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1. Defining the Problem

Over the past decade, logistical and bureaucratic
barriers between the economies of Northeast Asia have
been lowered. New air routes have been opened and the
time required for issuing visas reduced. Face-to-face
interactions in business and other domains have improved
and intellectual and cultural contacts have intensified.
An overseas business trip now can be made in three
to four days. In recent policy formulations, trade and
investment facilitation have helped to take the sting out of
the distressing experiences of the past. The examples are
numerous, including the ASEAN+3 process, economic
engagement between China and the ROK, Japan’s
deepening trade and investment involvement in China, and
the new links between the Koreas. Russia, too, is expanding
its ties with its eastern neighbors, including oil shipments
and LNG contracts from the Sakhalin projects.

Despite the swift changes that have been seen,
the long-term policy future for Northeast Asia is not
predetermined and conflict cannot be ruled out. Among the
concerns are (1) the growing power of China; (2) China’s
strained political and security policy dialogues with Japan;
(3) the DPRK’s nuclear program; and (4) a number of
territorial disputes. Yet another source of tension that has
recently surfaced is the relationship between China, Japan
and Russia concerning new sources of oil supply and
pipeline routes.

Energy has much to do with issues stemming from
traditional definitions of national security. This paper,
however, argues that today, energy mega-projects are
presenting us with an opportunity to promote interdependence
among Japan, China, Russia and beyond.' These three
countries would share common benefits if they were
to establish a cooperative energy security regime in the
subregion.

In the array of possible measures and policies aimed
at achieving greater energy security, trilateral cooperation
deserves special attention. The subregion of Northeast Asia
is part of the problem, due to the growing demand for oil
on the part of China, which alone could require net imports

of 10 million barrels per day (Mbd) by 2030, approaching
the level of US imports of oil and oil products in 2000. The
subregion is also gradually becoming part of the solution,
thanks to the progress of the Sakhalin projects and other
plans that involve Russia. Building up additional supplies
could help to balance the markets. The implementation
of these and other mega-projects requires long-term
commitments on the part of the countries involved in such
projects and could potentially benefit in practical terms
from policy support on the part of Japan and the US.

Moreover, Eastern Russia serves as an example of
the geopolitical developments that have improved access
to resources not only for the economies of Northeast Asia,
including Japan, but also for the US. In the long run,
Russia, along with the countries of the Middle East, will
contribute to the stability of international energy markets,
balancing demand with supply.”

Careful policy stewardship will be needed, however,
to ensure that such a regime would not be constrained by
hot issues and other hurdles, including territorial disputes
for instance, which would precipitate paranoia on all sides
in the case of a dispute.” We should try instead to turn to
the prima facie “Great Game” of energy trade in Northeast
Asia, paying attention to the positive tendencies for mutual
interdependence, which may facilitate further regional
political and economic cooperation.

In this paper, the national circumstances of and
strategic changes in China, Japan and Russia are illustrated.
The paper attempts to offer an answer to a key question
involved in thinking about energy trade in Northeast Asia:
“Does the emerging interest on the part of China and Japan
in Russian energy entail problems for regional stability, or
create an opportunity for greater stability?”

In view of this question, we will first of all argue
for an alternative conceptualization of the links between
energy and security in the subregion. Secondly, we will
provide a brief overview of the growing awareness within
China and Japan of their dependence on offshore sources
of energy, principally oil. Thirdly, we will suggest policy
measures upon which attention could be refocused, helping

! The authors dare to use the word “beyond” for two reasons. Firstly, it is posited that trilateral cooperation could be more
smoothly pursued by positively sanctioning the participation of the US in Northeast Asia. Secondly, it seems that cooperation
in the energy field could be better promoted if it coincided with the prospects for environmental cooperation.

2 In about ten years from now, Russia’s oil exports to eastern markets could reach 2.5 Mbd, provided that policy responses
from importers support these plans. Yet another point highly relevant to Northeast Asia is natural gas, which is an attractive
fuel both in terms of uncertainties in the oil market and environmental constraints.

3 An exemplary type of regime is defined by Stephen Krasner as “principles, norms, rules, and decision-making procedures
around which actors’ expectations converge in a given issue-area.” “Structural Causes and Regime Consequences: Regimes as
an Intervening Variable”, International Organization, 36 (3): 185-205.



decision-makers in each country ultimately to find more
feasible ways to protect national energy security interests.
Finally, we will review some basic steps taken by Russia in
reaching out to energy markets in Northeast Asia.

2. A New Per spective

China’s growing dependence on offshore sources
of energy, particularly oil, is already a decade-old
phenomenon. In 1993, China became a net oil importer.
Due to the rapid growth of its economy, energy demand has
been accelerating. In 2003, the volume of China’s imports
of crude oil and products exceeded 100 million tons (Mt),
an increase of more than 30% on the previous year. In 2004,
China’s imports of crude oil alone surpassed 100 Mt. Some
predict that China’s import dependency for crude oil will
increase from 30% in 2000 to as much as 62% in 2020.*

In November 2002, speaking at the Chinese
Communist Party’s Sixteenth Plenum, President Jiang
Zemin outlined China’s development goal of quadrupling
GDP in 2020 based on 2000 levels. Accelerating economic
development inevitably implies a higher demand for energy.
The “Medium- and Long-Term Energy Development
Program From 2004 to 2020, adopted by China’s State
Council at the end of June 2004, reaffirms the high
importance of energy security and the need to diversify
sources of energy supply and build a system of national oil
stockpiles.’

2.1 China’senergy vulnerability

China’s imports are growing fast, making it the second
largest importer globally and the largest importer in Asia.
The average annual growth rate of primary energy demand
during 2000-2030 will be 2.7%, surpassing the global
average, which is estimated at 1.7%.° The average annual
growth rate of oil demand in China in the same period will
be 3.0%, or almost twice as fast as the expansion in world
oil demand. The rapidly growing number of motor vehicles,
including privately owned cars, makes China the second-
largest importer of oil after the US. Some are of the view
that strong demand for oil on the part of China was among
the reasons behind higher oil prices. From 2000, China
accounted for two-fifths of total growth in world oil demand
and in 2003 its oil consumption exceeded that of Japan.
China also leads in oil product demand and imports in Asia.
Demand for oil is expected to reach 12 million barrels per
day (Mbd) in 2030, exceeding by 2.5 times the level of
2000. China would then account for 10% of the world’s
total estimated demand, compared with 6.5% in 2000. With
regard to natural gas, the average annual growth rate in
China over these three decades will be 5.5%, expanding
more than twice as fast as the world average.

The 2003-2004, however, saw a number of
developments that were powerful reminders of the
country’s economic vulnerability when it comes to oil
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supplies from overseas sources. In January-February 2003,
China’s imports of crude oil rose by 78% on the same
period of 2002. Payments for oil imports accounted for
the first month-to-month trade deficit in six years. In the
absence of strategic oil stockpiling capacity, the pending
US invasion of Iraq led Chinese oil companies into panic
buying oil on the world market. When crude oil prices fell
after the invasion began, the external dimension of China’s
energy security attracted much discussion among economic
policymakers and the public at large.

It was little surprise that energy security became
a prominent issue for debate among the deputies
of the National People’s Congress and the Chinese
People’s Political Consultation Congress, both of which
were convened in March 2003. Summaries of views
aired in the two congresses focused on reducing the
level of dependency on offshore sources of oil. Policy
proposals included the establishment of a national
strategic oil stockpiling system, further development
of the coal industry, diversification through building
up the country’s nuclear power capacity, promotion of
hydropower generation and clean energy, and the relaxation
of government policies for the purpose of enlisting private
capital to finance the development of oil fields, both on land
and in China’s territorial waters. Obviously, such proposals
were informed by a desire to reduce China’s dependence on
external sources of energy.

Energy security has also become a topic for discussion
in the public domain. This was in part due to relaxed
government controls on the media reporting of international
affairs, beginning with coverage of the war in Iraq. More
importantly, the new national leadership champions the
notion of ‘governing for the people’. Energy became one
of those issues upon which concerns about the wellbeing of
the average Chinese and the energy security of the nation
as a whole were focused. The intensity of media coverage
about energy-related developments — both domestic and
overseas — became unprecedented. As is true in many other
societies, such discussions are conducive to society-based
initiatives for energy conservation but at the same time
can complicate effective implementation of well-intended
national policies.

However, while energy independence is a desirable
goal, to implement policies so inspired would imply
massive capital injections. These would require a re-
centralization of energy policy decision-making by way
of re-establishing a ministerial level bureaucracy. In 1998,
the government abolished the Ministry of Energy and put
some of its functions under the control of the Ministry of
Land and Natural Resources. The idea was to let the market
play a larger role in meeting China’s energy needs. The
new leadership chose to maintain the status quo by setting
up a small energy bureau under the restructured State
Development and Reform Commission. A State Electricity

4 Liu Xinhua, TaiHan, “Zhongguo de shiyou anquan ji gi zhanlue xuanze”, Xiandai guoji guanxi no.12, 2002.

5 Renmin ribao, I July 2004. The State Development and Reform Commission (SDRC) has estimated that, by 2020, gas
consumption in China could reach 200 billion cubic meters (Bcm), two-thirds of which would be consumed by power plants
and urban users. It has also been estimated that China’s gas imports could reach 80 Bcm by 2020 via two main channels: LNG
shipments to coastal areas and supplies via pipelines from Russia, Uzbekistan and Kazakhstan.

° World Energy Outlook 2002 (Paris: International Energy Agency, 2004).
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Regulatory Commission was also created to oversee the
nation’s electricity development policies, but its record
of success appears limited. In addition, the de facto fiscal
federalism does not augur well for policy coordination
countrywide.

2.2 “Competition” for an ail pipeline

Against this background, there were high hopes for the
beginning of construction work on the Angarsk-Daqing oil
pipeline. The entry of Japan from January 2003 as a party
interested in the same sources of oil and a pipeline route to
the Pacific coast was perceived as an untimely change of
dynamics, at best. It would take a separate research project
to provide a full account of the range of Chinese views
about the pipeline project and issues originating from the
ups and downs of its progression. A few recurrent themes
in Chinese reactions to the protracted period of perceived
indecision on the part of the Russian government deserve
attention.

First of all, the problem was the failure to start
construction of the pipeline, which, according to an
agreement signed in the presence of the prime ministers in
2001, was designed to transport 20 Mt of crude oil annually
beginning in 2005, rising to up to 30 Mt later on for at
least 25 years. This was largely the result of the changing
dynamics of government-business relationships within
Russia. With hindsight, the China National Petroleum
Corporation (CNPC) probably overlooked the complexities
of domestic politics in the post-Yeltsin era by choosing as
its partner the privately owned Yukos rather than one of the
state-controlled trio of Gazprom, Rosneft and Transneft.

This seems to have been particularly true when the
idea of a pipeline to Nakhodka emerged, promoted by
Transneft. At that time, CNPC still pressed on with its plan,
presenting the agreement with Yukos as a virtual certainty
even when President Hu Jintao visited Russia in May 2003.
In light of a number of contributing factors, including
the fact that Gazprom had both experience and a share in
CNPC’s West-East gas pipeline project, it might have been
more politically comfortable for Russia had CNPC opted to
deal with Gazprom and Rosneft.

Secondly, in January 2003, Japan formally entered
the equation, beginning with a visit by the Japanese prime
minister to Moscow. In Beijing, this was perceived in
the context of continuing difficulties in political ties with
Tokyo and therefore further complicated understanding of
the geo-strategic implications of the project. Some experts
challenged the Russian government to live up to its prior
commitments as a necessary manifestation of the rhetoric
of ‘strategic partnership’ that has been so characteristic
of bilateral relations in the post-Cold War era. Yet the
weight of support on the part of Japan, which was willing
to provide funding for the construction of the pipeline, was
an undeniable advantage. Meanwhile, analysts felt that it
would be both desirable and feasible to see between 20%
and 30% of imported oil coming from Russian sources;
however, now that the Pacific coast has become a viable

option, CNPC will have to work harder to convince both
Russia and Japan that its participation in the project is in
their interests as well.

2.3 An alter native conceptualization

On the other hand, there is no cause-and-effect
relationship between political ties in Sino-Japanese relations
and Japan’s pursuit of a Russian pipeline. After all, like
China, Japan wants to diversify the sources of its energy
supply. Moreover, energy featured as a key commodity in
Chinese exports to Japan until the mid-1980s. Since then,
Japan has become a key supplier of oil products (aviation
fuel, for example) to China. In other words, there continues
to be mutual dependence in terms of energy needs. The
challenge now facing both governments is to apply wisdom
and utilize the competitive setting as an opportunity for
trilateral cooperation. What is unfortunate, however, is
the current atmosphere in Sino-Japanese diplomacy that
has made it difficult —if not impossible —to place the
competing interests in the context of developing bilateral
ties.

Realistic logic in international relations demonstrates
that the competition between China and Japan for Russian
oil is a zero-sum game. Moreover, the security postures
in the Northeast Asian region remain virtually unchanged
since the Cold War era: bilateral alliances and agreements
with the US are still important. In this context, China’s
success in diversifying its sources of oil supply means a
strategic gain on several grounds. The Daqing pipeline
would indeed serve as a boost to strategic ties with
Russia, in addition to aiding the development of China’s
northeastern provinces, a rustbelt industrial region that has
fallen behind the coastal areas. China’s gain would then
mean a loss for Japan, a country that is struggling to regain
the kind of regional prominence that it enjoyed until the
burst of the bubble economy. It is therefore not surprising
that the Japanese support for a pipeline to the Pacific coast
appears strategic, as it serves third destinations, including
the US, the ROK and Taiwan. However, such logic fails
to pay adequate attention to a number of important issues
associated with the search for reduced dependence on oil
from the Middle East.

Firstly, China’s securing of oil supplies through a
pipeline would be conducive to avoiding the same kind of
panic buying of oil as was seen in early 2003. This works
against the interests of all oil-importing countries, as it
pushes up oil prices for all. It is still in the interests of
all oil-importing countries, Japan included, for China to
have a high degree of confidence in its ability to secure an
uninterrupted supply of oil from overseas sources.’

Secondly, the economic damage that could be caused
by shortages of energy supply to China could be more
widespread than expected. There is scope for perceiving
economic growth in China that is free from major oil supply
interruptions to be in the interests of all China’s economic
partners.

" Theoretically, China can also avoid panic buying through building strategic oil reserves. The country has just begun to take

concrete steps towards constructing such a stockpiling system.



Thirdly, there has been a quiet change in China’s
handling of military security in the Northeast Asian
subregion. It has shifted towards enlisting international
collaboration in order to put an end to the DPRK’s nuclear
weapons program. Although the parties to the international
framework for dealing with the DPRK may have differences
as to the process and eventual goal of engaging the DPRK,
China has demonstrated its willingness to cooperate in a
multilateral setting.

Furthermore, the Sakhalin projects may become a
significant development in terms of providing a greater
range of alternatives for natural gas supply to both Japan
and China.® Therefore, an alternative conceptualization of
the China-Japan competition for sources of energy requires
de-emphasizing the geo-strategic visualization of the
pipeline route. Instead, we should begin to ask ourselves:

0 e What do China, Japan, and Russia each stand to gain
from the joint development of oil and gas in Siberia
and the Far Eastern region?

(0 e« How can China and Japan contribute to fostering
overall economic development in those Russian
regions that could serve as long-term alternatives in
meeting the energy security needs of both countries?

Energy diplomacy has become a central theme in
China’s pursuit of its overall foreign policy agenda. At
the 2004 Conference of the Boao Forum for Asia, 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 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 — approved the “Qingdao
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Initiative” on energy cooperation, pledging to stockpile
strategic energy reserves and develop a regional energy
transportation network.

On the other hand, the Japanese government has
identified Russia as an “important partner in view of supply
source diversification” and referred to the Sakhalin oil and
gas projects and the Pacific pipeline as a “reinforcement” of
the diplomatic and economic relationship." Again in 2004,
the government of Japan came close to the central premise
of this paper, stating that:

“Geographical proximity obviously matters
significantly in supply-demand relations and trading of
energy resources. It is also quite natural that a nation would
try to cooperate with neighboring nations facing a similar
energy situation. In my view, European integration in the
form of the European Union is a case in point. I understand
that the EU-Russian Energy Partnership and the EU-
Mediterranean Energy Partnership are part of the process
of energy cooperation between the EU and the surrounding
regions.”"”

Moreover, in late 2002, the Ministry of Economy,
Trade and Industry announced plans for significantly
raising the share of natural gas in the primary energy supply
towards 2020, in line with the average for OECD countries,
which also indicated the possibility of constructing a gas
pipeline between Sakhalin and Honshu.” On April 12,
2004, METI presented a concept for an “Asian Energy
Partnership” that should serve as a major pillar of Japan’s
international energy strategy up to 2030.

3. An Emerging Policy Agenda

Securing a sovereign state’s access to energy resources
is a very sensitive issue that could ignite patriotism to an
unnecessary degree. However, given that the degree of
economic interconnectedness among Japan, China and the
ROK is deepening rapidly, we need to avoid the causes of
distrust through dialogue. As energy-importing countries,
Japan, China and the ROK already discuss energy security
issues within the ASEAN+3 framework.

3.1 A multilateral approach?

The creation of a similar regime and institution could
be relevant in the context of Northeast Asia. Dependence
on the Middle East as a source of oil supply on the part
of these three biggest importers of energy resources is at
a very high level. Moreover, Japan, China and the ROK
still do not yet rely on competitive oil pricing, similar to

8 See the Agency for Natural Resources and Energy, Energy and Resources Today 4: Natural Gas available at: http://www.

enecho.meti.go.jp/english/energy/Ing/examination.html

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

Boao, 24 April 2004.

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

in 2002.

! Global Energy Strategy Towards 2030 [Focused on the Relationships with Asian Consuming Countries], April 2004,

Agency for Natural Resources and Energy, p. 15.

12 Shoichi Nakagawa, Minister of Economy, Trade and Industry, “Achievements of the Osaka IEF and the International
Energy Situation Since Then”, 9th International Energy Forum, Amsterdam, May 22, 2004, p.3.

'3 Energy and Resources Today / Natural Gas. 4-2. Examination of Policies Concerning Natural Gas, Agency for Natural
Resources and Energy http://www.enecho.meti.go.jp/english/energy/Ing/examination.html
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the mechanisms employed by Europe and North America.

A shift to competitive pricing requires the diversification

of sources of supply. By encouraging energy exports from

Russia, the energy-importing economies of Northeast Asia

could reduce the so-called “Asian premium” imposed

through current crude oil and LNG supply practices.

In April 2004, the Japanese Agency for Natural
Resources and Energy published a report on its “Global
Energy Strategy Towards 2030”. The Ministry of Economy,
Trade and Industry (METI) also presented a concept for an
“Asian Energy Partnership” that should serve as a major
pillar of Japan’s international energy strategy. This concept
is aimed at developing cooperation by Asian countries in
tackling common energy challenges, covering the following
areas:

0 e 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.

0 e 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
clauses in oil and LNG contracts.

O e Formulating and regulating policies on the
environment and energy efficiency in the domestic,
regional and global context, including various policy
dialogues, as well as efforts to implement these
policies and persuade others to follow suit

[0 e The enhancement of energy supply security through
resource development, transportation (pipeline and
sea lane shipments) and cooperation among relevant
authorities.

The report prescribes that Japan should aim at a
flexible and sustainable international energy system,"
establishing multilevel and multilateral frameworks and
consolidating energy links with other Asian energy-
importing countries.

3.2 Engaging Russia and the US

The so-called Korean nuclear crisis has remained the
single biggest destabilizing factor in Northeast Asia. Russia
has begun to draw up a plan for constructing a natural gas
pipeline to Busan, but realization of this plan depends upon
the settlement of the Korean crisis. Predictably, without the
north-south division of the peninsula, it would have been
possible to build up transportation networks, including
pipelines. On the other hand, the Korean crisis has provided
us with a prototype framework for policy coordination in
the form of the six-party talks.

The assumption of a greater role on the part of
Russia and the US could help to establish an energy

security regime in the area. In addition to their policy
influence, both the US and Russia are important in terms
of investment, technologies and resources. At their summit
in Houston in October 2002, the two countries basically
agreed to enhance cooperation in developing oil and natural
gas resources in East Siberia and the Far East. This could
be a step forward in advancing the New Energy Dialogue
launched at their summit in May 2002. US oil majors,
including ConocoPhillips, are extending their involvement
in energy projects in Russia further west from Sakhalin.
Furthermore, there are plans to import LNG from Russia.
In addition, Moscow and Washington have also reached
a basic agreement on cooperation in building strategic oil
reserves.

Both the US and Japan are providing “investment
support” for the Sakhalin oil and gas projects, contributing
to future supply capacity and resource additions in both oil
and natural gas, which have recently lagged considerably
behind increases in demand.'> Advanced exploration
methods have somewhat checked the decline in newly
discovered reserves, albeit in areas with a challenging
operating environment, such as the Sakhalin continental
shelf. For Japan and the US, promoting energy cooperation
with Russia and within the Northeast Asian subregion
as a whole can be seen as a means of “policy bridging”
concerning various gaps and uncertainties.

Moscow has been restructuring the oil and gas
sector for the purpose of tightening governmental control
over the development of energy resources as strategic
goods. Export-oriented energy projects could serve as the
biggest lever in developing Eastern Siberia and the Far
East. Currently, oil and natural gas exports, together with
products manufactured in related industries, account for
more than half of the federal government’s revenue. '

3.3 Russialooks east

The Energy Strategy 2020'7 approved in August
2003 envisages the expansion of the energy sector and
the growth of energy exports. Russian energy planners
proposed diversifying energy exports and accessing new oil
and gas markets in the Asia-Pacific region, Northeast Asia
in particular. The government proposes to diversify energy
supplies to the “north, east and south”, in light of new
projects aimed at oil and natural gas production in capital-
intensive environments, including Eastern Siberia, the Far
Eastern region, the Arctic and also the continental shelf of
the northern and Caspian seas. The economies of Northeast
Asia and the US are seen as supplementary markets. The
Energy Strategy 2020 stated that oil exports to the Asia-
Pacific region could reach about 100 Mt, including about 25
Mt produced by the Sakhalin offshore fields. According to
this plan, Russia aims to increase the share of its oil exports
to the Asia-Pacific from 3% to 30%.

4 In the report, the international energy system is defined as a chain of energy supply and consumption in international oil

and gas markets.

15 Harry J. Longwell, Executive Vice President, ExxonMobil, Remarks at the Offshore Technology Conference, Houston, May

7,2002.

16 In 2002, Russia produced 380 Mt of crude oil and exported 180 Mt. In 2003, oil production reached 421 Mt (11% of the
world total), with exports totaling 228 Mt. For 2004, the forecast for production is 450 Mt, with 255 Mt to be exported.

17 Available on-line: http://www.mte.gov.ru/docs/32/189.html




Gazprom, Russia’s leading producer of hydrocarbons,
has also begun to pay attention to Northeast Asia and the
Pacific region only recently. In this regard, the blueprint
for natural gas transportation schemes in Eastern Russia
announced in Tokyo in June 2003 referred to a Trans-
Siberian gas pipeline and two LNG terminals located
in the vicinity of Vladivostok and Vanino Port.'® It is
also projected that gas exports to China and the Korean
Peninsula via pipelines could reach 25-35 Becm by 2020,
but these volumes could be larger, given that advanced
natural gas conversion and utilization technologies could
help to alleviate the region’s high dependence on oil. 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, in order to
promote gas exports and Gazprom’s participation in various
projects, including gas-to-liquid (GTL) production.

In total, the share of Northeast Asia in Russia’s gas
exports could reach 15-20% by 2020. The integrated West-
East trunk pipeline plan envisages building a high-capacity
gas pipeline in parallel with the Pacific oil pipeline. Yet
the Sakhalin 2 LNG project will export 9.6 Mt annually in
the form of LNG by 2015 and these volumes could double,
responding to the growth in demand.

In his 2004 Address to the Federal Assembly, President
Vladimir Putin made special reference to energy projects
and transport infrastructure in Eastern Russia, including
oil and gas pipeline projects.'” According to Transneft,
the project has been revised and the target capacity of the
Pacific pipeline is now 80 Mt per annum, rather than the 50
Mt p.a. proposed initially. A branch pipeline could deliver
another 30 Mt p.a. to China. On the other hand, from 2007,
Russia is prepared to export about 15 Mt p.a. of crude oil to
China by rail.

These plans are related to the energy security interests
of the economies of Northeast Asia, including Japan, China
and the ROK, as well as the US, all of which are seen as the
principal export markets for oil, oil products, natural gas,
coal, and, in some cases, electricity. However, the scale
of ongoing and proposed ventures, the enormous costs
involved and the energy security concerns of the energy-
importing economies would require new partnership-type
relationships and foreign investment.

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

By the second oil shock of the late 1970s / early 1980s,
Japan had succeeded in maintaining oil reserves equivalent
to 90 days of imports. By 2001, total reserves in the state
and private sectors exceeded the equivalent of 150 days of
imports. The ROK achieved the IEA’s 90-day minimum
requirement in 2001 and attained official membership of
the IEA in 2003. As for China, the Tenth Five-Year Plan,
endorsed by the Fourth Session of the Ninth National
People’s Congress in March 2001, also advocated the need
to build a strategic oil stockpiling system.

The concept of Joint Oil Stockpiling (JOS) could be
relevant to Northeast Asia. It would ameliorate the risks
arising from conflicts of interests. The system could also
help in reducing the maintenance costs of oil stockpiling. In
September 2002, when the energy ministers of Japan, China
and the ROK gathered in Osaka, they proclaimed an “Energy
Cooperation Initiative” that includes the oil stockpiling. In
June 2004, ASEAN decided to introduce JOS, and Japan
and the ROK showed their readiness for technological
cooperation, including an offer made by Japan to provide
financial assistance for the feasibility study.”” However, a
similar multinational effort ought to be realized in Northeast
Asia. Moreover, the existing concepts and frameworks of
regional economic cooperation, such as “ASEAN+3” and
some kind of “East Asian community”, should be flexible
when it comes to energy security and the roles to be played
by both Russia and the US. On the other hand, Japan, China
and the ROK could support Russia’s increasingly serious
intention to become integrated into the region.

It seems very important, however, that East Asian
countries should convince Moscow not only of the need
to develop energy infrastructure for the sake of the mutual
benefits that it can deliver, but also in the context of
Russia’s responsibility as a regional power and an important
energy supplier. As a supplier, Russia can also expect
significant benefits from the emergence of a relatively
large JOS system in this region, because the market for oil
imports would expand accordingly, as long as guarantees
regarding stability, adequate volumes and competitive
pricing were provided.

3.5 Energy and the environment

In order for an energy security regime to take root
in the region, it is not enough to build efficient energy
supply routes and increase the volumes of energy trade. It
is also essential to make efforts to achieve more effective
utilization of energy. For example, according to one
estimate, due to different levels of energy efficiency, the
US needs about twice as much crude oil than Japan per
unit of GDP, while China needs about five times as much.”'
Japan is less vulnerable to crude oil prices, both because
of its enhancement of energy efficiency by approximately
30% compared with the 1970s and the higher value of the
yen than in past decades. It will, however, also be indirectly

18 Alexey B. Miller, “The Eurasian Direction of Russia’s Gas Strategy”, Keynote Address, 22" World Gas Conference,
Tokyo, June 4, 2003, p. 6. See also Green Paper —Towards a European Strategy for the Security of Energy Supply (Technical
Document), European Commission, 2000, Figure 5. Gas of the Russian East.

1% Vladimir Putin, Address to the Federal Assembly of the Russian Federation, May 26, 2004

2 Nihon Keizai Shinbun, 21 June 2004.
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affected by economic slowdowns in the US and China.

The benefits generated by international technology
transfers are not limited to energy conservation in a narrow
sense, but could also support environmental protection.
With the Kyoto Protocol coming into effect in February
2005, the basic schemes of CDM (Clean Development
Mechanism) and JI (Joint Implementation) could support
environmentally friendly projects. In addition, China
has the biggest potential for new business in this field.
China’s energy development program to 2020 aims at
environmental protection, efficient energy utilization and
sustainable development. Much the same basic concepts
were incorporated into the energy strategies of Japan (to
2030) and Russia (to 2020).

In order to meet simultaneously rising energy demand
and promote environmental protection (e.g. the reduction of
greenhouse gas emissions) in China and Russia, Beijing and
Moscow may well find it to their advantage to cooperate
with Japan. At the same time, Japan can find a vast
market in China and Russia that ranges well beyond mere
business matters: greenhouse gas emissions trading can be
implemented by way of the CDM and JI schemes. The joint
development of renewable energies also seems to be very
promising in the long run.

3.6 Energy cooperation and conflict prevention
The ROK government has also made a proposal
regarding the future of Northeast Asia.”> In 2003 alone,
the Presidential Committee on a Northeast Asian Business
Hub conducted 26 working meetings, conferences
and workshops, developing as result of this effort a
comprehensive plan for regional 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:
O e The construction of a natural gas pipeline network
[0 e Joint exploration and processing of petroleum
0 e Cooperation in supplying energy to the DPRK on a
long-term basis
(0 e 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 to 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. During the 2004 September Russia-ROK

Summit in Moscow, the two sides agreed to cooperate

in oil and natural gas resource development in Eastern

Russia and work out an agreement on long-term natural gas

cooperation, launching a strategic energy dialogue.
Basically, there are three major infrastructure projects

supported and/or under discussion that involve the ROK,
the DPRK and Russia:

0 e The reconnection of the railways connecting the two
Korean states, linking the ROK to Europe via Russia
and /or China

O e A natural gas pipeline constructed from Sakhalin to
the ROK via the DPRK

0 e Power grid interconnection, involving the electric
power plants in the southern belt of Far Eastern Russia
and the Koreas.

Provided that the political obstacles were removed,
these mega-projects could serve as the long-term
foundations for stability in Northeast Asia and change in the
DPRK. The economics of the two energy projects appear
sufficiently strong, attracting the interest of industrial
entities.”

4. Conclusions

In other regions, cooperative relationships in the field
of energy are proliferating. In Europe, an energy dialogue
is developing between the EU and Russia that could
potentially lead to an energy partnership. There is also
room for cooperative arrangements in Northeast Asia, but
this depends on the policies of the neighboring countries.
The ASEAN+3 energy dialogue brings together consumers,
but not potential producers such as Russia. Expanding this
framework should not be seen as a goal in itself. What
is important is that cooperation, even in “soft formats”,
could both speed up large-scale energy projects and lead
to concerted changes in policies. Indeed, some changes in
policies are already taking place.

Compared with Europe, where the desire for unity has
prevailed, in Northeast Asia the legacy of the Cold War is
still deeply rooted. Against this background, competition
over access to natural resources may apparently heighten
the “walls” between sovereign states. At the same time, the
turmoil in the Middle East and the spread of terrorist attacks
has increased the degree of attention paid to energy supplies
worldwide. In addition, demand for oil is increasing rapidly,
especially in China.

2 Yomiuri Shinbun, 14 September 2004. The IEA’s estimate suggests that, if the crude oil price rises by $10 per barrel, global
GDP growth will slow by 0.5%. Consequently, there would be falls of 0.3% and 0.8% in the GDP of the US and China,

respectively.

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

Hub, 2003), p. 24.

2 See papers by Victor Minakov, “The 500kV Cross-Border Transmission Line Project Linking the Russian Far East with the
DPRK (Chongjin)” and by John Fetter and Rimtaig Lee “Energy and Political Cooperation in Northeast Asia: The KoRus Gas
Pipeline,” in Vladimir I. Ivanov and Eleanor Goldsmith, eds., The Niigata Energy Forum 2004, published in ERINA Booklet,

vol. 3, December 2004, p. 65-75.



The realist school of international relations argues
that policies of states are ultimately zero-sum-based. This
refutes the possibility of positive-sum outcomes, which,
according to the liberal approach, could be encouraged
by institution building, respect for international law,
interdependence and regional cooperation. Indeed, realist
explanations usually provide more clear-cut pictures for
which it is easier to garner support from the general public.
People tend to prefer a simple picture and the mass media is
a key source of simple answers. In the contemporary world,
unfortunately, this tendency becomes even stronger when
impending issues touch upon limited sources of energy.

Our goal is to shed light on this problem in a way
that opens up the unlimited opportunities for cooperation.
In reality, it goes without saying that cooperation may not
be easy: it is not China or Japan, but Russia that wants to
bring its oil and natural gas to the markets of Northeast
Asia in very large volumes using the most economical
mode. Moreover, it was not that Japan and China were
competing for a pipeline route; rather, diverse interests
inside Russia were the true contenders. Indeed, there are
interest groups, which would prefer to monetize the oil
and natural gas reserves without much coordination with
or benefits for local industries and local communities, and
without considering overall development needs, including
the discovery of new reserves. There are also groups that
prioritize regional development, social advancement and
national energy security, as well as access to multiple
markets in Northeast Asia. Tokyo was only supporting (not
proposing) the pipeline route that Transneft had already
advocated and President Putin strongly favored. On the
other hand, while Russia’s readiness to integrate into
Northeast Asian energy markets of has intensified, China,
Japan and the ROK all increasingly consider Russia to be
an important energy supplier. The United States has also
shown an interest in the development of oil and natural gas
fields in Eastern Russia. The issue we are facing is how to
avoid excluding any of the big consumers or the supplier
from the energy market and to find a way in which all of
these would benefit from the possible emergence of an
energy security regime. There remains much room for such
regional energy stability if we consider the following points

Firstly, aiming for the establishment of JOS in
Northeast Asia would be a starting point for the possible
establishment of a regional energy security regime. If
the decision-makers of the region seriously intend to
institutionalize a multilateral partnership for achieving
greater energy security at affordable prices, they must
ensure that each party shares the burden.

Secondly, an energy security regime in the broader
sense of the expression would require policy coordination
in the field of energy conservation. Given the potential
for new business in the environmental industry, we had
better make the best of the current opportunity to promote
environmental interdependence as a “substructure” of
overall energy cooperation. Technological transfer as
a means of raising energy efficiency could be the most
important element of this substructure. In other words, in
order to promote energy security throughout Northeast
Asia, the experts should think not in terms of competition
among countries, but of competition among fuels and
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technologies, and of the price competitiveness of oil and
natural gas supply routes.

The benefits can be multiple and significant, or narrow
and limited, depending on the willingness of the parties
to develop strong, long-term bonds in the energy sector.
In order to adopt and implement such policies effectively,
political leadership and longer-term outlooks are needed,
as well as a tradition of working together. Among the
economies of Northeast Asia, such a tradition has yet to be
cultivated, but this subregion obviously has “sub-regional”
opportunities to enhance energy security by promoting
choice in long-term investment planning, the diversification
of supply sources and competition between fuels.

Recent Developments
Leaving policy challenges aside in terms of theory,

we ought carefully to watch practical developments that

support the main assumptions we have made in this paper.

This is to say that there is enough space in Northeast Asia,

more specifically for China, Japan and Russia, for them to

embark upon a long-term pragmatic trilateral partnership
in the field of energy resource exploration, development
and rational use. Two announcements made in Moscow
in the closing days of 2004 clearly demonstrated that both

Japan and China are strategically important counterparts in

Russia’s national energy strategy.

One such announcement came on December 31,
2004, when the Russian government officially launched
the Eastern Siberia-Pacific oil pipeline project, issuing
Directive No. 1737-p. The document approved the proposal
made by Transneft to construct an integrated oil pipeline
system with an annual capacity of 80 Mt, along the Taishet-
Skovorodino-Perevoznaya Bay route. The directive
incorporated the following instructions and measures that
define the project logistics and implementation strategy:

(0 e The Transneft Company was authorized to serve as
chief contractor in the design and construction work
for the project.

0 e The government proposed that, in collaboration with
the Ministry of Industry and Energy and the Ministry
of Economic Development and Trade, the Ministry
of Natural Resources develop a program for the
geological exploration and licensing of hydrocarbon
resources in Eastern Siberia and the Far Eastern
region.

It requested that the Ministry of Industry and Energy

and the Ministry of Natural Resources and Transneft

jointly define the construction schedule and the

construction phases of the pipeline by May 1, 2005,

coordinating these with the opportunities for accessing

hydrocarbon resources.

The Ministry of Transport and Ministry of Defense

were instructed to define the shipping routes and

schedules in Perevoznaya Bay, near oil terminal
facilities.

With the participation of the Russian Railways

Company (RZD), the Ministry of Transport was

asked to design the railway logistics for (a) shipping

construction materials and equipment for the ESP
oil pipeline; and (b) crude oil shipments by rail, in
coordination with the construction schedule and the

O
.

O
.

O
.
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implementation phases of the pipeline.

(0 e The regional authorities of the provinces to be
traversed by the pipeline were advised to provide
support for the project.

(0 e The Federal Tariff Service was instructed to ensure
that oil transportation tariffs would support the
reconstruction and operation of the existing pipeline
system to Taishet and facilitate financing of the
construction of the new pipeline.

(0 « By May 1, 2005, along with the Ministry of Economic
Development and Trade and the Ministry of Finance,
the Ministry of Industry and Energy is expected
to propose measures that enhance the economic
feasibility of pipeline construction (possibly indicating
a parallel gas pipeline project).

At the same time, on December 30, 2004, in comments
regarding the ongoing merger of the companies Gazprom
and Rosneft, Viktor Khristenko, Minister of Industry and
Energy, noted that Yuganskneftegaz — Russia’s largest and
most successful oil-producing enterprise — will not be part
of this merger. The assets of this former Yukos subsidiary
will be transferred a new company wholly owned by the
state. However, Khristenko said that up to 20% of the
stock of this newly formed company could be offered to
the China National Petroleum Corporation (CNPC) in
exchange for assets controlled by CNPC, both in China and
in third countries. The minister specified that this possibility
was envisaged in earlier agreements signed with CNPC.
He stressed that these plans are in line with the strategic
agreements achieved by Russian and Chinese leaders in the
sphere of energy cooperation.
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An Overview of Russian Railways: Current Reforms and
Expansion in the Far Eastern Region (Summary)

Hisako Tsuji, Senior Economist, Research Division, ERINA

Dmitry L. Sergachev, Researcher, Research Division, ERINA

This paper provides an overview of Russian Railways,
which is in the process of carrying out reforms, and of
major trunk railway lines in Russia’s Far Eastern region.
On the Russian side, it focuses on the Baikal-Amur (BAM)
Railway and the Trans-Siberian Railway (in both cases,
examining the sections between Taishet and ports in the
Far Eastern Region), as well as the Zabaikalskaya Railway
(Karymskaya—Zabaikalsk), while on the Chinese side it
looks at the railways from the Russian border to China’s
three northeastern provinces.

Historically, the focus with regard to the Trans-
Siberian Railway has been on international container
transport. In contrast, information about international use
of conventional cargo other than container freight is scant.
However, there is a strong possibility that in the future,
international use of the Trans-Siberian and BAM railways
will not merely involve containers, but will expand to
include the transport of general cargo, such as timber, oil
and coal. The railways are already used for the export of
oil to China and an expansion in the volume exported is
planned.

Russian Railways
1. Overview of Russian Railways

From 1842, through the imperial period and the Soviet
era and into the federal Russia of the modern age, Russia’s
railways were administered by the state-owned and state-
operated Ministry of Railways. However, the Russian
government, which is aware of the need to modernize rail
transport, has embarked upon sweeping reforms.

The aims of these reforms are stated to be as follows:

1. The creation of an effective regulation system in the
industry.

2. The creation of effective financing mechanisms for
infrastructure development and the modernization
of the rolling stock.

3. The development of competition between various
types of transport and within the railway segment.

4. Higher service quality and the stable provision of
transport services throughout the country.

5. The reduction of the burden of transport costs on the
economy.

The basic principles governing the reforms are stated

to be as follows:

1. The separation of state regulation and financial
management in railway transport.

2. The formation of an organizational structure divided
up according to the main kinds of activity (freight
operations, passenger operations, etc.)

3. The division of the existing sphere of activities
into three sectors: natural monopoly, temporary

monopoly (potentially competitive) and competitive
activities.

4. The retention of state control over the monopoly
sector (infrastructure).

5. The privatization of the competitive sector
enterprises.

Under the plan, it was stipulated that the reforms were
to take place in three phases: phase 1 (2001—-2002), phase 2
(2003-2005) and phase 3 (2006—-2010).

On 23" September 2003, the Ministry of Transport of
the Russian Federation completed its work on relevant laws
and the joint-stock company JSC “Russian Railways” was
established, with 100% of investment being provided by the
federal government. The assets of the federal railways and
the management functions were separated and transferred,
and JSC “Russian Railways” began operating on 1st
October of that year. With this, the first phase of the three-
phase reform of Russia’s railways ended. As of the end
of 2004, the second phase was underway, but the pace of
reform was lagging behind the initial plan.

Russian Railways has a capital fund of 1.5452 trillion
rubles (about $50 billion), with 100% of shares belonging
to the federal government. Its total assets are estimated at
12 billion rubles.

Russian Railways consists of 987 enterprises and 185
subsidiaries, and has eight offices overseas. It has a total
of about 1.2 million employees, equivalent to 2% of the
economically active population. It accounts for 78.8% of all
rail transport in Russia.

Its total earnings in 2003 were 617.5 billion rubles,
making it one of Russia’s five largest companies. Profits in
that year were about 2.5 billion rubles.

During the era of the Russian Ministry of Railways, the
17 regional railway corporations were 100% government-
invested state-owned companies, but with the establishment
of Russian Railways, they became regional railway branch
offices.

The volume of freight handled on Russia’s railways
in 2003 was 1.1608 billion tons, an increase of 7.1% on
the previous year and a rise of 1.2% on the figures in the
plan. What Russian Railways is aiming to do is not merely
to achieve an increase in the transport of highly profitable
cargo (oil, iron ore, cement, etc.), but rather to contribute
to the national economy. Consequently, the transport of
the less-profitable coal accounts for 22.4% of all cargo
transported. The other major cargoes include oil and oil
products (17.7%), construction materials (14.5%), and iron
and manganese ore (8.0%). The biggest increase was seen
in the transport of oil and oil products (up 15.4% on the
previous year).

The greatest hope for the future is container freight.



The volume of container freight transported in 2003 was
14.7 million tons. Container cargo has risen by 80% over
the past four years. This year, a further increase of 19% is
anticipated. Furthermore, Russian Railways believes that
container volumes will rise to 25 million tons in 2006 and
at least 32 million in 2010. There are plans to operate high-
speed container trains at some stage.

It should be noted that the entry of private companies
into the freight wagon market is increasing. More than
200,000 private freight wagons are currently used, with the
freight carried in them accounting for 20% of all cargo.

At the same time, handling by private forwarding
agents is on the rise and is particularly noticeable in the
transport of highly profitable cargo, accounting for 40% of
all oil products, 25% of minerals and fertilizer, and 22% of
cars.

2. The BAM Railway
The total length of the BAM Railway (Taishet—

Sovgavan) is 4,300 km, around 1,000 km of which runs
through an area of permafrost; in addition, the railway
crosses eleven major rivers and seven mountain ranges.
Over its entire length, there are eight tunnels, 142 bridges (at
least 100 m long) and 241 stations.

For most of its length, the BAM Railway is single-
track, but the section between Taishet and Lena (704 km)
is double-track. Moreover, the Taishet—Lena—Taksimo
section (1,429 km) is electrified. In all other sections, the
train is pulled by a diesel engine. The track uses broad
gauge rails (1,524 mm) for its entire length. In addition,
there is a plan to make the whole line double-track and
introduce automatic blocks by 2008.

The annual transport capacity of the BAM Railway is
180 million tons along its western section, where progress
has been made in introducing double-track, electrified
lines, while on the single-track eastern section it is said to
be 9 million tons. However, the true volume transported
is considerably less than this capacity, totaling no more
than about 8 million tons on the western section and
about 5.5 million tons on the eastern section. In contrast,
around 10 million tons of cargo are transported on the line
linking the Trans-Siberian Railway and the BAM Railway
(Bamovskaya—Tynda).

In order to revitalize the BAM Railway, Russian
Railways is devoting its energies to the following: i) the
development of three branch lines; ii) the cultivation of
transit transport; and iii) business relating to the Eastern
Siberia—Pacific coast oil pipeline plan.

3. The Trans-Siberian Railway

The name Trans-Siberian Railway usually refers to the
line between Moscow and Vladivostok (9,289 km). Taishet
is located about halfway between the two, 4,774 km from
Vladivostok.

Apart from the bridge over the Amur River, the entire
line is double-track. The electrification of the whole line
was completed in December 2002.

Statistics relating to the transport capacity and
actual performance of the Trans-Siberian Railway are
not published. According to the homepage of Russian
Railways, the annual transport capacity is 100 million tons,
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including 200,000 TEU of containers. Moreover, according
to sources at Russian Railways, only about half of the total
capacity is being used.

With regard to international container transport,
there is data published by VICS (Vostochny International
Container Service), which is in charge of cargo handling
at Vostochny Port. According to this, container freight
passing through Vostochny and originating in or destined
for East Asia (the ROK, China, Japan) is expanding rapidly
year after year; 177,167 TEU was handled in 2003, but this
figure rises to 204,650 TEU (up 53% on the previous year)
if empty containers are included. Apparently, this upward
trend continued in 2004.

Russian Railways, which welcomes the strong
performance of container transport using the Trans-Siberian
Railway, has had a target of 300,000 TEU in its sights in
recent years.

4. The Transport Tariff Policy of Russian Railways

The structure of the tariff of Russian Railways is
complicated. ERINA has obtained tariff 10-01 and has
examined it in detail. The tariff policy can be summarized
as follows:

i) Different tariffs are set according to the type of cargo,
with specific tariffs for such commodities as oil, coal
and timber.

ii) The basic charge is proportional to the weight of the
cargo and the distance it is transported; as a coeffi
cient applies depending on the distance and quantity,
the unit cost per ton per kilometer is set so that it is
cheaper the further the cargo is to be transported and
the greater the amount of cargo to be transported at
one time. In particular, it is comparatively fairly cheap
to charter a train if there is only one destination for the
cargo.

iii) The basic charge is set in such a way that it is 30-50%
more expensive to use the wagons owned by Russian
Railways than to use wagons that the users themselves
provide. Consequently, the transport charge, including
the charge for using the wagons owned by Russian
Railways, is 70-80% more expensive than if the users
provide the wagons themselves; this is an incentive for
users to arrange their own wagons in advance and use
rented wagons.

iv) Different tariffs apply in the case of rail lines linking
areas within Russia with its ports and lines linking
those areas with overland borders. Transport charges
on lines to overland borders are about double
the amount charged for transport to ports. Rail
transshipment charges and border-crossing charges
are not included in these prices. Consequently, in the
case of the overland rail transport of oil from Eastern
Siberia to China, the per unit and per kilometer
charges are about twice as high as that for transport to
ports in the Far Eastern region.

5. Issues

There are a number of issues relating to Russia’s
railways, including the Trans-Siberian Railway and the
BAM Railway.

First of all, Russian Railways is in the middle of
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conducting reforms, so there is lingering uncertainty
with regard to the prospects for future reforms. There is
concern among users that price increases might occur
if the liberalization of freight charges takes place in the
second phase. In addition, there is anxiety about whether
the company can make the employee cutbacks that will
inevitably arise from reforms.

Moreover, there are such issues as the financial
situation in Russia’s outlying railways, including the BAM
Railway; measures to deal with insufficient rolling stock
and the decrepit state of existing stock; the financial state
and profit and loss situation at the regional railway branches
and the branches dealing with specific functions; the severe
weather conditions and track maintenance; the increasing
weight of rolling stock aimed at increased speed; and
improvements to curves and steep gradients.

The basic issue is that there is a pressing need for the
disclosure of information. No matter where one looks, it is
impossible to obtain statistics for the transport performance
of specific lines, including the Trans-Siberian Railway
and the BAM Railway. One cannot help but feel that there
is a significant disparity compared with the amount of
information available for China, as will be described later.

Railways Between Russia and China
1. The Zabaikalskaya Railway: Karymskaya—Zabaikalsk

This 364 km line to Zabaikalsk, which diverges from
the main Trans-Siberian line at Karymskaya, is single-track
and not electrified.

Moreover, Russia’s domestic railways use broad gauge
(1,520 mm), but China uses standard gauge (1,435 mm),
so transshipment has to take place at the border. In
principle, cargo transshipment takes place on the territory
of the country receiving the cargo, so cargo from Russia
is transshipped at Manzhouli, while that from China is
transshipped at Zabaikalsk. The capacity of the existing
transshipment facilities is said to be 5 million tons annually.

2. Overview of Lines on the Chinese Side: Manzhouli-
Dagqing—Harbin—Dalian

The distances at each point on the Harbin—Manzhouli
Railway are 776 km between Manzhouli and Daqing, and
159 km between Daqing and Harbin, making a total of
935 km. Of this, the Manzhouli—Hailar section (186 km)
is single-track, while the Hailar—Harbin section is double-
track. In addition, there is a plan to make the Manzhouli—
Hailar section double-track. None of the track is electrified.

The Harbin—Dalian Railway is 944 km long and
passes through two large cities, Changchun and Shenyang.
The Harbin—Dalian Railway is double-track and electrified
along its entire length. There is a great deal of traffic along
this line, so congestion is a problem. The section between
Shenyang and Siping, where it converges with the Beijing —
Shenyang Railway from Beijing, is particularly crowded.

3. Quantity Transported
According to information from the Russian side, the
volume of rail exports from Russia to China in 2003 was

1.4393 million tons, an increase of 8.5% on the previous
year. Looking at the situation by route, 670,000 tons was
transported via Zabaikalsk (Manzhouli), 210,000 tons was
transported via Grodekovo (Suifenhe), and 530,000 tons
was transported via Mongolia (Erenhot).

According to information from the Russian side,
1.8 million tons of oil was exported to China by rail via
Zabaikalsk in 2003. This was an increase of 74% on the
previous year.

The volume of oil to be exported by rail to China in
the future is due to be more than 10 million tons in 2005,
rising to 15 million tons in 2006. In the future, it is thought
that it will be possible to export 30 million tons of Eastern
Siberian oil to China annually.

According to Chinese statistics, the volume of trade
cargo transported via Manzhouli in 2002 was 8.82 million
tons, of which import cargo accounted for 8.4 million tons;
4.38 million tons of this was accounted for by timber, while
oil accounted for a further 1.04 million tons. In contrast,
export cargo was just 420,000 tons. The second-busiest
route is Suifenhe (4.95 million tons). As of 2002, no oil was
imported via Suifenhe. In addition, trade cargo via Erenhot,
on the border with Mongolia, was 3.83 million tons, of
which oil imports accounted for 960,000 tons. Mongolia
is not an oil-producing country, so it is thought that these
were imports from Russia.

4. The Tariff Policy of China Railways

Cargo tariffs on China Railways consist of the cargo
transport price chart and the container price chart.

The basic structure of the cargo transport price chart is
a fixed charge + a charge proportionate to distance, so the
per kilometer charge decreases as the distance the cargo is
transported increases.

The container price chart is split into charges for 1 ton,
5-6 tons, 10 tons, 20 feet and 40 feet. The per kilometer
charge decreases as the distance the cargo is transported
increases.

5. Issues and Plans for Future Enhancements

One problem that has been highlighted with regard to
China’s railways is the lack of transport capacity to meet
the country’s rapid economic growth. In particular, the
transport of oil, which accounts for 40% of all rail transport
(on a ton/kilometer basis), is placing pressure on transport
capacity. In Northeastern China too, although the electrifi
cation of the Harbin—Dalian Railway has been completed,
the modernization of regional railways has been delayed.
The Harbin—Manzhouli Railway is not electrified and still
has some single-track lines.

Obstacles to border crossing are another issue. The
railway gauges in China and Russia are different, giving
rise to the need for transshipment, so modern transshipment
facilities are needed in order to enable large volumes
of cargo to use the cross-border routes. Furthermore,
streamlined customs and border-crossing procedures are
required.
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Mongolia’s Foreign Trade, 1985—-2003

Enkhbayar Shagdar
Visiting Researcher, Research Division, ERINA

1. Introduction

Foreign trade plays a crucial role in the Mongolian
economy, with the value of foreign trade turnover exceeding
the country’s GDP by almost 20%. Mongolia embarked
upon an irreversible path towards a market economy in
1990, after 70 years of power being concentrated in the
hands of one political party. Mongolia’s foreign trade
turnover was stabilized and reached its peak level during
the late 1980s, but it deteriorated sharply during the initial
period of economic transition. Although it began to recover
after 1995, the pace is still slow and full recovery has yet to
be achieved.

At the beginning of the economic reforms of the early
1990s, trade reforms and liberalization aimed at integration
with international trade were part of Mongolia’s initial
economic transformation policy, which was formulated in
light of the country’s immediate priority of establishing
the basis for a market economy. Therefore, along with
eliminating the state monopoly, the government has
abolished all quantitative restrictions on exports and
imports since the early 1990s, along with the state order
system for exports and imports. At the same time, all
forms of economic entity were permitted, including sole
proprietorships, with individuals being allowed to engage
freely in independent foreign trade activities in accordance
with the Law of Mongolia on Economic Entities, which was
passed in May 1991. Furthermore, all former state-owned
trading firms were privatized in the early 1990s; nowadays,
virtually all foreign trade activities in Mongolia are handled
by private companies and individuals.

As a result, Mongolia’s trade has diversified in terms
of both the destinations of its exports and the sources of
its imports. Another step towards its goal of becoming
integrated into international trade was Mongolia’s accession
to the World Trade Organization (WTO) on 29 January
1997.

Mongolia has bilateral trade and economic cooperation
agreements with more than 30 countries, such as Russia,
China, the USA, the EU, Canada, Indonesia, Malaysia and
the ROK. In addition, Mongolia is included in the GSP
(Generalized System of Preferences) schemes of the USA,
Canada, the EU and Japan, under which duty-free entry is
provided for certain goods and products originated from a
developing country, with the aim of assisting its economic
development, based on an agreement reached at UNCTAD.

A further step taken by the Mongolian government,
with the aim of enhancing international trade and attracting
foreign direct investment into the country was the enacting
of the Mongolian Law on Free Zones in June 2002.
Currently, three locations in the north, south and western
border areas — Altanbulag, Zamyn-Uud" and Tsagaan Nuur,
respectively —have been designated as free trade zones

(FTZ); preparations for their becoming fully operational are
currently underway.

This paper investigates developments in Mongolia’s
foreign trade in terms of its overall trends, structure,
trading partners and main export and import commodities.
It should be noted that the term ‘foreign trade’ as used in
this paper refers to merchandise trade only. Therefore,
trade in services was not included in the analysis due to (i)
lack of data and (ii) the fact that Mongolia’s foreign trade
in services is not believed to play a significant role in the
country’s overall foreign trade activities as yet. The period
examined is 1985-2003, covering both the pre- and post-
transition periods.

2. Overall Trends

Mongolia’s foreign trade turnover was stable and
reached a peak during the late 1980s, but it deteriorated
sharply during the initial period of the economic transition.
Although it began to recover steadily after 1995, it still
had not recovered fully by 2003, after more than a decade
of economic transition. At the same time, the country’s
foreign trade has been suffering from chronic mounting
deficits since the pre-transitional period; the balance of
trade remained negative throughout the period 1985-2003,
apart from 1993-1995 (Figure 2.1). Therefore, Mongolia
has always had to rely on financial inflows from abroad to
finance its imports.

Figure 2.1 Dynamics of Mongolia's Foreign Trade,

1985-2003
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Source: NSO, 2004a, b

Mongolia’s trade prior to 1990 was characterized by a
state monopoly on trade, a centrally planned pricing system
and limited export markets among members of the former
Council for Mutual Economic Assistance (CMEA) and
other socialist countries. Foreign trade turnover stood at
$1.8 billion in 1985, accounting for 59.5% of the country’s
GDP. Exports and imports totaled $0.7 billion and $1.1
billion respectively, giving a deficit of $0.4 billion,

' The designated location in Zamyn-Uud has FEZ (Free Economic Zone) status.
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Table 2.1 Mongolia: Selected Indicators

Indicators 1985 1990 1995 2000 2003

GDP, at current prices, MNT1 billion 9.37 10.47 550.3 1,018.9 1,362.5
GDP, at current pI‘lCCS., .at market exchange rate 2.525.6 2.013.5 1231.4 045.4 1.188.4
(annual average), $1 million
GDP annual growth rate, % 5.7 2.5) 6.3 1.1 5.5
Exchange rate, annual average, MNT per $1 3.71 5.20 446.9 1,077.7 1,146.5
Annual inflation, % N/a N/a 53.1 8.1 4.7
Foreign Trade, $1 million

Total turnover 1,784.6 1,584.7 888.6 1,150.3 1,416.9

Exports 689.1 660.7 473.3 535.8 615.9

Imports 1,095.5 924.0 415.3 614.5 801.0

Trade balance (406.4) (263.3) 58.0 (78.7) (185.1)
Ratio to GDP, %

Total turnover 59.5 78.7 72.2 121.7 119.2

Exports 273 32.8 384 56.7 51.8

Imports 434 45.9 33.7 65.0 67.4

Trade balance (16.1) (13.1) 4.7 (8.3) (15.6)

Note: Negative values are shown in parentheses.
Source: Estimated from NSO, 2004b

Table 2.2 Developments in Mongolia's Foreign Trade and Output, 1990-2003 (Annual percentage change in selected

periods)
Indicators Selected periods Pre-WTO WTO Latest
1990-1994 | 1995-1999 | 2000-2003 | 1990-1996 | 1997-2003 2003
GDP (real) 4.4 39 2.9 1.9) 32 55
Exports (nominal) (10.5) 7.2 8.3 (4.3) 6.7 17.5
Imports (nominal) (18.1) 16.5 12.0 (3.0) 32 16.0

Note: Negative values are shown in parentheses.

equivalent to 16.1% of the country’s GDP (Table 2.1).

However, during the initial period of transition,
Mongolia’s foreign trade deteriorated sharply, with
declines being experienced in both exports and imports.
In 1991, exports and imports dropped by 47.3% and
60.9% respectively, compared with 1990 levels. This was
mostly associated with the loss of its traditional trading
partners due to collapse of the CMEA, along with the
discontinuation of the flow of finance from the former
Soviet Union (FSU). This situation led to the contraction
of the entire economy. Both exports and imports declined
by 10.5% and 18.1% per annum respectively for the period
1990-1994, when GDP experienced an annual contraction
of 4.4% (Table 2.2).

From 1995, Mongolia’s foreign trade began to improve
slightly, along with a recovery in output. The country’s
GDP grew by 6.3% in 1995 and 5.5% in 2003. However,
GDP growth declined to 1.1% in 2000 due to the impact
of natural disaster in the form of dzud-severe winters
followed by droughts that caused large-scale livestock
losses.

Expansions in both exports and imports in later
periods were associated with positive changes in output.
For example, during 1995-1999 exports and imports
respectively experienced average annual increases of 7.2%
and 16.5%, while output grew by 3.9% in annual terms.
This pattern continued in 2000-2003 (Table 2.2).

Another positive development in output and foreign

trade performances has been observed since Mongolia
joined the WTO in 1997. While the annual percentage
changes in GDP and foreign trade were negative during
the period of 1990-1996; they became positive after 1997.
Data indicates that nominal exports and imports declined
by 4.3% and 3.0% in annual terms during 1990-1996, while
real GDP contracted by 1.9%. However, after Mongolia’s
accession to the WTO, real GDP grew by 3.2% during
1997-2003, whereas exports and imports expanded by 6.7%
and 3.2% respectively. Therefore, it can be claimed that
Mongolia’s entry to the WTO contributed positively to the
country’s economic development (Table 2.2). Nevertheless,
a full recovery in the country’s foreign trade activities has
yet to be achieved and overall trade turnover in nominal
terms was still 20% lower in 2003 than it had been in 1985
(Table 2.1).

As was mentioned earlier, there was a chronic defi
cit in Mongolia’s foreign trade. The foreign trade deficit
accounted for 16.1% of GDP in 1985 and remained equal to
15.6% in 2003 (Table 2.1). In 1994, foreign trade recorded
a surplus of $4.7 million, which was associated with a
larger decline in imports than in exports. However, imports
increase faster than exports, so foreign trade deficits tend to
rise further along with trade expansion (Figure 2.1).

3. Major Trading Partners
Prior to 1990, Mongolia’s foreign trade was primarily
with CMEA members and other socialist countries, in
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which the FSU occupied the dominant share. During that
time, only seven state-run foreign trade corporations were
allowed to engage in foreign trade transactions under the
state order system. Each of these corporations specialized
in a particular form of foreign trade transaction and type of
products. However, the country lost its traditional trading
partners with the collapse of the CMEA, at much the same
time as the flow of finance from the FSU was discontinued
due to its internal difficulties and subsequent collapse in
1990.

Mongolian trade with the FSU accounted for 83.1%
and 77.9% of total turnover in 1985 and 1990 respectively,
with 77% and 78.3% of exports and 86.9% and 77.5%
of imports in these years involving the FSU (Table 3.1).
However, as was mentioned earlier, Mongolia’s trade has
diversified in terms of the destinations of its exports and
the sources of its imports since the early 1990s, when the
country introduced trade reforms and liberalization policies
in the course of its economic transition from a centrally
planned economy into a market-oriented one.

Accordingly, new foreign trading partners emerged,
such as China, the USA, the ROK, Japan and Australia.
Currently, Mongolia trades with more than 80 countries
throughout the world. Certainly, Mongolia’s two neighbors
—Russia and China — are the largest presences in its
foreign trade activities. In 2003, Mongolia’s trade turnover

with China accounted for 34% of total trade, whereas trade
with Russia accounted for 22%. China accounted for 46.6%
of total exports and 24.5% of total imports. With regard
to trade with Russia, the figures were 6.7% and 33.1%
respectively. Russia remained the major source of imports
to Mongolia, despite having lost its leading share in total
trade turnover. At the same time, the USA became the
second-largest market for Mongolian exports, accounting
for 23.2% of the country’s total exports in 2003. Exports to
the USA mainly consist of textile goods (Table 3.1).

Despite increasing imports from China, Mongolia’s
trade with China continued to experience surpluses over
the entire period, owing to exports of mineral products and
livestock-originated raw materials, the country’s major
export commodities. In 2003, exports of copper concentrate
to China accounted for 99% of exports of this commodity
(NSO, 2003). However, this trade surplus has decreased in
recent years, due to increasing imports from and decreasing
exports to China.

Mongolian exports to China in 2003 mainly comprised
mining and raw and semi-processed materials of animal
origin, while imports mostly consisted of food products
of vegetable origin and other consumer and industrial
goods. Mineral products accounted for 67% of total
exports to China, whereas exports of raw and processed
hides and skin occupied 18% of the total. Textiles and

Table3.1 Mongolia’'sMajor Trading Partners (selected years)

Exports to, $1 million Imports from, $1 million
1985 1990 1995 2000 2003 1985 1990 1995 2000 2003
Total 689.1 660.7 473.3 535.8 615.9 1,095.5 924.0 415.3 614.5 801.0
China 2.7 11.3 77.8 274.3 287.0 49 22.3 44.5 125.8 196.3
0.4%) | (1.7%) | (16.4%) | (51.2%) | (46.6%) | (0.4%) | (2.4%) | (10.7%) | (20.5%) | (24.5%)
Former Soviet 530.7 517.5 - - - 951.6 716.2 - - -
Union* (77.0%) | (78.3%) (86.9%) | (77.5%)
Russia - - 68.9 45.1 41.2 - - 208.0 206.2 265.4
(14.6%) | (8.4%) | (6.7%) (50.1%) | (33.6%) | (33.1%)
USA 0.1 0.9 25.8 130.2 142.9 - - 14.5 284 23.5
0.01%) | (0.1%) | (5.5%) | (24.3%) | (23.2%) (3.5%) | (4.6%) | (2.9%)
ROK - - 26.1 12.2 7.5 - 0.9 21.5 55.6 67.7
(5.5%) | 23%) | (1.2%) 0.1%) | (5.2%) | (9.0%) | (8.5%)
Japan 7.6 7.6 46.7 8.1 8.5 1.8 9.8 45.3 73.3 634
(1.1%) | (1.2%) | 9.9%) | (1.5%) | (1.4%) | (02%) | (1.1%) | (10.9%) | (11.9%) | (7.9%)
Australia - - - 12.5 34.5 - - - 1.3 19.6
(2.3%) | (5.6%) 0.2%) | (5.6%)
Singapore - - 1.8 0.1 35 - 0.7 7.4 10.6 10.4
0.4%) | (0.01%) | (5.7%) 0.1%) | (1.8%) | (1.7%) | (1.3%)
Germany 24.3 13.7 7.6 2.0 4.6 29.7 374 18.5 29.7 38.0
(B.5%) | 21%) | (1.6%) | (0.4%) | (0.7%) | 2.7%) | (4.0%) | (4.5%) | (4.8%) | (4.7%)
UK 2.8 3.0 18.7 17.5 26.1 0.7 2.5 2.7 6.0 3.9
0.4%) | (0.5%) | (4.0%) | 3.3%) | (4.2%) | (0.1%) | (0.3%) | (0.7%) | (1.0%) | (0.5%)
Others 120.9 106.7 199.9 33.8 28.6 106.8 134.2 52.9 77.6 112.8
(17.5%) | (16.1%) | (42.2%) | (6.3%) | (4.6%) | (9.7%) | (14.5%) | (12.7%) | (12.6%) | (14.1%)
Notes:

1. *Data for FSU includes Russia and other former republics, i.e. the members of the Commonwealth of Independent States

(CIS), such as Ukraine, Kazakhstan and Georgia;
2.-indicates that there are no records;
3. Numbers in parentheses are total shares;

Source: Mongolian Statistical Yearbook, various issues, Ulaanbaatar: NSO.



textile articles occupied the largest share of imports from
China, accounting for 31%. The other main items imported
from China were food products of vegetable origin,
machinery and electrical products and their spare parts, and
construction materials.

Mongolian trade with Russia has experienced
continued deficits, accounting for $224.2 million in 2003.
This large trade deficit was associated with the fact that
Mongolia imports from Russia almost all of its petroleum
and petroleum products, which account for a large share of
its total imports. For example, Mongolia imported 93% of
the petroleum and 97% of the diesel fuel consumed in 2003
from Russia. Due to increasing oil prices and domestic
demand for petroleum and petroleum products, the trade de
ficit with Russia increasing further (Table 3.1)

Trade turnover with the ROK increased from $47.6
million in 1995 to $75.2 million in 2003, making the
country Mongolia’s fourth-largest trading partner. Mineral
and textile products formed the bulk of Mongolian exports
to ROK, while imports consist of consumer goods, food
products and industrial goods. In terms of the trade balance,
Mongolia had a trade surplus of $4.6 million in 1995,
but the balance became negative in 2003, totaling $48.2
million.

Mongolia’s trade with Japan had been increasing
since 1985, rising to $72 million in 2003, with exports
and imports accounting for $8.5 million and $63.4 million
respectively. Mongolian exports to Japan mainly consist of
semi-processed and finished cashmere goods, accounting
for 87% of total exports to Japan. Cars and other vehicles,
and electrical and industrial machinery, equipment and
their spare parts were the main items imported from Japan.
In 2003, 51.4% of total imports from Japan were cars and
other vehicles and their spare parts. However, imports from
Japan had been increasing much faster than Mongolian
exports to Japan, even though it grants Mongolia
preferential tariff treatment under its GSP scheme, which
reduces or waives customs duties on imports from certain
countries.

4. The Structure of Exports

Mongolian exports consist of raw and semi-
processed materials from the mining and livestock sectors,
and manufactured goods from the textile industry. The
dynamics of the export structure during 1992-2003 by
groups of commodities is illustrated in Figure 4.1.

As can be seen from this figure, Mongolia’s exports
consist of four major product groups: (i) mineral products;
(ii) textiles and textile articles; (iii) precious metal and
jewelry; and (iv) live animals and raw and processed
products of animal origin, and articles made from these.
Although the overall composition of exports did not change
over the period 1992-2003, precious metals (mainly non-
monetary gold) and jewelry have emerged as a new export
item since 1996 and have become one of the major product
groups in the country’s exports.

The scale of gold mining has increased significantly
since the mid-1990s as a result of the Mongolian
governmental program entitled “Gold”, which aims to
promote gold production in the country. As a result, gold
production increased to 13.7 tons in 2001 from 0.6 tons in
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1992, rising further to 11.1 tons in 2003; Mongolia began
to export non-monetary gold in 1996.

Figure4.1 Mongolian Export Structure by Groups
of Commaodities, 1992—2003
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Source: Mongolian Statistical Yearbook, various issues,
Ulaanbaatar: NSO.

Mineral products (mainly copper, molybdenum and
fluorspar concentrates), textiles and textile products, and
precious metal were the dominant product groups among
Mongolian exports in 2003; the combined share of these
products accounted for 84.3% of total exports. Another
major product group was products of animal origin, raw
and processed hide and fur and articles made from these.
The combined share of these product groups accounted for
12.6% of total exports in 2003 (Figure 4.2).

Figure4.2Mongolian Exports by Groups of
Commaoditiesin 2003
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Mongolia’s main export commodities in terms of their
physical units for selected years are shown in Table 4.1.

Copper, molybdenum and fluorspar concentrates, coal,
qualified steel and non-monetary gold were the major items
in the mineral and metal product exports group. Exports
of copper and fluorspar concentrates had been increasing
since 1985 and reached 568,900 tons and 257,400 tons
respectively in 2003. Mongolia was the world’s eighth-
largest exporter of copper concentrates in 2003, accounting
for 2.2% of the total (ITC, 2005). At the same time, exports
of molybdenum concentrate were stable, ranging between
3,000-4,000 tons. However, coal exports fluctuated
significantly, dropping to 600 tons in 2000 from 490,200
tons in 1990, but rising again in 2003 to 435,400 tons.
This was associated with foreign demand for it rather than
domestic production. Qualified steel and non-monetary gold
has become one of Mongolia’s main export commodities
since the 1990s, with 3,900 tons of qualified steel and 12.2
tons of non-monetary gold being exported in 2003.
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Table4.1 Mongolia'sMain Export Commaodities (selected years)

Commodities Unit 1985 1990 1995 2000 2003
g(?ﬁcl’e‘gtrate Thousand tons 342.7| 3475| 446.2| 496.0| 568.9
Molybdenum | pygusand tons 30/ 40| 34| 30| 40
Fluorspar Thousand tons 1202 972| 1290| 197.1| 2574
Mineral and metal products
Coal Thousand tons 225.0| 490.2 1.0 0.6| 4354
Qualified steel Thousand tons - 9.3 19.3 7.8 3.9
Non-monetar
gold Y | Tons - - - 7.8 12.2
De- haired Thousand tons - - 0.5 0.8 0.6
Sheep wool Thousand pieces - - 14.9 5.2 8.4
Raw and semi—processed livestock | i onq skin | Miillion pieces 0.9 0.4 2.7 4.1 0.5
products
Meat Thousand tons 36.8 24.3 2.2 16.7 15.1
Intestines Million rolls 2.9 2.2 1.3 0.9| 222.8*
Leather garments | Thousand pieces 321.5 87.0 0.8 - -
Manufactured goods Knitted goods Million pieces 0.25 0.3 0.6 34 14.8
Sewn goods Million pieces - - 1.4 6.9 7.3

Note: *tons;

Source: Mongolian Statistical Yearbook, various issues, Ulaanbaatar: NSO.

Table 4.2 Mongolian Exports of Copper
Concentrate; 1989-2003

Yeus |odlmes | Valte ST [Averac prie
1989 350.6 195.8 558.5
1990 347.5 193.8 557.7
1991 243.2 161.3 663.4
1992 346.0 160.1 462.6
1993 394.5 155.1 393.3
1994 448.6 196.7 438.4
1995 446.2 268.6 602.0
1996 473.6 205.2 433.2
1997 479.7 199.1 415.1
1998 485.7 124.8 256.9
1999 492.7 119.2 242.0
2000 496.0 160.3 323.1
2001 540.9 147.9 2734
2002 548.6 140.2 255.6
2003 568.9 163.7 287.7

Source: Source: Mongolian Statistical Yearbook, various
issues, Ulaanbaatar: NSO.

Exports of copper concentrate in terms of its volume,
value and average price are illustrated in Table 4.2. It can be
seen that, despite the steady increase in the volume shipped,
export earnings have fluctuated, depending on its price
on the international market. Because copper concentrate
exports account for a significant share of the country’s total

export earnings, Mongolia’s exports are highly vulnerable
to such price movements.

Raw and semi-processed livestock products are
another major Mongolian export group and the major items
are: de-haired cashmere, sheep wool, hides and skin, meat
and intestine. In 2003, Mongolia exported 0.6 tons of de-
haired cashmere, 8,400 tons of sheep wool, 15,100 tons of
meat and 222.8 tons of intestines. Exports of unprocessed
hides increased substantially in the late 1990s, reaching 4.1
million pieces in 2000. This was associated with reduced
demand in the domestic market due to the collapse of
the domestic hide processing industry. However, exports
decreased again to 0.5 million in 2003 due to the imposition
of export duties on unprocessed hides. The introduction of
export duties on unprocessed hides was intended to promote
the revitalization of production in the domestic leather
industry, but the industry still has yet to resume full-scale
production and hides continue to be exported in their semi-
processed forms (i.e. pickled pelt and wet-blue).

Mongolian exports of manufactured goods were
limited to certain light industry products. Exports of leather
garments fell to just 800 pieces in 1995 from 321,500 in
1985 and this category disappeared from the list of export
commodities completely from 2000. In contrast, exports of
knitted goods have been increasing over the period, with
14.8 million pieces being exported in 2003, almost 60 times
greater than the figure in 1985. In addition, Mongolia began
to export sewn goods in 1995, with 14.8 million pieces of
these being exported in 2003.

Mongolia has enjoyed favorable quota treatment



in exporting textiles and textile products to the US and
European markets. It has attracted foreign investors, mainly
from Asian countries, and a number of textile sewing
factories have been established in Mongolia since the early
1990s, with their entire output being exported. However
all the materials for production had to be imported, as
Mongolia does not produce any of the necessary materials
and components. Therefore, domestic production was based
on CMT (cutting, making and transportation) contracts.

Nevertheless, Mongolia is facing a huge challenge with
regard to maintaining this situation, as it was due to lose its
advantage in textile product trading due to the termination
of the WTO Agreement on Textiles and Clothing at the
end of December 2004. All textiles and clothing products
will be fully integrated into WTO rules and bilateral quotas
removed, with importing countries no longer being to able
to discriminate between exporters.

5. The Structure of Imports

Mongolian imports consist of a wide range of
consumer and industrial products. The dynamics of
Mongolia’s import structure by groups of commodities
in 1992-2003 are illustrated in Figure 5.1. The import
commodities can be classified into the following main
product groups: (i) machinery, equipment, electrical
appliances and their spare parts; (ii) mineral products;
(iii) food and products of vegetable origin; (iv) cars and
other vehicles and their spare parts; and (v) textiles and
textile articles. As can be seen from this figure, the country
imports a wide range of consumer and industrial products
and there were no significant changes in this structure,
despite fluctuations in the overall values (Figure 5.1).

Figure5.1 Mongolian Import Structure by Groups
of Commaodities, 1992-2003
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Imports of machinery, equipment and electrical
appliances and mineral products (mainly petroleum and
fuel) accounted for the largest share of imports, with the
combined share of these commodity groups accounting for
41.8% of total in 2003. At the same time, imports of cars
and other vehicles and their spare parts and textiles and
textile articles accounted for 10.8% and 10.4% respectively
(Figure 5.2).
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Figure5.2Mongolian Imports by Groups of
Commoditiesin 2003
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The main import commodities in selected years are
shown in Table 5.1. Food products of vegetable origin (such
as wheat, flour, vegetable oil, butter, granulated sugar, rice
and potatoes), home electrical appliances, data processing
equipments and their spare parts were the country’s major
imports.

Although Mongolia produces wheat, flour and potato
domestically, the country needs to import these items
when domestic supplies get too short to meet demand due
to unfavorable weather conditions. On the other hand, the
availability of items that are cheaper, but not necessarily of
better quality than domestically produced ones stimulates
their import. Moreover, the ever-worsening situation with
regard to the purchasing power of the majority of the
population increases demand for cheaper imported goods.
For example, imports of potatoes increased to 40,200 tons
in 2003 from 2,900 tons in 1995, even though weather
conditions were favorable in both years. Meanwhile,
imports of butter decreased to 55.1 tons in 2003 from
680 tons in 1990 due to the revitalization of domestic
production of this item.

As Mongolia does not produce window glass, its
import volume depends entirely on domestic demand from
the construction industry. Production in the Mongolian
construction industry experienced U-shaped development
during 1985-2003 (i.e. it dropped in the first half of the
1990s, began to recover after the second half of the 1990s,
and had almost returned to its 1985 level by 2003), so
imports of window glass followed a similar pattern.

Another interesting fact can be gathered from the data
on imports of vehicles, petroleum and diesel fuels. Even
though Mongolia did not produce any of these products in
the selected years, apart from in 2003, imports of these
items fell in 2003 compared with their volumes in 1985,
despite increased imports of automobiles, trucks and
other means of transport. Therefore, it can be deduced
that the overall fuel efficiency of vehicles in Mongolia
has been increasing over the period, shifting to lower
fuel consumption cars. This tendency was undoubtedly
associated with market regulations, such as increasing fuel
prices on the one hand and increased numbers of private
cars on the other.

2

of the quantities of these imported.

2 In 2003 Mongolia produced 5,215 tons of gasoline and 3,014.7 tons of diesel fuel, which equalled 2% and 1.4% respectively
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Table5.1 Mongolia’sMain Import Commaodities (Selected years)

Items Unit 1985 1990 1995 2000 2003

Wheat Thousand tons 17.1 - - 92.2 61.5

Flour Thousand tons - 27.7 30.1 99.2 75.2

" Vegetable oil Thousand tons 2.1 2.1 1.8 1.1 0.1

3 Butter Tons - 680 451.9 55.0 55.1

$  |Granulated sugar Thousand tons 34.1 34.7 12.3 22.1 19

E Rice Thousand tons 13 19.1 8.3 13.6 14.8

=2 Potatoes Thousand tons - - 2.9 13.2 40.2

€ |Greentea Thousand tons 5.2 6.9 0.9 1.7 1.9

k=] Tobacco Million pieces na| 964.0| 4924| 581.9| 4742

_g Detergent Thousand tons na 1022 773.9 1.3 2.3
é Home electrical appliances

— (refrigerators, washing machines and | Thousand pieces 324 25.8 13.8 40.4 77.0

TV sets)

I?;‘; processing equipment & its spare |y o0 pieces N/a| Na| 112] 257| 646

Window glass Thousand square meters 657.0 477.4 78.7 289.2 710.1

g'g . | Nitrogen fertilizer Thousand tons 13.8 19.9 8.7 10.4 12.4

2 S5 |Cement Thousand tons 107.4 38.5 0.9 12.7 85.9

E—g% Public transport Thousand pieces 0.2 0.25 0.3 1.8 1.6

ai &~ Cars Thousand pieces 0.6 0.3 6.2 11.5 10.3

Trucks Thousand pieces 1.7 0.9 0.2 3.1 2.9

- Petroleum Thousand tons 315.2 341.2 189.2 233.7 259.1

g z Diesel fuel Thousand tons 3122 3643 113.2 161.7 214.8

7; § Mazut Thousand tons 67.8 63.4 33.1 14.6 12.4

=S | Lubricants Thousand tons 22.8 20.9 0.6 1.5 2.7

i Electricity Million kWh - -| 3798 181.5 173.1

Notes: N/a: data not available; — no records;
Source: Mongolian Statistical Yearbook, various issues, Ulaanbaatar: NSO.

6. Conclusion

Based on the above analysis of Mongolia’s foreign

trade during the period 1985-2003 from the perspectives of
overall trends, trading partners, structure and main export
and import commodities, the following observations can be
made.

1.

Mongolia’s foreign trade attained its peak level in the
late 1980s, but deteriorated sharply during the initial
years of the country’s economic transition from a
centrally planned command economy to a market-
oriented one in the early 1990s. It then began to
revitalize after 1995, although the pace was slow and
full recovery had not been achieved as of 2003;
Mongolia experienced chronic and continuous foreign
trade deficits throughout the entire period, apart from
1993-1995;

Mongolia’s accession to the WTO in 1997 had a
positive impact on the country’s overall performance
in terms of output and foreign trade;

Prior to 1990, Mongolia’s foreign trade activities
primarily involved former socialist countries, where
trade with the FSU had dominated. However, after
the extensive liberalization of trade in the initial years
of its economic transition, Mongolia’s foreign trade
diversified in terms of the destinations of its exports
and the sources of its imports;

The overall structure of Mongolia’s foreign trade did
not change much over the period 1985-2003. Exports

were dominated by mineral products and those of
livestock origin, whereas imports comprised a wide
range of consumer products and industrial goods.
Apart from sewn goods, no major new commodity has
been included in the list of exported goods.

6. Due to the collapse of the domestic leather industry,
export commodities of livestock origin shifted from
finished goods to raw and low value-added semi-
processed materials.

Although the Mongolian government has persistently
been promoting an export-led growth policy for more
than a decade of transition, the dominance of raw and low
value-added products in its exports makes the country
unable to escape from the prolonged foreign trade deficit
that is undermining the potential of foreign trade to be the
country’s growth engine. Therefore, Mongolia needs to
improve its export performance by diversifying its markets
and seeking opportunities for exports of higher value-
added products. Therefore, effective policies and actions on
the part of both the government and businesses need to be
intensified.
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We Will Establish the Pyongyang University of Science &
Technology, in Anticipation of Unification

Interview with Dr. Chin Kyung Kim, President of the Yanbian University of Science & Technology

We recently spoke to Dr. Chin Kyung Kim, President
of the Yanbian University of Science & Technology and
Founding Representative of the Pyongyang University of
Science & Technology, preparations for the opening of
which have begun in Pyongyang, supported by both China
and the US. Dr. Kim is a unique person who is able to come
and go freely between the DPRK, the ROK, China and the
us.

ERINA: First of all, can you tell us how you came to hold
citizenship in four countries?

Kim: | have a US passport. In addition, | hold citizenship
in the DPRK, as | visit the country frequently. | also have
permanent citizenship in China—1 was the seventh person
to be granted this since the Chinese Revolution. Under
Chinese law, | was unable to become president of a Chinese
university unless | had Chinese citizenship. Fortunately,
China is a broad-minded country and the authorities were
willing to grant me citizenship; had it been Japan, | would
probably have been told to go away. In the DPRK, | have
been appointed President of the Pyongyang University
of Science & Technology and they gave me residency in
order to enable me to come and go freely. Furthermore, |
am an honorary citizen of the metropolitan city of Seoul.
Consequently, | am able to enter all four countries without
avisa

ERINA: You are probably the only person in the world in
thisfortunate position.

Kim: Oh yes. International law generally prohibits it. It
is a unique situation. | believe in God. According to the
Bible, St. Paul was granted Roman citizenship, so he went
to Rome 2000 years ago and evangelized there, causing
it to become a Christian country and changing the whole
of Europe. Just as God ensured that St. Paul was able to
take Roman citizenship, He gave me citizenship of four
countries, so that | can work to achieve peace in the Far
East. Politically and statistically, it is very hard.

ERINA: So you are not Korean or Chinese, but Northeast
Asian?

Kim: | am cosmopolitan. | am not even Asian—1 am a
global citizen.

ERINA: Yanbian is one of China’s further-flung regions.
Although it is now a key region in Northeast Asia, this was
not the case when you proposed the establishment of the
Yanbian University of Science & Technology back in the late
1980s. So what made you decide to establish your university
there?

Kim: When the Chinese government gave me permission
to establish my university, they thought that | would build
it in Beijing or Shanghai, or some other big city. They
were surprised that | went to the remote area of Y anbian.
At the time, there were no air links to that region, so | had
to take a 40-hour train ride to get there. In truth, | had at
heart the interests of the Koreans living in China— Y anbian
is designated the Korean Autonomous Prefecture. Also, |
cannot speak Chinese, but in that area, over 2 million of the
population can speak Korean. The second reason was that
| wanted to gain a footing in the DPRK, in order to help
the North Korean people and bring good things to them. It
was impossible for me to enter the DPRK, but | built my
university right at the border with that country. Because of
that, our university functions not only in China, but also in
the DPRK

ERINA: So you wanted to make various efforts with regard
tothe DPRK, even from that time. Why wasthat?

Kim: When | was 15, the Korean War broke out and |
volunteered to join the Korean Army, in order to fight
against the Communists — the North Koreans and Chinese. |
was full of patriotism and wanted to preserve my homeland.
At that time, we thought that we hated both the Communists
and the Japanese. Everything we were taught centered on
hate. But on the battlefield, | was the youngest soldier in
Korean army history. | have seen so many people killing
and being killed. In my section, there were 800 young
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students, but only 17 of us survived the war. At that time,
the American chaplains liked to evangelize among us, so
they gave us Korean trandations of the Gospel according to
St. John. Sometimes there was a break in the fighting and |
would spend whole days reading the Gospel. This was how
| became a Christian. | realized that God exists and that my
lifeiseternal. | also came to be aware that | should love my
fellow man, rather than hating or killing. In Christian terms,
| was born again. | made a pact with God that, if he would
spare my life, | would devote the rest of it to bringing peace
and love to the DPRK and China. | have kept that promise
that I made when | was 15 years old. It has not happened
overnight. In human terms, it seems miraculous and people
have said to me, “Y ou must be a miracle-maker”. However,
it is not amiracle. It is merely that | have spent a lifetime
trying to keep my promise to God. For 20 years, | was
a successful businessman in Florida and | made a lot of
money, so the Chinese Academy of Social Sciences invited
me to give a lecture about the open market system and
how the ROK had developed economically. That was the
catalyst for me to visit China. When | went there, | had no
inkling that 1 would end up establishing a university of my
own. When | went there, | discovered that the only way to
change the brutal Communist system in that country was by
educating young people.

ERINA: So you went to China first as a businessman and
then gradually switched to education. Could you tell us about
that in more detail?

Kim: | saw the light. | dreamed of going to a Communist
country and such a country opened its doors to me. So |
sold my business, my mansion with a swimming pool,
everything. Fortunately, my wife agreed with what | was
doing. This gave me the money to set up my university in
Y anbian. Education — investing money in young people—is
the best business in the world.

ERINA: Please tell us about the role and aims of the
Pyongyang University of Science & Technology, for whose
opening you are currently making preparations.

Kim: The aims of the Pyongyang University of Science and
Technology are focused on the future and prosperity of this
divided people. We have established it in preparation for
the impending unification of the two Koreas and the future
of the Korean people thereafter. At present, the DPRK is
not building any human resource-related infrastructure, so
economic development through international cooperation
is not possible. The factors behind China’s success in
implementing reforms and liberalization are its dispatch of
many young people to study overseas and its cultivation of
human resources in line with the age of internationalization.
The human resources produced by the Pyongyang
University of Science and Technology will work as partners
of the overseas companies that will expand into the DPRK
in the future. The internationally isolated DPRK faces a
dilemmain that its young people cannot study abroad and
it is this situation that has given rise to the emergence of
the Pyongyang University of Science and Technology. We
have the moral support of the US government and both

the Senate and the House of Representatives, and the US
has recently granted permission for $40,000 to be sent to
the DPRK via an NGO in order to support the university
construction project. We have sent construction engineers
and University of Science and Technology staff from
Y anbian to assist in the construction work and we intend to
open the university in April 2006.

ERINA: What contribution can Japan make to helping the
DPRK?

Kim: Well, last week there was an incident relating to the
remains of a Japanese woman kidnapped by the DPRK.
In the DPRK, they do not have any scientific sense—Kim
Jong-1I"s subjects do not think scientifically. So when they
were told to bring bones, they just dug up any old bones.
It is a completely closed country that is not rational or
reasonable. | would like to ask the Japanese people not to
be too angry with the North Koreans. Sympathize with the
regime: that is my inclination as a Christian. Take pity on
them, because they do not have any common sense when
it comes to international affairs or scientific matters. They
cannot tell right from wrong. | try to sympathize with them
and demonstrate love to them; | would not hate them, even
if they put mein prison and beat me. As the Bible says, we
should love our neighbors as ourselves. We should think
about the DPRK as being like someone who is mentally
and physically sick. We cannot expect reasonable actions
from that country. It has recently declared that it will
consider any imposition of economic sanctions by Japan
as a declaration of war. The DPRK is trying to blackmail
Japan. Japan is like the DPRK’s big brother, who has
everything when the DPRK has nothing. We should help
those less fortunate than ourselves. However, thisisjust my
philosophy and | do not want to impose it on the Japanese
people. Nevertheless, without humanity and understanding,
there is no solution. Politically, there is no solution. So, as|
say, love your enemy as yourself.

ERINA: Having said that, the kidnappings are still a very
emotiveissuein Japan, unfortunately, so public opinion here
isnot at all favorable to the DPRK. Can you suggest any
solutions to this problem?

Kim: The only route is forgiveness. Without that, nothing
can be done. In today’s newspaper, the DPRK is saying
that economic sanctions would be treated as a declaration
of war. So we are seeing an escalation. | do not think that
the DPRK will apologize for its mistake. The Japanese
government and people would like an apology and the
return of the remaining kidnapped citizens to Japan.
However, the DPRK is unable to do what Japan wants. I'd
like to say to the Japanese people that I'm very sorry, but
please forgive the North Koreans. There is no way other
than forgiving and forgetting the past. If we are going to
dig up the past, then people will start asking about what the
Japanese did during the Second World War, when all of
Asia was colonized and hundreds of thousands of people
were killed. If we dig up the past, we will never have
peace. There was also the Nanjing Massacre, about which
the Chinese people are still angry. In the China Daily on



14" December, there was an article about the anniversary
of the massacre, saying that China should never forget
about it. | say, “Forget! Forgivel” We should take the EU
as our example. Germany made many mistakes and did
a lot of cruel things to the Jews and the other people of
Europe. However, Europeis steeped in the Christian culture
and they understand about forgiveness and repentance.
Oriental countries do not have the Christian philosophy of
forgiveness and repentance. In our hearts, we still hate each
other. So | would like to say to the Japanese people “Forgive
them and forget. Let us look together at the future.”

ERINA: Do you think that it will be possible for Japanese
lecturers to teach at the Pyongyang University of Science &
Technology?

Kim: | really hope that some Japanese will work with us
on the Pyongyang University of Science and Technology
project, so | would like to invite ERINA to cooperate with
us in this, possibly establishing a branch research center
in Pyongyang. It would be the first time that a Japanese
organization had officially set up an office or research
center in Pyongyang. The DPRK government has issued
a document empowering me to deal with all personnel
and administrative issues relating to the university. | have
complete autonomy, so | earnestly invite you to come to

Pyongyang.

ERINA: | believe that China can play a very important role
with regard to the DPRK. What do you think about the
prospects for China's future cooperation with the DPRK ?

Kim: For China, the DPRK is afriend, but one who causes
it alot of headaches. Even so, China will never give up on
the DPRK. The DPRK government knows that China will
never abandon them. Whatever happens, China and the
DPRK are friends. Do not believe that China will distance
itself from the DPRK because of the nuclear issue.

ERINA: Do you think that the two Koreas will eventually be
united?

Kim: Yes, but not by political means. It will happen
suddenly and dramatically. One day, we will wake up and
the country will be united.

ERINA: Currently, an East Asian community is being
pursued through the ASEAN+3 framework, but at ERINA
we believe that the participation of Russia in the Northeast
Asia economic subregion is important. What do you think
about this?

Kim: Russia is a kind of decoration; it does not have
very much influence. However, Far Eastern Russia and
Siberia belong to East Asia. These regions have abundant
natural resources, so in the future, Russia should work
with ASEAN and contribute to peace in the region. Japan
gtill has a territoria dispute with Russia, over the latter's
refusal to return the islands that it occupied during the war.
If we neglect Russia, it will become angry, so we must
embrace it. It does not cost anything, so we should gather
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all our neighbors in an embrace. | think that the six-party
process is a good thing, but | do not believe that it will be
particularly fruitful. All the parties have different dreams,
which take only their own, individual interests into account,
so | am not very optimistic.

ERINA: Do you have any up-to-date information about the
development of the Tumen River area?

Kim: I am heavily involved in the Tumen River project with
the UNDP, but | do not see any hope for progress without
the unification of the Korean Peninsula. This is because the
DPRK is not at all interested in the Tumen River project.
Russia is not interested in it, and the Chinese government
says that it does not have the energy to invest money in the
project. Rgjin is a superb port, which has adequate depth. If
the Korean Peninsula were unified, Rajin should become as
important a port as Hong Kong. | have invested quite a bit
of money in the Rajin area, where | own severa buildings
and a children's home with 455 children. However, now
the North Koreans have changed the designation of the free
trade zone, removing the word “free”, and South Koreans
are not allowed into the area. Only Chinese people can enter
and do business there. So without Korean unification, there
is no hope for the Tumen River project. If the peninsula
were unified, the Rajin-Sonbong area would flourish and
the Tumen River project would become one of the largest
projects in the Far East/Golden Triangle region. China
has abundant natural resources and manpower, the ROK
and Japan have technology and Japan also has investment
capacity, so if we become involved in the region, we can
create something wonderful. But | do not believe that this
can happen without Korean reunification and the revision of
the Tumen River project.

ERINA: Thank you very much for your time.

Interview conducted on 16th Decenber 2004 at ERINA
Interviewer: Toshihiko Nakamura, Manager, PR &
Planning Office

Minutes of interview recorded and edited by Eleanor
Goldsmith, Research Assistaant, Research Division, ERINA

Profile
1958  Graduated from Soongsil University, ROK
1962  Awarded masters degree from Clifton Theologica

College, UK

1974  Awarded doctorate from Berean University,
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1992~ President of the Yanbian University of Science
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Research Division: International Activities,
Conferences and Wor kshops November—December
2004

On November 9, a reporter and photographer from the
Priamurskiye Vedomosti hewspaper (based in Khabarovsk)
visited ERINA.

On November 10, the mayors of Khabarovsk and
Birobidzhan visited ERINA.

On November 10, Chairman of the Board of Trustees
Susumu Y oshida participated in the 31st Meeting of
the Japan-China Northeast Development Association's
Northeast Asia Economic Committee, which was held in
Tokyo.

On November 10, Senior Economist Hisako Tsuji
participated in and made a key note presentation at the
Trilateral ROK —Japan—China Seminar, which was
organized by the Incheon Development Institute based in
Incheon, the ROK.

On November 11, Chairman of the Board of Trustees
Susumu Y oshida delivered a speech at Mitsui O.SK. Lines
in Tokyo.

On November 11-12, Researcher Dmitry Sergachev
accompanied a group of Russian visitors to the Niigata
Business Messe 2004, which was held in Niigata City.

On November 15, Chairman of the Board of Trustees
Susumu Y oshida participated in the 5th Policy Conference
of the Council on East Asian Community: Financial
Cooperation and Cooperation in Trade and Investment in
East Asia, which was held in Tokyo.

On November 16, Professor Peter Baklanov, Director
of the Russian Academy of Sciences Pacific Institute of
Geography, visited ERINA and delivered a lecture on the
investment climate in Primorsky Territory, Russia.

On November 17, Chairman of the Board of Trustees
Susumu Y oshida took part in Japan-Russia Round-Table
Meeting, which was held in Tokyo.

On November 18, Professor Pavel Minakir, Director of
the Economic Research Institute, Far Eastern Branch of
the Russian Academy of Sciences visited ERINA and
delivered alecture on the investment climate in Khabarovsk
Territory, Russia.

On November 19, Chairman of the Board of Trustees
Susumu Y oshida participated in the 11th Meeting of the
2004 Tokyo Foundation Policy Forum, which was held in
Tokyo.

On November 22-29, ERINA dispatched lecturers to
lead the JICE training course on commercializing new
technologies, which was held in Khabarovsk Territory,
Russian Federation.
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On November 24, Chairman of the Board of Trustees
Susumu Y oshida participated in the 34th Meeting of
Directors of the Japan-China Northeast Development
Association, which was held in Tokyo.

On November 25, Chairman of the Board of Trustees
Susumu Y oshida and Visiting Researcher Shingo Narumi
participated in a meeting on promoting use of Shichiri-
Nagahama Port, which was held in Hirosaki, Aomori
Prefecture.

On November 26, Chairman of the Board of Trustees
Susumu Y oshida attended a reception in Tokyo to
commemorate the 80th anniversary of the founding of the
Republic of Mongolia.

On November 29—December 2, Researcher Shoichi Ito
and others accompanied a delegation from Roshydromet
(The Federa Service of Russia for Hydrometeorology and
Monitoring of the Environment), which was visiting Tokyo.

On December 4, Senior Fellow Ikuo Mitsuhashi and others
held the Tokyo Forum on Promoting International Tourism
in Northeast Asia, which was organized in collaboration
with the Northeast Asia Tourism Association.

On December 9, Dr. Boris Saneev, Deputy Director,
Energy Systems Institute (Irkutsk, Russia) visited ERINA
and delivered alecture on the energy system of the Russian
Far East and the Pecific pipeline project.

On December 10, Chairman of the Board of Trustees
Susumu Y oshida delivered a lecture at Keiwa College in
Niigata.

On December 14-24, Senior Fellow Ikuo Mitsuhashi
conducted a survey regarding international ferry services
and the Eurasian transport corridor in France, Finland and
Russia.

On December 15, The 3rd Tokyo Seminar on the New
Northeast Asia was held at United Nations University in
Tokyo.

On December 16-17, Senior Economist Hisako Tsuji
participated in and made a key note presentation at the
International Donghae Port Symposium organized by the
Korean Association of Shipping and Logistics, which was
held in Donghae, the ROK.
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