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Special Feature I: Russia and Vladivostok on the Eve of the Staging of
the APEC Summit

On the Special Feature

ARrAI, Hirofumi
Senior Research Fellow, Research Division, ERINA

There is only a little over half a year remaining until
the APEC (Asia-Pacific Economic Cooperation) summit is
held in Vladivostok in September 2012. Since the venue
was decided in 2007 the upgrading of infrastructure in
Vladivostok for the staging of the summit has been going
ahead in what can be considered almost exaggerated
fashion. These infrastructure upgrading projects have had a
symbolic significance as both matters domestically to
display the enthusiasm of the government toward the
development of the Far East, and externally to display a
position placing emphasis on the Asia-Pacific.
Consequently, the success or failure of these projects has
become a matter of national prestige, and it is only natural
that the president and prime minister have been directly
managing their progress.

Meanwhile, the preparations for staging the summit
are not just about preparing conference venues and hotels
alone. Russia officially began its role as APEC chair when
the November 2011 Honolulu APEC summit ended. It has
to set the agenda, picking out the priority topics from
among a broad coverage of APEC issues, in addition to the
liberalization and facilitation of trade which is a major issue
for APEC, and has to play the role of leading the discussion
so as to get results at the summit. The period for preparation
is also short, as the Vladivostok summit will be in
September, approximately two months earlier than usual.
Russia held the unofficial Senior Officials' Meeting (SOM)
in mid December 2011, and commenced the preparatory
work. Russia has proposed the following four priorities:
"trade and investment liberalization, regional economic
integration"; "strengthening food security"; "establishing
reliable supply chains"; and "intensive cooperation to foster
innovative growth". With Russia using the opportunity of
having become the APEC chair, it can be understood that
these are policy issues which it wants to achieve.

As the putting in place of infrastructure nears
completion, and with the creation of the agenda for the
summit having started, in this special feature we have made
the objective the exploring of the significance of APEC
2012, etc., from multiple angles. There are two authors
from Japan, and two from Russia.

In his paper Evgeny Kanaev has undertaken analysis
within a long-term timeline regarding what kind of
significance the next APEC summit in Vladivostok will
have for Russia. In the future scenarios he presents, Russia's
realizing of a technologically innovative integration is
difficult to estimate, and he holds that continuing to play
the role of supplier of energy and other resources is the
most probable scenario. He ends up forecasting
developments in a direction that differs a little from the
intentions of the government proposed with the above four
priorities.

In his paper Tomoyoshi Nakajima changes the
viewpoint, and depicts the background to date and current
situation for APEC itself. In particular, focusing on the way
to move forward the liberalization of trade and investment,
he shows that the color has faded on the initial banner of
"open regionalism", and a liberalization process with strong
binding force centered on FTAs is progressing.

In turn, taking a look at the current situation for
Russia, it has just finally acceded to the WTO, and FTAs
have not been concluded. It has been confirmed that the gap
is great between Russia's current situation and the
liberalization process within the framework of APEC.

In their papers Alexander Latkin and Daisuke Saito
both made analyses centered on the direct impacts on local
areas. Alexander Latkin, even while pointing out that the
investment in infrastructure has had positive effects,
including an increase in employment in the regional
economy, has misgivings about the counter-effects thereof.
Moreover, he also expresses concern that the burden of
infrastructure maintenance costs will grow large. Daisuke
Saito raises matters such as that Russian firms have taken
on the greater part of the construction work, and concludes
that the string of large-scale infrastructure projects as a
result did not become a major business opportunity for
overseas firms.

My hope is that this will be an opportunity to broaden
and deepen the reader's understanding in relation to the
Vladivostok APEC summit, which will probably be a key
event for the Northeast Asian region in 2012.

[Translated by ERINA]
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Russia and APEC: Looking Back, Looking Forward

KANAEV, Evgeny
Leading Research Fellow, Center for Asia-Pacific Studies, Institute of World Economy and International
Relations (IMEMO), Russian Academy of Sciences

In the Foreign Policy Concept of the Russian
Federation, the Asia-Pacific vector was attached to
"important and ever-increasing significance". In practical
terms, it stressed the need to "actively participate in major
integration mechanisms of the Asia-Pacific Region, notably
the Asia-Pacific Economic Cooperation Forum'".

Russia has been a member of the APEC Forum since
1998, and in 2012 Vladivostok is to host the next summit.
Russian authorities hold high expectations about this
event regarding it as an important factor to accelerate
economic modernization of the Far Eastern Federal District
(FEFD). In this regard, to make a critical assessment of
whether and to what extend these hopes are realistic is a
timely exercise.

The paper is divided into three parts. Part One provides
the retrospect of Russia's participation in the APEC
Summits and reviews the degree of success Moscow has
been able to make its proposals a reality. Part Two analyzes
APEC post-Bogor priorities from Russia's perspective. In
Part Three, preparations to the Vladivostok-2012 Summit
and its probable outcome for Russia's interests are under
examination. In conclusion, future scenarios of Russia's
models of integration in Asia-Pacific are offered.

A Retrospective View

On joining the APEC discussions, Russia preferred
to adopt a wait-and-see policy being unaware of what
gains it could obtain. The reasons were manifold.

First, a stagnant economy of the Russian Far
Eastern territories hampered Moscow's efforts to launch
effective and goal-oriented cooperation with the APEC
members. The attempts taken by the Federal
government to solve the existing problems were more
declaratory than substantial. For instance, in 1996 the
planned amount of money earmarked for the Federal

target program "Economic and Social Development of
the Russian Far East and Transbaikalia for 1996-2005"
was 35 trillion rubles while the really assigned sum
totaled 12 trillion rubles with only 4.7 trillion allocated to
target projects’.

Second, Moscow lacked a goal-oriented strategy
towards APEC. The Concept of Russia's participation in
APEC was adopted retroactively (in 2000), and its articles
were more of general rather than detailed character®.

Third, and finally, Moscow was initially motivated by
political and reputational incentives being eager to confirm
its status as an influential actor near its Far Eastern borders.
As a result, APEC decision to admit Russia was regarded
by experts as "a triumph of political expediency over
economic logic".

In sum, initially Moscow was not ready to get involved
in active cooperation within APEC. Later on, however,
Russia put forward a number of proposals aimed at having
its say in this framework. Among them, the key have been
cargo transit from Asia to Europe via Russia's territory and
deliveries of raw materials - energy and non-ferrous
metals - to APEC economies®. It is expedient to separately
examine these directions.

Transit means cargo transportation via the Trans-
Siberian Railway. According to the company Russian
Railways, this can offer business circles a number of
definite advantages, for example - time and expenses saving
due to a reduced number of transshipments, a unified
regime of customs procedures, a low level of political risk,
operation safety etc.’

The reality, however, falls short of these overwhelm-
ingly optimistic assessments. In fact, cargo traffic from East
Asia to Europe is still passing via sea routes instead of the
Trans-Siberian Railway due to a number of reasons. First of
all, high tariffs imposed by Russian Railways and their

" The Foreign Policy Concept of the Russian Federation. July 12, 2008. // http://archive kremlin.ru/eng/text/docs/2008/07/204750.shtml

* See, for instance: Mensenes: ATOC cTHMyIHpyeT MOBBIMICHHE KadecTBa sku3nK Ha Jlansrem Boctoke. PUA Hoocri. 30.06.2011. (Medvedev:
APEC Stimulates an Improvement of Living Standards in the Far East. RIA Novosti. 30.06.2011.) // http://ria.ru/economy/20110630/395489808.
html; Cammut ATOC yBeJIMYUT MHBECTUIMOHHYIO NpHBiIeKaTeabHOCcTh JlanbHero Boctoka - Mensenes. Uurepdake. 01.07.2011. (APEC
Summit Will Increase Investment Attractiveness of the Far East - Medvedev. Inferfax. 01.07.2011.) // http://www.interfax-russia.ru/FarEast/main.
asp?id=242138

* Tonuapenko C. Poccust u ATAC. / Muposas JKOHOMHKA M ME/yHapOIHbIE OTHOIIEH). - M., 1998. - Ne 2. - C. 88-92. - C. 91. (Goncharenko S.
Russia and APEC. World Economy and International Relations. - M., 1998. - N. 2. - P. 88-92. - P. 91.)

* Konnenmus yuactus Poccun B ®opyme {Asnarcko-THX00KeaHCKOE SKOHOMHUECKoe coTpynumuectBo) (ATDC). (The Concept of Russia's
Participation in the Asia-Pacific Economic Cooperation Forum.) //
http://88.210.42.11/wps/wem/connect/economylib/mert/resources/9cbd2a80478bb059%a6fafe3 7e8ec847a/sm_takdge o_kontceptcii_uchastiya_rossii_
v_forume_ates.doc.

* Ravenhill I. APEC and the Construction of Pacific Rim Regionalism. - Cambridge University Press, 2001. - P. 207.

% These were put forward at the APEC Business Summit in Bangkok in 2003. See: Speech by Russian President Vladimir Putin at the APEC Business
Summit, Bangkok, Thailand, October 19, 2003. // http://www.In.mid.ru/Bl.nsf/062c2{5f5fa065d4c3256def0051fale/086a203bbb52b69¢43256dc5005
58dc7?0OpenDocument

7 Trans-Siberian Railway. Brief Description of the Corridor. // http://eng.rzd.ru/isvp/public/rzdeng?STRUCTURE_ID=87
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numerous upward indexations play an important role. Also
noteworthy is insufficient coordination between port and
railway services, as well as various bureaucratic
impediments relating to the execution of cargo
documentation and customs procedures. As a result,
situations when containers lose several days before allowed
to go further are not infrequent.

But the central problem is that Russia lacks a
comprehensive system of transport logistics. It seems
hardly necessary to say that transit includes not only
railways and trains, but an effective management of
delivering goods from forwarder to consignee in the "door-
to-door" format. But in this respect, much remains to be
desired - for example, at present the throughput capacity of
South Primorye's ports is enough to handle only one percent
of the cargo traffic between Europe and Northeast Asia®.

As a result, consignors still prefer using sea lanes
instead of the Trans-Siberian Railway. The reasons are
twofold, to mention just a few. First, sea shipment is less
expensive - according to estimates made by Russian
specialists, in 2010 the delivery of a standard container
from Asia-Pacific to Europe by sea was about 1500-2000
dollars cheaper than that via Russia's territoryg. Second, it is
safer given that in Russia's realities the cargo can be lost,
and the insurance will hardly compensate the partner's
dissatisfaction.

Currently, the governing staff of the company Russian
Railways is considering possibilities to develop innovative
transportation projects, in particular - the program "The
Trans-Siberian Railway in 7 Days". It will focus on
optimizing cargo deliveries from Asia-Pacific to Europe,
creating and upgrading logistic facilities etc'’. Although this
should initially be welcomed, even under the most
favorable scenario much time and effort will be required to
change the present situation.

Delivery of raw materials. The energy vector of this
cooperation appears to have been successful. This
assessment can be substantiated by the following examples.

First and foremost, the construction of the pipeline
"East Siberia - Pacific Ocean" is expected to be completed
in 2012, two years ahead of the previous schedule'. If so,
the significance of cooperation with Russia in the priorities
of many APEC's energy-hungry economies is likely to

increase.

No less promising development has been the launch of
the pipeline between Skovorodino and Daqing which
became operational in January 2011. According to Chinese
estimates, 15 million metric tons of crude will move from
Russia to China annually until 2030'*. Needless to explain
how important it will be to China given that in 2020 its
demand for oil is expected to be three times as much as its
production”.

Energy cooperation gained a fresh momentum in
February 2009 after Russia and Japan opened a LNG plant
within the Sakhalin II project. In 2010, the plant reached its
full annual production capacity of 9.6 million tons™. At
present, new undertakings are under consideration.

First, Russia is planning to expand the capacities of the
plant by constructing a third train, which will make possible
to produce extra of 5 million tons per year. Second,
according to the Governor of Sakhalin A. Khoroshavin,
another LNG plant may be built before 2020. Third,
building an oil refinery on Sakhalin island with the
production capacity up to 4 million tons is also being
considered”.

Additional prospects to expand the delivery of Russian
gas to Asia-Pacific economies may appear after launching
the Sakhalin-Khabarovsk-Vladivostok gas pipeline with the
annual projected transportation capacity of 30 billion cubic
meters'’.

As for the construction of pipeline from Russia to
South Korea via the territory of North Korea, which was
discussed between Russian and North Korean leadership in
August 2011", its prospects seem to be poor. The reason is
that Russian business needs strong guarantees which cannot
be provided by the current DPRK leadership.
Apprehensions about unpredictability of North Korea's
policy seem to be shared by Seoul which stresses that
Moscow should take all risks and provide LNG deliveries
in case supplies through the pipeline are disrupted'®.

Dialogue on non-ferrous metals also gained momen-
tum. In August 2003, the Russian city Bratsk hosted an
international conference on non-ferrous metals. It was
initiated by the governing staff of Russian companies
Norilsk Nickel and RUSAL and attended by top figures of
Australian, Indonesia, Canadian, Thai and Taiwan

¥ Tpancen6 yemnst moructuxoi. 17.12.2007.(Tran-Siberian Railway Will be Strengthened by Logistics. 17.12.2007.) // http://www.rzd-partner.ru/

press/2007/12/17/316738.html

° Illyraes A., [netnes C. [Touemy asmatckue rpy3sl He uayT Ha Tpanceu6. Tymok. 16.11.2010. (Shugaev A., Pletnev S. Why Asian Cargoes Ignore
the Trans-Siberian Railway. Gudok. 16.11.2010.) // http://www.gudok.ru/transport/zd/?pub_id=380353

' Russian Railways: The Transportation and Transit Potential of Russia and International Traffic. 21 September 2011. // http://ftnnews.com/
mice/13870-russian-railways-the-transportation-and-transit-potential-of-russia-and-international-traffic. html

"" Second Segment of ESPO Pipeline to Be Launched Dec. 2012 - Energy Ministry. RIA Novosti. 19.03.2011. // http://en.rian.ru/

russia/20110319/163097571.html

" Report: Russia-China Oil Pipeline to Move Millions of Tons in 2011. CNN. 03.01.2011. // http://articles.cnn.com/2011-01-03/world/china.russia.

pipeline_1_oil-pipeline-russia-and-china-russian-oil?_s=PM:WORLD

" NDRC: Oil Demand in China to Triple over Its Output in 2020. 24 September 2009. // http://www linkschina.com/eN/index.php?option=com_
content&view=article&id=306:-ndrc-oil-demand-in-china-to-triple-over-its-output-in-2020&catid=8:conventional-energy &Itemid=11

" Sakhalin IT Project: Key Milestones. // http://gazprom-sh.nl/sakhalin-2/history/

"* See, for instance: Russian Sakhalin Authorities Mull Second LNG Plant by 2020. 27.09.2011. // http://www.platts.com/RSSFeedDetailedNews/

RSSFeed/Oil/7430853

' Vladivostok Pipeline Launched. 9.09.2011. // http://rt.com/business/news/russia-gas-pipeline-vladivostok-177/

'"N.Korea Agrees Gas Pipeline Deal and Return to Nuclear Talks. RIA Novosti. 24.08.2011. // http://en.rian.ru/world/20110824/166106669.html

" Korea Gas Asks Russia to Take Responsibility for Fuel Supply. The Moscow Times. 27 September 2011. // http://www.themoscowtimes.com/
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Diagram 1. Commodity Structure of Export from the Far
Eastern Federal District and Transbaikalia in 2009, %
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Diagram 2. Commodity Structure of Import to the Far
Eastern Federal District and Transbaikalia in 2009, %

Source: Data obtained from: MexpernoHaibHas acCOILMAIUS YdKOHOMUYECKOTO B3auMo/ieiicTBus cyobekToB Poccuiickoit dexepauunu "JanbHuit
Bocrok u 3abaiikanee". (Interregional Association of Economic Integration "Far East and Transbaikalia".) // http://www.assoc.fareast.ru; See also:
VYconbleB B. TuxookeaHckast A3ust: SKOHOMHYECKas MHTETPals U NepcrneKTuBbl Poccuu. / MupoBas 5KOHOMHKA U MEXIYyHAPOIHBIC OTHOIICHUS.
- M., 2011. - Ne 8. - C. 67-75. - C. 74. (Usol'tsev V. Pacific Asia: Economic Integration and Russia's Prospects. / World Economy and International

Relations. - M., 2011. - Ne8. - P. 67-75. - P. 74.)

metallurgy companies'”. Later on, cooperation between the
companies RUSAL and Norilsk Nickel and counterparts
from China, Vietnam, Indonesia and Australia markedly
increased”. Russia's chairmanship in APEC Special Group
on Mining Industry and Metallurgy in 2008-2009*'
reinforced this trend.

In sum, among the projects proposed by Russia at
APEC summits, only cooperation in raw materials sphere
turns out to have been effective and shows a considerable
future potential. As for cargo transit via Russia's territory,
the obtained results have been far from expected, and future
prospects are not too bright.

APEC Post-Bogor Priorities: Russia's Perspective

After 2010, an important task for APEC is to
reinvigorate its significance in the priorities of its
members. The central project aimed at fulfilling this task
is to create a Free Trade Area of the Asia-Pacific
(FTAAP).

It should be stressed from the outset that Russia
doesn't seem to be ready to move towards this goal. As
E.Nabiullina, Russian Economic Development Minister
put it, "at this point it is too early to talk about a unified
free trade zone for the 21-member-countries of APEC,
because the forum incorporates very different countries,
with greatly varying goals and interests.””" This

cautiousness is understandable due to the following factors.

First, currently Russia doesn't have free trade regimes
with the APEC economies and carrying out negotiations
only with two of them - New Zealand and Vietnam. In this
light, Moscow's participation in wider cooperative schemes
is beyond the realm of the possible.

Second, Russia's trade composition with the APEC
members has been demonstrating unwelcome trends, as
seen from statistical data in 1998-2009. On the export side,
the share of hydrocarbons and its derivatives increased
from 4.7 % to 53.8 % respectively, while that of machinery
and transport equipment fell from 12.8% to 3.6%
respectively. Regarding Russia's import, the share of
manufactured goods rose from 65.7% to 87.4 %
respectively”. Owing to the decline of many industrial
sectors in the Russian Federation, these trends are likely to
continue.

No less relevant information can be provided by trade
structure of the Far Eastern Federal District and
Transbaikalia, the predominant part of which is conducted
with the APEC economies.

Under these circumstances, in the long-term
perspective it will hardly be in Russia's interests to open its
economy to more competitive partners.

In practical terms, FTAAP is supposed to be premised
on "ongoing regional undertakings, such as ASEAN+3,

" B pamkax ATDOC 6yzmeT cosaHa CTPYKTypa, KOHTPOJIUPYIOIIas 060poT IBETHHIX MeTamioB. Bectu-Hpkyrck. 01.09.2003. (Within APEC, a
Structure Supervising Non-Ferrous Metals Turnover Will Be Established. Vesti-Irkutsk. 01.09.2003.)// http://vesti.irk.ru/ekonomika/2003/09/01/6176/
* (Hopunbckuit HUKeTb) OyAeT MocTaBIsTh Meab BO Boetnam. 03.09.2008. (Norilsk Nickel Will Deliver Copper to Vietnam. 03.09.2008.) http:/
www.investordaily.ru/news/stock/BIZNES-Norilskii-nikel-budet-postavljat-med-vo-Vetnam/; {Poccuiickuii Anmomunuii) nomen Bo BreTHam.
18.05.2007. (RUSAL Has Gone to Vietnam. 18.05.2007.) // http://www.vietnews.ru/novosti/60-1-r---.html; Pycan coGupaercs mokymnarts 3aBoj
B Kurae. 28.08.2007. (RUSAL Is Planning to Buy a Plant in China. 28.08.2009.) // http://www.rzd-partner.ru/news/2007/08/28/310099.html;
PYCAUJI noroBopuics 0 CTpOUTENbCTBE INIMHO3eMHOro 3aBoja B Munonesun. Poc6ant. 06.09.2007. (RUSAL And Its Partners Have Agreed on
Building an Aluminous Plant in Indonesia. Rosbalt. 06.09.2007.) // http://www.rosbalt.ru/2007/09/06/411567 html; {Hopuibckuil HUKENb) BBIIET
Ha aBcTpanuiickue pyanuku. Kommepcant 21.11.2006. (Norilsk Nickel Has Reached Australian Mines. Kommersant. 21.11.2006.) // http://www.
kommersant.ru/doc.aspx?DocsID=723433

*! Poccust iposena B ATOC nepBoe 3acenannue Crerpymibl M0 FOPHOIOGHIBAIONIEH MPOMBIILIEHHOCTH M MeTautypriu. 6 mions 2008. (Russia Has
Held the First Session of APEC Special Group on Mining Industry and Metallurgy. 6 June 2008.) // http://metal4u.ru/news/by_id/730

** Too Early to Talk About Asia-Pacific Free Trade Zone: Russia. The Brunei Times. 23. 05. 2011. // http://www.bt.com.bn/business-asia/2011/05/23/
too-early-talk-about-asia-pacific-free-trade-zone-russia

* Data obtained from: United Nations International Merchandize Trade Statistics for respective years. // http://comtrade.un.org/pb/first.aspx
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ASEAN+6, and the Trans-Pacific Partnership, among
others"*. From Russia's perspective, the Trans-Pacific
Partnership (TTP) and the East Asia Summit (former
ASEAN+6) need examining.

The TPP project is aimed at substantially reducing
barriers to trade and investment among its members which
must be ready for an early and comprehensive
liberalization. At present, it runs counter to Russia's trade
priorities given its aforementioned slow tempo of building
free trade regimes and the established trade structure.

As for the East Asia Summit, it is worth stressing that
since this dialogue platform was incepted its agenda has
undergone a profound paradigm shift with the current
priorities focusing on politico-security issues. And given
that the conflict potential in relations between the US and
China may increase - for instance, as a result of
Washington's policy towards Taiwan or the South China
Sea issue, to mention just a few - future contradictions
between the two states appear likely. In this light, moving
towards FTAAP within the framework of the East Asia
Summit may be problematic - for all EAS members
including Russia.

In other words, the possibility of Russia's participation
in TPP and FTAAP doesn't appear real. At the same time,
however, further development of FTAAP will be
encouraged at the APEC Summit in Honolulu.
Consequently, Russia will have to ensure continuity
between the agendas of Honolulu and Vladivostok summits.
If so, the maximum that can be expected from Russia is
only verbal support.

Vladivostok-2012: Looking Forward and Beyond

Russia's proposal to host the APEC Summit in
Vladivostok was submitted in November 2006. In terms of
infrastructure development, the city didn't meet the
requirements necessary for holding high-level summits™.
Nevertheless, preparations started and went ahead. The
Federal government has allocated more than 660 billion
rubles®, legislative bodies have created favorable
conditions to the implementation of numerous projects, top-
level inspections have been in overabundance and the
infrastructure is being built in nearly the clock-round
regime. Major works include reconstruction of the
Vladivostok airport, improvement of public amenities
infrastructure, construction of highways, port facilities,
hotels, the bridge to the Russkiy Island, objects for Far
Eastern Federal University and many others.

Diagram 3. The Far Eastern Federal District, Popula-
tion Size, 1991-2010 (Data on January 1st)
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Source: Russian Federation. Federal State Statistics Service. // http://
www.gks.ru/dbscripts/Cbsd/DBlInet.cgi

If these trends continue, Vladivostok will build all the
planned infrastructure objects, and its guests are sure to be
impressed at the degree of Russian hospitality. But the
outcome of the summit for Russia's long-term interests is
likely to be modest due to the following reasons.

First and foremost, since the beginning of the 1990s
the main presumable beneficiary of the Vladivostok Summit
- the Far Eastern Federal District - has been facing a serious
demographic problem. In 1991, its population accounted
for 8044.7 thousand of people, while in 2010 it fell to
6440.3 thousand”’. What aggravates the situation is that the
predominant part of those eager to leave FEFD are highly
qualified specialists of a childbearing age.

The Federal government is trying to solve this problem
by both stimulating an inflow of compatriots from the
former Soviet republics and inviting labor migrants. But so
far, the results have been modest if not disappointing as due
to difficulties while settling down not many people come to
live in the Russian Far East. This is not surprising given
shortcomings of both respective Federal program and the
way local authorities are implementing it**. As for labor
migrants, their influx is discernable but they are mostly
people with a low level of educational and professional
background®.

Second, the transport infrastructure in FEFD remains
in a poor condition. For instance, the density of railways
(the scale of estimation - 10 thousand kilometers) and
highways with hard surfacing is 3.6 and 5.6 times fewer
than corresponding figures in other parts of the country.
Airports are poorly equipped with civil and transport
aircraft facing the level of obsolescence above 80%. The

* APEC Leaders Declaration: "The Yokohama Vision - Bogor and Beyond". Yokohama, Japan. November 13, 2010. // http://www.whitehouse.gov/
the-press-office/2010/11/13/apec-leaders-declaration-yokohama-vision-bogor-and-beyond

* Yto 1 3a KaKkue JEHbIH 6ymyT cTpouTh K cammuty ATIC-2012 Bo Biagmsocroke. BiamusocTok, 2 mapra 2007.(What and on What Money Will
Be Built for the APEC Summit-2012 in Vladivostok. 2 March 2007.) // http://vostokmedia.com/old/news.details.php?id=&id=83365

* T'y6epuarop Ipumopcroro xpast C.Japskun: (K 2025 roxy mer ysemranm BPIT B 2,7 pasa) . Uurepdaxc. 22.12.2010. (The Governor of Primorye
S.Dar'kin: "By 2025, We Will Have Increased the Gross Regional Product 2,7-Fold". Interfax. 22.12.2010. // http://www.interfax-russia.ru/FarEast/
exclusives.asp?id=199774&p=2

7 Poccmiickas Peneparus. DegepansHas ciry0a rocy1apCTBEHHOW CTaTUCTHKU. YHCIEHHOCTh TIOCTOSIHHOTO HACEJICHUS 110 BO3pAcTy Ha 1 siHBaps,
yenoBek. JlanpHeBocTounblii Denepanbhblii okpyr. Bee Hacenenue. Ha 1 suBaps. (Russian Federation. Federal State Statistics Service. Overall
Population Size. Far Eastern Federal District. Data on 1 January.) / http://www.gks.ru/dbscripts/Cbsd/DBInet.cgi

* For details see: Bunorpazosa 0. Topbkue npsinuku. Bo BiagusocToke npomes GopyM 1o MepeCeeHHIo cooTeqecTBeHHuKoB. HesaBncumas
Iazera. 26.11.2010. (Vinogradova Y. Unattractive Incentives. Vladivostok Hosted a Forum to Move Compatriots to New Places of Residence.)
Nezavisimaya Gazeta. 26.11.2010.) // http://www.ng.ru/regions/2010-11-26/5_we.html

* Hemoporue rocti. 21 mast 2009. (Unwelcome Guests. 21 May 2009.) // http://russianews.ru/second/23898/



Diagram 4. FEFD and Other Federal Districts: Operating
Length of Railways (the End of 2008, Thousand km.)
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Diagram 5. FEFD and Other Federal Districts: Railway
Density (the End of 2008, km per 1000 Square km of
Territory)

B OE = = ==

Diagram 6. FEFD and Other Federal Districts: Length
of Motor Roads (the End of 2008, km)
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Source: Tpancnopr B Poccun. - M., 2009. - C. 78-80, 90-92.
(Transport in Russia. -M., 2009. - P.78-80, 90-92.) // http://www.
gks.ru/wps/wem/connect/rosstat/rosstatsite/main/publishing/catalog/
statisticCollections/doc_1136983505312

latter point is especially important given that air transport
remains the non-alternative means to connect many areas of
FEFD with other Russian territories.

Third, grave image problems of FEFD are also
conspicuous. Bureaucratic impediments to business activity
are widely known. A high level of corruption - for example,
embezzlement of funds earmarked for the Vladivostok
Summit® - is another case in point.

But the most important problem is a narrow spectrum
of opportunities for innovative development. According to
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G.Lazarev, rector of Vladivostok State University of
Economy and Service, the root cause lies in lack of
qualified specialists capable of implementing results of
innovative research™. To rectify this situation, a great deal
of time and effort will be required. But in case migration
trends continue, which is likely, a vicious circle is
imminent.

Apart from the above-mentioned, worthy of note is a
gap between the way Russia's national interests are
interpreted by the Federal and FEFD authorities. In the
former's view, these interests are best served by
strengthening the Euro-Atlantic vector of Russia's foreign
policy; and as for the Far Eastern areas, they are just a
distant, sparsely populated and economically expensive
periphery. The latter link Russia's interests with their own
needs which are not always taken into account. Among the
residents of FEFD, all this results in a crisis of confidence
to the Federal government and further stimulates migration
sentiments™.

In sum, it is fair to conclude that Vladivostok-2012
can hardly become a panacea against current problems of
FEFD - the more so since many of them have grown for
years. The essential precondition for their solution is not in
the APEC Summit but completely in Russia's own efforts.

Conclusion

In 2010, in the Ease of Doing Business Index Russia
occupied 123" place, which is below all other APEC
economies except the Philippines™. In 2012, Vladivostok,
as well as FEFD, will be put in the international spotlight,
and attention of Asia-Pacific economies will be attracted to
opportunities of doing business in Russia. Under these
circumstances, a higher level of integration between Russia
and the APEC members is inevitable. But what kind of
integration will it be? Several options can be outlined.

First is a "transport" model. Russia will succeed in
creating favorable conditions to foreign business in cargo
transportation from East Asia to Europe. The Tran-Siberian
Railway will be overloaded with cargo and its turnover will
be constantly increasing. Under current trends, this scenario
seems unlikely. At best, it can happen in a distant future if a
tremendous amount of work has been done.

Second is an "innovative" model. The Far Eastern
Federal District will follow the path of innovative
development and its areas will become clusters of
technological innovations. Large-scale state and private-
sector investments will be made by the APEC economies
with their business circles regarding Russia's Far Eastern

* TTomos A. PacmyTats TpaHCIOPTHBIH y3em. Dkcnept. 22 oktsopst 2007. (Popov A. To Untie the Transport Knot. Expert. 22 October 2007.). // http://

www.expert.ru/printissues/expert/2007/39/transport/

*' See, for instance: Kak B IIpumopse pa3sopoBsiarotcs aeHbru ams cammuta ATIC. Bectu Pernon. 04.02.2011. (How the Money Earmarked for
the APEC Summit Is Being Stolen in Primorye. Vesti Region. 04.02.2011.) // http://vestiregion.ru/2011/02/04/kak-v-primore-razvorovyvayutsya-

dengi-dlya-sammita-ates/

*> B [puMopbe HET KaapoB, CMIOCOGHBIX MPABHIIBHO OIEHUTH POJb MHHOBAIMIL. Exennennsie HoocTH BrammsocToka. 10 despans 2010. (Primorye
Lacks Manpower Capable to Correctly Assess the Role of Innovations. Vladivostok Daily News. 10 February 2010.) // http://novostivl.ru/msg/10238.

htm

** This point is elaborated in: JTapuu B.JI. Boctounsre paiionst Poccun B {Tpeyronsuuke) Poccus - Kuraii - CIUA. // Tpeyronsuuk Poccus - Kuraii -
CIIA B ATP: daxropsl Heonpenenennoctu / OtB. pea. B.b.Amupos, B.B.Muxees. - M., 2009. - C. 58-65. (Larin V. Russia's Eastern Regions in the
"Triangular" Russia - China - US. // The Triangular Russia - China - US in Asia-Pacific: Factors of Uncertainty/ Ed. by V.Amirov, V.Mikheev. - M.,

2009. - P. 58-65.)
** Economy Rankings. // http://www.doingbusiness.org/rankings
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territories as areas of golden opportunities. At present, there
is little evidence that this scenario will materialize.

Third is a "raw materials" model. It means an increase
in delivery of Russian resources, mostly energy, to the
APEC economies. Prevailing trends strongly suggest that
so far Russia has been and is opting to follow this path.

Consequently, this scenario appears the most likely.

With all this in view, Russia has to realize that APEC
doesn't create solutions to the existing problems. What it
creates is conditions for these problems to be solved. At
present, whether and to what extent these conditions will be
properly used remains an open-ended question.
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APEC: The Changes in the Frameworks for Economic
Cooperation in the Asia-Pacific

NAKAJIMA, Tomoyoshi
Senior Research Fellow, Research Division, ERINA

Summary

APEC (Asia-Pacific Economic Cooperation) in 2011 marked the 22nd year since its formation. The steps taken by
APEC—which raised an "Open Regionalism" aiming at the liberalization of trade and investment indicated by the Bogor
Goals for the economic development of the Asia-Pacific region—have not been even, and the results have not always fulfilled
the hopes of all its members.

Today, many of APEC's members have concluded bilateral or regional FTAs with countries and territories within and
without the region, and have realized the liberalization of trade and investment by means of exclusive frameworks. Moreover,
in East Asia, which is an important part of APEC, regional economic integration is being sought by means of frameworks such
as ASEAN Plus Three and ASEAN Plus Six. Such moves have an impact on the United States, which runs the possibility of
being excluded from them, and has induced major changes in its East Asian trade policy. Today, as a specific response thereto,
the United States is proposing an FTA or FTAAP, with its area being APEC in its entirety, and is additionally pushing the TPP
formation which should be called a voluntary forerunner to that.

In this paper, in the area of the liberalization of trade and investment, are summarized the changes to date for APEC,
which is a unique international organization covering the Asia-Pacific region.

[Translated by ERINA]
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The Economics of the Preparations for the APEC Summit in
Vladivostok

LATKIN, Aleksandr
Director, Institute of International Business and Economics,
Vladivostok State University of Economics and Service

Summary

Currently Russia's presence within the Asia-Pacific region is at odds with the role which our country claims to have in the
world economic and political system. There are no cities in the Russian Far East which have an economic clout to match those
of the major cities of the neighboring countries. In fact, the presence of Russia within the Asia-Pacific region in terms of
economics is limited to the supply of unprocessed raw materials and handling part of the transit traffic between Europe and
Asia. The expansion of Russian industrial and bank capital into this region is little seen. In order to promote the process of the
formation of such a center, it is necessary to formulate the accelerated development of fundamental urban infrastructure
(transportation, energy, and public utilities) and the core of a future business and societal center.

Accompanying the implementation of the sub-program, the number of workers engaged in the construction phase will be
52,323, and the increase in the gross regional product will be 146.9 billion rubles. The new tax revenues that the country's
coffers will acquire over the period 2008-2012 will be 55.9 billion rubles.

The total amount of the funds necessary for the implementation of the measures in the sub-program in the period 2008-
2012 will be 553.4 billion rubles, of which: 201.9 billion rubles will be from the federal budget; 33.6 billion rubles from the
Primorsky Krai budget; 44.0 million rubles from the municipal budget; and 317.9 billion rubles from extra-budgetary sources
of funding.

The grandiose infrastructure development projects in Primorsky Krai connected with the preparations for the staging of
the 2012 APEC summit in Vladivostok have been an impetus for the development of many related industries not only in
Primorsky Krai, but also in the other regions of the Russian Far East.

However, in 2012, the residents of Vladivostok, and further the residents of Primorsky Krai as a whole, will likely run
into certain negative impacts brought by the considerable investment in the region and city.

One indisputable negative effect will be the shedding of the need for the labor force which has been enlisted for the
construction of the APEC summit-related facilities. What should be pointed out here is that the number of workers on summit-
related projects will decrease, but 69 priority investment projects which are being carried out locally in Primorsky Krai will
require a considerable labor force. These are projects in the transportation and processing of hydrocarbons, electricity
generation, shipbuilding, and in the transportation and logistics cluster, as well as in the development of various areas of the
economy (the agro-industrial complex, fisheries and forestry, etc.).

In view of the fact that the majority of the facilities that have already been completed and put into operation will move
over into the ownership of Primorsky Krai, they will inevitably entail additional costs for the budget of Primorsky Krai. It is
necessary to note also that unavoidable expenditure for the maintenance and operation of bridges and roads awaits the
Primorsky Krai and municipal budgets.

[Translated by ERINA]
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The Preparations for APEC and the Situation for the
Participation of Foreign Capital

SAITO, Daisuke
Senior Researcher, Institute for Russian & NIS Economic Studies,

Japan Association for Trade with Russia & NIS

Summary

In Vladivostok in the Russian Far East, on the occasion of the holding of the APEC (Asia-Pacific Economic Cooperation)
summit on the offshore Russky Island in September this year, projects to redevelop the city are in their final stages.

The Russian government has designated it a major event on a par with the 2014 Winter Olympics in Sochi, and has
invested close to 2 trillion in Japanese yen-terms into the upgrading and development of infrastructure.

It is a strategy for development at a stroke, and they have started up not only hakomono [white elephant constructions]
such as hotels and an international conference center, but also new projects one after another, including car-assembly and gas
pipelines.

Russia has become the main contractor in all the projects, and is leading development. Self-confident Russia, showing off
its prioritized homegrown technology, is signaling moves for excluding foreign capital.

Since the 2007 announcement by (then) President Putin of the development of the Russian Far East, what is sensed from
observing the situation over five years is his strong leadership. The development of the Russian Far East has not ended up as
an armchair plan, and in making the plan be realized there lies the strength of Russia, which has amassed huge amounts of
money—but his strong leadership also plays a large role.

In the development of the Russian Far East this time, an unprecedented, new factor of the "Expansion into the Asia-
Pacific region" has been added. It is a shift in strategy, designating the Russian Far East as the "eastern entry point". In this it
is necessary to continue taking on board the growth power of the Asia-Pacific, with enthusiasm for at least making the whole
of the Russian Far East a special economic zone, irrespective of the conventional framework of infrastructure upgrading.

[Translated by ERINA]
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Special Feature I : The Fourth Japan-Russia Energy and

eDate held
eVenue
oOrganizers

e Sponsors

Environment Dialogue in Niigata

15 November 2011 (Tuesday)

Snow Hall, 2nd Floor, Toki Messe

Niigata Prefecture, City of Niigata, Economic Research Institute for Northeast Asia (ERINA)

Ministry of Foreign Affairs; Ministry of Economy, Trade and Industry; Embassy of the Russian Federation in
Japan; Japan External Trade Organization (JETRO); The Institute of Energy Economics, Japan (IEEJ); Japan
Coal Energy Center; Japan Association for Trade with Russia & NIS; Nippon Keidanren Japan-Russia
Business Cooperation Committee; Japan Bank for International Cooperation (JBIC), Japan Finance
Corporation; Petroleum Association of Japan; Northeast Asia Natural Gas Development and Utilization
Research Group; Federation of the Chambers of Commerce & Industry of Niigata Prefecture; Niigata
Association of Corporate Executives; The Niigata Nippo; Niigata Bureau, The Mainichi Newspapers; Niigata
Bureau, The Yomiuri Shimbun; Niigata Bureau, The Sankei Shimbun; Niigata General Bureau, Asahi
Shimbun; Niigata Bureau, Kyodo News; Niigata Bureau, Jiji Press, Ltd.; Niigata Bureau, Nihon Keizai
Shimbun; Niigata Station, Japan Broadcasting Corporation (NHK); Broadcasting System of Niigata, Inc.
(BSN); Niigata Sogo Television (NST); Television Niigata Network Co., Ltd. (TeNY); The (UX) Niigata

Television Network 21

Program

( Japan-Russia Cooperation at a Turning Point for Energy Policy )

mOpening Addresses

IzuMIDA, Hirohiko
SHINODA, Akira
BELY, Mikhail

mKeynote Addresses

Kozuki, Toyohisa

YEGOROV, Sergey

HirAL Hirohide

TsuDpA, Takayoshi

MASTEPANOV, Alexey

NAKASHIMA, Hidefumi

9:00-9:15

Governor of Niigata Prefecture
Mayor of Niigata

Ambassador Extraordinary and Plenipotentiary of the Russian Federation to Japan

9:15-11:15

Deputy Director-General, European Affairs Bureau, Ministry of Foreign Affairs of
Japan

Trade Representative of the Russian Federation to Japan

Director, Petroleum and Natural Gas Division, Agency for Natural Resources and
Energy, Ministry of Economy, Trade and Industry of Japan

Director, Russia, Central Asia and Caucasus Office, Trade Policy Bureau, Ministry of
Economy, Trade and Industry of Japan

Adpvisor to the Deputy Chairman, Gazprom

Director General, Business Strategy Department, Oil and Gas Upstream Business Unit,

Japan Oil, Gas and Metals National Corporation
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mSession One: Gas

Funkura, Katsuaki

UNE, Hiroshi
KATO, Takaaki

2) Gas Chemicals

NAKAMURA, Kenichi

GLAZACHEV, Valery

3) Regional Gas-Supply Connection

HAYAKAWA, Akira

GuLKOV, Aleksandr

mSession Two: Oil

KARAVAYEV, Yevgeny

SAKAI, Satoshi (comments)

mSession Three: Coal

KARAVAYEV, Yevgeny

ISHIHARA, Susumu

mSession Four: New Energy

SANEEV, Boris

IVANOVA, Irina
SATO, Yuzo
NAGATA, Yuji

GuLKOV, Aleksandr

mSummary of the Dialogue

MASTEPANOV, Alexey

SuGIMOTO, Tadashi

11:35-13:00

Deputy Director, Fuels Department, Thermal and Nuclear Division, Tohoku Electric
Power Company Inc.

Coordinator, LNG Receiving Terminal Construction Division, INPEX Corporation
Deputy Director, Joetsu Thermal Power Plant Construction Office, Chubu Electric

Power Co., Inc.

Leader, Chemical Products and New Energy Team, Planning & Development Division,
Natural Gas Chemicals Company, Mitsubishi Gas Chemical Company, Inc.

Deputy Chairman, Committee on Fuel and Energy Complex Development, Government
of Khabarovsk Krai

Director, Planning Office, Nihonkai Gas Co., Ltd.

Director, Institute of Oil and Gas, Far Eastern Federal University

14:15-15:00

Coordinator, Investment Project Development Section of the Trade Representative of
the Russian Federation to Japan
Senior Advisor, Europe-CIS, Middle East & Africa Office, Global Strategy &

Coordination Department, Mitsubishi Corporation

15:00-15:25

Coordinator, Investment Project Development Section of the Trade Representative of
the Russian Federation to Japan

General Manager, Coal Department, Sumitomo Corporation

15:45-16:30

Deputy Director, and

Senior Researcher, Energy Systems Institute, Siberian Branch of the Russian Academy
of Sciences

Director of Sales and Director, Hokuriku Gas Co., Ltd.

Chief Engineer, Toshiba Fuel Cell Power Systems Corporation

Director, Institute of Oil and Gas, Far Eastern Federal University

16:30-17:00

Adpvisor to the Deputy Chairman, Gazprom
Deputy Director-General, ERINA
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LNG Supply and Demand after the Great East Japan Earthquake and
Japan-Russia Cooperation

HiraAl, Hirohide

Director, Petroleum and Natural Gas Division,

Agency for Natural Resources and Energy,

Ministry of Economy, Trade and Industry (METTI), Japan

The Great East Japan Earthquake has become a major
turning point within Japan's energy strategy. Considering
the current situation for nuclear power, what has hopes
pinned on it as the central "pinch hitter", facing the
immediate needs of the supply of electricity, is electricity
generation from LNG.

Within the global trade in LNG, the position Japan
occupies is large, constituting a third. For countries like
Japan which are surrounded by sea and don't have their own
resources it can be said that there is no other option but
LNG. The ROK is in a similar situation, and the two
countries together constitute approximately half of the
global total. In this sense the Far Eastern market is in an
important position globally (Figure 1, right).

Regarding the origin of Japan's LNG imports,
Indonesia was once top, and its share was very large.
Including the neighboring country of Malaysia the
appearance was that the two countries constituted
approximately half of the total. This image has changed
rapidly in recent years; Australia rose up and made up 19%
of the total in 2010 (Figure 1, left). Considering the next
5-10 years, with the jostling for the offshore LNG
development program in Australia, there is the momentum
for overtaking Qatar, which has the world's top capacity.

Amid these circumstances, what kind of situation will
unfold after the earthquake? The demand for LNG in Japan
ordinarily is at the 70-million-tonne level annually, but this
year the volume of imports will probably be around 80
million tonnes, an increase of 10 million tonnes.

For the global situation for supply and demand there is
ample supply capacity to absorb the additional demand of
10 million tonnes. What has changed the appearance of the
gas world-map in this way has been North American shale
gas. According to the US Energy Information
Administration (EIA), the prospects for import of LNG
from the United States as of 2005 were seen as likely to
continue growing greatly. This fell to practically zero in the
forecast of 2011 (Figure 2, right). This is due to the
presence of shale gas (Figure 2, left). The country that had
been banking on the growth of demand for US LNG was
Qatar, and the great production increase has subsumed the
sudden demand from Japan.

So how will things be henceforward? According to the
Institute of Energy Economics, Japan (IEEJ), production
capacity will continue to exceed demand at least until 2030,
but there is a condition attached insofar as whether the
projects which are currently under consideration will
continue to start up smoothly (Figure 3). What is important

is whether that many projects can continue to start up
properly. Various challenges exist in each respective
country. Among these, the main pillar, which we consider a
challenge, is that Japanese companies in large number are
able to become involved in LNG supply, even if only
slightly, and through that contribute to the spare capacity in
the global LNG supply. This will also contribute to energy
security.

In fact, this year the emergency procurement from
projects in which Japanese firms are participating has been
marked. The importance has again been brought home for
the securing of interests in upstream resources, not only for

Figure 1: Japan's LNG Imports

g LG mpdris

Figure 2: The Expansion of Shale Gas Production in the
United States

E spanacen off whals pas producton an B U S
i n ] 1 T § b

o B




ERINA REPORT No. 104 2012 MARCH

Figure 3: The Global LNG Supply-Demand Balance in
the Long Term

Global Bupphy—Diomand Balancs in the Long—torm

LNG, but for oil and natural gas, etc.

In this situation, I would like to explain what initiatives
have been taken to date and what was thought, particularly
in relations with Russia in the oil and gas sectors.

We have a tendency to forget that the country with the
world's largest oil production and gas resources neighbors
Japan. To date, effort has been made over a long period in
attempting to build good relations with that neighboring
country, Russia. Representative of this is the import of
LNG and the Sakhalin II project. After LNG imports began
in 2009, the LNG from Sakhalin II has now come to occupy
8.5% of the Japanese market. Immediately after the
earthquake, one of the sources settled for the additional
supply of LNG was LNG from Sakhalin.

Gazprom, the world's largest gas company, which is
the majority shareholder in Sakhalin II, and the Agency for
Natural Resources and Energy, concluded a Memorandum
of Understanding on cooperation in November 2005, and
ever since they have been seeking possibilities for
cooperation for various projects. A recent project is the

Vladivostok LNG plant. They are currently undertaking
feasibility studies for constructing a ten-million-tonne-class
LNG plant, to be a major center supplying Russian gas to
the Asia-Pacific. We are also cooperating with the idea that
we want to import this to Japan too at an early date. Various
projects to this end targeting Vladivostok are underway,
and the pipeline from Sakhalin was completed in September
2011.

I would like to present the situation regarding oil too.
Oil from Sakhalin I and Sakhalin II has also been steadily
increasing in production, in addition to this there has also
been the completion of the Eastern Siberia-Pacific Ocean
pipeline (ESPO), and in Japan the import of oil from Russia
has also expanded to 7.1%. Regarding oil, Rosneft and the
Agency for Natural Resources and Energy concluded a
Memorandum of Understanding on cooperation in May
2011, and they have been pursuing discussions with a
course toward continuing to further upstream development
in conjunction with Japanese firms. Furthermore, something
that has already been achieving results is the developmental
work in Eastern Siberia between the Irkutsk Oil Company
and JOGMEC. They have already been carrying out drilling
also, and the output for oil and gas has been proven.

In my work dealing with oil and natural gas in all parts
of the world, the share which Russia constitutes has now
become approximately half. I think that a relationship of
trust sufficient for that has been achieved with Gazprom,
and from this year similar cooperative relations with
Rosneft will continue to grow. In the future also I hope we
continue to further broad-ranging cooperation, extending to
the issues of midstream and downstream development, in
addition to upstream, and, moreover, of the development of
technology. Furthermore, the mutually complementary
relationship between resource-rich Russia and no-resource
Japan should become the mainstay of Japan-Russia
economic cooperation, and I hope we will continue to
cooperate in the future.

[Translated by ERINA]
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The Future Prospects for Japan-Russia Cooperation in the Gas Sector

MASTEPANOV, Alexey

Adpvisor to the Deputy Chairman, Gazprom

Taking as its base the expansion and positioning of the
resource base, it is considered that Gazprom and Russia's
development of the gas sector in the first half of the 21st
century will continue to be expanded centered on three new
gas production areas, namely: the sea surrounding the
Yamal Peninsula; the continental shelf from the Barents Sea
to the Pechora Sea; and the eastern regions of Russia. The
gas production of these regions will be something which
will determine the strength of Russia in the energy sector.

Over 27% of Russia's gas resources are concentrated
in the eastern part of the country, of which 52 trillion cubic
meters are onshore in Eastern Siberia and the Russian Far
East and 15 trillion cubic meters are on the continental
shelves of Eastern Siberia and the Russian Far East. In
order to utilize these resources effectively in September
2007 the Russian government adopted the so-called
"Eastern Gas Program". In accordance with this program
they are to create four large gas production centers and in
2030 the volume of gas produced will grow to 160-200
billion cubic meters. Initially the gas production centers
will be connected by trunk gas pipelines, and in the future
this will form Russia's Unified Gas Supply System. By
2030 the total export volume will grow to more than 50
billion cubic meters by pipeline and 28 billion cubic meters
in the form of LNG.

The composition of the gas in the eastern part of
Russia has complicating characteristics including containing
a lot of helium, and having oil rims in the gas strata. The
Russian government, as the owner of the underground
reserves, wants to extract these components completely,
and process them into high value-added products. Within
the Eastern Gas Program, they are planning to create a gas-
processing and gas-chemical complex and produce
approximately 14 millions tons of export-oriented products
annually by 2030.

Gazprom, with the aim of implementing the Eastern
Gas Program, has set up a string of subsidiary companies in
the eastern regions of Russia. An active project currently is
the Kamchatka gas supply project (Figure 1). It is being
executed on the instructions of the President, and as the first
phase, the construction of the pipeline from Sobolevo to
Petropavlovsk-Kamchatsky and the infrastructure
upgrading for the Kshukskoye gas and condensate field
commenced in the autumn of 2010. In addition, they are
constructing gas-distribution pipeline networks in
Petropavlovsk-Kamchatsky, and are planning the
introduction of coal gas. In Kshukskoye this year they have
reached the planned production volume, and the first phase
commercial production has commenced at the Nizhne-
Kvakchinskoye gas and condensate field also. A geological
exploration program to 2014 was formulated, and the
drilling of exploratory wells has been started on the
continental shelf of western Kamchatka. If new gas fields

are discovered, then production of LNG on Kamchatka, gas
supply to the Far Eastern Federal District, and exports will
become possible in the future.

In 2009, the second phase of "Sakhalin-II" came to a
close, in which Gazprom had participated as the largest
stockholder. Russia's first LNG plant started operations, and
became a pilot project for Gazprom. Currently they have
started work on the development of "Sakhalin-III", and
have been carrying out exploratory drilling, three-
dimensional seismic survey work, and geological analysis
of sea-bed samples in the Kirinsky, Vostochno-Odoptinsky
and Ayyashsky blocks (Figure 2). As a result of the analysis
for the last two-year period, the volume of the gas reserves
of the Kirinsky block has practically doubled. In 2010, the
Yuzhno-Kirinskoye gas and condensate field, making up
260 billion cubic meters of the reserves in the Kirinsky
block, was discovered. Furthermore, in October 2011, a
new gas field was discovered within the Mynginskaya
geological structure. The geological exploration of the
Kirinsky block has been nearly completed, and the
construction of handling facilities on land has commenced.
They have planned the commencement of supply of 4.2
billion cubic meters annually to the Russian Far East, with
the first gas in the second quarter of 2012.

The construction of the "Sakhalin-Khabarovsk-
Vladivostok" gas pipeline (SKV) is to be a foundation for
the development of the Far Eastern region. Via the
implementation of this project, the project for the
connecting-up to the gas supply of Khabarovsk Krai and

Figure 1: The Kamchatka Gas Supply System
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Figure 2: The Sakhalin-III Project
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Primorsky Krai will be realized. The initial transportation
volume, at 6 billion cubic meters annually, will be
configured, besides pipelines, by compressor stations, gas
distribution stations in Vladivostok, electricity supply
systems, remote management, communications, and access
roads. The main sources of supply will be: the Russian
government's royalties from Sakhalin-II; if agreed, gas from
Sakhalin-I; and in the future gas from the Sakhalin-III
project. In tune with the progress in the development of the
resources of the Sakhalin continental shelf, they will widen
the bore of the gas pipeline from Komsomolsk-na-Amure
to Khabarovsk. In the future, if the development of the
Yakutia fields is begun, then they are to build 13
compressor stations and increase the carrying capacity to
approximately 30 billion cubic meters.

The construction of the SKV began in July 2009, and
the first-phase construction ended on 8 September 2011.
The bore of the gas pipeline is 1,220 mm, the operating
pressure is 9.8 MPa, the total length is 1,296 km, and the
designed capacity is 30 billion cubic meters annually. From
the Vladivostok gas distribution station it will branch to the
Russky Island APEC summit facilities and combined heat
and power plants. The gas supply to Vladivostok will also
reduce the burden on the environment.

In Yuzhno-Sakhalinsk the installing of new gas-supply
connection facilities and gas supply were effected on 19
March 2011. In Sakhalin Oblast currently they are
undertaking the planning and construction of an
interregional gas pipeline within Sakhalin Oblast.

The Yakutia gas production center is comprised of
Chayanda and the gas fields of the southern part of Sakha
(Yakutia). The Yakutia project is comprehensive, and
besides the exploration and preparation for development,
the construction has been planned of the "Yakutia-
Khabarovsk-Vladivostok" (YKV) trunk pipeline. This
practically runs alongside the ESPO [Eastern Siberia-
Pacific Ocean] pipeline and connects up to the SKV.

Figure 3: The Yakutia Gas Production Center
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- 0il - 68.4 min t

Through this, gas from Sakha (Yakutia) will not only head
toward the southern part of the Far Eastern Federal District,
but exports will also become possible. With the
commencement of oil production in 2014 and of gas in
2016, it is planned that the gas pipeline will be completed
by that time (Figure 3).

The Chayanda development scheme was approved in
2010. The annual production volume is 25 billion cubic
meters, and currently such things as feasibility studies for
development investment and exploratory drilling are being
carried out. Alongside the start of production, in
Vladivostok they will enter into the construction of a gas
processing and gas chemical plant.

For the realization of the gas chemical plant, Gazprom
is actively engaged in inviting foreign partners to Russia.
After carrying out a broad range of cooperation with a large
number of Japanese partners, in January 2011 they also
signed a Memorandum of Understanding with the Agency
for Natural Resources and Energy, which included the
direction for cooperation in the gas sector. For this
implementation, alongside a coordinating committee being
organized to manage the working groups, an agreement was
made with Japan Far East Gas Co., Ltd., a Japanese
consortium, to undertake joint research into the construction
of a Vladivostok LNG plant, shipment facilities for LNG and
CNG, and gas and gas product transportation and sale, etc.

Gazprom also undertook reconstruction assistance
after the Great East Japan Earthquake. They made an
additional LNG supply of 325,000 tons, and if necessary
they were ready to investigate the possibility of further
additional supplies. In the cases where they would consider
large-scale deliveries to Japan in the future, exports from
the Vladivostok LNG plant would hold the most promise.

Gazprom has placed great importance on long-term
cooperation with Japan, and regular talks have been held. In
Sakhalin-II for example, it is considered that as operators
they should continue to enrich the resource base within a
framework of licenses, while the thinking of participating
Japanese firms is somewhat different. For Gazprom, the areas
for cooperation with major Japanese firms include LNG, gas
chemicals, helium separation and sale, LNG and CNG
maritime transportation, engineering for exploration, etc., and
extraction, production and transportation of gas hydrates.

[Translated by ERINA]
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The Fourth Japan-Russia Energy and Environment Dialogue
in Niigata
"The Niigata Appeal on Energy and the Environment 2011"

15 November 2011 in Niigata City

The major disaster which occurred in the Tohoku
region of Japan in March of this year, while on the one
hand leading to moves for reappraisal on a global scale of
energy issues, also became a trigger for substantiating the
strengthening and broadening of energy cooperation
between Japan and Russia.

Japan-Russia cooperation on energy and the
environment is something which plays a major role in
seeking Northeast Asian, and by extension, global peace
and prosperity; in addition, along with Niigata having a
long history of exchange with the facing shores and a
prolific track record as an energy-receiving base, because of
its serious tackling of the development of energy
technology, the significance of it having continued holding
this international conference is great.

Asia, the engine for global economic growth, is a
region that holds the key to solving global-scale energy and
environmental problems, and the continuation and
expansion of this "Dialogue" is hoped will tie up to the
resolution of common issues for Northeast Asia, the wider
region of Asia, and the world.

Therefore, Niigata Prefecture, the City of Niigata, and
the Economic Research Institute for Northeast Asia
(ERINA), the organizers of this international conference,
reaffirm the significance of the "Dialogue" and objectives
as below, and making best use of the outcomes of the
"Dialogue" this time around, the public sector along with
central and local governments and related institutions put
forward the proposals here so as to actively further these
initiatives.

eThe Significance of the "Dialogue"

Building mutual understanding and mutual trust, the
cooperation between the major energy-consuming nation of
Japan and major energy-supplying nation of Russia
contributes broadly to the development of the regional
societies of both countries, along with deepening mutually
beneficial bilateral relations in every area. Constructing a
foundation for multilateral cooperation involving all the
neighboring countries, through the developing of Japan-

Russia cooperative relations, will lead to the ensuring of
energy security for the wider region.

oThe Objectives of the "Dialogue"

- The creation and expansion of projects for concrete
business cooperation which bring the expansion of the
potential for supplying energy resources and the securing of
a stable supply (energy resource exploration, development,
transportation, processing, and utilization, etc., centered on
the eastern part of Russia)

+ In particular, the realization of interregional
cooperation in sectors including gas chemicals, and regional
connection to the gas supply

- The development and introduction of various
technologies, including new energy, the environment,
energy conservation, and the efficient use of energy, for the
prevention of global warming

+ The construction of a platform for cooperation, and
over the long term the formation of a Northeast Asian
energy and environment community

oThe Major Outcomes of the ""Dialogue"

- At the turning point for energy policy associated
with the Great East Japan Earthquake and nuclear accident,
the carrying out of this "Dialogue" is extremely timely.

+ For Japan's stable electricity supply the expansion
of electricity generation from gas is indispensible, and
Japan's further participation in gas processing and gas
chemicals projects in the Russian Far East is desired.

- Attention was called to Niigata Prefecture, being an
LNG reception base representative of Japan, and aroused
the interest of the Russian side for becoming an LNG
supply base.

+ Various moves on the Russian side toward a low-
carbon economy were introduced, and it was suggested that
the potential for regional-level Japan-Russia cooperation in
sectors including regional connection to the gas supply and
new energy is heightening.

[Translated by ERINA]
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Heilongjiang Province - Russian Forestry Cooperation in the
Far East

FENG, Anquan

Heilongjiang Provincial Academy of Social Sciences

Summary

The timber trade between Heilongjiang Province and Russia has developed rapidly in recent years, accounting for more
than 1/3 of the total amount of Sino-Russian timber trade. In respect of trade volume, Heilongjiang-Russian timber trade has
developed rapidly; however, there are still a lot of problems in respect of the quality of trade. Russia mainly exports logs and
rough sawn lumber, while high value-added products only account for a small number. In fact, high value-added wood
products worth billions of dollar are imported annually in Russia. In order to change this situation, Russia has continuously
increased the log export tariffs since the year 2007, which greatly affects Heilongjiang-Russian timber trade and cooperation.
From the angle of geographic advantages between Heilongjiang Province and Russia, this paper will discuss the advantages
and existing problems of forestry cooperation between Heilongjiang Province and Russia, and also give proposals for the

cooperation.
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(ERINAGRARZE B FALMZEE  Hikies)

2004 2005 2006 2007 2008 2009 2010 10-1-68 | 10-1-98 | 11-1-68 | 11-1-98
02 7E 8.0 5.1 6.3 6.3 2.1 A 108 8.2 10.2 8.9 5.3 5.2
BHREREX 7.5 2.6 4.2 22.6 17.9 35 7.4 13.8 8.3 7.4 9.8
YNHEFE 12,5 A 66 0.0 0.2 35 A 87 17.5 17.3 17.1 11.7 14.2
DLF vy HHth 0.3 6.6 1.6 39 3.0 A75 5.0 10.4 4.4 17.3 18.2
B 17.8 19.7 12.6 1.0 8.6 A 45 11.5 9.5 7.7 22.8 21.1
NAOT 27 1.7 4.5 A 107 9.1 A 121 A52 247 29.1 28.2 12.2 9.9
7 Li— U 0.2 A 43 4.7 6.4 11.5 10.6 4.6 6.1 0.6 17.2 21.0
<HE M A4l 2.6 A 112 A73 1.1 5.9 3.8 11.5 6.9 1.0 6.3
YU 9.3 12.7 31.1 2.11% A 130 21.9 1.2 12.2 3.2 1.9 5.7
14 v EAMN 1.0 3.0 4.2 10.5 5.2 A 83 1.2 5.0 5.0 5.6 5.4
FaaMHBER 6.2 20.4 A 91 A 112 3.1 38.1 A 62 1.2 A29 A 63 A 49

(HFT) A2 7HETFESE (2009FhR) ) [0S 7 OHSEEES (200955 1 ML, 9 A:20105128. 20114 3. 6. 9 A) | [BEREBER DU SEEHER (2010

FH1. B2WEW)] (O TEBERMET) .

'20114E12H 22 A4, S LAY Y — R, http://www.sollers-auto.com/ru/press-center/news/printable.php?print=1&id35=599



ERINA REPORT No. 104 2012 MARCH

BEREFRERRE FIFERBLS)

2004 2005 2006 2007 2008 2009 2010 10-1-68 | 10-1-98 | 11-1-68 | 11-1-98
0> 73858 13.7 10.9 16.7 227 9.8 A 16.2 6.0 1.3 37 27 4.8
BREREX 40.3 7.4 2.3 18.9 7.8 29.9 A19 A 169 A 94 54.5 33.4
Y NAEFE 57 30.2 2.1 92.2 12.0 99.5 A 427 A 619 A 539 18.6 19.1
HLF vy hihh A 263 12.0 5.2 335 1.5 A 80 7.1 169.8 13.3 A63 A 150
AEMS 8.3 29.3 6.4 20.6 33.7 60.8 17.1 A 39 13.4 55.0 427
NAOT 27 H% 237 1.8 8.7 22.9 1.6 0.1 27.4 729 31.2 23.5 20.5
T L—IUiN 3.2 A 53 5.1 38.9 21.8 34.6 14.1 5.3 9.5 822 50.0
v HE M 15.2 5.3 23.9 28.7 24 A 196 A 192 A 133 A27 48.2 255
YU 2.8f% 1.7 0.3 A 181 A 67 A 321 7.8 11.7 141 2.0t 446
145V HAM 2,118 54.5 A12 20.3 A 185 A 10.2 2118 193.4 2.3t 2,018 51.7
Fa1abEAER A 359 A 386 A 38.6 1.6 375 345 A 689 A 948 A 774 2.9 62.5

(A7) (O 7HETFE (2009FhR) ); [O> 7 DR EES (2009F 4. 10A. 2010F 1. 10A;2011F 1, 4. 10A)] ; BREVEROH SR EHEZ (2010
FH1, BIMEEH 2011 FEF2mEH) | (A2 TERERMET)

IFEERTEERRRE (RIERIE %)

2004 2005 2006 2007 2008 2009 2010 10-1-68 | 10-1-98 [ 11-1-68 | 11-1-98
O3 7EH 13.3 12.8 14.1 16.1 13.5 A55 4.4 3.4 4.4 5.3 6.2
BHREREX 10.3 12,5 12.9 11.2 10.4 0.2 3.4 4.3 48 3.3 37
Y NEFE 2.3 5.5 8.6 7.4 7.6 2.1 3.6 2.8 4.3 2.2 2.4
DLF vy HHtE 24 5.3 10.8 12.8 9.4 2.0 1.6 0.3 0.8 1.5 1.6
RiE s 15.6 19.0 12.9 11.8 9.9 A29 1.4 15 1.7 2.2 1.7
NANOT 2% 10.2 13.5 13.3 15.3 7.9 3.8 6.2 2.8 5.3 27 1.5
7 Li— IV 16.9 10.6 13.7 12.0 12.8 A25 6.0 5.2 4.5 14.0 18.2
<HE M 2.3 8.3 9.6 10.0 3.1 A 14 3.7 6.4 5.5 2.1 1.5
YU 14.9 14.6 22.1 7.9 20.0 0.2 1.6 14.0 13.0 1.5 4.1
14YBE 15.2 9.5 5.4 6.1 8.1 1.9 1.5 2.8 27 0.2 0.4
Fa3a bEARER A 63 A 13 6.4 12.9 26.3 A 03 8.2 20.0 6.6 A18 A20

(D) [O2 PHEHEE (20094E4E) ) 5 (02 7 OHLEHES (201063, 9. 1285201143, 6. 98)| ; (BREHEROHLEEEE (2009%F4R. 2010
EH1. B2mEL)] (OD TEBERMET) .

HEEYELAE FIF12BHE%)

2004 2005 2006 2007 2008 2009 2010 10 - 68 10 - 98 11-68 11-98
o> 7&E58 11.7 10.9 9.0 11.9 13.3 8.8 8.8 4.4 6.2 5.0 4.7
BEREREX 11.3 13.3 8.8 9.6 13.6 9.7 7.7 4.5 5.5 5.1 5.3
HEFE 10.8 12.1 11.9 9.0 12,5 8.2 6.0 37 4.6 5.4 5.8
HLF vy hihh 11.3 21.5 11.6 10.1 14.8 10.7 10.2 6.3 7.7 3.8 4.8
BB 10.8 12.4 7.1 9.7 13.5 9.5 7.0 3.0 4.1 3.8 38
NANOT R #%A 13.8 13.6 8.7 9.8 14.1 9.5 8.1 5.7 6.4 6.3 6.4
7 L—JU 12.6 13.2 9.1 9.6 14.1 9.6 9.4 5.3 7.2 55 5.6
THEM 9.4 12.4 8.1 13.3 19.3 13.4 8.5 4.1 6.1 6.5 7.1
YU M 11.5 14.1 10.4 11.8 13.1 10.7 10.0 7.0 8.2 6.0 57
14 Y EAMN 12.1 14.5 55 11.7 15.0 12.2 9.5 4.6 6.3 5.9 7.0
Fa1aMEABER 11.1 15.3 11.2 7.5 9.9 17.2 1.4 4.6 2.2 4.1 4.2

() (O 7HEESR (FER ] (O 7OHLBHES (2009F3 A, 2010F6. 9. 12A; 2011F3. 6. 9A)] ; [(BRENEXOHEFHEE (2010
EF1EEH) ] (A2 7EBERET)

REHBTERRE FIERLBHL%)

2004 2005 2006 2007 2008 2009 2010 10-1-6A | 10-1-98 | 11-1-68A | 11-1-9A
o> 7858 11.2 11.7 14.1 131 3.8 0.9 3.8 4.5 4.3 A 1.0 A 0.2
BREFRERX 8.6 10.4 121 10.8 3.4 2.7 3.6 5.6 7.5 2.1 3.0
RRAT ] 6.1 5.8 6.1 5.1 8.6 14 2.1 1.8 3.2 2.6 2.1
HLF vy h#h 5.9 6.8 71 8.7 4.9 3.6 6.4 13.4 9.5 4.1 5.1
BEMS 14.7 15.4 15.0 10.6 4.0 4.7 6.4 8.1 9.1 6.7 5.9
NAOT 27T 6.9 8.5 14.3 121 A 49 8.1 5.7 A 25 9.1 A 32 A 13
7 L—JU 5.5 9.6 10.3 19.6 11.5 A 32 A 13 11.8 9.0 12.6 17.3
THE M 2.1 3.1 9.1 6.8 1.0 A 09 1.8 A 29 4.5 A 46 A 34
pPIAVER | 10.7 14.4 141 12.4 6.8 A 26 A 15 12.9 6.4 A79 A 56
I 45 ¥ HA) 7.0 8.3 8.3 5.5 12.0 37 21 5.9 2.7 A 138 A 11
Fa3 EHARER A 52 17.3 7.2 4.4 5.2 A 79 A 10.2 A 6.7 A 13.0 20.9 19.6

(PR [0 7HEHESE (2009%FhK) ] ; O 7 OHLEEES (20094 A, 201054, 7. 108 ;2011F 1, 4, 7. 9A)] (O 7EMERMKET) -
FHRAEREES L—TJ)

2004 2005 2006 2007 2008 2009 2010 10-1-6A | 10-1-98 | 11-1-68A | 11-1-9A
o> 7EHR 6,740 8,555 10,634 13,593 17,290 18,795 21,193 20,145 20,438 22,277 22,622
BRERERX 9,115 11,508 13,711 16,713 20,778 23,308 26,066 24,634 25,043 27,766 27,890
YNHIE 11,315 13,437 16,168 19,409 23,816 26,570 28,630 26,545 27,199 33,327 31,103
HLF vy hithh 12,298 15,477 18,541 21,815 27,254 31,676 36,504 34,826 34,891 37,425 37,774
R 7,033 8,926 10,903 13,174 16,805 19,002 21,895 20,841 21,128 23,080 23,379
A =P v 8,948 11,336 12,888 15,884 18,985 20,995 23,064 21,667 22,107 24,404 25,159
7 L—JUM 7,354 9,392 11,111 13,534 16,665 18,846 21,843 20,732 21,015 22,773 23,311
THE M 11,175 14,673 17,747 22,102 28,030 33,027 37,646 34,415 35,837 39,578 40,955
pIAVRR | 11,711 15,243 18,842 23,346 30,060 33,261 35,808 34,579 34,946 36,140 36,770
a4V EAMN 6,514 8,190 9,529 11,969 15,038 16,866 20,247 19,741 19,692 21,785 22,056
Fa13 HABRER 18,618 23,314 25,703 30,859 38,317 42,936 47,383 45,657 45,430 50,137 51,306

(A7) (O PHEEHFEE (2009FhR) ] 5 (O 7OHSEFIES (20094 A, 2010F 1. 108 ; 2011F 1. 4. 10A)] ; [BREREXOHLEFES (2010F
F2MEH 2011 EE2MFH)) (A 7EBERBGET) o
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