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On the Special Feature "The Development of the Russian Far
East and Issues Faced by the Region"

ARAI, Hirofumi
Senior Research Fellow, Research Division, ERINA

It goes without saying that the Russian Far East is a very important region for Russia as a nation. However, the
fact remains that its development is not a simple matter. Despite various past endeavors, the Russian Far East
remains a region that lags behind other parts of the country, necessitating special consideration in government policy.

Since the very outset of his first term in power, President Putin has set forth various policies that attach
importance to the Far Eastern region. His enthusiasm has provided considerable impetus for Far Eastern
development over the last dozen years or so. The APEC Leaders' Meeting held in Vladivostok in September
2012 was symbolic of this. It provided President Putin himself with an opportunity to promote the Russian Far
East to audiences both within Russia and overseas. Moreover, large-scale infrastructure development took place
in conjunction with this, providing stimulus to the local economy.

The next challenge is how to push forward development in the Russian Far East "post-APEC". In terms of
specific developments, the Ministry for Development of the Far East was established in May 2012, while the
State Program of Development of the Far East and the Baikal Region was adopted in March 2013. At least
outwardly, the government's enthusiasm remains undiminished. However, whether or not all this will yield
substantive results is an entirely separate question. For policies to be effective, it is necessary to gain a precise
grasp of the problems and consider response measures.

In this special feature, researchers from Russia, China, and Japan have discussed the issues faced by the
Russian Far East and its prospects for the future.

In his paper, Pavel Minakir discusses the Federal Government's approach to the development of the Far
Eastern region in critical terms, based on his in-depth understanding of the economy of the Russian Far East.
In relation to the common assumption that stemming the tide of population decline is the immediate priority, he
concludes that there is no danger that this population decline will devastate the Far Eastern region. According
to him, the immediate priorities are reinforcing the structure of inter-industry relationships within the region
and reducing the tendency for demand to flow outside the region. The major premise is that the local economy
is compelled to rely heavily on exports (and extra-regional shipments) of resources. What is important is to
ensure that the money earned from resource exports circulates within the region, as far as possible. This is
certainly difficult to achieve, but that does not mean that attempts to do so should be abandoned. He astutely
points out deficiencies in the Federal Government's policies, which are focused on infrastructure development.

The paper by Guo Li provides the perspective of Northeast China, the Far Eastern region's neighbor across the
border. She expresses great hopes for the development of eastern Russia, including the Far Eastern region. This is
because it is anticipated that the development of this region will have a positive effect on Sino-Russian economic
cooperation, particularly at the inter-regional level. She points out that joint development of adjacent areas of the
Russian Far East and Northeast China form part of the common vision of the two countries and is a new growth point.
Based on this awareness, she offers such proposals as shifting the Chinese center of cooperation with Russia northward
to Heilongjiang Province or a similar area, as well as bolstering transport infrastructure between China and Russia.

Housing problems are a major issue throughout Russia and Mayu Michigami's paper analyzes the issue
with reference to the situation in the Far East, focusing on the cities of Vladivostok and Khabarovsk in
particular. The two cities have the highest housing prices in Russia after Moscow. Her exploration of the
problem begins with the question of why housing prices are so high. In her analysis, as well as problems
common to the whole country, such as high mortgage interest rates, she identifies problems peculiar to these
cities, such as the way in which they are structured and the mechanics of population flows. She then proposes
that the existing urban districts of these cities be redeveloped in order to turn them into compact cities. It is
hoped that Japan could play a suitable role in this process.

The problems faced by the economy of the Russian Far East are not confined to the issues raised by these
three authors. In this sense, this special feature is not entirely comprehensive. Nevertheless, they are themes
that could be considered from the perspective of organic links between them, such as the reinforcement of
inter-industry relationships within the region and the redevelopment of its cities. Moreover, in these papers, the
feeling in the Russian Far East that the ripple effect of regional development projects should be kept within the
region, as far as possible, contrasts with the hopes of Northeast China that it too will become a beneficiary of
this ripple effect. (Of course, the two positions are not completely incompatible and it should be possible to find
a solution that maximizes the benefits for both sides.) I am sure that readers will agree that we have assembled
a selection of papers that do not merely provide useful information, but also offer food for thought.

[Translated by ERINA]
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The Russian Far East: Contemporary Situation and
Perspectives

MINAKIR, Pavel
Director, Economic Research Institute, Far Eastern Branch,
Russian Academy of Sciences

Summary

In December 2012, President Vladimir Putin declared that the most important policy task for Russia in terms of its
economy over the next 10-12 years will be accelerating the development of the Far East and Baikal region. This can be viewed
as an expression of his dissatisfaction with the development of this region hitherto and his aspiration to set and achieve
ambitious new goals in eastern Russia.

Overall, in spite of the obvious problems in maintaining stable economic growth, it would be fair to say that the growth
rate of the Far East — and indeed, that of eastern Russia as a whole — is not the area in which adjustments are a matter of the
utmost urgency. The economic growth of the region is supported by primary resources and relatively steady, large-scale
external demand for these.

A much more fundamental problem from the perspective of development is the formation of intra-regional trade, creating
an intra-regional cycle with a certain amount of autonomy, i.e. achieving the optimum degree of diversity in the economic
structure. The second major component defining the development level is the achievement of comparative criteria for the
social environment in the region; in economic terms, these criteria would be the relative level of opportunity cost involved in
maintaining social norms and the income replacement rate within the region.

The rationales cited in support of the need to maintain the emergency measures by the state to support the development of
the Far East and the East Siberia (the catastrophic nature of low growth rates and the catastrophic nature of loss of the
population) are not borne out by the results of objective analysis. However, the political process of assigning priorities in state
policy focusing on the region began, dedicated bodies for securing these priorities (the Ministry for Development of the Far
East (MDFE) and the Far East Development Fund) were created, and approval of the new state program of development
became inevitable. In the meantime, the drafts of such programs prepared by the Ministry of Regional Development were, as
expected, deemed to be unsatisfactory, as it was necessary to include the new administrative and supervisory agency (the
MDFE) in the game. This ministry has even submitted its own draft of the State Program of Development of the Far East and
the Baikal Region for the period to 2025, which incorporates the Federal Target Program (FTP) of development of the region
to 2018.

The much-hyped State Program to 2025 is a useful document from the viewpoint of expenditure of public funds that have
actually been allocated within the framework of the FTP to 2018 and industry-specific (sectoral) programs of development in
the Far East and Baikal region. However, the program is useless as an instrument for achieving specific targets for the
development of the region, as this is completely unrelated to growth rates or the scale of investment projects.

[Translated by ERINA from the Russian text]
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Some Observations on Sino-Russian Inter-regional

Cooperation’

Guo, Li
Director and Professor, Russian Institute, Heilongjiang University

Summary

Increasing the development capabilities of eastern Russia is the most crucial issue that President Putin has faced since his
appointment: as it will determine whether or not Russia's economic growth will be sustainable, it is an issue that also affects
the expansion of Russia's international relations in the Asia-Pacific region. The development of eastern Russia is currently
positioned as the top priority for the growth of Russia. As such, its departments of state are placing great emphasis on enacting
various bills, while also devoting their energies to ensuring that funds are used more efficiently, meticulously scrutinizing the
purposes for which the national budget allocated to the eastern region is used and tightening their management of these funds.

The development of eastern Russia has opened up new aspects in inter-regional cooperation between China and Russia,
providing an excellent opportunity to deepen bilateral cooperation. The deepening of inter-regional cooperation between China
and Russia is an adaptation to the trend of regional economic integration, and practical endeavors are translating international
cooperation in the region into reality. The joint development of adjacent areas of the two countries is an important part of
efforts to strengthen and expand Sino-Russian relations. Inter-regional cooperation between China and Russia is necessary for
exploring a deeper integration process within the framework of a bilateral relationship, and cooperation between northeastern
China and northeastern Russia is an important indicator for determining whether or not bilateral relations should be upgraded
to the status of a community of interest. Consequently, the systematic promotion of gradual inter-regional cooperation between
China and Russia is a matter of urgency at present and will be an important step in the strengthening of strategic partnerships
between the two countries.

[Translated by ERINA]

' Project Specified by the Joint Sino-Russian Innovation Center for Cooperation in the Humanities (2013), Project by a Key Humanities and Social
Sciences Research Base Sponsored by the Ministry of Education: The Development of Eastern Russia and New Realms in Sino-Russian Cooperation,
Project No. 11JJDGIW0004
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ZAA 7 18 | 111 | 100 | 143 | 8 | 100 | 138 65,923
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TNy F 04 | 103 | 102 | 13 | 79 | U7 | 11 82,199
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T 020124123 9 ~14HFB W RELTR - WA ARMRFHIEI (2013) & OFk,

2. @20124:12H16~18H & 20134 3 H14~16 H D44 I iAo

AR B H AT ZERT (LUFERINA L §7%) (2013)
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(121) (113) (66) (151) (129) (104)
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AR IE R S W R 2 E oS A NI o B2
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Jiv o ovoNa 7 27 )i o \EFTRIE. 20084E 0 &Rlfa i %
BRIFIE LA LS Tws (R3BM), ZoiE LA
HEHE T — W EA b Y. HEIHEEABREAIRL T
Wk T T AT, 2010~20124E0 2 4R CH

2008 2009 2010 2011

s Rk 14864 | 16895| 18951| 20,755
(101.8) | (1054) | (101.1)

PR X 18590 | 21931| 24645 27,091
(105.3) | (1052) | (101.7)

ERAZ T 31,940 | 40072 44,051| 47,319
(113.1) | (1032) | (100.1)

T HGH IR X 15916| 18762| 20807| 22870
(104.0) | (1035)| (1015)

AR(I3: W] 12927| 15486| 17.298| 19,160
(1065) | (1055) | (102.9)

AT 7 AT | 16284 19928 | 22479| 23766
(1084) | (1047) | (972)

(A7) v > 7 HEE AR B SEE W  O 3 i 4R L
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20114E CF AN 72 047678 (K%i285,688%1) . ifvifh /i 42
RCIET AN7- ) 5805 (#%808228%) 12 b, €A
77 D287HEIESPICEIEHL, 9 T Thy SO
BERABUCE Y 72" FTH o QB OR97 % A E#H T
Hbo 20124F 0 ¥ 7 OWTONM % 5215 T, i 512
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Daxptr b Ovvazzr) #0133 H5H
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AL (AL 2 T-A)
2009 | 2010 | 2011 | 2012

a7 EE 142,737.0(142,833.0| 142,865.0| 143,056.0
(100.1)| (100.0)| (100.1)
ERAZ Tl 11,2820/ 11,382.0| 11,541.0| 11,6130
(1009)| (1014)| (100.6)
ik B IR A IX 6,3390| 63200 6,2850| 62660
(99.7)|  (994)| (99.7)
il s 19700| 19650 19530/ 19510

(997  (994)| (99.9)

o7 27| 135100 1,34900 13430 1,3420
(999)| (996)| (99.9)

vIIVEFAMI 605.2 604.8 616.0 622.7
(99.9)| (101.9)| (10L1)

VAN s b & Al 5792  580.7| 5778| 5856
(100.3)|  (995)| (101.3)
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Housing Price Trends in the Russian Far East:
Rethinking Compact Cities

MICHIGAMI, Mayu
Associate Professor, Faculty of Economics, Niigata University

Summary

In this paper, we focus on the rise in housing prices in the Russian Far East. There are three reasons for the increase in
used housing prices: firstly, serious traffic jams and growth in the non-settled population especially cause demand for used
housing to rise. Secondly, the monopolistic structure of the house building market and the ineffectiveness of housing policy
give rise to downward rigidity in housing prices. Thirdly, high mortgage interest rates and the heavy burden of mortgage
repayments result in new housing being converted to rental properties and demand for used housing increasing. The housing
policies required to ensure a settled population are the renovation of used housing stock and the redevelopment of existing
urban areas. The new concept of compact cities could be applied to the reorganization of cities and the redevelopment of major
urban areas in the Russian Far East.
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On the Special Feature “The Development of Mongolian
Economy and Northeast Asia”

SH. Enkhbayar
Senior Research Fellow, Research Division, ERINA

Leveraging its rich natural resources, Mongolia is pursuing the ambitious development goal of becoming an upper-middle
income economy by 2021, moving up from its current status as a lower-middle income country. However, the heavy
dependence of Mongolia's economy on mineral resources and its overreliance on the market of a single country as a destination
for its exports makes it extremely vulnerable to external and internal shocks. Foreign direct investment in the mining sector
and foreign trade turnover have declined recently, due to uncertainty about domestic economic policies and weakening export
markets. Mongolia's real GDP growth slowed to 12.4% in 2012 from the record level of 17.5% in 2011, further decelerating to
11.3% in the first half of 2013.

Against this background, ERINA, in partnership with the Mongolian Development Institute (MDI), a government-funded
think-tank affiliated to the Office of the President and the Mongolian Academy of Sciences, is planning to hold a research
workshop on September 20, 2013" in Ulaanbaatar to discuss issues relating to various aspects of Mongolia's economic
development. Bringing together Mongolian researchers specializing in a range of fields, this workshop aims to contribute to
promoting understanding of the country's economic structure, development potential, and interactions with other economies in
Northeast Asia.

This is the second research workshop organized by ERINA in Ulaanbaatar in cooperation with Mongolian partner
organizations. This special feature presents a selection of the papers to be discussed at this workshop. The key messages of
these papers are as follows:

- The Comprehensive National Development Strategy for 2007-2021 based on Mongolia's Millennium Development
Goals was developed by the Government of Mongolia with the broad participation of academia, politicians, and the
general public, and was approved by the Mongolian Parliament in 2008. It defines the goals and objectives of the
strategy for developing economic sectors via a strategy of promoting exports. Based on an analysis of the key points and
expected outcome indicators of the strategy and taking into account the results of studies of economic development
strategies implemented in various countries worldwide, Prof. L. Tsedendamba proposes some priority measures to be
taken to facilitate the implementation of the strategy in Mongolia;

- D. Batmunkh argues that Mongolia faces the urgent need to enhance its economic competitiveness, modernize the
structure of the economy, implement innovation policies, strengthen public-private collaboration, develop appropriate
production and service industries at the national and regional level, and reduce unemployment and poverty. To this
end, cluster-based development policies are becoming the best models for cooperation, and despite the lack of a
specific legal and policy framework to facilitate cluster building in Mongolia, the existing legal framework for
industrial and technology parks and free economic zones provides a good foundation. In addition, the author proposes
some ways to improve the legal and policy environment for a Mongolian industry cluster focused on the use of the sea
buckthorn plant;

- Based on an analysis using the gravity model, Dr. A. Demberel and D. Chagnaadorj argue that Mongolia's trade with
its seven major trading partners, including China, has been in recession for years. This is not because bilateral trade has
peaked, but rather is mainly the consequence of the unattractive business environment and a tendency to trade
intensively with new markets.

- Prof. D. Ulambayar describes Mongolia's "third neighbor" policy and strategy as a geopolitical stance associated with
its unique geographical location, arguing that it is derived from Mongolia's genuine national interests in terms of
securing and maintaining an appropriate balance of power in the long term between the policies and actions of its two
neighbors, Russia and China, and ensuring its own national security by comprehensive political, diplomatic, and
economic means. In the broader context, it encompasses influential players in global politics who are strong supporters
of Mongolia's democracy and market economy. Therefore, Mongolia's "third neighbor" strategy should give rise to
input into the development of cooperation between the countries of Northeast Asia.

- Most of the Chinese investment in Mongolia is concentrated in the mining sector. A study of Chinese investment in the
mining sector, conducted by researchers from the Institute for Strategic Studies (ISS), argues that direct Chinese
involvement in the sector is not as high as is assumed, although China is undeniably playing an important role in the
development of Mongolia's mining sector. However, Chinese influence is mainly focused on foreign trade activities,
rather than the domestic market, and the products of Mongolian mining are exported to China in their entirety, making
Mongolia totally dependent on one market. Furthermore, it has been revealed that large Chinese-invested companies are
more socially responsible than their smaller colleagues in terms of tax payments and corporate social responsibility.
However, none of the companies are sufficiently accountable for environmental protection and restoration activities, due
to their low level of responsibility and insufficient law enforcement by the Mongolian government.

! This paper was completed on September 9, 2013
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Economic Development Strategy Promoting Exports of
Mongolia

L. Tsedendamba
Scientific Secretary, Mongolian Development Institute (MDI)

The Comprehensive National Development Strategy
for 2007-2021 based on Mongolia's Millennium
development goals' that has been developed by the
Government of Mongolia with the broad participation of
academia, politicians and the general public has been
approved by the Parliament resolution #12 dated January
31, 2008. The purpose of this report is to determine the
needs for and the possibilities of implementation of the
Economic development strategy promoting exports (the
Strategy) based on results of research of economic
development strategies implemented in different countries
worldwide over the second half of the past century and to
date. This report also proposes some priority measures to be
taken to facilitate the implementation of the strategy based
on the analysis of the quintessence and expected outcome
indicators of the Economic development strategy promoting
exports within the Comprehensive National Development
Strategy.

1. Economic Development Strategy Promoting Exports
and the Experiences of Selected Countries

1.1 Quintessence of the Strategy

Economic development strategies implemented in
different countries since the second half of the last century
and to date can be divided into two main categories: 1)
strategy promoting import substituting industries and ii)
export promotion strategy.

Import replacement strategy or economic development
strategy promoting self-sufficiency in meeting the domestic
demand was the prevailing strategy in most of the poorly
developed countries from 1930s until 1960s. A
quintessence of this strategy is to replace the imported
goods with the domestically produced goods.

Most of the countries that pursued the import
replacement strategy succeeded to achieve high growth
rates at the initial stages of their development by maximum
mobilization of their material and human resources.
However, these counties have later experienced a dramatic
slowdown in economic growth and great challenges in their
economies due to limited purchasing power of domestic
markets, significant domestic investment requirements, no
access to the world market in some cases, and an unfair
distribution of revenues in favor of capital owners.

In South Korea, for instance, after the war the
government provided a great support to the import
substituting industries. In 1950s the main drivers of the
economic growth were the import substituting industries.

During this period the export has been growing by 5 percent
only. By 1957 the country started to face difficulties,
including stagnation in import substituting industries due to
shortfall in the purchasing power at domestic market, which
led to the instability in the society of the country. There are
several countries that have experienced similar situations.

Summing up of the discussions and disputes between
the academia and politicians taking place over the last 40
years with regard to the economic development strategy
shows that most of them now are critical towards the
strategy promoting import replacement or self-sufficiency in
meeting the domestic demand. Instead, an export promotion
strategy or the external market oriented strategy has been
considered as a better way for economic development.

A quintessence of the export promotion strategy or the
strategy oriented to the external markets, according to the
most of researchers, is that it opens opportunities for more
optimal and full utilization of the country's advantages. In
other words, exploitation and utilization of the advantages
creates a broad spectrum of opportunities for increase of
demand and investment from the external sources, and not
depending on the domestic sources only. In addition, this
creates a favorable environment for timely introduction of
new technologies and new standards as a result of
competition in the world market, as well as obtaining the
right information on cost and prices of goods and services.
On the other hand, it opens doors for the population of the
country to enjoy the products and services that meet the
requirements of the international standards.

The researchers also consider that the export
promotion strategy plays an important role in establishment
of the knowledge based economy as a result of introduction
and utilization of the good practices of the developed
countries.

A concept of the knowledge based economy includes a
widespread implementation and use of the high-tech and
ICT along with new knowledge in all sectors of the
economy. In other words, it means the extensive use of the
most advanced, intellectual knowledge built up by the
human kind in determining and implementation of the
economic development policies at macro- and micro-
levels, organization and management of all sectors of the
economy.

1.2 The Experiences of Selected Countries

South Korea, Taiwan, Singapore and Hong Kong are
the countries that are successfully implementing the export
promotion strategy since the 1960s. The researchers
consider that the leap economic development of South

' Millennium Development Goals-based Comprehensive National Development Strategy of Mongolia, Ulaanbaatar 2008. pp. 145



Korea started from the successful implementation of the
export promotion strategy in 1960s. The export promotion
strategy created the opportunity for South Korea to go
beyond its relatively small size domestic market. The
energetic and dynamic political leaders of that period fully
supported the export promotion strategy and created the
powerful planning infrastructure. Development and
implementation of the medium-term or five-year
development plan within the framework of export
promotion strategy has greatly contributed to the rapid
economic development of the country. Japan also developed
and implemented several five-year plans. Formation and the
optimal utilization of capital accumulation from the foreign
direct investment, external loans, foreign aid and domestic
monetary reserves played a significant role in rapid
development of Korea to the existing level. For this
purpose, the state specialized banks, such as Korea
Development and Korea Exim Bank, have been established
which contributed to a drastic increase of the medium- to
long-term investment financing. These banks were
extending the immense amount of loans to the export
oriented national enterprises with favorable terms and
conditions using in first place the Government and National
investment fund (NIF) sources as well as the external
financing. During this period the unemployment and
poverty in the country substantially decreased as the
households' income significantly increased. Another factor
of the country's rapid economic development was the
promotion of developing export oriented services along
with the export oriented industries. Taiwan, Singapore and
Hong Kong have achieved successes in their development
in the similar ways. The experiences of South Korea,
Taiwan and Singapore serve as a model for many countries
in the world.

2. Need for Implementation of the Economic
Development Strategy Promoting Export in Mongolia,
Resources and Possibilities for it

2.1 Need for implementation of the Strategy in Mongolia

There is an immense need for the implementation of
the economic development strategy promoting export in
Mongolia. The need for this can be briefly described as
follows:

1) Immense need for opting for and implementing the
economic development strategy promoting exports in order
to achieve a vital goal to increase the national income for
rapid improvement of the living standards of population
over a relatively short time.

According to the World Bank classification, Mongolia
is in the category of the lower middle-income countries.
Compared to the high income countries, the Mongolia's
GNI per capita is 18 times lower than in the USA, 15 times
lower than in Japan, 8 times less than in South Korea, 4
times less than in Russia and 1.5 times lower than in China.

The fact that the living standards in Mongolia is still
low and the growth rate of the country's GNI per capita is
also too low makes the country vulnerable, and Mongolia is
facing a threat of falling into an "permanent whirlpool of
poverty" due to widespread poverty in the country.

Living standards measurement surveys of 1995 and
1998 show that 36.3 percent of the total population of
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Mongolia in 1995 and 35.6 percent of population in 1998
were poor (39.4 percent in urban areas and 32.6 percent in
rural Mongolia). According to the household income and
expenditure survey conducted by the National Statistical
Office in 2004 36.1 percent of Mongolians lived below the
national poverty line.

Based on the MDGs implementation report, the
poverty rate has declined to 32.2 percent in 2006; however,
some recent surveys suggest that the share of poor in the
country in 2007 accounted for 35.2 percent. In 2011,
poverty headcount accounted for 29.8 percent of the
population.

In such circumstances the need for multiple increase of
the gross national income in a relatively short time is vital
for our country to join the group of upper middle income
countries, and further to the category of high income
countries in order to radically improve the living standard
of the population. It becomes necessary to drastically
expand the economy to achieve this goal, and this means
that it is required to increase the GNI per capita twelve
folds to reach the existing level of South Korea.

For our country with its' too small domestic market the
expansion of the non-export oriented industries and services
would lead to decrease of the sales of products and services,
and subsequently, to stagnation of the industries and
economic crisis, triggering instability in the society, a
similar situation to what happened in some countries in the
1960s. Therefore, it is more constructive to opt for and
implement the export promoting and external market
oriented economic development strategy.

2) There is also a need for opting for and implement-
ing the economic development strategy promoting exports
in linkage with the goal to improve the structure of the
economic sectors. In the developed countries, the
contribution of the services sector to the gross domestic
product (GDP) is about 71 percent, the contribution of
industry is 27 percent and of the agricultural sector share is
2 percent, whereas in low income countries the services
sector's contribution to GDP is about 50 percent, the
contribution of industry is 25 percent, the same as the
contribution of agriculture. In Mongolia, the services sector
contributed to GDP 52 percent in 2011, the contribution of
industry and construction was equal to 35 percent and
agriculture contributed 13 percent, which is close to the
composition of GDP in poorly developed countries (Figure
1).

In addition, the quality of structure of the economy is
at a very low level. For instance, the retail and whole sales
are still prevailing in the services sector of Mongolia,
whereas mining dominates in the industrial and construction
sectors, and the climate and the environment dependent
animal husbandry is still a major contributor to the
agricultural sector output. Therefore, another long-term
central goal of Mongolia is to steadily improve the structure
of the economic sectors. Improvement of the structure of
the economic sectors in Mongolia means, using the simple
terminology, the development of the modern sectors of the
economy producing new value added, in other words, to
dramatically increase the processing industries and
production of final products, intensify the agriculture and
reduce its dependency on climate and natural disasters and
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Figure 1 Change of the Industrial Composition of Mongolia's Gross Domestic Product by Divisions
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increase the share of tourism in the services sector. By
achieving this goal the total production and services will
also tremendously increase as a whole. In case of increase
of the total production and services the purchasing power of
the domestic market might be not enough to absorb as
mentioned earlier, therefore, going for and implementation
of the export promoting economic development strategy
becomes of a great importance.

3) There is a need for opting for and implementing the
economic development strategy promoting exports in
relation with the requirement for introduction of the
advanced technologies in production and services. The 21st
century is defined as a "technological century". The
technological progress serves as one of the main indicators
of the development level of a particular country. The
industrial sectors in the world can be classified by the
technological sophistication as high technology, upper
average technology, lower than average technology and low
technology level sectors. In high income countries mostly
employ the high sophisticated technology in production and
services. But in our economy the outdated technology is
prevailing in industries, and there is a small share of goods
produced using a low level of technology. There is almost
no use of advanced and sophisticated technologies.

4) The significance of the economic development
strategy promoting exports is even more increased in
connection with globalization process. A favorable
environment for export promotion is currently in place as
the openness of many countries' markets s is increasing, and
many countries in the world actively use this opportunity. It
is necessary for Mongolia to fully utilize the ample
opportunities of globalization. It is very important,
especially for Mongolia with the small size of its domestic
market, to attract more customers in our neighboring China
and Russia. The demand in both countries for the goods
produced using more advanced, sophisticated technologies
is steadily increasing.

5) The economic development strategy promoting
exports becomes more eminent in connection with the
necessity to reduce vulnerability to any economic crisis by
improving the foreign trade as a whole. The foreign trade of
Mongolia entirely depends on fluctuation of the world

market prices as the key export commodities are the cheap
raw materials originated from the animal husbandry and
minerals, and in addition, we import many items which can
be produced domestically and even can be exported to the
external markets. In other words, our export and import are
too vulnerable to adverse impacts of negative changes in
the world market.

2.2 Some possibilities and resources of implementing the
Strategy

There are sufficient resources and possibilities for
implementing the economic development strategy
promoting exports. First of all, there are ample mineral
resources for developing export oriented mining industries.
For instance, there are world class deposits in terms of
conditions for exploitation and quality of deposits, such as
Oyu Tolgoi copper and gold deposits, Tavan Tolgoi
cocking coal, Tsagaan suvraga copper, Asgat silver, Tsav
non-ferrous metals, Tumurtei iron, Choir-Nyalga coal and
bitumen, Tsaidam brown coal, Mardai and Gurvan Bilag
uranium deposits and etc.

Mongolia is also rich in sources of raw materials of
animal husbandry origin. Currently, Mongolia as able to
produce only 220,000-240,000 tons of meet, 20,000 tons of
wool, about 5,000 tons of cashmere annually, while having
more than 40 million of livestock and exports most of them
unprocessed as raw materials, which is unfortunate. Only
less than one fifth of the total number of the livestock is
used in economic turnover. There is a possibility to increase
the production of raw materials from the animal husbandry
two to three folds. There is an opportunity to benefit a lot
from the access to the global market in case Mongolia is
able to fully process the ecologically clean raw materials
using the modern advanced technology and produce final
products, taking into account the steadily increasing
demand for ecologically clean products in the large Chinese
and Russian markets. In other words, there are sufficient
resources of raw materials in Mongolia for the development
of export oriented food and light industries.

There is also a possibility for Mongolia to intensively
develop modern services sectors, including tourism.
Today's Mongolia is one of the few countries which have



preserved the nomadic civilization as the large part of its
population is still has a nomadic style of life. The nomadic
style of life and nomadic culture was and is still attracting
an interest of the tourists from around the world. There is
an opportunity to attract more foreign tourists by creating
tourist attractions of the time of XIII century on the sites,
where the historical events of the Great Mongol Empire
took place.

On the other hand, Mongolia is one of the few
countries in the world with unique environment and vast
territory covering the different geographical zones and
subzones starting from the Gobi desert, steppes, forest-
steppes to tundra. Therefore, there is an opportunity for the
extensive development of the eco-tourism.

There is a possibility for the development of the
modern services sectors, such as transit transportation and
financial services. The vertical axis of the Millennium road
connects our neighboring countries; therefore, it is possible
to benefit from the development of transit transportation
connecting two large markets of China and Russia.

In addition, there is a possibility to develop the
Ulaanbaatar city as a center to provide reliable and high
quality financial services for North-East and Central Asia,
similar to what Switzerland does.

There is also a possibility to become an energy
exporting country by developing the energy sector based on
the coal resources.

3. Quintessence of the Economic Development Strategy
Promoting Exports within the Comprehensive National
Development Strategy and Expected Outcomes

3.1 Quintessence of the Strategy within the Comprehen-
sive National Development Strategy

A Chapter 3 on "The principles, vision and priorities
of Mongolia's development" of the Comprehensive National
development strategy describes the essence of the Economic
development strategy of our country. For example, three
out of six priority areas of Mongolia's development are
closely related to the economic development of the country:
the second priority is to "intensively develop export-
oriented, private sector-led, high technology-driven
manufacturing and services, with particular focus on
information, communication development, promoting bio
and nanotechnology, transit transportation, logistics,
financial mediation services, deeper processing of
agricultural products, and create a sustainable, knowledge-
based economy"; the third priority is to "exploit mineral
deposits of strategic importance, generate and accumulate
savings, ensure intensive and high economic growth, and
develop modern processing industry"; the fourth priority is
to "ensure intensive development of the country's regions,
their infrastructure, and reduce urban-rural development
disparities".

A Comprehensive National development strategy,
especially the second and the third priorities clearly define
the essence of the economic development strategy
promoting exports of our country in connection with the
reality. Having said that it can be considered that a special
attention is paid to making the country less dependent on
the mineral resources by diversification of the country's
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economy through the adoptation of the advanced
technologies in industries and services, intensive
development of the export oriented mining processing
industries and services and radical increase of the
production of goods and services that meet the international
standards and requirements.

A Comprehensive National development strategy
defines the goals and objectives of the economic sectors
development strategy based on the economic development
strategy promoting exports. For instance, in the mining
sector the objective is to build up the capital accumulation
and financial potential for establishment of the knowledge
based economy by developing the export oriented mining
industry using the copper and gold from Oyu Tolgoi and
coal from the Tavan Tolgoi strategic deposits employing
the advanced technologies; for the processing industries,
the objective is to develop the industries producing final
goods that are able to compete in the global markets; in
agruculture, the goal is to increase production, deepen the
processing and increase exports of goods of animal
husbandry origin; in the tourism sector, the objective is to
develop the export oriented service sector for attracting
more tourists to increase the number of tourists equal to the
number of population. A Comprehensive National
Development Strategy attaches a great importance to the
export oriented development of infrastructure sector as
well. For instance, it specifies the development of the sector
towards exporting of energy, development of the regional
transportation bridging between the two neighbors and
connecting Asia and Europe providing the freight
forwarding services.

The Comprehensive National Development Strategy
identifies development and implementation of the new
national programs and amendments to the existing
programs, such as programs on "Minerals", "Technology",
"Infrastructure”, "Water", "Rural development", "Tourism",
"Housing", "The cities", "Education", "Health" and "Food
security".

While defining the goals and objectives of the sectors
development strategies the calculation of the development
resources and possibilities has been made as well as the
ways of achieving the goals have been identified through
the implementation of the above mentioned programs.

Within the Comprehensive National development
strategy a special attention has been paid to the creation of
the favorable macro-economic environment for the
implementation of the economic development strategy
promoting exports.

There are several objectives on supporting in an
optimal way the export oriented industries and services
through the means of budget, taxation and monetary
policies. For example, objectives on "...introduction and
adoption of the advanced technologies in export oriented
mineral, wool and cashmere, dairy and skin and hides
processing industries... will be supported by the optimal
tax policies"; in addition "...to support by the tax policy
"... the export oriented services, tourism sector and
production of the "brand" products ..."; as well as
objectives on "... allocation of the public investment funds
based on the targeted programs, master plans and projects
on socio-economic development, increase investment in
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infrastructure”.

Defining the long term macro- economic policy as
above is crucial for the successful implementation of the
abovementioned strategic objectives on development of real
sectors of the economy. Based on the abovementioned it
can be considered that the strategy on development of real
sectors of the economy within the economic development
strategy promoting exports under the Comprehensive
National development strategy have been defined based on
country's demand, existing possibilities and resources, and
in addition, it gives an opportunity for optimal utilization of
the macro-economic instruments to support the
development of real sectors of the economy.

3.2 The key expected outcomes of the implementation of
the Strategy within the Comprehensive National
Development Strategy

In case the economic development strategy promoting
exports within the Comprehensive National development
strategy is implemented successfuly we can succeed the
following results:

The research conducted in the national Development
Institute shows that at the current stage the start of the
exploitation of the strategic deposits such as Oyu Tolgoi
and Tavan Tolgoi deposits will lead to a high economic
growth rate.

For instance, we consider that until 2015 or in the mid
of the first stage the economy will grow by at least 14
percent a year, the GDP per capita will reach at least YS$
5,000; and the share of industry and services in the
economy will steadily increase with the flourishing of the
intellectual industries and services and setting up the
foundation for the knowledge-based economy. At this
stage, first of all, with the substantial incease of the
extraction of the minerals, increased share of the processing
industries in GDP and adoption of the advanced
technologies the competitiveness of the products will
increase.

The modern services, including the tourism sector will
intensively develop. It is considered that with the creation
of the opportunities for the development of software
industry and export of softwares a consumption of these
types of products will increase. Along with the development
of agriculture and food industries, and increased supply of
the population with the foodstuff, the adoption of the bio-
technology, genetic enjineering methods, improving the
quality of livestock breading and increasing the harvest of
plants it would be possible to increase the annual production
of wheat 4 folds and the production of potatoes and
vegetables by 1.5 times.

Modern cities of 10,000-20,000 population will be set
up around the large startegic deposits, such as Oyu Tolgoi
and Tavan Tolgoi deposits.

The economic growth will enable more employment
opportunities increasing the population income, including
wages, pensions and social welfare, leading to the reduction
of poverty by half and bringing a success in development of
the health and education sectors making possible to achieve
the Millennium development goals.

At the second stage or in 2016-2021 it would be
possible for the economy to grow by at least 12 percent a

year, and reach at least US$ 12,000 of GDP per capita with
the expansion of the intellectual industries and services and
development of the knowledge-based economy, and to
bring Mongolia a status of middle-income counry. At that
time there will be a possibility for our population to use
final goods produced domestically according to the
international standards and sold at the external markets as
Mongolia will become a country that adapted to and
adopted the modern technologies. It will be possible at that
time to become self-sufficient in supplying the petroleum
products to fully meet the domestic demand with the
intensification of the process of transition from the
extracting minerals to the production of end-products.
Along with this the develppment of farms will take place
and the demand of the population in in food products will
be fully met by the domestic production of the exologically
clean products creating the opportunity for the country to
become an exporter of the variety of foodstuff.

There will be a modern transportation and
communication infrastructure fully competitive in Asia and
in the region as well as the energy infrastructure. The length
of the paved roads will reach 11,000 km, and the second line
along with the main railroad as well as a railnetwork
connecting Western, Eastern and Gobi regions will be in
place. Mongolia will be self sufficient in supplying energy
and heat from its own sources and be able to export energy
to the global market. With the further development of the
tourism sector the number of tourists a year will reach the
number of country's population.

A share of industry and services in GDP will steadily
increase and reach 92 percent in 2021 leading to an
improved structure of economy similar to the economic
structure of the developed countries.

In case the per capita GDP reaches at least US$ 12,000
according to the Comprehensive National development
strategy it would be possible to increase the monthly wages
and salaries to US$ 1,000-2,000. In other words, with the
successful implementation of the Comprehensive National
development strategy the country will enable the favorable
environment for the population to enjoy working and living
in home country.

4. Some Ways to Facilitate the Implementation of the
Strategy

It is considered that the following measures need to be
taken immediately in order to facilitate the implementation
of the economic development strategy promoting exports
within the Comprehensive National development strategy:

1. According to the resolution of the Parliament on
approval of the Millennium Development Goals-based
Comprehensive National Development Strategy, it is
necessary to develop a mid-term or 3-5 years socio-
economic development plan for the approval by the
Parliament and subsequent implementation. This policy
paper should reflect the resources, possibilities and the
ways for implementation of the economic development
strategy promoting exports in the medium-term period in
details using the indicative planning methodology.

2. It is critical to develop the new national programs
and the amendments to the existing programs specified in
the Comprehensive National Development Strategy, such



as programs on "Minerals", "Technology", "Infrastructure",
"Water", "Rural Development", "Tourism", "Housing",
"The Cities", "Education", "Health" and "Food security"
and organize their implementation without any delays.

3. It was mentioned earlier that the quintessence of the
economic development strategy promoting exports within
the Comprehensive National Development Strategy is to
make the country less dependent on mineral resources by
the diversification of the country's economy through the
adoption of the advanced technologies in industries and
services, intensive development of the export oriented
mining processing industries and services and radical
increase of the production of goods and services that meet
the international standards and requirements. Therefore, it
is imperative for the Government to focus on the following
areas:

1) It is crucial to start the exploitation of the strategic
deposits reflected in the Comprehensive National
Development Strategy, such as Oyu-Tolgoi copper and gold
deposits, Tavan Tolgoi cocking coal, Tsagaan suvraga
copper, Asgat silver, Tsav non-ferrous metals, Tumurtei
iron, Choir-Nyalga coal and bitumen, Tsaidam brown coal,
Mardai and Gurvan Bilag uranium deposits and etc.
employing the advanced technologies without any delays.

2) It is essential to start immediately the establishment
of the industrial and technological parks and compounds in
Ulaanbaatar city, Darkhan-Uul, Selenge, Gobisumber,
Dornod, Orkhon, Khovd and Zavkhan aimags as well as in
Khar-khorin according to the Comprehensive National
development strategy. Here it is advisable to implement
cluster development approach. The establishment of those
industrial and technological parks and compounds will
allow to create, first of all, the possibilities for production
of the final goods by full processing of the raw materials of
the animal origin employing the advanced technologies
with the subsequent export of those end-products to the
global markets, taking into account that the demand and
consumption of such products is steadily increasing in
China and Russia which are the world large markets.

3) There is a lot to do with regard to acceleration of
the development of the modern services sector, including
the tourism sector as specified in the Comprehensive
National Development Strategy. There are possibilities and
resources to manage this.

4) It is essential for each ministry at the Government
level to develop the short- and medium-term plans to
accelerate the work on implementation of the
Comprehensive National Development Strategy.

4. It is critical to develop a comprehensive strategy on
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development of aimags within the Comprehensive National
Development Strategy in order to increase the contribution
of the aimags in the development of the country as well as
to eliminate "bad habits" of aimags to look at the state
budget subsidies. Currently, several provinces, like Gobi-
Altai, Zavkha, Dornod and Darkhan-Uul aimags have
developed or are working on the development of their
respective aimag's comprehensive development strategies
based on the Comprehensive National development
strategy.

5. There is a need for the improvement of the annual
socio-economic guidelines and the budget framework as
well as the budget and monetary policies within the
Comprehensive National Development Strategy. Currently,
while preparing the draft consolidated budget the trend on
comparing the indicators with the previous year's indicators
is prevailing, and the planning and the budgeting taking
into account the future is lacking. It is essential to improve
the work of the "Development bank of Mongolia" as
reflected in the Comprehensive National Development
Strategy for drastic increase of the financing of the mid-
and long-term investments.
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Some Ways to Develop Sea Buckthorn Cluster aimed at
Improving the National Competitiveness of Mongolia

D. Batmunkh
Researcher, Mongolian Development Institute

1. Need for Mongolia's sea buckthorn cluster development

Cluster development is necessary to support the
country's vital objective to achieve fast and measurable
improvements in people's livelihoods and ensure growth in
national income.

GNI per capita in Mongolia is low, and therefore
peoples' livelihoods often are insufficient and the threat of
"the cycle of poverty" remains prevalent. This observation
is being confirmed by numerous researches. The population
income census of 1995 showed that 36.3 percent of the
population was living in poverty at that time. The 1998
census identified 35.6 percent of the population (39.4
percent of urban and 32.6 percent of rural residents) as
poor. In 2004, the "Household Income and Expenditure
Survey/Living Standards Measurement Survey' by the
National Statistics Office of Mongolia showed that 36.1
percent of the country's citizens lived below the poverty
threshold. The office estimates that in 2011 29.8 percent of
Mongolia's population remained poor, with the figures
varying between 38.9 percent in the Khangai region, 34.3
percent in the Eastern region and 30.2 percent in the
Western region. Poverty rates in rural regions are continue
to grow.

Under these circumstances, achieving fast and multiple
increases in the GNI leading to the transition into the upper
middle income and further to the high income category and
creating significant improvements in people's livelihoods is
becoming a vital national objective. Realization of this
objective can only be undertaken through very high growth
of the economy, or, namely, production and service sectors.
Just to reach the current South Korean level of income,
Mongolia needs to increase its per capita GNI by almost 10
times. Building and developing clusters will be a major tool
to achieve this objective.

Cluster development is necessary to improve the
structure of the national economy.

In developed countries, almost 71 percent of the Gross
Domestic Product (GDP) is contributed by services, 27
percent by industry and 2 percent by agriculture. In
contrast, in low income countries the service sector
provides 50 percent, industry 25 percent, and agriculture 25
percent of the GDP. The Mongolian GDP structure in 2011
resembled that of a low income, developing country with
13 percent coming from agriculture, 35 percent from
industry and construction, and 52 percent from services.

In addition, the economy is considerably fragile from a
structural point of view. Particularly, the country's service
sector is mostly comprised of wholesale and retail trade,
extractive industries are predominant in the industrial and
construction sector, and agriculture is dominated by
pastoral animal husbandry which is highly dependent on
climatic conditions. Thus, structural improvement of the

national economy is another vital objective for Mongolia.
In simple words, improvement of the economic structure
needs to start with expanding processing or end-product
manufacturingin the industrial sector, reducing the
dependence of agriculture on nature through
industrialization, and modernizing the service sector
through development of high value added industries such as
tourism. Building and developing clusters will be
instrumental for achieving these objectives.

Cluster development is necessary to improve the
structure of Mongolia's foreign trade and strengthening the
economy.

Overall, Mongolia's foreign trade is extremely
vulnerable to price fluctuations in global markets as it is
dominated by mineral and livestock based raw materials
which command prices several times lower than finished
goods. On the other hand, the country imports products that
potentially can be produced domestically, satisfying not
only internal demand but international markets as well.

2. Competitiveness of sea buckthorn cluster

Situational analysis of factor conditions

Sea buckthorn cultivation in Mongolia is increasing
within the framework of the national 'Sea buckthorn' and
'Green Wall' programs. In 2009, prior to adoption of the
national 'Sea buckthorn' program, 80% of 1,200 hectares
for horticulture cultivation were used for growing sea
buckthorn. The 'Sea buckthorn' program was ratified in
March 2010, and within 2010, the total cultivation area
doubled to 2,210 hectares. While a certain share of sea
buckthorn plantations are state sponsored, private sector
investment both at the household and company level is
flourishing. In 2011, the total area used for sea buckthorn
cultivation reached 4,000 hectares and further expanded to
6,000 hectares in early 2012. The national 'Sea buckthorn'
program aims to increase the cultivation area to 10,000
hectares in 2012 and 20,000 hectares by 2016. 17,000
hectares are planned for commercial fruit production, and
the remaining 3,000 are mainly for combating
desertification and soil erosion.

In 2009, Mongolia harvested approximately 500 tons
of sea buckthorn; output increased to 900 tons in 2011 as a
result of the efforts by 700 household and corporate sea
buckthorn growers. The national 'Sea buckthorn' program
aims to achieve a 3,500 ton harvest in 2012, further
increasing it to 7,000 tons in 2016. According to the
Mongolian Sea buckthorn Growers and Producers
Association, Mongolia is fully capable to harvest 30,000
tons of fruit annually by increasing per hectare yields.

Sea buckthorn cultivation and processing in Mongolia
is concentrated in Uvs, Tuv, Selenge, and Darkhan aimags.
Uvs aimag has the highest number of sea buckthorn
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enterprises. Cultivation is increasing in Bayankhongor,
Bulgan, and Uvurkhangai (Kharkhorin soum) aimags.

Research and development organizations are actively
working to develop new technologies for industrial
processing and manufacturing of various sea buckthorn
products. As global demand for pure, natural products
increases, opportunities for Mongolia to export its products
will grow.

The authors calculated aimag sea buckthorn cultivation
indices based on aimag cultivation area statistics of 2011.
Aimag statistics were compared to the nationwide total to
calculate individual aimag percentages. Afterwards,
percentages for individual aimags were converted to aimag
sea buckthorn cultivation indices using the formula on page
(Table 1).

Aimag sea buckthorn cultivation indices are highest
for Uvs, Selenge, Uvurkhangai, Bulgan, Tuv, and Khovd
aimags. Indices for Darkhan-Uul, Zavkhan, Bayankhongor,
Govi-Altai, Arkhangai, Khentii, Khuvsgul, Orkhon, Bayan-
Ulgii, and Dornod aimags are average.

As crop cultivation sector in Mongolia developed
intensively during the previous socialist system, a qualified
labour supply for horticulture, in particular sea buckthorn
cultivation exists. Individual households are also growing
sea buckthorn. The University of Agriculture and the
School of Foodstuff Engineeing and Biotechnology of the
Mongolian University of Science and Technology are
training personnel in related professions.

Table 1 Sea buckthorn Cultivation Indices

in 2011, by aimags

Sea buckthorn

. Share in cultivation index
Aimag Cultivation nationwide Vi

area, ha total Ji=——

Vinax
Uvs 625,4 17,6 1,000
Selenge 620,0 17,5 0,991
Uvurkhangai 616,8 17,4 0,986
Bulgan 260,3 7,3 0,416
Ulaanbaatar 258.,7 7,3 0,414
Tuv 2487 7,0 0,398
Khovd 174,8 4,9 0,279
Darkhan-Uul 79,6 2,2 0,127
Zavkhan 79,4 2,2 0,127
Bayankhongor 78,4 2,2 0,125
Govi-Altai 75,5 2,1 0,121
Arkhangai 70,8 2,0 0,113
Khentii 67,1 1,9 0,107
Khuvsgul 61,1 1,7 0,098
Orkhon 55,7 1,6 0,089
Bayan-Ulgii 52,5 1,5 0,084
Dornod 472 1,3 0,075
Dundgovi 21,8 0,6 0,035
Sukhbaatar 18,6 0,5 0,030
Dornogovi 11,5 0,3 0,018
Umnugovi 10,9 0,3 0,017
Govisumber 9,7 0,3 0,015

Total 3544,5 100,0

Source: Own research, Ministry of Industry and Agriculture

State and private investments into sea buckthorn
cultivation areincreasing. A number of large-scale
processing enterprises, such as "Shar doctor" and "Uvs sea
buckthorn", has been set up in Ulaanbaatar city and Uvs
aimag. As production of sea buckthorn products increases,
imports are also rising to 10,00-15,000 tons per year. A
5,000 ton annual sea buckthorn processing facility is being
planned to be established in Uvurkhangai aimag with
financing by a concessional loan from China.

As most sea buckthorn resources are concentrated in
the Western region, in particular the Great Lakes basin, Uvs
aimag and Zavkhan river basin areas, and with the emphasis
being put on establishing major processing capabilities
locally, the importance of infrastructure development has
further increased. Large-scale, long-term objectives for
development of Mongolia's auto road networks have been
formulated in such policy documents as the "Comprehensive
National Development Strategy" and the "2020 Road
Network Development Master Plan". Paving of new roads
in the regions will improve infrastructure connections
which in turn will benefit the sea buckthorn sector.

Situational analysis for demand conditions

With strengthening purchasing power of the
Mongolian consumer, demand for foodstuffs, in particular
sea buckthorn products, is increasing. Sea buckthorn is rich
in vitamins and nutrients beneficial for human health, and it
is also widely used in medicines and beauty products.

For the past few years, consumers have been putting
forth ever stricter requirements on food product and service
quality. Accordingly, demand for high quality, international
standard eco-foods is growing, and importance of food
safety and eco-production concepts is gaining stronger
ground. Major domestic food producers are adopting
Hazard analysis and critical control point (HACCP)
systems, and the ISO14001 and ISO22000 international
standards, and consumers are taking notice of these
developments. The fact that demand by Mongolian
consumers for quality of domestic food products and related
services is strengthening provides a sound incentive for a
faster development of the sea buckthorn sector.

Global demand for eco-products, including sea
buckthorn, is also growing exponentially. Consumption of
sea buckthorn products for prevention of respiratory tract
diseases is growing in cold climate countries of Asia,
Europe and Americas. It shows that Mongolian sea
buckthorn-based eco-products have strong potential to
attract consumer demand both domestically and
internationally.

Situational analysis for related and support industries

Today, collaboration between the majority of
Mongolian companies engaged in sea buckthron cultivation
in the regions, remains very weak. There are no feedback
mechanisms in the chain and end results of any
collaborative activities are not being shared among all the
participants.

Smaller companies, in particular regional producers,
experience chronic shortages in working capital and
investment funds. In some cases, they are unable to secure
all the necessary raw material and inputs for production,




and as a result, sea buckthorn cultivation areas and harvest
yields decrease leading to processing entities in the next
level in the chain to suffer from unavailability of raw
materials. This weakens linkages among companies along
the sea buckthorn production chain and distabilizes overall
sector operations.

Professional competencies of industries related to and
supporting the sea buckthorn sector, namely information,
banking, insurance and other industries, are improving
sizably. Commercial bank branches operate in all aimag
and soum centers and some large banks are present in all of
them. Accelerating development of these industries
constitutes another favorable factor to support the growth of
future sea buckthorn clusters.

Analysis of firm's strategy, structure and rivalry

Major domestic sea buckthorn cultivation and
processing companies include Uvs khuns of the UFC group,
Uvs sea buckthorn LLC, Entum LLC, Gangar invest LLC,
Khaan jims LLC and Tovkhon jims LLC. Furthermore,
there are numerous small and micro enterprises and
households who grow sea buckthorn and produce sea
buckthorn juice and wine.

Regional sea buckthorn companies commonly lack
modern cultivation and harvesting machinery which
negatively impacts on both cultivation technologies and
yields. Due to this severe underdevelopment of sea
buckthorn related expertise and capacity, only 50-70
percent of fruit is harvested.

Mongolia's sea buckthorn enterprises are to a large
extend dependent on foreign markets for production inputs.
The Diamond model of the sea backthorn industry is
illustrated in Box 1.

Based on the Diamond model analysis of the Mongolian
sea buckthorn sector, the authors are confident that sector
weaknesses can be rectified through building sea buckthorn
clusters able to utilize the current competitive advantages of
the industry.

Mongolia's sea buckthorn industry is developing
equally in both Ulaanbaatar city and the regions. There are
large processing factories not only in Ulaanbaatar, but also
in Uvs, Zavkhan and Govi-Altai aimags.

Analysis of sea buckthorn cultivation in aimags and
current location of major processing enterprises shows that
national sea buckthorn clusters can be established in
Ulaanbaatar and Darkhan cities, as well as in Uvs aimag.
Within the framework of the study, the authors identified
potential candidates for major operators of national and
regional clusters. For national clusters they include: in
Ulaanbaatar — Shar Doctor sea buckthorn factory, in
Darkhan — Tovkhon Jims LLC and Khaan Jims LLC, and in
Uvs aimag — UFC Group and Uvs Chatsargana LLC. For
regional clusters the authors recommend: Zavkhan Bayalag
JSC in Zavkhan aimag and Gangar Invest LLC in
Uvurkhangai aimag'.

"Shar Doctor" sea buckthorn factory, a potential major
operator for the Ulaanbaatar national sea buckthorn cluster,
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is the largest sea buckthorn processing entity in Mongolia
with capacity to process 5 tons of fruit per day. The
company currently cannot source locally the full amount of
raw materials it requires and it has to import a certain
quantity from China. Analysis of the sea buckthorn
production value chain demonstrated that harvest losses are
high due to deficiencies in harvesting techniques. Creation
of a national sea buckthorn cluster will help rectify the
situation and foster growth and development in the
cultivation segment.

3. Some ways to develop sea buckthorn cluster

Mongolia does not have any stand-alone legislative
acts aimed at promoting cluster development. Nevertheless,
as both the Parliament and Government of Mongolia have
been addressing the need to establish and develop industrial
and technology parks in the country, certain legislative
background is already in place. It is expected that the above
legislation enacted by the Parliament and Government of
Mongolia will promote the establishment of various clusters
in the country. Therefore the Government of Mongolia to
take some actions to establish and develop sea buckthorn
cluster in the country. In particular, the government should:

1) Develop and adopt a sea buckthorn cluster concept
for Mongolia;

2) Formulate and implement a medium term action
plan for the sea buckthorn cluster concept;

3) Plan and implement programs of sea buckthorn
cluster;

4) Establish a country-wide financial support structure
to provide assistance to regional and aimag's sea buckthorn
cluster initiatives;

5) Create a database of international sea buckthorn
cluster initiative information;

6) Take comprehensive measures to report on and
introduce best international practices in sea buckthorn
cluster development;

7) Implement wide-ranging actions to support
internationalization of sea buckthorn cluster;

8) Organize regular conferences and workshops on sea
buckthorn cluster development, policies and mechanisms
for the central and local governments;

9) Establish national, regional and aimag level
structures to monitor and evaluate the effectiveness and
development of sea buckthorn cluster;

Develop and implement marketing programs for
promotion of Mongolia's regions and aimags on international
markets.

" Interview with D.Nasanjargal, Chairman of the Association of Seabuckthorn Growers and Processors of Mongolia. May 2012.
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Box 1 Diamond Model analysis for Mongolia's Sea buckthorn Sector

Factor conditions

I The national “Sea buckthorn” program is under
implementation. As a result, the country will be able
to increasingly meet internal and export demand

M Sea buckthorn cultivation is low-cost and provides
pure eco-products.

M Private sector investment inthe Mongolian sea
buckthorn industry is increasing.

M Road and other infrastructure investments are
incresing.

M Good supply of qualified labor (MUST, Institute
of technology).

Sea buckthorn cultivation and harvesting are
dominated by traditional technologies and are
vulnerable to nature-related risks.

Irrigation of cultivation fields is inadequate.

Demand conditions

M Improving purchasing power of consumers.
M Increasing adoption of global standards
including HACCP, ISO-14001, and ISO-
22000. Higher consumer requirements for
product quality and related services.

M Growing international demand for eco-food.
Railway connection to Russia and China
markets.

Firm strategy,
structure and

rivalry
N
Factor < > Demand
conditions conditions
Y
Related and
support
industries

Firm’s strategy, structure and rivalry
M Emergence of national sea buckthorn

Related and support industries
M Emergence of professional associations

(Mongolian ~ Sea  buckthorn ~ Growers and  Producers. o
Producers Association). M Growth of nationwide sea buckthorn
M Accelerated development of Mongolia’s ~ Output.

Companies procure production inputs
from overseas, exacerbating the problem of
external economic dependence.

Absence of modern standards and

banking, insurance, = communications  and
information industries.
Weak collaboration among crop cultivation

companies. Lack of feedback and profit sharing

mechanisms.

Poor development of agriculture-related

processing industries in the regions.

Weak control of product quality and hygiene.

expertise among regional enterprises.
Regional sea buckthorn cultivation
enterprises are chronically short in working
capital and investment funding.

Source: Own research
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A Gravity Model on Trade between Mongolia and China
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D. Chagnaadorj

MA in Economics, Inner Mongolian University

1. Introduction

Trade is an integral part of the overall development
efforts and national growth of an economy. The gravity
model for trade is analogous to Newton's law of universal
gravitation. The analogy is as follows: "trade flow between
two countries is proportional to the product of each county's
economic mass, generally measured by GDP, each to the
power of quantities to be determined, divided by the
distance between the countries' respective economic centers
of gravity, generally their capitals, and raised to the power
of another quantity to be determined".

Based on the trade theory, this gravity model has been
chosen to quantify Mongolia's trade with China and other
six major trading partners.

Using the data set /2000-2011 panel data/, we have
estimated three gravity models of Mongolia's trade:

(a) The gravity model of Mongolia's total trade;

(b) The gravity model of Mongolia's exports;

(c) The gravity model of Mongolia's imports;

Since the dependent variable in the gravity model is
bilateral trade between the pairs of countries, product of
GDP and product of per capita GDP have been used as
independent variables. We have added some additional
independent variables in our model. Dummy variables were
also included in the gravity equations in order to investigate
qualitative variables, such as border.

2. Theoretical Justification of the Model

Gravity model is commonly used in empirical
researches by trade economists. The gravity model based
on the Newton's gravity theory is an econometric trade
model. The model applies Newton's universal law of
gravitation in physics, which states that gravitational
attraction between two objects is proportional of their
masses and inversely relate to square of their distance. The
gravity model is expressed as follows:

MM,
F=G s (1)

Where:

F; - Gravitational attraction

G - Constant of Gravitation

M,, M; -the mass of two objects
D, - distance

The estimated Gravity model has following form:

F=GMMD'U ®))

F- Total trade between two countries

G- Constant term

M;- Country i economic mass

M;- Country j economic mass

D- Distance between i and j objects

U- Error term. (Equal to 0 or 1)

We can linearize the model by taking the natural
logarithm of all variables.

InF= B¢+, InM+B,InM;+B;InD+ InU 3)

The classical gravity models generally use cross-
section data to estimate trade effects and trade relationships
for a particular time period, for example one year. In reality,
however, cross-section data observed over several time
periods (panel data methodology) result in more useful
information than cross-section data alone.

The advantages of this method are: first, panels can
capture the relevant relationships among variables over
time; second, panels can monitor unobservable trading-
partner-pairs' individual effects. If individual effects are
correlated with the regressors, OLS estimates omitting
individual effects will be biased. Therefore, we have used
panel data methodology for our empirical gravity model of
trade.

3. Analyses of the Mongolia's Trade using Panel Data
and the Gravity Model

Since the dependent variable in the gravity model is
bilateral trade (sum of exports and imports) between the
pairs of countries, the product of GDP and the product of
per capita GDP have been used as independent variables.
We have added some additional independent variables in
our model. Thus the gravity model of Mongolia's total trade
in this study is:

In(Trade)=B,+p,In(GDP;)+PB,(GDP;)+p;(POP, )+
P4(ER;)+B5(ER;)+Bs(Infj)+p;border U “

GDP;- Country i GDP in year t

GDPy- Country j GDP in year t

POP;- Population of country j in year t

ER;- real exchange rate between country i and country
jinyeart

Inf}, - Inflation rate of country j in year t

Dist;- Distance in kilometers between country i and
country j

Border-Land border between country I and j (dummy
variable)

U- Error term (equal to 0 or 1)

The Gravity model of Mongolia's imports as follow



In(M,, )=a,+a, In GDP+a, In GDP+a; In POP +a, In ER+
oy EX
a5 In PCGDP +o, In(inf; )+a; In Dist+ﬁ)+ag border+U
®)

Where, M - total import in year t

EX/GDP - export to import ratio

With regard to the gravity model of Mongolia's export,
we consider the following model

In(X, )=a,+a, In GDP+a, In GDP+a,In POP+a, In ER+

L ———
Gpp % border

(6)

asIn PCGDP +a, In(inf; )+a;, In Dist+

Where, X- total export in year t

PCGDP; -Per capita GDP of the country j in year t
IM/GDP- import to GDP ratio

The estimation results are provided below.

In(Total trade)=-15.4+0.37In(GDP;,) +2.07Ln(GDP,) +
(-6.21) (1.79) (6.59)
0.43Ln(POP,;)+0.11Ln(ER;)+0.07(Inf;)-0.28 Ln(Dist) +
(2.08) (2.87) (2.99) (-1.02)
1.01(border)+U
(2.85) @)

The regression results were statistically significant
(Table 1, Equation 7). We have estimated the generalized
gravity models of total trade. Our results show that
Mongolia's trade (sum of exports and imports) is positively
determined by the size of the economies, real exchange rate
between two countries, inflation rate of country j, distance
and border (Equation 8).

Tablel The Estimation Results: The
Dependent variable: Total TRADE

Independent variables (Rai(zl(())(r)je()flfelcts)
avr 7o
ovp 59
vor 208
B
Dist; :(1)(2)2
Border ;g;
Observations 96
R 0.90
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In(X; )=
-17.5 -2.6 In GDP+1.82 In GDP+24.17 In
POP+0.17 In ER;+22.46 In PCGDP,;-0.19 In

‘— M+026b der+0.13 inf+U
GDP .26 border+0.13 in ®)

ist

Mongolia's' export is positively determined by the size

of the economies, population, real exchange rate between

two countries, inflation rate of country j, import to GDP
ratio and border (Equation 8).

In(M, )=
~42.48+0.4InY,+2.35InY+0.11nPOP~0.09ER
+0.07inf+0.011inPCGDP~1.14InDist

_ LOOOEX. 5 46 border+U
GDP A6 border 9)

Mongolia's import is positively determined by the size
of the economies, population, per capita GDP, and border
(Equation 9).

Further, we used the concept of speed of convergence
to calculate the potential trade.

Speed of convergence = (Average growth rate of

potential trade/average growth rate of actual trade)*100-100

(10)

It was estimated that Mongolia's trade with China and

other main 7 trading parthers are still under their potential
levels (Table 2).

4. Conclusion

Foreign trade in Mongolia is growing rapidly. Total
foreign trade turnover became $27.3 billion in during the
last four years (2008-2011). In particular, total turnover of
11.4 billion dollars in 2011 was 2.7 percent higher than
those during the period 2004-2007 that equaled to $11.1
billion.

Total trade amount in 2008-2011 increased 2.5-fold
compared to the total amount in 2004-2007. The vast

Table 2 Potential Trades between Mongolia and China
and Other Main 7 Trading Parthers based on Speed of
Convergence, 2011, $ Million

Trade Trade Difference | Percentage

Country turnover | turnover (Actual - (Actual /

(Potential) | (Actual) | Potential) Potential)
China 7,620.28 6,462.0 -1,158 84.8%
Russia 1,892.77 | 1,624.801 -267.97 85.8%
USA 633.91 583.2 -50.71 92%
Japan 550.2 501.2 -49.56 91%
Republic 42327|  393.654 -29.62 93.1%
of Korea
Germany 707.1 675.689 -31.5 96%
Gireat 188.266 |  169.446 -18.8 90%
Britain
Italy 115.2 109.797 -5.504 95.3%
Total 12,131| 10,519.79| -1,611.66 86.7%
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majority of foreign trade turnover is mostly related to and
depends on the neighboring two countries, namely, China
and Russia. Foreign trade turnover of Mongolia and China
reached $14.3 billion in the past four years (2008-2011). In
particular, total turnover of $6.4 billion in 2011 was 31
percent higher than the total amount of $4.9 billion in 2004-
2007. The People's Republic of China is the largest trading
partner of Mongolia and trade turnover between two
countries in 2008-2011 has increased nearly 3-fold
compared those in 2004-2007.

According to the research results based on the gravity
model, we could say that it is possible to increase the trade
turnover of Mongolia by approximately13.3 percent. In
particular, the results show the possibility to increase the
amount of foreign trade with China, Russia, South Korea,
Japan and other countries by 4 percent to 14 percent.

The estimated results show that Mongolia's trade with
its seven major trading partners has entered into recession
for years. It is not because bilateral trade has reached its
peak; it is however, mainly due to the unattractive business
environment and tendencies to trade intensively with new
markets.
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Northeast Asian Security Issues and Mongolia's «Third
Neighbor» Policy
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I. Geopolitical Evolution on Northeast Asia

In geographical and spatial respects, Mongolia is
located at the crossing of two major regions, Northeast Asia
and Central Asia. The Northeast Asia is a subregion of the
East Asia and Pacific. The Russian Far East, Northeast
China, Japan, two states of Korean peninsula at the
heartland of the Northeast Asia, such as ROK and DPRK,
and Mongolia located in this subregion. In broader context,
the USA, mainly, and Canada have huge geopolitical
interests in the Northeast Asian region.

Relations between the states of this region still have
long-standing unresolved key issues such as territorial
dispute, North Korean nuclear program and Korean
reunification deep-rooted in history. The Northeast Asian
region is controversial and diverse in many respects, but it
is an integral part of interdependent one world. The
establishment of a permanent mechanism for parallel
development, mutual win and collective security in this
region is necessary. Because in new era of globalization
and growing interdependence our planet has become too
small, and even industrialized economies cannot ensure and
direct own development, prosperity and national security
independently.

The status quo of the Korean peninsula formatted in
this region after World War II is the only hotspot left
unresolved after end of cold war and till recently the
Korean crisis has risen. Today it is more certain that the
Six-Party Talks cannot be a solution to stop the North
Korean nuclear program. An address that «Even China may
not be able to stop North Korea's ever changing behavior»
is close to the truth. Having nuclear and missile playing
cards, the North Korean diplomacy on an international
stage aims to receive huge financial and economical aid
«gratis». Therefore promising results from the Six-Party
Talks in near future are not to expect.

After conducting a third nuclear test on February 12,
2013 North Korea became de facto a nuclear power. In this
way North Korea hopes to become a main actor in the
world politics and the country's army and security agencies
make much efforts to show Kim dynasty's young leader
image as a powerful figure.

Despite the fact that some international experts say on
possibilities of Mongolia, as one of few countries in the
world having "equal" good relations both with ROK and
DPRK, to play a proper role in affairs of North Korea's
nuclear program, armistice of two Korea and Korea's
reunification, but circumstances to the current situation
allow limited opportunities. Even so Mongolia should be a
reliable actor and conduct either active individual
diplomacy or active collective diplomacy and it cannot be
ignored a positive role of Mongolia. Here is remarkable that
Mongolia is the only state, which has established a legal

basis of strategic and comprehensive partnerships and
friendly relationship and cooperation on bilateral levels
with all states of the Northeast Asian region. In other
words, Mongolia does not have any serious conflicts with
countries of the region, especially political disputes. This is
an important achievement of Mongolia's national security.

In New York, on 17 September 2012 the Permanent
members of the UN Security Council signed, so called PS5,
representatives of nuclear powers, a Joint Declaration on
Mongolia's Nuclear Weapon Free Status and a Declaration
by Mongolia Regarding Its Nuclear Weapon Free Status.
The Joint Declaration of P5 and the Declaration of
Mongolia were very significant, first, in contribution for
strengthening global and regional security, second, that
showed the possibility how can the nuclear power and non-
nuclear states cooperate with each other; and third, in
efforts on non-proliferation of nuclear weapon. For the first
time Mongolia's Law of Nuclear Weapon Free Status was
officially approved by the Joint Declaration. And P5 have
recognized Mongolia's unique status and declared that they
would respect the status and would not contribute to any act
that would violate it, which was politically the most
important step. Mr. Jan Eliasson, the Deputy General
Secretary of the UN, participant of occasion, remarked that
it was also important that P5 has showed to world their joint
position on particular issue.

Therefore it is remarkable that Mongolia's this
experience can be a possible paradigm to shape Korean
peninsula into Nuclear Weapon Free Zone in the near
future.

By initiative of Mongolia a Working group meeting on
the Normalization of Japan-North Korean relations was
held first time in September 2007 in Ulaanbaatar. This
event has gained an attention not only in Northeast Asia,
but also worldwide, and showed Mongolia's active
diplomacy too. Compare to previous bilateral talks held and
ended in Vietnam unsuccessfully, both sides, Japan and
North Korea, expressed their satisfaction at the results of
the meeting. The following meeting was held in
Ulaanbaatar in November 2012 under the auspices of the
President of Mongolia. The second meeting in Ulaanbaatar
was specific in that it held in the form of official
intergovernmental bilateral talks.

Mongolia is surrounded by the biggest and most
populated two great powers of the world. Mongolia,
described former as a far from world market, ODA-
dependent and less developing country, became today a
galloper between two grand elephants, locating in the most
rapidly developing region of the world. Mongolia's natural
resources are attracting international attention and
geopolitical and geo-economical interests of great powers
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and multinational corporations, which create both huge
opportunities and new risks. The geopolitical definition
such as Mongolia is sandwiched between two powers, an
ODA-receiver small state and far from world market today
is in past.

Today Mongolia's mining sector has come especially
to the center of attention. But experiences of developing
countries show that unequal distribution of natural
resources to its people was a reason for outcomes such as
ecological disbalance, armed conflicts, power and
corruption, which leads to natural resource curse. In this
context a term called economic hit men, consisting of
interests of foreign transnational investors looking just for
more profits, recommendations of international banks and
financial institutions, impacts and influences of power states
and national newborn elements much interested in wealth
(also politicians), is existing in reality. Therefore this risk
must be taken well into consideration in the "third
neighbor" policy.

A short while ago in Mongolia a rapid development
has occurred, a big bang, based on Mongolia's mining
sector. In 2011 Mongolia's GDP growth has reached almost
18 percent, which was a singular case in the world, called
the world economic development phenomena or Mongolia's
miracle. However China's speed of rapid economic growth
has reduced, but it still remains a Chinese demand for world
natural resources and raw materials like a black hole.
Global financial and economic crises, EU budget cut and
debt issues were reasons for the downturn of economic
growth of China to 7 percent, which has shown also some
impact onto Mongolia. But starting end of 2012 Mongolian
economic growth has turned down to 10 percent, foreign
direct investment has reduced by 42 percent and in August
2013 began inflation of national currency, where instability
and uncertainty of Mongolia's domestic law environment,
government budget, investment and monetary policies and
positions were the leading factors of economic downturn.

II. Mongolia's «Third Neighbor» Policy: Nature and
Purpose

The Mongolian geopolitical environment has changed
fundamentally in Post Cold War. Mongolia became a weak
buffered country in the land-locked, nuclear-locked, power-
locked and mongol ethno-locked environment. However a
most great achievement in Mongolia's External relations in
last season of XX century was that Mongolia pursued a
foreign policy respecting its own genuine national interests,
and a peaceful, multi-pillar, independent and open foreign
policy in geopolitical new environment. This gave wider
opportunities for Mongolia to have an equal relationships
with her two neighbors and establish new partnership
relations with Eastern and Western developed countries.

Beginning 1990 in Mongolia's foreign policy has
emerged an idea of "third neighbor" and "third neighbor"
policy and it became a new research direction on levels of
policy-making and theory-practice. Today's rapid progress
of information and communication technology, which
plays a new role in principle, has changed a traditional
understanding of space and time, basic categories of
neighbor and life style.

In the history of international relations there were

cases, when a country in order to ensure its own genuine
national interests and security by political, diplomatic and
economic means conducted specially formulated
independent foreign policy and diplomacy, and gained
much international support. Its clear examples are the
"Ostpolitik" by Willy Brandt, social democrat and former
Chancellor of Federal Republic of Germany and the
"Northern diplomacy" of Republic of Korea.

A common basis of «ostpolitiky, «northern diplomacyy
and «third neighbory policy is a balance of power.

In political science, theory of international relations
and geopolitics an understanding of "third neighbor" policy
is not especially defined yet. Mongolia while initiating this
category of "third neighbor" and "third neighbor policy" of
small states and bringing it into a practice, brings hereby
efforts in expanding a scope of research in political science,
theory of international relations and geopolitics.

«Third neighbor» strategy was passed for the first time
on a policy level such as in 2010 renewed "Concept of
Mongolia's National Security": Pursuant to a «third
neighbory strategy, bilateral and multilateral cooperation
with highly developed democracies in political, economic,
cultural and humanitarian affairs shall be undertaken.(1)
And in 2011 renewed "Concept of Mongolia's Foreign
Policy": Pursuant to a «third neighbory strategy,
partnership relations and cooperation with Western and
Eastern countries and union such as USA, Japan, European
Union, India, ROK, Turkey shall be undertaken.(2)
According to concepts in narrow range «third neighbor» is
understood as, first, developed economies, second,
democratic states and union.

In broader context the UN, a world organization
aiming to solve global issues and challenges facing
mankind and ensuring security and peace, should be also a
Mongolia's «third neighbor». The UN is a global
community, expressing and protecting common interests of
developing countries and both Mongolia and USA have an
equal single vote there.

At the present, Mongolia has reached her «third
neighbor» in global geopolitical environment and has
already defined its legal framework. Mongolia has ratified
legal documents with Japan in 1997 «Comprehensive
partnershipy», in 2010 «Strategic partnershipy», in 1999 with
ROK «Complementary cooperation and development
partnershipy, in 2006 «Good-neighborly friendship and
cooperation partnership», in 2011 «Comprehensive
partnership», in 2004, 2005 with USA «Strategic
partnership», in 2004 with Canada «Expanded partnership»,
in 2005 with Turkey «Comprehensive partnershipy», in 2007
with Australia «Enhancement partnership», in 2008 with
Germany «Comprehensive partnershipy», in 2009 with India
«Comprehensive partnership» and in April 2013 with EU
«Partnership and Cooperation Agreement.

Pursuant to foreign policy's priority direction of
balanced relationship with her two neighbors Mongolia has
established in 2003 with Russia «Good-neighborly
traditional partnership», in 2009 «Strategic partnership»,
in 2003 with China «Good-neighborly mutual trust
partnership», in 2011 «Strategic partnership» legal
frameworks, which are also important for implementation
of Mongolia's «third neighbor» policy. In 2002 Mongolia



had renewed with DPRK the «Friendly and Cooperation
Treaty», in same year also was reopened its embassy in
Ulaanbaatar.

Mongolia's «third neighbor» policy and its goals and
nature have to be correctly introduced and explained
internationally, and here should notice that upto next
supports from two neighbors on official and high levels are
much important.

Napoleon Bonaparte once said: "The foreign policy of
a country is determined by its geography". This is very
relevant to Mongolia's unique geographical location. Every
country borders and stays as neighbors next to each other.
There is word by german geopolitician and professor
Friedrich Ratzel (1844-1904) "4 neighbor can not be
chosen". This refers only to countries which are bordering
to each other. But regarding good neighborhood,
relationships can be established not only with neighboring
countries also with countries far away. In this context
neighbors can be as many as countries bordering to each
other, but non-bordering neighbor can be chosen.

Mongolia's «third neighbor» policy is beyond the
understanding of geography as well as it is not referring to
one particular country; it is more a category of theory of
international relations arisen from geographical location
and spatial features, which covers some aspects of politics,
security, economics and geopolitics. Thus, Mongolia's
«third neighbor» strategy can be described as geopolitics
associated with its unique geographical location and it is
derived from Mongolia's genuine national interests directed
towards securing and maintaining a long-term appropriate
balance of power between the policies and actions of two
neighboring powers and ensuring the national security by
comprehensive political and diplomatic, and economic
means. In the broader context, it comprises of those
influential subjects of the global politics, such as the
developed and democratic countries in the West and East,
and the UN, and who are the strong supporters of
Mongolia's democracy and market economy. The
theoretical fundamental of the «third neighbor» strategy is a
balance of power.

In a globalized world with growing interdependence
and dynamic international relations, the ensuring of a small
state's existence, its development and national security is
not only a military strategical issue, but it covers a wide-
range of aspects of sustainable development, economic
security, trade, investment, loan, aid, reduction of poverty,
smart governance, democracy, human rights guarantee and
freedom, science and technology, and ICT. These are the
factors expanding a category of «third neighbor».

In 2001 Mongolia initiated the "Asian partnership
initiative for democracy", and the VII Ministerial
conference of the Community of democracies held in
Ulaanbaatar in April 2013 has confirmed again the efforts
of Mongolia to build regional consultation mechanism.

III. Her Neighbors Positions

Concerns about the positions of our two neighbors
regarding Mongolia's «third neighbor» policy are a key
issue in need of attention. South and North neighbors have
never expressed unfavorable positions officially, but mass
media, information channels, experts of international
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relations, geopolitics and strategy say freely their point of
views.

Chinese researchers say that first, Mongolia is inclined
to China in ways of commerce and economy, to Japan and
Canada in branches such as investment, new techniques and
technology, to USA in political respect, to Russia on
military and defense sides. Second, in the framework of
«third neighbor» policy, an establishment of strategic and
comprehensive partnership relations with USA, Japan and
India is an intent of triangle blockade round China, third,
defining USA as «third neighbor» Mongolians explain it
like a multi-pillar foreign policy, which means 'cauldron is
more stable when it has more than three pillars'.

It is certain that Russians do not regard well the impact
of USA on Mongolia. According to russian experts, an
aftermath of A. Kozyrev's policy (former minister of
Foreign Affairs of Russia), which pursued only towards
Western Europe, enabled USA to increase its geopolitical
interests into Mongolia.

Conclusion

After the collapse of the Soviet Union and Mongolian
alliance relationship both states established a friendly and a
new strategic partnership, but Mongolia's buffer role still
remains. On the other hand, interconnected with the
economic rapid development of giant south neighbor in
XXI century, its geopolitical and geo-economical spheres
of influences are expanding. It means a "Chinese danger"
called by Western experts.

The main pillar of the guarantee of sustainable
development and security of small states is an active foreign
policy and diplomacy.

The goal of the concept of Mongolia's «third
neighbory strategy is to create a political, economical and
legal environment where Mongolia's fortune, national
security and prosperity depend not only on two neighbors,
but also on «third neighbor's» strategical interests and
interdependence. Geo-economical policies of two neighbors
towards Mongolia should touch in some respects interests
of third neighbor too. Mongolia's «third neighbor» strategy
might also contribute to ensuring the Northeast Asian
security.

Furthermore, the stability of the world trade and
economic situation, monetary and financial system will
directly impact Mongolia's national security. The big
challenges in near future are price changes of Mongolia's
main export products such as copper, molybdenum, gold,
coal, flourite, oil shale, wool on global market for raw
materials, instability of exchange rates, natural disasters,
non-traditional new disease, regional conflicts, economic
management and democracy crisis. Therefore the preventive
diplomacy and crisis management are important among
countries in Northeast Asia.

A Mongolian national security is one part of Northeast
Asian security. The Korean peninsula is a most sensitive
challenge not only to Northeast Asia but it also is most
likely to effect international security. Cooperations in
spheres of trade, economic and other humanitarian fields
are an important background for strengthening the political
and military confidence in the Northeast Asia.

Finally, an experience of Mongolia's Nuclear Weapon
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Free Status and Mongolia's possibility to be an international
peace mediator are significant to Northeast Asian security.
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China's Involvement in Mongolian Mining Sector and
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Introduction

To date, a significant amount of Chinese investment
made in Mongolia. Due to increasing energy consumption
internally, the PRC has started to develop cooperation with
other countries by implementing a foreign market-oriented
strategy, acquiring and investing in rich mineral deposits.
With the abundant natural resources including coal, copper
and oil, Mongolia has attracted a considerable amount of
Chinese investment over the past few years. As a result,
Mongolia became one of the top-20 destinations of China's
investment.

This article describes the results of research regarding
the impacts of Chinese investments in Mongolia by
analyzing three aspects of current Chinese investment: sales
and tax of the Chinese invested companies and their
corporate social responsibilities (CSR).

1. China's Participation in Mongolia's Mining Sector

During President Hu Jintao's official visit to Mongolia
in May, 2003, two sides identified that mining and mineral
sector would be a priority of the future bilateral
cooperation. Since then, Chinese investments, which were
mostly concentrated in the construction and public catering,
has been shifting into the mining business. As a result,
nowadays, the Chinese investment in Mongolia is mainly
concentrated in the mining and mineral sector.

1.1 Chinese Investment in Mongolia's Mining Sector

During the period 1990-2011, Mongolia's total inward
foreign direct investment (FDI) accounted for $9.8 billion,
whereas Chinese investment was $3.48 billion accounting
for 35 percent of total. As of 2010, 50" percent of total
foreign investment made in Mongolia was solely from
China. Therefore, it was decided to include in the National
Security Concept of Mongolia, which revised by the
Parliament in 2010, a provision stating that "the investments
of any foreign country shall not exceed one third of the
overall foreign investment in Mongolia".

In 2011, Chinese investment in Mongolia dropped to
35 percent, due to the fact of that the investments made in
the mining sector increased 5-fold from the previous year
and reached $4.9 billion. Most of these investments made
from the Netherlands accounting for $1.8 and followed by
those of China equaling to $1.0 billion.

According to the statistics released by the Chinese
authority, 90.8 percent of total outward foreign investment
made by China was concentrated in 20 countries. The

Table 1 Cumulative Amount of China's Outward FDI
201 147 i EDA A i B e A7 S i — A ER (1X)
Top 20 countries/regions (As of 2011)

No| Host Country /region Arrll(illjr?ts,t?liﬁtlion Share of total, %
1 |/Chinese/ Hong Kong 261.5 61.6
2 |British Virgin Islands 29.1 6.9
3 |Cayman Islands 21.6 5.1
4 |Australia 11.0 2.6
5 |Singapore 10.6 2.5
6 |USA 8.9 2.1
7 |Luxemburg 7.0 1.7
8 |South Africa 4.0 1.0
9 |Russia 3.7 0.9
10 [Canada 3.7 0.9
11 |France 3.7 0.9
12 |Kazakhstan 2.8 0.7
13 |/Chinese/ Macau 2.6 0.6
14 UK 2.5 0.6
15 |Germany 2.4 0.5
16 (Burma 2.1 0.5
17 |Pakistan 2.1 0.5
18 |Mongolia 1.8 0.4
19 |Cambodia 1.7 0.4
20 |Indonesia 1.6 0.4
Total 288.8 90.8

Source: 2011 F/EPENS I} FIFEREELL 11 2R

cumulative amount of China's FDI in Mongolia accounted
for $1.8 billion or 4 percent of total ranking Mongolia the
18th among the top 20 countries.” (Table 1) Therefore, it
can be assumed that China's interest in Mongolia is
growing.

In 2012, Chinese investment in Mongolia reached $3.6
billion according to the Mongolian statistics, and it is likely
to increase in the forthcoming years.

Chinese investment in the mining sector: According to
the statistics released by the Foreign Investment
Regulations and Registration Department (FIRRD), 71.8
percent or $2.5 billion of total accumulated up to date
Chinese investment made in Mongolia was in the mining
sector. There are 5,756 Chinese companies currently

' FIRRD http://www.investmongolia.com/fiftanew/images/PDF/Publication/Statistics/Statistic%202010FIFTA.pdf
? Statistics of Chinese FDI, page 16: http://www.mofcom.gov.cn/article/tongjiziliao/dgzz/201208/20120808315019.shtml



ERINA REPORT No. 114, NOVEMBER 2013

working in Mongolia. Out of them, 136 companies are in
mining sector and most of them or remaining 4,072
companies are registered to operate in trade and public
catering sectors. From 2007 to 2011, 121 Chinese mining
companies (including newly established and re-organized
companies) were registered to operate in the mining sector.
Out of them, 85 companies were 100 percent Chinese
invested, and 36 companies were joint ventures.” Out of
those 36 joint ventures, 24 companies had Chinese
investors, who held 51% shares of the company ownership.

Chinese holdings of special licenses: To date, 4,121
mining special licenses have been issued covering 16.5
percent of Mongolian territory equaling to 25.8 million
hectare.* Of them, 3,048 are exploration licenses and 1,073
are exploitation licenses. The areas under the exploitation
licenses cover 6.6 percent of Mongolian entire territory.’

The Chinese companies are holding 119 exploitation
licenses, including 23 of fluorspar, 22 of coal, 17 of iron
ore, 17 of gold, 6 of zinc ore, 2 of molybdenum, 3 of
tungsten, 2 of composite metals and 27 of building
materials deposits.® Except the building material licenses,
Chinese companies are operating at 92 deposits with
expoitation licenses that account for 10 percent of total
exploitation licenses issued.

1.2 Chinese participations in the mineral deposits of
strategic importance

In 2006, the Parliament of Mongolia passed a law
registering 15 mineral deposits into the list of strategic
importance. Currently, three of them are owned by the
Chinese companies, while another two are under active
consideration of investing and another two have been
considered for investing and later withdrawn.

Chinese participations in Mongolian mineral deposits
of strategic importance can be classified as follows:

A) The operational mines: A Chinese invested
company Tsairt Mineral LLC owns 100% of Tumurtei
Ovoo zinc and lead deposit, while Mongolia-Chinese Joint
Venture Qinhua-MAK-Nariin Sukhait owns 50% percent of
Nariin Sukhait coal deposit and both are operational mines.
They are contributing to the local economy by providing
employment and paying taxes. Both of them have
concluded the "Stability Agreement" with the Ministry of
Finance of Mongolia.

B) Mining to be started: In 2009, China National
Nuclear Corporation which is a state owned company
bought Gurvanbulag uranium deposit located in Dornod
aimag with $25 million, and the mining activities have not
started yet.

C) Mines stopped activities: At the governmental
level, two countries started negotiation regarding the
Chinese significant amount of investment in Shivee Ovoo
located in Dornogobi aimag. However, it was suspended

due to the issue of license ownership. Also, exploitation
activities at Tumurtei iron ore deposit located in Selenge
aimag have been stopped as it was labeled as a strategically
important deposit.

D) The mineral deposits interested of investing by the
Chines companies: China is greatly interested in
Tavantolgoi and Oyutolgoi deposits. In April, 2012, China's
Chalco Corporation bought shares of Winsway LLC, who
is dominating Mongolian coking coal exports to China,
with $300 million. Moreover, Chalco has offered $1 billion
of bid to buy shares of South Gobi Sands from Ivanhoe
Mines;” however, it was cancelled because Chalco was not
able to get approvals from the Mongolian government.

2. Contributions of the Chinese Invested Companies to
the Mongolia's economy
2.1 Taxes Paid by the Chinese Invested Companies

As of 2011, total taxes paid by all the mining
companies in Mongolia reached MNT 1.37 trillion.

As of 2011, three out of the Top-10 taxpayers were the
Chinese invested companies: Tsairt Mineral LLC, Qinhua-
MAK-Nariin Sukhait LLC and Bold Tumur Eruu Gol LLC.

The taxes paid by the top 10 taxpayers accounted for
93.44 percent of total taxes paid by all the mining
companies, whereas total taxes paid by the Top-7 taxpayers
accounted for 89.31 percent: namely, Erdenet Mining
Company LLC-35.35 percent, Oyu Tolgoi LLC- 18.06
percent, Tavan Tolgoi LLC-12.40 percent, MAK LLC-11.28
percent, Energy Resource LLC-5.72 percent. Total sales
amount of the mining companies and those of the Chinese
invested mining companies are illustrated in Figure 1, 2 &3.

During the 2008 financial crisis, sales income of
Chinese invested companies currently working in Mongolia
has declined. However, the sales income has revived in
2009 and considerably grew in 2011. Total sales income
grew by 43 percent in 2010 compared with the previous
year. In 2011, it reached MNT 776.72 billion by increasing

Table 2 Total tax paid by entities in mining sector

(As of 2011)*
Amount /
Types of tax MNT, millions/

Total tax paid 1,373,407.3
Of which:|Royalty 469,290.0
Corporate income tax 315,607.0
VAT on imported goods 186,382.0

and products
Customs duty 86,045.9
VAT 83,836.4

Source: General Department of Taxation and the Ministry of Finance,
Mongolia

* Data released by the Foreign Investment Regulations and Registration Department

* L.Davaatsogt, Director, Mining and Cadastre Division of the Mineral Resources Authority of Mongolia: Reduction of the Areas under Licences to
16% of Total is the Lowest Figure in the Past 8 Years, http://economics.gogo.mn/news/79759

> http://vip76.mn/batsuurijg/xevleld-ogson-yarilclaga/29321-jbatsuuri-xeregjix-bolomjgui-xuuliar-57-ix-nayad-togrogiig-luivarchdad-ogoxgui.html

% Summary based on data provided by the Mineral Resource Authority of Mongolia
TS g B B AR R, 20124F 5 J 2 H http:/finance.sina.com.hk/news/33807/2/1/4831630/1.html

¥ Summarized by the authors;
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Figure 1 Total Sales of the Mining Companies (2007-2011, MNT billions)
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Source: General Department of Taxation, Mongolia

Figure 2 Sales Income of Chinese Invested Mining Companies in Mongolia (MNT millions)
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Table 3 Taxes Paid by the Mining Sector
(Top-10 taxpayerss) in 2011

Total tax
Ne|Company name Products Exports, kg |paid (MNT
millions)
Erdenet Mining Copper ore,
! Corporation LLC  |concentrate B 1855272
; Copper ore,
2 |Oyutolgoi LLC concentrate 2,096.5| 248,050.9
3 |Tavantolgoi LLC |Coal 955,439,240.0/ 170,303.8
Mongolyn Alt
4 (MAK) LLC Coal 10.0| 154,946.0
5 |ppetey Resouree | coking coal| 4,596.725.256.4) 78,5982
6 |South Gobi Sands |, 3.056,740,275.0|  50,009.9
LLC
Bold Tumur Eruu (Iron ore,
7 Gol LLC concentrate 3,062,363,425.9 36,625.5
Tsairt Mineral . 21,634.4
8LLC Zinc 2331 50,900.7%
9 |Altain Khuder LLC| TP O™ 11 958,614,937.5|  21,400.0
concentrate
Qinhua-MAK- 16.143.9
10|Nariin Sukhait Coal 1,766,949,560.0 9 9’04 2'*
LLC T

Source: General Department of Taxation and the Ministry of Finance,
Mongolia

Figure 3 Sales Share of the Chinese Invested Companies’

Qinhua-MAK-
Nariin Sukhait
LLC
22%

Tsairt Mineral
LLC
58%

Anhai
International
6%

Shanlong LLC
2%

Huadi Kuone
LLC
2%

Source: General Department of Taxation, Mongolia

65 percent compared a year ago.

Although the corporate sales income increased in
2011, the taxes they paid have declined. In 2010, taxes paid
by the Chinese invested mining companies increased by 57
percent to MNT 43.36 billion compared to those in 2009.
But, in 2011, the paid tax decreased by 15 percent to MNT
37.71 billion than in 2010. As illustrated in Figure 5, total
monthly taxes paid by the Chinese invested companies

° Summarized by the authors
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peaked at MNT 11.23 billion in July, 2010, while was at the
lowest level in January 2009 (Figure 4 & 5) .

During the period of 2007-2011, Chinese invested
companies contributed MNT 139.35 billion of tax revenues

Figure 4 Total Tax Paid by the Chinese
Invested Mining Companies, annul /2007-
2011, MNT millions/
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Figure 5 Tax Paid by Petroleum and Mining Companies with
China's Investment (2007-2011, monthly, MNT thousands)
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Source: General Department of Taxation and the Ministry of Finance,
Mongolia

to the state budget, whereas Tsairt Mineral LLC provided
70 percent, while Qinhua-MAK-Nariin Sukhait LLC's
contribution was 18 percent of total. All taxes paid by the
Top-5 taxpayers accounted for 94 percent of total (Figure 6).

Out of Chinese invested enterprises engaged in oil and
mining, Tsairt Mineral LLC, Qinhua-MAK-Nariin Sukhait
LLC, Xin Xin LLC, Anhai International LLC, MoEnCo
LLC and PetroChina Daqing Tamsag LLC are the top
taxpayers, and the combined taxes paid by the Chinese
invested companies account for more than 90 percent of the
taxes provided by all mining companies in Mongolia.
Furthermore, Chinese companies' operations are relatively
well-diversified. For instance, Tsairt Mineral LLC produces
zinc and silver concentrate, Xin Xin LLC produces lead ore
and concentrate, and Anhai International LLC produces
iron ore concentrate, whereas MoEnCo operates coal and
coking coal deposit, PetroChina Daqing Tamsag LLC
extracts crude oil. At the same, it was observable that the
large-sized companies have entered the Mongolian market
without competing with each other.

All mining companies in Mongolia paid MNT
1,373.41 billion of taxes in total. However, the taxes paid
by Chinese invested companies totaled MNT 91.50 billion
accounting for just 7 percent."

The large-sized Chinese enterprises have higher sales
income and taxes paid to Mongolia, whereas small-sized
companies are unable to do so. Also, their productivity
level is low in comparison with the large-sized companies.
Therefore, in order to ensure responsible practices in the
mining sector, it is important to set higher requirements for
potential investors in the mining sector.

Figure 6 Tax Share of Chinese invested companies in 2011 (percentage)
Qinhua-MAK-
Nariin Sukhait

SRS
ILUC

28%

IBoldSiumurs
EruulGolEiE
409,

ILUC

Others
1%

Source: General Department of Taxation and the Ministry of Finance, Mongolia

' Here, the combined taxes are based on the data released by the Ministry of Finance, while the taxes paid by Chinese invested companies are
estimated on the data by the General Department of Taxation. As the two data were different, corporate income tax was estimated on the data released
by the Ministry of Finance and the remaining data was estimated on the data provided by the General Department of Taxation. So, the estimations

may have errors and data gap.
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Table 4 Tax Paid by the Top-20 Mining Companies with China's Investments

(MNT millions)
Ne | Company name 2007 2008 2009 2010 2011 Total
1 | Bold Tumur Eruu Gol LLC 36,625.5
2 | Tsairt Mineral LLC 13,881.4 | 17,730.6 | 11,659.3 | 32,9474 | 21,6344 | 97,853.1
3 | Qinhua-MAK-Nariin Sukhait LLC 820.1 2,692.1 2,868.2 5,729.7 | 16,143.9 | 28,254.1
4 | Xin Xin LLC 11,136.2
5 | Anhai LLC 467.6 1,269.8 1,861.8 1,207.3 2,023.9 4,860.0
6 | MoEnCo LLC 20.1 477.9 768.3 1,562.1 1,748.7 3,043.4
7 | PetroChina Daqing Tamsag LLC 1,245.3
8 | Shanlong LLC 91.0 377.4 41.0 304.0 793.7 1,607.1
9 | Bayan-Erch LLC 2.1 525.5 565.4 272.6 154.2 1,519.8
10 | Huadi Kuone LLC - 0.4 128.9 250.9 908.2 288.4
11 | Bogda Holding LLC 231.8 167.7 37.1 52.0 7.8 496.4
12 | Central Asian Cement LLC 161.2 27.7 40.9 22.1 106.3 358.2
13 | Hunan Jin Leng LLC 45.0 95.9 3.0 172.6 7.3 323.8
14 | Beren Mining LLC 20.6 31.8 27.8 30.4 177.4 288.0
15 | Tanlong LLC 28.2 25.6 123.1 57.3 21.1 255.3
16 | DaDiJi Yuan LLC - 0.2 0.2 18.0 217.0 2354
17 | Orchlon Ord LLC - - - 0.3 220.1 220.4
18 | Chamin-Alt LLC - 0.2 57.1 107.7 9.8 174.8
19 | MCTT LLC 4.8 13.8 39.1 67.5 37.6 162.7
20 | Hunghua LLC 21.1 47.7 28.1 27.1 23.7 147.6

Source: General Department of Taxation and the Ministry of Finance, Mongolia

2.2 Corporate Social Responsibility (CSR) of the
Chinese Invested Companies

In order to shed some light on whether the Chinese
invested companies are socially responsible, the cases of
Qinhua-MAK-Nariin Sukhait LLC and Tsairt Mineral LLC
are presented here.

Contributions to the local community development:

During the period of 2003-2011, Mongolia-Chinese
50:50 invested Joint Venture Qinhua-MAK-Nariin Sukhait
LLC that owns a deposit located in Gurvantes soum,
Umnugobi aimag produced 10.1 tonnes of coal and
exported to China and paid to the Mongolian government
MNT 18.3 billion in taxes, whereas MNT 14.3 billion were
contributed to the state budget, MNT 3.4 billion to the
aimag budget, MNT 643 million to Gurvantes soum budget.
Also, MNT 3.6 billion was contributed to the local
development projects."’

Various infrastructural development projects were
carried out by the joint venture. It constructed 93 km of
power transmission line from coal mine to the Mongolian
border port and a substation, 55.02 km of paved road from
the coal mine to the Mongolian border. Also, the company
invested in construction of the new building for the Sports
and Cultural Center at the Gurvantes soum center. Local

employees account for 39 percent of its workforce totaling
144.

Tsairt Mineral LLC it is one of the Chinese top
investors in Mongolia. It is also one of the top taxpayers
accounting for around 2 percent of the state budget
revenues. The company constructed 180 household-
apartment complex and a paved road from the mining site
to the aimag center. As the mine became fully operational,
Sukhbaatar aimag stopped to be a subsidy recipient and
started to contribute to the state budget. It became the sixth
aimag that does not receive funding from the state budget
and ranks the 4" in the country by its contribution to the
state budget revenues following Ulaanbaatar city, Orkhon
and Umnugobi aimags.

Moreover, these companies are among the top tax
contributors and considered as the leading companies in
terms of sales income; thus having growing positive
impacts on the local development.

Environmental rehabilitation:

Upon completing the operations, Qinhua-MAK-Nariin
Sukhait LLC and Tsairt Mineral LLC carry out
environmental rehabilitation activities by planting trees and
making biological restorations. Also, they carry out
environmental assessments in collaboration with the

' Cabinet Office of the Government of Mongolia: Office of the Plenipotentiary Representative. "Annual report 2011" http://cabinet.gov.mn/files/

fileres/12030001.pdf

Environmental Assessment Consultancy Company "Nature Friendly" LLC": Integrated Development Plan of Oyu Tolgoi Copper, Gold Mining &
Processing Project" http://www.ot.mn/sites/default/files/reports/Detailed_EIA_Oyu_Tolgoi Mining Processing 2012 _MN.pdf
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specialized and licensed companies.

However, it is occasionally reported that the Chinese
mining companies in Mongolia do not perform the
environmental rehabilitation in a good manner. Because of
it, public criticisms and oppositions have spurred among
the local communities. For instance, PetroChina Daqing
Tamsag LLC and Xin Xin LLC did not conduct the
environmental rehabilitation in accordance with the
applicable environmental standards and laws, and caused
serious environmental damages. Thus, local residents have
resisted the setting up of mining operations in their areas.

Conclusion

Most of the foreign investment made in Mongolia
from China is generally concentrated in the mining sector.
However, 10 percent of the minerals exploitation licenses
are hold by the Chinese companies and three of 15 mineral
deposits of strategic importance are possessed by Chinese
entities. So, it can be argued that Chinese direct
involvement in the sector is not as high as it is assumed, but
there is no doubt that China plays an important role in
development of Mongolia's mining sector. Chinese
influence is mainly exposed in the foreign trade activities
rather than the domestic market. More precisely, Mongolian

mining products are entirely exported to China. In this
sense, Mongolia's mining exports are totally dependent on
one market.

Chinese companies currently working in Mongolia are
engaged in different markets, such as zinc, coal, iron and
oil without competing with each other on the same market.
Considering this fact, it can be argued that the Chinese
companies enter the Mongolian market based on the
focused government policy. All the taxes paid by the
Chinese invested companies accounted for around five
percent of the combined taxes collected by the Government
of Mongolia. Large-sized Chinese companies pay the taxes
according the law and are socially responsible enough,
while small-sized entities are unable to do so. Therefore, it
is required to set higher requirements for potential mining
investors to enter the Mongolian mining sector.
Furthermore, small-sized Chinese mining companies tend
to increase the number of Chinese citizens in Mongolia,
violate laws and create negative sentiment within the
public. However, despite their sizes, all the mining
companies tend to not ensure environmental protection, and
not perform environmental restorations due to both of their
weak responsibility and insufficient law enforcements by
the Mongolian government.

hE O E > TIVERREBFINDIRE L ISR ENDES

T2 ONERRERERESBRETTAR
FEAEE B.1K7
m#xE& B.7UYZXIL

WRE Ts.I>T79V2H

L H, E Y IR LTEPEDR S EHEOBEE I ThbN TS, PEIZENO L — ORIy, ikl
BIMARLRS 247, MERRZ R - HE LT FEEDHHEREZEV RO TV D, T IVITAR. 8, Ak Eo
EELFRRGRICL 5T BEREH, ZHEOTEKZREZEE DT TS, TORE, £y INVIEHEOBEEM TR LT

201!“[.[7‘]0:)\0 7’:0

HEOXE ¥ TGO KIS E. ML THIERMNICET LT b, 727220, FEMENHTA L TW201E, SRS
ALy 20 1HE, WIEIICEERISERD S LD 3O TH L, ZOMMICBIT 2 HEOBEREREL. HEShTwEIEE
ZEHRVETRE ). L L, HEDFEY TVOHERMBEEICERL 2R ERZLTVE I L, BVE IR, W
EomBx, BENTHEID S, CLAME-SEHICRECEN TV, L) BAIZIE, B IVogEli, o
SHEICHB SN T WS, TOERTIE, Ty TVOHEHIIZSII—2OOWHITKLE L TV S,

AECid, PEOBEERFEOWTE, BATEICHEEOFZWEL L V) PEEED 3 ODOBUIRE 5 L& 5, EOX

FYINVEEDOEEIIOWTOMERHRELABRRD,

(555 AR 2 ERINALZ THRIER]



ERINA REPORT No. 114, NOVEMBER 2013

R T7 D 7THEERBODERELTOY T —ILAH R

AR5Cid, LT DTHENCB S Y = VA ADAE
FOFHICHET 520 LD HIZonTiliiiizv 7272 L.
CNFHEMOMFZER R & v KD IiE, 4 MR E5 1
FLERBRRDLHIDOTHY . TOMBEEEREZWSNIITSD
DT\,

AT V71, IR ECTRAOBEFEO—DOTHL, &
ez, [HER7 27 ] of&EE. BAEICES £ Tk
Lo TUTW R\, MBI 2 BUR A O O B IR D5
DVHEFE > TN Enb, LT V7 OREB R B
THTOMBIZL o TNTDOEDVDH L,

KREBDOWFEH DB MBI F O TV D DIE, FEOR
WEtE, O 7oA HOVPR, HA, #E RO T
Hbo LELEHMS, THEY T, hEOKEREKE,
EHITIEHRE, B AT EMRZ DA% bE 0,

A BT Bkt 10 HA, PEL EE, L)
fif, EXINVROT LT, BIZLORBENR LT D, L
MLy BROTF =< RTINS KEEKREE ORI OER
AN, KREZBETCHEDLZ LIZTERWVWD, [HE
LT V7 HIRITIMRZ TER S Z LT %o

L7 ¥ 7 g, b B KRAT A E Mk
—DOTHbo 29 LIIRIIF2030~20354 81 F THi X TH
59 BAEZ O TRET ZZFH LTV ARV, It
BE LTy TNVD 2EDOARTH S, A5 ZThHDE~
A AWBRED S 2 & LHEDHPNTD %,

T ¥ 7EEENI B B IF RO RIKNT A HE DR A L
HoTWIZH), Y — VT ANTEE R &E %2 %721
Bhe ZOTOY AT BB EBN, FB IR~
LHMTEZ27259,

YI—IVAHZR

V= NVHAMERIELHMONTVWEOT, [Y=2—)b
AR ENTH ] B B W IZEDFIFEDIE L, EA S 78l
BEANORE LR L Vo ZHOMEIC, S TR BA
BRI VHDERS,

Fo. HIDITHAMRIE, XA, B
P AR ALK SR IR DI O3 A\ B SR
THFL Vo 2RI il e v,

ZITI MEE XY X CERT A 72D K% 2 08
DARBFTTBE 20,

Oy
|

’r

N\

MET7HT I "M - HAREMEIRR
XX —HBIRIARREE FLItES - YRATIN/T

ZO1 [T z—=NVHAGR] HRBIE2 % He s
HAZREGH LTV ZEFH L ASHASN Tz, MR
OFIC L E, HWTOY 2 — VA ABRIBATH S & v
Ho TL—Y— - FYE¥IRK (¥ 7 HAMEEE -0y 7
TEREER) PREICRR LIS, [V — v F R
EZIZTHD D, HIHITIIZ . HIHHTTEIL %W
DEEH, FNEE K OHERIGIZ Y = — VA ADAFAEL T
WSROI, L LA s, MBS 2 MU i 5
WRICHT A2 EHETE 2 F— 7 3O PICHFELTES
T, OB TSNS EE L ) Dld 7 ) RS
FEDLDTH D, b, KEEAFFEZREFE. R
IR ADREMIR L L TOHEEOMEBARLREN T Db
WL, FEEEICDRVRLE, Lz T, 20

BT 2R ST T RN 2RO b 0l
HWE R,

ZD2 [Yx— VI AEEEM] B, Y-V A
EHEPTONT VL OIEKE ROV EAEEZIT> TV DN
F T ORZ, KREOREIL. dHAA. B THEOKED
TeODREFNINTG A =5 —%RLTLNDHDTH B
R KE 0 7 AT HAR DR % 28 5 WD H 5o
B HB LS, EIEEI U CERFI SRR L 2
HLawEw) OPZ0REE, MOETOY = —V A
OB H 7o TE, HRIZZRZhoOfEE > 2
LiZAH I,

<t Fa—ty v LRARE (MIT) ORF%IC LR,
¥z = VAR ORI S ORI, A ORI HL
MAEERIEKAET 5. (2 2TV A ERER & &
BEHIOHMB O 1 H47-0 R, £1 Tk, RKEDS
Ky x— VA AME (FEHL) 12oW T, R R Otk
CH 7 AT B ORIk 610 %) & 9030 B A i ek o0 S 2 il
LDOMBRE 3ODIV—FTTEITRLT WS, H1 7V —

T3 S DT 20% DA AITHY, HE2 7 V—F
WFEH AHD50%. 3 70— T3k b AEFEEAE80%
DH A (b EEEDMRN20% DA D& 2 H) TH 5.

F1nob2sd X)), H1 7V —TFOHEEHE NI
~—+tJ A@EHM (Marcellus) P101.7 F)V/T3L)5 2 — b
N H8—=4 v b (Barnett) MEHD150.8 KV /TILT A —
FVOFEFICIE > TWD, 500 M (¥ =— V7T A
7%) OIS EOFIIFIZA RN/ T A= PV TH



ERINA REPORT No. 114, NOVEMBER 2013

K1 KEODELEY x—IVH AERMDEE RS

Jr—)VH A HREMEC X B 7NV —TF

2 7ERE - JEEREOGH - A ADFHIHEEME
DEBOH#EET (20108FR)

- Eig i
il 20% | 50% | 80% 100 -
S X490 300 BT A
90 +—
Barnett TS A=WV, H “ 4 4 MBI
RS RV H| 1508 | 230.6| 404.7 2' ——
S35 00 W) BT A '
Fayetteville | T35 A — bV /1 §6.3) 48| 319 § 60 - WX Ak
S ¥V, H| 136 1953 313.2 35““
Y- 490 300 AT A =
- 353.6| 216| 728 = 401
Haynesville | 3277 — bV H e
RN RV H| 1232] 180.8| 473.9 30 1
S-S ) 30 A A 20 -
Marcellus | T3/ A — MV H 1> % 70 10 - $£EIR
IR PV H| 1017 142 2228 o
P34 00 3 BT AR 1007 655 2 HEEBRH-HR FEHEERFHAR
Woodford | T3/ A—1TIV . H ’ )
RIS RV H| 145.5| 223.9| 601.8 Wi g

i : MIT Study on the Future of Natural Gas

X1 ERBROIEERBG ZDEED R b FFTitg)
#ET (2010FEDXKE B 1T 5 MEI&HHED

a6
2 16 16
4 ) I I
S 5]
¥
16

Tight gas CBM Shale gas

W EHDME L 72 2RO, # 0 AM TOMBRELHES DT S
N B AN 2R d .

HHT : "Central and Eastern European Shale Gas Outlook. KPMG'", by
the information IEA ETSAP, May 2010

b0 52 7N — 7 DL ETIE, 1420 BV /T )7 A —
bV 52306 K V/ T3 T A — MIVOFPFHIZ)ILEA > THB
0. FIFIIB F N/ TVFHA=IVTH D, HEITN—T
WKL TE 2 EBRO LA TP AEESRNZED
T3 EE X500, MG R132228 ¥V /T30 J
A= P2 56018 FIV/FILHA— P IVOlEL S ), P
WA03 R/ TFAUH A= PV oTWS,
TWIRENZEY, ¥ ==V H AR DZFDMOIEFEFR
R ZDEREEMIZ, BUIRTIZeke LTHERETZ XY
S0 EV. TOBKRTIX, FEFERBRALK T T A e
HATIRAT TS 00, (HEMEEE CHEE STV T
BEDPRAERICIME SN TV &) HTH->TWDEDT
Hd, EOLZAH, T L7k (Hk) BHAPAETHL
LT IHERBERIIHEF I H 2D E o TV D,

X213, 20104EE IS 31T B AR, FEAE A feAbk 3
CHIMREE) ot FEP3E O 1 2 2 Al o WS L % 3ERT
HEBL2ZDDTHE, bbHA, THEEFTLLRAR V.
Lol HERtEvio T, TERE - JELRIU T 2 D i o
A MDA ZENE KB L2 OTHY, /220
SEAED (4] 2RLTwa, $4. ZoFtzco
J10~15FE DR H A D E BB ZHHEL TV E, T
Gbb, K4 OH AT % 6. kD 5V L>D
b, H (M) OBEHIE EE RS,

JI—IVHRAORRT I TG DE

WD EBY, Y= VA AOFEIIET VT HED
HAGFEIEE ST GRRICBW T, EH - BN
KEFSFLRETIHNLZEA I,

BLIC, Y= VT ADEEZOLDTH Y, WETH
BT AR H 5o KET AV F—EHRE R OCEE T &
VE—HE IEA) ofihc X, HmEICB T 5 HI
BT RE 72 ¥ = — VW A O#EIE36IE L A — MV &l
ZHEENTEN, THFMRERATH S, PEOZEMEK
Sid, HOHWZOWTHEZH Al LCH D, #2687
A—=bMVELTWVD, Y= VHTADPEIHERLTVL0
E IR R OS2 DR, STl B, Ay N A%
o, WKEEHL, BEEH. HEERETH S,

HENCBIT S ¥ = — V7 ABSIE, HIBRREICH 5. Bl
T, A LAV O L I O BN & A LM O 4 5 A3 T
b TEY ., M, FHTR=) ¥ 7F#HAE»TbNI,
Y x—VHABOEEROFHEED SN TVWE, ¥ x—
VA ADTAM. FRIHED S 1 B ALY EREATH 5.



20104E IS EEIR = 4 OV F—Jgid, ERY = — V7 A%
by =B 12K 5 A4EY = — V7 ASSEHL
EWE LTz TOPTIEH20I4FEKE T, Yo —VHTAD
HAPERROSEN )T A — NV e AEEE BT . T EBU
i 2070 HEOTMEREL TV, BIZIE &
EM B oFEE (20124E11H) 12X i, 20154E £ TOH]
CEBEAZELSHT LTy AEREREL,00037 5 A — MV 72 1 400
Tt (B64F V) OEFHMMES TR ENDE, L. KE
HAEFEK T B0 2 5HY T2, Y2 —VH A
APERIE. 20204E 12135006837 05 X — RV, 203041213800
AT A= DPVIZRDEDERLNT VS,

IEADOTFH ([[H AR OFEE] M) CXh
XL HENZ20354F £ CTITHEFEE 30 RIRAT A AL e & 7
0. T, HALERISED D Y 2 — VW ADEE T
REMICRbEENTWD,

COEIBTFMIIE T, BRMETNTVWE, TOH
WA 5 D% BEO S 72IZLO LT HHEROR
A AGADOHRP L ERSE L) LI RATIE SR
WDTED D)

FBED%E 2 J5i&, WALKKF A (LNG) % KB IR 5
LEHN D, IEAIX20064E F Tl IEHIRKOLNGH A%
F Ak, BRISKRETH B & LTwize BIZIE, 20044E0
R T AL F =i LTt 20304F F T2 Z Ok T457%
. 9 BRETIEI3AFTOLNGZ A% S B LT
WL Tz JbKOLNGHE A i (220304F 1213 1,9706% 3. )7
A= PMVICHRLEFUMENTVZDRE, 2D L) BFillo
TT A= VaEFELHETIHEEICBNT, BREZLNG
BAGRET 238 S B4 D OFEKLNG S & 7 — 35873
BEINz, AT YT TR, BFELTIOT A A1l
RIS NVl A NIy HRA YT e
FMHHE T O Y = 7 OB ENTZDOTH S,

F SITZ O 34EH, 20094 O T AV ¥ — Rl L Tl
[AERIZBT 2 PRI OIAERB A A A jiE DS, BT
OERRICBI 2 HERAER S 2 LTy SHREGER. KA
HAGKRIEHFGRFNC R B ] L ENTVWEDRE, EXT
ATV ZE 2w, LNGOAFE - ik 7y = 7 MK
AEFLVLHETENTVLEDI, FARZDIAREIZR-T
LEo7=072,

G F2FAROIETIO T T, HERDA ¥ FIZENOIELE
RREHEORIET X Y FAEO 7 AEER FHFE EIFIFEaeC
Wi7zgTIENTELEDTFURLRENT VD,

B RAGEE L OREFE R L TR > 7 F v hvsse 5
NTwb, $4bb, [EEZMIFLREELF, -
HABSE. AR ABISE. WA Y VB TH - T,

ERINA REPORT No. 114, NOVEMBER 2013

AT T4 VITARLNGDA T Y =7 FTlER\w]E,

—fk, NSO TFMO HEE] HF UEREZ /L5 TL
F9LTBL, EIVYLDLDIEALI D ) ozl HE
RA Y FORFIZEZIZID D DA ) D

VI VAAOEENEEEDS L, HE20b01E, K
FEH 60y z—NHAHEOLNGEHEAD WM TH %,
BUE. KETIEZ ) L2iHc B L bk 7 Ui 4ot
PREENTVE, 22 TiE. ZO—H#%/MA L7z,
— IEAOFMIZ X HUE, Y= —VHAHEDT XY HjE
LNGZALW 7 ¥ 7RISR 52 2 & 0% ) 3R
PEASE
—  KBA 2 D20124E 7 A3LA D3RI L, kgD
T, TRAY AL [7) —F—FLNG] (FtL: 7%
F2Me 2= b rili) EOBTENRZERER2200 b~
TODOWALY = — VA A DUAGIK Z Hiiks L7z BT E
DAEM13200 + >~ DReds (GER4405 + > 35R5) & HF
DLNGEM O 1 5 R OMEINLFETH L. 7
) —AR— METIE, AV EF - (JEFTAR S E A
MFFTT) ROEFET AL F—HHZ RS (BRI ofF
&5 7%, HALOLNGZ A O b NI 2 OLNGH
WG % BT 5 RN 72, WAL TR OBMIGNIL20174: %
HAA TV,

Zofb, HE, ®BE, 4> F, DAOKIRENZB T
LEMRE INGTO Yz s MIBLERLTWS Z E &R
MLTBEZVw, b)) Ho% < (CNOOC,
PetroChina. Gail. Sinopec. Kogas) 1. 227 ) OFHOF
HafroTWDH, TOBE Hick¥ V4 AIEBOMEE
FTIE R BERBEERAROESEZ D> TV 50
Thb,

B B E VI HTH, 2HERTTBELV, F
TN T T RI RO FFh 5 OLNGHHE O I gk T
b, BMEOMTIE. [z —VHid] BEKRAFE (BP.
T7AT4 )Y TR IV YE—E N, VTV ANFS)
C& 2T I AHRN T FhSKRERMIINFOA A 75
AVERTO Y27 M [ofz] SEBHMOFETD
%o TS T, ZOHIHETZ2EDOT T AN, 7
FTEN AN S > TWb, F 3. EDHTDORIRT AN
2017~20204E 2 AL S NRET 7 ¥ 7 K EEEENC B
ENDWEELED L. ZNSDEL T, FAMEKE
DIMEDFH D TH L, BHAIT, ZTHLzTay=r b
D—2E LT, BARXTF LY v E—UEIHHFETHR
FLTw2b0H b, TOX) R, L7 V7 H
i ¥ — 7y bELTHEITHED S5NTW S FEED
(LNG) 7uvy =% Mk o> T, HEOHKTH %,



ERINA REPORT No. 114, NOVEMBER 2013

2R HIE Y=V ZADRENT X o T20084F LRI K
EENTH TR 57, MR TS 725 Lty 7
(B B R DOFRIKT A BT 2. 0HWENTH %,
SAELLEICH72), REBMIEAESHIFSNTE TS S
LIZED ., RO HARREE T S A F AMiEs |
ETIROBHRICHE, ChETICHALFONTE M
WM OB EDORE I NSO b, TheffeT,
W7 VT HENCB) 2 7 AWG O ELAHEICE ) DD dHh
52 LbdHoT, MWHOMMA AMMAETER > A 7 2 DHAR
JERI D2 L% U T, Lol s e 7L 37
LA 2 HEFFT 2 W3R L EMEDEL 5725 96

R

flimm& LT 2 ME BIcilR7zw,

LIS Yo — VG 3.0y TOHAPEEIZE 5 T,
&y b HEON R - kI A M &2 KIFICHE T2
TeOORE RO BTN RSB NE V) HTH 5L, ZAfi
AR EERE RO ZMEFETEEFR) 22T hiE, v
T IRES OB E R, Wk [f )R-V arD

VI e Vo 72D A 2o TEANBVDERS,
LBELTHDL, EROREREHOIEIIOZ L2 IHET
RETHbD, T/ BUF S INEHFT 2L 0H - T\
Z O F TR LT RAF A B BREE & R e SR o
WA HET A LENDH B,

B210, BV TOIANF—ZEREOZBE %> T
20, [Yz— V] 20507213 T BENO4E
AR 75 BT D JE LR i AR O FrH AR B FE A3 2 B
BEDFABIEALTVWEDOTHE, ZOENI, BT
B EROBHES ) HAUT S84 2 LIS, MBFNEHAH
BOEELHT, BT OMREYE RO LIZH D0
Thb, ZOEH)ITHFOL AN F =3I BT 5 IR
BEMHEAS T T AETETERL TV &R, BfF
O FEBAMHEAEDS BB L TVDB I EICE 5T, £
FTEF W7z T AV F —Fii OB R B 0 4 B
7o P A ORI LT RN T 5 2 L idB 55,
BREMICHIET 5 2 LT HARMWFICR > T D7,

[0 3 7§ ER 2 ERINA I THIR]

1



ERINA REPORT No. 114, NOVEMBER 2013

Shale Gas as a Factor in the Economic Development of
Northeast Asian Countries

MASTEPANOV, Alexey
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Member of Board of Directors, Institute of Energy Strategy

In this article I would like to express my viewpoints on
some issues concerning the production and use of shale gas
in the countries of Northeast Asia. These are discrete
aspects and fragments, rather than the results of a dedicated
study, and I do not claim this to be an exhaustive
explanation of the issue.

Northeast Asia (NEA) is one of the largest regions on
the planet. However, there is still no established definition
of NEA. The borders of this region have not yet been
determined from a geopolitical perspective, so the
composition and size of Northeast Asia vary according to
the context of analysis.

Most researchers include in this region the
northeastern provinces of China, the eastern part of Russia
from Baikal, Japan, and the two Koreas. However, many
also attribute Mongolia, the whole of continental China,
and even Taiwan, Hong Kong, and Macao to the region.

The discussion in this paper primarily focuses on
Japan, China, the two Koreas, Mongolia, and Russia,
especially its eastern part. However, in light of the subject
matter and the significance of cooperation with the USA for
each of the aforementioned countries, we cannot overlook
the USA and shall conditionally include it in this region.

The NEA region is one of the world's key consumers
of natural gas. This is likely to remain the case until 2030-
2035. Only two countries in the region — the DPRK and
Mongolia — do not use natural gas. Nevertheless, it is
entirely conceivable that they too will be added to the ranks
of the gas-consuming countries in due course.

Shale gas can play a key role in building up the
demand for gas in the future and it is likely to have a variety
of effects — both direct and indirect — on this process.

Shale Gas

The extensive coverage of issues relating to shale gas
renders unnecessary a detailed examination of such
questions as "what is shale gas," as well as the history of its
development, technologies that have been introduced, and
its impact on the environment.

Neither shall I touch upon such exclusively scientific
problems as its origins, the principles behind its use, and
the conditions and factors behind the formation and
distribution of unconventional hydrocarbon resources. |
shall note here only two points that are essential to a better
understanding of the issue.

Firstly, shale gas resources. The fact that the shale
beds distributed worldwide contain gas has been known for
a long time. Expert appraisals suggest that there are huge
shale gas deposits in the bowels of the earth. As Valery
Yazev, President of the Russian Gas Society and Vice-

Chairman of the State Duma, described it symbolically,
"shale gas is everywhere — in some places more than
others," as it is found in most sedimentary layers. However,
there are no credible data about geological deposits and
proven reserves worldwide, so the figures cited are subject
to quite a few preconditions, as geological surveys and
exploration of shale strata as a source of natural gas have,
in effect, not been conducted anywhere other than the USA
and Canada. Accordingly, none of the books and discourse
on this subject are anything more than conjecture.

Secondly, the cost of extracting shale gas. At the
moment, shale gas extraction takes place only in the USA
and (albeit in small volumes) Canada. The experience of
the USA, certainly, demonstrates the economic parameters
for the development of this process, but at the same time, it
is necessary to consider the specific features of the gas
market of this country, which is characterized by a high
level of deregulation and minimal intervention by the state
in the activities of companies. The markets for shale gas
formed in other countries will definitely have their own
characteristic features.

According to a study by the Massachusetts Institute of
Technology (USA), the break-even price of shale gas
production is directly dependent on the initial productivity
of wells (in this case, the initial productivity means the
productivity of a well in its first 30 days of production).
Table 1 shows the relationship between the break-even
price (defined as net extraction costs plus a profit level of
10%) and the average initial productivity of wells for the
five major shale gas basins in the USA, classifying them
into three groups of wells:

- Group 1: Most productive 20% of wells

- Group 2: 50% of all wells

- Group 3: Most productive 80% of wells (i.e. all the

wells except for the least productive 20% of wells)

As can be seen in Table 1, the break-even price for
Group 1 ranges from $101.7 USD/thousand cubic meters
on the Marcellus play up to $150.8 USD/thousand cubic
meters on the Barnett play. The average break-even price
for the five plays considered here is $131.4 USD/thousand
cubic meters. For Group 2, the break-even price ranges
from $142 USD/thousand cubic meters up to $230.6 USD/
thousand cubic meters, with the average at $195 USD/
thousand cubic meters. As for Group 3, which, as a matter
of fact, can be said to define the conditions of extraction,
the break-even price varies from $222.8 USD/thousand
cubic meters up to $601.8 USD/thousand cubic meters,
with the average at $403 USD/thousand cubic meters.

As shown in Figure 1, the production costs of both
shale and other types of unconventional gas are, overall,
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Table 1 Break-Even Prices of Shale Gas for the Major

US Shale Plays
Group by Productivi
Shale Play Indicator p by ty
20% | 50% | 80%
Average Initial Production 77 45 24
Barnett Rates tem/day

Break-Even Price USD/tcm 150.8 | 230.6 | 404.7

Average Initial Production
Fayetteville | Rates tem/day
Break-Even Price USD/tcm 136 | 195.3 | 313.2

86.5 | 54.8| 31.9

Average Initial Production
Haynesville | Rates tcm/day
Break-Even Price USD/tcm 123.2 | 180.8 | 473.9

353.6 | 216 | 728

Average Initial Production
Marcellus | Rates tem/day

Break-Even Price USD/tcm 101.7 142 | 222.8

154 98 56

Average Initial Production
Woodford | Rates tcm/day
Break-Even Price USD/tcm 145.5 | 223.9 | 601.8

109.7 | 65.5 22

tem: thousand cubic meters
Source: MIT Study on the Future of Natural Gas

Figure 1 Estimated Production Costs (Wellhead Price)
of Conventional and Unconventional Gases (estimated
ranges for 2010 in the USA)

a.b
K - T
1 I
26

Tight gas CBM

Note: The two lines added by the author indicate the price range
within which competition for consumers among various types of gas is
expected.

Source: "Central and Eastern European Shale Gas Outlook. KPMG",
compiled from the May 2010 Technology Brief by [EA ETSAP

significantly higher than those of traditional forms of gas at
present. In this respect, although unconventional
hydrocarbons lose out in such a comparison in terms of the
cost of production, they are ultimately winning because
they are developed near areas of consumption, so
transportation costs are minimal. In fact, the absence of
such expenses makes unconventional resources
competitive.

Figure 2 gives comparative estimates of the structure
of world average consumer prices for traditional and
unconventional hydrocarbons (in oil equivalent) as of 2010.
Certainly, it is just an estimate, but an estimate which
reflects the basic distinctions between the structures of the
production costs of traditional and unconventional gases, as
well as demonstrating the potential scope of this field. This
estimate also, in our opinion, defines the main role of
unconventional gas over the next 10-15 years; that is to say,
while developing, securing or shaping each gas market, it is
nonetheless likely to remain a local (regional) type of fuel.

Figure 2 Estimated Structure of World Average
Consumer Prices of Conventional and Unconventional

Oil and Gas (as of 2010)
100
90 - Fiscal Cost
80 -
Distribution Cost
|70
% 60 Transportation Cost
?; 50 |
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Conventional Oil and Gas Unconventional Oil and Gas

Source: Author

Impact of Shale Gas on NEA Gas Markets

As already mentioned above, shale gas will have a
variety of effects — both direct and indirect — on the
formation of gas demand in the NEA countries.

Firstly, there is the production of shale gas itself,
which may progress in the People's Republic of China.
According to estimates by the Energy Information
Administration (EIA) of the USA and the International
Energy Agency (IEA), total technically recoverable
resources of shale gas in China account for more than 36
trillion cubic meters, pushing the country into first place
worldwide in terms of this indicator. Evaluations by
Chinese experts themselves are more conservative,
estimating the volume as being in the region of 26 trillion
cubic meters. Shale gas is mainly concentrated in such areas
as the Sichuan Basin and its vicinity, the districts around
the upper and middle reaches of the Yangtze River, the
Ordos, Qinshui and Songliao basins, and the Bohai Sea.

Shale gas development in China is in its infancy. At
present, nationwide assessments of probable reserves and
identification of promising areas are being carried out,
while borehole drilling surveys are being conducted at a
number of sites, along with appraisals of shale gas strata
productivity. The first round of tenders for shale gas
exploration and production licenses has already taken place.
In 2010, the National Energy Administration of the People's
Republic of China established the National Energy Shale
Gas R&D (Experiment) Center and developed the Shale
Gas Development Plan for the 12th Five-Year Plan
(Guideline) period, which set a target of 6.5 billion cubic
meters for annual production by the end of 2015. The
Chinese government is prepared to subsidize these
endeavors. For example, according to an announcement by
the Chinese Ministry of Finance (November 2012), the state
will pay production companies a subsidy of 400 yuan (about
$64 USD) per thousand cubic meters of extracted shale gas.
This is double the subsidy granted for extraction of coal bed
methane. It is expected that shale gas production will grow
to 50 billion cubic meters by 2020 and to 80 billion cubic



meters by 2030.

According to IEA forecasts (the report entitled Golden
Rules for a Golden Age of Gas) China will become one of
the top three gas producers in the world by 2035, as well as
becoming the absolute leader in terms of shale gas as a
proportion of total natural gas production.

Tensions are emerging as a result of such forecasts. Is
there any evidence to back them up? Are they attempts to
distract attention from increases in gas imports, including
from neighboring Russia?

The situation in regard to liquefied natural gas (LNG)
leads us to a similar conclusion: until 2006, the IEA was
forecasting that the world's largest importer of LNG would
be North America, primarily the USA. For example,
according to the World Energy Outlook 2004 (WEO-2004),
45 new LNG receiving terminals were to be constructed in
the region by 2030, including 33 in the USA. Meanwhile,
the total volume of LNG imports to North America was
expected to grow to 197 billion cubic meters by 2030.
Based on such forecasts, Qatar and a number of other
countries developed huge LNG supply capacity, with
dozens of massive LNG tankers being ordered and
constructed. In Russia, deliberations began regarding the
Shtokman gas condensate deposit development project in
the Barents Sea, primarily aimed at the American market.

Then, just three years later, WEO-2009 admitted that
"the unexpected boom in North American unconventional
gas production, together with the current recession's impact
on demand, is expected to contribute to an acute glut of gas
supply in the next few years." Just think about this: despite
the fact that tens of billions of dollars were invested in LNG
production and transport projects, gas has ceased to be
necessary!

Now, amid the same kind of pressures, it is predicted
that China and India can almost completely meet their own
demand for gas through the development of their own
unconventional resources.

A clear signal is being given to national leaders and
the business community: investment should be directed
toward the development of shale gas, synthetic gas, and
coal bed methane, instead of import pipelines or LNG
projects.

But what if history repeats itself in terms of the
"accuracy" of such forecasts? Where, then, will the
economies of China or India be?

The second direct effect of shale gas on the economies
of the NEA countries is the possible import of liquefied
shale gas from the USA. Various options and conditions for
the organization of such exports are being considered in the
USA at present. I shall note just a few of them:

e According to assessments by the IEA, the
profitability of supplying American liquefied shale
gas to the markets of the NEA countries may be
quite high;

e According to a July 31, 2012 announcement by
Osaka Gas, it has - together with Chubu Electric
Power - signed a contract with Freeport LNG (a US
company based in Houston, Texas) for the supply
of 2.2 million tons of liquefied shale gas per year (t/
y) to each of them. The gas will be supplied from
the first train of an LNG facility with a capacity of
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13.2 million t/y (three trains of 4.4 million t/y each),
which Freeport plans to construct on the site of an
existing LNG receiving terminal, once it has
received the appropriate permits from the US
Department of Energy (for export of LNG to
countries with which the USA does not have a free-
trade agreement) and the Federal Energy Regulatory
Commission (for construction). The LNG facility is
expected to commence operations in 2017.

One would also like to note the active interest in gas
production and LNG projects in the USA on the part of
companies from China, the ROK, India, and Japan
companies, many of which (CNOOC, PetroChina, Gail,
Sinopec, and Kogas) are investing a significant amount in
the development of shale assets, endeavoring not only to
establish the foundations of a new type of business, but also
to gain the necessary scientific and technical knowledge.

Regarding the indirect effects, it is again possible to
identify two basic aspects. Firstly, there is the feasibility of
supplying LNG from deposits in Alaska and Canada.
Although Russia's mass media say practically nothing about
it, it is common knowledge among experts that the "shale
revolution" has "buried" a lot of the projects being
undertaken by corporate giants (BP, ConocoPhillips,
ExxonMobil, TransCanada), focused on the construction of
gas trunk pipelines to the southern USA from Alaska and
Canada, so there is a corresponding surplus of Alaskan and
Canadian gas. Thus, in 2017-2020, this surplus gas could be
exported in liquefied form to countries in the Asia-Pacific
region, where gas prices are several times higher than those
in the USA. Incidentally, one such project is currently the
subject of a joint study by Rosneft and ExxonMobil. In my
opinion, it is a very real threat to similar projects in other
countries, aimed at NEA markets.

The second aspect is the significant psychological
pressure brought to bear on the gas markets of NEA (as
well as Europe) by low prices in the US domestic market
since 2008, caused by a surplus of shale gas. The huge price
disparities sustained over more than five years are
undermining the structure of inter-regional price arbitration
developed hitherto, driving even the most conservative
countries, namely Japan and the ROK, to search for ways of
reducing the price of imported gas. Along with the shift of
the center of gravity of the gas trade within NEA to China,
this creates adverse conditions for maintaining the
characteristic premium prices seen in regional markets, by
transforming the basic principles of the pricing system for
gas exports worldwide.

Conclusions

In summary, there are two brief conclusions to be
drawn:

Firstly, the shale revolution should, above all, spur the
Russian gas industry to significantly reduce gas production
and transport costs. Needless to say, without inexpensive
gas (which provides fuel for power generation and is used
as a raw material in the gas chemical industry), Russia will
lose its competitive advantage and no magic spells invoking
the "necessity of innovation" will be able to revive us. Top
executives in the industry should understand this, as should
the state, providing the relevant companies with a favorable
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investment climate and opportunities for steady
development.

Secondly, the energy security of Russia is threatened
not so much by the shale revolution itself, as by the
country's general technological backwardness and lack of
understanding of the latest generation of new technology
development. As well as reducing the competitiveness of
the Russian economy as a whole, this backwardness will
heighten its vulnerability amid growing geopolitical

rivalries. Coupled with the rapid ageing of its existing
scientific and technical infrastructure, Russia's growing
tendency to lag behind fundamental technological trends in
the global energy sector will make it increasingly
impossible for the country even to respond and adapt to
new energy technologies and expansion into completely
new fields of science and technology where others lead, let
alone pioneer them itself.

[Translated by ERINA from the Russian text]
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30.4| 337 20.3| 235 30.5] 30.0/ 20.1] 211 250 265

HIEBANTEHVE(RR) | % 18.3/ 18.6/ 185 19.0/ 17.1|17.5

17.5| 176 14.3| 15.7 16.0 15.9| 127 129| 129 13.0

B ARSE fENJV|1,815.1| 55.7| 4 78.9| 70.6]1,549.0| 61.2

A 120.5| 4 31.7[2,311.0/ 119.1| A 126.1| A 89.5/1,079.5| 63.8| 4 89.2| A 25.0

L GIOES % 31.3/ 28.9] 432 615 203|184

11.7 8.5 6.2| 135 19.7/A 183| 104 7.0/ 256/ 60.0

LN GOES % 38.7| 27.4| 435| 50.0/ 249|196

37.8] 130.0 43| 25 89| 122 6.7 A 09 A58 A56

(F) AIEREL

THEEEE, —ERBULOTIEREOLEH/RET 5, 2011F 1 AICF, —EREULOTELEOREREE ChE TOXREDOERFT LES00HTH 5

2,000 TTIC51& £ f=,

201151 BLIRE. BEEBEREZS00FTUEDRETOY 17 e HEOMRET 2D, BHAREEEE L,
EZ#iEHS (2201359 A 2 H. 2012 DPENKEGDPHUERE7.8%H»57.7%ICBET 5 ERKRL =0
(HFT) [PEMEHEE] 2013FhR. [HEMEIFER] 2012F0R. FELE - &4 [2012FEREE - HSREME AW . BRMES. BEMABOLARERLY
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aO>7 (#BXR)

BE DR EHIE

201347 11 0] o0 i o oD o] 5 R AR A o AR TR 9T b
209% b OKIGZRWA & 7 o720 20120E DI F - 72ikE
OBWAEETEFTMEL TS, ZOMIE, iHE 5T
FICBEECTH D Wb OBBEM GEIM) OERE L HT
EFIIE317% BT 5 7% EOFENMTVD, Lidwv)
LODELTEERESRIIIENZEORBITH S NG v,
INETE R R RIS & RENBM OFIE b 2 EF
¥ Lo Twde LT i L7225, &0
HBPEAEICLARMTOY 27 bR T L2 T L
L550THY, LD EINHITHIREFITIILTLIF
HLTWahozZ EDHRIBENL,

HWRNMDIVEBTOT 5L (Hi5R)

T % W OB EGHETRY L2 e B0, 20134E 3 A
FHE 7075 5 [HERUNA B VRO %R
PO FLHLNz, LhL, ZORETIEZOER 70
7T LD E R EMFRFEHN T 107 F A [20184F
T TOMBEKUNA I VHBORFERIRE] OFEIFk
B ENTVDBEV), L bHEPHRAY — b THo
720 BATOEIAFEHN T T 75 213201342 RIBE LT
By, WHRHTLTLE), kT O T T LOHEED
BHENDWZATH DA, 20134F 9 HIE A TIlRIER L IRAR
WKEE-TBLT, BRBBEEADOY = 7% A MTur 7
AORINPEHEENTVLDOATH S, LV HIZTIOE
WKHEDSE, BUTO T s 2L B LTAL E, KD X
) REFATRR T X %,

TP AV TIEMEBBLUE YR AR, RERED
WELXHD E V) EERARE#FRESI N WS, CEEBL
HTOZEALIZH % D DO IR LFE T34 Do TW R,

T2 MGEIMA LEMEWZE b dH o T fhdizk
BHRESBAT 70 77 5% FHloTwb, BUT70 7 7 A

MITEEETRRE FIFERHL%)

ZIE, 20124E D 5 V4 A M7 APECO 720D A v 7 T4
iz L2770 77 AL TWizhs, 2hd
H b7 HERARENEIZ0E L — T v (F31KM) TH
LOIK LT, BT 175 2139085V — 7V (#9238
KM THb. 1HEH) OEEBROHMTIGTIE, %Kik
TUT T EDFPRELBRDLH, 4 7 LVeEET UL
P L THEEDPILR L 72 L EE 2 v,

WA TIZ. WhWw L HRBERGBOA ¥ 7 7 HEH S
h, KlA V79 RELITRATUTTLLELESTNED
ORI CE 2, REGEREDAL ¥ 7 T, BT
O 7T AhBT] EMGZHRES & L T20134:124068 0 — 7
Vo (F1206M) AEFESRTw R 0ARTERURKIZHEE
Fhhahcniv, £ ¥y —x 7HAERASMH (48 1,
HABORGFIZOWTIE, ZNENEEXR—20 7075
AHHY ., ZORNTHETOHELERHINDL Z LIk
LLERHRFLTWVD MM THEERPKE VOZHE
Go2UEN—T V) THY., TOMOERE, BHE, k%
EbEORIEA Y7 TARITI2MEN — TV (R
#D894%) &b,

WRA Lk, HH P R AEADBAIEN — T v, H
FHEMPBUEN— T REGEHZA2NV— TV TH b,
HILTF 5O LD 5 EHE13595% T, BT 727540
445% 1R TISS—X > b EAL U b EH LT

9 HCHB B B ZM 2B GFREIZ T L 2%
VNI HR) Lz2edbdh), STTHRAMLAEZT T
T EENRRELMBIESNEWREED BEETER Y, §1&
Br&, Bz 70— LTwEZv,

(ERINAFHERFFEE FALMIZE R Hrakees)

RGO S— RV - 3 FFIVROG IS D FBROIERH D 5o

? ERINA REPORT no.112%:/H,

S 20134E 4 HISHAF, BURFPLE343%5 (2 & BI51FE F T% S L 72288 iR
VZHEHL,

YBIATT R 7T A132008~134E 0 6 4R, $RAk T 0 75 2132013~17
Fo 5 EROFFELEE L,

P20I34 7 AITHA, BORBREE Y = 79 4 MEH= 2 — X,

2005 2006 2007 2008 2009 2010 2011 2012 |12-1-38 |12-1-6H|13-1-38 |13 - 1-68
O 7858 5.1 6.3 6.8 0.6 A 93 8.2 47 2.6 4.0 3.1 0.0 0.1
BHREHREX 2.6 4.2 35.1 A 02 7.6 6.5 7.5 2.8 1.0 0.3 A19 1.8
YAHEFE A 66 0.0 0.5 42| A 136 18.0 10.5 6.3 3.0 0.6 1.2 5.2
DLF vy H#E 6.6 1.6 0.6 0.9 A 02 8.6 20.1 7.8 22,6 14.9 1.1 2.0
AEMS 19.7 12.6 2.1 14.6 A27 13.5 17.4 10.1 8.7 14.2 2.0 10.2
INNOT 2947 45| A 107 10.1 A 74 AG68 21.3 12.9 10.6 19.0 12.0 A 0.1 2.7
T L— IV A 43 4.7 2.6 11.4 11.4 0.1 18.0 2.0 A 11 A 11 21.0 16.1
THE M 26| A112 A 90 2.1 5.8 3.3 7.1 7.7 325 11.0 10.9 5.8
LAVRER 12.7 31.1 2.3 A 92 26.6 0.0 2.3 A 34 A 67 A 49 AT74 A 32
R ad-F 3.0 4.2 227 18.6| A 1838 2.3 0.4 5.0 A 34 A58 5.6 A19
Fa3dbEABEX 20.4 A 9.1 A23 77.4 16.3 A 97 AG4 A17| A117 A94 A 37 A8

(P (A2 7HETEE (20115FMR) ) ; [EREBEXOHEFEE 20115) ]

6 B)] (A 7ERERMET)

(O 7 D#FEES (201156, 98 ; 201256, 9. 128 ; 20135 3.
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2005 2006 2007 2008 2009 2010 2011 2012 |[12-1-38 |12-1-6H|13-1-38 |13 - 1-68
O 7&EFH 10.9 16.7 22.7 99| A 157 6.0 8.3 6.6 16.3 11.6 0.1 A4
BEREFHREX 7.4 2.3 18.9 11.7 7.1 A 21 214 41438 A 84 AQ92 A215 A209
YNEHE 30.2 2.1 92.2 14.0 94| A427 23.6 10.2 46.4 374 A260 A139
DLF vy H#tE 12.0 5.2 33.5 5.4 27.7 7.1 A 40 5.8 45.6 3.5f% A592] A442
RiEs 29.3 6.4 20.6 41.5 74.3 17.1 21.3| A 410/ A333] 4407 A506 AS511
NNOT AT #F 1.8 8.7 229 9.9 8.1 27.4 39| A11.3] A300 A230 A82 A180
7 L— IV A53 5.1 38.9 241 A 114 14.0 36.1 A 200 A23 A392 A145 A 21
<HE M 5.3 23.9 28.7 15.1 A02 A192 0.8 21.3 48.3 50.1 72.2 325
AU 1.7 03] A 181 A54] A246 7.8 26.6 A 8.1 23.1 31.7 A34] A112
R ad-F-Y 54.5 A 12 20.3 45 A 16.3 2.11% 28.8) A 115 A508 A395 A69.1 A 550
FaiaMEARER A 386| 4386 1.6 29.5 61.9] A 726 64.9 51.6 38.4 58.3 15.4 23.0

() (O 7#HETESE (20114FR) ] ; [EREBEXOHREEFES 20115F)] ; (AL 7OHLBREES (201157, 108 ;201257 108 ; 2013%F 1. 4.
7 B)] (O 7EHREFRGKEET)

NEERTEERRRE (RTEREA %)

2005 2006 2007 2008 2009 2010 2011 2012 12-1-38 |12-1-6A [13-1-38 | 13- 1-68
o> 7858 12.8 141 16.1 13.6 A 51 6.3 7.2 5.9 7.5 71 3.9 3.7
HREREX 12.5 12.9 11.2 10.6 0.7 3.8 4.4 4.9 5.6 6.0 4.2 4.5
RRAY 5.5 8.6 7.4 7.6 2.1 3.6 2.7 2.6 2.6 1.8 0.9 2.4
DLF vy S 53 10.8 12.8 9.4 1.6 3.1 22 2.1 2.5 A 1.0 0.4 0.2
BB 19.0 12.9 11.8 9.9 A 23 2.2 2.4 4.2 8.2 9.2 5.6 7.3
NANAT R 13.5 13.3 15.3 7.9 3.6 6.2 3.6 4.9 1.7 3.2 5.9 5.8
T L=V 10.6 13.7 12.0 12.8 A 25 6.0 18.7 14.3 18.4 17.5 7.2 5.7
XHE M 8.3 9.6 10.0 3.1 A 03 4.4 0.5 6.3 3.4 4.4 9.3 8.9
PRAVRZ 14.6 22.1 7.9 20.0 25 23 3.2 2.0 29 3.6 0.7 A 03
15 Y B 9.5 5.4 6.1 8.1 1.9 27 A 07 6.5 A 06 2.8 23 0.6
Fa1abEKEK A 13 6.4 12.9 55.9 3.2 8.2 1.6 A 107 A 110 A 79 A 50 A 82

() (O 7HEHESE Q011ER) ) EREBEROHLREFERE 2011F) ] ; [O2 7OHSEEEE (201156, 98 ; 201266, 9. 128 ; 20135 3,
6 B)] (A 7ERERMET)

HEEDM@LERE FIF12AH%)

2005 2006 2007 2008 2009 2010 2011 2012 |12-1-38 |12-1-6H|13-1-38 |13 - 1-68
O 7E58 10.9 9.0 11.9 13.3 8.8 8.8 6.1 6.6 1.5 3.2 1.9 35
BEREFHREX 13.3 8.8 9.6 13.6 9.7 7.7 6.8 5.9 1.2 2.8 1.9 3.4
HNEHE 12.1 11.9 9.0 12,5 8.2 6.0 7.0 5.4 1.1 2.3 1.6 3.0
DLF vy H#E 21.5 11.6 10.1 14.8 10.7 10.2 5.8 5.6 0.6 1.5 1.0 25
BiES 12.4 7.1 9.7 13.5 9.5 7.0 5.6 6.0 1.6 3.3 2.1 3.4
NNOT AT #F 13.6 8.7 9.8 14.1 9.5 8.1 7.9 5.4 0.9 27 1.9 3.5
T L— IV 13.2 9.1 9.6 14.1 9.6 9.4 7.6 7.2 0.9 25 1.8 3.7
<HE M 12.4 8.1 13.3 19.3 13.4 8.5 9.2 8.7 2.2 4.2 2.8 43
BN 14.1 10.4 11.8 13.1 10.7 10.0 6.4 6.0 1.1 2.4 1.8 4.0
R Rd-F-Y 14.5 5.5 11.7 15.0 12.2 9.5 8.9 6.5 1.5 3.2 25 4.1
FadMEHABR 15.3 11.2 7.5 9.9 17.2 1.4 5.4 6.0 1.9 4.6 2.8 2.9

() [O2 7HEHEE (BER) ] BREBEROLSEFES (2011F)): (O 7OHLEEFES (2011F6. 9H:2012%6. 9. 12H:;2013%3., 6A)]

(a2 7 EFRERFET)

KEEEMBEREE FIFERLE%)

2005 2006 2007 2008 2009 2010 2011 2012 12-1-38 |12-1-6A [13-1-38 | 13- 1-6A
0> 7858 11.7 141 13.1 3.8 1.8 4.7 1.1 4.8 3.0 3.6 5.0 5.2
BREREX 10.4 121 10.6 3.4 4.0 3.5 1.8 26 4.4 5.2 6.1 5.7
RRAY 5.8 6.1 5.1 8.6 1.7 27 3.5 4.0 3.6 5.4 2.9 1.1
DLF vy Hts 6.8 7.1 8.8 4.9 3.9 2.3 5.2 A 26 A 41 A 27 44 4.9
BB 15.4 15.0 10.6 4.0 6.5 5.9 1.3 2.5 6.1 5.3 8.0 8.9
NNAT R T#H 8.5 14.3 12.1 A 49 8.4 5.3 A 20 0.5 1.5 2.5 6.6 5.5
T L=V 9.6 10.3 19.6 115 A 55 A 16 17.8 13.9 27.6 29.7 4.0 3.6
XHE M 3.1 9.1 6.8 1.0 2.5 2.5 0.1 8.7 10.8 6.9 2.0 7.2
PRAVRZ 14.4 141 124 6.8 A 06 A 1.1 A 41 A 22 A48 A 35 11.9 8.5
15 Y B 8.3 8.3 55 12.0 4.7 27 A 1.0 3.2 A70 0.5 0.6 15
Fa1abEKERK 17.3 7.2 4.4 5.2 A 8.1 4.0 A 125 A 138 A 90 A70 A 25 A 22

(EF7) [OY 7HETFESE (2009, 20115EMR) | ; (O 7 D#LEFEZ 20115F7. 108, 201251, 7. 108 ;20135 1. 4. 7 R)] (AL 7EBEKRHHET)

* fHE 1 REE
THAELEESE L—TN)
2005 2006 2007 2008 2009 2010 2011 2012 |12-1-38 |12-1-6H|13-1-38 |13 - 1-68

O 7E5 8,555 10,634 13,593 17,290 18,638 20,952 23,693 26,822 24,407 25,476 28,788 27,339
BEREHREX 11,508 13,711 16,713 20,778 23,158 25,814 29,421 33,611 30,444 31,700 35,608 33,876
HNEHE 13,437 16,168 19,409 23,816 26,533 28,708 33,289 39,751 35,500 37,523 43,411 39,825
DLF vy H#E 15,477 18,541 21,815 27,254 31,570 35,748 39,568 43,156 39,593 41,482 47,641 43,812
B 8,926 10,903 13,174 16,805 18,997 21,889 24,433 27,453 25,249 26,141 28,419 27,282
NNOT AT #F 11,336 12,888 15,884 18,985 20,455 22,657 26,702 30,908 27,407 28,694 32,095 30,707
7 L— IV 9,392 11,111 13,534 16,665 19,019 21,208 24,371 26,859 24,130 24,840 28,797 28,037
<HE M 14,673 17,747 22,102 28,030 32,657 36,582 44,240 51,061 45,630 47,944 55,374 52,797
YN 15,243 18,842 23,346 30,060 32,626 35,848 38,458 44,453 41,995 42,802 46,509 45,792
R Rd-F-Y 8,190 9,529 11,969 15,038 16,890 19,718 22,886 25,244 22,933 24,095 26,117 24,869
FadMEABR 23,314 25,703 30,859 38,317 42,534 46,866 54,314 62,856 56,615 60,236 67,783 65,035

() (B> 7#HEHESE (2009%FHR. 20115ERR) ) ; (O 7O FES 2011F 1. 7. 108 ;20124 1. 7. 108 ;20135 1. 4. 7A)] (O 7EHE

FRETFT)
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T4

20134 FEMIR N7 HOE ¥ IVEKIET ] Eht Xk %
Mt L Cw%o —HT IHEHEDM LATFIZ—7 & Ok
EHERLCWD, BV IVEAT (FPIT) OERIBORLIC
ZEHIZ v, L LB ORMAMM S . #hks 5 ol
REOKTFIZOVTIE, BEDPRENT VWS,

v 7 OFREE

2013445 2 0P 0> J2 I GDPRL IR 3 I Fi 4K [ 14 14.4 %
THMOR71% A SME L 720 ERH oK ESRIZR11.3%
E o TV D, ZHTFAEM TIZAE 2 DL oM ORI R
138% Ty FIHIOM19% DfE & 7 o 720 BEFELM BT
ETOHMIB W TRIMBEEA ML TE ). R
AR I HE20.6 % B, BAESE - EREIE108% M, —E
ANEM8A% M L > TWVD, —JiTl~7 AMofRD
AR O XY . AR BIE105% W E 7 o
720 VIR DAL 252 DA Z T WD, R
T L NAWEEOAPERIT. F IR R 4.6 % 3.
[6.3%H4 & 7 - 720

BLLSEARERNE, SREHE, RN, 47 & o TREE RO
ARERIMC & 0 20134 6 HICHT4E R I H225% 1, 7 H
IZH27.1%3 & 7% - 72,

20134 6 A K OB ERIEABIIAT0NTH 57255 7
HRIIE3BI0NITIHA LT B, SIS, B,
BOLR EOIWMIZBIT 2 FHEHOWMIC L2 b D TH
%o FHHAIC XAUE, 20134 1 ~ 7 A INC30522 N5 D JE
RS A - ISR E ., 2D23% 05, BikETHh -7,

2013445 2 U o B Wil L A= — 7 412k &
D, BN EASERERYIEI05% Th o7z 7T HIC
EFE97% AT LT b0 MBI RS & | 15 - B —
CALANDTRTOREN AL TW5S,

R BV ER L — M Z e CB D, 20134F L
OFHL—MI1 FV=1414 s T VT ThHho7ze TH
WZAER1A474 ™ » 7OV 7 & & SIZ38AM L Ji4E R 2 £9.7%
DWA & 7% > 720

20134F P o [ R B BUGE 1,330 b > 770 7 ok
Tl oize WBUUAEHTAERE]26.6% LY, MEB
TR 2 10.0% Tl 5 720 WMBURA ORI, W -
HF—E AT BB PRI ks tRBERH OB
X200 THD. MWHELHOKTIE, BEARLH, Hidhé -
24, MREOWAICL 2D TH 5,

BERVEE

201347 7 ARk E (M2) 81k My 7 v (K
57 F)v) C. BifERINZ164% L ~720 6 ~7H., €~
TINVPUTIIBOREN 2 105% R L 720 7 HROBE TR
ERTERI241% L2908 b » 7V 7 (RedfE k) &
o 72 AN RAEMEHERIZ20124F 6 A LLFEIRE D5 % & 7o 72,

HEES
20134F _F 0 B RS BIES1LE KOV T, Ri4ERMI 285%
Tl 720 BHUZ200 BV T RI4ERBI10.2% KA A
bIE U C3UE VT, [W7.3% 1A L7z Btk Ao 374 K
1, R BN T H 2 S OISR T & A oA
Tdh Do 20134F RN TT fe ool A 4R R 391 He50.1 % 4%
T L. WHEEIEFE274%KT Lz — 2 THRIME S of
ML 720 EAPH o EIo #1805 N LV Th 5 72,
WADWAE, Bk, B, THE, F5 v 2ol
ADBWPIZE DL DTH D, MNEEARE (FDI) %0
ETHETHHREDRTAZOEEENTH S, EFHo
FDIR i A D 1 #136.4% T, RIERTD125% 2 5K &
CIETLTWA,
(ERINAFAARFFEE FAEZER Sh. =¥ 7 3% L)

20105 | 20115 | 20124 [201241Q|201142Q|201253Q|201254Q | 201351Q | 201352Q 20135 1-6 B | 2013568 | 78

KHEGDPREE HpiERIALE: %) 6.4 17.5 12.6 14.6 14.4 10.5 10.6 7.2 14.3 11.3 - -
SETEAEE MaiERSET © %) 10.0 9.7 7.2 8.9 8.6 2.2 9.2 7.1 4.4 57 22,5 27.1
THEREYM_ERE GIaERLAE: %) 13.0 10.2 14.3 12.6 15.4 14.7 14.5 11.4 9.6 10.5 8.8 8.3
BREEE (FA) 38.3 57.2 35.8 50.1 47.5 441 35.8 35.2 41.7 41.7 41.7 38.9
s RILEEL—F (hyTILY) 1,356 1,244| 1,359 1,356 1,320 1,368 1,393 1,397 1,431 1,414 1,438 1,474
HEgHaE (M2) DL (WaTERE: %) 63 37 19 23 22 18 19 20 14 14 14 16
BEZEOEIL HaiERLALL: %) 23 73 24 55 39 36 24 28 36 36 36 42
TREELE (%) 12 6 4 6 5 5 4 4 4 4 4 5
BNz (EHUSKIL) A 202| A 1,747| A 2354) A 580 A 480 4954 A 340 A 396 A 651 A 1,047 A222| A284

i (EBUSKI) 2,909] 4,780| 4,385 878 1,375 979] 1,153 809| 1,215 2,024 381 330

BA (HEBUSKI) 3,2000 6,527 6,739] 1,458 1,855 1,933 1,493] 1,205 1,866 3,071 603 614
ERMBUNE (HErYTILY) 2| A 632 A1,163 A 56| A519 17| A 605 84| A 217 A 133 A272 A 13
EREYEE (BF h>F0) 12,125| 16,337| 16,647 3,533| 4,004 4,115 4,995 3,015 4,761 7,776 - -
ER#SEEYHX (BFh>¥0) | 10,287| 11,382| 12,176] 2,995 3,055/ 3,045/ 3,081 2,469 3,300 5,769 1,105 1,133
REBEECH (FE8) 10,320 651 429 123 153 22 132 244 395 638 184 -

(F) HEEDMLAR FRXFEY. EEHEE. BERS. TREELFGHRE.

(WFD) EXJINERGER [T JUEEHEE]. [T IR AR &5 @

HEL — MIYRTHE,



R E
Y/ OFRERESEDEL

wEHAT (hORBT) A9 A 5 HITAE L 220134E 45
2B O R (YEiH) 1. FHiEECHINEL1%
(4EFRIEA5%) T RIHIOF08% 725 LA L7ze THIH
HANC B & N Tl Sl 23 Im 1.1 % TRl o
[ A0L% 25 7T Z2HE Urze THIEEAFIKIZA22%
THIMI D [38% 7 5 13E T L 720

55 2 DU o0 B TS AR FE FR B0 M OV SR L R H AR Al T
03% Tdh-70 AKTIZ, 6 HIZHIHILA02%. 7 HiZ
[70.3% & % > TW5,

52 R 0 R II TR M T31% TH o720 H
KT 6 H1332%. 7 HI1E32% & %> Twb,

2RO BIGE IMFAR) 1315845 K v o By
Thotzo ARTIE, 6 A13506% My, 7 HIZS7E KLV o
TNENETTH b,

EMAEBEL—ME5HICL FA=11127 % ¥, 61
CRLI3TY + vy 7 AICFL126% 4+ ¥ LB LT b,

HERZEWM EARIE, 5 BICHERAK10%. 6 A2
[1.0%. 7 AICH14% L3R L T b, AEZ WM -5
i, 5 AICHI4ER A L A26%. 6 HICAA14%. 7 H
([ A09% &~ A F A THR LTV b,

HEHATIZ 7 H1ITHICRERE L 23R L. 20134EDRK
ER%28%. 20144E % [{40% . FHLTWbE, Thbid
LB A RO FRE2 5028 14~ EBIES
NTw2, 201 EOREREFRHEANICKS L. NHFIZ
S B H32.1 % CTHi ol P HAE A 504K 4 > b, i &
251.8% T M FHAEA 505K 1 » by FRENT HEIE
SNTze —J7, BERRPEEZ45% Tyl FHlfE A 5 18R A
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YINOLEFBIEE o TWwD, HETHDEEIE51% T
HIEFHAEA 501K 4 >~ b FHIBIE SN,

IR OMRIC X ) R TIRIREATE LT 2 Hi L T
B Ho 2013FDIFEFRITOVTIE32% & IZITHIELRIE
WELTWDA, JEHBEBDOMINE20124E D44T7 AHD 6,
BTN T 5 EHAATV D,

— 7\ 20134F O BB WAl 15751317 % T, Hi I\
PH06RA v N HBIESN, FEmE T AN F—
Ehrniea 7 o 4 7 LERITL6% & RIAA TV S,

BRBHEIIN-TDRA T F

8 A14H. BULABIHEOFEHGIEREN & D14 - 57
WHRIZWAREE L2 e Dy A NTA X2 GLS#T
BICHEATH I L2 RW L g, ARG O135
4987 + ¥ 51 & LiF. HHD800% MY DE G-k & % %
KL7ze AMTAFIT8 H20H DI, WERR A N 72 & DAl
THR I FE R S iz,

9 H 6 Hoskic Xiud, BUCHB LTS - 570
TR AR Lo BAITOWTIZ 9 5700077 + ~
DY & FIFTEEEMLEONT WS,

B E BYHETI1220094E 2 5 20114F T 34EMHETA b 5
A X% LCTHMERWD T & F o TED, MR OB
MEBATER DT L7 MRAE DR, 2 453l CT A b 7 4 F 037
biize FAridy 22 V8B L OwE 2 AT 5 Eih i
HETH DD WEERETT S TR T — 5 DR E AR L.
FRBELY) IV RET L5 EREPAE T TV S,
M%TT A4 NV Th % HAREDMiE 54T A5 E S % i,
FAEBARD AL EALITREEN NS S S 7 B & 7 2 W e
H5bo

(ERINASARIE B EALMEE  hER)

20085 | 20094 | 2010% | 2011% | 2012%F |12%47-9F| 10-128 |13%1-38| 4-6A8 58 68 7H

KEERNMBEE (%) 2.3 0.3 6.3 36 2.0 0.0 0.3 0.8 1.1

RIHEZH (%) 2.0 1.2 4.1 2.2 2.2 0.8 0.5 A 0.1 1.1

BEEXTHR (%) A 19 A 10 5.8 A1 A13 A15 A16 3.8 2.2 - - -
SETREAEERE (%) 2.8 A 0.1 14.0 5.9 0.9 A22 0.9 0.1 0.3 A 06 A 02 0.3
KEFE (%) 3.2 3.6 37 3.4 3.2 3.1 3.0 3.3 3.1 3.0 3.2 3.2
E5I%Z (EHUSKIL) 5170 37,866| 40,083| 31,660/ 38,338 13,341 13,864 9,340/ 15,838 7,270 5,025 5,679
i (EBUSKI) 422,007| 363,534| 466,384| 555214| 547,870| 133,125| 139,768 135350 141,212| 48,325| 46,704| 45839
WA (EBUSKI) 435,275| 323,085 425,212| 524,413| 519,584| 125652 129,831 129,684| 126,935 42,439| 40,714| 43,299
BEBL— b (74 >/USKIL) 1,103 1,276 1,156 1,108 1,127 1,133 1,090 1,085 1,123 1,112 1,137 1,126
EEEYME (%) 8.5 A02 3.8 6.7 0.7 A 02 A 09 A19 A23 A26 A4 A 09
HEEDM (%) 47 2.8 3.0 4.0 2.2 1.6 1.7 1.4 1.1 1.0 1.0 1.4
HRAETESL (1980.1.4 : 100) 1,124 1,683 2,051 1,826 1,997 1,996 1,997 2,005 1,863 2,001 1,863 1,914

(F) EIRERE. RIGHEXE, BEEATR. BTREERQCHHLAUE, SEEYM. HEEDHECHERBILMOE, KliERIIBRE
ERHBEE, RIECOHRXH. BEEAYR. BTEEEEY. AEFIFHRARE
ERRERE, RIGHEXH, BEERTR. £EEMMIE2005FE%E, HEEYMIZ201058%
BHNXEIMFAR, BWHAEEN-2

(HFR) BERIT. MEUTH
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B2 45) CHEK S . AFBETARINC M T MR B B A IX
& ERBAEFFIEE D 2 D OFMA D 5 L BE L TW5D,
REBEPREX OMNE & LTI THEMAEX, BEMREX, Bk
BAZEIX. BN LX, e IX 0P ShTw b,
F 2 HBXICBT 5 MR — 2O 12w T E
BETTIBAIR I L 22250 BRFE G L TE 5 | (55435)
LOBEDD 5o

ERINAD Z N TOREIC LB, 3T TIZI6DBIIX
DHEEVREN, 209 LUORBEEOKBIH-EDZ
LThb,

SERFE1ERFTE-I X EREK

20134 6 J1 5 B3¢ [@ifEdumfz] kg, miBo 6
H4H, &IERE 1 ERIZEEAN L ARICHT T [THLE
] RAE L THATRERO TR COBMTH 7274
ERHEYYRIO ] LETAETE— VX EREL.
TE—LVLTE, BEFHAF —HEZICBTRES T
TWAENTHOREOB SR, WS % W - T,
SEICKRHEH, KRBEOREZRIZ 9 L)) DD HIEI )
ROBKTHYILTH S LML TV,
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[ ) 201345 7 H1I6HAFIC L huid, &R TR A
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FEE BAERTA S ElO SR Is& HK 2 5582 2 LA
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TEPE 2 RAET B 72O K TR A5 <D
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o) || BUSRPR ICERILERSRAEFE TR

[fEFTER] 20134F 7 H 26 HAHC XA, ) 1Sk Ok
FirEE) (CEIEY & L CEA S B HE 2 B S
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DR T=E S 75,

FMEIC LT O TR, 1372 GREBRIKRD SEH) %
FRLEE U CRLTR SR % ke L, WSRO SR A MZ3 2 &
T, B & B2 A L CREOIES SR o 4 2 Wi
RIS T 2 & & HEIC L7223 CH 5 Z 9 726
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20134 7 H22H 38 [Wifh Js@fE] 1Ic TAE R 27—
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Z9 7
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55 3 eI IR e R BE 43 A320134F 3 H19H ~23H ., §it
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