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The Current Status of Issues Concerning and Prospects for
Investment Cooperation Between Japan and Eastern Russia

Anatoly G. Bury
Deputy Director of the Secretariat, Interregional Association “Far East & Zabakaye’

Around 40 years have passed since investment
cooperation between Russia and Japan began.

In the 1960s and 1970s, large-scale projects involving
the development of natural resources in Eastern Russia
occupied an important position in economic relations
between Russia and Japan. In implementing these projects,
the Russian side first of all bought the machinery and
equipment needed for industry in Siberia and the Far
Eastern region from Japan and then supplied Russian
produce to Japan as part payment for these. The nine
General Compensation Agreements dealt mainly with the
timber sector and the fuels and energy sector.

For example, the General Compensation Agreement
on the South Yakutiya coal deposit played a part in
increasing exports to Japan of Russian-produced coke and
coal for usein power generation. At the same time, Japan’'s
refusal in the 1980s to buy coal for the purchase of which it
had already concluded a contract was one reason for
Russia’ s debts to Japan.

The freezing of Japanese investors' foreign currency
accounts (worth a total value of about $1 billion) by
Vneshtorgbank in 1993 was the biggest negative factor
affecting economic relations between Russia and Japan.

As aresult of changes in Russia s economic situation
and a reduction in Japanese demand for coke, the countries
were obliged to explore new forms and methods of
cooperation, such as establishing joint ventures that would
attract investment and technology from Japan. In the 1990s,
the number of companies established in the Russian Far
East with Japanese capital grew rapidly. During this period,
tax incentives—particularly the three-year exemption from
taxes on profits—provided a welcome fillip to investors.
Examples of successful Russo-Japanese joint ventures
include Igirma Tairiku and STS Tekhnowood in the timber
sector and V ostoktelecom in the communications sector.

A number of Russo-Japanese joint ventures
established during Russia’'s transition from a controlled
economy to a market economy failed, and these cases have
proved to be an obstacle to Japanese investment in the
economy of the Russian Far East. At the time, there were
no mechanisms to protect investments and the foreign
exchange, customs duty and tax administration systems had
only just been built. Although those who established joint
ventures made considerable profits, they were too late in
responding to changes in Russia's economic climate and
legal infrastructure and did not revise their articles of
association. As a result, disputes arose between the Russian
and Japanese founders of these companies, as was seen in
the cases of Sakhalin’s Santa Resort and Sakhalin Sapporo.

It is common knowledge that, at that time, Russian
companies were thinking more about making a profit as
quickly as possible, rather than developing production
activities. Before long, most Russo-Japanese joint ventures

ceased their activities, with the remainder involved solely
in transport “intermediary” activities.

As a whole, the bilateral investment cooperation that
took place in the 1990s can be assessed as being unstable
and not commensurate with the potential on both sides.
Japan’s share of cumulative foreign investment in Russia
was less than 1.2%.

In order to support reform, the Japanese government
formulated a succession of economic support programs for
Russia in the 1990s (worth around $6 billion). Some of the
contributions were earmarked for the purchase of Japanese
machinery and plant as part of the implementation of
specific projects. For example, $200 million was to be used
for the project involving the reconstruction of wireless
communications systems linking Moscow and Khabarovsk
conducted by Rostelecom and Sumitomo Corporation. In
addition, $400 million was shared out among a number of
projects, including the installation of a microwave
production line in the Impul’s factory in St Petersburg and
the replacement of facilities at the KamAz engine plant.
Furthermore, $500 million of credit for humanitarian
support was granted, with some of this being diverted to
investment projects. However, at the end of the 1990s, as a
result of such factors as a tougher stance on the part of the
Japan Bank for International Cooperation (JBIC), which
demanded guarantees from the state for finance for joint
projects, the two countries were unable to reach agreement
regarding valid uses for Japan’s aid to Russia and the
greater part of the money allocated as aid was not used.

After the formulation in November 1997 of the
Y eltsin-Hashimoto Plan, which anticipated an expansion in
bilateral cooperation, the prospects for cooperation in the
field of investment became brighter. However, the overall
attitude of the Japanese business world towards large-scale
investment projects in Russia was still rather cool. Given
this situation, the two governments speeded up work aimed
at establishing a system of guarantees for investment
activities. The main institutional and legal framework for
bilateral investment cooperation was the Russo-Japanese
Investment Protection Agreement, which was signed by
Prime Minister Obuchi when he visited Russia in
November 1998.

In 1999, 220 Japanese-affiliated companies were
registered with the Russian government. Of these, 44 were
100% Japanese-financed companies, with another 173
being Russo-Japanese joint venture joint stock companies.
In addition, 84 representative offices were registered. More
than 60% of the companies doing business at this time were
involved in trade intermediary services and consulting
services. The remainder were active in the fields of oil
drilling and oil processing, light industry, the processing of
agricultural produce, timber and secondary materials,
construction, and the processing of foodstuffs.
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The attraction of Japanese investors with the aim of
implementing the Special Federal Program for the
Economic and Social Development of the Far East and
Zabaikal Region 1996—2005 was an important step in the
process of revitalizing Russo-Japanese investment
cooperation. Six top priority projects were identified: the
completion of the Bureya hydroelectric power station
(Amurskaya oblast); the development of the Aniva gas
deposit (Sakhalinskaya oblast); the establishment of the
Elektrum composite metal-working complex (Primorsky
krai); the construction of the third branch line of the
Berge—Y akutsk gas pipeline; and the construction of gas
pipelines on the Sea of Okhotsk coast—Petropavlovsk-
Kamchatsky and the Sakhalin—Komsomol’sk-na-
Amure—Khabarovsk—Vladivostok routes.

Under the auspices of the Trade Representation of the
Russian Federation and the Keidanren’s Japan-Russia
Business Cooperation Committee, a project briefing was
held in Tokyo in January 1999. In addition, at a Russo-
Japanese workshop held in Sapporo in February 1999, the
decision was taken that the Japanese side should participate
to the greatest extent possible in bringing these projects to
fruition. In March 1999, the 4th Meeting of the Japan-
Russia Inter-Governmental Committee Far East
Subcommittee was held in Tokyo, at which it was agreed
that the Russian side would conduct a preliminary
feasibility study. It was determined that, once the feasibility
study had been compiled, the Keidanren's Japan-Russia
Business Cooperation Committee would request that the
Japanese government provide the necessary finance for
feasibility studies of each project as a grant, in anticipation
of the participation of Japanese companies in these projects
in the future.

In 2000, the Japanese government contributed around
$400,000 to a feasibility study of the Bureya hydroelectric
power station project. The study was completed within the
prescribed period, after which Japanese companies
proposed that the Japanese government use money
provided to Japanese trading companies for the purpose of
promoting exports of Japanese goods and services in order
to finance construction of the Bureya hydroelectric power
station. JBIC then specified the conditions that the
financing period would be 15 years, with the money to be
provided in yen and the loan to be subject to an interest rate
of 7—8%. In addition, provision of the loan was made
subject to the impossible condition that Japanese plant
worth 50% of the value of the financial contribution was to
be purchased. This was unlikely to be acceptable because
the Bureya hydroelectric power station had been designed
to use Russian-manufactured plant. The conditions attached
to the loan were not accepted by United Energy Systems of
Russia (UES). However, at the same time, UES believes
that there are future possibilities for Russo-Japanese
cooperation in the Bureya hydroelectric power station
project. In particular, it thinks that cooperation in the
implementation of the project will become possible through
direct financing within the implementation framework of
the Kyoto Protocaol.

The Japanese government contributed money to
preparatory work on a plan for developing Zarubino Port.
This work was implemented within the prescribed period,

but because Zarubino Port became ajoint stock company, it
ceased to be an integrated business project and the private
company could not find the money required for its
reconstruction.

Based on its experience of thoroughly researching the
potential for participation in the foregoing projects, the
Japanese side altered its position on the projects succeeding
these ones at workshops held in 2000 and 2001. After the
money contributed by the Japanese government was
allocated to work on finalizing the content of existing
feasibility studies based on JBIC's requirements, rather
than to financing new studies, this change in the Japanese
position manifested itself in Japanese demands for
guarantees for each project from the Russian federal
government.

In 2002, the Japanese side completed feasibility
studies for three gas pipeline projects (the Sakha Republic,
Khabarovsky krai and Kamchatskaya oblast). However, the
cooperation did not come to fruition because the Russian
federal government refused to provide guarantees for these
projects, which are now being conducted independently by
the Russian side.

In the 1990s, investors were confronted by Russia’'s
unstable macroeconomic situation, triggering a sense of
uncertainty that they would be unable to make profitsin the
future even if they undertook capital investment. The
taxation system, which was characterized by distraint,
encouraged tax evasion and capital flight, and had negative
elements that blighted efforts to attract investment.
Moreover, the poor state of the investment environment
was exacerbated by corruption and an incomplete system
for the protection of property rights.

Japan has a proverb that is the equivalent of the
English saying “look before you leap”, which literally
trandates as “tap the bridge as you cross it”. This proverb
reflects the tendency of Japanese entrepreneurs to “keep on
tapping” for a long time while the bridge has not yet
collapsed and then, when it collapses because of al the
tapping, to say, “it's agood thing we didn’t try to cross it”.
In other words, we can say that Japanese entrepreneurs, in
trying to avoid risk, tend to procrastinate about making
decisions.

Japanese investment in Russia (excluding the Sakhalin
oil and gas projects) around the turn of the century was
negligible. According to Russian statistics, the cumulative
vaue of direct investment by Japan stood at $357 million
as of 1st January 2000. The withdrawal of Japanese capita
from Russia continued further in 2000. The cumulative
value of Japanese investment in Russia fell by $82 million
during this period. All this signifies that Japan’s share of
Russia’'s overall investment cooperation with other
countries has decreased. In other words, the Japanese
business world has maintained its insistence that reciprocal
relationships involve loans and has adopted an extremely
cautious stance with regard to direct investment in the
Russian economy.

The characteristics of Russo-Japanese relations in the
early 21st century are the revitalization of political dialogue
and the deepening of mutual understanding. The
prerequisites for achieving a qualitative increase in Russo-
Japanese investment cooperation in Eastern Russia that will
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Table 1. Trendsin Japanese Investment in the
Russian Far East and Zabaikal Region
(2001—-2003, $1 million)

2001 2002 2003
Sakhalinskaya oblast 157.5 2334 783.8

Primorsky krai* 29.7 19.8 25.9
Khabarovsky krai 5.8 22 1.8
Kamchatskaya oblast 111 7.2 6.8

* 2003 Primorsky krai data are for the period January - September

take it to a new level have been put in place. At the same
time, this era is characterized by the fact that areas of
inconsistency have been reduced, thereby easing the
tension that previously existed and increasing common
benefits for both countries.

Japanese investment in the Russian economy exceeded
$1 billion in 2003 (increasing from $441 million in 2002).
Of this, $960 million was investment in industry (putting
Japan in 5th place by country of origin). If we include the
Sakhalin projects, cumulative Japanese investment in the
Russian economy totaled $1.9 billion as of 1st January
2004. As aresult of this achievement, Japan is ranked 10th
among the nations investing in Russia. At the same time,
the value of direct Japanese investment is $1.353 hillion,
putting it in 6 th place.

In 2003, Japan invested $820.8 million in the economy
of the Russian Far East and Zabaikal region. Thiswastriple
the amount invested in 2002 ($263 million) (see Graph 1).

The fuels and energy industry is a strategic area for
Russo-Japanese economic cooperation in the Russian Far
East. The greatest potential lies in the implementation of
the Sakhalin oil and gas projects (Sakhalin | and I1), in
which some Japanese companies are participating.

Japanese investment in Sakhalinskaya oblast in 2003
was worth $783.8 million. This is 3.5 times the level of
investment in 2002 ($233.4 million) (see Table 1).

In 2003, 125 Russo-Japanese joint ventures were
registered in Sakhalinskaya oblast, with capital provided
through Japanese investment valued at $36.1 million, based
on figures listed in the companies articles of association.
The majority of Russo-Japanese joint ventures are traders
or trade intermediaries, involved in the export of raw
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Graph 2. Share of Japanese Investment in the Far
East and Zabaikal Region by
Administrative Regions (2003)
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Graph 3. Share of Japanese Investment in the Far
East and Zabaikal Region (1998—2003)
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materials.

Except for Sakhalinskaya oblast, Primorsky krai
occupies an important position with regard to attracting
Japanese investment. In 2003, Japanese investment in
Primorsky krai accounted for 3.1% of all Japanese
investment in the economy of the Russian Far East and
Zabaikal region (see Graphs 2 & 3). In terms of the actual
amount of money, this works out as $25.9 million (January
- September 2003). The most intensive investment was in
Dal’ moreprodukt (DMP: a marine produce company with
publicly held stock), STS Tekhnowood (a timber
processing company with privately held stock, located in
Plastun), Vostoktelecom (power system services and
wireless communications), NBAMR (a marine produce
company with publicly held stock, located in Nakhodka),
Versailles (hotel business), and Vladivostok Airlines (an air
transport company with publicly held stock).

In 2003, 58 Japanese-affiliated companies were
registered in Khabarovsky krai, up 65% on the previous
year. Of these, 21 were joint ventures, 35 were 100%
Japanese-invested and 2 were representative offices. The
value of Japanese investment in the territory in 2003 was
$1.8 million (6.6% of all investment in Khabarovsky krai).

As can be seen from these data, a great deal of
untapped potential still remains in the field of Russo-
Japanese investment cooperation in Eastern Russia

It goes without saying that the fuels and energy
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industry is one of the top priority sectors for bilateral
cooperation. For Russia, Japan's participation in energy
projects means not only an influx of foreign currency, but
also the entry of its energy resources into Northeast Asian
markets.

As has already been noted, the most promising
projects are the jointly implemented Sakhalin oil and gas
development projects (Sakhalin | and I1). It is planned that
Sakhalin Il will begin production in 2006 and 2007,
according to the project’s planned productivity." Mass
production of hydrocarbons from the Sakhalin | project is
also due to begin around the same time.?

Discussions are continuing regarding Japanese
participation in the project aimed at laying an oil pipeline
from Siberia to Nakhodka. If the Pacific oil pipeline is
brought to fruition, the relationship between Japan and
Russia will become profoundly interdependent and, mutual
trust between the two is likely to be reinforced as a resullt.
This project has strategic significance for Russia, as it will
boost the production and processing of crude ail in its Far
Eastern region.

What are important in the Russian Far East are related
projects that will form a gas distribution system, with the
aim of solving the region’s energy supply problems. These
are the construction of the third branch line of the natural
gas pipeline from the Srednevilyusk gas condensate
deposit—Mastakh—Berge—Y akutia (Sakha Republic), the
construction of a gas pipeline from Sakhalin—
Komsomol’ sk-na-Amure—K habarovsk—Vladivostok, the
development of the Kshuk gas condensate deposit and the
construction of a gas pipeline from the Kshuk gas
condensate deposit to Petropaviovsk-Kamchatsky. Other
projects of the utmost priority include the construction of
an open-cast mine at the El’ga coal deposit in the Sakha
Republic and a production and processing complex at the
Talakan oil and gas condensate deposit.

In addition to feasibility studies, projects developing
the Trans-Siberian Railway (TSR) are also a priority.
Development of the TSR would afford Russia further
opportunities to expand into various markets in Northeast
Asia, while providing Japan with a short route to European
commodity markets.

Prime Minister Koizumi’s January 2003 trip to Russia,
which included a visit to Khabarovsk, confirmed that both
Russia and Japan have an interest in the development of
cooperative relations. During the visit, a Russia-Japan
action plan that aims to revitalize links at al levels was
drawn up. Under this action plan, the following measures
are planned:

1. The establishment in 2004 of a Russia-Japan Trade
and Investment Promotion Organization. The main
roles of this organization will be to provide
information about Russian and Japanese businesses,
potential trade and investment partners and the legal
system, to facilitate the resolution of disputes between
Russian and Japanese companies, and to implement
measures aimed at preventing problems and dealing
with problemsif they do arise.

2. The enhancement of forms of finance for joint
projects, including loans provided in return for the
provision of guarantees by companies and banks
participating in the projects.

3. Cooperation in the development of energy resourcesin
Eastern Russia

In order to examine the potential for expanding
investment cooperation, it would be advisable to continue
to select joint Russo-Japanese projects within the
framework of workshops on Russo-Japanese economic
cooperation.

In order to improve the investment environment, the
Russian government has adopted a strategy of
standardizing its immigration control, border control and
customs systems, as well as its industrial standards and its
financial accounting standards; in addition, it is continuing
to work on formulating systems that will benefit investors,
such as guarantees that will function effectively, and
foreign capital protection and insurance.

If these measures are brought to fruition, a broad range
of opportunities for expanding investment cooperation
between Eastern Russia and Japan will undoubtedly be
opened up.

(Trandated by ERINA from Russian to Japanese and English)

! (Editor’s note) It has been reported that year-round production of crude oil will begin in 2006, with LNG exports beginning

in 2007.

? (Editor’s note) Sakhalin | will mainly focus on oil production.
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The Continuing Boom in the Russian Economy and Changes
in the Russian Market Strategy of Japanese Companies
(Summary)

Eiko Tomiyama, Ph.D. in Economics
Part-Time Lecturer, Niigata University, Keiwa College, etc.

Introduction

Russia’'s GDP demonstrated significant growth in
2003, increasing 7.3% on the previous year and achieving
positive growth for the fifth year in succession since 1999.
Against the background of the stabilization of the political
and economic situation under the Putin administration and
the Russian economy’s shift to the market system, the
employment and income environment has improved and
individual consumption has continued to exhibit strong
growth, with a consumption boom taking place in large
cities in particular. At the same time, foreign direct
investment (FDI) in Russiais relatively low considering the
scale of the economy. According to UNCTAD’s World
Investment Report 2003, cumulative FDI in Russia was
$2.2563 trillion as of the end of 2002, accounting for just
0.3% of total FDI across the globe ($712.235 trillion).
Furthermore, according to Goscomstat (State Committee of
the Russian Federation on Statistics), FDI in Russia was

$26.231 billion, of which Japan accounted for just 5%
($1.353 hillion). Thus, it cannot be said that Japanese
companies are active in the field of FDI. However,
Japanese companies are upgrading their export strategy vis-
a-vis Russia. This paper mainly analyses how Japanese
companies have atered their Russian market strategy, from
the perspective of export marketing channels. The situation
is analyzed from this kind of perspective because
developing distribution channels, such as links with local
distribution agents, is a prerequisite for expanding local
markets. As a result of analyzing 11 major Japanese
companies, their export marketing channel strategies for the
Russian market can be typified as follows.

(1) Use of a local distribution agent in the target
country: Mitsubishi Heavy Industries, Daikin
Industries

Both Mitsubishi Heavy Industries and Daikin

* Banwari Mittal & Jagdish Sheth, 2001.
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Industries use local distribution agents in the target country
for their exports. With this form of distribution, the
company does not have to invest in fixed capital and can
just pay commission to traders who have a local sales
network, so exports via a local distribution agent are
particularly important for companies that have only just
entered a foreign market. The advantage of using a local
distribution agent is that the sales network of the local
partner can be used.

(2) Establishment of a sales subsidiary as a joint
venturewith atrading company: Fanuc, Ricoh

Fanuc and Ricoh have established sales subsidiaries as
joint ventures with Japanese trading companies. By making
use of the human resources and networks that trading
companies have built up in the CIS countries over many
years, manufacturers can save time and money on
investment in gathering information about local markets,
forming local sales networks and investing in sales
activities. What is more, given the differences in language,
customer needs, distribution systems, trade practices and
competition situation in Russia, the investment of a great
deal of time and resources is required in order to cultivate
specialist human resources with know-how about local
sales and the ability to gather information about foreign
markets, and to build a local sales network. The trading
companies’ resources are complementary resources for
Fanuc and Ricoh. Furthermore, the establishment of alocal
corporation in the form of a joint venture enabled the risk
to be diversified.

(3) Establishment of a wholly owned sales
subsidiary: Yokogawa Electric, Amada, Honda,
Olympus, Komatsu

Unlike representative offices or overseas branches of
companies, the local corporations that Y okogawa Electric,

Amada, Honda, Olympus and Komatsu established in

Russia are incorporated in that country, so they can carry

out all activities. Their establishment of sales subsidiaries

in Russia can be viewed as the construction of a company-
wide vertical marketing system. This is because the head
office’s wishes can be reflected in the local corporation
directly and rapidly, and be developed into full-scale
marketing activities. With regard to the Russian marketing
channel policies of Yokogawa Electric, Amada, Komatsu
and Honda, in addition to direct channels selling goods to
the end-user, it seems they also use distribution agents.

This is because they are developing the market using

multiple marketing channels in order to reduce transaction

costs arising from specific characteristics of the commodity
or region.

(4) Establishment of an offshore sales subsidiary:
Matsushita Electric Industrial, Canon

Both Matsushita Electric Industrial and Canon have
established sales subsidiaries in Finland, while also setting
up representative offices of those subsidiaries in Moscow.
It is possible for local corporations to conduct sales
activities in Russia, but Russian laws governing the
operations of such corporations are more onerous than

those governing representative offices, including laws and
regulations relating to the settlement of accounts, cash
transfers and tax payments. Fearing that they would be left
open to problems arising from the creation of new systems
or the actual implementation of rules by the Russian
government, both companies avoided establishing
companies incorporated in Russia. Were it not for the
existence of an unofficial “grey” customs system, both
companies would apparently have established sales
subsidiariesin Russia and built a vertical marketing system.
Taking into consideration Russia’'s grey customs system,
the construction of a vertical marketing system through the
establishment of an offshore sales subsidiary could be
described as a Russian-style marketing channel strategy.

Conclusion

1. Most Japanese companies see Russia as an extremely
attractive market, in terms of its scale and potential for
growth. However, there are many risks in emerging
markets. Consequently, they have initially learned
about the Russian market and gathered information
after entering it by means of methods that do not
require the investment of a great deal of resources,
such as establishing representative offices,
undertaking indirect exports via a trading company or
selling products through local distribution agents.

2. As aresult of Russia's recent economic growth,
Japanese companies export strategy vis-a-vis Russia
has shifted towards the establishment of local
subsidiaries, which require the investment of large
quantities of resources. This takes the form of capital
investment in export channels to Russia. The
establishment of sales subsidiaries by Japanese
companies can be viewed as the beginning in earnest
of direct marketing of exports to Russia. Capital
investment in export channels is investment in Russia,
involving the export of capital, and is distinct from
mere exports of goods. The export marketing being
developed hereis one form of global marketing.

3. When Japanese companies establish sales subsidiaries
in Russia, they often opt to set up wholly owned
subsidiaries or split the equity contribution fifty-fifty
with atrading company.

4. Japanese companies are making an active commitment
to the Russian market. They are bearing the magjority
of the risks involved in setting up a wholly owned
subsidiary, undertaking direct export marketing, and
trying to build a vertical marketing system for the
Russian market.

5. Whether marketing consumer goods or industrial
goods, relationship marketing (marketing efforts
involving various personalized services, the provision
of additional services, and customizing the services a
company offers to the needs of a particular buyer) is
important. In order to achieve this, it is necessary to
ensure that the sales service center is directly operated
by the company. If the company is to undertake
exports to Russia in earnest, it is ultimately preferable
for it to establish its own sales subsidiary, rather than
leaving sales to be handled by a distribution agent.
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Energy Security For a New Northeast Asia: An Update

Vladimir |. Ivanov
Director, Research Division, ERINA

In 2003 and the first half of 2004, the energy policies
of the economies of Northeast Asia demonstrated some
positive developments that indicate growing interest in the
concept of energy cooperation. Although the emerging
picture is still fragmented, one can detect important shifts
in the focus of policymakers.

The first of these is growing concern with regard to
the Middle East, in particular instability in Iraq and the
internal security problems that have surfaced in Saudi
Arabia. Secondly, China's booming economy and growing
demand for oil and oil imports are generally perceived to be
among the reasons for high oil prices. Thirdly, there is
growing interest in oil and gas projects in Eastern Russia,
both ongoing and planned. The economies of the Northeast
Asian subregion (governments and companies) are paying
close attention to existing and potential energy projects
involving Russia. Thus far, this process of reassessment
and economic evaluation is resulting in new policy
concepts and business proposals. Finally, aimost every
economy of Northeast Asiais adopting a policy stance that
favors multilateral energy cooperation.

This article is intended to provide an overview of
these recent developments, focusing on Russia and the
energy importing economies of Northeast Asia, including
their policy. It will also serve as a concise update on energy
projects in Eastern Russia, highlighting the impediments
and problems that must be overcome in order to implement
them.

1. Putin’sRussia

Russia’s economic recovery and domestic policies are
improving its image, as well as the overall environment for
discussing energy projects that involve the supply of ail
and natural gas from Eastern Siberia and the Far Eastern
region. It seems that traditional concerns with regard to
Moscow are giving way to longer-term positive
expectations and practical interest. To a significant degree,
this change in perceptions is a result of the policies adopted
by President Vladimir Putin.

Earlier this year, two-thirds of the Russian electorate
participated in the presidential elections, with 70.5% voting
for Putin. His previous four years as president provide hope
for the future. In 2000—2003, Russia repaid US$50 billion
of its outstanding foreign debt, while also maintaining a
solid surplus in foreign trade. The Russian Central Bank
accumulated more than US$80 hillion in hard currency and
gold reserves. Inflation has been reduced to about 10%,
while personal consumption increased. Furthermore, its
annual rates of economic growth were the highest among
the G8 economies.

1.1 Putin’s Second Term

The new wave of Putin's reforms is already in full
swing. The first priority is improving the efficiency of the
government, central ministries and other administrative

bodies, including the presidential administration. For
example, the number of central ministries has been reduced
from 30 to 17. The new ministries will employ 20% fewer
personnel. Many economic ministries have been merged
and ministerial posts are now roughly equivalent to the
rank of deputy prime minister in the previous government.
President Putin’s long-term goals are ambitious, including
(1) the doubling of GDP over 10 years; (2) poverty
reduction; (3) the modernization of the armed forces; and
(4) national consolidation.

The new, more efficient government must work hard
to achieve these goals. On the other hand, Putin also
believes in private initiative as the main source of national
economic growth and modernization. The new government
should provide greater security for its citizens, protect their
interests and property rights, and facilitate and support
entrepreneurship. The promotion of small and medium-
sized enterprises is becoming the most important
instrument of economic development.

In general, Putin’s economic philosophy is
underpinned by four key principles. First of al, Russia's
economic wellbeing should be based primarily upon
domestic demand and expansion, and the increased
sophistication of its national market. Secondly, in order to
rely more on the domestic market, Russian industries must
be modernized and their competitiveness improved
considerably on present levels. Thirdly, the government
must introduce new mechanisms that improve the
utilization of Russia's natural resources, including greater
control in the fishery and forestry sectors, rational policies
and transparency in oil and gas production and exports, and
improved energy efficiency. Finally, new priorities include
a simplified and more liberal tax system, the convertibility
of nationa currency, a more efficient and better developed
banking sector, greater construction of affordable housing
and improvements in the pension system.

1.2 Energy projects and infrastructure

On the other hand, the new government is prepared to
adopt a more stringent approach to oil companies that have
earned exceptionally high revenues, benefiting from record
high world oil prices. For example, in 2002, in world
prices, the value of oil and gas produced in Russia totaled
US$116 billion, but the government failed to collect the
“extra’” revenues generated by high oil prices. From 2005,
the new tax regime for producers and export duties for oil
and products would boost the federal budget by an
additional US$3 hillion or more each year provided that oil
prices remain high. This amount could be sufficient to
finance the construction of an oil pipeline from Taishet to
the Pacific coast, the cost of which is estimated at almost
US$15 hillion.

In his 2004 Address to the Federal Assembly, Putin
made special reference to energy projects and transport
infrastructure in Eastern Russia. He said that, given
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Russia’'s climatic conditions and huge territory,
infrastructural expenses make up a significant portion of
the cost of many kinds of goods and services. At the same
time, a modern, well-developed transport infrastructure
would be capable of turning Russia's geography into a real
competitive advantage for the country:

“What needs to be done to achieve this? Above al, we
need to unite the economic centers of the country, to
provide economic regions with unhindered access to
regional and international markets, and at the same
time to provide infrastructure services of a world
standard.... The state must control the development of
the country’s infrastructure for a long time to come....
The Government must announce its plans and projects,
and the conditions to implement them.... For example,
there are plansin the oil sector to diversify delivery of
Russian oil. These plans are well-known. They
involve expanding the capacity of the Baltic pipeline
system, opening the Western Siberia—Barents Sea
pipelines, determining routes from oil fields in Eastern
Siberia, bypassing the Bosporus and Dardanelle
Straits, and integrating the Druzhba and Adriya oil
pipelines.... The guidelines for passing the necessary
decisions should be the realization of national tasks,
and not the interests of individual companies.... As for
the gas transport system, here we need first of al to
develop the gas distribution network within the
country, including expansion of the system to the east
of Russia*

These plans are directly related to the energy security
interests of the economies of Northeast Asia. Japan, China
and the ROK —not to mention the United States—are likely
to become the principal export markets for ail, oil products,
natural gas, coal, and, in some cases, electricity. It is also
expected that, similarly to the Sakhalin projects, investment
will flow from these economies into new ventures in
Eastern Russia.

However, the scale of ongoing and proposed energy
projects, the enormous costs involved and the sensitive
energy security concerns of the energy-importing
economies would require new partnership-type
relationships with Russia to be built. It seems that Vladimir
Putin’s first term as president has made both the leaders of
these economies and the general public more convinced
that Russia is capable of being a reliable partner in the
long-term.

2. Oil Supply Stability and Diversity

According to estimates by ExxonMobil, by 2020,
overall global energy use is projected to grow by 40%
compared with 2000. Energy demand will rise from 215
million barrels of oil equivalent per day (Mboe/d) to almost
300 Mboe/d, while demand for fossil fuels will exhibit an

absolute increase of about 65 Mboe/d. Moreover, by that
time, the petroleum industry may need to add about 100
Mboe/d of new supply to meet projected demand: an
amount close to 80% of current production levels.?

These and similar projections are very important in
comprehending the scale of the problem and the need to
ensure a stable, affordable oil supply in the decades to
come. What is even more important is the long-term
outlook of the leading oil companies, as well as that of the
governments of the oil-importing countries with regard to
the geography of investment in the oil and gas sector in the
next ten to fifteen years.

2.1 TheMiddle East

Currently, about 50% of the world's proven oil and
gas reserves are concentrated in the Middle East, with
Saudi Arabia alone having about one-fifth of all oil
reserves. It produces about 10 million barrels of oil a day
(Mbd), or close to 500 million tons a year (Mt). Its
production constitutes one-third of total OPEC output,
which has declined from 38.8 Mbd in 1979 to 30.5 Mbd in
2003, primarily because of the decline in production in Iran
and Irag, aswell asin Libyaand Indonesia.

The uncertainty surrounding the former three of these
exporters has already become a source of oil supply
insecurity that is one of the reasons behind the high oil
prices being seen at present. Instability in the Middle East
and Persian Gulf areas, and Saudi Arabiain particular, will
certainly continue to influence oil prices, which are
unlikely to fall much below the US$25 per barrel (p/bbl)
level, according to forecasts made by some leading oil
producers, as well as independent analysts.

In fact, the future of the Iragi oil industry depends on
the safety of its sea-based oil terminals, which currently
have to be protected by the coalition forces. The
sophistication and scale of the operation raises the question
of when, or whether, the Iragis can safely take over this job
from the United States and its allies.

In 2002—-2004, energy facilities not only in Irag, but
also Saudi Arabia, were under the threat of or actually
subjected to terrorist attacks. Strikes on pipelines in
mainland Irag alone have aready cost the nation US$200
million in lost revenue. Exports were almost halved
because of damage to the pipeline, which feeds the Basra
and Khor al Amaya terminals. However, according to The
New York Times, referring to public attitudes, the sources
of instability that could affect oil supply are much broader:

The Saudi people have been exposed to years of
preaching in favor of violent global jihad by senior
Wahhabi clerics, whose backing is a main source of
legitimacy for the Saudi royal family. That helps
explain why a poll taken late last year showed half of
al Saudis supporting Osama bin Laden’s rhetoric....
The United States, which depends on Saudi Arabia not

Y Vladimir Putin, Address to the Federal Assembly of the Russian Federation, May 26, 2004

2

See remarks by Lee R. Raymonds, Chairman and CEO, ExxonMobil Corporation, Woodrow Wilson Center for Scholars,

Washington, D.C., June 7, 2004 and remarks by Rex W. Tillerson, President, ExxonMobil Corporation, Address to the U.S.-
Saudi Business Council and Center for International and Strategic Studies, Washington, D.C., April 27, 2004.



only for support in the fight against terror, but also for
its role in moderating world oil prices, will certainly
continue to work with the Kingdom and its leaders. It
actually has little choice. But if Washington is
interested in long-term stability in Saudi Arabia, it
must press harder for reform. Mr. bin Laden’s rhetoric
strikes a resonant chord among Saudis who are
increasingly anxious about the economy and their own
uncertain employment prospects. The Kingdom
uneasily combines a 21st-century oil industry, an
absolutist and hugely corrupt family monarchy, and a
fiery, fundamentalist religious establishment.®

It is widely feared that, because of various political,
economic and technical impediments, Saudi or Iraqi
production capacity is unlikely to cover long-term demand
growth. According to Amy Jaffe, Associate Director of the
Rice University energy program, current demographic
trends will encourage Saudi Arabiato seek higher oil prices
for domestic political reasons to put restraints on falling per
capita income and fund basic social services, including
education and socia welfare. Saudi Arabia’'s oil sector
employs less than 2% of the total labor force.* The
population is rapidly getting younger and unemployment
and domestic political pressures are unlikely to ease,
contributing to growing nationalism, on one hand, as well
as pervasive pessimism about the Kingdom'’s economic
future, on the other. Moreover, democratization and
political reform may make capacity expansion more
difficult to implement.®

Nevertheless, the oil-importing economies are bound
to continue their high dependence on these supply sources.
In order at least to retain their current levels of oil
dependence on the Middle East, these economies must
proactively support the development of alternative sources
of supply. Therefore, broadening the geography of supply
requires adjustments in the geography of investment.

Russia and the Caspian region appear to be prime
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candidates for these efforts to broaden the geography of
supply. In this context, the interest in energy projects
involving Russia and the economies of Northeast Asia is
growing both at the governmental level and among energy
companies.

2.2 Russia and the Caspian Region

According to Transneft, oil output in Azerbaijan could
reach 28 Mt by 2010, or a little more than 0.5 Mbd. In
Kazakhstan and Turkmenistan, oil output in 2010 is
estimated at 88 Mt and 18 Mt respectively. However, oil
production in Russia is very likely to reach 500 Mt (10
Mbd) by 2006—2007. In 2004, its crude exports (including
to the Commonwealth of Independent States (CIS)) are
conservatively estimated at 4.5 Mbd and are poised to
increase to 5.0 Mbd in 2005, and 5.5 Mbd in 2007 (Table
1).

In June 2004, oil production in Russia increased by
10%, while exports by pipeline, sea and rail increased by
17% compared with the same period of 2003, reaching
amost 3.5 Mbd. Oil exports to CIS markets stabilized at
about 0.8 Mbd.

Investment in infrastructure is the key to the enhanced
role of Russia in the global energy supply. In the next 2—6
years, the government is planning an expansion of export-
oriented transportation infrastructure along the seven main
routes up to 6 Mbd:

* Baltic: 1.2 Mbd through the expanded Baltic
Pipeline System by 2005

* Barents Sea: New pipeline of about 1.0 Mbd by
2010

* Central Europe: Integrated Druzhba-Adriya pipeline,
up to 0.3 Mbd

* Black Sea-Mediterranean: Novorossiysk and Tuapse
portsto 1.2 Mbd

* Caspian-Black Sea-Mediterranean: Atyrau-Samara
pipelineto 0.5 Mbd

Table 1. Non-CIS Qil Exports by Transneft, 2004 First Half (Mbd)

2003 2004 | JuneO4/ | 2003 (six | 2004 (six 1 §004

June June June03 | months) | months) 1H 2003
LUKail 0.52 0.69 32% 0.51 0.67 31%
Surgutneftegaz |  0.38 0.36 -4% 0.35 0.40 13%
YUKOS 0.65 0.73 12% 0.56 0.73 29%
SIDANCO 0.11 0.17 54% 0.11 0.17 53%
Slavneft 0.14 0.16 18% 0.11 0.16 39%
TNK 0.27 0.49 80% 0.34 0.43 27%
Sibneft 0.24 0.28 18% 0.23 0.26 12%
Tatneft 0.18 0.27 49% 0.18 0.23 26%
Transneft total 3.10 3.63 17% 2.87 3.49 21%

Source: Ministry of Industry and Energy

® “Saudisin Terror's Shadow” Editorial, The New Y ork Times, June 28, 2004.

4

employing more than 3,000 Saudis.

ExxonMobil —the largest purchaser of Saudi crude oil exports—accounts for nearly 10% of the Kingdom'’s total exports,

° Amy Jaffe, “International Oil Markets Outlook,” presentation at the Seminar on the Latest Energy Stuation in Russia and
International Energy Markets, Petroleum Energy Center, Capitol Tokyo Hotel, June 17, 2004.
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* Eastern Siberia: Taishet-Pacific pipeline, up to 1.6
Mbd by 2011

* Far Eastern Russia: Sakhalin projects, up to 0.2 Mbd
by 2008

Meanwhile, according to the new Federal Agency for
Sea and River Transportation, Russia also could increase
oil and product exports through its Black Sea terminals by
1 Mbd, mainly by transporting crude pumped through the
CPC pipeline from Kazakhstan. In the west, through its
own ports on the Baltic, as well as ports in Estonia, Latvia
and Lithuania, Russia could raise crude and crude product
exports from 2.6 Mbd to around 3 Mbd, while another 1
Mbd could be shipped to Europe as transit oil from Central
Asia

Currently, Russia matches Saudi Arabia in oil output,
while lagging behind in exports.® Western specialists have
recently suggested that in the long-term, confirmed oil
reserves in Russia could exceed those discovered in Saudi
Arabia (300 hillion barrels), reaching 180 billion barrels as
soon as 2010.

Present estimates of Russian oil reserves based on
international standards are rather conservative and remain
at about 60 billion barrels. Oil companies, however, have
begun to reassess their reserves. Yukos has announced an
increase in reserves from 11.2 billion barrels to 13.0 billion
barrels, while TNK-BP has increased estimates of its
reserves from 6.1 billion barrels to 9.0 billion barrels,
claiming that additional investments in exploration could
alow its ail reservesto beraised to 30 billion barrels.

3. New Policy Priorities

As far as investment is concerned, the International
Energy Agency (IEA) has estimated that an average of
US$200 hillion must be invested annually in order to meet
the world’s oil and gas demand in 2030. This is
approximately equal to the investment requirements for the
exploration and development of new oil and gas fields, as
well asthe construction of delivery infrastructure in Eastern
Siberia and the Far Eastern region.

Such huge sums can be successfully amassed, if
governments create and maintain favorable conditions for
investors. Long-term investment cooperation could also be
useful, leading to increased interdependence between
energy-importing countries and Russia. This, in turn, would
require governments to adjust and sharpen up their
diplomatic policies, favoring international cooperation in
the energy sector. In recent years, in fact, Northeast Asia
has seen signs of such policy changes.

3.1 Japan

On April 12, 2004, METI presented a concept for an
“Asian Energy Partnership” that should serve as a major
pillar of Japan’sinternational energy strategy up to the year

2030. This concept was proposed by the Ministerial
Advisory Committee for Natural Resources and Energy.
This Asian Energy Partnership is aimed at developing
cooperation by Asian countries on common energy
challenges, covering the following areas:

* Energy security through a strengthened oil stockpile
program in Asia, while also seeking a future
cooperative emergency response scheme to
supplement measures taken by the IEA
Market reforms—particularly for oil and natural
gas—through nurturing spot and futures markets for
oil and LNG; trade and investment liberalization
through free trade agreements and the abolition of
destination clausesin oil and LNG contracts
Formulation and regulation of policies on the
environment and energy efficiency in the domestic,
regiona and global context, including various policy
dialogues, as well as efforts to implement these
policies and persuade othersto follow suit
The enhancement of energy supply security through
resource development, transportation (pipeline and
sea lane shipments) and cooperation among relevant
authorities

*

*

*

The plan was expected to be adopted as an official
policy recommendation in June 2004. MET! aso proposed
this concept at the Energy Ministers Meeting of ASEAN+3,
as well as at the APEC Energy Ministers Meeting in
Manila.

Meanwhile, the dialogue on energy issues between the
leaders of Japan and Russia merits close attention. The
encouraging position of the Japanese government with
regard to the Trans-Eastern Russia oil pipeline is well
known. Moreover, Japanese gas users have already
contracted large volumes of LNG from Sakhalin II,
utilizing most of the production capacity of the first phase
of the gas liquefaction plant to be commissioned in 2007.

Furthermore, both the Russian government and the
administration of Sakhalinskaya Oblast are expecting that
the progress of the Sakhalin projects will lead to a decision
to build a long-distance pipeline to Tokyo area. For Japan,
Sakhalin may be a significant development in terms of
providing more alternatives for a secure energy supply. The
Japanese government has said that public funds can be used
for a pipeline project, providing that both the economic
efficiency of the project and private sector participation are
confirmed.

3.2TheROK

The ROK government has also made a proposal
regarding the future of Northeast Asia.® In 2003, the
Presidential Committee on a Northeast Asian Business Hub
conducted 26 working meetings, conferences and
workshops, developing as result of this effort a

6

7

Russia' s 2004 budget was drawn up under a base case scenario of $22 p/bhl.
See Agency for Natura] Resources and EnerQY, The Energy and Resources Today, 4. Natural Gas available at:

See Toward a Peaceful and Prosperous Northeast Asia, (Seoul Presidential Committee on a Northeast Asian Business

Hub, 2003), p. 24.



comprehensive plan for regiona economic cooperation in a
number of areas, including the energy sector. The
Committee stated that the “super consumers’ of Northeast
Asia (the ROK, China and Japan) lie adjacent to a
“potential super supplier” (Russia), giving rise to a
framework for energy cooperation within the subregion.
The Committee proposed the following steps in order to
promote energy cooperation:

* The construction of anatural gas pipeline network

* Joint exploration and processing of petroleum

* Cooperation in supplying energy to the DPRK on a
long-term basis

* The development of cleaner energy sources, such as
Siberian hydroelectric power

The Committee also proposed that, in pursuing energy
cooperation, broader considerations other than immediate
economic needs should be taken into account, including
long-term energy security, environmental constraints and
the impact of energy cooperation on overall relations
among the countries of Northeast Asia. The government is
supportive of new initiatives by Korean energy companies,
which are seeking contact with those involved in the
Sakhalin projects in order to discuss the prospects for
imports and investment.

3.3 China

On April 24, 2004, speaking at the Opening Ceremony
of the Boao Forum for Asia 2004 Annual Conference,
Chinese President Hu Jintao outlined China’'s views
regarding international economic cooperation:

It is China's sincere wish to cultivate with its fellow
Asian countries an overall and close partnership
geared to Asian rejuvenation, a partnership that
features equality and mutual trust politically, mutual
benefit and a win-win approach economically,
exchange and emulation culturally, and dialogue and
cooperation on the security front.... China will work
actively to promote the institutional building of all
kinds of economic cooperation organizations with a
view to consolidating resources, prioritizing the key
areas and conducting performance-oriented
cooperation. °

On June 22, 2004, addressing the opening ceremony
of the Asia Cooperation Dialogue (ACD) Third Foreign
Ministers' Meeting® in Qingdao, Chinese Premier Wen
Jiabao stated that, “We stand ready to conduct energy
dialogue and to cooperate with other countries in Asia and
the world at large on the basis of equality and mutual
benefits.” Twenty-two participating countries—both oil
producers and consumers—agreed the “Qingdao Initiative”
on energy cooperation, pledging to stockpile strategic
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energy reserves and develop a regional energy
transportation network. Nevertheless, the Chinese premier
asserted that China would mainly rely on the development
of domestic energy resources.

China simports are growing at an average rate of over
15% annually, which has made it the third largest importer
globally and the largest importer in Asia. In 2000—2004,
China accounted for 40% of total growth in world oil
demand. In 2003, its oil consumption exceeded that of
Japan and its oil imports increased by 40%. China also
leads in product demand and imports in Asia-Pacific
region. Some are of the view that strong demand on the part
of Chinaisamong the reasons behind high oil prices.

The rapidly growing number of motor vehicles,
including privately owned ones, as well as the overall
prospect of motorization in China will make this economy
the second-largest importer of oil after the United States.
Moreover, in recent years, China's electricity demand has
been rising by 9—10% a year and electricity shortages have
forced many smaller users to turn to power generators and
portable power systems, thus creating additional demand
for diesel and gasoline.

In 2003, the oil pipeline project from Angarsk to
Daging promoted by Yukos and CNPC experienced a
temporary setback, being subsumed into part of a larger
Taishet-Pacific pipeline plan adopted by the Russian
government in 2003 as part of the Energy Strategy 2020.
However, Chinais interested in importing oil from Eastern
Russia by rail and will be getting as much as 15 Mt
annually from 2006.

In China, three medium-to-long term development
plans are under construction at present: a petroleum and
natural gas plan, an LNG plan, and a natural gas pipeline
plan. It seems that LNG import contracts concluded with
Australia have made it clear that China's reliance on
imported gas could grow rapidly. A Chinese delegation
(from the State Development and Reform Commission
(SDRC)) recently visited Sakhalin, reflecting China's
growing interest in LNG imports and its intention to
expand the utilization of natural gas from Russian sources.

The SDRC has estimated that, by 2020, gas
consumption in China could reach 200 Bcm, 31% and
32.5% of which would be consumed by power plants and
urban users respectively. It has also been estimated that
China's gas imports could reach 80 Bcm by 2020 via two
main channels, including LNG shipments to coastal areas
and supplies via pipelines from Russia, Uzbekistan and
Kazakhstan.

3.4 Russia

The position of Russian government on energy
projects relevant to Northeast Asia is also becoming
increasingly proactive. After the government adopted the
Energy Strategy 2020, Russia’s position on oil and gas
pipeline projects in Eastern Siberia and the Far Eastern

° Speech by President Hu Jintao of China at the Opening Ceremony of the Boao Forum for Asia 2004 Annual Conference,

Boao, April 24, 2004.

 The ACD Foreign Ministers Meeting is an informal, non-ingtitutionalized forum for dialogue and consultation, established

in 2002.
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region gradually took shape. In the process, the following
priorities were emphasi zed:

Transport infrastructure for hydrocarbonsis to be built
primarily within Russian national territory, thus ensuring
(a) national energy security, (b) the industrial and social
development of the regions where infrastructure is to be
built, and (c) access to diverse markets in the whole of the
Asia Pecific area.

It is quite likely that oil and gas (“west-to-east”)
pipelines, linking oil and gas fields with the Pacific Coast,
will be integrated into one mega-project. This approach
makes “north-to-south” pipeline projects, including the
Kovykta-China-Korea gas pipeline, unlikely in the
foreseeable future. However, Sakhalin gas could flow
“north-to-south” to Japan, China, and the Koreas.

The domestic market has been assigned a symbolic
priority, if nothing more than that—because it is not big
enough—over export markets in terms of the delivery,
pricing and use of gas. The implications of this approach
are asfollows:

* Gazprom will retain its exclusive right to export gas,
including in Eastern Russia

* The Eastern Consortium™ will lead the development
of new fields

* Natural gas will be exported to Asian markets in the
same manner in which it is exported to Europe

* Kovykta gas can be diverted to the domestic market
only

At the same time, the decision has been taken to
transform the representative office of Gazprom in Beijing
into a regional office that will also cover Japan and the
Korean Peninsula, as well as other economies in the Asia-
Pacific region, in order to promote gas exports and
Gazprom’s participation in various projects, including
investment, production and services. For example, one of
Gazprom'’s top management (Alexei Miller) and one of the
leaders of Sumitomo (Kenji Miyahara) recently discussed
the prospects for cooperation in gas-to-liquid (GTL)
production.

There are also signals from the government that may
encourage foreign investors. At the recent meeting of the
Federal Antimonopoly Service (FAS) board, its head Igor
Artemiyev made some important comments. Firstly, the
FAS wants to see licenses for new mineral resource
deposits allocated via auctions, or at least tenders. Foreign
companies should be entitled to bid in these, except in rare
cases where there is a potential threat to national security.
Secondly, the FAS will strive to ensure nondiscriminatory
third-party access to gas, oil and oil product transportation
systems, as well as to the services of companies in the ail
and gas storage business. If these good intentions were
translated into action, Russia's oil and gas sector would
become more attractive both to foreign investors and
independent domestic gas producers.

4. Project Update

Over the last several years, severa energy venturesin
Eastern Russia have entered the active implementation
phase, with multi-billion sums having actually been
earmarked for investment in these. The first project worthy
of note is Sakhalin I, which was launched almost three
decades ago with the participation of Japanese companies.
Its total cost is estimated at US$15 billion. Progress on
Sakhalin I, which has total investment of US$10 billion, is
somewhat further ahead, with the first LNG contracts
having recently been secured. Y et another mega-project is
the oil pipeline to be constructed from Eastern Siberia
(Taishet) to the Pacific coast (Perevoznaya Bay). The cost
of implementing this project from 2005 is estimated at
US$15 hillion.

4.1 The Taishet-Pacific Pipeline

The Taishet-Pacific pipeline project is the
modification of the “Angarsk-Nakhodka pipeline plus
Daqging branch pipeline project”. This project was endorsed
in the Energy Strategy 2020, integrating Transneft’'s
proposal to build a pipeline to the Pacific coast and the
Y ukos-CNPC plan to link Angarsk with Daging. Neither
plan was able to clear the environmental approval
procedures because both proposed routes were too close to
Lake Baikal.

The investment assessment study for the Taishet-
Pacific pipeline was contracted out to Transneft Company.
The pipeline, which is planned to be 4,130 km long and
1,220 mm wide, should pass through the territories of seven
provinces. Irkutskaya, Chitinskaya and Amurskaya oblasts,
Buriyatiya, Evreiskaya Autonomous Oblast and
Khabarovsky and Primorsky krais. The pipeline will be
operated with 32 pumping stations, 13 of which will be
equipped with tank parks with a storage capacity of 2.67
million m3. A new oil port will be constructed on the
Pacific coast with several wharfs, including a terminal
suitable for supertankers.

The project is complex, as the pipeline has to cross
more than 450 marshlands, more than 1,000 km of rocky
terrain, and areas with permafrost and less-than-stable
seismic conditions, as well as about 50 rivers and streams
and dozens of railroads and motorways.

The crude oil needed to operate this system would
originate from Tomskaya Oblast (92 discovered oil fields
and 19 fields under exploration), Khanty-Mansiyskiy
district (26 discovered oil fields), as well as from the
discovered and newly found fields in Irkutskaya Oblast,
Krasnoyarskiy Krai (Evenkiyskiy region) and Yakutiya. It
is expected that about 56 Mt of oil will be transported
annually from the fields located around the Taishet and
Kazachinskoe segments of the pipeline. However, during
the initial phase of the pipeline's operation, some of these
sources may only complement oil originating from Western
Siberia

According to Transneft, a 30 Mt capacity branch
pipeline from Skovorodino to Daging could also be
constructed as part of the Taishet-Pacific project, provided

A consortium formed by Gazprom, Rosneft and Surgutneftegas.



that the government confirms the plan. However, the
company says that transportation of the entire 80 Mt
volume of oil to the Pacific coast would enhance the
economics of the pipeline, enabling the diversification of
markets and international price-setting rules to be adhered
to.

The concept of an integrated, Trans-Eastern Russia
gas pipeline system is aso under discussion. Some Russian
experts have suggested that in Eastern Russia such a system
should link the gas-producing centers of Evenkiya
(Krasnoyarskiy Krai), Irkutskaya Oblast and southwestern
Y akutia, delivering gas to markets located east of the Enisei
River and for exports.”

In fact, a number of hydrocarbon fields discovered in
Eastern Siberia contain gas, gas condensate and oil, which
must be recovered during and even prior to the full-scale
production of natural gas. In this respect, the proposed
Trans-Eastern Russia oil pipeline project that recently
became known as the Taishet-Nakhodka trunk oil pipeline
is very important for future natural gas pipeline projects. In
order to reduce construction costs, the gas trunk pipeline
could be routed through the same corridor as an oil
pipeline, or about 150 km to the north of Lake Baikal.

According to the plans recently outlined by
Gazprom—the monopoly in charge of coordinating all
domestic and export-oriented gas pipeline projects—specific
gas fields in Eastern Russia must be developed to supply
designated export markets in order to avoid competition
among the projects. It is therefore proposed that Kovykta
be developed primarily to fulfill domestic needs, as the cost
of production promises to be less expensive. Meanwhile,
more expensive natural gas from remote and hard-to-
develop areas will be directed to the export market.
According to Gazprom, the development of the remote
Chayanda gas field in Yakutia would be feasible only if
domestic markets were added to those of China and the
Koreas. In the event that the Kovykta project was promoted
first and its output exported, the prospects for developing
the Chayanda field would be bleak.

4.2 Sakhalin |

The Sakhalin | project operated by Exxon Neftegas
Limited (ENL) will develop three oil and gas fields,
including Chayvo, Odoptu and Arkutun-Dagi. The total
anticipated recovery is 2.3 billion barrels of oil (307 Mt)
and 17.1 trillion cubic feet of natural gas (485 Bcm).
Chayvo production is scheduled to begin in late 2005.

Yastreb, a 70m tall earthquake-resistant land rig, has
been assembled to develop the first offshore field. The rig
was designed specifically for drilling wells from shore to
the Chayvo field some 8 to 10 km offshore. More than 20
extended-reach wells are planned, making this project the
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largest cluster of such wells in the world. In addition, these
wells will be the longest extended-reach wells ever built.
The rig is designed to operate in very low temperatures.
Yastreb is the first component in the development-and-
production chain that will be created in the project’s initial
phase. Another component is the Orlan platform, an
offshore concrete island drilling structure. This structure is
being upgraded at the Sovetskaya Gavan shipyard and its
installation is scheduled for 2005.

Oil produced from Yastreb and Orlan will be
transported by pipeline at a rate of 250,000 barrels a day
(12.5 Mt a year) to the Chayvo onshore processing facility
and across the Tatar Strait to the De-Kastri mainland export
terminal. Over 50 Russian enterprises were contracted by
ENL to carry out various operations, including two Russian
shipping companies that have been contracted to transport
crude.”

4.3 Sakhalin 11

The first phase of the Sakhalin Il project is now
producing about 70,000 bbl/d of oil at the Vityaz
Production Complex, which has been built around the
Molikpaqg platform. Oil is transported from the Molikpaqg to
a floating offloading and storage area. Currently, oil
production is seasonal and limited to seven months a year.
The second phase of the project includes the construction
of onshore pipelines to transport oil and gas to the ice-free
terminal in the south of Sakhalin.

Full-scale construction work on the LNG plant
commenced in the spring of 2004 and includes the creation
of an integrated oil and gas development and transportation
system. Offshore platforms will be installed on the Piltun
segment of the Piltun Astoskhskoye field and at the
Lunskoye gas field. These platforms will be linked to the
shore by pipelines. During the second phase, the Molikpag
platform will be also connected to the new pipeline
infrastructure, allowing year-round production. Oil and gas
will then be transported via an 800 km pipeline to
Prigorodnoye, in the south of Sakhalin, the site of a new
LNG plant and oil and LNG export terminals.

4.4 Other Sakhalin Projects

A draft production-sharing agreement (PSA)
feasibility study for the Sakhalin 111 project was appraised
in June 2003; it was decided that it should be reworked and
submitted to the Commission for Minera Use Conditions
Development. Since the block has been deleted from the
list of projects eligible for PSA treatment and the results of
the 1993 tender had been invalidated, PegaStarNeftegaz
was considering participating in an auction for the right to
develop the block under the existing taxation system.

With regard to Sakhalin 1V, the partners involved have

¥ See A. F. Safronov, “The Raw Materials Base for Natural Gas, Prospects for its Growth and the Export Strategy of the
Republic of Sakha (Yakutia)”, 8" International Conference on Northeast Asian Natural Gas and Pipelines: Multilateral

Cooperation, March 8—10, 2004, p. 115.

¥ Contracts have been awarded for delivering three ice-class tankers (US$185 million), two similar tankers (US$240 million)
and an ice-class vessal, as part of the program to procure drilling on the Orlan platform (US$77million) and construction
projects in Chaivo and Odoptu (US$70 million). Finaly, a US$29 million contract has been awarded for providing helicopter

services to onshore and offshore facilities.
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adjusted the feasibility study for the Astrakhanov structure
in order to analyze the efficiency of the project without
conducting offshore drilling.

As part of the Sakhalin V project, the prospecting
license for the Kaigan/Vasyukan block was obtained by
Rosneft as part of its aliance with BP. The allied partners
conducted 3D seismic prospecting across the entire block
(approx. 2,500 sg. km) and have begun studying the data
obtained from this. An agreement has been reached to
create a joint operating company to carry out prospecting
and to extract raw materials. Joint corporate structures with
BP are being established and registered, including the
operating company Elvari Neftegaz; in addition, a
management company is being formed.

5. The Challenges

Energy cooperation and the coordination of energy
policies and priority projects in Northeast Asia are the
long-term goals for the countries of the subregion. The
realization of these aims will take time, persistent policy
efforts and thoughtful adjustments in economic and energy
strategies. Numerous challenges are certainly likely to
complicate progress, including the following problems:

* The lack of pipeline infrastructure in Japan and
northeastern China will slow down gas exports from
Eastern Russia, including Sakhalin

* |t may be impossible to build cross-border pipelines
without intergovernmental agreements and
governments taking aleading role in such projects

* Massive long-term investment in delivery
infrastructure has yet to be matched with relevant
policy efforts similar to those adopted in the EU-
Russia dialogue

* There are as yet no mechanisms for foreign investors
to participate in financing exploration activities in
eastern Russia

* |n bilateral energy dialogues, little attention has thus
far been paid to technological cooperation (GTL,
energy efficiency, etc.)

* A much stronger system of economic incentives is
needed to promote economically viable cleaner
energy sources, hydroel ectric power in particular

* The opportunities offered by international
organizations such as APEC have yet to be utilized

* Uncertainties relating to the DPRK will not only
impede overland energy infrastructure projects, but
may spoil the emerging climate of cooperation in the
area

Both positive developments and the remaining
problems require that efforts be concentrated on “Track
Two” networking by practitioners. This type of informal
networking could lead to better understanding at the official
level of the opportunities offered by multilateral
cooperation.

Thus far, multilateral energy discussions among the
economies of Northeast Asia have taken place within the
framework of ASEAN+3 consultations and, more recently,
among the energy ministers of Japan, China and the ROK.
These discussions have mainly been focused on the policy
coordination efforts of these countries as energy importers.
Asthis overview demonstrates, this multilateral process has
only recently begun to take shape and we have to wait and
see whether, when and how Russia can join these
consultations. Obviously, the need for it to do so could be
guestioned, given that the interests of Russia as the energy
producer and those of China, Japan and South Korea as
potential importers of Russian oil and gas may differ
substantially. As far as oil and LNG exports are concerned,
trade can and will take place among companies, without
requiring government-level bilateral or multilateral
cooperation. However, in natural gas pipeline and
electricity projects that may require cross-border links to be
economically viable, multilateral cooperation could prove
indispensable.

Furthermore, for Russia’s eastern regions to develop
economicaly and achieve higher standards of living and
other social advances, the country must cultivate close
economic ties with neighboring economies. Energy projects
should be seen as a stepping-stone in forming long-term
and mutually beneficial relations with neighbors. From this
perspective, participating in multilateral dialogues could
offer greater opportunities to Russia, which, in terms of its
economic engagement with Northeast Asia, is only now
taking itsfirst serious steps forward.
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m International Symposium on

Development Finance in Northeast Asia
Hisako Tsuji
Senior Economist, Research Division, ERINA

The international symposium on the procurement of
development finance in Northeast Asia, entitled Financing
Plans for the Development of Northeast Asia, took place on
19" May 2004 in Seoul and was organized by the Korean
Institute for International Economic Policy (KIEP), the
Export-Import Bank of Korea (EXIM) and the Presidential
Committee on a Northeast Asian Business Hub. The
objective of this symposium was to examine ways of
procuring the vast sums of money envisaged to be
necessary in order to fund infrastructure development in
Northeast Asia over the next 10—20 years. Northeast Asia
as defined here encompasses the ROK, the DPRK, Japan,
the three northeastern provinces of China, the far eastern
region of Russia, and Mongolia. Discussions were based on
the premise that large-scale infrastructure construction will
be necessary in the northern part of Northeast Asia,
excluding Japan and the ROK.

The participants included experts on development and
finance from the ROK, Japan, the US, the UK, Russia
(Moscow) and the UNDP. A Chinese expert was also
invited, but unfortunately was unable to attend, although he
did submit a paper.
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Finance Procurement Schemes. Public or Private
Finance?

What was particularly interesting about this
conference was that numerous proposals for development
finance schemes were presented. Hitherto, the concept of a
Northeast Asian Development Bank has been the sole
solution proposed at conferences focusing on devel opment
finance in Northeast Asia. For example, even at the 2004
Northeast Asia Economic Conference in Niigata, no
alternatives were presented. At this symposium, financial
experts from each country outlined the potential of various
schemes and a most fruitful exchange of opinions took
place.

The schemes proposed can be broadly classified into
three approaches. The first envisages the provision of
finance by a public institution, such as the development
bank that has already been proposed, the second involves
the use of private sector capital, while the third is a
combination of public and private finance. The following is
asummary of the specific plans proposed.

(1) The Northeast Asian Development Bank (NEADB)
Concept

The NEADB concept has been promoted by the
Northeast Asia Economic Forum (NEAEF) for more than
15 years. This concept is based on recognition of the
following basic facts: i) infrastructure in such parts of
Northeast Asia as Northeastern China, Far Eastern Russia,
the DPRK and Mongolia is extremely poor; ii) existing
international financial institutions such as the World Bank
and the Asian Development Bank (ADB) do not attach a
great deal of importance to Northeast Asia and, as a shift
has been taking place in recent years from infrastructure
investment to support on the policy side, there is little hope
that they will conduct infrastructure investment in
Northeast Asia; iii) even if mainly bilateral official
development assistance (ODA) from such developed
nations as Japan and private sector capital were combined,
this would still be insufficient to build all the infrastructure
that Northeast Asia needs. Accordingly, we can conclude
that under the current circumstances, the countries of the
region will be impelled by necessity to establish a regional
development bank specializing in the construction of
infrastructure in Northeast Asia.

According to estimates made by Stanley Katz, the
former Vice-President of the Asian Development Bank who
proposed this concept, the region lacks $5 billion of the
$7.5 billion of funding that would be required each year for
the construction of infrastructure. Accordingly, he has
estimated that if each country were to provide money to
establish a development bank with start-up capital of $25
billion and make a bond offering, it would be possible to
provide $1-2 billion of financing for regiona infrastructure
construction each year.

(2) The Northeast Asia Fund (NEAF) Concept

According to Tony Michell of the Korea Associates
Business Consultancy, international development banks are
based on models from the 1940s and 1950s; since the
1990s, the main focus has been on investment by private
sector funds. For example, the PPl (Private Participation in
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Infrastructure) method is used in Australia for building
roads, bridges and tunnels, with the investment risk being
shared between the government and the private sector.
Private sector participation in infrastructure development in
place of the government means that both costs and risk are
reduced, making it easier to procure finance. In the case of
Northeast Asia, it is thought that a Northeast Asia Fund
(NEAF) would be established and, if investment were
solicited on international financial markets, such as in the
ROK, vast sums of money could be raised, which would be
managed efficiently.

(3) The Northeast Asia Investment Corporation (NEAIC)

Concept
Woosik Moon (Seoul University) and Deok Ryong

Yoon (KIEP) pointed out problems relating to existing
concepts and concluded that ultimately, both investment
from the private sector and a contribution from the public
sector are necessary. More specifically, they advocated the
establishment of a Northeast Asia Investment Corporation
(NEAIC) that integrates the functions of private sector
infrastructure funds and a public sector ABC Bond
Corporation. ABC denotes the Asian basket currency unit,
which is based on the Japanese yen, Korean won and
Chinese yuan. In the background to this is the fact that the
establishment of the NEADB still seems along way off; in
addition, some wondered if it might not be possible to use
the vast foreign currency holdings of Japan, China and the
ROK.

(4) The Concept of a Northeast Asian IFC/MIGA
Woonki Sung, who has worked for the International

Financial Corporation (IFC) and currently runs a financial
company in the ROK, stated that promoting private sector
investment in Northeast Asian development is of great
importance and said that, in order to do this, a regional
financial institution, like the IFC or the Multilateral
Investment Guarantee Agency (MIGA) isrequired.

Comments From Participants

Participants commented on these ideas from a variety
of perspectives. The following is an outline of the main
comments.

(1) Comments from China

Yongding Yu, of the Institute of World Economics
and Politics (Beijing), who was unfortunately unable to
attend in person, submitted the following opinion in
writing.

If one actually looks at infrastructure in Northeastern
China, such as infrastructure for transport, communications
and electrical power, one cannot say that it is poor. The
construction of new infrastructure is not a particularly high
priority, but we are striving to promote cooperation with
neighboring countries, one example of this can be seen in
Jilin Province, where 4 billion yuan is being invested in the
construction of an expressway as part of the Tumen River
area development project. Unlike other parts of Northeast
Asia, the modernization of industry is the main problem in
Northeastern China, while the construction of infrastructure
is not a problem. In China, infrastructure development is

led by the central government, which also supplies the
funding for it. With regard to the private sector’srole, BOT
(Build-Operate-Transfer) is also effective, but thisis a
secondary measure and the role of international institutions
is a small one. China and Japan hold vast sums of foreign
currency, which are mainly used to cover the US deficit.
Efforts should be made to create an Asian bond market and
to promote investment in Asia

The biggest problem in the northern part of Northeast
Asia is the issue of how to assimilate the DPRK into the
global economy.

(2) Comments from the US

Kurt Tong, Minister-Counselor for Economic Affairs
at the US Embassy in Seoul, declined to offer a personal
opinion, but criticized the Northeast Asia Development
Bank concept. The grounds for this were as follows. First of
all, significant overhead costs would be involved in
establishing a new development bank. Secondly, he asked
why it should focus only on Northeast Asia, given that there
are other regions of the world where financial assistance is
a much higher priority, such as Africa; he stated that he
could not see any reason for rushing to invest in Northeast
Asia alone. Thirdly, there has already been excessive
investment in China, so there is no reason to accelerate new
investment. Fourthly, he asked why only the construction of
infrastructure was being emphasized, when support for
policy-related aspects, such as human development, is also
important.

Focus on the Development of the DPRK

The majority of speakers stressed that the issue of the
highest priority is that of infrastructure in the DPRK. In
particular, a strong sense of sympathy towards their
compatriots in the DRPK was pal pable among the speakers
from the ROK. The experts from the ROK did not point out
any specific infrastructure problems in China or Russia, but
they explained in detail the degree to which infrastructure
in the DPRK is lacking in the electrical power, railway and
communications sectors. Meanwhile, none of the relevant
people from China and Russia have spoken up to say that
infrastructure construction is urgently needed in their
countries.

To summarize, everyone thinks that the key issue at
the heart of the debate about infrastructure development in
Northeast Asiaisthe DPRK problem, but if we only occupy
ourselves with the DPRK, political problems will become
an impediment to progress, so it seems that discussion
about the DPRK takes place within the broader scope of
discussion about Northeast Asia as a whole. If the DPRK
problem is the fundamental issue, it should be tackled head-
on. When this happens, representatives of the DPRK should
also be invited to participate and be told in clear terms what
the country must do in order to receive support from the
international community.

The Necessity of Re-Thinking the Basic Premise
Perhaps it is necessary to rethink the basic premise in
discussing development finance in Northeast Asia.
First of al, it is necessary to think about whether it is
appropriate to group all the countries together within a



single group known as “northern Northeast Asia’. When
thinking about the infrastructure situation in and investment
needs of each country in northern Northeast Asia, we have
to recognize that there are major differences between the
DPRK, China and Far Eastern Russia, at the very least. For
example, although those proposing the Northeast Asia
Development Bank concept have said that infrastructure in
Northeastern China is poor, the Chinese side do not think
that infrastructure in that area is at al bad. In response to
affluent Americans who say “Your country’s infrastructure
is poor, so you must improve it”, those in the developing
country that is China retort that “Our country’s
infrastructure isn't bad so don’t worry about it.” There are
obvious differences in perception between both sides. In
order to eliminate this perception gap, coordination with
representatives from China, Far Eastern Russia, Mongolia
and the DPRK is perhaps required.

Secondly, it is necessary to make the maximum
possible effort to try to obtain assistance from existing
international financial institutions (the ADB, the World
Bank, the IFC, etc.) Before dismissing existing
international financial institutions as useless and giving up
on them, it is important to take appropriate measures. No
representatives of international financial institutions were
invited to this symposium, but rather than pushing them
away, we should cooperate with them in discussing this
issue.

Thirdly, with regard to infrastructure problems, it is
perhaps necessary to examine the needs of each project and
investigate ways of procuring finance. Depending on the
type of project, BOT or the PPI privatization method may
be appropriate, while in other cases, the investment of
public finance may be inevitable. Rather than general
discussions that merely state that hundreds of millions of
dollars are needed in the region as awhole, we should think
about the optimal methods on a case-by-case basis. It seems
that a stance of focusing on the projects that are of the
highest priority and starting with those that it is possible to
implement is needed.

m The Clean Development Mechanism
(CDM) in China: Taking a Proactive and

Sustainable Approach
Enkhbayar Shagdar
Visiting Researcher, Research Division, ERINA

An international conference entitled “The Clean
Development Mechanism in China: Taking a Proactive and
Sustainable Approach” took place on July 1-2, 2004 in
Beijing, China. It was organized by the Global Climate
Change Ingtitute (GCCI) of Tsinghua University of China
and sponsored by the Chinese Ministry of Science and
Technology (MOST), the World Bank, the German Society
for Technical Cooperation (GTZ), the Swiss State
Secretariat for Economic Affairs (SECO) and the Italian
Ministry of Environment and Territory.

More than 250 domestic and international participants
participated in the conference, including representatives
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from the United Nations Framework Convention on
Climate Change (UNFCCC) secretariat and the Asian
Development Bank (ADB). In addition, the conference was
attended by representatives of Japanese governmental
bodies, research institutes, consulting organizations and
private firms, including the Ministry of Economy, Trade
and Industry (METI), the Overseas Environmental
Cooperation Center (OECC), ERINA, ChuoAoyama PwC
Sustainability Research Institute, M4U Advisory Service on
CDM and Environmental Financing, and Climate Experts
Advisory Services on Climate Strategies and others.

The objective of this conference was to disseminate
the main results and achievements of a CDM study in
China carried out over the last two years by the Chinese
government and a team of researchers from China and
overseas, in cooperation with GTZ, the World Bank and
SECO. The study focused on the application of CDM
methodology, preparations for CDM case studies, and
prospects for China's CDM potential. The main
presentation on the outcomes of the study was delivered by
key professionals from Tsinghua University, with
supporting comments being provided by international
experts. High-ranking officials from the Chinese
government and international organizations remarked upon
the policy-related aspects of the study.

Prof. Liu Deshin, Deputy Director of GCCI,
emphasized that government support is necessary in order
to stimulate the market, noting that a proactive and
sustainable approach is needed in applying CDM in China
and stressing that the country should not miss the 1%
commitment period for greenhouse gas reduction as set out
in the Kyoto Protocol, i.e. 2008—2012. In addition, this
study questioned the conventional wisdom that a sizeable
pool of cheap carbon dioxide reduction options are
available in China; nevertheless, it was revealed that the
cost of greenhouse gas emission abatement in China is
comparable with that in other countries, such as the USA
and Russia etc. Mr. Othmar Schwank of the World Bank
observed that, “there is no free lunch for CDM”.

Further sessions focused on themes such as efforts to
promote CDM through donor organizations and buyers;
policies and institutional arrangements for CDM
implementation; challenges and opportunities for CDM in
China; and the industrial sector’s views on barriers to and
incentives for CDM. An interactive session that focused on
overcoming barriers to CDM implementation in China was
held, addressing the issues of identifying, preparing,
financing and contracting out CDM projects, as well as
international support for capacity building.

Mrs. Sun Cuihua, Division Director of the Office of
the National Coordination Committee on Climate Change
(NCCCC) at the Chinese National Development and
Reform Commission (NDRC) explained about the general
rules and approval requirements, as well as project
development and implementation procedures for CDM
projects in China. Interim measures for the management of
CDM projects have been approved by the Chinese
government, taking effect on June 30, 2004, the day before
this conference. Mrs. Sun informed those present that the
National CDM Project Board has been established under
the auspices of the NCCCC, with a national CDM project
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management authority to be formed under this Board later
on. The NDRC is China's Designated National Authority
and will approve CDM project activities in partnership with
MOST and the Ministry of Foreign Affairs, based on the
results of reviews conducted by the Board; it aso has the
authority to issue approva documentation on behalf of the
Chinese government. Under the current rules, CDM project
developers must be wholly China-owned or China-
controlled enterprises in order to be approved by the
Chinese government.

Representatives of the UNFCCC, the World Bank, the
ADB, the UNDP, the Italian Carbon Fund and the KfwW
Carbon Fund outlined international and national initiatives
aimed at promoting CDM project development and
financing. To quote one example, the World Bank, in
cooperation with OECD country funds, has established
several carbon finance instruments, such as the Prototype
Carbon Fund, the Community Development Carbon Fund,
the BioCarbon Fund, the Netherlands Clean Development
Facility, and the Italian Carbon Fund, with the aim of
expanding carbon market development. Currently, atotal of
US$400—-450 million is managed by these funds. The
Italian Carbon Fund was established with an initial
endowment of US$15 million from Italy’s Environment
Ministry and became operational in March 2004. This fund
aims to buy emission reduction credits from both CDM and
Joint Implementation (JI) projects. The KfW Carbon Fund,
which has a target volume of 50 million euros, made its
first announcement on purchasing emission reduction
certificates from CDM projects on June 29, 2004 and will
commence the acquisition of the certificates from Ji
projectsin transition countriesin few months' time.

Concerns about risks involved in financing CDM and
J projects given the uncertainty regarding the entry into
force of the Kyoto Protocol were raised by several

participants. Mr. Holger Liptow of GTZ expressed his
expectation that the Russian government would submit the
bill on Kyoto Protocol ratification to the Duma by
September 2004, which would lead to the Protocol entering
into force by the end of 2004. Mr. Cao Feng of the Chinese
Ministry of Foreign Affairs expressed his view that,
although the USA has moved away from the Kyoto
Protocol for the moment, it will eventually return to
international climate change negotiations in the longer run,
as climate change is a tangible phenomenon and the USA
cannot deal with it without collaborating with the rest of the
world (and vice versa).

In the concluding session, Mr. Lu Xuedu of MOST,
who serves as a member of the CDM Executive Board,
outlined his views on future Chinese activities to be
conducted in collaboration with foreign partners. He
highlighted the importance of enhancing national capacity
for CDM implementation and promoting project
cooperation between foreign investors and local partners by
organizing workshops, dialogue, CDM fairs and the use of
information available through the internet and other
channels to introduce CDM projects. He concluded his
presentation with a slogan: “Doing CDM in China—your
best choice!” A report on this conference will be compiled
and published by the organizers.

This conference was an informative and interactive
event for both the local and international participants that
provided an opportunity to learn and understand about the
prospects and challenges of CDM application and
implementation in China, along with government policies,
strategies and practical undertakings. Moreover, it is hoped
that it has contributed to building greater awareness among
potential investors, project developers and the public not
only in China, but also overseas.



ERINA REPORT Vol. 59 2004 SEPTEMBER

0o dodotdd

oo

oobooobooooooboooooooboooooooo
go.800
o400bibbObOOO0ObObOOOCbObOObOODOObOOnO
gooooooooooOoooOoooooOobcboOoOoooDon
obooo0oooocOooboooooobesbObOOOOOO
goooooebPOOOOO0OODOODOO
oooooooooooooooooooboooooon
goooooooooooooooooObooOoooDbon
gooooooOo0oooooOoooooObooOoooDoon
gooooooOoO0oooooOoooooOobooOooooDoon
goooooooooobooooooobooonoooboo
goboooooocooooebPOOOCOOOOODOOO
gooooooooooooooooobocoOooooboo
gooooooooooooooooobObobOOOoOoOooo
ocoooooooooooooooooobocooooon
ooooooooooooooooooboooooDon
gooooooooooooooooobooooooon
goooooobooobOoobooooOobooooooo
gooooooooooooOoooooboOoooooDo
ooooobooog
ooboooooboooooooboOoOoooooo4son
ooboobobotoneboooooooyyoOoOCOOOOO
gooooocooooooboooooooboOoooooboo
oobOooooooooooobOboOobza0b0O0OODOn
gooooooooooooooooobooooooboo
goooooooooooooooooboooooobo
gOsspooozoeoO32000ooooooooooon
goooooboooooooooooooboooooooboo
oooooDooo
oo0ooO0o0oOo0ooDoO0oooOox41ooooooon
3000000ooocoooooobooooboonooon
goboooocooooobooooooobcoOooooboo
ooooooocoooooooboboooooooooboooa
goooooooooooooooooboboOooooDoon
gboooooocoooooooobsec2000b0O0O00O0OO
gooooooboobObo2z0000000000000

oooooooooobrebOOOOOOOOODs66
gooooooobooo
gOooO00o0oo0ooboooO0obOO0ooOOoDODOoD49.200
gbobobobo4e800000oobooobooboonbo
gbooobooobooboboooobooboboobooboobo
oooooocoooooboasreooodnoisrsgonoon
glusgoooooooooooooooooooooon
oooooooooooooooocoOooOooOoooboOoo
obob0ooO0ooooO0oooooooDOOoOoOooOnOsARS
coooooooooooooooooobooOooooo
ooboooobbolnoosARSODOOOOOOOOoOoOn
pgesO00o0oOboOoOOoOoOoOOobOOoOOoOboOboOoboOn
gbobooboobooboboooobooboboobooboooonoo
gboooboobooboboooobooboboobooboobo
gboooboooboobobooooboobooboobooboooDo
oooooooooooooooooooooooboOoa

oooooooooooooo
oooooooobopzeesoooooooooOooOooOn
ooooooooooooooooooobocoooooo
oooooooooboooooooooboooo
oooO0Og3re000000O0OODOOODOOOOOOO
oOobDo0oO0o0b0Oossoooooooyso0nOnn
ooooooooooo
goobob2200000000000000000DO
oobooO0oooO0ooooooooooboOooOnonasso
ooboooess40000oosrtgoooonooozenn
cobooooooocooOooOoboOoOooOoOobOoboboOooo
oooooooooooOooooobobooooooo
gooooooooooooooooooooon2oo3
01200020060 0000000000000000O0OAO
oooooooo2ssoboboboooooooooo1bcon
oooooooooooooooooobobooooooo
ooooooooooooooooooboooooooo
goos3sboooboooobooobooooooooboo
OERINAODOOOOOOOOOOOOOO0

20040
19980 19990 20000 20010 20020 20030 1030 1040 1050

GDPO OO O 7.8 7.1 8.0 7.3 8.0 9.1 9.8 0 0
ooopooooo O 10.8 8.9 9.9 8.9 10.2 12.6 17.7 18.2 18.1
oooooooon 0 13.9 6.3 9.3 121 16.1 26.7 47.8 42.8 34.8
00o000ooooooo O 6.8 6.8 9.7 10.1 8.8 9.1 10.7 11.3 125
oooooog O A 08 Al4 0.4 0.7 A 08 1.2 2.8 3.0 3.3
ooooo ooo 436 2901 241 226 304 255 A 844 A107.6 A 86.6
ooooo O 0.6 6.1 27.8 6.8 223 34.6 341 335 334
ooooo O Al5 18.2 35.8 8.2 21.2 39.9 42.3 42.4 41.0
ooooooooooooooo O A 304 A 189 50.8 10.4 19.6 39.0 49.2 54.0 49.8

oooooog O 0.5 A 97 0.9 14.9 12,5 14 7.5 10.1 11.3
ooooao ooo 1,450 1,547 1,656 2,122 2,864 4,033 4,398 0 0

gooooood

00000000000000D000000D0D000000O0000000O0000000D0



ERINA REPORT Vol. 59 2004 SEPTEMBER

oo

gbooobooooo
o400d00O0O0OOGbPOOOOOO740O0OOOOOO
ooO0veO0O0O0O000O0DOOOOODOOOOOODDOO
goboooooooooooOoOooooboboOoooobon
gbooobooooooboobooooboooobooog
oooooooooooooobooooobooboOoOoo
gbooboooooboooobooooobooboooo
oboooocooboOooooOoosebOUOOOOOOOOn
gl700ooooooooos0noooooooi1isgd
ooboooooOvye0D0OCOO0OO0OO0OO0OOOOODODOOOO
gboobooooobooboooobooboboooboobooo
goooaoo0OoOCoOooooooOon
gobooooobooooooobobo0ooobbOoog
gobooooooooooooooooboooooooboo
goboboooooobookioooooooooonoon
gooobobooboooboozyoboobooonesnn
oooo
oooooossooooooooooooooooon
goboooooooooooOoOooooboboOoooobon
gbooobooooooboobooooboooboobooog
gooooooo
ooooooobowLiooOooooooooooon
giszs0000000000b0c0ooooooboooboon
ooooooooooooooooOogesobOOOO
8340 0ouoooon

oooooooocooooooo
gobobooooobooooboooobooboownog
oobooooooooooooooooboooooooboo
goboobooooobobooobooboooboobooo
gboobobooobooboboobooboobooobooo
goboooooooooooOooooooboOooooon
gboooboooooboobooooboboooboobooog
oobooooooooooooooooboboOooooon
gbboobooboooooooboo

oo poooOoboOoooboobooOooooboooon

gebrPO0O0OO0O0OODOOOODOO0030 00000730
goooooooooobooooooooooooobooo
gobooooooobooo0oooooboobo0oooboooo
gbooooobooboboooboobooooboooooboo
gooooooooooooo
gbooboobobooobooooobooboooobo
gooooobcloooocebPOOOOOOOOOOOOO
gboobomboobooboooooobooooboogoon
goboooboooboilooooooooboOoboOoOooboOoOooo
gbooooobooboobooboobooooboooooobooo
goooooooooobooooooocoOoooobooo
gooo
oobooooocooooooooooooboboooooo
gobooooooboobooooboooobooooobooo
gobomoooooooooooo@moooooooo
gooooooobobooooboooobooooobooo
goooooooooobooooooobooboooooDoobooboo
gbooooooobooooboo
ooooooooooooooooooooboooooo
goboooooobooboooboobooooboooooooo
gbooboooocoboooooobooOooooaosoood
gobooooozooo00ob00oooooocboooooonoo
gooooooooooOoboooooooboboOobwoooo
gobooooobooOoo3ooooooooooomao
gbooooooboobobooboobooooboooboooboo
goocoooooOooOooOoOoOoboOobOoOoOoboOobOoOooo
gboooooboobooboooboobooooboooobooobooo
goooooooooobooooooocoOoooobooo
gooooooobobooooboooobooooobooo
goooooooooobooooooooboOoOoooooboo
gbooooooobooooobooobooboooogon
goobooooboooooboooOoOooOooboOooOoOooboOoo
gbobooobooboobooobooboooboobobooo
goooooooooobooooooooboooooboonoo
gobooooooboobooooboooobooooooboo
goooooocooooooo
OERINADOOOOOOO
gboboobooobooboboobooboooog

20000 | 200100 | 20020 | 20030 | 030 1Q | 0302Q | 0303Q | 0304Q | 0401Q | 04010 | 04020 | 04030 | 04040
ooebPOOO 10.0 5.1 4.7 7.3 7.5 7.9 6.5 7.6 7.4 ] ] 0 0
oooooooo 11.9 4.9 3.7 7.0 6.0 7.5 6.8 7.4 7.6 7.5 8.7 6.6 6.7
ooooooo 7.0 6.8 17 15 11 Al2 A 01 7.8 Al4 A 13 A 13 A1l5 All
00o00o0oo0on 17.4 8.7 2.6 12.5 10.1 13.1 12.1 134 13.1 13.7 13.2 12.6 125
oooooooo 8.7 10.8 9.2 8.4 9.6 9.5 7.2 7.8 10.3 9.4 10.7 10.8 11.7
oooooooo 20.2 18.6 15.1 12.0 5.2 7.9 8.6 12.0 35 18 2.8 3.5 4.6
ooooooooog 9.3 5.8 9.9 13.7 17.1 14.3 11.4 13.1 12.7 20.2 9.9 9.0 8.6
oooooo 105 9.0 8.0 8.3 9.1 8.2 7.9 7.9 a] 8.0 8.1 7.9 8.3
oooogooousoog 60.17 48.12 46.34 60.49 15.25 13.44 15.54 16.06 18.10 6.52 5.60 5.98 ]
ooooooousood 46.84 33.57 29.52 35.85 11.54 8.19 7.40 8.72 13.01 ] ] 0 0
o0o000o000n 2.2 3.0 18 17 0 0 0 0 0 0 0 0 0

0o0000000000000000000000000012000000000000000000000000000O0O0O00O0O0O0OOGDPOOOOOOO
pooooOooooo

goooo0oooo0ooooooodhtp/www.gks.rw/l0 000000000

O http://www.cbr.ru/[T 0 0 0 0 O 0 O O (http://www.minfin.ru/)



goog

ooooo
goboooooooboooooooboooooboooooo
gooooooooooooooooobocoOooooboo
gbooooboooobooooboooboobooog
62004700000000CO00O00O029000000000
gboooobooooobooooboooboobooog
gboobOos3poooooooon
cooooOoOooooosrooooooooooon
4400000000000 DOODODOOOOOOOOOO
366000 0140 0000000000000 COCO1148000
gobOooooOoooooooboobooosesnboOononOo
oooooooooooooooooobocOoOooooboo
gboooobooooobooooboooboobooog
ooooooooooooooesoooonooOn
ocoooooooooooooooooobocooooon
gboboolissbo0booooooobooboobonog
lii50000000000000000O0C00O0O0OOCOO
goooobo2s500000000000000
coooobooo2o0oo0oo0o0o0oooooooboos3nn
gboooobooooobooooboooboobooog
gobooooooooooooboooooooogsrz2d
gogoboooooobbooooobbooooobobood
558000000000

googo

oobOo0ooooooses7rdoooooOs120000
oooOooooOes0n00nooooooonoonsso
oboooooocOoboooooOoboOobD140000000
gboooooobooobooooboobDobelDODODOO
4000000000000 0O000O0O00O000OO
gosoooooooooboooosesooooooooboo
gboooooobooobooooboobobooog

ERINA REPORT Vol. 59 2004 SEPTEMBER

gbobobobobooboooooooboo.200n0Od
coooooooooooooooooobooOooooo
gooooooboooobooooboooobooobobo

oooo
oboboboooooooboooobooe2rdooOoOO
oooOs3s700booooOooOOoOooooooonossoeunn
oobO3re00000000O0O00OO0O0O0O0O0O0O00O0OC
oooooOO0oooOOoobOOoobD3rvoobooooooon
46500 000000000000 000OO0OODODO
ooooooooooooooOooooOooOobocboOooooo
ooOOoooOOooboOooses0b000oooooooon
oooooooOooboz2z200000000000000A0G
ooboooobOo4e8400000000000000OO
oooooOesen0COOOOO
gooooooooooooooooobooooooo
oooooooo0oOoooooOoooooboooOooooo
ooooooooooooooooooobooooooo
odeo400D0O0O0D0O0OOODOOODODOODOOOODD
coboo3rioooooobooocoooOoOoOooboOoOooon
oooooooooooooooooobobooooooon
otoooooobooooooooocboOoooooooo
oob0oooO0ooOboOooDoOoOoOOoobOoOoO0o0OoOo444n
ooooooooooooooOooooobocoOooooon
ooooooooooooooooooobocoOooooon
oooooooooOooooooooooboooOooooDo
ooooooooooooooooOoOooboOoooooo
oooooooooooooooooobobooooooo
ooooooocoOoOoooOooOoOoOoOooobocoOoooOzono
oobooooboboooss3poooooooooooon
oooooooooobooooooeloboooonon
omooooooboooooooooboooooooobooo

OERINADDOOOODOOOOD ODOO0ODOO0O0O0DODOO0ODO

19990 20000 20010

20020

20030 20040 10 20 30 40 50

cGoPOOOO0OO0OOO0OO0OO 3.2 11 11

4.0 55 0 a a a a

0000o0000000o00o0o 13 2.4 11.8

3.8 2.0 0.9 3.6 2.6 1.2 3.5

0000000000000000D0 10.0 8.1 11.2

1.6 4.7 5.7 6.8 6.2 4.7 2.9

0000000000000000

3,492

4,283

5,288

6,461

7,253

679

674

695

703

735

ooooooo

39.8

38.6

40.3

30.9

33.3

34.9

34.9

36.4

36.5

37.1

o0o00o000o000ooooooon

1,072

1,097

1,102

1,125

1,168

1,171

1,176

1,177

1,170

1,159

oooo0ooousoog

A 1545

A 787

A 116.2

A 166.8

A 187.1

A 16.8

A 211

A 156

A 377

A 458

ooooouson)

454.2

535.8

521.5

524.0

600.2

35.0

35.4

61.0

52.6

60.8

ooooousooo

512.8

614.5

637.7

690.8

787.3

51.8

56.5

76.6

90.3

106.6

0000000000o000n

A 98.2

A 69.7

A 455

A 70.0

A 80.7

2.1

A 64

8.9

A 83

2.3

ooooooloo000

0.8

3.5

4.7

2.9

13

13.3

22.0

57.7

46.7

28.7

00000000000000000000D0D001200020040000000000000000000000000
19990 00000000000000000000

00000000000000D000000D0D0200300000000000000 00




ERINA REPORT Vol. 59 2004 SEPTEMBER

ERN

oooooooooo
goobooOoboo0z2e0400000000000000O0
goooooobosCObOOOOOOOODOOO2700
gboobooboooobooooboboooooDbo a
02000000000C0C000000O0C0O0D00O a0.60
gbooboooooboobooooboooboobooog
gboooooo4o0b0boloeboboooonog
ooooooooooooooooboooooo
gbooooooboooobooooobooboooog
ooboooooooooooOoooooOoboboOoOooDon
gboooooooooboooooboooobooog
ooboooOoooooooocOoooooOoboboOoOooobon
gbooobooobooooboobooooboooobooog
oooooo
gboooooooooooOoooooOOKIETOOOO
gboOdzoo40000O0D0000OO0ODOODOODOODOO
oooooOOoOooooocboobOOoO0oO0O0s4000000
56000006500 000000000000000ODO
oobooooooooooocOoOoooooboboOooooon
gboooboooooooboooooboooboobooog
gobooooooooooocOooooooboooooon
gboooooboooooboooobooboobooog
goooboobooon
gooooooooooboooooooboooooon
gboooboooobooboobooooobooooboo

oooooooooooooo
obuboooooooocooooooboOoOoooon

gobooooooboobooboobooooboooooobooo
gooooooooooboooooooboboooooboobooboo
gooooooboobooboooboobooooboooooooo
ooooooocoooooo
ob200000000000000D000O00ODAO
gooooooooooboooooooboooooonoo
gboooooboobooboobooboobooboooobooobooo
ooHo000000DbO00DbO0O0ODObOOoOoDOooo
goooooooooomoooooooooooooboo
gbooooboobooboooooo
0000000000000 0000000®OODOO
gobz200000000000O0DO0O000O0DDODOO
goooooooooobooooooocoOoooobooo
gboooooobooboobooboobooooboooboooboo
goooooooooobocOooooooboOooooonoo
gbooooobooboboooboobooooboooooboo
gooooooboooobooboboobOooboboboooD
gooooooooooooobobooooooo
gbooooboobooobooooobooboboooobo
goooooooooobooooooobocboOoooobooo
gbooooobooboobooboobooooboooooobooo
goooooooooobooooooocboooooobooo
000000000000°0000000000
gboooobooboobooboooooobooooDbo
gooooooooooboooooooboboooooDoobooo
gobooooooboboooobooooboooooboo
goooooooooobooooooooboOooooDoobooo
gboooooooobooo
OERINAODOOOOOOOOOOOOOO

19990 20000 20010

0304-60 | 7-90 040 1-30 | 2004030 40

oooooooo 9.5 8.5 3.8

A 01 16 0.8 0

00o0oo0ooo0on 9.7 7.1 4.9

A 06 0.4 A 02 0

ooooooood 8.3 12.2 A 02

0.0 A 07 A 06 0

oooooooooo 25.0 171 0.9

2.7 3.1 115 5.2 175

oooood 6.3 4.1 3.8 3.1

3.4 35 3.3 3.4 3.4

ooooooousood 28,463 16,954 13,488 14,777

22,161

5,756 6,818 8,606 2,631 3,376

oooogusood 143,686 | 172,268 | 150,439 | 162,471

193,817

46,053 | 47,828 59,322 | 21,188 | 21,525

ooooousooo 119,752 | 160,481 | 141,098 | 152,126

178,827

41,710 42,971 52,635 19,077 18,805

oooooogoog/usood 1,190 1,131 1,291 1,251

1,192

1,209 1,175 1,172 1,166 1,151

oooooooo A21 2.0 A 05 A 03

2.2

13 19 4.2 4.4 55

oooooooo 0.8 2.3 4.1 2.7

3.6

3.3 3.2 3.2 3.1 3.3

000001980.1.40 1000 807 734 573 757

680

621 726 863 876 907

0o0000000000000000000000000000000000O000000000000000000D00000

00O000000000000O0DOO00000O0O000000D

SNAOOOOOOO0OD0OO0O0000002000000

ooooomMFOODOOOOOODOOO
0o0ooooooooooooo

! 00000000000 0000000000000000D00000D0000000O00000O



gboooobooboobobooon

oooo0o0oo0o0Ooooo

0000000000000 00000000000O0
20040 0000000000000000000
(1) oCooooooo

000000000000 00000000120000
00020020120 000000000000000000
0000000000153000000001150000
0000000000000 D0D000000ooooog
ooooooo

0000000000000 00000000oOn
510000000200301003100000000000
0000000000000 0000000000000
ooooooo
(2 DODOOOOOO

00000000000000000000000000
0000016000000000000264000000
000000000000000001850000000
152000 000000000000000000000
000000001270 00000000000000

0000000000000000000000004.2
00000000000000005000000000
00089000 000000000000000000
020000000000000000

goooooooooooooooo
oo0/ze000000/000000
ooooooooooobozoeo400bz2eCnnOnO
oooooOoooooooocOoOoOoOoNLLOOOOoOboO
gooooocooooooboooooooboooooboo
gooooocooooooboooooooboooooboo
goboooooOobozeooooooooboOoOoOoooOoboo
goooooboooooooooboooooooon
coooooooooooboobozoeo4oOmOOOOOOO
goooobooooooooooomoooooooo
goboooboooooooooooooboOoooooboo
gooooobooooooooobooooooooooOod
gogzoe020 0000000000 DOODODOOOOO0
gooooooOOoDOooOO0ooOOooOO0oOOoOoDOobOOon
VHFOOOOOOOODODODODOODOooOOooOooooo
gooooooooooooOooooobooooooDooo
gooooooooooooOoooooboOoooooDo
gooooooooooooo
ooooooooooooboooooooboboooooon

ERINA REPORT Vol. 59 2004 SEPTEMBER

gbooobooobooboboooobooboboobooboobo
gobooooooboooooboooobooooobooo
gboooboooboobooooobooboboobooboono
gbooobooobooooboboobooobooooooboo

o0o00000ooooO0O0oooooo0o/ooooooo

ooooooooooooooooboz040000D00
oooooooooooooooooobobooooooon
ooooOoboooOooozeos0b00OboOoOoOoOooOoOooOOn
040100 0000O0OOODODO40000O0DOOOOO
ooooooooooo

goooooobomooooooooboobooooooon
ooooooooooooooooooobocoOooooo
ooooooooooooooooooobocoOooooo
ooooooooooooooOoooOooOobocboOooooo
ooooooooooooooooOoOooOobocOoOooooon
cooooobooooooooOooooobooOooooo
oooo

oo0o00o0O0oobooooo/23o2s0000
ooboboooogOozeo4b0d200020000000
ooooooooooooooOooooobocoOooooon
oooooobooooooooOooooobocOooooon
goooooobooobbooboboobooooooo
gbooobooobooboboooobooboboobooobooDo
gbooobooooboboooobooboboobooboobo
gboooboobooboboooboooboobooboobo
gboboobooboobobooooboobobooboooboooo
goooooobogo
gboooobobooboobooboooooboooooo
gboboobooobooboooobooboboobooooono
gboooobooooooboobooobooobooobooooo
boboboomoobobobooobooboooboooa
booobooobooboooooboooboooooo
ooooooooooooobDbObObOOOOoOooo

O0000000oo0oo0o0000/00000
oooooOoooooobooOoooOozeo4bObO300ODOO
ooooooooooooboooobooboOooonos3nnon
oOooOooboobOoozso00000OR24000 000000
ooooooboooooobocboOooooOoboOoOooooos
coooooooOooooboobooOoooooOobooon2oos
0ngooooooooono
OERINADOOOOOOOOOOCOOO



ERINA REPORT Vol. 59 2004 SEPTEMBER

Research Division: International Activities,
Conferences and Workshops: April-July 2004

From 23 to 24 April, Susumu Y oshida, Chairman of the
Board of Trustees, took part in the Annual Conference of
the Bo’ao Forum for Asia which gathered more than 1,000
delegations from 35 countries or areas including politicians,
businessmen, scholars, etc. Among other things, he
participated in the informal conference of the Heads if
Regional and Sub-regional Organization as the Secretary-
General of the Organization Committee of the Northeast
Asia Economic Conference.

From April 21 to June 1, researcher Mitsuhiro Mimura was
working at the Centre of East Asia Studies (CEAS) of the
Monterey Institute of International Studies, at the invitation
of Professor Tsuneo Akaha. His research focused on
preparing a paper comparing Northeast Asian studies in the
United States with those in Japan, the ROK and China.

On May 14, the ERINA-IMEMO Moscow Symposium on
The New Northeast Asia 2004 took place at IMEMO. The
symposium was co-chaired by Professor Nodari A.
Simonia, Director of IMEMO and Susumu Y oshida,
Chairman of the Board of Trustees and Director-General of
ERINA. Participants included senior representatives from
the Ingtitute of Far Eastern Studies of the Russian Academy
of Sciences and the First (continental East Asia) and
Second (maritime East Asia and the South Pacific) Asia
Departments of the Russian Ministry of Foreign Affairs, as
well as representatives from Keidanren and the Japan
Center’s office in Moscow.

On May 19, Senior Economist Hisako Tsuji took part in an
international symposium on the procurement of
development finance in Northeast Asia, entitled Financing
Plans for the Development of Northeast Asia. The meeting
took place in Seoul and was organized by the Korean
Institute for International Economic Policy (KIEP), the
Export-Import Bank of Korea (EXIM) and the Presidential
Committee on a Northeast Asian Business Hub. The
objective of this symposium was to examine ways of
procuring investment resources to fund infrastructure
development in Northeast Asia.

On June 1-4, researcher Shoichi Ito took part in the
International Conference for Renewable Energies
organized by the German Ministry of Environment, Nature
Conservation and Nuclear Safety and the German Ministry
of Economic Cooperation and Development, following
German Chancellor Gerhard Schrdder’s promise to host
this meeting, which was made during the September 2002
World Summit on Sustainable Development in
Johannesburg. More than 2,000 participants, including
around 1,000 delegations from more than 150 countries,
gathered at the International Conference Center (formerly
home to the German parliament) to discuss the utility,
efficiency and future prospects of various kinds of
sustainable energy.

During the same trip, Shoichi Ito also attended another
international conference, Creating the Climate for Change:
Sustainable Energy Finance, organized by UNEP and the
Basel Agency for Sustainable Energy (BASE) International
Investment Forum.

On June 11-12, the seminar on Regional Economy and
Security in Northeast Asia with Special Reference to the
Korean Peninsula was held at Ritsumeikan University
(Kyoto), organized by Ritsumeikan University, KIEP and
ERINA. Representing ERINA at this seminar were Susumu
Y oshida and Mitsuhiro Mimura

On June 17, Vladimir |. Ivanov, Director of the Research
Division, took part in the international seminar on The
Recent Energy Situation in Russia and International
Energy Markets hosted by the Petroleum Energy Center of

Japan.

Also on June 17, ERINA held the first of its Tokyo
Seminars on the New Northeast Asia, sponsored by the
Sasakawa Peace Foundation. Niigata Prefectural Governor
lkuo Hirayama delivered a speech entitled The
Development and Significance of Northeast Asian
Cooperation, which was followed by comments from three
discussants: Professor Takashi Inoguchi of Tokyo
University, Professor Teruo Komaki of Kokushikan
University, and an international journalist, Ms. Yukie
Kudo. More than 80 participants from private and public
institutions, including scholars, businessmen, government
officials and students attended the seminar at the
Todofuken Kaikan.

On June 17-18, Hisako Tsuji took part in an international
workshop focusing on economic cooperation issues and
prospects for institutional capacity building in Northeast
Asia. Sponsored by the Stanley Foundation and the Pacific
Forum CSIS, this meeting took place in Honolulu, Hawaii.

On June 18, Associate Senior Economist Tomoyoshi
Nakajima gave a presentation on An East Asian FTA and
Japan’s Agricultural Policy at the 7" Annual Conference
on Global Economic Analysis, which took place in
Washington, D.C. He also participated in meetings with
experts at the Korea Economic Institute, the American
Enterprise Institute, the Congressional Research Service
and the Council on Foreign Relations.

On June 23, a multilateral working meeting took place at
ERINA to discuss the outcomes of and prospects for
ERINA's ongoing energy security project. The meeting was
followed by a luncheon discussion on The Six-Party
Process and Prospects for Peace and Security in Northeast
Asia. The guest speaker was Alexander P. Losuykov,
Ambassador of the Russian Federation in Japan.

On June 24, Vladimir |. Ivanov took part in a workshop on
Developing Northeast Asia’s Gas Trade, co-organized in
Beijing by the World Bank (represented by Mr.
Mohammed Farhandi) and the Energy Economics Ingtitute
Japan (represented by Mr. Kensuke Kanekiyo). Participants



from Japan, the ROK, China, Mongolia and Russia
attended the meeting.

On July 1-2, Enkhbayar Shagdar attended an international
conference in Beijing, China on The Clean Development
Mechanism in China: Taking Proactive and Sustainable
Approaches. The conference was organized by the Global
Climate Change Ingtitute of Tsinghua University of China
and sponsored by the Chinese Ministry of Science and
Technology (MOST), the World Bank, Germany’s GTZ,
the Swiss State Secretariat for Economic Affairs and the
Italian Ministry of Environment and Territory.

On July 2, Vladimir I. Ivanov took part in the Study
Seminar on the Northeast Asia Energy Community, which
was organized by the Honolulu-based Northeast Asia
Economic Forum (NEAEF) in cooperation with the
National Institute for Research Advancement (NIRA) and
the Japan Committee for the Promotion of an Asian Energy
Community (JCPAEC). The meeting was held in Tokyo
and was chaired by Dr. Lee-Jay Cho, Chairman of NEAEF.
Dr. Taro Nakayama, Member of the House of
Representatives and Chairman of JCPAEC, spoke at the
meeting.

ERINA REPORT Vol. 59 2004 SEPTEMBER

ERINA is currently hosting two interns from the Monterey
Institute of International Studies

Mr. ChrisHulick

Chrisis from Salt Lake City, Utah, U.S.A. He attended the
University of Utah where he earned a double major in
Asian Studies and Sociology. His field of speciaization is
the region of Northeast Asia (with an emphasis on Japan)
and human security issues. Chris’'s research project at
ERINA addresses the topic of foreign students (primarily
Chinese and Korean) studying in Japan at the graduate,
undergraduate, and vocational levels, from the standpoint
of regional cooperation and educational exchanges in
Northeast Asia

Ms. Y00-Sun Chung

Yoo-Sun is in the second year of her Master’s Degree
program, specializing in International Environmental
Policy. She has a particular interest in the development of
sustainable tourism and how tourism can be utilized to
mitigate poverty and environmental degradation in the
developing world. At ERINA, Yoo-Sun is working on
issues relating to tourism development in Sado Island.

In Memory of Professor Sang-Gon Lee

We at the Economic Research Institute for Northeast
Asiawould like to express our sincere condolences to our
friends and colleagues at the Korea Energy Economics
Institute regarding Professor Sang-Gon Lee's untimely
passing.

Born in 1947, he received a B.S. degree in architectural
engineering from Seoul National University, an M.En.
degree in environmental sciences and an M.S. degree in
economics from Miami University, and earned his Ph.D.
in economics from Pennsylvania State University.

From 2001, Dr. Lee was the President of the Korea
Energy Economics Institute (KEEI), a research
organization funded by the government of the Republic
of Korea. He was also a tenured professor at the
Department of Economics of Inha University, where he
taught for ailmost two decades.

Prior to joining Inha University, Dr. Lee headed the
Energy Supply & Demand Research Division and the
Energy Economics Research Department of the Korea
Energy & Resources Institute, the predecessor of KEEI.
Previously, he was a researcher at the Institute of Policy
Research and Evaluation of Pennsylvania State
University and at the Engineering School Computer
Center of Seoul National University.

In recent years, Dr. Lee served on the Presidential Policy
Planning Commission. He was aso the president of the
Korea Environmental Policy and Administration Society,
as well as serving as the president of the Korea
Association of Negotiation Studies and the Korea
Environmental Economics Association.

Obituary

Dr. Lee served on a number of national and non-
governmental advisory panels, including the Presidential
Commission on Sustainable Development, the National
Environmental Declaration Legislation Committee, the
National Report Preparation Committee on Sustainable
Development for UN Conference on Environmental
Development, and the International Cooperation
Committee of the Korean Federation for Environmental
Movement. He was extensively involved in regional
economic development activities and headed the 1996-
2000 Incheon Economic Development Plan Project.

Dr. Lee published and edited several books including
East Gate Market: Economics of Success, The Global
Integration of Europe and East Asia, Environmental
Poalicy in Korea, Environmentally Sound and Sustainable
Development: Issues and Strategies, and Negotiation and
Conflict Resolution in Korea. He has also written
numerous papers and articles on environment, energy,
and regional economy.

Professor Lee always supported our activities and made a
valuable contribution to ERINA’s work on energy
security issues in Northeast Asia. Many of the staff at
ERINA had the privilege of meeting him on a number of
occasions at various international conferences, including
those co-organized by ERINA and KEEI.

On Christmas Day 2002, Professor Lee signed a
memorandum of understanding between the KEEI and
ERINA, which will now stand as a tribute to the part he
played in forging closer links between the countries of
Northeast Asia and in enriching academic research within
the region. His passing is aloss not only for the Republic
of Korea but also for Northeast Asiaas awhole.

(VIadimir 1. Ivanov, Director, Research Division, ERINA)
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BOOK REVIEW

“Paved with Good Intentions: The NGO

Experience in North Korea”
0 0O O L. Gordon Flake and Scott Snyder

0 0O O PRAEGER, Published in 2003 under the auspices of the

Mansfield Center for Pacific Affairs
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