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2005 Northeast Asia Economic Conferencein Niigata

6 - 8 June 2005
Toki Messe Niigata International Convention Center
Organizers

Niigata Prefecture, City of Niigata, Nichienren, ERINA, Federation of Chambers of Commerce and Industry of Niigata

e Plenary Meeting

Keynote Address
MASTEPANOV, Alexei

Prefecture, and Niigata Association of Corporate Executives

Co-organizers
The United Nations

Program

Advisor to the BOD Deputy Chairman, GAZPROM, RF

Reports on Experts' Meetings

Panel Discussion
Moder ator
KANAMORI, Hisao
Panelists

LIANG, Rongxin
ODBAYAR, Dorji
RHA, Woong-Bae
SEMENIKHIN, Yaroslav
SHINODA, Kenji
KUWABARA, Satoshi
1ZUMIDA, Hirohiko

Honorary Chairman, Economic Research Institute for Northeast Asia, Japan

Vice-Chairman, Heilongjiang Committee of Chinese People’s Political Consultative Conference
Member of the State Great Hural, Mongolia

Former Deputy Prime Minister, ROK

Director General, Far Eastern Marine Research, Design and Technology Institute, RF

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

Deputy Director-General, Trade Policy Bureau, Ministry of Economy, Trade and Industry, Japan
Governor, Niigata Prefecture

Adoption of the Conference Declaration

o Experts Meeting: The Northeast Asia Environment Network (Related Event)

Moder ator
UETA, Kazuhiro

Professor, Graduate School of Economics, Kyoto University, Japan

Session 1: Climate Change from Northeast Asian Viewpoints: | ssues and Tasks

Chair

JUNG, Tae-Yong
Reports by
KUDO, Hiroki
OH, Dae-Gyun

MAKSIMOQV, Vladimir

DAGVADORJ, Damdin

Climate Palicy Project Leader, Institute for Global Climate Environmental Studies (IGES)

Group Manager, Environment and Energy Efficiency Group, Institute of Energy Economics, Japan (IEEJ)
General Manager, Center for Climate Change Mitigation Projects, Korea Energy Management Corporation
(KEMCO), ROK

Advisor, Division of Economics of Environment Protection, Department of Real Estate and Land Law,
Economics of Natural Resources Use, Ministry of Economic and Trade, RF

Director, International Cooperation Division, National Agency for Meteorology, Hydrology and
Environment Monitoring of Mongolia

Session 2: Application of CDM/JI in Northeast Asia

Chair

HIGASHI, Nobuyuki
Concept Paper by ERINA
ENKHBAYAR, Shagdar
Reports by

YAMAGATA, Hiroshi
ZHENG, Shuang

UETA, Kazuhiro

HA, Gyung-Ae
TANAKA, Hiromu
Session 3: Potential Projects:

Chief Representative for Energy Resources in Paris, Japan Bank for International Cooperation
Researcher, Research Division, ERINA

Director for Environmental Affairs, Minister's Secretariat, Ministry of Economy, Trade and Industry, Japan
Associate Professor, Energy Research Institute, National Development and Reform Commission, PRC
Graduate School of Economics, Kyoto University, Japan

Project Coordinator, CDM Team, KEMCO, ROK

President, Japan Carbon Finance, Ltd.

Opportunities, Challenges and Capacity Building

Chair

UETA, Kazuhiro
Reports by
MASUDA, Masato
DORJPUREV, Jarga

SUZUKI, Mitsutoshi
MINAKOV, Viktor

Professor, Graduate School of Economics, Kyoto University, Japan

President, M4U Limited Advisory Service on CDM & Environmental Financing

Director and Senior Consultant, Energy Conservation and Environmental Consulting Co. Ltd. (EEC),
Mongolia

Senior Consultant, Consulting Department, Toyo Engineering Corporation, Japan

Director-General, “ Vostokenergo”, RF
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e Experts’ Meeting: Energy Community in Northeast Asia
Session 1: Prospects for Gas Cooperation

Moderator

ABE, Susumu Acting President, Asia Pipeline Research Society of Japan; Member of the Board of Councilors, ERINA

Soeakers

PAK, Yong-Duk Research Fellow, Korean Energy Economics Institute

GAO, Shixian Director of Center for Energy Economics and Development Strategy, Energy Research Institute, National Committee on

Development and Reform, PRC
MASTEPANOV, Alexei Advisor to the BOD Deputy Chairman, GAZPROM, RF

EBIHARA, Koichiro Department Chief, Mitsui O.S.K. Lines, Japan

HIGASHI, Nobuyuki Chief Representative for Energy Resources in Paris, Japan Bank for International Cooperation

Commentator

FALLON, Karla Project Director, East-West Center, Honolulu

Session 2: Prospects for Oil Cooperation

Moderator

SUGIMOTO, Tadashi Councilor, Japan-Russia Business Cooperation Committee, Nippon Keidanren

Soeakers

ZAGUMYONNOQV, Andrey Deputy Director, Far Eastern Center for Strategic Research on Fuel and Energy, RF

ZHANG, Jianping Head of International Cooperation Division, Institute of International Economic Research, National Development and

Reform Commission, PRC
MUNGUNKHUYAG, GanjuurHead, Contract & New Ventures Department, Minerals and Oil Authority of Mongolia

TAKEWAKA, Keizo Director, Economic Security, Economic Affairs Bureau, Ministry of Foreign Affairs, Japan
Commentator
IVANQV, Vladimir Director of Research Division, ERINA

o Experts’ Meeting: Northeast Asian Transportation Corridors, Industrial Corridorsand Tourism Corridors
Moderator

KAYAHARA, Hideo Director General, Japan Port and Harbor Association; Counselor, ERINA

Reports by

WATANABE, Naomi President, Nishifu Meat Co., Ltd.; Vice-Chairman, Japan Imported Poultry Association

ZHANG, Guangrui Director & Research Fellow, Tourism Research Centre, Chinese Academy of Social Sciences

OHNO, Hiroo Director-General of Hokuriku-Shin’etsu District Transport Bureau, Ministry of Land, Infrastructure and Transport, Japan
Commentator

ZHU, Yehui Director, Tumen River Area Development Administration, the People's Government of Jilin Province, PRC

TSENGEL, Tsegmid Member of the State Great Hural, Mongolia

SEMENIKHIN, Yarodlav  Director General, Far Eastern Marine Research, Design and Technology Institute, RF

AHN, Byung-Min Head, TransAsia Railway Project Division, Korea Transportation Institute (KOTI)

o Experts’ Meeting: The Vision for Northeast Asian Economic Development

Moderator

YAMAZAWA, |ppei President, International University of Japan (1UJ)

Speakers

ODBAYAR, Dorji Member of the State Great Hural, Mongolia

AHN, Choong-Yong Professor, Department of Economics, College of Political Science and Economics, Chung-Ang University; Member of
Presidential Committee on Northeast Asian Cooperation Initiative, ROK

Reports by

ITO, Shoichi Experts’ Meeting on the Environment; Researcher, Research Division, ERINA

SUGIMOTO, Tadashi Moderator, Experts Meeting on Energy

KAYAHARA, Hideo Moderator, Experts Meeting on Transportation, Industry and Tourism Corridors

Commentators

CHO, Lee-Jay Chair, Northeast Asia Economic Forum; Senior Advisor, East-West Center

YU, Xiao Tottori Research Center; Northeast Asia Studies College of Jilin University, PRC

VASILIEV, Sergei Counselor for Economic Affairs, Embassy of the Russian Federation in Japan

e Focuson Niigata: Business Strategy Forum (Japanese Only)

This feature has been compiled on the basis of recordings of the proceedings at the 2005 Northeast Asia Economic
Conference in Niigata and various written materials. The People’s Republic of Chinais referred to as China, the
Democratic People’s Republic of Korea as the DPRK, the Republic of Korea as the ROK and the Russian Federation
as Russia. The Japan Sea is known as the East Sea in the DPRK and the ROK; which name is used for it in this feature
depends on the version used by the relevant speakers, as transcribed from recordings of the conference.
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The Partnership Between Russia and the Asia-Pacific Region:

Problems Pertaining to Energy Cooperation

Alexei Mastepanov
Advisor to the BOD Deputy Chairman, Gazprom

Introduction

Russia is deeply distressed about the impact of last
October’s earthquake on the people of Niigata Prefecture.
We cannot control the force of nature with human strength.
However, what we can do is to express our sympathy and
extend a helping hand. | hope that you will understand the
feelings of we Russians.

With regard to my report today, | would like to speak
as an expert on Russia’'s energy situation, rather than
as an official representative of Gazprom or the Russian
government.

The Asia-Pacific region is the world’s biggest hub
for economic development, but energy and environmental
problems are escalating. In this address, | will touch upon
the importance of energy problems in the modern world and
Russia's foreign relations, but | would also like to take a
closer look at the priority issues in Russia's policy towards
the Asia-Pacific region and Northeast Asia. In addition, |
will discuss the aims of and challenges faced by Russia's
energy diplomacy.

In India, China and the countries of Southeast Asia,
which are new hubs of economic growth in the 21st
century, there is massive demand for oil and gas. In 2030,
India and China alone are expected to account for about
19% of total world energy demand.

The development of cooperative relationships in the
field of energy between Russia and the countries of the
Asia-Pacific region will largely be dependent upon the
degree to which Russia’'s potential partners demonstrate
understanding of issues that are high up on Russia’'s
domestic agenda.

Globalization has paved the way for an integrated
economic and information space and a new system for the
international division of labor. The problem that each and
every country faces is discovering where they fit into such
new systems and identifying their comparative advantage.
This problem is a particularly serious one for Russia and
the other former Soviet countries.

Globalization and liberalization in the global
economy and economic fields are acquiring increasingly
deep political implications. Although market factors are
intensifying, governments are retaining their influence.
While there is international cooperation in the energy field,
at the same time there is fierce competition to acquire energy
resources. Without diplomatic mechanisms for reaching
a compromise, cracks will appear in the energy security
system and economic vulnerability is liable to increase. On
the other hand, the “energy factor” in mutually dependent
relationships is a tool used in political and diplomatic
relationships between states. This energy factor plays an
even bigger role in global politics than war and underpins

the diplomacy and regional policies of many countries. The
energy factor has a direct influence on the national security
system as awhole. Therefore, many governments are trying
to expand their energy policies and develop cooperative
energy relationships, in order to diversify their energy
supply sources.

1. The Energy Factor in the World Today

Foreign experts on energy security problems
acknowledge that the tendency to politicize energy
problems lessened briefly immediately after the era of
bipolar confrontation between East and West ended,
but that the energy policies of developed countries have
changed since the emergence of new problems, such as that
of international terrorism. In response to the worldwide rise
in oil prices, improving the efficiency of energy use has
once more become a priority task.

Energy security is increasingly coming to be linked
to securing a foreign partner from which energy resources
can be obtained. To put it another way, energy security
problems are solved at the level of energy cooperation.

For both the state and the private sector, the oil
and gas business is one of the most profitable activities.
Moreover, the largest oil and gas companies have the
most international characteristics and make autonomous
decisions. As a general rule, vertically integrated corporate
entities conduct cross-border transactions and sometimes do
not even take national interests into consideration.

On the other hand, oil and gas tend, on the whole, to be
found in the same places. For many years, the “gas factor”
occupied a subsidiary position to oil. Once, the “oil factor”
was positioned higher up in the global energy balance and
oil markets were more important even than national borders.
The oil factor differs from the gas factor in that it has led to
international tension and wars on countless occasions.

Energy problems and the solution of these will
continue to be the most crucia decisive factor, not only
with regard to the policies of individual countries, but
also vis-a-vis pending issues in the global community as
awhole. In the fuels and energy sector, given the fact that
the capital investment rate is high and that investment
projects take time, it is vital to forecast the limits of future
energy development and energy growth, as well as various
problems and trends with regard to energy resource
shortages.

Both at the regional level and on a global scale,
energy resource markets are in the process of expanding.
This is likely to lead to the formation of a global energy
space involving unified “rules of the game”. Ahead of
the formation of this kind of space, newly industrializing
powers such as India and China will undoubtedly become
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increasingly influential players.

Today, oil accounts for the main share in energy
resource markets around the world, but the US and Russia
are positioned at two poles, as both importers and exporters.
The US consumes 29% of all oil drilled worldwide, but it
depends on imports for more than half of this quantity. The
USisthe world's biggest consumer of oil; cheap oil drives
its economy and it constantly has an enormous influence on
oil prices.

Russia is one of the world’s largest oil-producing
countries, but it exports about three-quarters of all the crude
oil and petrochemical products that it produces. According
to the Energy Strategy approved by President Putin, the
quantity of oil extracted is forecast to reach 450 million
tons (MT) to 520 MT annually by 2020, while the volume
exported is due to reach 280 MT to 355 MT by the same
year. As an oil-exporting country, Russia is hoping for a
high ail price, but it does not have a significant influence on
oil prices.

However, with regard to the fact that Russia and the
US both feel that oil prices should at least be predictable,
they indisputably share amutual interest. With regard to the
problem of ail price stability, both countries are generaly
aligned with each other when it comesto G8 and US-Russia
energy dialogues, as well as within the APEC framework.

Over the past ten years, the fluctuation margin of oil
prices has been narrow, but the magnitude of fluctuation is
becoming more intense. New destabilizing factors affecting
oil prices include the increase in oil exports from non-
OPEC countries, including Russia and Kazakhstan, as well
as the steep rise in demand in China. In order to solve this
problem, al the parties involved must be actively engaged
in harmonizing world oil markets.

In the near future, fuel and energy resources will
become one way for Russia to exert its influence. Active
energy diplomacy will help to improve the quality of the
Russian economy and to vanquish external threats to its
economic security. In other words, the energy factor will
play the most crucial rolein Russia s economic policy.

Russia boasts immense resource potential and a huge
fuel and energy industry and it must link the energy factor
to the modernization of its energy economy, as well as to
improving the efficiency of its external economic policy.
Long-term, large-scale investment projects in Russia and
other countries, such as the construction of pipelines and
nuclear power facilities, can be cited as examples of the
direction of international cooperation. These projects have
adirect link to the country’s long-term interests in terms of
its foreign policy. In other words, energy diplomacy is part
of its foreign policy. As you are doubtless aware, foreign
translational companies align themselves not infrequently
with the interests of superpowers.

2. The Energy Factor in Russia’s Foreign Policy

Energy diplomacy issues include: i) benefits in terms
of energy security; ii) the revival and consolidation of
its economic status; iii) the efficient realization of its
latent export potential; and iv) the discovery of a means
of survival for domestic businesses in foreign resources,
markets, revenue sources and technology. In the energy
field, Russia is trying to build cooperative relations both

within the CIS (Commonwealth of Independent States)
framework and at the level of the global community as
a whole, but it has the right to choose to which partner
it becomes closer based on its own interests. The same
principle applies to the forging of relationships with
international energy institutions.

In order to avoid political and military pressure, the
Russian government will pursue bilateral relationships
with foreign partners, based on the principle of prioritizing
mutual benefits and national interests. Any problems must
be resolved by means of fair negotiations.

Russia has assigned priority to the Far Eastern region,
Eastern Siberia and the Asia-Pacific direction in its energy
diplomacy. This is because there is potential in these
regions to implement vast oil and gas projects. Moreover,
this will undoubtedly have immense significance for the
economic development of Eastern Russia and neighboring
countries.

Conceivable potential directions for international
cooperation include: i) joint development of resources
in Eastern Russia (mainly on the continental shelf); ii)
participation in transport systems for energy resources;
iii) providing assistance to individual states; and iv) the
construction of next-generation power generation facilities.

The oil and gas sectors occupy a dominant position
in the private sector in the Russian economy. These
sectors promote development in al sectors of the national
economy, increasing the employment rate and boosting
budgets, export earnings and gold reserves, as well as
contributing to international economic cooperation.

3. The Current Status and Future Prospects of the Oil
and Gas Sectorsin Russia

Assessments of estimated reserves suggest that there
are 45-50 bhillion tons of oil and more than 170 trillion
cubic meters (TCM) of natural gas. On the basis of proven
reserves, Russia is counted among the world’s leading
oil producers, with 12-13% of total world oil reserves
concentrated under its soil. For along time, foreign experts
did not even attempt to acknowledge this fact. According to
atypical Western evaluation, Russia' s oil reserves were no
more than 6.7 billion tons, or 4.7% of total world reserves.
In 2000, when the US Geological Survey reinvestigated
Russia’s reserves, proven reserves instantly increased to
137 billion barrels (18.6 billion tons), giving it the world's
second highest level of proven oil reserves.

There are around 2,300 deposits (of oil; oil gas; and
oil gas condensate) and drilling is taking place in more than
1,230 of these. Since 1999, the quantity of oil extracted
has been increasing steadily and, as of 2002, Russia was
second only to Saudi Arabiain terms of the quantity of il
extracted. Western Siberia, and the Urals and Privolzhsky
(Volga) federal districts are the main areas undergoing
development. If the domestic and international situation
is favorable towards Russia, the quantity of oil extracted
is likely to reach 520 MT per year by 2020. The Timan-
Pechora region, the Northern Caspian Sea area, Eastern
Siberia and the Far Eastern region are all promising regions
in which abundant oil and gas reserves are concentrated.

The basic tasks facing the state are the improvement
of its taxation policy and system concerning the use of sub-



s0il resources, and the creation of an environment favorable
to the stable development of the oil and gas sector. We have
to break away from the underlying principle that subsoil
resources are assets of the state and the people. The state
must be disinterested and must manage subsoil resources as
auser of those resources.

The sound development of the gas sector cannot be
achieved without strong reserves. Russia's total (located on
the continent and continental shelf) undeveloped reserves
of natural gas are 236 TCM, while proven reserves amount
to 48 TCM. Thisis more than 34% of total proven reserves
around the world. Projected reserves are more than 170
TCM. Proven reserves are mainly concentrated in Western
Siberia (77.4%). Estimated reserves are mostly located in
Eastern and Western Siberia, the Far Eastern region, the
Kara Sea, the Barents Sea and the continental shelf of the
Sea of Okhotsk.

If domestic and international conditions and factors
mesh well together, the volume of gas produced in Russia
could reach 710 - 713 billion cubic meters (BCM) annually
by 2020. The aim of Russia's energy strategy is to ensure
that it can meet the demands of the economy and the
populace, and to improve the efficiency of the gas industry.

During the period that forms the focus of the
projectionsin Russia' s energy strategy, the main actor in the
Russian gas sector will still be Gazprom. Gazprom plans to
produce up to 58 - 59 BCM of gas by 2020. The company’s
parent organization is the Unified Gas Supply System.
This is one of the important characteristics of Russia’s gas
industry. The Unified Gas Supply System was formed 40
years ago as a unified technical complex in charge of al
stages of the flow of gas, from the point when it is located
in geological strata to the point at which it reaches the
end user. The Unified Gas Supply System facilitates the
systematic, reliable supply of gas, as well as enabling a
sequence and long-term plan for the development of gas
fields to be formulated. It isthis Unified Gas Supply System
that permits the export of natural gas “produced in Russid’,
without the need to use the name of a particular production
area.

At present, 78 gas and gas condensate deposits,
more than 150,000km of trunk and branch gas pipelines,
263 compressor stations (total capacity: 44 million
kWt), 24 underground gas storage facilities and 6 gas
refineries are operated under the umbrella of the Unified
Gas Supply System. The average distance over which
gas is transported to central Russia is about 2,500km,
while the distance covered by the gas delivery network is
approximately 360,000km. The Unified Gas Supply System
is acknowledged both within Russia and overseas to be one
of the world’s most efficient and reliable systems.

Western Siberia is likely to remain the main hub
of reserves and production in the gas sector for a while
to come, particularly the Nadim-Pur-Tazovsky region
and then the Yamal Peninsula. In the short term, the
Zapolyarnoye gas field and other proven gas fields, as well
as the gas fields in the Gulf of Ob and the Gulf of Taz will
be used to maintain and develop production. Furthermore,
the development of deposits on the Yamal Peninsula (total
reserves totaling around 11 TCM) and promising deep
deposits is planned. This is reliant upon the introduction of

ERINA REPORT Vol. 65 2005 SEPTEMBER

large-scale investment, including foreign investment.

The energy strategy forecasts development taking
place in Eastern Russia, the new vast gas production center
with a gateway to the gas markets of the Asia-Pacific
region. 25% of Russia s undeveloped reserves of gas (more
than 59 TCM) are located in Eastern Russia. Of these,
44.8 TCM are located on the continent, with the remaining
14.5 TCM on the continental shelf. The Kovykta (Irkutsk
Oblast), Chayandinskoye (Sakha Republic (Y akutia)),
Sobinsko-Paiginskoye and Y urubcheno-Tokhomskoye
(Krasnoyarsk Krai) gas fields and the hydrocarbon deposits
on the Sakhalin continental shelf are being investigated as
bases for gas field development. It is these gas fields that
will become the foundations for the development of the
gas industry in Eastern Siberia and the Far Eastern region.
These key gas fields will bring together neighboring small-
scale deposits to form regional gas production hubs.

The gas fields in Eastern Siberia and Y akutia are
characterized by their complex composition of components,
high helium content and the existence of oil and condensate
deposits. The helium in the gas fields in this region is
an extremely valuable commodity as far as Russia is
concerned, so it isan asset.

The complex composition of natural gas provides
the rationale for establishing large-scale export-oriented
gas chemical plants. Thus, the challenge is not simply
to produce and export gas, but to create gas chemical
companies in Eastern Russia and export products with
a high added value. Through such initiatives, Russia
will be able to contribute to energy security, not only in
neighboring countries, but also in Asia as a whole. Thisis
because gas chemical plants engage in energy-intensive
production activities, so it is more efficient to locate them in
countries with an abundance of energy resources. In order
to deal with these issues, it would be preferable to obtain
the cooperation of many companies from the Asia-Pacific
region, which is home to cutting-edge technology.

When selecting the destination of gas from Eastern
Russia, the priorities are likely to be a stable gas supply
within Russia, obtaining favorable conditions of sale in
countries in the Asia-Pacific region, and environmental
issues.

Based on such initiatives, proposals have been made
regarding the formation of an Eastern Trunk Line that
would integrate the hub gas fields of Eastern Siberia and the
Far Eastern region and link them to the Unified Gas Supply
System. The Eastern Trunk Line would, over the next few
decades, become the foundation of a stable, reliable supply
of gas to consumers, not only in Eastern Russia but also in
neighboring countries in Northeast Asia.

Another method of gas refining and delivery is also
being considered. This involves the liquefaction of the gas
in the production district and its delivery to the consuming
district, where it will be processed to create a synthetic
liquid fuel.

In 2003, Gazprom established a Committee on
Liquefaction and the Production of Compressed Gas and
its Delivery Via Marine Routes. This committee is actively
involved in discussions with major foreign companies in
order to ensure that the most beneficial technological and
market-related judgments can be made. Russia will become
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a mgjor producer and exporter of liquefied natural gas
(LNG) and Gazprom should become a major player in the
relevant sector of the world gas market. One of the most
significant projects in this field is the development of the
Shtokman gas condensate deposit (in the Barents Seq).

4. Russia’sPriorities

The success of energy cooperation depends largely
upon the degree to which potential partners understand and
share our economic development priorities.

In his annual address to the Parliament of the Russian
Federation on 25th April 2005, President Putin stated
unequivocally that, “Russia has a tremendous interest in
the large-scale inflow of private capital, including foreign
capital. This is our strategic choice and our strategic
endeavor.” However, this announcement certainly does not
mean that this kind of investment will be channeled into fi
elds, regions and industrial sectors that will yield a profit
for the investor alone.

According to an EU assessment, Russia needs $735
billion of foreign direct investment over 25 years, with
European investors able to supply a quarter of this. In this
case, it will be necessary to invest 33% of this amount in
Russia’s il industry and 26% in its gas industry. However,
the question is whether Russia’s oil and gas businesses
actually require this investment. We can understand that
our partners would like not only to import Russian energy
resources, but also to acquire the development rights
to these, but to what degree does this work to Russia’'s
advantage?

We agree with the concept of cooperation with foreign
businesses, groups and financial organizations. However,
cooperation - whatever forms it may take - means that
those participating complement each other’s potential.
Russia has been a dominant world force in hydrocarbon
production for decades, without the assistance of foreign
capital or foreign experts. At the same time, our own
experts have been active in other countries for decades and
have assisted in developing our oil and gas industry from
nothing. The volume of reserves remaining in oil fields
under development and in the continental shelf, particularly
in concessions that are difficult to develop, due to being
in deep-sea continental shelf areas or having complex
topography, is another matter entirely. These areas require
advanced technology and vast amounts of investment,
so the prospect of recovering funds invested in their
development israther low.

| would like to give you one more example, concerning
investment in geological exploration and survey work and
high-risk investment, such as the implementation of projects
relating to the “ gas development program in Eastern Siberia
and the Far Eastern region (the Eastern Program)”, which
is nearing completion. Cooperation in the development of
gas, gas condensate and oil gas condensate deposits and the
construction of oil and gas trunk pipelinesis being proposed
to us. However, there are no other companies in the world
that have as much experience of producing gas and laying
large-bore pipelines as the Russian companies Gazprom,
Transneft and Stroitransgaz. We need a completely
different type of cooperation in the implementation of the
Eastern Program. Firstly, we need to introduce foreign

capital and technology in order to develop gas refining
plants and gas chemical plants in Eastern Russia and
upgrade the manufacture of new products, such as GTL
(gas-to-liquid) and DME (dimethyl ether). Furthermore,
we need collaboration in joint sales in Asia-Pacific markets
of helium, natural gas and products processed from it,
as well as the development of joint production activities
with particular Russian machinery manufacturers, steel
manufacturers and manufacturers of other products aimed
at the oil industry. Gazprom executives have repeatedly
stated the company’s interests in these directionsin talks in
China, the ROK and Japan.

For instance, in April thisyear, Alexander Ananenkov,
Deputy Chairman of Gazprom, touched upon these
problems in talks with executives from major Japanese
companies and conglomerates (Mitsui & Co., JFE,
Sumitomo Corporation, Sojitz Corporation, Mitsubishi
Corporation and Itochu Corporation), as well as in
discussions with the head of the Resources and Energy
Agency and executives from the Japan Qil, Gas and Metals
National Corporation (JOGMEC) and the Japan Bank for
International Cooperation (JBIC).

Russian companies and manufacturers will be
prioritized in implementing the Eastern Program. At
present, the potential is emerging for Japanese companies
to participate in development projects in Eastern Siberia
and the Far Eastern region though joint ventures. Gazprom
would welcome the establishment of a plant in Russia
to refine the helium contained in large quantities in the
Kovykta and Chayandinskoye gas fields. The establishment
of joint ventures to manufacture construction materials and
construction machinery is essential to the implementation
of the Eastern Program. If a joint venture focused on the
construction of mobile plants for corrosion-proof pipes for
use in pipelines along the seabed were established, it would
be possible to cooperate with Japanese manufacturers of
large-bore gas pipes. In the metallurgy industry, Japanese
steel manufacturers could participate in the development
of strengthened steel. There is also the possibility of
building methane tankers in partnership with Russian
shipbuilding companies. The establishment of high-tech
plantsis a particular focus of the Eastern Program. Japanese
companies could participate in the development of reserves
where excavation is difficult and cutting-edge technology is
required.

In the aforementioned address to the Russian
Parliament, President Putin stated that the time is coming
when we should clearly identify fields where overwhelming
state control is required, including state capital, in order to
reinforce Russia's independence and safety. Furthermore,
he asserted that the targets of such control should be a
number of infrastructure facilities, defense contractors,
mineral resource production centers with a strategic
significance for the future of our country and the younger
generation, and infrastructure monopolies.

In his responses at a press conference on the outcomes
of the APEC summit (in Chile) in November last year as
well, President Putin expressed similar thoughts, saying,
“Hitherto, Russian companies had sufficient funds to
maintain the level of investment required by the Russian
economy. However, there are fields where investment



that entails risk is required, such as in the energy industry,
with regard to concessions where explorations have yet to
be completed. It is, of course, necessary to bring together
relevant Russian and foreign organizations. We would
welcome this wholeheartedly. Our many partners, including
those in other countries, are already providing funds for this
purpose.”

With regard to Russia' s domestic priorities, President
Putin stated in his closing address to the Far East and Trans-
Baikal Transport Infrastructure Development Conference,
which took place in Khabarovsk on 26th February 2004,
that, “The problem is not creating infrastructure to move
something somewhere. With regard to the export of mineral
resources and transport infrastructure, we should first of all
develop our energy production capacity for the purpose of
our own country’s growth.”

5.Energy Dialogues in the Asia-Pacific Region
and Russia’'s Partners: Problems With Bilateral
Cooper ative Relationships

Currently, Russia is conducting active energy
dialogues with many countries in the Asia-Pacific and
South Asiaregions.

India

Energy is one of the priority sectors for cooperation in
our relationship with India. In the energy cooperation field,
talks regarding the construction of thermal, hydroelectric
and nuclear power generation plants, the implementation
of joint fuel resource development projects, and exchange
in the fields of chemistry and technology. An agreement
has been reached concerning investment in the Sakhalin
| project by India’'s national oil and gas development
companies.

On 4th December 2004, an agreement concerning
strategic cooperative relationships was concluded between
Gazprom and India's state-owned gas company in New
Delhi.

On 15th January 2005, the first Russo-Indian energy
seminar, entitled Cooperation in the Development of Fuel
Resources. Possibilities and Challenges, was held in India
and in April this year, Gazprom and ONGC Group signed a
memorandum of understanding concerning cooperation.

Kazakhstan

One of the biggest cooperative projects is the joint
venture based on the Ekibastuz 2 thermal power station. If
this project is implemented, it will allow Kazakh electricity
companies to enter the Russian electricity market, which
is currently in its formative period, as well as making it
possible for Russian companies to expand into the Kazakh
market. To put it another way, a unified electricity market
would be formed.

The quantity of oil transported from Kazakhstan via
Russia is also likely to increase. More specifically, it is
planned to increase the capacity of the Caspian Sea Pipeline
Consortium’s oil pipeline to 670 MT annually and that of
the pipeline between Atyrau and Samara to 250 - 300 MT.
In the Caspian Sea region, cooperation in the development
of oil and natural gasis deepening. In 2004/5, an agreement
was reached regarding the joint development of oil and
gas from the Kurmangazy deposit and the first joint
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development project will enter its implementation phase
this summer.

China

This year, the 7th meeting of the Energy Cooperation
Panel of the Preparation Committee for Regular Talks
Between the Chinese and Russian Prime Ministers will be
held in Moscow. As President Putin has emphasized, “ Sino-
Russian dialogue is completely frank. We understand that
China wants stable imports of Russian energy resources.
Russia can also trust China - where demand is increasing -
as a partner. There are no political, ideological or economic
problems hindering Sino-Russian cooperation in the energy
sector.”

In 2004, Russian exports of oil by rail to Chinareached
7 MT, but it is expected to import more than 10 MT in 2005
and more than 15 MT in 2006. The possibility of creating
a branch line to China when the Pacific oil pipeline is built
is under consideration. At a press conference in China,
President Putin stated the following about the pipeline
route. “We will make a decision based, first and foremost,
upon consideration of Russia's national interests. We must
plan and implement large-scale infrastructure development
projects in order to develop Russia's Eastern and Far
Eastern regions, but we are aso thinking about the benefits
for our partners.”

In October 2004, Gazprom and China's CNPC
concluded an agreement on strategic cooperation,
encompassing such areas as geological surveys, extraction,
delivery and sales, with the aim of intensifying cooperation
in the field of natural gas development.

I would like to emphasize once again that Russiais not
thinking solely in terms of the export of energy resourcesto
China. It is aiming first of all to upgrade bilateral relations
through the implementation of mutual investment and
the supply of high added-value products and high-tech
products. At the regional level, machine and equipment
components, petrochemical products and natural gas
chemical products are exported, among other items. The
quantity of electricity exported from Russia to Chinain
2003 was 161 million kWh, and a further increase of 85%
was recorded in 2004.

The Western Development Plan is being implemented
in China and the Russian government believes that there
is sufficient potential for a number of regions in its
own country to participate in this program. | am certain
that Russia can make an immense contribution to the
development of the economy, infrastructure and transport
systems throughout Eurasia.

DPRK

At present, more than 60% of the DPRK’s mining
and manufacturing output and about 40% of its electricity
is produced using facilities constructed or renovated
by Russia. Fields for cooperation between Russia and
the DPRK in the future could include the development
of the DPRK’s continental shelf, the completion of the
construction of power generation facilities, including the
East Pyongyang thermal power station, and the export of
electricity from Russia.
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ROK

On 23rd September 2004, the ROK-Russia Joint
Declaration was adopted in Moscow, with Russia and
the ROK agreeing to strengthen long-term cooperation in
such key fields as the fuels and energy industry, transport,
science and technology, oceanographic surveys, the
development of space technology, the development of
natural resources, IT, communications, the fishing industry
and regional cooperation. Moreover, the Joint Declaration
included a statement to the effect that regular strategic
dialogue would take place concerning energy issues.

The first Russia-ROK Strategic Security Forum took
place in Moscow in May 2005 and the program included
special sessions on transport and energy. One of the crucial
areas for energy cooperation between Russia and the ROK
is the issue of natural gas. Gazprom, KOGAS and LG have
concluded a cooperation agreement and joint working group
meetings are held regularly. One large-scale joint project
being undertaken is the construction of a petrochemical
plant and oil refinery in Tatarstan.

USA

Large-scale, official energy dialogues take place
between Russia and the US, and issues such as both
countries’ energy strategies and joint projects in the field
of energy are discussed at the conferences, symposia and
ministerial talks that are held regularly. Energy issues are
also raised at summit talks. LNG is a particularly big topic.
Russia-US energy summits are held on aregular basis.

ExxonMobil is actively participating in the
development of the Sakhalin continental shelf, while in
October 2004, ConocoPhillips purchased stock in LUKaoil,
one of Russia s biggest oil companies.

According to a pre-feasibility study of the development
of the Shtokman gas field conducted by ConocoPhillips,
the amount of investment required for that project will be
$10-15 hillion. At the first stage, the volume of natura gas
extracted will reach 30 BCM annually, while the LNG plant
due to be constructed will have an annual capacity of 21
MT. It is planned that 90% of this will be exported to the
US, but there is also the possibility of exporting some to
Europe.

Japan

Japanese companies are actively participating in
the Sakhalin oil and gas development projects. The
memorandum of understanding signed at the 7th meeting
of the Japan - Russia Intergovernmental Committee on
Trade and the Economy on 22nd April 2005 contained the
following statement: “The expansion of Russo-Japanese
energy cooperation is essential in order to strengthen the
energy security of both countries and the Pacific region as a
whole. Both parties agree that the construction of a pipeline
from Eastern Siberia to the Pacific coast is of immense
importance to both countries.”

As you are undoubtedly aware, the Japan-Russia
Action Plan was adopted on 10th January 2003. This plan
forms the basis for cooperation between Japan and Russia
and also focuses on economic cooperation.

The area that will be important in Russo-Japanese
cooperation in the future is that of advanced technology

relating to energy. There are many projects in such fields
as the peaceful use of nuclear power, including fast neutron
reactors and the International Thermonuclear Experimental
Reactor (ITER), the improvement of energy efficiency
through the implementation of the Kyoto Mechanisms and
the use of new energies, including gas hydrate. The search
for alternative energy sources, which are vital to the future
of the earth, is also going to become amajor task.

6. Conclusion

In closing my speech, | would like to stress that the
potential for and scale of energy cooperation in Northeast
Asia and the Asia-Pacific region as a whole requires not
only bilateral but also multilateral cooperation.

Energy dialogue promotes economic development and
solutions to specific problems.

Russia has been a dominant force in the world market
as the most reliable major supplier of energy resources
for decades now. Energy cooperation between Russia
and the EU is a good example of this. As a result of this
cooperation, 16% of the oil and 20% of the natural gas
consumed within the EU comes from Russia.

At present, Russian companies are actively tapping
new markets in the US, Asia and the Far East. We are
planning to develop deposits in Eastern Siberia and on
Sakhalin and the Russian coast of the Caspian Sea.

Russia's energy strategy is based on the assumption
that the country will continue to be a major exporter of fuels
and energy resources during the period under consideration
in the strategy. In particular, exports of 268 - 380 MT of oil
and 236 - 245 BCM of natural gas by 2020 are envisaged.

European countries will continue to be major markets
for the sale of Russian fuel and energy resources. At
the same time, Russia will develop its exports in the
eastward and southward directions in order to diversify the
destinations of its energy resource exports.

The energy strategy is based on the assumption that
Russia's expansion into the world market for LNG will be
achieved and exports of synthetic engine fuels will begin
during the latter half of the forecast period. These products
are more suitable for delivery than conventional natural gas,
so they will enable us to expand the scope of our export
network significantly.

The implementation of the gas program in Eastern
Russia will lead to the completion of an integrated East
Asian gas market linked to the integrated Russo-European
gas market. Then the formation of an integrated European
and Asian gas market will begin. New LNG export supply
routes (especially India) are likely to be added to the
integrated European and Asian gas system.

If new oil export routes are created, the future
stability of energy security on the Eurasian continent will
increase. On 19th October 2003, at the APEC Practitioners
Conference (in Bangkok), President Putin stated that,
“Russia is ready to contribute to the establishment of a
new energy mechanism in the Asia-Pacific region.” Such
a mechanism, if established, would enable the energy-
consuming countries within the APEC framework to
diversify the supply sources of their energy resources and
guarantee their own security.

[Edited and translated from the Russian by ERINA]
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Olmpact of Carbon Finance.

e Carbon Finance will improve viability of the project
by increasing Internal Rate of Returns on Equity
(IRROE) for equity investors and Debt Service
Coverage Ratio (DSCR) for lending banks

¢ A Financial Analysis of an Wind Power CDM Project

Main Assumption
200% Capex:US$900/kW,

-~ 18.0% DSCR On-grid Tariff:
(‘Eﬂ) EUS$D.O7/Fk\I\€h,
1 16.0% mission Factor:
— 0.9 t-CO2/MWh,
= 14.0% IR,ROE Interest Rate:6%,
12.0% (right) | IR
A 60% vs. 40%,
10.0 Uss/t‘COZ Unhzazt?e;\u ratio;
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10."Risks and Measures

* Risk means Uncertainty of the future expectation

The right chart shows
an example of
Monte-Carlo Simulation of
Project IRR in 1,000 times,
where most likely IRR is
around 12% but
about 260 times are
less than 10 % IRR.

¢ Measures to be taken
- to avoid risk conservatively
- to mitigate risk (ex. by insurance)
- to transfer risk to whom can manage risk better
- to accept risks (ex. by more capital reserves)

123 45 67 8 9101112131415 16 17
Proect IR %
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Summary of the Environment Experts’ Meeting

This meeting examined the potential for bilateral
and multilateral cooperation in Northeast Asia while
focusing on the prospects for making use of the Kyoto
Mechanisms (particularly CDM and Jl) in the region;
in addition, it did not merely highlight the solution of
environmental problems, but also explored the possibilities
for creating openings for new business opportunities.
With the aim of thoroughly investigating the benefits
of the Kyoto Mechanisms (CDM/JI) in unearthing
eco-business opportunities and looking at why this is
a particularly distinct possibility in Northeast Asia,
policymakers, bureaucrats, academics, practitioners
such as businesspeople, and various other experts from
Japan, China, the ROK, Mongolia and Russia conducted
discussions over two days.

The first session focused on the status of emissions
of greenhouse gases (GHGs) in Northeast Asia, the status
of the climate changes that GHGs cause, and the effects
on each country of the Kyoto Protocol’s entry into force.
Hiroyuki Kudo (Group Manager, Environment and Energy
Efficiency Group, Institute of Energy Economics, Japan
(IEEJ)) explained the significance of the Kyoto Protocol’s
entry into force in February 2005 from both the short-
and long-term perspectives, as well as describing the
potential role that CDM/JI could play in Northeast Asia
in general terms. Dae-Gyun Oh (General Manager, Center
for Climate Change Mitigation Projects, Korea Energy
Management Corporation (KEMCO), ROK) provided an
overview of the current status of GHG emissions in the
ROK and the government’s measures to counter these.
Vladimir Maksimov (Adviser, Division of Economics
of Environment Protection /Department of Real Estate
and Land Law, Economics of Natural Resources Use /

Ministry of Economic Development and Trade of Russian
Federation) explained the problems of restructuring Russian
domestic institutions with the aim of facilitating interagency
cooperation following ratification of the Kyoto Protocol, as
well as stating that the laws relating to the implementation
of the Kyoto Mechanisms have yet to be devel oped.
Damdin Dagvadorj (Director, International Cooperation
Division, National Agency for Meteorology, Hydrology
and Environment Monitoring of Mongolia) talked about the
damage caused to Mongolia by global climate change (such
as the exacerbation of droughts and harsh winters) and
reported that this damage is beginning to have a severely
deleterious effect on the domestic economy.

At the beginning of the second session, one of
ERINA’s researchers presented a concept paper on the
potential for the application of CDM and Jl to become the
driving force in promoting environmental and economic
cooperation in Northeast Asia. Following this, a report
was given on the status of preparations in each country
of the region for the implementation of CDM/JI. Shagdar
Enkhbayar (Researcher, Research Division, ERINA)
pointed out the fact that Northeast Asia is characterized by
diverse mutual complementarities in terms of economic
development and resources, stating that there is ample
scope for promoting investment in clean technologies and
striving to reduce GHGs; moreover, she emphasized that
the Kyoto Mechanisms would be highly useful in promoting
sustainable economic development that merges economic
development initiatives with environmental conservation
initiatives within the region. In addition, Ms. Enkhbayar
pointed out various problems, such as the fact that the
human, institutional and legal capacity and investment
environment for applying CDM/JI are still undevel oped



within Northeast Asia, as well as the lack of information
and the fact that the development of markets for emissions
trading is lagging behind. She reported that ERINA is
proposing the establishment of a permanent Environment
Subcommittee under the auspices of the Northeast Asia
Economic Conference Organizing Committee, with the aim
of overcoming such problems.

Hiroshi Yamagata (Minister’'s Secretariat, Director
for Environmental Affairs, Ministry of Economy, Trade
and Industry) explained the Japanese government’s policy
on reducing GHGs, its plan for achieving its emissions
targets, and the basic policy on the operation of the Kyoto
Mechanisms contained therein. Shuang Zheng (Associate
Professor, Energy Research Institute, National Development
and Reform Commission (NDRC), China) stressed that
China’s policy on climate change is in keeping with the
national strategy for economic development and explained
the Interim Measures for Operation and Management of the
Clean Development Mechanism Projects in China that the
NDRC published in collaboration with other ministries in
May 2004. Kazuhiro Ueta (Graduate School of Economics,
Kyoto University) gave a report examining the potential
for integrating environmental cooperation on three levels:
i) the environment and the economy; ii) global problems,
including the reduction of GHGs such as CO2, and local
problems such as SO2; and iii) Japan and China. Gyung-
Ae Ha (Project Coordinator, CDM Team, KEMCO, ROK)
described the role of Designated National Authorities
(DNA) in promoting CDM and the diversity of each
country. Hiromu Tanaka (President, Japan Carbon Finance,
Ltd. (JCF)) reported on the background to the establishment
of the Japan GHG Reduction Fund (JGRF) and the
activities of the JCF, which was established using money
contributed by investors in the JGRF. Furthermore, he
argued that the goal was not to put CDM/JI first in creating
something; rather that the CDM/JI approach is extremely
useful as one effective means of solving the issues that are
currently being faced in Northeast Asia.

In the third session, various practitioners reported on
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the diverse risks involved in implementing CDM/JI and the
processes and problems relating to the operation of energy-
conserving plant. Masato Masuda (President, M4U Limited
Advisory Service on CDM & Environmental Financing)
described finance procurement methods for promoting
CDM (shares or debt) and ways of evaluating risks
(political risks, institutional risks, commercial risks), and
emphasized the importance of establishing Public-Private
Partnerships (PPP), such as Japan’s JCF, jointly between
the investor country and the host country. Jargal Dorjpurev
(Director and Senior Consultant, Energy Conservation
and Environmental Consulting Co. Ltd. (EEC), Mongolia)
introduced examples of potential CDM projects in
Mongolia (e.g. technological innovation with regard to
household stoves and cement manufacture). From the
perspective of a plant construction practitioner, Mitsutoshi
Suzuki (Senior Consultant, Consulting Department, Toyo
Engineering Corporation) reported on his experience of
involvement in a feasibility study for a project that could
lead to a CDM/JI project. Viktor Minakov (Director-
General, Vostokenergo, Russia) provided an overview of
the possibilities held by J for the modification of coal-fi
red power stations in Far Eastern Russia and the potential
for the promotion of hydroelectric power to contribute to
environmental conservation within Northeast Asia.

During these three sessions, the development of more
meaningful discussions based on the relationship with the
issues of energy and economic development, the sharing
of information concerning institutional uncertainties
relating to CDM/JI, and the promotion of the discovery
of joint projects that can be undertaken at the regional
level and the analysis of specific case studies emerged
as the challenges that remain. Furthermore, the speakers
were unanimous in their assent to the establishment of a
permanent Environment Subcommittee under the auspices
of the Northeast Asia Economic Conference Organizing
Committee, as proposed in ERINA’s concept paper.

[Shoichi Ito, Researcher, Research Division, ERINA]
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Summary of the Experts’ Meeting on Energy

This Experts’ Meeting sought to explore approaches
to cooperation and collaboration among countries on the
demand side, given the progress of oil and gas projects
in the country on the demand side (Russia), as well as
seeking to make specific proposals with a view to building
cooperative relationships between the demand and supply
sides. The first session examined the possibilities of
intra-regional cooperation relating to natural gas, with a
particular focus on the issue of LNG trade, global demand
for which is increasing rapidly at present. The second
session was chiefly devoted to discussion of the potential
for multilateral cooperation that could arise from the plan to
build a crude oil pipeline from Eastern Siberia.

First Session: Prospectsfor Gas Cooperation

Yongduk Pak (Research Fellow, Korean Energy
Economy Institute) addressed the necessity of creating a
framework for the efficient promotion of energy cooperation
in Northeast Asia, stating that there was potential for
energy cooperation in the fields of oil distribution, the
development of joint oil stockpiles by Japan, the ROK and
China, natura gas pipeline projects, and the construction of
atrans-national power distribution network. While pointing
out that one obstacle at this point in time is the lack of a
country that can provide leadership within the region and
that there is a dearth of mutual trust among the countries
of the region, he discussed the possibility that political



confrontation within the region might be alleviated if
momentum for energy cooperation can be built.

Shixian Gao (Director, Center for Energy Economics
and Development Strategy, Energy Research Institute,
National Committee on Development and Reform,
China) informed participants that China's energy strategy
has four aims: energy conservation; the rationalization
and diversification of the energy structure through the
introduction of natural gas; the increase of domestic
supplies and supplies from within the region; and the
diversification of supply sources. Moreover, he asserted
that recognition of sovereignty over energy resources,
the promotion of free and fair trade, the promotion and
protection of resources, cooperation in times of emergency,
and environmental conservation should be the fundamental
principles of multilateral energy cooperation in Northeast
Asia, and that efforts by the private sector, as well as
governments are required.

Alexei Mastepanov (Advisor to the BOD Deputy
Chairman, GAZPROM, Russia) stated that Russiais
currently formulating a gas development plan for Eastern
Siberia that takes the period to 2030 into consideration.
Rather than focusing solely on the extraction of gas
from gasfields and the transport of the product, thisis an
extremely comprehensive plan that includes the refining
and processing of the gas.

With regard to the fact that LNG demand has hitherto
been concentrated mainly in Asia, primarily Japan and the
ROK, Koichiro Ebihara (Department Chief, Mitsui O.S.K.
Lines) explained that recent growing demand for natural
gas imports to the US will influence trends in LNG trading;
in addition, demand for LNG tankersis also on the rise due
to increases in global LNG demand. Furthermore, talking
about the background to the quantitative expansion in LNG
trade and regional diversification, he noted that, while
natural gas trading has hitherto been conducted by means
of exceedingly long-term fixed contracts on a take-or-pay
basis, the spot contract method is currently in the process of
being introduced.

Nobuyuki Higashi (Chief Representative for
Energy Resources (Paris), Japan Bank for International
Cooperation) pointed out that, in an age when the various
importing countries are linked to each other in the midst of
agloba increase in LNG demand, a situation is emerging
in which the securing of investment in and loans for a
single project will be difficult unless the circumstances of
each country and the status of markets in each region is
not adequately understood. In addition, he discussed how
important it is for consumer countries in the form of Japan,
the ROK and China to cooperate in areas where common
benefits can be derived and to negotiate with supplier
countries with regard to conditions. Furthermore, he stated
that discussions regarding the introduction of an Energy
Charter Treaty for Northeast Asia should be initiated.

Second Session: Prospectsfor Oil Cooperation
Andrey Zagumennov (Deputy Director, Far Eastern
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Center for Strategic Research on Fuel and Energy,
Vladivostok) highlighted the prospects for the devel opment
of the abundant crude oil and natural gas resources of
Russia's Far Eastern region (including the Sakha Republic),
aswell asthe potential for intra-regional cooperation.

While warning that there is a total lack of any
cooperative mechanisms for the development of crude
oil in Northeast Asia and that the risks of competition are
increasing at present, Jianping Zhang (Head of International
Cooperation Division, Institute of International Economic
Research, National Development and Reform Commission,
China) stressed that it is the concept of multilateral
cooperation rather than bilateral cooperation that will
hold the key in the future. With regard to oil problems,
he argued that, even if it will be difficult for the countries
of the region to reach an agreement in the short term, it
is vital for Northeast Asia as a whole to have long-term
goals, and pointed out that the region requires a two-
dimensional concept involving cooperative relations among
the consumer countries (China, Japan, the ROK), as well
as a consumer-plus-supplier country framework that also
involves Russia. Furthermore, he suggested that we should
think about the possibility of introducing an Asian IEA or
something similar to the European Energy Charter Treaty.

Ganjuur Mungunkhuyag (Head, Contract & New
Ventures Department, Minerals and Oil Authority of
Mongolia) outlined the status of oil development in
Mongolia, as well as the country’s policy of diversifying its
0il procurement sources.

After pointing out three common challenges faced by
the countries of Northeast Asia, viz. contingency planning
(such as an oil stockpiling system), improving energy
efficiency, and environmental conservation by moving
away from the use of oil and coal through the use of
renewable energy, Keizo Takewaka (Director, Economic
Security, Economic Affairs Bureau, Ministry of Foreign
Affairs) stressed the necessity of creating international
rules through a multilateral framework. In addition, he
emphasized that the countries of the region should not be
divided into separate markets, but should think primarily
in terms of building peace of mind, trust and a sense of
community.

The majority of comments were in accord, agreeing
that: i) more meaningful discussions should take place
with regard to the issue of energy cooperation, with talks
involving not only those at the government level, but also
academics and representatives of the business world; ii)
cooperation based on the concept of a win-win situation,
rather than a zero-sum scramble or competition for
resources should be promoted; and iii) cooperation between
the demand-side countries alone should be pursued, while
also placing great importance on dialogue between the
supply-side country and the demand-side countries of
Northeast Asia.

[Shoichi Ito, Researcher, Research Division, ERINA]
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Summary of the Experts’ Meeting on Transport, Industrial and
Tourism Corridors

Hideo Kayahara (Director General, The Japan Port
and Harbor Association Counselor, ERINA) moderated
discussions during the Experts Meeting on Transport,
Industrial and Tourism Corridors. Problems relating to
transport are a theme that is discussed every year at the
Northeast Asia Economic Conference; it should be noted
that this year, the topics of industry and tourism were also
brought within the ambit of discussions of transport issues.
Focusing on the use of corridors, opinions were exchanged
concerning transport during the first half of the session and
tourism during the second half, with the aim of promoting fl
ows of people and goods.

Firstly, with regard to transport, the paper written by
Victor Gorchakov (Governor, Primorsky Territory, Russia)
was presented. In 2004, the national transport strategy was
approved by the Parliament of the Russian Federation, with
the Federal Special Program on International Transport
Corridors being incorporated as one section of this
strategy. Mr. Gorchakov stated that participation in these
international transport corridors will lead to the integration
of domestic transport facilities with international transport
systems and the improvement of the technological and
organizational levels of domestic transport facilities, and
he asserted the importance of doing this. He stressed that
it is necessary to avoid the folly of allowing complex
international relationships to delay the achievement of this
goal, depriving it of its economic efficiency. In addition, he
informed participants that the administration of Primorsky
Territory is working on constructing the Primorye 2
international transport corridor, which links Changchun in
China with ports in Japan and the ROK via Zarubino and
Posiet ports (the so-called Tumen River Transportation
Corridor).

Next, Yehui Zhu (Director, Tumen River Area
Development Administration, the People's Government of
Jilin Province, China) introduced developments relating to
the Tumen River areain 2004. The Chinese government is
strengthening its systems in order to promote devel opment
in the Tumen River area and Northeastern China as a
whole, by such means as establishing the Office of the
Leading Group for Revitalizing Northeast China and Other
Old Industrial Bases of the State Council; Jilin Province
has also consolidated its own systemsin response to this. In
addition, he informed participants that China is conducting
talks with Russia and the DPRK regarding roads, ports,
customs arrangements, and industrial zones, and that
the UNDP' s 7th Inter-Governmental Vice-Ministerial
Conference on the Tumen River Area Development
Programme has taken place; he also stated that Chinais
reinforcing its external relations. Cargo movements are
intensifying, but they are still insufficient in quantitative
terms, so China is seeking to boost such movements
further by introducing capital from Southern China to the
Tumen River area and also through the joint Sino-Russian

operation of Zarubino Port.

Yaroslav Semenikhin (Director-General, Far Eastern
Russia Marine Research, Design and Technology |nstitute)
highlighted the fact that the quantity of cargo transported
between Asia and Europe grew 150% on the previous year
in 2004, and stated that the establishment of a transport
network is an important topic, both for the Far East and
for Russia as a whole. He stressed that it is vital to ensure
that the Northeast Asia Transportation Corridors are truly

“ international” transport corridors, like the European

Transport Corridors, which have an abundance of options
and are economic to use, and with regard to which the
governments of each country agree, ensuring that the
requisite conditions mesh together adequately. Moreover,
it is necessary to promote the relaxation of restrictions, the
upgrading of appropriate infrastructure, and the provision
of adeguate services, in order to encourage flows of people.

Tsegmid Tsengel (Member of the Mongolian State
Great Hural) stated that transport routes are extremely
important in order to make use of Mongolia s abundant
resources, particularly the linkage of the section of the
Tumen River Trangportation Corridor at Mongolia s border
with China. In addition, he informed participants that
the Mongolian government is devoting its energies to
upgrading the domestic East-West route that connects to
this corridor.

From the perspective of using transport corridors,
Naomi Watanabe (President, Nishifu Meat), whose
company produces and processes chicken in Heilongjiang
Province and transports it to Japan, discussed problems
relating to transport at present and her hopes for the Tumen
River Trangportation Corridor. The company’s current transport
route is from Heilongjiang via Dalian and Yingkou; the
cargo is discharged at Osaka Port. It takes two days to
trangport cargo by rail between the production area and the
port, or one day by road; marine transport then takes five to
six days, so reducing the transport time is the company’ s
biggest challenge. Freshness is the decisive factor for
chicken. Currently, the chicken is transported frozen, but
Mr. Watanabe expressed his hope that it would become
possible to transport it refrigerated if the transport time
could be reduced by shipping it to Niigata via Zarubino.
It is expected that, if the transport of refrigerated chicken
became possible, there would be a dramatic increase in
quantity and this devel opment would change history.

After these reports, there was a succession of
comments from the floor, such as* We want to export
something, but there is no regular shipping route to Russia,
so currently we are sending it via Busan. We hope that
regular shipping routes to Russia will be revived.” and' If
a company does not have sufficient container cargo to call
a a harbor regularly, might it not be necessary for small-
lot cargo owners to cooperate?’ The growing hopes for the
establishment of shipping routes were pal pable.



With regard to tourism, there were reports from
Guangrui Zhang (Director & Research Fellow, Tourism
Research Centre, Chinese Academy of Social Sciences)
and Hiroo Ohno (Director, Hokuriku Shin'etsu Bureau of
Transport, Ministry of Land, Infrastructure and Transport).

Mr. Zhang stated that the Asia-Pacific region is
experiencing record growth in the field of tourism and that
Northeast Asia is a region with great potential. However,
he asserted that, as there are still obstacles and impediments
to tourism development, such as political factors and a lack
of information, each country of the region must cooperate
in striving to remove these barriers, in order to encourage
tourism exchange. Listing Northeast Asia s advantagesin the
field of tourism, such as a vast market, dynamic economic
growth, the existence of unique tourism resources, the
low costs and short distances involved in tourism within
the region, cultures with a high degree of affinity, and the
enthusiasm for tourism development, he stated that it is
necessary to build networks and frameworks that bring
together those involved in tourism, in order to make use
of these advantages. In addition, in order to attract tourists
from around the world to this region, it is important to
develop a unified image for Northeast Asia, so he proposed
developing a unified awareness among the countries of the
region and standardizing various conditions, in order to
achieve this.

Mr. Ohno outlined the Visit Japan Campaign, which
the Japanese government has been promoting since 2003,
and mentioned the visa issue, which is an obstacle to
tourism exchange. In addition, he summarized the current
status of tourism exchange between Japan and the countries
of continental Northeast Asia, which has been intensifying
of late, and spoke of the potential for expanding this
in the future. The essence of tourism is interaction and
understanding; given that this can dismantle even political
obstacles, Niigata should fulfill its function as the gateway
to Northeast Asia and make use of its friendly relationship
with Heilongjiang Province in working on tourism
development that has characteristics not seen in other
regions.

Byung-Min Ahn (Head, Trans Asia Railway Project
Division, Korea Transportation Institute (KOTI)) described
the current status of infrastructure development and
exchange between the ROK and the DPRK. The upgrading
of infrastructure linking the two countries is progressing
and flows of people and goods through overland routes are
expanding, mainly due to economic cooperation arising
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from such initiatives as the Mount Kumgang tourism
project and the construction of the Kaesong industrial zone.

Ikuo Mitsuhashi (Senior Fellow, ERINA) highlighted
three initiatives relating to tourism in Northeast Asia: the
Northeast Asia International Tourism Forum; the Northeast
Asia Tourism Promotion Forum, which was held with the
aim of jointly formulating a masterplan for Northeast Asian
tourism; and initiatives aimed at the establishment of an
international ferry linking Zarubino with Niigata, as one
means of transporting travelers.

Comments from the floor included the following: “I
have been waiting a long time for tourism to be taken up
as a theme”; and “The challenge that we face at present
is the fact that there is no contact point for exchanging
information about tourism, as well as the fact that there
is no network of people discussing this issue.” These all
demonstrated the high level of interest in tourism exchange
in Northeast Asia.

Finally, Mr. Kayahara spoke about transport and
transport infrastructure problems, focused mainly on the
flow of goods. He stated that infrastructure development
had progressed compared with the situation a few years
ago and that concrete moves had begun to be seen, so it
seems that the discussion stage has already ended. At the
same time, in light of the fact that there is growing interest
in cooperation amongst the countries of Northeast Asiain
the promotion of tourism development that will be highly
effective in promoting the economic development of those
countries, the time is coming when the issue of Northeast
Asian tourism should be taken up, discussions held and a
cooperative framework constructed.

Based on discussions at this meeting, the following
proposals were made: i) with the aim of making the
Northeast Asia Transportation Corridors more competitive
and transforming them into true international transport
corridors, Subcommittee members will continue to be at
the forefront of approaches to the governments of each
country and will strive to increase recognition of the
Northeast Asia Transportation Corridors; ii) with regard to
the Tumen River Transportation Corridor, efforts aimed at
establishing marine routes linked to Japan will be sustained;
and iii) aforum for the active exchange of information will
be established and a network of experts formed, in order
to promote flows of people and international tourism in
Northeast Asia.

[Kazumi Kawamura, Researcher, Research Division,
ERINA]
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Summary of the Experts’ Meeting on the Vision for the
Economic Development of Northeast Asia

Participants in the Experts Meeting on the Vision for
the Economic Development of Northeast Asia considered
the vision for cooperating in the promotion of economic
development in Northeast Asia. The development strategy
of each country formed the warp threads of the session,
with the reports focusing on economic development in
Northeast Asia that featured in discussions in the experts
meetings on the environment, transport and energy forming
the weft.

Dorj Odbayar (Member of the Mongolian State Great
Hural) reminded participants that Mongolia introduced
the market economic system in 1990, since when it has
gone through huge changes, such as the implementation of
structural reforms. The main growth sectors are livestock,
copper and other metals. The total value of trade in 2004
was $1.8 hillion, up 31.6% on the previous year, but there is
still an adverse trade balance, with an excess of imports. As
of 2004, the number of companies conducting foreign direct
investment (FDI) was 3,860 from 75 countries, investing a
total of $1.25 billion. Companies from China and Canada
are playing a particularly significant role. Mongolia joined
the WTO in 1997. The monopoly of state-owned businesses
has disappeared and deregulation is progressing. A
licensing system - export licenses in particular - is required
in order to protect important livestock resources.

Choong Yong Ahn (Professor of Economics, Chung-
Ang University, ROK) mentioned that cooperative
frameworks for the East Asian Community concept
have been created, as seen in such initiatives as 1999’'s
Chiang Mai initiative relating to finance, the catalyst for
which was the 1997 Asian currency crisis. In order to

ensure prosperity and stability in Northeast Asia, we must
overcome territorial issues, sovereignty issues and historical
conflicts, with regard to which people are prone to be swept
away by superficial emotions. With regard to free-trade
agreements (FTA), it is becoming necessary to establish an
East Asian FTA as the first step towards creating an East
Asian Community. The Japan-ROK FTA is an extremely
high-quality win-win framework and it must be developed
in aform that aims for continual integration in East Asia.
Comprehensive economic reforms are currently underway
in the DPRK, with major reforms being implemented since
July 2002, in particular. Within the concept of North-
South cooperation, the DPRK side is also taking steps
towards dealing with diplomatic problems, namely the
nuclear issue. The ROK is actively working towards the
early implementation of the Doha Development Agenda
(DDA). The full liberalization of investment and trade
will be completed in 2010 and the ROK wants to become
a member of this community as a leading industrialized
country by 2020.

Chinese representatives Min Shi (Director, Asia-Africa
Development Research Institute, Development Research
Center of the State Council, China) and Shengjin Wang
(Vice-Principal, Jilin University, China) both submitted
papers, but were unable to present them at the conference
due to prior commitments. In his paper, Min Shi pointed
out that the rapid development of the Chinese economy
was made possible by the bold decision to promote reforms
and the opening-up of the country, the implementation
of the “policy of developing the country through science,
technology and education”, the “sustainable development



strategy”, the “policy of simultaneously industrializing
and promoting information technology (IT) and using IT
to provide the impetus for industrialization”, the Great
Western Development Strategy, and the creation of an
affluent society for all (asocia level one stage above that at
which people are sufficiently well-fed and clothed, in which
there is a real sense of affluence to some extent). The new
perspective of scientific and technological development
has been set forth in China and the unified development of
urban and rural areas, the unified development of regions,
the unified development of the economy and society,
development that achieves harmony between people
and nature, and the unified development of domestic
development and external opening are all required. With
regard to the Northeastern Development Policy, he pointed
out that it is important to accelerate reforms of state-owned
companies and to promote devel opment through reforms.

In his paper, Shengjin Wang noted that the foundations
of existing heavy industries in this region are being
weakened; the Northeastern Development Policy promotes
externa opening and the reform of state-owned companies
and proposes a policy of attracting foreign investment, so
foreign companies could earn profits by investing in this
sector. In addition, the policy could yield various other
new opportunities. At the same time, he emphasized the
necessity of promoting the economic integration of the
three northeastern provinces, upgrading infrastructure,
reforming economic and administrative control systems,
implementing technological innovation based on existing
industrial foundations, developing human resources,
and solving employment problems, in order to develop
Northeastern China.

Xiao Yu (Visiting Researcher, Tottori Research
Center / Institute of Northeast Asian Studies, Jilin
University, China) pointed out that, since 2003, China has
been implementing a strategic policy of development in
its northeastern regions, constructing a social safety net
in terms of government finances, social security and the
introduction of a new tax system in the agriculture sector.
Efforts are also being devoted to reforms of state-owned
companies and the central government is in the process
of negotiating with four state-owned banks regarding
the writing-off of debts; moreover, investment projects
worth a total of RMBG65 billion are being implemented
in the manufacturing, petrochemical, agricultural and car
manufacturing sectors.

Pavel Minakir (Director, Economic Research Institute,
Far Eastern Branch of the Russian Academy of Sciences)
was unable to attend in person, but in his paper he noted
that Russia’s integration into the Asia-Pacific region,
particularly Northeast Asia, basically takes the form of
the integration of international transport infrastructure and
international fuel and energy systems. Accordingly, it is
vital that the Far Eastern Federal District plays an important
role, while also sustaining the political integration and
unification of Russia. He also outlined the development
strategy in Russia’s Far Eastern region from the latter half
of the 19th century until the present day. Currently, a new
development concept involving the export of electrical
resources and the provision of transport services is being
created, but in order to facilitate this, infrastructure
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development is essential; accordingly, Professor Minakir
introduced the idea that income from infrastructure
usage fees could become the driving force behind the
development of the region.

From an unofficial standpoint, Sergei Vasiliev
(Economic Counselor, Embassy of the Russian Federation
in Japan) asserted that, just asisthe case with Japan, thereis
no sense in thinking about Russiain terms of separate parts;
with regard to Professor Minakir’'s paper, he commented
that, in relation to the Vision for Northeast Asia, the
prospects for small regions, such as the development of the
Tumen River area, are extremely poor. At the same time,
with regard to the direction of discussions about the vision,
he pointed out that there tends to be a bias towards the fields
of transport and energy, with little discussion of agriculture,
finance or machinery and eguipment. Moreover, the role of
the business world should be increased and the creation of a
framework like APEC is required.

In a paper entitled The Promotion of Regional
Cooperation Policies and National Land Development
Policies from a Northeast Asian Perspective: Concerning
the Creation of a Grand Design for Northeast Asia,
Y asuo Sawai (Executive Vice-President, National
Institute for Research Advancement (NIRA)) highlighted
Japan’s regional cooperation policy with regard to East
and Northeast Asia, as well as Northeast Asia’s position
in Japan’'s national land development policy. With regard
to the promotion of cooperative relationships between
Japan, China and the ROK and issues relating to this, the
“cold poalitics, hot economy” phenomenon still prevails, so
it is necessary to promote the upgrading of international
infrastructure that could contribute to maximizing common
benefits for each country by means of the so-called
“functional approach”, in parallel with the promotion of
political dialogue aimed at solving such pending issues as
historical problems. NIRA’s Grand Design for Northeast
Asia is an extensive comprehensive development vision,
a guidepost for attracting effective investment from both
within the region and outside it, and a roadmap aimed
at fostering regional consensus in Northeast Asia and
achieving the creation of a Northeast Asian community
spanning a period of twenty years; in addition, it consists of
proposals for specific projects undertaken over a period of
around ten years.

Opening the summaries of the experts’ meetings,
Hideo Kayahara (Director General, The Japan Port and
Harbor Association Counselor, ERINA), who moderated
the Experts’ Meeting on Transport Corridors, said with
regard to the point about what kind of role the Vision
for the Transport Corridors could play in the Vision for
Economic Development that creating smooth flows of
goods and people is the very foundation of economic
development. Consequently, it occupies an important
position within the Vision for Economic Development.
He emphasized that, judging by the experience to date
of the Northeast Asia Economic Conference Organizing
Committee’s Transportation Subcommittee, repeated
exchanges of opinions among the same group of members
enables them to understand each other, and that trusting
relationships have been built between the members.
Moreover, the significance of formulating a vision lies not
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in the completed vision itself, but in the process of repeated
discussions of that vision between the partiesinvolved.

With regard to the content of the Experts' Meeting
on the Environment, Shoichi Itoh (Researcher, Research
Division, ERINA) gave a presentation on behalf of
Professor Kazuhiro Ueta, the moderator of that session. The
aim of the Experts' Meeting on the Environment was to
develop more meaningful discussions of the effectiveness
of the Kyoto Mechanisms - i.e. the Clean Development
Mechanism (CDM) and Joint Implementation (JI) - in
this region, focusing on the entry into force of the Kyoto
Protocol in February 2005. Participants agreed on the
necessity of aiming to create a joint masterplan and an
environment community for the post-Kyoto Protocol age,
as well as affirming the need to establish an Environment
Subcommittee under the auspices of the Northeast Asia
Economic Conference Organizing Committee.

With regard to the content of the Experts Meeting on
Energy, Tadashi Sugimoto (Advisor, Japan-Russia Business
Cooperation Committee, Nippon Keidanren) reported
that the meeting was divided into two sessions, focusing
on natural gas and oil, during which the participants
all agreed upon the necessity of the establishment of a
cooperative framework in the field of energy. However,
whilst it may be governments that create such frameworks
and institutions, the necessity of the industrial world’s
becoming more actively involved in this process was
also raised. In addition, the need for collaboration among
consumer countries was raised; it was pointed out that this
was certainly not intended to exclude producer countries

and did not deny the necessity of dialogue between energy
producers and consumers. Furthermore, it is necessary for
Japan to consider the energy security of the region as a
whole and respond in a proactive manner to the issue of
Northeast Asian energy security.

Issues discussed in the afternoon included the
following: the concept of a development bank that could
meet demand for finance for development in Northeast
Asia; the incorporation of opinions from the public during
and the issue of the cost burden involved in the process
of formulating the vision; cross-border movements of
people; the difficulty of further rationalizing existing
facilities in the process of implementing devel opment
in Northeastern China; the potential of China’'s Tumen
River area; the incorporation into the vision of the fruits
of regional cooperation over the last ten years or so; the
promotion of Japanese participation in the development of
the Tumen River area; the emphasis of Mongolia's role;
the importance of specific success stories at the grassroots
level and of a bottom-up approach; the importance of
patiently awaiting change; the fact that conflict is, on the
contrary, an opportunity for cooperation; the importance
of having a knowledge of regional information when
thinking about Northeast Asian issues; and the leadership
and responsibility of central governments with regard to the
vision.

[Mitsuhiro Mimura, Researcher, Research Division,
ERINA]
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Summary of the Plenary Meeting Panel Discussion

Seven panelists participated in this panel discussion,
which was moderated by Hisao Kanamori, Chairman of
the Northeast Asia Economic Conference Organizing
Committee and Honorary Chairman of ERINA.

First of all, panelists spoke in turn about points that
had arisen in discussions during the conference that they
felt to be important in promoting multilateral economic
cooperation in Northeast Asia, as well as themes and
issues that each country should pursue in the future. In the
second part of the discussion, they spoke in further depth
about remarks by other panelists and elaborated upon their
initial comments. Following the discussion, the conference
declaration - summarizing the outcomes of the conference -
was adopted.

Rongxin Liang, Vice-Chairman of the Heilongjiang
Committee of the Chinese People’'s Political Consultative
Conference, reminded those present that Heilongjiang
Province has abundant natural resources and that it
is possible to travel directly by rail, sea and air to the
countries of the region, including Russia, with which China
shares long borders. In addition, he highlighted the region’s
strengths in terms of human resources, including specialist
technical personnel, and the high levels of achievement
that it has reached in the field of science and technology.
In addition, he explained that China's central government
is promoting a development policy in the northeast of the
country, which includes Heilongjiang Province, based
on which the government of Heilongjiang Province
has formulated its own policy on industrial regions,
aiming to strengthen six major production fields, such as
petrochemicals, energy, foodstuffs, and pharmaceuticals; in
addition, more than 700 investment projects worth in excess
of RMB350 billion in total are due to be implemented.
He also noted that an industrial promotion plan is being
implemented in Harbin, Daging and Qigihar, where science
and technology are highly developed, as well as speaking
about the pursuit of reforms of state-owned companies,
the promotion of investment in modern agriculture and the
development of tourism, and the potential for a tripartite
cooperative relationship between China, Russia and Japan
that makes use of the province's strength as the largest base
for trade with Russia.

Dorj Odbayar, Member of the Mongolian State
Great Hural, informed the audience that the Mongolian
government is attaching importance to the realization of
transport corridors and that an agreement concerning the
concept of the corridor linking Mongolia and China was
reached as a result of a summit between the leaders of the
two countries last year. Moreover, he noted that hopes
for foreign investment in a wide range of sectors were
rising and that progress was being made in upgrading
the investment environment, including the legal system;
in addition, with regard to relationships with other
countries, he asserted that Mongolia would like to promote
cooperation with neighboring countries not only at the
national level, but also at the level of regional government.

Woong-Bae Rha, former Deputy Prime Minister

of the ROK, explained that, as the ROK is located at the
geographical heart of Northeast Asia, asit stands at present,
the government of the ROK is promoting policies aimed at
turning the country into the transport and financial hub of
the subregion. Moreover, President Roh has established the
Northeast Asian Cooperation Initiative in order to promote
research into policy improvements aimed at facilitating
economic cooperation in Northeast Asia. He referred to the
fact that the paramount issue in Northeast Asian economic
cooperation is the problem of the DPRK's nuclear
development program, stating the ROK sincerely desires
the pursuit of a peaceful solution through the six-party
talks, as well as the achievement of a political solution by
promoting North-South economic cooperation through
dialogue with the DPRK.

Yaroslav Semenikhin, Director-General of Russia's
Far Eastern Marine Research, Design and Technology
Institute, informed the audience that there are three models
to explain the situation with regard to transport in Russia’'s
Far Eastern region. In the first stage model, the export of
fuels and raw materials as a long-term strategy is added to
the development of domestic transport. The second stage
involves participation in international transport corridors.
The third stage involves a strategy in which Russia itself
shapes international transport networks, as well as the
transport hubs and business centers within them. The
transport systems of Western Russia, the Baltic region,
Ukraine and ports on the Black Sea route are reaching
the limits of their growth, so the Far Eastern region is
increasing in importance. However, there is a lack of
capacity with regard to facilities at ports in the Far East;
nevertheless, efforts are continuing and modern terminals
for the shipment of oil are being constructed.

Kenji Shinoda, Deputy Director-General of the
European Affairs Bureau at the Ministry of Foreign Affairs,
expressed a number of concerns. Firstly, he opined that the
great power Russia must try to turn its attention in earnest
to the matter of Asiaif an environment is to be created in
which dynamism can be generated in regional cooperation
in Northeast Asia. Moreover, the continuation of political
efforts to create a new post-Cold War order is required.
In addition, he highlighted the need to sustain endeavors
aimed at creating a multilateral cooperative mechanism in
order to respond to both traditional and emerging threats to
security, and suggested that it may be necessary to continue
to strive for the redlization of pump-priming projects with a
considerable economic effect.

Satoshi Kuwabara, Deputy Director-General of the
Trade Policy Bureau at the Ministry of Economy, Trade
and Industry, highlighted the necessity of holding more
meaningful discussions on the subject of the concrete vision
for the growth mechanism for the future development of
the Northeast Asia Economic Subregion and expressed his
hopes that growth patternsin the economic subregion would
be examined and discussed in considerations of the Vision.
Furthermore, he suggested that potential needs could be
identified by upgrading studies of business development
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within the region, proposing improvements in this area
in order to generate desirable by-products. In addition, in
response to the comments from Heilongjiang Province and
the ROK, he emphasized that, as a core force is extremely
important in promoting an economic subregion, it is
necessary for a number of regions to come forward and
state that they are leaders.

Hirohiko Izumida, Governor of Niigata Prefecture,
expressed his concern that psychological distance in Japan
is impeding progress with regard to the Northeast Asia
Economic Subregion and that the remaining legacy of
the Cold War structure is a factor in this. He stated his
view that, as a means of achieving a breakthrough with
regard to this problem, the launch of transport business at
Niigata and Naoetsu ports - the nearest in Northeast Asia
to the Tokyo metropolitan region - would lead to their
development as gateway ports. In addition, with regard to
relations with Northeastern China, he affirmed that he was
greatly interested in the fact that Heilongjiang Province
and Niigata Prefecture are sister provinces. Concerning the
rejuvenation of state-owned businesses, which is taking
place in Heilongjiang, he mentioned that Niigata has
experience in the renewal of large companies. Moreover,
he proposed that opportunities for Niigata companies to
participate in the economic development of Heilongjiang,
such as in the machine industry, be enhanced and that
the prefecture’s relationship with Northeastern China be
strengthened through the creation of an investment pay-
back and guarantee mechanism in order to cast aside the
image of “Chinarisk”.

With regard to relations with Far Eastern Russia, the
Governor expressed his opinion that, considering security
in terms of its energy aspects, establishing Niigata as a base
for the LNG industry and building a refinery once the crude
oil pipeline is established would lead to the Russian side
being able to secure a market, while also having benefits for
Japan in terms of energy security.

Finally, he spoke about Niigata's interaction with
Mongolia in the field of materials such as cashmere and
the development of attractive tourism resources, as well as
mentioning the promotion of dialogue aimed at extending
Niigata' s potentia as a gateway, such asitsrole as the entry
point for cargo being shipped from Busan to the Tokyo
metropolitan region.

In the second round of comments by panelists, Rongxin
Liang gave a supplementary explanation, noting that China
suffers from a regional imbalance in development, with
problems with the planned economy mechanism in state-
owned companies in the northeast of the country, where
development is lagging behind that in the Pearl River delta.
In order to recover lost ground, the Chinese government
has implemented a policy of preferential measures aimed
at stimulating economic development and is promoting the
regeneration of industrial areas.

Dorj Odbayar proclaimed that preparations for
establishing the Trans-Asian Railway are progressing, while
the domestic Millennium Road is due to be completed in
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2008. In addition, he expressed his wish to create a similar
corridor that encompasses the whole of Asia

Woong-Bae Rha asserted that trusting relationships
between countries in order to achieve economic
cooperation in Northeast Asia. Although 40 years have
passed since diplomatic relations between Japan and
the ROK were normalized, feelings of trust between the
two countries cannot yet be described as adequate; in
addition, there are fears that the competitive relationship
between China and Japan is the main focus, ahead of
cooperation. He emphasized that it is necessary to build
mutual understanding and trusting relationships through the
economic conference.

With regard to transport problems, Yaroslav
Semenikhin noted that there is an extremely powerful
bureaucracy surrounding transport and that it is vital to
break through this wall. He informed the audience that
a conference on transport problems is scheduled for
September, at which many problems will be discussed. In
addition, he mentioned problems with the taxation system
and highlighted the importance of multilateral cooperation
in the development of Zarubino Port, which is well behind
the timesin terms of its facilities.

With regard to the construction of a mechanism for
promoting international cooperation in Northeast Asia,
Kenji Shinoda pointed out the importance of promoting
effective initiatives, mentioning such practical approaches
as the founding of an international framework for
countering marine pollution and cooperation between the
Japan Coast Guard and Russia’s border police. Moreover,
he talked of how the strengthening of relationships, such
as initiatives relating to the DPRK issue and the expansion
of trade between Japan and Russia, can contribute to jump-
starting the Northeast Asia Economic Subregion.

Taking as an example the anti-Japanese movement
that arose in China this year and the fact that investment in
China maintained a general tendency to increase, Satoshi
Kuwabara stated that it is not necessarily the case that
economic relations will not develop unless the absence of
trusting relations is resolved. In addition, he mentioned that
the clarification of the future direction and mechanisms
of the Northeast Asia Economic Subregion will have a
positive effect on investor psychology.

With regard to the problem of energy constraints that
will have to be confronted in the future, Hirohiko |zumida
stated that there is potential for cooperation between Niigata
Prefecture and China in such areas as environmentally
friendly energy sources and renewable energy. Furthermore,
he said that use of the Trans-Siberian Railway has a distinct
advantage in terms of reducing transport times, so it is
expected that new needs will be discovered. In addition,
consensus-building with regard to the direction of the
Vision is required, so its formulation from a local-to-local
perspective should be pursued.

[Masayuki Tsukuba, Associate Senior Researcher, Research
Division, ERINA]
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2005 Northeast Asia Economic Conference in Niigata
Declaration
8" June 2005, Niigata

On 6™ - 8" June, the 2005 Northeast Asia Economic
Conference in Niigata took place in Niigata’'s Toki
Messe Convention Center. This was the 15th Northeast
Asia Economic Conference to be held in Niigata. With
momentum for the creation of an East Asian Community
increasing, when one considers cooperation in the fields
of energy and the environment, which are important
political and economic factors, one has to acknowledge the
importance of Northeast Asia as a region and the necessity
of intra-regional cooperation.

In his keynote address focusing on energy cooperation
asameans for Russia to contribute to economic cooperation
in Northeast Asia, Dr. Alexei Mastepanov asserted that
bilateral and multilateral dialogues are vital to expanding
energy cooperation in Northeast Asia and the Asia-Pacifi
¢ region. Furthermore, he clarified that promoting energy
cooperation is the most important element in Russia's
diplomatic activities.

At the Experts’ Meeting on a Northeast Asia
Environment Network, measures to counter increasing
greenhouse gas emissions in this region were discussed,
along with the potential for regional environmental
cooperation through the Kyoto Mechanisms. With regard
to this latter point, participants discussed the importance of
creating the necessary environment to exchange information
and conduct discussions on an equal footing, in order to
launch specific related projects within the region, including
CDM/JI projects. It was agreed to establish an Environment
Subcommittee under the auspices of the Northeast Asia
Economic Conference Organizing Committee, in order to
achievethis.

At the Experts’ Meeting on a Northeast Asia
Energy Community, participants considered methods of
intensifying discussions of energy cooperation in Northeast
Asia and making them more practical, in order to achieve
regional energy security. It was stated that, in addition to the
dialogues that have hitherto taken place between supplier
countries and countries on the demand side, collaboration
within this region would increase the economic efficiency
and practicality of intra-regional energy links. The necessity
of cooperation among the consumer countries was also
raised.

At the Experts' Meeting on Northeast Asia Transport,
Industry and Tourism Corridors, the necessity of
establishing shipping routes linking Japan with the Tumen
River Transportation Corridor, to which all the countries
of Northeast Asia have a connection, was highlighted
and methods of translating this pioneering project into
reality were discussed. It was affirmed that the relevant
Subcommittee would sustain its activities aimed at realizing
itsvision, taking aleading role in approaches to government
representatives in each region and seeking to act as a

coordinator between experts and private-sector companies.
Moreover, it was recommended that, in addition to flows
of goods, which have hitherto been the main subject of
discussions, the Subcommittee’s focus be extended to
encompass flows of people, i.e. the promotion of cross-
border tourism in Northeast Asia. In order to promote this
initiative, a forum for the exchange of information should
be established and a network of experts be formed.

At the Experts’ Meeting on the Vision for the
Economic Development of Northeast Asia, in addition to
providing an overview of the development strategies of
each country and region within Northeast Asia, reports
were provided concerning bottlenecks in bilateral and
multilateral cooperation that were discussed at the other
Experts Meetings. In addition, the necessity of remedying
institutional differences that act as an obstacle to promoting
cooperation that transcends national borders was discussed.
By next year, we will formulate a Vision for Economic
Development and Economic Cooperation in Northeast
Asia that envisages the measures necessary for central and
regional governments to implement in order to facilitate
inter-regional cooperation, as well as painting a picture
of how Northeast Asia would be transformed, were these
measures to be implemented.

The sight of people listening intently to the
pronouncements of the speakers, the intense question and
answer sessions and exchanges of information, and the
breaks during which conversation flourished in every nook
and cranny were proof positive that the common goal of
developing the Northeast Asia Economic Subregion has
tremendous cohesive power. At the close of the conference,
we the participants share a sense of how important it is for
Japan, the ROK and China - the main actors in the much-
discussed East Asian community - to promote Russia’'s
involvement in this concept. In addition, we recognize the
need for these actors to cooperate in promoting detente on
the Korean Peninsula, while aso establishing the Northeast
Asia Economic Subregion. Furthermore, we affirm the
importance of overcoming temporary differences of opinion
between Japan, the ROK and China and deepening mutual
trust, shifting from bilateral to multilateral projects, and
continuing activities and projects at the grassroots level,
in order to achieve change at the national and international
level.

Based on the foregoing awareness, we, the participants
in the 2005 Northeast Asia Economic Conference in Niigata
hereby declare that we will conduct activities in our own
regionsin the future, while expanding networks, continuing
dialogue, seeking more efficient approaches to mutual
cooperation, and achieving our common goal .
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Proposals at the 2005 Northeast Asia Economic Conference in Niigata

8" June 2005
Northeast Asia Economic Conference Organizing Committee

[Northeast Asia Environment Network]

« With greenhouse gas emissions on the rise due to an
increase in energy demand throughout the region, and
based on the common understanding that the Kyoto
Mechanisms make it possible to achieve a “win-
win situation”, all haste should be made to exchange
information and enhance capacity building, in order to
launch specific projects in thisfield.

« In order to pursue such efforts systematically, an
Environment Subcommittee will be established under
the auspices of the Northeast Asia Economic Conference
Organizing Committee.

[Northeast Asia Energy Community]

« In order to increase energy security within Northeast
Asia, efforts should be made to reinforce the concept that
not only dialogue between countries on the supply side
and countries on the demand side, but also intra-regional
cooperation among countries on the demand side is
important.

[Northeast Asia Transport, Industry and Tourism Corridors]

» With the aim of making the Northeast Asia Transportation
Corridors more competitive and transforming them into
true international transport corridors, Subcommittee
members will continue to be at the forefront of
approaches to the governments of each country and
will strive to increase recognition of the Northeast Asia
Transportation Corridors.

« By such means as promoting research aimed at the
establishment of shipping routes to Japan and conducting
practical discussions that involve not only Subcommittee
members, but also government representatives, experts
and private-sector companies from each region, we
will sustain our efforts to translate into reality the

Tumen River Transportation Corridor, to which all of
the countries of Northeast Asia have a connection and
which is one of the nine Northeast Asia Transportation
Corridors.

We will broaden our perspectives to encompass flows of
people, in addition to the theme of flows of goods that
has so far been the focus of discussions. As part of our
initiatives aimed at breathing life into the Northeast Asia
Transportation Corridors, we will establish a forum for
the active exchange of information and form a network
of experts, in order to promote flows of people and
international tourism in Northeast Asia.

[Vision for the Economic Development of Northeast Asia]
« It is necessary to take measures supported by the central

and regional governments of each country, in order
to ensure that cross-border, bilateral and multilateral
cooperative projects can be implemented smoothly in
Northeast Asia. Accordingly, based on each country’s
development strategy, measures necessary in order to
facilitate the implementation of projects will be identified
and the Vision for Economic Development and Economic
Cooperation in Northeast Asia, which encompasses
the outcomes that would arise should these projects be
implemented, formulated.

» When researching and implementing such projects as the

Northeast Asia Environment Network, the Northeast Asia
Energy Community, and the Northeast Asia Transport,
Industry and Tourism Corridors, the institutions and
restrictions in each country that form an obstacle to the
implementation of those projects should be clarified and
consideration given to methodologies for eliminating
them.

Review of Major Proposals Made at the 2004 Northeast Asia Economic Conference / Northeast Asia
Economic Forum in Niigata

8" June 2005
Northeast Asia Economic Conference Organizing Committee

O Transportationd

« With the aim of establishing one of the Northeast Asia
Transportation Corridors, in the form of the Tumen River
Transportation Corridor, smoother transport between
railways, roads and ports should be realized and sea
routes, such as those providing links with Japan and
the ROK, should be improved. In addition, in order to
implement tangible projects that will generate flows
of people and goods, a group of relevant experts and
practitioners should be formed; this group should concern
itself with practical considerations and coordinate the
various partiesinvolved.
» The Transportation Subcommittee joined with
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government representatives, experts and private
sector companies in holding the Forum on the Tumen
River Transport Corridor in February 2004 (Niigata
City), and a working group meeting in July 2004
(Vladivostok), conducting deliberations aimed at
facilitating road and rail transport between China and
Russia, and establishing a shipping route linking a
Russian port (Troitsa Port) with Japan. A network for
information exchange, consisting of Japanese, Chinese
and Russian members, was created and is involved in
the harmonization of these three countries.

« With reference to the example of the Tumen River
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Transportation Corridor, it is necessary to propose
specific initiatives and projects aimed at establishing each

O EnergyO
« With the aim of forming a Northeast Asian energy

corridor and actively promote these. The Transportation
Subcommittee should promote these moves.

Through the organization by Subcommittee members of
conferences concerning transport issues in Northeast Asia
and their participation in various related conferences,
members have continued their activities aimed at
establishing the Northeast Asia Transport Corridors and
promoting their use, such as reporting to central and local
government institutions, international institutions and
private sector companies on new developments relating
to transport corridors, as well as proposing projects
aimed at the development of the transport corridors and
intensifying flows of people and goods along them.

community, the frequency and quality of dialogue

between policy-makers, businesspeople and researchers

should be increased.

» The Japan-Russia Energy Forum was held in Niigata on
8th - 9th March 2005, bringing together researchers,
practitioners and policy-makers from Japan and Russia
to discuss issues affecting Japan and Russia with regard
to Northeast Asian energy cooperation, such as Japan's
position regarding natural gas from Far Eastern Russia,
the Pecific pipeline and energy security, technology,
efficiency and finance.

O Forum on Attracting Chinese Businesses to Niigatall
« Participants in the forum on attracting Chinese businesses
to Niigata believe that improving measures aimed at
attracting foreign businesses to Japan is absolutely

O The EnvironmentO
« In addition to exchanging opinions on the current status

of environmental problems in each country and related

issues, successive round-table meetings should be held

with the participation of researchers and practitioners
from each country, in order to seek possibilities for
internationa environmental cooperation.

» Preparations were made for translating international
environmental cooperation into reality and the Experts’
Meeting on the Northeast Asia Environment Network
was held at the 2005 Northeast Asia Economic
Conference in Niigata.

« These round-table meetings should examine the potential
for creating frameworks for capacity building that will
utilize the Kyoto Mechanisms for preventing global
warming, such as CDM and Jl, as well as discussing the
possibilities for building a network aimed at promoting
eco-industry in Northeast Asia.

» Representatives of countries within the region are
recognizing anew that, in terms of promoting intra-
regional environmental cooperation, the Kyoto
Mechanisms (CDM/JI) are extremely beneficial as
frameworks for bilateral and multilateral cooperation.
With the Kyoto Protocol’s entry into force in February
2005, eco-business through CDM/JI is becoming the
focus of attention both within Northeast Asia and
outside the region, and it has been ascertained that
moves aimed at unearthing new business initiatives are
intensifying, involving both host countries and non-
host countries.
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imperative in order to ensure a good balance of
development between Japan and China. Accordingly,
participants strongly advocate the formulation of policies
dealing with soft infrastructure by local authorities, not to
mention the governments and parliaments of both Japan
and China, in order to attract international businesses.

» The proposal was accepted by Niigata City and has
been translated into reality in the form of Cabinet
approval for the Niigata City International Business
Creation Zone. In addition, ERINA was commissioned
to undertake a research project on attracting foreign-
invested businesses, with the aim of formulating
measures to attract such businesses, and following
research into various aspects of the issue and the
formulation of a set of proposals, activities aimed at
attracting a number of Chinese businesses to Niigata
are actually being implemented.

» The Liaoning Academy of Social Sciences, the Jilin
Academy of Social Sciences and the Heilongjiang
Academy of Social Sciences submitted the outcomes
of this research and proposals resulting from it to
key figures in the Chinese government, such as Song
Jian, Chief Executive of the China-Japan Friendship
Association, receiving a great deal of support and
praise from them. In addition, the Heilongjiang
Academy of Socia Sciences implemented independent
research on the Chinese side and has been causing
a stir with regard to China's strategy for overseas
expansion following its accession to the WTO,
submitting proposals concerning direct investment in
Japan by Chinese companies to the government of the
province, as well as the government of Harbin, and
acting as a consultant on actually attracting companies.





