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An Evaluation of and Issues Concerning the
ROK's Initiative for Northeast Asia:
Towards the Realization of an East Asian Economic Community

(Summary)

Yang-Hee Kim
Research Fellow
Korea Institute for International Economic Policy] KIEP[]

The Roh Moo-hyun administration of the ROK, which
came to power in 2003, has set forth a new state agenda in
the form of the "Initiative for the Era of Northeast Asian
Peace and Prosperity", which pursues the realization
of a "peaceful and prosperous East Asian community".
The following looks back at the trajectory of the ROK’s
initiative for Northeast Asia and free trade agreement (FTA)
policy over the last three years, and identifies priority issues
relating to the realization of the East Asian community.

In the ROK government’s vision for Northeast
Asia, firstly, the importance of economic cooperation in
shifting the focus of this initiative from strengthening
competitiveness (primarily promoting the economy) to
security cooperation (external cooperation) has been
overlooked, so it has been difficult to promote consistent
economic cooperation from a long-term perspective. As a
result, proposals for practical, attractive projects that will be
of interest to neighboring countries have been inadequate.
Secondly, there has been confusion about whether to make
Northeast Asia or East Asia the main space for economic
cooperation. Thirdly, the strategy for ensuring that bilateral
FTAs ultimately become something that promotes intra-
regional economic integration has also been inadequate.

The biggest requirement for the ROK to contribute to
the realization of a regional economic community is a shift
in its perspective, from thinking mainly in terms of FTAs
to thinking in terms of an economic community. In other
words, if the government of the ROK sees the "formation
of an era of Northeast Asian peace and common prosperity"
as a diplomatic objective of the utmost priority and will
promote the formation of a regional community as part of

this, it should develop a new awareness of FTAs as a useful
means of achieving this and be proactive in making use of
them.

In view of the various constraints in Northeast
Asia, the ROK should envisage an East Asian economic
community that takes East Asia, rather than Northeast
Asia, as the main stage for cooperation, for the time being.
It would be more practical if this began with an FTA at a
low level of integration (East Asian FTA) and was then
developed into an economic community both in name and
reality; with regard to this direction, it will be necessary to
secure agreements between the countries of the region from
this point onwards.

Until now, the ROK has tended to paint a picture
of a regional economic community that revolves around
itself. In the future, it will have to take a more objective
viewpoint and induce neighboring countries to participate
by presenting clear targets for an economic community with
which all members of the region can empathize, as well as
clarifying the prospective benefits and specific, practical
cooperative tasks.

However, no matter what the space for economic
cooperation, there can be no doubt that Northeast Asian
cooperation is critical and that it must demonstrate the
initiative appropriate to its economic scale. In particular,
it will be difficult for an FTA to succeed unless relations
between Japan and China improve. What is required is
for the ROK to faithfully take on the role of a bridge in
Northeast Asia, in order to ensure that Japan and China
work towards economic cooperation.

(Translated by ERINA)
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An Evaluation of South-North Economic Cooperation Since the

South-North Summit and Prospects for the Future (Summary)

Ihk-pyo Hong
Senior Researcher, Korea Institute for International Economic Policy (KIEP)

Due to various constraints, economic cooperation
between the ROK and the DPRK was not activated to the
degree that had been anticipated until the summit between
the two Koreas in June 2000. After that summit, South-
North economic cooperation, which had been progressing
at the level of individual companies, was upgraded to the
status of inter-authority cooperation. The alleviation of
political and military tension and the increased tendency
towards South-North conciliation and cooperation provided
a favorable environment for realizing more intensive
economic cooperation between the two Koreas.

South-North economic cooperation is essentially
focused on business. It is difficult to expect sustained
expansion and economic development if practical benefits
are not guaranteed. Consequently, in undertaking such
cooperation, it would be preferable to pursue more practical,
direct targets that improve mutual economic benefits, based
on the fundamental objectives of creating policies for peace
on the Korean Peninsula and building the foundations for
unification.

Economically speaking, South-North economic
cooperation would minimize the burden of industrial
restructuring in the ROK, bring about an expansion in the
domestic market and redress the imbalanced industrial
structure in the two Koreas. Moreover, it would enable
the costs of unification to be decreased. Projects focused
on reconnecting rail and road links with the DPRK
would result in the ROK being connected to the rest of
the continent. The Korean Peninsula would become a
hub for distribution and transport in Northeast Asia. This
would provide an opportunity for the two Koreas to secure
practical benefits from transport and transit business. South-
North economic cooperation is also extremely important
in that it can contribute to alleviating tension and ensuring
that a peaceful system becomes established on the Korean
Peninsula.

South-North economic cooperation has two aspects:
trade and investment. Trade began in 1988, with the ROK
government's "July 7 Declaration" and "Measures to
open up economic relationships with northern countries
(i.e. socialist countries)". However, South-North trade
underwent repeated ups and downs, due to the international
political environment on the Korean Peninsula and
changes in the South-North relationship. South-North
trade underwent a rapid expansion after the simultaneous
accession of the two Koreas to the United Nations on
September 17, 1991, and the inter-Korean ministerial talks
in 1991 and 1992. However, the rapid pace of the growth
of South-North trade slackened off in mid-1992, due to the
emergence of the DPRK nuclear issue, and trade between
the two Koreas stagnated in 1993 and 1994. Once the
nuclear issue entered the resolution phase with the Geneva

Agreement (October 1994), the government of the ROK
actively promoted South-North economic cooperation. In
1995, the government of the ROK implemented proactive
measures to activate South-North economic cooperation,
such as permitting businesspeople to visit the DPRK
and granting permission to people to conduct economic
cooperation projects. In 1996, South-North relations
deteriorated considerably and it was in this year that
South-North trade recorded a decline for the first time
since it began. In addition, the financial crisis that beset
the economy of the ROK in 1997 resulted in companies
investment capacity and interest in South-North economic
cooperation becoming significantly atrophied. In February
1998, after the Kim Dae Jung administration took power,
the government adopted a more proactive stance with
regard to South-North economic cooperation, announcing
measures aimed at promoting tourism at Mt. Kumgang and
expanding economic support for the North.

The growth in South-North trade increased further,
triggered by the summit in June 2000. In particular, in
2000, commercial trade grew significantly, including
trade focused on contract manufacturing and imports of
agricultural, forestry and fisheries products from the DPRK.
Moreover, due to aid and the increase in exports of non-
commercial commodities under the KEDO project, South-
North trade reached its highest level up to that point.
Nevertheless, it was only from 2002 that the substantive
results of the South-North summit began to emerge. Total
annual South-North trade in fiscal 2002 exceeded $600
million. Commercial trade grew to account for 53.4%
of the total value of trade. In 2003 as well, total annual
South-North trade exceeded $700 million, despite the
adverse factor of the DPRK nuclear issue. However, South-
North trade declined again in fiscal 2004, due to a slump
in commercial trade. With regard to South-North trade
in fiscal 2004, although non-commercial trade increased
due to such factors as the full-scale development of the
Kaesong Industrial Zone, the activation of tourism projects
and the expansion of humanitarian support for the North,
including the provision of support in the aftermath of the
Ryongchon disaster, commercial trade declined by 14.9%
due to the recession in the ROK and the fact that South-
North relations were deadlocked. In 2005, South-North
relations recovered, the Kaesong Industrial Zone project got
underway in earnest and there was a surge in South-North
trade. As a result, annual trade exceeded $1 billion. South-
North trade can be said to adopt a utilitarian approach,
pursuing mutual benefit and economic efficiency for both
parties, but it is still highly sensitive to the domestic and
international political situation.

Investment in the North began to take place openly
from 1995 and the leading example of such an investment
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project is the Mt. Kumgang tourism project, which was
initiated in 1998 by Hyundai Asan. However, as of the
end of 2005, only 85 investment projects in the North had
been approved. Of these, only six or seven are actually
underway. Most of these are effectively joint public-private
sector projects or projects relating to these.

The reasons for the stagnation of investment projects
in the North are as follows: 1) the investment risks are
very high; 2) basic infrastructure in the DPRK, such as
electricity and railways, is decrepit; 3) there are constraints
on communications and travel by businesspeople; and 4)
there are restrictions relating to corporate management,
including the employment of workers and domestic sales.
Since the summit, talks between the authorities have
become a regular event and the period since 2003, when
institutional measures relating to investment were agreed
and took effect, has been one in which investment projects
aimed at the North have been substantively promoted.

The outcomes of South-North economic cooperation
since the summit can be summarized as follows: 1) there
has been substantial progress in institutional improvements
relating to economic cooperation; 2) South-North trade
has undergone sustained expansion, focused mainly on
commercial trade; 3) investment projects in the North
have been revitalized by the development of the Kaesong
Industrial Zone; and 4) the so-called "three major South-
North economic cooperation projects”, i.e. the Mt.
Kumgang tourism project, the Kaesong Industrial Zone
development project, and the South-North road and rail
reconnection project, got properly underway.

Based on the agreement at the 10" South-North
Economic Cooperation Promotion Committee Meeting

in July 2005, South-North economic cooperation is
shifting from one-way economic cooperation to economic
cooperation in a two-way, complementary form that fills
each other's needs, and from trade in simple commodities
to the age of investment cooperation aimed at the North.
It is anticipated that the direction of the "new South-North
economic cooperation projects” will be as follows.

Firstly, there will be a shift from the existing one-
way, resource-focused economic cooperation projects to
two-way economic cooperation projects that pursue mutual
benefit. Secondly, new medium- and long-term economic
cooperation projects will be promoted in the agricultural
sector, forestry sector, fisheries sector, light industry sector
and other sectors. Thirdly, large-scale social overhead
capital (SOC) projects will be promoted. Fourthly, there
will be a shift from South-North economic cooperation
to multilateral or international cooperative projects. The
political issues that must be tackled in order to promote
these projects in the future are as follows: 1) creating
the external conditions for the expansion of economic
cooperation by resolving the DPRK nuclear issue; 2)
continuously promoting the construction of the legal
and institutional foundations for South-North economic
cooperation; 3) translating agreements between the North
and South authorities into reality, in order to discover new
economic cooperation projects; 4) granting tax reductions
and waivers and expanding financial support to companies
participating in South-North economic cooperation; and
5) preparing a roadmap and enhancing financial resources
for South-North economic cooperation and the economic
development of the DPRK.

(Translated by ERINA)
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Problems Concerning the Use of the TSR Route: The East Asian Perspective
Hisako Tsuji
Senior Fellow, ERINA

The international multimodal transport system known
as the TSR Route, which links East Asia (Japan, the ROK
and China) with Russia, Europe (mainly Finland) and
Central Asia via ports in Far Eastern Russia by means
of marine transport and the Trans-Siberian Railway, has
a history dating back almost 30 years. Supported by the
booming Russian economy and its advantage in terms of
speed, as well as its relative price competitiveness, use of
the route grew steadily from 2000, and in 2004 the quantity
of cargo handled at V ostochny Port exceeded 190,000 TEU.
However, thisfigure fell by about 3% in 2005 and shows no
sign of making any progress beyond the figure of 186,000
TEU (Fig. 1).

There has been a particularly pronounced decline in
transit cargo. In 2005, transit cargo decreased by about
24%. In the case of westbound cargo, the fall was 33%.
As aresult, the share of bilateral to transit cargo shifted
to 70:30. The decline in transit cargo was caused by such
factors as weakened comparative price competitiveness

Fig. 1 International containers handled at Vostochny Port
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resulting from tariff reductions on the competing Deep Sea
route, which will be described in further detail below, and
deteriorating service, including delays (Fig. 2).

Given the price hike announced at the beginning of
the year, it is presumed that transit cargo movements in the
first quarter of 2006 will turn out to have been even poorer,



Fig. 2 Bilateral vs. Transit
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with a pronounced decline in customers. The following is a
report on dissatisfaction with the TSR route among carriers
and shippersin Japan and the ROK.

Dissatisfaction with the TSR Route
1. High Fares

Those involved with the transport industry in Japan
and the ROK are unanimous in pointing out that fares on
the TSR route are too high. Even though the advantage of
the TSR route in terms of speed is valued, this advantage is
not so great as to be able to justify charging premium rates.
The substantial price rises introduced in January 2006 have
been particularly poorly received.

In January 2006, transit charges for Finland-bound
cargo were instantly doubled. The cost of transporting a
40ft container has increased by $300 in the westbound
direction and $900 in the eastbound direction, making an
increase of $1,200 overall on the round trip. With regard
to bilateral charges as well, there has been an increase of
33% in total, including an 18% risein VAT and the convoy
charge.

As aresult, in the case of a 40ft container being sent
from Busan to Hamina, the TSR rate is $4,500, whereas the
rate on the Deep Sea route is $3,200, making the TSR 40%
more expensive (in the case of transit cargo). In response to
this, cargo being sent from the ROK to Finland all shifted to
the Deep Sea route and it is said that the quantity amounts
to 50,000 TEU.

In the case of a 40ft container being shipped from
Japan to St Petersburg, the TSR rate is now about $6,500,
more than double the Deep Sea rate of $2,600-2,900.
Consequently, almost all cargo transported from Japan to
destinations in European Russia, such as Moscow, uses
the Deep Sea route. As far as transport from Japan is
concerned, the destinations to which the TSR route could
be competitive are now limited to those east of the Urals
and those in Siberia and Central Asia. Even in the case of
Central Asia, the competitiveness of the China route (TCR:
Trans-China Railway) is increasing and it is robbing the
TSR route of cargo.

Industry insiders in Japan and the ROK are utterly
cheesed off with the successive price rises on the TSR route
and have pointed out the following problems with regard to
pricing.

i)  There are suspicions that the VAT (18%) that has
been newly imposed on domestic rail charges for
imported cargo amounts to double taxation.

ii) The convoy charge is unnecessary and should be
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abolished. We believe that Russian Railways is
sufficiently safe without this service.

iii) While preferential measures such as discounts and
the provision of wagons or containers are applied
to some large-scale users, small and medium-
sized shippers are given the cold shoulder.

iv) Most forwarders in the ROK have their own
containers for transit transport to Finland and
empty containers are returned in the eastbound
direction, so the massive price hike in eastbound
transit charges was a huge blow.

v) The January 2006 price rise was excessively
badly timed. Charges on the Deep Sea route have
been falling since the latter half of 2005 (Fig. 3).
Did RZD (Russian Railways) actually carry out
any research into its competitors or make any
calculations concerning price elasticity?

Fig. 3 Trends in Deep Sea Container Ship Charges (Jan
2003 - March 2006)
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vi) The January 2006 price rise was too rapid and
too steep. It is a fact that transit charges to
Finland have been kept very low compared with
bilateral charges. With regard to this point, it is
certain that there were those of the viewpoint that
some kind of adjustment on the part of the users
would take place. Consequently, | believe that if
Russian Railways had taken such opportunities
as the CCTST meetings to present its long-term
tariff policy and had implemented the price rises
gradually, it would have been able to secure users
understanding.

2. Lack of Wagons and Containers

Between 2003 and 2005, due to the lack of wagons,
delays at VVostochny Port became chronic, such as during
the winter when the volume of cargo increases. In some
cases, delays can be several weeks. Consequently, the
route's selling point of speed has been eroded and many
shippers have switched to using the Deep Sea route. Such
delays are just not acceptable to companies practicing
knockdown production, such as those in the car industry.

The TSR is losing customers due to the lack of
containers. In particular, there is a chronic lack of RZD
containers in Japan, so many shippers use the TCR to
Central Asia. On the TCR, Chinese shipping companies
provide an adequate supply of containers.
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3. Frequent Problems Concer ning Customs Clear ance

Russian customs regulations are complex and their
operations and inspections are excessively strict, so cargo
is often confiscated at VVostochny or the Finnish border.
In order to avoid this problem, it is necessary to simplify
the regulations so that they conform to the international
regulations used on the Deep Searoute.

Adviceto Russia

i)  Enhancing international market research. Market
prices and the content of services on competing
routes change on a daily basis. In order to
maintain international competitiveness amidst
this situation, it is necessary to ensure a constant
grasp of trends on competing routes and changes
in market prices, and to reflect these in one's own
pricing policy. In conducting market surveys, use
should be made of domestic and overseas carriers,
CCTST members and international research
institutions.

ii) Emphasizing customer satisfaction. This means
that the company must place stronger emphasis
on the perspective of "The customer is God" and
regularly ask what customers (shippers) feel and
want. Large global companies constantly devote a
great deal of effort to gathering such information.

iii) Disclosing the long-term strategy to customers.
Users and other industry insiders would like the
long-term strategy for international use of the
TSR to be disclosed to them. Specifically, they
would like clarification concerning the following
issues: i) Will the habitual practice with regard to
customs clearance, which has supported Finland
transit, be maintained?; ii) What is the vision
for the rail pricing policy for bilateral transport
compared with that for transit transport?; and iii)
Will RZD maintain the financial structure under
which profits from its cargo division are used to
compensate for deficitsin its passenger division?
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