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Japanese ODA to China and Indonesia: An Ex Post Facto

Evaluation of its Effectiveness (Summary)

Shuntaro Shishido
Visiting Researcher, ERINA
Professor Emeritus, International University of Japan & Tsukuba University

Most studies of the effects of ODA have dealt only with
its direct impact on the macroeconomy without considering
the indirect effect of FDI (foreign direct investment)
induced by ODA through sectoral analysis. This article is
based on a more detailed report on Japanese ODA
published by an English-language academic journal
published by ERINA (JESNA Voal. 4, No. 2, 2003)

This article analyses the overall impacts of Japanese ODA
to China and Indonesia, the two biggest recipients of aid
from Japan, taking into account both the direct and indirect
effects of ODA, by using dynamic multisector econometric
models for these countries in the context of the EITF, a
global model originally constructed by ERINA in 1995.

The impact is greater than is suggested by conventional

Tablel China Joint Effects

research into Japanese studies of Japanese ODA, as these
tend to neglect or completely disregard the indirect effects
of induced the FDI stimulated by Japanese ODA, which
generally places greater emphasis on the infrastructure of
recipient countries than does aid from other donor
countries. In aglobal simulation, it was found that Japanese
ODA to both Chinaand Indonesia had a significant positive
impact on GDP, increasing it by 7 to 15% in the case of
China, 1 to 4% for Indonesia, 0.6% for Singapore, 0.5% for
Thailand, 0.4% for Japan, 0.3% for Malaysia, 0.2% for the
UK, 0.15% for Canada, and 0.14% for the USA. The article
concludes with a discussion of the policy implications of a
Northeast Asian development program covering alternative
strategiesin the context of Japan's ODA and FDI.

1980 prices, billion yuan

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
Investment (1)
a 408.3 533.4 604.6 676.3 758.9 8842 1,080.7 11,0784 13979 14132
b 4817 643 7771 8858 10168 1,169.1 13582 12874 16737 16312
difference -735 -109.5 -172.5 -209.5 -257.8 -284.9 -2775 -209.0 -275.9 -218.1
ooo  -152%  -17.0%  -222%  -23.7%  -254% @ -244%  -204% < -162%  -165% < -13.4%
GDP (VD)
a 991.0 1,236.4 1,374.2 1,452.3 1,584.6 1,767.1 2,157.4 1,919.4 2,511.2 2,458.9
b 10578 13667 15496 16790 18606 20949 24805 21421 28598 2,721.2
difference -66.8 -130.3 -175.4 -226.8 -276.0 -327.8 -323.1 -222.7 -348.6 -262.3
ooo -6.3% -95% -113% -135% -148% -156% -13.0% -104% -12.2% -9.6%
Private Consumption (C)
a 459.1 554.7 611.9 643.0 694.8 766.0 917.0 826.2 1,0549 1,035.5
b 484.8 604.9 679.4 730.3 801.0 8922 10414 9119 11891 11365
difference -25.7 -50.2 -67.6 -87.3 -106.3 -126.2 -124.4 -85.7 -134.2 -101
ooo -5.3% -8.3% -9.9% -120% -133% -141% -11.9% -94%  -11.3% -8.9%
Exports (E)
a 202.3 199 230.3 286.6 3017 3213 353 400.5 3914 417.8
b 204.7 201 2347 290.0 305.7 323.0 3543 397.6 3885 4159
difference -2.4 -21 -4.4 -34 -4.0 -1.7 -1.4 2.8 29 19
goo -1.2% -1.0% -1.9% -1.2% -1.3% -0.5% -0.4% 0.7% 0.7% 0.5%
Imports (M)
a 152.8 191.3 239.0 2754 309.4 356.1 521.9 507.2 616.5 640.3
b 163.0 2123 2735 3218 367.4 4254 609.4 573.8 700.9 712.7
difference -10.2 -20.9 -345 -46.5 -58.0 -69.2 -87.4 -66.6 -84.4 =724
ooo -6.2% -9.9% -12.6% -14.4% -15.8% -16.3% -14.3% -11.6% -12.0% -10.2%
GDP deflator (P)
a 155.8 149.7 156.7 165.9 166.8 171.4 184.5 192.8 191.1 193.7
b 159.9 153.6 163.3 170.1 171.4 173.9 186.4 191 189.1 192.5
difference -4.2 -39 -6.6 -4.2 -4.6 -25 -1.9 18 20 12
ooo -2.6% -2.5% -4.0% -2.5% -2.7% -1.4% -1.0% 0.9% 1.1% 0.6%
Capacity GDP (XBAR) 1
a 55380 57466 57294 59620 62806 67466 74081 85661 96474 107664
b 55928 59859 61918 65811 71168 77747 87872 101462 113481 125251
difference -5480 -23930 -46240 -6191.0 -8362.0 -10281.0 -13791.0 -15801.0 -17007.0 -17587.0
ooo -1.0% -4.0% -7.5% -9.4% -11.7% -13.2% -15.7% -15.6% -15.0% -14.0%
Employment (10,000) 2
a 53433 54861 55401 56930 56362 56325 56774 58992 59598 60887
b 53433 54861 55776 57259 57684 58087 59248 61659 62648 63985
difference 0.0 0.0 -375.0 -329.1  -13225 -17620 -24733 -26669 -3050.6 -3097.8
ooo 0.0% 0.0% -0.7% -0.6% -2.3% -3.0% -4.2% -4.3% -4.9% -4.8%

Note: 1. 1990 prices, 2. 1000 persons.
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Table2 Indonesia: Joint Effects 1980 prices, billion yuan
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
Investment (1)
a 11402 12240 12122 13219 14270 14358 15321 12872 13977 15394
b 11403 12894 13159 14097 15056 15814 16571 17339 18143 18968
difference -2 -653  -1037 -878 786  -1456  -1250  -4467  -4166  -3574
gooo 0.00 -5.10 -7.90 -6.20 -5.20 -9.20 -7.50 -25.80 -23.00 -18.80
GDP (VD)
a 61446 63998 66476 69390 71723 73491 75934 75471 77768 80181
b 61447 64544 67444 70410 72755 75099 77473 79959 82512 85177
difference -1 -545 968  -1020  -1032  -1608  -1540  -4489  -4744  -499
gooo 0.00 -0.80 -1.40 -1.40 -1.40 -2.10 -2.00 -5.60 -5.70 -5.90
Private Consumption (C)
a 42863 44409 46078 47954 49707 51430 53305 54545 56021 57703
b 42864 44550 46433 48482 50366 52335 54376 56498 58698 60984
difference 0 -141 -355 -529 -660 -905 <1071 -1954 2677  -3281
OO0 000 -0.30 -0.80 -1.10 -1.30 -1.70 -2.00 -3.50 -4.60 -5.40
Exports (E)
a 12455 9253 9664 9781 9888 9757 10132 10356 8479 9339
b 12455 11818 11770 11780 11829 11873 11946 12043 12155 12281
difference 0 -2565 -2106 -1998 -1941 -2117 -1814 -1687 -3676 -2942
ooo 0.00 -21.70 -17.90 -17.00 -16.40 -17.80 -15.20 -14.00 -30.20 -24.00
Imports (M)
a 12127 12083 12319 13030 13761 14219 14963 14677 15429 16380
b 12127 12288 12666 13359 14075 14746 15464 16234 17062 17948
difference -1 -206 -346 -329 -314 -528 -502 -1557 -1632 -1569
gooo 0.00 -1.70 -2.70 -2.50 -2.20 -3.60 -3.20 -9.60 -9.60 -8.70
GDP deflator (P)
a 2351 281.7 293.9 3113 323.6 337.3 353 361.2 377.3 394.7
b 2351 283 295.9 312.7 325 340.4 355.8 370.8 385.8 400.5
difference 0 -1.3 -2 -14 -14 -3.2 -2.8 -9.7 -85 -5.8
gooo 0.00 -0.40 -0.70 -0.50 -0.40 -0.90 -0.80 -2.60 -2.20 -1.40
Capacity GDP (XBAR) 1
a 377381 406803 442807 439704 478693 529028 576182 600255 673740 769058
b 388605 416464 459276 512559 551592 605556 658625 727835 798365 908948
difference -11224 -9661 -16469 -72855 -72899 -76528 -82443  -127580 -124625 -139890
gooo -2.90 -2.30 -3.60 -14.20 -13.20 -12.60 -12.50 -17.50 -15.60 -15.40
Employment (10,000) 2
a 74811 74329 77116 78794 81170 82449 83243 83087 85466 88961
b 74811 74329 77175 78924 81390 82742 83611 83732 86460 90370
difference 0 0 -58.6 -130.3 -219.3 -292.8 -367.9 -645.2 -9939  -14084
ooo 0.00 0.00 -0.10 -0.20 -0.30 -0.40 -0.40 -0.80 -1.10 -1.60
Note: 1. 1990 prices, 2. 1000 persons.
Table3 Global Simulation 000
1990 1991 1992 1993 1994 1995 1996 1997
Japan -0.07%  -0.15% -0.24%  -0.33% -0.36%  -0.39% -0.39%  -0.39%
USA -0.01%  -0.04% -0.04%  -0.14% -0.09%  -0.02% -0.09%  -0.09%
Canada -0.04%  -0.08% -0.12%  -0.15% -0.15%  -0.15% -0.15%  -0.14%
UK -0.03%  -0.08% -0.11%  -0.14% -0.18%  -0.19% -0.23%  -0.27%
France -0.02%  -0.03% -0.04%  -0.05% -0.06%  -0.06% -0.08%  -0.09%
Germany -001%  -002% -003% -003% -003% -0.04% -0.05% -0.05%
Italy -0.04%  -0.07% -0.09%  -0.08% -0.07%  -0.07% -0.09%  -0.10%
ROK -0.03%  -0.07% -0.12%  -0.14% -0.15%  -0.11% -0.09%  -0.05%
Taiwan -0.01%  -0.02% -0.03%  -0.03% -0.04%  -0.08% -0.07%  -0.08%
Hong Kong -0.26%  -0.62% -0.87%  -1.09% -1.07%  -0.98% -0.97%  -0.93%
Singapore -013%  -0.27% -0.39%  -0.50% -0.52%  -0.54% -0.56%  -0.57%
Philippines -0.01% 0.00% -0.01% 0.00% -0.01%  -0.01% -0.03%  -0.03%
Indonesia -0.89%  -0.81% -0.83%  -1.36% -1.25%  -3.80% -3.84%  -4.02%
Thailand -0.10%  -0.30% -0.37%  -0.56% -0.52%  -0.40% -044%  -0.42%
Malaysia -0.01%  -0.09% -0.15%  -0.26% -0.30%  -0.29% -0.32%  -0.32%
China -7.32% -13.40% -14.08% -1511% -11.46% -10.20% -10.63% -10.16%
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Pollution of the Amur River Attains Crisis Proportions

Khak Mun Jen
Scientific Advisor, Institute of Water and Ecological Problems
Far Eastern Branch of the Russian Academy of Sciences

After the Second World War, advances in synthetic
chemistry in developed countries led to the production in
vast quantities of chemical fertilizers and pesticides, which
were supplied to the agriculture and livestock industry at
low prices. These synthetic chemical substances eliminated
pests and weeds and contributed to an increase in crop
yields, playing a decisive role in solving the serious food
shortages being experienced at the time. However, as a
result of the prolonged use in recent years of chemical
fertilizers and pesticides with the aim of increasing crop
volumes, the soil ecosystem of farmland has been
devastated and these products frequently have an adverse
effect on the environment and human health.

At an international soil science conference held in
Kyoto in 1990, a declaration was issued that called for
agriculture that conserved the environment. Later, a
campaign to reduce the use of chemical fertilizers and
pesticides was promoted in Japan and the current aim is to
induce the government to adopt a policy of eliminating the
use of chemical fertilizers and pesticides atogether in the

near future.

Hitherto, hazardous synthetic organic substances that
pollute the environment, such as non-biodegradable
pesticides, chemicals and solvents, were disposed of in
landfill sites, discharged into rivers and seas, or incinerated;
however, such disposal methods are now prohibited. A safe
method of disposing of hazardous non-biodegradable
chemicals that have been banned has yet to be developed,
so a backlog of them has accumulated. Naturally,
regulations concerning the environment differ in each
country and chemicals that are banned in one country are
exported to other countries where their use is permitted.
Obviously, however, even if one makes unilateral efforts to
conserve the environment, these efforts are rendered
meaningless if pollutants are being discharged in a
neighboring country. In other words, a country whose seas,
lakes or rivers border the polluting country will suffer the
same pollution.

For instance, regulations state that the standard
biochemical oxygen demand (BOD) of rivers flowing into



Tokyo Bay should be 40ppm or less, but the BOD of water
flowing into the sea from China's Y angtze River is 170ppm
or more. The quality of wastewater flowing into Chiba
City's sewage treatment plant, which is located in Tokyo
Bay, is similar to that flowing into the sea from the Y angtze
River. At Chiba City's sewage treatment plant, this kind of
polluted water is discharged into Tokyo Bay only after its
BOD has been reduced to 30-40ppm, which costs upwards
of ahillion yen annually.

Developed countries comply with environmental
conservation regulations to the letter and strive to maintain
a clean environment, but in developing countries there are
still quite a few cases in which effluent from factories is
discharged directly into rivers and seas without having been
treated. For example, the River Danube, whose sourceisin
Germany, converges with tributaries that flow into it from
such Central European countries as the Czech Republic,
Moldova and Bulgaria; it also passes through Austria,
Hungary, Serbia and Montenegro (formerly Y ugoslavia)
and Romania before flowing into the Black Sea. However,
the environmental conservation regulations of each country
differ and there is no agreement on a common set of rules,
so the water is discharged into the sea in its polluted
condition.

The water in the Malay Peninsulas Malacca Strait is
also seriously polluted, because the discharge of effluent
from the neighboring country of Indonesia is not restricted
by environmental regulations, and the people of Singapore
are suffering as aresult.

The Tumen River, which flows along the border
between China and the Korean Peninsula, contains severely
polluted water, mainly from tributaries that converge with
it from the Chinese side. As this flows into Russia's
Primorsky Territory, particularly Peter the Great Bay,
Russians have expressed their displeasure about it. One
reason for their dissatisfaction is the adverse effect the
pollution has had on the fishing industry, as the poor water
qudlity of the Tumen River has led to a progressive decline
in marine produce resources.

I would now like to discuss the serious pollution
affecting the Amur River (also known as the Heilongjiang
in Chinese), which is the longest river in the North Pacific.

The marine resource potentia - said to be the world's
largest - of the Sea of Okhotsk is closely connected to the
large quantities of nutrients that are carried into it by the
Amur River. The Amur River, which is the source of these,
is faced with large-scale pollution and has to confront a
crisis that could inflict fatal damage to the international
fishing industry.

With environmental pollution escalating due to such
factors as rapid urbanization, an increase in population
concentrations, the development and expansion of industry
and mining, and intensive farming, the ravaging of the
Amur River's ecosystem is a matter of grave concern for us
today. Furthermore, soil pollution is increasing due to
wastewater, human waste, and the excessive use of
chemical fertilizers and pesticides; these pollutants then
enter the rivers from the land when rivers flood due to
heavy rain, causing a further deterioration in water quality.
The solution of the pollution problem arising from this is
the greatest issue currently being faced.
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The Amur River originates in Eastern Siberia, at a
latitude of 50° north, where the Shilka River, which flows
down from the Siberian mineral zone about 10° east of
Lake Baikal, converges with the Argun River, which flows
through Mongolia, the northern part of Northeastern China
and Manzhouli. The Amur is the North Pacific's greatest
river, running 2,850km eastwards along the Russian-
Chinese border and flowing into the Sea of Okhotsk at the
Tatar Strait (Mamiya Strait). Furthermore, if the Sungari
River (1,840km long; known as Songhuajiang in Chinese),
the longest river in Northeastern China, and the Ussuri
River are added, the total length of the Amur River is more
than 4,350km. This great river splits into numerous
channels as it flows along a vast aluvial plain; when it
rains, the water spills over the banks of these channels,
concealing the sandbars and turning the entire area into a
huge lake. It is a very variable river: when the water level
falls, the sandbars appear above the surface once more and
the river is split into dozens of channels again. As very
little snow falls, it is rare for the river to overflow its banks
at the beginning of spring, but floods frequently occur in
summer, when it rains a great deal. (See photographs 1 and
2)

Recently, in China, the total area of farmland has
increased due to a policy of reclaiming the land aong the
lower reaches of the Sungari River, and large quantities of
chemical fertilizers and pesticides are used in intensive
farming. Certain information suggests that they import and
use such agricultural chemicals as germicides, herbicides
and pesticides that are banned in Japan because they are
highly toxic and have along half-life.

According to the testimony of residents living near
Lake Khanka, which lies a few dozen kilometers from
Vladivostok, on the Chinese-Russian border, ducks and
other waterfowl have disappeared and the odor of benzene
has been detected in the area for the last two years, all of
which may be due to the western side of the lake having
been sprayed with a pesticide that emits a benzene
compound. The residents of the Jewish Autonomous
Region, about 200km away from the city of Khabarovsk,
have also testified that they could smell benzene from the
Chinese side of the Amur River, which is directly opposite
their territory.

It is conceivable that such pesticides are being used on
the reclaimed land along the lower reaches of the Sungari
River. Local ecological researchers argue that it is difficult
for pesticides containing benzene compounds that have
entered rivers to be broken down within the natural
environment, so they accumulate in the internal organs and
body tissues of fish.

Fewer than five million people live near the Amur on
the Russian side of the river, but the number of those living
near the Sungari on the Chinese side of the river isin
excess of 50 million. The large city of Harbin, which has a
population of more than 3.5 million, does not have a
purification facility for the city's wastewater and human
waste is discharged untreated into the Sungari.

In 1990, when | visited Harbin at the invitation of the
Heilongjiang Province Institute of Environmental
Conservation, | discovered human and livestock feces
floating on the surface of the Sungari while | was on a
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pleasure boat headed for an amusement park called
Taiyangdao (Sunshine Island), which is located on a
sandbar in the river. That evening, the white skin of those
Russians accompanying me who had sunbathed or swum
near the park was suddenly covered with an allergic rash
and they developed obvious physical abnormalities.

It is patently obvious that the water quality of the
Amur River deteriorates at the confluence with the Sungari.
The water of the latter, which contains a great deal of
pollutants, is the color of cola; it has not mixed with the
yellowish brown water of the Amur River even by the time
it reaches a point 100km further east and one can still
clearly distinguish the flows from the two rivers. There is
no change in the color of the dirty water from the Sungari
from the confluence of the two rivers until it reaches a
point about 200km downstream, at which stage the blackish
brown color gradually becomes weaker and eventually
disappears.

The water from the Sungari River contains a lot of
sludgy, viscous pollutants, and the river becomes more
prone to eutrophication as a result. In addition to the rise in
water temperature, the numbers of microorganisms and
plankton increase, and the sticky, viscous polysaccharides
that they secrete allow microscopic particles to clump
together to form clusters, called flocks. These flocks
become progressively heavier as they attach themselves to
the remains of dead water flora and fauna, gradually
sinking and accumulating in depressions in the riverbed as
the river flows more slowly.

Just before the season when the river freezes and the
volume of water fals, the photosynthetic activity of agae
decreases, with a consequent reduction in the amount of
oxygen produced; this causes the reduction mechanism to
progress faster than the decomposition process. As aresult,
reducing substances such as hydrogen sulfide and
mercaptan are generated and it is these that cause the river
water to give off an abnormal stench.

When the temperature of the water falls further, the
settling of the flocks progressively continues and they are
deposited on the riverbed as sludge. These deposits are
gradually covered with sediment and become trapped in
depressions in the riverbed. Then, when the temperature of
the water rises the following year, the microorganisms
populating the riverbed become active and the
decomposition of organic matter, such as the corpses of
flora and fauna that have been submerged, intensifies.
Large volumes of toxic gases, such as hydrogen sulfide,
methane and toxic amino acids, are generated as a result
and cause the sludge from the riverbed to rise rapidly to the
surface. Algae such as cyanobacteria, diatoms and
zooxanthella flourish in still waters separated from the
main stream and create sticky polysaccarides. In addition,
waterborne granular matter and the remains of dead algae
sink to the riverbed once more and rot, causing sludge to
accumulate. This is the main cause of what is called "algal
bloom". The toxic substances generated by the proliferation
of cyanobacteria and by the decomposition of dead flora
and fauna can cause living organisms such as fish and
shellfish to perish. (See photographs 3 and 4.)

In light of the fact that the water from the Sungari
River is estimated to make up 40% of the total volume of

water in the Amur River, it is obvious that the Sungari has
asignificant impact on the Amur.

Many of the species of fish populating the Amur River
swim back up to the Sungari River before the river freezes,
migrating to the southern part of Northeastern China for the
winter. However, unfortunately, when the ice thaws the
following spring, it is not unusual to see the white bellies of
many large fish that have died, floating on the surface of
the Amur River along with theice. Very few of the fish that
migrate to the Sungari River for the winter make it back to
the Amur River safely. The Amur was once home to 150
species of fish, but a survey carried out by icthyologists has
revealed that more than half of these have now become
extinct. (See photographs 5 and 6.)

A specia edition of the leading Russian newspaper
Komsomolskaya Pravda (No. 2, February 2000) carried an
article entitled The Amur River Has Become A Drainage
Ditch For Our Great Neighbor (China).

For the indigenous people living alongside the Amur
River, such as the Nanai and the Nivkh, fish is such an
important part of their diet that they cannot live without it.
(See photograph 7.) However, they frequently suffer the
effects of this pollution: salmon and other fish become
contaminated with toxic substances leading to the flesh of
the fish giving off a foul odor and the people themselves
developing the symptoms of food poisoning.

The sludge containing toxic substances is carried from
the mouth of the Amur into the Tatar Strait. When autumn
comes, salmon make for the Tatar Strait in order to swim
back upriver to lay eggs. There is a strong possibility that
salmon, which do not eat at all during the spawning season,
are already becoming contaminated in the strait and at the
mouth of the Amur, before swimming back upstream. The
salmon, in whose bodies toxic substances have
accumulated, die upstream after spawning; it is likely that
the toxic substances become detached when their corpses
decompose, thereby causing secondary pollution of the
river.

Recently, the Amur River was polluted with oil and
one often hears complaints that fish such as salmon and
rainbow smelt smell of kerosene or crude oil. (See
photograph 8.) Many of the people in that area are in the
habit of preserving dozens of salmon with salt when the
Amur River thaws, to provide themselves with food to see
them through the winter. Before cooking the fish, they
immerse the salmon in water for a day or two, to remove
the salt; blue oil that smells of petroleum can be seen
floating on this water. As a result, a not insignificant
number of families end up having to feed to their livestock
all the fish that they had carefully stored in barrels.

Russia has strict regulations regarding the use of
pesticides and under the law on extensive agriculture,
pesticides are almost entirely prohibited at present. Given
this situation, it could well be that pesticides used in China
cause the odor of oil and phenol emitted by the bodies of
the fish. Non-biodegradable pesticides whose use is
prohibited in Japan infiltrate the tissues and cells of the fish
and when it is salted, heated or smoked, these substances
break loose and cause the odor of oil or benzene.

According to a detailed survey carried out a few years
ago by Dr. Fyodor Kot, a researcher at the Institute of



Water and Ecological Problems, which is affiliated to the
Far Eastern Branch of the Russian Academy of Sciences,
various heavy metals were detected in deposits gathered
from the sea bed at the mouth of the Amur River and in the
Tatar Strait, and these deposits were distributed over quite a
wide area. The origin of these heavy metals is unclear, but
Jilin Province, on the upper reaches of the Sungari River, is
a mining area. Factories and other facilities developed for
the mining, mineral processing and electrical industries
when the region was occupied by Japan and known as
Manchuria are still operating today, without water
purification devices; heavy metals contained in the
wastewater from these factories are discharged into the
Sungari River and it cannot be denied that there is a
possibility that they are carried as far as the mouth of the
Amur River. (See photographs 9 and 10.)

As we can see from all of this, the pollution of the
Amur River is caused by a diverse range of sources and the
degree of pollution is increasing annualy. There are limits
to the ability of nature to purify water and there is concern
that, if this pollution progresses, the ecosystems around the
Amur River will be ruined and all those living in the
surrounding region, including the indigenous people, will
suffer greatly as a result. And it does not stop there; the
pollution of the Tatar Strait could have an adverse impact
on the environment of areas along the Japan Sea coast.

Every second, 10,800m’ of water flows from the Amur
River into the Tatar Strait. Part of this massive volume of
fresh water flows into the southern part of the Tatar Strait,
mixes with seawater from the Japan Sea and is dispersed.
However, the mgjority of the water from the Amur River
moves to the northern end of Sakhalin, where it flows
around the cape due to the currents of the Sea of Okhotsk;
it is then swept southward and, as it mixes with the
seawater, it flows from Wakkanai, in northern Hokkaido
towards Etorofu, one of the Kuril Islands. Pollutants are
carried along with the water from the Amur and we cannot
ignore the possibility that they may be washed ashore on
Hokkaido. This fact should become clear if a survey of the
trajectory of ice flowing from the Amur River at the
beginning of spring were carried out. Incidentally, some
fishermen have reported finding freshwater fish among the
ice flows that gather along the coast of Wakkanai. It is
possible that these belong to the same species as the fish
found in the Amur River.

Thus, the pollution of the Amur River is a major
problem of North Pecific proportions, which Russia, China
and Japan must tackle together. It would be no
exaggeration to say that even putting it off until tomorrow
could beleaving it too late.

[Translated by ERINA]
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Biographical Data

Born in southern Sakhalin in 1936. After
graduating from the Faculty of Biology and Soil Science
at the Far Eastern National University he obtained his
doctoral candidate degree at Leningrad University. At
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of microbe, including manganese bacteria and marine
chromatic bacteriain volcanic ash, and has published his
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cooperatives in various prefectures.
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Creating a Cohesive Multilateral Framework Through a New
Energy Security Initiative for Northeast Asia

Vladimir |. Ivanov, Director, Research Division, ERINA

The image of Northeast Asia' is of an area of
predominantly cool winds and cloudy skies. ERINA was
established a decade ago to study and disseminate positive,
objective information about this subregion. It formulates
and proposes new ideas relevant for this subregion's current
needs and long-term opportunities. Thus far, its research
has covered such fields as regional transportation corridors,
energy security, development and environmental
sustainability, as well as trade and investment promotion.
These research endeavors provide the foundations for
exploring new issues and perspectives relevant to the
formation of an identifiable economic zone in the
subregion.”

Challenges of Transition

Ours is aworld in transition. As a part of this world,
Northeast Asia is also changing. Over the last ten years,
despite the political problems and difficulties for which this
area is known, there have been major shifts towards
regional reconciliation. High-level dialogues now
encompass issues and areas of vital interest, including
general confidence-building and exchanges involving top
defense officials, the coordination of anti-terrorism
initiatives, the prevention of cross-border crime and illegal
migration, new and improved transportation links, the
facilitation of border crossings and cooperation in transit
services, as well as efforts aimed at protecting the
environment and developing energy resources.

Over the past decade, logistical and bureaucratic
barriers between the economies of Northeast Asia have
been lowered. New air routes have been opened and the
time required for issuing visas reduced. Face-to-face
interactions in business and other domains have improved
and intellectual and cultural contacts have intensified. An
overseas business trip now can be made in three to four
days. However, unlike in other mega-regions of the world,
such as Europe, North America, and Southeast Asia,
multilateral mechanisms for speeding up positive changes
and meeting the challenges of transition have yet to be
adopted.

As we make progress in discussing the future of
Northeast Asia and attempt to promote material
improvements, we ought to consider various conceptual
issues. It seems that the most important of these is the
capacity of the countries of Northeast Asia to foster
mutually beneficial, multilateral cooperative bonds. Indeed,
judging by the experience accumulated in other
economically and politically integrated areas, multilateral
coordination among neighbors demonstrates both the
maturity of the societies and the leadership qualities of the
political elite.

The truth however is that, compared with other areas
where economic cooperation is in progress, Northeast Asia
lacks a"cohesive force". This subregion islosing out due to
economic and political currents that originate in other
areas, including Southeast Asia and Europe. Indeed, the
three most potent economies of the area - Japan, China and
South Korea - are fully-fledged members of the global
economic system. Furthermore, the ASEAN+3 process,
which involves these three economies, makes Northeast
Asia a rather low priority for policymakers and economic
plannersin Tokyo, Beijing and Seoul.

Russia and Mongolia, on the other hand, as post-
communist societies and economies in transition, are
lagging behind their neighbors in terms of international
economic outreach and face the prospect of playing only a
modest role in subregional exchanges. On the other hand,
Russia's economic and policy dialogues with the European
Union (EU) and cooperation timetable within the
Commonwealth of Independent States (CIS) dominates its
policy agenda. As in China, the attention of Russian
policymakers is spread over a large number of other
internal issues and geographic areas. Also, neither the
relevant countries (Japan, China and Russia), nor
international organizations clearly identify themselves with
Northeast Asia in terms of their operational languages and
policy priorities. All these factors pose the question of
whether the economies that comprise this area will be able
to establish aframework that servestheir specific economic
interests and needs, while being focused on the subregion.

! Northeast Asia represents a subregion within the larger Asia-Pacific region. It comprises China, Japan, the Koreas, Mongolia
and Eastern Russia. The strong interests and presence of the United States also characterize regional security, and political and

economic relations.

2 The draft of ERINA's plan for 2004-2008 includes a section entitled A Concept for Northeast Asia's Economic Devel opment

and Cooperation, which says the following:

In collaboration with the central and local governments of each country, research institutions, private sector entities and
NGOs, ERINA will, based on its own research activities, formulate a comprehensive vision for the economic development of
Northeast Asia as a regional economic bloc through the formation and operation of desirable regional economic development
projects, thereby contributing to the establishment of a Grand Design for Northeast Asia.



Why Cooperation?

In Northeast Asia, there are easily identifiable grounds
for promoting multilateralism among the subregional
neighbors, including (1) geographic proximity, (2)
multifaceted economic complementarity, (3) interest in
promoting more balanced and equitable development at the
subnational level, (4) opportunities for cooperative
transportation and energy projects, and (5) opportunities for
multilateral initiatives for managing environmental
problems.

In general, the politically interconnected regions of the
world demonstrate that multilateral cross-border
partnerships offer tangible economic benefits and help to
handle mega-problems, i.e. trans-border crime,
environmental degradation, etc. Market opportunities
expand through the exploitation of economies of scale. A
competitive and integrated business environment facilitates
economic restructuring and helps create jobs. Cooperation
benefits people who live in neighboring territories within
the integrated regions, contributing to their economic and
social wellbeing. Since the early 1990s, local, regiona and
provincial governments have been trying hard to explore
the prospects for regional closeness. Accumulated
experiences clearly demonstrate that most of the initiatives
and proposals require the support of central bureaucracies
and the national political leadership.

In this respect, what is needed is the understanding of
such benefits by politicians. If and when the leaders of
Northeast Asia move ahead, exploring options for
multilateral linkages, they should be clear about the values
and benefits of multilateral cooperation. They should be
prepared to explain to their constituencies why this is
important and useful. In order to approve and accept the
costs of future policy steps aimed at multilateral solutions,
the public should be aware of the benefits that multilateral
cooperation in their neighborhood promises.

Normally, people would agree that promoting bilateral
cooperation is less expensive than sustaining conflict and
tension. The majority would accept the idea that a
cooperative political climate expands markets and opens up
new opportunities for businesses and citizens. However, as
of today, amost no one in Northeast Asia is raising their
voice at the nationa policy level in favor of multilateral
engagement in Northeast Asia. In this respect, Northeast
Asia's positive potential has yet to be politically
acknowledged in the capitals of the subregion. Without
such acknowledgement, we are bound to continue
discussing the prospects for cooperation, building such
deliberations on mere geographical factors, rather than
pronounced policy goals.

The Agents of Change

The lack of pronounced policy goals explains the
delays and lack of progress in the implementation of many
proposals for how to promote subregional economic
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cooperation. Quite a few ideas have aready been proposed
concerning the establishment of a multilateral framework in
support of economic engagement in Northeast Asia. These
include a proposal to establish the Northeast Asian
Development Bank (NEADB) and the Tumen River Area
Development Program (TRADP). Other examples include
the NIRA-sponsored "Grand Design" (A Comprehensive
Regional Development Plan for Northeast Asia)’, and the
framework proposed for the Northern Pacific region
(NORPAC) that incorporates Northeast Asia as a part of a
larger region.

However, as far as pronounced policy goals are
concerned, the Northeast Asian subregion remains in the
shadow of larger regiona frameworks, such as APEC, the
ASEAN Regional Forum and the ASEAN+3 process. The
difference is that these frameworks are working because
they were adopted politically. These cooperative
mechanisms were built on the foundations of pragmatic and
well-articulated interests. In Northeast Asia too, regional
institution building requires political will. For that matter,
any concept of the New Northeast Asia should respond to
interests rooted in present day reality, while also
encompassing the most important concerns about the future
and uniting all influential actors.

Skipping over the complex history that still affects the
psychological climate of the area, there are at least five key
sources of influence. The first such authority, focused on
stability and continuity rather than change, is represented
by government policies that, among other key components,
incorporate military security issues.

The second influence, a source of both continuity and
change, is the private sector, primarily including large
corporations.

The third source of power is regional administrations,
particularly those located in border areas, as far as these
provincial authorities can influence decisions made by
central governments.

The fourth actor is a diverse group of international
organizations and multilateral agencies with their own
agenda, including the UN, APEC and the Asian
Development Bank. Close to this segment, there is a broad
group of NGOs, research organizations and various
associations.

Finally, there is the general public. This force is
mostly inward looking and yet needs to be understood from
the standpoint of developing closer subregional links.

A realistic approach towards cooperation at the
subregional level should aim to accommodate all these
groups of actors with their specific demands and
expectations. If we think and act in terms of pragmatic
interests and realistic proposals, we should not envision
multilateralism that at all times embraces al actors. We
must take a more pragmatic, more selective, and also open
approach. Redlistically, a viable multilateral process in this
subregion should be issue-specific, allowing various

® See "A Comprehensive Regional Development Plan for Northeast Asia," NIRA Policy Research, 2002, vol. 15, no. 11. See
also Hokuto Ajia Kaihatsu no Tenbo (Prospects for Northeast Asian Development), published by Nihon Kokusaimondai
Kenkyujo (Japan Institute of International Affairs) with a number of chapters contributed by ERINA staff, Tokyo, March

2003.
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combinations of actors to participate, depending on the
issue and their capacity.’

To find out how and on which grounds subregional
economic cooperation can be promoted, attention should be
given to policy motives that originate from the vital needs
and concerns of the states of the area and other influential
actors. It seems in this context that growing energy import
dependency, supply security concerns and lack of
competition in energy pricing provide a powerful incentive
for cooperation. In other words, energy security interests
can potentially serve as an integrating device for Northeast
Asia, also laying the foundations for regional institution
building.

Vital Needs and Concerns

Asia as a whole is emerging as the leading region in
the world with regard to the growth in energy consumption.
The economies of this huge region, including ASEAN,
China and India, are likely to continue to demonstrate high
rates of economic growth, following the paths of Japan and
the ROK as large-scale energy importers. Combined, they
are poised to overtake North America and the European
Union in terms of total energy demand by 2020.

On the other hand, in 2001, the combined volume of
energy consumption by the economies of Northeast Asia
(1,650 million tons of oil equivalent) exceeded that of the
15 EU countries (1,480 million tons of oil equivalent). In
2002, Japan, the ROK and China, including Taiwan and
Hong Kong, imported a total of $180 billion worth of
various fuels, nearing the energy imports of the U.S. By
2020, subregional oil imports could almost double,
reaching 900 million tons. More than 70% of incremental
demand will be generated by the transport sector, with most
of the increase arising from motorization in China. In 2000,
Japan imported 250 million tons of oil and 54 million tons
of LNG. By 2020, Chinais expected to import 300 million
tons of oil and up to 40 million tons of LNG. In addition,
China's domestic oil output is projected to flatten, while its
oil imports will grow rapidly. Also, in two decades,
demand for natural gas in the subregion is likely to triple,
reaching 240 million tons a year.

Against this background, the concept of a New Energy
Security for Northeast Asia could serve as a powerful tool

for regional institution building. The first pillar of this
initiative will be the shared understanding that a truly new
approach to energy security in this subregion requires
cross-border cooperation on a very large scale. The second
pillar will depend on the capacity of leaders and legidators,
central and regional governments, and the private sector -
both domestic and international - to join forces in various
activities, ranging from project implementation to
multilateral consultations and the adjustment of energy
policies. Thirdly, support from international organizations
and agreements such as the Kyoto Protocol could provide
building blocks for the third pillar of this concept, given
that energy cooperation and future cross-border energy
links will emphasize reliance on cleaner sources of energy
and energy-saving technologies.

Evidence of New Policies and Outlooks

Recent changes in policies and outlooks support this
proposition. The changes in security and foreign policies
that have been taking place since September 11, 2001 have
generated and enhanced interest in energy cooperation,
albeit at the bilateral level. In May 2002, Moscow and
Washington launched their "new energy dialogue”. China,
for its part, has been successful in promoting a high-
capacity cross-border oil pipeline. On May 30, 2003, in St.
Petersburg, Prime Minister Junichiro Koizumi and
President Vladimir Putin continued their January 2003
discussion of an even larger oil pipeline project from
Angarsk to Nakhodka.®

As of today, oil supplies from new sources in Eastern
Russia are at the heart of these dialogues. On the other
hand, the prospects for relying on natural gas, hydroelectric
power and cross-border power interconnection have yet to
be discussed in detail. Eastern Russia is capable of
supplying at least half of the incremental projected natural
gas demand of the entire subregion. In this respect, the
government of Japan has made a very important step
forward, proposing that the share of natura gas in the total
primary energy supply should grow from the current 13%
to 20% by 2020.

Furthermore, Moscow has proposed the eastward
diversification of energy supplies, to the Asia-Pacific
region and Northeast Asia in particular. The new plan for

* Examples of approaches based on cooperative "modules’ include: (1) the WTO process (Japan, ROK, China, Chinese Taipei;
could later incorporate Russia), (2) the ASEAN+3 framework aimed at the formation of an FTZ (could later incorporate
Russia), (3) APEC (involves four economies, could later incorporate Mongolia and the DPRK), (4) PECC (involves all
economies, except the DPRK, with Mongolia as an observer), (5) UNDP TRADP (could eventually incorporate Japan), (6)
UNESCAP (includes al economies of the subregion), (7) UNDESA (includes all economies of the subregion), (8) OECD/IEA
(Japan and ROK are members, Russia and China participate as observers).

® Two oil pipeline projects were under consideration: Angarsk-Daging (southern route, backed by China) and Angarsk-
Nakhodka (northern route, supported by Japan). Integrating these projects would reduce the total cost because the larger
capacity system would use one "corridor" for about half of the total length of the Angarsk-Nakhodka route. Although the total
transportation distance to Daging would be longer, this would not affect the oil price for China. It would also require shorter
pipelines from the ail fields in the northern areas of Krasnoyarskiy Krai, Irkutskaya Oblast and Y akutia to link them with the
main system.

The adopted plan includes building an oil pipeline linking new oil-and-gas fields in Krasnoyarskiy Krai, Irkutskaya Oblast and
Y akutia with the Trans-Siberian trunk oil pipeline. A west-east mega-pipeline system with an annual capacity of 90 million
tons should be built in the direction of Nakhodka. From Tynda, a smaller pipeline with a 30 million ton capacity would turn
south, crossing China's border. The estimated cost of this project is close to $6-7 billion.



energy sector development - the Main Provisions of the
Energy Strategy 2020, adopted on August 28, 2003 -
reflects this change in priorities and basically assumes that,
under a favorable scenario, crude oil exports to the Asia-
Pacific region could reach 105 million tons a year,
equivalent to half of the current oil exports by Russia, or
one-third of the projected oil exportsin 2020.

If Northeast Asia procures 10-15% of its imported oil
from Eastern Russig, linking the oil pricing formula with
the European market, the reduction/elimination of the
Asian Premium could be possible. Furthermore, a regional
agreement on a scheme for multilateral oil stockpiling and
the lease of oil stockpiling facilities could be an important
step in the right direction.

It is projected that Russian gas exports to China and
the Korean Peninsula via pipelines could reach 25-35
billion cubic meters by 2020, but these volumes could be
much larger, given that advanced natural gas
transformation technologies could help to moderate the
region's high dependence on oil. In total, the share of
Northeast Asia in Russias gas exports could reach 15-20%
by 2020. Technically, a gas pipeline to the ROK could be
routed via the DPRK. The development of a subregional
gas pipeline network promises large-scale benefits not only
in terms of reducing energy costs, but also in the area of
regional development.

The integrated West-East trunk pipeline plan steered
by the Russian Energy Ministry envisages building a high-
capacity gas pipeline (about 33 billion cubic meters per
year) in parallel with the Angarsk-Nakhodka oil pipeline,
connecting the Kovykta gas field and a gas pipeline
network in Western Siberia with the Pacific coast. Yet, a
submarine gas pipeline between Sakhalin and Japan has
been proposed by Exxon Mobil. Moreover, the Sakhalin 2
LNG project will export about 12 hillion cubic meters (9.6
million tons) annually in the form of LNG by 2015 and
these volumes could double, responding to the growth in
demand. Finally, Eastern Russia's unique hydroelectric
power potential presents an opportunity for cross-border
projects that are efficient both in economic and
environmental terms.

The investment needed to support these intentions and
plans is estimated to be in the tens of billions of dollars.
However, cross-border energy undertakings are expected to
serve several strategic purposes by (1) cementing improved
political relationships, (2) promoting trade, investment, and
technological and manufacturing links among regional
neighbors, (3) providing additiona incentives for economic
advancement at the local and regional levels, and (4)
supporting increased efficiency and lower environmental
impactsin energy use.
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Energy Linksand Institution Building

In Northeast Asia, similarly to Europe, the
complementarity of large energy markets and untapped
energy reserves available in relative geographic proximity
create a powerful incentive for multilateral, cross-border
partnership. Asin Europe, energy security already serves as
common ground for bilateral dialogue.

The benefits of energy cooperation vis-a-vis regional
institution building are evident and manifold. First of al,
Northeast Asia increasingly attracts attention as an area
with alarge projected demand for hydrocarbons. Promoting
subregional energy infrastructure linkages and reliance on
the plentiful cleaner sources of energy available in Eastern
Russia could reduce dependence on the Middle East's
energy sources.” Secondly, cross-border energy links are
specific and their establishment can be defined in very
concrete operational terms. Thirdly, cross-border energy
cooperation is measurable in terms of physical and
economic inputs and outcomes, and is observable in terms
of investment policies.

Progress in approaching the selected goals is
detectable. Building a cross-border pipeline, for example, is
something that the parties involved can do and control.
Finally, if needed, a timetable-based commitment to
establishing a subregional institutional framework could be
adopted. For example, the first phase could be devoted to
bilateral and multilateral consultations (2004-2007), the
second such phase could be focused on best practice in
implementing cross-border projects (2008-2015), and steps
such as forming an institutional framework could follow.

Last but not least, subregional energy cooperation
could also serve as a vehicle for crisis resolution and
reducing humanitarian costs, while assisting the DPRK's
economic recovery and opening up. All in all, energy
cooperation could become an efficient tool of regional
development, providing a cost effective and
environmentally sound way of diversifying energy supplies
and energy imports, and serving as a confidence-building
device.

Compatibility with Existing I nstitutions

In proposing a New Energy Security Initiative for
Northeast Asia, we are not crossing the boundaries of
political realism. In fact, what we suggest should be seen as
an implementation framework (at the subregional level) for
the latest version of the APEC Energy Security Initiative,”
proposed at the APEC Energy Ministers meeting held on
July 23, 2002, in New Mexico.’ Both the previous versions
of thisinitiative and its 2002 interpretation mainly focus on
oil, its price volatility, data collection and information
sharing, sea-lane security and response to supply

® It is important to note that the so-called "Asian Premium," a pricing phenomena that increases the cost of imported oil and
natural gas, is linked to the high level of oil dependence on the Middle East. On average, the economies of Northeast Asia pay
about one dollar more (compared with oil pricesin Europe) per barrel of il ($7.33 more for one metric ton of ail, or about $10

million on adaily basis).

" APEC economic leaders, in their declaration on November 16, 2000, noted "the risks to the world economy posed by
volatility in the oil market" and called "for appropriate measures to promote stability in the mutual interests of consumers and
producers.” See APEC Economic Leaders Declaration, Brunei Darussalam: Delivering to the Community, Bandar Seri

Begawan, November 16, 2000, p. 1.
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emergencies. However, in New Mexico, non-petroleum and
longer-term concerns were also discussed.

We advocate the idea of focusing on such long-term
issues, taking advantage of subregional opportunities to
improve energy security and the sustainability of energy
use. This responds to a number of points incorporated into
APEC's agenda:

* A longer-term approach to energy security in
Northeast Asia should include joint exploration and
development initiatives (Eastern Russia, Mongolia,
and China, including offshore fields and
technologies provided by the oil majors).

* This approach should promote non-petroleum means
of satisfying energy needs, including coal, natural
gas and renewable energy (Russia, China, Japan,
ROK and North America).

* The economies involved should support the
development of new technologies that promote non-
petroleum energy sources (all countries).

* A particular focus should be placed on alternative
fuels, high-efficiency vehicles and public transport
to mitigate growing oil demand (all countries).

* Collectively, the economies of Northeast Asia
should adopt best practices in energy efficiency and
conservation (Japan, ROK and North America as
sources of advanced technologies).

* This longer-term approach should ensure that the
energy sector development plans take into account
sustainability issues and the impact on the
environment (all countries).

There are solid reasons to view energy-environmental
cooperation in Northeast Asia as an integrated common
goal. Sustainability is an integral element of energy
security and cannot be separated from it. The economies of
the subregion should strive for the simultaneous
achievement of the so-called "Three E'S" - energy security,
economic growth and environmental protection. The focus
on the Japan-Russia-China 'modul€’ is promising in terms
of exploring prospects for these three countries' long-term
engagements in the energy sector as the core of a future
framework for economic cooperation on a subregional
level. If cooperation within this 'triangl€' is successful, it
will become a catalyst for the economic consolidation of
the entire Northeast Asian subregion.

The DPRK and Subregional Cooperation
For security experts, the most crucial issue for

Northeast Asia is North Korea, from the standpoint of the
threat of proliferation and conflict that it represents. Indeed,
subregional institution building requires stability and
reconciliation on the Korean Peninsula. On the other hand,
the current situation presents the most serious test for the
main actors that border the North Pacific region. Their
capacity to find away out of the deadlock would signal the
emergence of a New Northeast Asia with energy
cooperation as part of a shared agenda.

It seems that subregional energy cooperation could
serve as a vehicle for tackling the DPRK's energy and
economic stalemate, providing an opportunity for
reconciliation.’ Indeed, meaningful trade and investment
cooperation with the DPRK is impossible without first
resolving its chronic energy supply shortages. It is
important that neighboring countries cooperate in involving
the North in the new scheme of energy dialogues. They
should also pursue policies aimed at assisting the North in
overhauling its energy infrastructure.

In this context, the KEDO framework was seen as a
symbiosis of energy needs and security provisions that was
attained by means of multilateral efforts, but this approach
has failed. At their June 2003 summit, Russia and China,
expressing their support for the nuclear weapon-free status
of the Korean Peninsula, proposed that security guarantees
be extended to the DPRK and that the nuclear non-
proliferation issue be resolved by political and diplomatic
means. However, any potential framework for such a
resolution would seem to be extremely complex and
difficult to implement.

Indeed, a comprehensive settlement of the nuclear
issue and a permanent peace treaty should contain "a major
economic component", including assistance in providing an
energy supply. According to the U.S. Ambassador to
Russia, Moscow might offer the North some assistance in
fulfilling its energy needs.” Indeed, energy shortages are at
the heart of the DPRK's economic and security dilemmas.

Russia maintains cooperative links with the North and
iswilling to contribute to inter-Korean reconciliation. Putin
is the only G8 leader who has kept up regular, personal
links with his DPRK counterpart. He has been influential in
helping to set the stage for negotiations between Japan and
the DPRK. According to Putin, the North is sincerely
interested in developing mutually beneficial connections
with neighboring states.™

In 2000-2002, changing inter-Korean relations and
Russia-DPRK and Russia-ROK summits prompted
Moscow to consider trilateral mega-projects involving the

® APEC Energy Security Initiative Recommendations endorsed by the Fifth Meeting of APEC Energy Ministers, 23 July 2002,
Mexico City, p. 9. See also: Promoting International Co-operation, Communique, International Energy Agency, Meeting of

the Governing Board at Ministerial Level, 28-29 April 2003.

® See Maurice F. Strong, Special Advisor to the Secretary-General of the United Nations, Undersecretary-General of the
United Nations and Personal Envoy of U.N. Secretary-General Kofi Annan to the Korean Peninsula, "North Korea at the
Crossroads - Prospects for a Comprehensive Settlement”, Notes for Remarks Delivered at the Carnegie Endowment for

International Peace, June 17, 2003, Washington, D.C., p. 8.

* Ambassador Alexander Vershbow, U.S. Ambassador to the Russian Federation, Remarks at the Carnegie Endowment for
International Peace, Washington, D.C., Thursday, January 9, 2003.

* Luncheon address to business representatives of the ROK, February 27, 2001. See also: President Vladimir Putin responds to
questions from participants of the APEC Business Summit, October 19, 2001.



ROK and the DPRK. The first priority venture under
discussion was the interconnection of the railways of the
two Koreas, followed by their linkage to the Trans-Siberian
Railway (TSR). Another project under review was a trans-
Korean Peninsula gas pipeline.” President Vladimir Putin
has made explicit reference to both of these projectsin his
summit level dialogues with both North and South.

Conclusions

Over the last fifteen years, there has been major
political change in Northeast Asia and across the entire
globe, facilitating major regional shifts in economic and
security linkages. The most significant outcome of these
changes is the emerging opportunity for cooperation in the
energy sector. This vital domain could provide a realistic
trajectory to mutually beneficial engagement.

Similarly to Europe, energy security could potentially
serve as common ground for dialogue, followed by
adjustments in policies and economic and investment
decisions. From Russia's standpoint, the merits for
developing close energy links with the economies of
Northeast Asia could include the following:

1. The future of the eastern provinces depends on a
shift towards a sustained economic growth pattern,
which is less dependent on federal support and
centralized investment. This requires access to new
markets in the vicinity, reduced transportation costs,
new and improved products, and expansions in
exports and investment inflow.

2. The available discovered reserves of oil and gas in
Eastern Russia can be monetized only if
neighboring markets are sufficiently accessible as to
justify their recovery in such a capital-intensive
environment and long-distance transportation to
these markets could be assured. On the other hand,
the monetization of the discovered reserves would
allow investment in new exploration and
development projects.

3. Energy sector development would allow eastern
provinces to benefit from the infrastructure
construction, factory orders, job creation, tax base
expansion and lower energy prices that would
improve both the living standards and the
competitiveness of the local producers.

These three components could contribute to industrial

upgrading, domestic energy security and stronger linkages
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among the provinces, as well as their socia advancement
and greater population stability. Thus, regional
development in Eastern Russia would gain support not only
from national but also external sources.

The significance of energy cooperation for regional
institution building is evident and the advantages of such
cooperation manifold.

Firstly, the main directions of such cooperation are
very specific. An interest in achieving a greater degree of
energy security and more competitive energy pricing serves
as acatalyst for policy initiatives and investment decisions.

Secondly, cross-border energy links would ensure a
greater reliance on cleaner sources of energy. This provides
an opportunity to define the benefits of such cooperation in
environmental terms.

Thirdly, energy projects can be observed in terms of
physical and economic inputs and outcomes, and are
measurable in terms of investment policies.

Furthermore, subregional energy cooperation could
serve as a vehicle for resolving the DPRK's energy
shortages and economic deadl ock.

In summary, energy cooperation could become an
efficient regional development tool, providing a stable,
cost-effective and environmentally sound means of
diversifying the energy supply, while also serving as a
confidence-building device.

Institution building normally requires persuasive
policy formulations. It seems that a New Energy Security
Initiative for Northeast Asia could serve as a policy tool for
regional institution building.

Thefirst pillar of thisinitiative should originate from a
shared understanding that a truly new approach to energy
security in this subregion requires cross-border cooperation
on avery large scale.

The second pillar of this initiative will be the capacity
of leaders and legislators, central and regional
governments, as well as the private sector - domestic and
international - to join forces in various activities, ranging
from concrete projects to multilateral policy consultations
and technology exchanges.

Thirdly, support from international organizations, such
asthe UN, APEC, the World Bank and Asian Development
Bank could constitute the third pillar of the proposed New
Energy Security Initiative, given that cross-border energy
projects also emphasize reliance on cleaner sources of
energy.

¥ Two current energy initiatives involving both the ROK and the DPRK could provide a framework for crafting a negotiated
settlement between the DPRK and the U.S., ROK, Russia, et al. group. The proposed Korea-Russia Pipeline (KoRus) would
connect Sakhalin and Far Eastern Russia with the ROK. It will go from Sakhalin to Khabarovsk to Vladivostok, then to the

ROK viathe DPRK.

On the other hand, the PEACE Network (Power Economy And Clean Environment) envisages power grid interconnection
through which electrical power would be supplied from the ROK to Gaesong to support the development of the announced
free trade zone in the DPRK. Other interconnections with the ROK, Russia and China would further support the electrical grid

in the North.
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Perspectives on Tourism Development in the Russian Far East

Hisako Tsuji
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The aim of this paper is to summarize proposals for
expanding the number of foreign tourists, particularly
Japanese, who visit the Russian Far East. Why should we
promote tourism? In addition to the primary aim of
enjoying a trip, we can identify two by-products generated
when many people cross borders for the purpose of
tourism. Firstly, the country receiving the tourists benefits
from increased affluence. Secondly, interpersonal exchange
deepens mutual understanding and assists in improving the
image of that country overseas. According to a survey
carried out by the Japanese government, most of the
foreigners who visited Japan for the World Cup soccer
championship said that their image of the Japanese had
improved after visiting Japan. It is conceivable that the
same thing would happen in Russia as well.

First of al, this paper provides an overview of flows
of tourists in Northeast Asig, including Russia and Japan.
Then, based on interviews with people in the Japanese
travel industry, it identifies what is necessary in order to
expand tourism operations in the Russian Far East.

1. The Current State of International Travel in
Northeast Asia

Firstly, let us look at the current state of international
tourism in terms of statistics. We can understand more
about movements of people by looking at the immigration
statistics for each country. The DPRK is not included
because it does not publish its statistics. As the statistics
that can be obtained are limited to those compiled by the
immigration control authorities on a national basis, all
statistics refer to the situation in the country as a whole.
Accordingly, there are no figures for specific regions of a
country, such as the Russian Far East or Northeastern
China. Moreover, athough the purposes of oversess travel
include tourism, business, shopping, studying abroad,
working away from home and peddling goods, it is difficult
to make precise distinctions on the basis of statistics alone.

Graph 1. Tourism matrix in Northeast Asia, 2001
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International travel in the countries of Northeast Asia
has the following characteristics.

1) The Japanese are very active in terms of overseas
travel. In Northeast Asia, the number of visitors to
China and the ROK is particularly high. In 2001, a
total of 16 million people traveled abroad. The
number of people traveling to the ROK and China
was particularly high, reaching 2.4 million in each
case. A major reason for this is the fact that the
ROK exempts Japanese people from the
requirement for a visa. In addition, China began
exempting Japanese tourists from the visa
requirement in September 2003. In China,
sightseeing at such places as the Great Wall, the
Forbidden City and Guilin is popular, while many
tourists visit the ROK for shopping and beauty
salon treatments. Moreover, both countries are
popular for their food, and their attraction also lies
in the fact that they are cheap destinations located
close to Japan.

Graph 2. Japanese tourists to the world (Unit: 1000)
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Graph 3. Destinations of Japanese tourists, 2001 (Unit:
1000)
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2) South Koreans are also active in visiting China and
Japan. South Koreans visiting Japan for sightseeing

require visas, but the conditions for obtaining a visa
are being relaxed. In addition, many ferries sail
between the ROK and China, and the ROK and
Japan, providing a cheap means of transport.



3) The number of Chinese traveling overseas is
extremely low (1% of population). Many Chinese
tend to visit Hong Kong or Macau, and there are
few visitors to other Northeast Asian countries
(12% of the total). The main reasons for this are the
restrictions on overseas travel and economic
constraints. Only citizens of Shanghai, Beijing and
Guangzhou are permitted to join group tours of
Japan. It is thought likely that the gates will be
opened to other Chinese tourists in the future.
About seven times as many foreigners visit China
as Chinese go overseas. The majority of these
(87%) are accounted for by people of Chinese
descent from countries such as Hong Kong, Macao
and Taiwan.

Graph 4. Outbound & inbound tourists in Northeast Asia,
2001 (Unit: 1000)
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4) Few Russians travel to Northeast Asia. 18 million
Russians went overseas in 2001, but many of these
(42%) were bound for CIS states, and the number
of travelers to Northeast Asia was no more than
about 1.4 million (8%). The majority of these
(135,000) were destined for China. In particular, it
has been estimated that the number of peddlers
involved in cross-border trade in Suifenhe and
Heihe is particularly high. The number of Russians
visiting Japan was just 35,000.

Graph 5. Destinations of Russian tourists, 2001 (Unit:
1000)

12,000
10,000
8,000
6,000
4,000

2,000

CIs Non-CIS China ROK Japan

5) Few travelers from the countries of Northeast Asia
visit Russia. Around 21 million foreigners visited
Russia in 2001, but many of these were from CIS
states, as might be expected, and travelers from
Northeast Asia accounted for just 3.6% of all
foreign visitors. A breakdown of this figure shows
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that there were 460,000 visitors from China (2.1%
of all visitors to Russia), 120,000 from the ROK
(0.5%) and 70,000 from Japan (0.3%). The question
is why these figures should be so low? Most of the
foreign tourists were from European countries; the
CIS accounted for 67%, Finland for 6%, Lithuania
for 5% and Poland for 4%. It is likely that the
situation in the Russian Far East is different, but
thereisno statistical proof of this.

Graph 6. Foreign tourists to Russia, 2001 (Unit: 1000)
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2. The Situation Regarding Japanese Visiting the
Russian Far East for Sightseeing Purposes

Next, let us focus on Japanese visitors to Russia.
Japanese tourists visiting the Russian Far East fall into one
of two categories. These are general tourists and visitors
with a specific aim.

(General tourists)

General tourists are those who do not have a particular
interest in the Russian Far East but decide to go to see the
region once because it is close to Japan. Most of these
tourists have already visited places such as Europe
(including the Moscow area), mainland America, Hawaii
and Asia (including China and the ROK) and have set their
sights on visiting the Russian Far East because it is an
unknown region. In almost all cases, they participate in
group tours for such reasons as their inability to speak
Russian. Moreover, at present, many of the visitors are
middle-aged or elderly, and mostly male, with hardly any
young female visitors. In fact, the number of Japanese men
going to Russia with the aim of visiting Russian prostitutes
has been on the increase of |ate.

The things that general tourists expect on their visit
are European-style streets (like those in St. Petersburg) and
cultural pursuits, the comfort of a five-star hotel, prices on
a par with those in the ROK, Russian food that suits the
Japanese palate, abundant souvenirs and the freedom to
walk around the city alone with a guidebook in one hand.

So, to what degree are general tourists that have
actually participated in tours satisfied with them? In fact,
their level of satisfaction is apparently extremely low. To
be specific, the following complaints have been heard:

O There are few things to see. There are no
impressive tourism resources. Even though it is
also part of Russia, the Russian Far East cannot
hold a candle to places such as St. Petersburg,
which is overflowing with tourism resources such
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as beautiful streets, historic sites and fine art.

0 The quality of and service at hotelsis poor.

0 The food does not suit the Japanese palate. It is
different from the Russian food that is famous in
Japan (pirozhki, borscht, caviar).

O Domestic flights and trains are delayed, playing
havoc with travelers' schedules.

0 Obtaining a visais time consuming and expensive,
and immigration checks are harsh.

0 Travel costs are high.

O Itis not possible to walk the streets on one's own.
There is no English or Japanese on the street signs.
There are no taxis that one could use without
anxiety. Security isaworry.

0 There are few souvenirs. Duty-free shops at the
airports are unsatisfactory.

(Tourists with specific aims)

Currently, the main trend is for visits to Russian Far
East by tourists with such specific aims as participation in
outdoor activities, eco-tours, fishing, hunting, visits to
sanctuaries for wild animals, cultural exchange, interaction
between young people, visits to the homes of friends and
acquaintances, and visits to graves of Japanese internees.

These travelers tend to be highly satisfied with their
visit, in general, and some make repeated visits. However,
their numbers are limited and a significant increase is
unlikely.

In order to increase tourist numbers, it is necessary to
attract general tourists.

3. Major Problems with Regard to the Russian Far
East asa Tourist Destination

Let us now consider the problems involved in
attracting general tourists from Japan to the Russian Far
East.

(Problemsinvolved in attracting general tourists)

1) The Russian Far East has few tourism resources
that can be enjoyed by tourists. European countries
and such cities as St. Petersburg and Moscow have
an abundance of historical and cultural assets (art
museums, ballets, concerts, etc.) that appea to the
Japanese. Many cities do not merely protect their
historical assets but are making efforts to
reconstruct building that have become decrepit or
were previously destroyed. Khabarovsk and
Vladivostok are lacking in this area. On the other
hand, the ROK, which is visited by many Japanese,
has various attractions geared towards young
people, such as markets, grilled meat restaurants
and beauty salons. China has abundant historical
assets, such as the Great Wall and Forbidden City,
and nature tourism resources such as Guilin. It is
necessary for the Russian Far East to develop more
tourism resources as well.

2) The quality and quantity of hotels is insufficient.
Existing hotels are small and, as visits by tourists to
the Russian Far East tend to be concentrated in the
summer, there are not enough hotels in the summer.
In terms of quality, few are in the five-star category.

Recently, it has become possible in Japanese hotels
to use computers and the internet in the guest
rooms.

3) The food does not always suit the Japanese palate.
Generally, Russian food is tasty and basically
should be popular with the Japanese. Tourists
would be delighted if they were given the Russian
food that the average Japanese person expects to
encounter in Russia (pirozhki, borscht, pelmeni,
caviar).

4) It is difficult for ordinary Japanese people, who
cannot understand Russian, to walk around cities
freely. Japanese people who have visited Europe or
Americalook forward to being able to walk around
cities with amap in one hand, but thisis difficult to
do in the Russian Far East. Problems include the
lack of maps in Japanese, the inadequacy of
Japanese guidebooks, the lack of street signs in
Japanese or English, and the lack of taxi drivers
who can understand what non-Russian-speaking
tourists are saying. Moreover, there are no shuttle
bus services from the airport to hotels in the city
center on which Japanese (or English) is
understood, and that Japanese people traveling
independently could use.

5) High cost. In comparison with visiting the ROK
from Japan, a trip to the Russian Far East costs 30-
40% more. A four-day three-night tour to the ROK
costs between ¥60,000 and ¥90,000, while a trip of
the same length to Khabarovsk costs around
¥90,000 to ¥120,000. In the case of the ROK, tours
during the off-peak season and on weekdays cost
even less. In the Russian Far East, air fares, hotel
charges, interpreting costs and transfer costs are
expensive. The monopoly on air travel is cited as
the main reason for the expense of airfares. It is
necessary to understand that even the Japanese are
sensitive to prices during an economic slump.

6) Administrative procedures are a nuisance.
Immigration checks are harsh compared with those
in other countries. Since the ROK abolished the
requirement for Japanese tourists to obtain visas,
the number of Japanese tourists visiting the country
has increased significantly. In addition, China
abolished the visa requirement for Japanese people
in September and it is envisaged that the number of
tourists, which had falen as aresult of the effects of
the SARS epidemic, will increase as a result.
Japanese people do not require visas to visit
America or countries in Europe and Southeast Asia.
About the only tourist destinations that require
Japanese visitors to have visas are Russia and
Mongolia.

(Problems for travel agents)

1) It is not possible to obtain information about the
region within Japan. There is no branch of the
Russian National Tourist Office in Japan. Most
other countries have a Japanese branch of their
government's official tourist board. Consideration
also ought to be given to establishing an official




tourist office speciaizing in the Russian Far East.

2) Insufficient publicity targeting Japanese people.
There are several conceivable ways of publicizing
the region. Generally speaking, pamphlets alone are
not enough; obtaining publicity through tourism
magazines and leisure magazines is more effective.
Women's magazines could also be used to target
female travelers. Another effective method would
be to profile the region on TV programs, as there
are many food and travel-related programs and quiz
shows that focus on overseas travel.

3) Domestic means of transport (planes and trains) are
often delayed, so it is difficult to make travel plans
in which travelers are guaranteed to make their
connections.

4) Costs are high. Transfer costs and interpreting
charges are tacked onto the basic cost. There is no
system of obtaining commission by collaborating
with specific souvenir shops.

5) There are problems relating to contracts. One
Japanese company has had the experience of being
charged more for chartering a helicopter than had
been agreed in advance in the contract (1995).
Japanese travel agents believe that the Russians
with whom they do business do not respect the
principle of adhering to contracts.

4. The Potential for Tourism in the Russian Far
East
Looking at al this, it seems as though the Russian Far
East does not have the capacity to be a tourist destination,
but in fact it has great potential. The scope for developing
the tourism resources that it lacks is also immense. Let us
look at the possibilities that the region holds.

1) Making use of nature to the greatest possible extent:
What the Russian Far East has that Moscow lacksis

natural beauty. For example, Kamchatka has such
resources as hot springs and volcanoes. If a regular
but seasonal air route to Japan were established and
accommodation facilities developed, the area could
become popular with Japanese tourists as a resort
providing an escape from the heat and humidity of
the Japanese summer. In addition, Irkutsk, which is
home to Lake Baikal, has distinctively picturesque
city streets, and could become attractive as a
summer retreat. In order to launch these areas as
resorts, decent hotels and meticulous service is
required. Moreover, cheap, convenient air transport
isasine quanon of any summer resort.

2) Developing cultural tourism resources. Would it not
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Far Eastern Branch of the State Hermitage Museum
in which to display them?

3) Sporting exchange: Russia has attractive resources

with regard to such sports as ice hockey. Japan's
professional teams are being scrapped, one after
another, and apparently the very existence of
Japan's ice hockey league is threatened, because the
number of teams has decreased. It seems that an
international league that includes teams from the
ROK is going to be created, so if Russia could also
join this, supporters would move between the three
countries and sporting exchange would be
intensified.

4) Historical tourism resources. The Russian Far East

has picturesque European-style streets and
resources that have been bequeathed by modern
history. For example, Sakhalin has buildings that
remain from the time when it was ruled by Japan,
and if conservation work to improve their condition
was carried out, they could become places of
historic interest. In addition, there are graves of
Japanese internees and buildings constructed by
internees in Khabarovsk and Irkutsk. These could
arouse the interest of Japanese tourists.

5) Wholesome amusement facilities: Amusement

facilities are invariably capable of attracting
tourists. Tokyo Disneyland is jam-packed with
tourists from Taiwan and China. Given that many
Japanese visit Las Vegas, they could be receptive to
casinos. | wonder how a Russian version of Las
Vegas might turn out?

6) Attracting events such as international conferences:

This year, Niigata opened Toki Messe, an
international conference facility, and has been
attracting a variety of national and international
conferences. If international conference halls and
hotels were developed in the Russian Far East, it
would become possible to attract various
conferences. In the same way, attracting
international sporting competitions is also
conceivable.

7) Combining various elements: Where there are

severa small places that could be visited, as is the
case in the Russian Far East, tours combining a
number of these could be offered. For example,
there could be a tour visiting Khabarovsk,
Kamchatka, Irkutsk and Moscow. Furthermore,
combining these with road or rail journeys, or a
cruise from Japan to Vladivostok is also
conceivable.

be possible to reproduce in the Russian Far East the 5. Adviceto the Russian Side

art museums, ballets, operas, concerts and circuses

Finally, we come to advice and requests to those on

that are the highlight of any trip to Moscow or St. the Russian side.

Petersburg? For example, it is said that the
Hermitage, which no self-respecting Japanese
tourist would miss on avisit to St. Petersburg, has a
massive collection, much of which is just
slumbering in a basement storeroom. This is a
compl ete waste. Why not pass on to the Russian Far
East the artifacts that are not on display and create a

1) Establish a Japanese branch of the Russian National

Tourist Office and improve publicity activities in
collaboration with the airlines. By doing this, it will
become easier for Japanese travel companies to
obtain information and make bookings. It would be
desirable to establish a tourism bureau covering the
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whole of Russia in Tokyo, and one specializing in
the Russian Far East in Niigata.

2) It is necessary to plan cities in such a way that
tourists can walk around them freely. Street signsin
Japanese or English should be developed, as should
shuttle buses from the airport to major hotels on
which English or Japanese is spoken and
understood. Reliable taxis should be provided. It is
necessary to make cities safer.

3) Visas should be eliminated for Japanese tourists and
immigration procedures should be streamlined.
Russids rivals, the ROK and China, have abolished
the visa requirement for Japanese tourists.

4) Hotels should be constructed, improved and
modernized, with international standards (star
system) applied to them. | visited Riga last year for
the first time in over a decade and was surprised at
the way in which the Soviet-era Intourist Hotel had
been reborn as the luxurious five-star Latvija Hotel.

5) It is necessary to tackle the development of tourism
resources through efforts on the part of both the
public and the private sectors. The region has great
potential in terms of cultural events (ballets,
concerts, art exhibitions, etc.) and historical

resources. If the traditional, picturesgue European-
style streets of Khabarovsk and Vladivostok were
polished up further and parts of the city that had
become dilapidated or had been destroyed were
restored to their former glory, the attractiveness of
these cities would be increased. In places such as
Rotenberg in southern Germany, the medieval
ramparts and buildings have been reconstructed and
they have become a tourist attraction. Similar
efforts are being made in St. Petersburg. Systematic
efforts to recreate traditional buildings are required.

6) Efforts should be made to reduce costs, making
airfares and hotel charges cheaper, so that the
region can hold its own against the ROK and China.
It would be desirable for the monopoly on air routes
to be eliminated.

7) The improvement of airport duty-free shops offersa
chance to obtain foreign currency. Precious
souvenirs and beautiful postcards can also help to
improve tourists' impressions of a place. On my
most recent visit, | was impressed with the beautiful
new postcards being developed in Khabarovsk.
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m Energy Security and Sustainable Development in
Northeast Asia: Prospects for Cooperative

Policies- A Meeting with Practitioners

(10" October 2003, Tokyo)

Eleanor Oguma, Research Assistant, Research Division,
ERINA

Asregular readers of the ERINA Report will be aware,
ERINA has, with the support of the Japan Foundation
Center for Global Partnership (CGP), been conducting a
dialogue and research project relating to the prospects for
cooperative policies on energy security and sustainable
development in Northeast Asia since 2001 (reports
available online at http://www.erina.or.jp/En/E/HP
research.html). The ultimate goal of the project is to
broaden the strategic horizons of governments and the
public, allowing them to see beyond the confines of
national policies.

As part of the dissemination process that forms the
final phase of the project, ERINA, the Northeast Asia
Economic Forum (NEAEF) and CGP organized a meeting
attended by energy sector practitioners from the worlds of
government, business and academia, in order to inform
them of the opportunities for and obstacles to regional
energy cooperation with a low environmental impact, as
identified by our project.

In addition to a broad array of academics from a
variety of universities and such institutions as the National
Institute for Research Advancement and the Institute of
Energy Economics Japan, affiliated to the Ministry of the
Economy, Trade and Industry, the audience of just under
one hundred people included representatives from the
Ministry of Foreign Affairs and the Cabinet Office, as well
as the Russian and US embassies, and companies such as
Tokyo Electric Power (TEPCO), Osaka Gas, Toshiba and
the Japan National Oil Corporation; there was also a
significant media presence.

Opening the meeting, Susumu Y oshida, Chairman of
the Board of Trustees and Director-General of ERINA,
outlined the importance of the project, particularly in light
of the ongoing oil and gas exploitation initiatives in
Sakhalin and in mainland Russia, as well as the recent
expression of interest in the Angarsk-Nakhodka pipeline by
Prime Minister Koizumi during talks with President Putin.

The keynote address on the '3E™ Target in the Context
of Northeast Asia was delivered by Susumu Abe, Advisor
to the GIF Research Foundation and formerly an ERINA
trustee. After noting the potential for electricity blackouts
such as those experienced in North America and Europe
this year, Mr. Abe highlighted the increased energy demand
and CO2 emissions that will result in coming years from
China's strong economic growth and its hosting of such
major events as the 2008 Olympics and the 2010 Expo, not
to mention the expansion of its market for cars. He
emphasized the necessity of Northeast Asian energy
cooperation and proposed a grand design for energy and
environmental cooperation, which would facilitate the
achievement of the 3E paradigm.

Yonghun Jung, Vice-President of the Asia Pacific
Energy Research Centre, addressed the issue of energy
security in the context of Northeast Asia. He outlined recent
energy-related developments in the region and emphasized
the necessity of shifting to a new definition of energy
security, moving towards a focus on securing a sustainable
energy supply at an economically competitive price. Dr.
Jung noted that the collective regional approach has a
history of success in Europe and speculated that a crisis -
actual or perceived - will eventually emerge that will make
change politically inevitable. With regard to the
contribution of ERINA's project, he identified the following
points: i) the identification and dissemination of key
regional issues in the energy sector; ii) the establishment of
a platform for dialogue on regional cooperation; iii) the
formation of aregional, multi-level network of experts; and
iv) the creation of channels for further dialogue among
regional policymakers.

Vladimir Ivanov, Director of the Research Division at
ERINA, spoke about Russia's long-term energy export
goals and their relevance to Northeast Asia, observing that
the region is a natural market for Russian oil and gas
exports, given growing demand. He stated that greater
emphasis on liquefied natural gas (LNG) and gas-to-liquid
technologies is required, as these could be significant for
energy cooperation.

The ensuing panel discussion opened with an overview
of METI's new Japanese energy plan, provided by Tatsujiro
Suzuki, Senior Fellow of the Central Research Institute of
the Electric Power Industry. Dr. Suzuki then noted the
delivery problems that were still faced, despite the
existence of sufficient supply. Although borders are
becoming easier to cross, cultural, policy and institutional
difficulties are liable to emerge when trying to build cross-
border energy infrastructure. Therefore, it is necessary to
create an Asian energy framework similar to the European
Energy Charter.

After Mr. Yoshida observed that institutional
guarantees were needed in order to translate the pipeline
into reality, Kazuaki Hiraishi, Secretary-General of the
Asian Pipeline Research Society of Japan (APRSJ)
underlined the necessity of the pipeline and provided an
overview of the APRSJ's activities. He highlighted the role

! The '3E' concept is the aim of simultaneously achieving energy security, environmental conservation and economic

development.



of fuel cells and emphasized that, in order to attract buyers,
pipeline gas must be cheaper than LNG is at present.

Lee-Jay Cho, Chairman of the Northeast Asia
Economic Forum, informed participants that the DPRK
had, in earlier discussions, shown a positive stance towards
a trans-Korean Peninsula pipeline. Dr. Cho also asserted
that a Northeast Asia Development Bank was necessary to
finance infrastructure development in the region, because
the policy situation had changed greatly since the Asian
Development Bank was founded 30-40 years ago.

The final section of the meeting afforded participants
the opportunity to discuss our findings, thereby
contributing to the design of the strategic policy 'tapestry'
that we ultimately intend to present to the governments of
the region. In response to the question of whether a trans-
Korean pipeline would not be a risky venture, in light of
Russia's experience of pipeline gas transit to Europe via
Ukraine, both Dr. Hiraishi and Mr. Y oshida highlighted the
positive attitude displayed by representatives of the DPRK
who have attended conferences organized by the APRSJ
and by ERINA.

Following a query about the extent to which the
pipeline will alleviate Northeast Asia's reliance on the
Middle East and how much time would pass before this
was the case, given that Northeast Asia faces a Gordian
knot of territorial disputes and nuclear issues, Mr. Y oshida
stated that, although the target was to reduce the share of
energy supply sourced in the Middle East from 88% to
60%, the actual volume of energy imports will rise further,
requiring concrete actions on the part of the government.

In response to a comment about KEDO, Dr. Suzuki
said that problems in this field are gradually being resolved
and that dialogue is being emphasized, rather than merely
building new facilities. Dr. Ivanov reminded participants
that KEDO still exists formally and that, while the future
for it was not bright, the DPRK's energy crisis will persist
unless there is large-scale energy cooperation involving the
US and the DPRK. Dr. Jung noted that the DPRK enjoys a
considerable amount of leverage over neighboring
countries because of its location at the heart of Northeast
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Asia. He also highlighted the importance of US
government interest and influence on financia ingtitutions,
given the fact that the trans-Korean pipeline project is
unlikely to be commercially viable within DPRK territory.

Returning to the subject of the important lessons for
regional energy security provided by the blackouts in
Europe and the US and the energy shortages experienced
by TEPCO, Dr. Suzuki added that the main reasons for
TEPCO's closing 17 of its reactors were political and
social, rather than technical, and asserted that dialogue with
citizensin areas where resctors are located is vital.

Kengo Asakura, President of Eco and Energy Ltd. had
a blunt message for the Japanese government, saying that it
must decide when it will commit to the Sakhalin 1 project
and when it will be able to complete an overland gas
pipeline. He added that there were no technical obstaclesto
apipeline network, merely political and financial barriers.

Dr. Cho brought proceedings to a close with the final
thought that, just as ariver flows to the sea, the DPRK will
eventually converge with the mainstream trend towards
regional economic cooperation, so we need to facilitate that
convergence.

The truth of the matter is that it is the unfolding of
events on the international stage that will determine the
energy future of the region, as both governments and
investors base their decisions on these. All that academics
can do is to work together to, in the words of Milton
Freedman, "develop alternatives to existing policies, to
keep them alive and available until the politically
impossible becomes politically inevitable." In other words,
they provide governments with longer-term goal s to pursue,
in the hope of guiding them along the right path when
circumstances dictate that they take action.

The primary aim of this meeting was to raise the
profile of the project within Japan and there can be no
doubt that it was a resounding success. The enthusiastic
participation of the audience in the final part of the meeting
suggests that they received plenty of food for thought about
the direction in which the region (and particularly Japan) is
likely to move in the years to come.
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