May 2002,
Moscow and Washington launched their "new energy
dialogue". Beijing has been successful in lobbying for an
export pipeline with a capacity of 30 million tons (Mt) from
Angarsk to Daging that would deliver to China as much as
700 Mt of oil by 2030.

In January 2003, a yet larger oil pipeline project from
Angarsk to Nakhodka (capacity of 50 Mt) received support
from the Japanese Prime Minister Junichiro Koizumi.®
Energy cooperation became part of the Japan-Russia
Action Plan adopted in January 2003. In 2002-2003, the
Russian Energy Ministry held high-level consultations with
counterparts in Japan, China, South Korea and Mongolia.

1

Energy: Let Us Overcome Our Dependence (Luxemburg: European Commission, 2000), p. 13.

A pipeline to Daging will deliver about 700 Mt of oil by 2030. It will be linked to oil reserves in Western Siberia that have
already been explored and proven. For China, the option of investing in overseas exploration and development would be
significantly more expensive than pipeline construction. At present, China controls more than 500 Mt of oil reserves overseas.
By 2005, CNPC plans to produce 35 Mt of oil ayear overseas but could only obtain about 18 Mt based on its equity holdings.

® At ameeting in St. Petersburg on May 20, 2003, Prime Minister Koizumi asked President Putin to approve the extension to
the Angarsk-Daging pipeline, bringing it to the Pacific coast. The indication is that the Japanese government plans to
encourage companies to sign up for exploration projects in the region and thus fill the financing gap (see Troika Dialog,

Russia-Equity Market, June 2, 2003, p. 4).



It is worth noting that the Russian Energy Minister
was invited to the discussion table at the recent
International Energy Agency (IEA) ministerial meeting. At
the meeting, the Japanese and South Korean energy
ministers stressed the importance of Northeast Asia and
energy cooperation in this region. The Russian participant
noted these views and the willingness to discuss prospects
for cooperation with Russia. The South Korean minister
even mentioned that his country plans to establish an
organization to contribute to subregional energy
cooperation and urged the IEA to assist with this process.

Mutual reliance

Russia's role in supplying oil and natural gas to
Europe is well known. During the next three decades, the
EU's energy production is expected to decline by about
17%, while net energy imports are expected to grow by
15%. The dependence of European countries on imported
energy is high and growing, projected to rise to 70% by
2030. The level of externa dependence for oil will reach
90%, while that for natural gas will approach 80%.
Reliance on nuclear power is unlikely to expand without a
broad public and policy consensus, not to mention a
solution to the problem of disposing of nuclear waste.

The war in Iraq reasserted Russia's key position in
meeting the energy needs of Europe's economies. Russian
energy exports account for 45% of all exports to the EU.
More than 80% of Russian oil exports (crude oil and oil
products) and more than 60% of its natural gas exports are
shipped to Europe. On the other hand, in 2002, gas exports
to Europe amounted to 129.5 billion cubic meters (Bcm),
covering 26% of its overall gas consumption, including
17% of the EU's total gas demand.*

Extensive energy links have made Europe and Russia
economically interdependent, requiring closer policy
coordination.® A Green Paper published by the European
Commission underlines the need for partnership with
Russig, in its capacity as one of the key energy-producing
economies. The sixth EU-Russia summit held in October
2000 in Paris proposed instituting an energy dialogue. The
exploratory phase for this dialogue was completed by the
eighth summit in 2001.

The concept of energy partnership covers ail, gas and
electricity and aims to improve investment opportunities in
Russids energy sector, in order to upgrade infrastructure,
promote efficient and environmentally friendly
technologies and enhance energy conservation. The short-
term goals include the improvement of the legal basis for
energy production and transport, legal security for long-
term energy supplies, the physical security of transport
networks, new transport infrastructure projects of "common
interest" and pilot projects in the field of energy
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conservation.

How much is enough?

However, over the next two decades, Russia is not
planning to expand its energy exports to Europe in physical
terms. Contrary to expectations, including projections by
the International Energy Agency (IEA), the Energy
Strategy 2020 basically reflects this change in priorities.
Russian energy planners assume that in 2010-2020, oil
exports could fluctuate between 140 and 310 Mt,
depending on external and domestic circumstances.® In the
upbeat projection by the Energy Ministry, oil output could
increase to 490-520 Mt in the course of the next decade or
s0, while domestic demand in 2010-2020 is estimated to
level off at 200-215 Mt.

On the other hand, the Energy Strategy 2020 stated
that oil exports to the Asia-Pacific region could reach 105
Mt, including 25 Mt produced by the Sakhalin offshore
fields. This new export direction would leave about 200 Mt
for al other destinations, including CI'S (Commonwealth of
Independent States) and European markets. Oil exports to
CIS economies are expected to increase, reaching 30-35 Mt
beyond 2010, leaving about 150-160 Mt of crude oil for
exports to Europe.

In 2001, combined oil exports from Russia and other
CIS oil producers to Europe were 181 Mt. Whatever
change in the volume of exports takes place over the next
two decades, it seems unlikely that the Russian
"contribution" will exceed current levels. On the other
hand, exports of il products are estimated to halve in 2020,
falling from 75 Mt in 2002, which also signals a reduction
in shipments to Europe.

The IEA's projections for natural gas production and
exports differ from the Energy Strategy 2020 estimates
even more significantly. According to the IEA, Russia
should reach a production volume of 710 Becm by 2010.
Thisis above the averaged target set by the government for
gas output in 2020, including around 100 Bcm extracted in
Eastern Siberia and the Far Eastern region, mostly by
independent producers.

The IEA forecast that Russia would deliver about 200
Bcm of gas to Europe as soon as 2010, rising to 244 Bcm
by 2030.” The Energy Strategy 2020 estimates that total gas
exports will grow from 185 Bcm in 2002 to 235-245 Becm
by 2020, rather than the 280 Bcm proposed by the IEA.
Exports to Europe are estimated at 160-165 Bcm, up 22-
23% from the 129 Bcm exported in 2000, including 110
Bcm delivered to OECD members.

On the other hand, the authors of the IEA World
Energy Outlook 2002 suggested that the share of gas in
Russids total primary energy supply will rise from 52% to
56% by 2030, when in fact Russian officials want to reduce

* Alexey B. Miller, "The Eurasian Direction of Russia's Gas Strategy", K eynote Address, 22" World Gas Conference, Tokyo,
June 4, 2003, p. 6. See also Green Paper - Towards a European Strategy for the Security of Energy Supply (Technical

Document), European Commission, 2000, p. 29.

® See Promoting International Co-operation, Communique, International Energy Agency, Mesting of the Governing Board at

Ministerial Level, 28-29 April 2003.

® The projections presented by the IEA show that Russia's net oil exports would be lower than 270 Mt in 2010-2030, while
some Russian oil majors predict that about 330-350 Mt could become available that would be surplus to domestic needs.
 World Energy Outlook 2002 (Paris: IEA/OECD, 2002), 118-119.
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this share to 45% by 2020. The IEA also grossly
underestimated Russia's potential to export natural gas to
maritime markets in the Asia-Pacific region, including
Japan, South Korea and the United States. In fact, the
Sakhalin 2 LNG project could export about 12 Bcm of gas
by 2015, or 50% more than the IEA outlook for 2030.
Estimates for gas exports to China and the Korean
Peninsula via pipelines are less dissimilar: 25 Bcm by 2030
proposed by the IEA and about 35 Bcm proposed by the
Energy Strategy 2020.

Oil ddlivery infrastructurein Eastern Russia

The Energy Strategy 2020 specifies that towards the
end of the projected period, oil and natural gas exports to
Asia should amount to one-third and one-sixth of the total
cross-border supplies of these two hydrocarbons
respectively. The plan includes building an oil pipeline
linking the Y urubcheno-Tokhomskoe oil-and-gas field in
Krasnoyarskiy Krai, and Taakanskoe and V erkhnechonskoye
oil fieldsin Y akutia with the existing trunk oil pipeline that
runs from Western Siberia to Angarsk, near Lake Baikal.
Then, a mega-pipeline should be built in an easterly
direction along existing railway routes. From Tynda, a
larger pipeline would stretch along the Trans-Siberian
railway to Nakhodka, while a smaller one would turn south,
crossing China's border.”

This pipeline system designed by the Energy Ministry
basically combines two separate projects. In 2000-2001,
Y ukos pushed for a 30 Mt capacity oil pipeline routed to
China. A little later, Transneft proposed a 3,765 kilometer-
long pipeline with a capacity of 50 Mt from Angarsk to
Nakhodka, including a deep-water port and an oil terminal
with a stockpiling facility of 4 million cubic meters.’” The
estimated costs of these projects were close to $3 hillion
and $6 billion correspondingly. If it materialized, this
integrated infrastructure could divert as much as 15-20% of
Russids total oil output and 25-30% of its entire exports to
Asia-Pecific markets.

The management of Transneft reiterated that a larger
pipeline to the Pacific coast would alow access to multiple
markets in Northeast Asia and possibly North America.
This pipeline would also alow the tapping of new oilfields
in remote areas. Y et another argument in favor of the
Angarsk-Nakhodka pipeline is its impact on regional
development. Indeed, in 2002, the government re-adopted a
modified program for the economic and social development
of the Far Eastern region and the provinces adjacent to
Lake Baikal. Given that the program's implementation

requires much more investment than the regional and
federal budgets can provide, mega-projects such as the
Angarsk-Nakhodka pipeline with a branch to Daging would
facilitate the mobilization of investment.”® Furthermore, the
"northern route" proposed by Transneft could offer a way
out of the environmental deadlock that the "southern route”
creates due to the pipeline transiting Tunkinskiy National
Park in Buriatia.

The integrated plan steered by the Energy Ministry
also envisages building in parallel a high-capacity gas
pipeline (about 33 Bcm), connecting the Kovykta gas field
and a gas pipeline network in Western Siberia with the
Pacific coast of Russia. This project, if implemented, will
have a strong positive impact on regional development and
the investment climate in Eastern Russia, facilitating the
exploration and development of gas reserves in Eastern
Siberiaand Y akutia

Oil prices

Prices for energy are likely to play a crucia role in
defining the terms and conditions for existing and
anticipated energy ties between Russia and Europe, as well
as newly designed projects that should link Eastern Russia
and Northeast Asia.

The Energy Strategy 2020 specifies that, with
international ail prices staying close to $30 per barrdl, Russias
energy exports could increase by 26-28% by 2010 and 36-
38% by 2020. If prices stabilize in the range of $18-20 per
barrel, total energy exports are likely to rise by only 15-17%
by 2010 and by 20-22% towards 2020, leveling off from 2005
onwards at 1990 physical volumes. Obviously, moderate
energy prices would reduce the feasibility of such proposed
mega-projects as Trans-Siberian oil and gas pipelines.

The prospects for a reduction in oil prices in the
aftermath of regime change in Iraq have been actively
debated. Various research centers and private sector
companies generally agree that an increasing supply of oil
would lower prices. However, experts tend to disagree on
how significant this reduction might be. OPEC officials
consider a level of $25 per barrel to be reasonable,
proposing to cut production quotas in order to avoid
oversupply. On the other hand, the |IEA has assumed that
oil prices in 2020 will stay close to $25 per barrel at 2000
values. These projections have been criticized as being
unredlisticaly low and based on rather inflated estimates of
OPEC's output capacity of 57.5 million barrels of oil a day
(Mbd) by 2020. The argument is that OPEC's total
maximum output cannot possibly exceed 40 Mbd."

® In addition, ExxonMobil (Sakhalin-1) plans to build a pipeline with a capacity of 12.5 Mt from Sakhalin to the continent,
across the Tatarskiy Strait. On the other hand, Sakhalin Energy (Sakhalin 2), a consortium led by Royal Dutch Shell, would

build a north-south oil-and-gas pipeline system in Sakhalin.

9

Transneft holds a monopolistic position, covering oil supplies within the CIS and handling more than 95% of crude oil

exports. It seems likely that, when Y ukos initiated the dialogue on a pipeline project to China, Transneft felt that if private oil
firms were to fund new pipelines, this could jeopardize not only its own role, but also the interests of the state, including

control over the oil mgjors.

 Reportedly, one million tons of additional oil production capacity from the new fields may require $300 million of
investment. If the 50 Mt capacity Transneft pipelineis eventually used only for oil supplied from new fields in Eastern Siberia
and Y akutia, these areas will need about $10 hillion invested in exploration and devel opment.

% Ali Morteza Samsam Bakhtiari "2002 to See Birth of New World Energy Order", Oil & Gas Journal, January 7, 2000, pp.

11-19.



On the other hand, some Russian oil experts have
suggested that in the mid-term, $21-23 per barrel is a fair
price for Russian crude oil and that $25-30 per barrel is too
high, given that at this level, the production of aternative
fuels as a substitute for oil would become feasible.”
According to the U.S. Energy Information Administration,
gas-to-liquid (GTL) technology could be an attractive
marketing option at a certain price level for oil, because the
infrastructure for petroleum products is already in place.
GTL technology also has enough versatility to
accommodate smaller gas deposits economically. In
addition, GTL offers a number of environmental
advantages that may enhance its economic attractiveness.
However, it would require a long time and massive
investment before a sizable GTL production capacity could
not just complement oil, but constitute large segments of
motor fuel supply.

According to some international oil majors such as
ExxonMobil, in the last two decades, resource additions in
both oil and natural gas have dramatically lagged behind
increases in demand. Advanced new exploration methods
have somewhat checked the decline in newly discovered
reserves, albeit in areas with a challenging operating
environment. Conditions that make oil and gas harder to
recover will cause the prices of these resources to increase,
with the lower boundary of the proposed price band nearing
$23-25 per barrel over the next two decades. However, the
upper boundary reaches the $50 mark, reflecting increasing
demand for oil and gas accompanied by decreasing
discovery volumes.

The point made by ExxonMobil® is that, contrary to
popular belief, for quite some time, the discovery of large
volumes of oil and gas has not been related to price
fluctuations, but was rather driven by the evolution of
technology and geopolitical developments that have
improved access to resources. In this context, the regime
changes in Russia (1992) and Iraq (2003) serve as
examples of "improved geo-political access', although in
the case of Russia, it may take aslong as 15-20 years for oil
production to recover to its 1990 level. The good news is
that the Russian oil sector is mainly privatized and oil
companies could compete with OPEC suppliers at the
lowest boundary of the projected price band.

Prospectsfor natural gas

Despite the rather upbeat projections for oil exports to
the Asia-Pacific region (about 100 Mt in 2020) made in the
Energy Strategy 2020, estimates for natural gas are quite
conservative, reflecting various impediments and barriers
to cross-border trade. There is no question that the energy-
importing economies of Northeast Asia will significantly
expand their reliance on natural gas. By 2020, demand for
natural gasin Europe is due to grow by 2.7% a year, while
in the Asia-Pacific region the increase in gas demand is
expected to reach 4.5% a year.

There is a problem in that market access for pipeline
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gas cannot be assured without adjustments to domestic
policies in Japan, South Korea and China. In Japan,
regional energy companies have enormous influence in
determining the future of the power industry. If these
companies, following global trends, reduce their emphasis
on nuclear power, leveling off its current share in electricity
generation, the market for natural gas will grow rapidly.
Natural gas share in power generation could rise from the
current level of 24% to 30% or more, which could justify
the construction of a gas pipeline from Sakhalin to Sendai
or Niigata, asis being proposed by ExxonMobil.

In South Korea also, official projections assume that
nuclear and coal-fired plants will account for about 80% of
total power generation beyond 2010, with "expensive"
LNG remaining a marginal fuel. A gas pipeline from
Sakhalin could allow the use of less expensive gas. On the
other hand, given the current state of inter-Korean relations,
an inland trans-K orea gas pipeline seems unlikely.

In China, the prioritization of the West-East pipeline
over imports may have a negative impact on gas
penetration. The west-east project is very expensive and the
pipeline's capacity is comparatively low, if the
transportation distance involved is taken into consideration.
These factors would inevitably result in very high prices for
natural gas, deterring customers. In addition, imported
LNG will also be expensive compared with pipeline gas
that could be imported from Russia or Central Asia. Both
these factors are likely to hold back the development of the
gas market, potentially curbing gas demand and
opportunities for cross-border pipeline projects.

The predominant reliance of Japan and South Korea
on LNG creates a barrier to most of the Russian natural gas
that could be supplied from the heartland of Eastern Siberia
and Y akutia via pipelines. By 2020, the global demand for
LNG (excluding U.S.) is expected to quadruple, while the
share of LNG in gas consumption will increase from the
current 10% to 25%. A number of new technological trends
and innovative marketing concepts could further enhance
the advantages of LNG in the context of Northeast Asia.

Given these circumstances, Russia need not rely on
pipeline projects alone, as it does in Europe. Potential
independent gas producers should seriously consider LNG
in combination with pipeline projectsO goals that the
Energy Strategy 2020 does not formulate. In this regard,
the recently announced blueprint for natural gas
transportation schemes in Eastern Russia, including two
LNG terminals to be located in the vicinity of Vladivostok
and Vanino and connected with both Sakhalin gas reserves
and East Siberian gas reserves, could be a step in right
direction.” Furthermore, advanced GTL technologies could
help moderate the region's high dependence on oil, using
competitive sources of natural gas.

Gasprices
On the other hand, the authors of this document
provide for major adjustments in natural gas pricing in

2 Interview with Mikhail Khodorkovskiy, Itogi, December 17, 2002.
® Harry J. Longwell, Executive Vice President, ExxonMobil, Remarks at the Offshore Technology Conference, Houston,

May 7, 2002.

“ See Alexey B. Miller, op. cit., Figure 5. Gas of the Russian East.
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Russia. Currently, low domestic gas prices (0.62 of the
level for coal) make Gazprom's revenues and investment
programs almost entirely dependent on exports. This
situation will change with increased gas prices (1.1 of the
level for coal by 2006), improving further from 2010-2020.

By 2006, domestic gas tariffs adjusted for inflation
should double compared with 2002 levels, while by 2010,
the domestic price is expected to be balanced by European
gas market prices adjusted for transit fees, import tariffs
and other duties. As a result, gas prices will be triple the
current level by 2010.”

Changes in gas pricing would obviously affect prices
for electricity and coal, which are expected to grow by half
by 2006, doubling by around 2010. At the same time, the
competitiveness of coal will increase, leading to a decrease
in the share of natural gas in the total primary energy
supply from the current 50% to 48% by 2010 and 45% by
2020. By 2010, the share of coal in the total energy supply
is projected to grow from the current 19% to 20%, with the
share of nuclear power rising from 11% to 12%, replacing
natural gas.

Increased gas prices would enlarge the proceeds from
domestic sales, making gas exports less attractive. On the
other hand, gas market reform and liberalization promise to
make investment in new natural gas ventures more feasible.

Canada asa model

The Energy Strategy 2020 envisages natural gas
production in Eastern Siberia and the Far Eastern region
climbing to 100 Bcm under favorable conditions. However,
it does not offer a detailed concept for reserve
development, infrastructure construction and gasification in
these areas. As mentioned above, the Energy Ministry and
Gazprom® proposed building a Trans-Siberian high-
capacity gas pipeline, connecting the Kovyktinskoe and
Chayandinskoye gas fields and other gas fields in Eastern
Siberia and Y akutia in parallel with the Trans-Siberian ail
pipeline.

Indeed, the largest cities in Eastern Russia are located
along the Trans-Siberian railway. The total population of
these cities is more than 4 million and at least another 4-5
million people live in smaller settlements located along the
border with China. In addition, the same railway zone is a
prime location for major industrial enterprises and power
plants.

This plan for gas transportation includes an extension
of the pipeline from Vladivostok to the Korean Peninsula.
However, it seems that the "Canadian pipeline model"
could be more redlistic in policy terms and more fundable
in terms of the project's implementation. Indeed, there are
some similarities between Eastern Russia and Canada, with
its "gas production in the west, consumption in the east"
pattern.

In Canada, the single West-East transmission pipeline
system moves gas across the country and along the U.S.

border. Although there is considerable domestic
consumption of gas, the 16 export pipelines deliver gas to
U.S. markets. These pipelines are spread out along the
border and their total annual maximum capacity is above
80 Bcm." Canadian gas infrastructure allows the number of
users to be maximized with a number of export-oriented
branch pipelines tailored to market needs. A similar
approach adopted in Eastern Russia would serve to
integrate the domestic use of natural gas with its export to
neighboring cities in northeastern China.

Power generation: Nuclear and coal

The Energy Strategy 2020 proposes the interconnection
of power grids in Eastern Russia between Western and
Eastern Siberia and the Far Eastern region. The Federal
Grid Company and the System Operator, both funded from
federal sources and controlled by the state, will be the
major playersin the national grid's maintenance, expansion
and management. Electricity prices are projected to double
by 2020, reaching 4.0-4.5 cents per kWh as the average
tariff for al groups of customers.

Cross-border interconnection is also on the agenda,
with optimistic forecasts of electricity exports reaching 75
TWh by 2020. European electricity markets and power grid
interconnection are defined as the priority goals.

The Energy Strategy 2020 envisages the construction
of new power plants, including coal-fired and hydroelectric
power plants built in Eastern Siberia and hydroelectric, gas-
fired and nuclear power plants constructed in the Far
Eastern region. In total, the share of nuclear power in
power generation should rise from the current 16% to 23%
by 2020 (32% in Western Russia). These power plants will
be under the control of a unified state company and their
competitiveness visfa-vis thermo-power plants will be
significant (2.4 cents per kWh in 2015).

Y et another major priority for power generation is a
very significant increase in coal production. Inter-regional
transportation of coal from production sites in eastern
regions to consumption centers in western areas would
double coal shipmentsto 130 Mt ayear by 2020.

By 2020, both Eastern Siberia and the Far Eastern
region should see the expansion of coal output to 40-50 Mt
in each area, including 75-80% produced from open cast
projects. Reduced production costs and improved quality of
coa could potentially expand export prospects for Russian
coal in Japan and South Korea. New generation coal
mining equipment would allow the setting up of production
cooperation schemes involving foreign manufacturers.

Hydroelectricity

As of today, despite the critical significance of oil and
natural gas, the most advantageous area for cross-border
energy cooperation appears to be hydroelectric power.
Electric power is now the only exportable energy resource
in Eastern Siberia. The regional electric power systems in

* Domestic gas prices, projected to rise from the current $23 per 1,000 cubic meters (Kcm) to $40-41/Kem in 2006, $40-
45/K.cm in 2008, $59-64/Kcm in 2010 and $60-65/K cm towards 2020.

* See Alexey B. Miller, op. cit., Figure 5. Gas of the Russian East.

Y Natural Gas Pricing in Competitive Markets (Paris: OECD/IEA, 1998), 64; Energy in Canada 2000, 60, available at

WWWw.Nnrcan.gc.ca/ec




Krasnoyarskiy Krai and Irkutskaya Oblast have excess
capacity, capable of producing about 16-18 billion kWh
(TWh) of electricity. Annual power generation by al Far
Eastern hydroelectric power plants is 11 TWh. After the
completion of four new projects, power output will grow to
acombined total of 23 TWh ayear.

Eastern Russia's unique hydroelectric power potential
presents an opportunity for projects that are efficient both
in economic and environmental terms. Moreover, the
gradual deregulation of natural gastariffsin Russiaislikely
to make hydroelectric power more competitive in the
future. By 2010, the total newly commissioned capacity in
both areas is likely to reach 4 GW, including 1.5 GW in
Eastern Siberia and 2.5 GW in the Far Eastern region.
During the following decade, new capacity is expected to
total just 2.2 GW, including 1.4 GW in Eastern Siberia.
After the completion of these projects, the hydroelectric
power utilization rate in the Far Eastern region will be 6%.

The potential for electric power exports will be further
enhanced with the commissioning of the Bureyskaya HPP,
the top priority for the Far Eastern region. Its
commissioning will reduce the demand for coal from
distant sources and alow electricity exports to China and
the Koreas. By 2020, if adequate investment is secured, the
seven hydroelectric power projects currently under
construction and those at the planning stage will generate
up to 50 TWh of electricity at competitive prices. In the
optimistic scenario, electricity exports from the eastern
regions of Russia to neighboring countries may be
estimated at 20-22 TWh by 2010 and 50-60 TWh by 2020.
The Chinese market could provide an opportunity for
electricity exports of about 15-25 TWh a year from
Irkutskaya Oblast alone.

However, as of today, there are only 110 kV and 220
kV power lines extending to Mongolia and Northeastern
China, and these have a limited transmission capacity.
Discussions are underway concerning the formation of
cross-border electric power network infrastructure, with
Russia playing the role of the electricity supplier. Thisis
not an easy task, considering the distances and costs
involved, not to mention access to neighboring markets.
The practical steps proposed by electricity expertsinclude a
2,600 kilometer-long 600 kV "Bratsk-Beijing" 3GW (18
TWh) capacity line, and a 470 kilometer-long 600 kV
"Sakhalin-Japan" 4GW (22 TWh) capacity line.

Investment requirements

The energy sector development outline for Eastern
Russia contains significant potential for investment,
including new business opportunities for companies and
investors from Japan, South Korea, the U.S. and China.

More generaly, the development of energy industries
in Russia is seen in the context of technological
advancement and hi-tech research and development efforts
that will reduce project costs and enhance energy
efficiency. For example, a new hi-tech phase in generation
could be based on superconductivity, cryogen technology
applications in power generation and transmission, fast-
breeder reactor technology, tidal power generation and
hydrogen energy.

To sustain domestic demand, expand exports and
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modernize domestic energy industries, Russia heeds at least
$620 billion of investment over the next two decades,
including $260-300 billion mobilized before 2010-2012.
Most of these funds should originate from private sources
and loans. This investment program should support energy
infrastructure development, including the construction of
new power plants and the modernization of existing
facilities, as well as a broader re-orientation of the energy
sector towards increased efficiency and added value. In
2001, the total amount of investment in the energy sector
from all sources is projected to reach $660-810 billion
(Table 2).

Table 2. Estimated Investment Requirements,
2002-2020 (US$ billion)

2001-2010 | 2011-2020
Oil 230-240
Natural gas (continental projects) 170-200
Coal 20
Heat production and use 70
Power generation, including 130-170
Power generation 110-140
Power grids 20-30
Nuclear power
Energy saving programs 50-70
Total 260-300 | 400-510

Source: Ministry of Energy

It should be noted that these figures are not
astronomical in the context of worldwide energy industry
needs. According to private energy companies, if world
output grows by 3% a year, with energy demand increasing
by 2% annually and the recovery of energy resources from
existing fields dropping by 4-6% a year, by 2010 about half
of oil and gas consumption will have to rely on newly
developed reserves. Most of these new reserves are located
offshore, in deep-sea areas and/or in Arctic latitudes, in
locations distant from consumption centers. The increasing
complexity of recovery requires advanced technologies and
huge start-up investment, estimated at about $1 trillion for
the current decade alone. For example, the investment
program of ExxonMobil up to 2010 is estimated to total
$100 billion.

Conclusions

In one way or another, these investments are likely to
be mobilized, considering that oil reserves in Russia are
estimated at 17,000-20,000 million tons (Mt), allowing
production of 450-500 Mt of oil ayear for another 30 years.
Proven reserves of natural gas would alow annua gas
production to be sustained at 600-700 billion cubic meters
(Bcm) for at least the next 50 years. Gazprom alone
controls 20% of world gas reserves, accounting for 23% of
world gas production.

Only the Sakhalin 1 and Sakhalin 2 international
consortiums, in which Japanese companies are involved,
plan to invest as much as $25 hillion over the next decade
or so, but several other oil and gas projects on the Sakhalin
shelf are in the formation phase, promising to generate
another $30 billion to $50 billion in investment.
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British Petroleum works closely with the state-owned
Rosneft in exploring prospects for investing in the Sakhalin
5 and Sakhalin 4 projects. Also, BP recently decided to
invest almost $7 billion in a new company formed with
TNK, the Russian oil major with a presence in Eastern
Siberia. In this context, an oil pipeline project to Nakhodka
that the Japanese Bank for International Cooperation could
partially back with its low-interest |loans looks like a
reasonably priced venture.

All these investment funds that should support energy
infrastructure development in Russia would potentially
create huge business opportunities for Japan and Russids
other neighbors. Investors and equipment manufacturers
could benefit from the construction of new power plants
and the modernization of existing facilities, as well as a
broader reorientation of the Russian energy sector toward
increased efficiency and added value.

More generaly, the development of energy industries
is seen by the Russian government in the context of
technological advancement and high-tech research and
development that would reduce project costs and enhance

energy efficiency. Japan-Russia technological cooperation
in the field of energy, fuels and emission reduction could
benefit both countries.

In addition, cross-border power interconnection is on
the Russian long-term agenda, with forecasts of electricity
exports to China and the Koreas. European electricity
markets and power grid interconnection have been aready
defined as the priority goals. Eastern Russia's unique
hydroelectric power potential presents an opportunity for
projects that are efficient both in economic and
environmental terms. It seems that the proposed plan for
energy sector development contains significant potential for
investment and trade, including new business opportunities
for companies and investors from Japan, South Korea, the
United States and China. On the other hand, cross-border
energy cooperation in Northeast Asia, focused on energy
sector development in Eastern Russia, would enhance the
energy security of the economies of this area, contributing
to their international competitiveness and the political
stability of the entire Asia-Pacific region.
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The Northeast Asian International Ferry Project (Summary)

Ikuo Mitsuhashi, Senior Fellow, ERINA
Kazumi Kawamura, Researcher, Research Division, ERINA

Last year, ERINA published the Vision for the
Northeast Asia Transportation Corridors. This was the
culmination of several years of research by people from
countries and regions within Northeast Asia (hereafter
referred to asNEA).

One of the main aims of the Vision is to promote
smooth connections between transport corridors and
maritime transport routes across the Japan Sea and the East
China Sea, amongst others, in order to encourage
international trade in continental NEA, particularly its
landlocked areas.

One means of creating such connections would be the
establishment of a network of international ferry services.
This paper outlines the current situation, problems and
measures that could be taken with regard to building aferry
network in NEA.

1. There are more than twenty international ferry routes
in NEA. However, links are poor between Japan and
two of the corridors leading to the Japan Sea (or
Tonhe, in Korean): No. 3 corridor (the Suifenhe
Corridor) and the No. 4 corridor (the Tumen River
Corridor). Therefore, setting up convenient cross-
Japan Sea links between Japan and these two corridors

in the form of ferry services is a matter of the utmost
urgency.

The current functions of ferry servicesin NEA are not
quite the same as those in Europe or domestic services
within NEA, which not only carry passengers and
cargo, but also assist in the movement of vehicles to
the counterpart country. Vehicle movement is the most
important function of European and domestic ferry
services. However, apart from the Kampu ferry
(sailing between Shimonoseki in Japan and Busan in
South Korea), ferry services in NEA are not involved
in vehicle movement, due to various national
immigration policies. Even the Kampu ferry carries
only a small volume of traffic, due to the strict
regulations placed on it. Therefore, we recommend
that restrictions on international vehicle movement in
NEA be eased considerably in the near future, in order
to strengthen regional economic integration.

Finally, we recommend that efforts be made to further
Japanese people's understanding of the ideal shape of
a borderless society in NEA because, in comparison
with such continental countries as Russia, China and
Mongolia, Japanese attitudes toward the concept of
borderless communities are still rather negative.
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Recent Amendments to Foreign Investment Related Laws in the
DPRK (6) (Summary)

Mitsuhiro Mimura
Researcher, Research Division, ERINA

The Democratic Peopl€e's Republic of Korea (hereafter
the DPRK) revised its major foreign investment related
laws on February 26, 1999. The last five articles have dealt
with brief descriptions of the investment climate and modes
of foreign direct investment (FDI), drawn comparisons
between the systems of FDI in the DPRK and the People's
Republic of China (hereafter China), and introduced each
law and regulation that has recently been revised or
enacted.

This article will focus on the following laws and
regulations: Insurance Law of the DPRK, Regulations on
Resident Representative Offices of Foreign Enterprises in
Rason Economic and Trade Zone, Regulations on Entrepot
Trade in Rason Economic and Trade Zone, Regulations on
Contract Construction in Rason Economic and Trade Zone,
Regulations on a Forwarding Agency in Rason Economic
and Trade Zone, Regulations on Statistics in Rason
Economic and Trade Zone, Regulations on Tourism in
Rason Economic and Trade Zone, Regulations on Financial
Management of Foreign-Invested Enterprises in Rason
Economic and Trade Zone, Regulations on Foreigners'
Immigration and Residence in Rason Economic and Trade
Zone and Custom Regulations for the Rason Economic and
Trade Zone. Some of these regulations, mainly focusing on
Rason Economic and Trade Zone, have undergone
significant revision. This is mainly because of the advance
of the open-door policy and of the development of methods
for dealing with foreign-related business.

The Insurance Law of the DPRK was enacted on April
6, 1995 and revised on February 4, 1999. This law is the
basic law governing insurance in the DPRK. In the DPRK,
insurance is classified into two categories: personal
insurance and property insurance. Other than in Rason
ETZ, the state insurance body conducts insurance business
in the DPRK. In Rason ETZ, foreign investors and
"overseas Korean compatriots" may also engage in
insurance business.

The Regulations on Resident Representative Offices
of Foreign Enterprises in Rason Economic and Trade Zone
were enacted on February 21, 1994 and revised on October
27, 2000. In the Rason ETZ, the term of residence of a
representative office is up to three years and the number of
officers shall not exceed five, except for administrative,
technical or service staff such as interpreters, typists,
bookkeepers and drivers.

The Regulations on Entrepot Trade in Rason
Economic and Trade Zone were enacted on July 15, 1995
and revised on October 27, 2000. The definition of entrepot
trade was expanded by adding the provisions of
"repackaging”" and "some processing” in the most recent
revision. A provision that prohibits businesses labeling

goods with a DPRK certificate of origin or its trademark
was also added.

The Regulations on Contract Construction in Rason
Economic and Trade Zone were enacted on July 15, 1996
and revised on October 27, 2000. After the revision, a
chapter regulating the planning (of buildings) and
provisions that should be regulated by contracts were
deleted. In the DPRK, the guarantee period of a structure
built under contract is one year.

The Regulations on a Forwarding Agency in Rason
Economic and Trade Zone were enacted on July 13, 1995
and revised on March 21, 1999. In these regulations, the
activities of forwarding agents are defined as "acceptance,
dispatch, arrangements for cargo handling and storage,
customs clearance, inspection and quarantine, settlement of
costs, dealing with mishaps, arrangement of transport and
the like, for transit cargoes in a foreign shipper's
consignment." An external transportation body in the
Rason ETZ may engage in these activities. When a shipper
intends to transship cargoes under this regulation, it must
notify one of the forwarding agencies of the information
needed to fill in the bill of landing or the invoice five days
before transshipment. In the case of transshipment to/from
railroads, prior notice to the railroad organization should be
made by the 20" day of the previous month.

The Regulations on Statistics in Rason Economic and
Trade Zone were enacted on March 6, 1999. These new
regulations were formulated "with a view to taking proper
statistics on social and economic situations and establishing
a proper order for the management and use of statistical
data" (Art. 1) Statistics, defined in this regulation, includes
"data with respect to the level of economic and cultural
development, information related to natural resources,
population and livelihoods and so on." (Art. 2) The
statistical data relating to operational activities are to be
compiled through statistical reports, while those relating to
social and economic situations, population, livelihoods and
prices are to be gathered through statistical research. (Art.
13) In this regulation, statistical data are treated as secret
documents. This is not to protect foreign invested
enterprises but to protect the secrets of the Rason ETZ.

The Regulations on Tourism in Rason Economic and
Trade Zone were enacted on July 15, 1996 and revised on
April 29, 2000. These regulations are intended to regulate
sightseeing in the Rason ETZ by foreigners and overseas
Korean compatriots. Sightseeing is defined as "tours for
the proposes of sightseeing, education, recuperation, study,
entertainment and so on." In the event that a foreigner or an
overseas Korean enters the Rason ETZ directly from a
foreign country for sightseeing purpose, she or he does not
need to obtain a visa. Instead, she or he must obtain a
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document of approval of sightseeing, such as a tourist
certificate, etc. In principle, sightseeing tours must be
arranged in groups. Before the revision, there was an article
allowing tourists to bring with them a camping car or atent,
but this has been deleted from the new regulation.

The Regulations on Financial Management of
Foreign-Invested Enterprises in Rason Economic and Trade
Zone were enacted on May 13, 2000. These form a kind of
basic law in the field of the financial management of
foreign-invested enterprises in the Rason ETZ. The DPRK
also has the Regulations on Financial Management of
Foreign-Invested Enterprises for areas other than the Rason
ETZ. Compared with these, the Regulations for the Rason
ETZ have more specific and effective measures relating to
the creation and utilization of capital, financial planning,
assets, the calculation of production costs, financial
settlements, profit distribution and fund management.
Regarding financial liquidation, the Implementing
Regulation for the Law on Equity Joint Venture, the
Implementing Regulation for the Law on Contractual Joint
Venture and the Regulations for the Implementation of the
DPRK Law on Wholly Foreign-Owned Enterprises have
provisions for setting up orders for claims to be paid. The
three implementing regulations give priority to state levies,

while these regulations prioritize the remuneration of
employees for their labor. This discrepancy may lead to a
conflict when a foreign-invested enterprise in the Rason
ETZ is dissolved.

The Regulations on Foreigners' Immigration and
Residence in Rason Economic and Trade Zone were
revised on February 19, 2000, when the two related
regulations were merged. In this regulation, the stay of a
foreigner is divided into two types; short stays (up to 90
days) and long stays (more than 90 days). A foreigner
should report his or her arrival by the day following entry
to the zone, except for those who will leave the day after
they arrive in the zone. A revision in 2000 led to this
regulation being supplemented with exhaustive provisions
for landing/exiting and residential formalities.

The Custom Regulations for the Rason Economic and
Trade Zone were enacted on June 28, 1995 and revised on
September 23, 2000. These are the only regulations adopted
by the Decree of the Central People's Committee. They
originally comprised sixty articles, but this increased to
seventy-four after the revision. The provisions concerning
customs registration and clearance, and customs inspection
and control were thoroughly revised.
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