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Sh. Enkhbayar
Senior Research Fellow, Research Division, ERINA

Leveraging its rich natural resources, Mongolia is
pursuing an ambitious development goal of tripling its per
capita GDP within less than 6 years and advancing to the
top of the upper-middle income countries from currently
being bottom in the group. Aiming at achieving inclusive
(broad-based, pro-poor) growth, the Mongolian government
plans to diversify its economic structure by effectively
utilizing the revenues generated from mining. Mongolia
signed its first ever Economic Partnership Agreement (EPA)
with Japan this year and expectations are high for its
positive impact on expansion of the bilateral economic
cooperation between the two countries.

ERINA, jointly with the Mongolian Institute of Strategic
Studies (ISS), a government-funded think tank affiliated with
the National Security Council of Mongolia, organized a research
workshop on 18 September 2015 in Ulaanbaatar to discuss
issues related to various contemporary aspects of Mongolia’s
economic development. Bringing together Mongolian
researchers specializing in various fields and representatives
from among the country’s policy makers, this workshop
aimed to get some insights on the current accomplishments
of and hurdles for the country’s economic development.

This is the fourth annual research workshop organized
by ERINA in Ulaanbaatar in cooperation with collaborating
Mongolian organizations and seven papers were presented
at the workshop. This special feature presents four papers
discussed at this workshop.' The key messages of the
papers were as follows.

B. Otgonsuren, a Researcher at the ISS, shared her view
on infrastructure cooperation within the Mongolia—China—
Russia economic corridor. At the meeting on 4 January
2015 between China’s Foreign Minister Wang Yi and the
Minister of Foreign Affairs of Mongolia Mr. L. Purevsuren,
a mutual understanding on creating such a corridor was
achieved. B. Otgonsuren noted that even though there are
certain difficulties regarding the countries’ capabilities for
infrastructure investment, differences in rail gauge and
railway capacity, and export structures, each country is
working within their own policy framework towards
establishing an economic corridor between the three
countries, and she conveyed her evaluation of the current
situation and further challenges for these initiatives on
infrastructure cooperation.

N. Otgonsaikhan, Head of the Commerce Program,
Business School, National University of Mongolia,

explained the current situation of Mongolia’s merchandise
trade and cooperation with the Northeast Asian (NEA)
countries and shared her views on expansion and
diversification of Mongolia’s exports to the region. Based
on her analysis of the revealed comparative advantages of
Mongolia’s tradable commodities and the market potentials
of the NEA countries, N. Otgonsaikhan highlighted that in
addition to diversifying the export markets for Mongolian
coking coal, the major export commodity of the country,
Japan and the ROK may become potential export
destinations for the country’s meat and meat offal products
if the WTO’s SPS and TBT related issues are resolved.
Also, she underlined the importance of agreeing on
mutually beneficial transit transportation fees between
Mongolia, China and Russia.

G. Uranbaigali, a researcher at the ISS, shared her view
on energy cooperation between Mongolia and Japan within
the framework of the recently signed EPA. She underlined
that within Mongolia’s “Third neighbor” policy framework,
the country has been expressing its wish to support
Japanese participation in Mongolia’s mining industry.
However, in fact, Japan’s participation in Mongolia’s
mining sector and cooperation on energy between the two
countries are still very limited. Thus, considering the
potential for exporting Mongolia’s rich mineral resources to
Japan, especially those of energy, such as coal, oil and
uranium, one of the impetuses of the EPA implementation
will be energy cooperation between the two countries.

Ch. Otgochuluu, Chief Economist at Erdenes Mongol
LLC, introduced the potentiality of methane gas
development in Mongolia based on his joint research with
R. Bold-Erdene, Specialist for Geology, Oil and Gas Sector
Development of the company. Coal bed methane (CBM)
exploration projects have been started in Mongolia in 2005
and today the Mongolian methane gas resources are
estimated to be 3.2 trillion cubic meters, which can be
considered a world class resource. Thus, there is great
potential for the CBM gas development in the country due
to the reserves and high quality, in line with Mongolia’s
policy to address air pollution and climate, because CBM
gas is a clean source of energy, noted Ch. Otgochuluu. But,
its materialization faces certain challenges, such as securing
the capital needed for infrastructure development, including
gas transportation pipelines, compressor stations,
distribution facilities, road networks, and railways, etc.

! The other three papers, presented by H. Batsuuri, Editor, “The Analyst”, titled “Original Sin: Is Mongolia Facing an External Debt Crisis?, by V.
Danaasuren, Associate Professor of the Business School, National University of Mongolia, titled “Capital Market Development in Mongolia” and by myself
titled “The Marginal Welfare Burden of Mongolia’s Tax System” were published in The Northeast Asian Economic Review, Vol. 3, No. 2, October 2015.
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Mongolia-China-Russia Economic Corridor
Infrastructure Cooperation

B. Otgonsuren
Researcher, Center for China and East Asian Studies, Institute for Strategic Studies of Mongolia

On 4 January 2015 China’s Foreign Minister Wang Yi
had a meeting with the Minister of Foreign Affairs of
Mongolia Mr. L. Purevsuren, and expressed that he had
agreed on the proposal of establishing the “Mongolia—
China—Russia Economic Corridor”.

Even though there are certain difficulties regarding the
countries’ capabilities for infrastructure investment,
differences in rail gauge and railway capacity, and export
structures, each country is working within their own policy
framework towards establishing an economic corridor
among the three countries. This paper attempts to explain
the current situation and further challenges for such
initiatives on infrastructure cooperation.

1.The Countries’ Current Infrastructure
Environments and Their Future Goals

The policy and planning framework which each side
must work out in order to establish an economic corridor
among the three countries is described as follows.

The “Millennium Development Goals-based
Comprehensive National Development Strategy of
Mongolia” stipulated that energy exports and regional
transportation services shall be developed at an entirely
new level, which will connect the two neighboring
countries, and become a transportation “bridge” between
Asia and Europe. In addition, it underlined support for
private sector participation in the infrastructure sector. The
purpose of the policy for developing the rail transportation
system pursued by the Mongolian government is intended
to become independent of a single market for exporting
mining products. Thus, work is underway to build a new
rail route to Russia and China.

In the project called “The Silk Road Economic Belt and
21st Century Maritime Silk Road”, which was developed in
March 2015 by the National Development and Reform
Commission of China, the Ministry of Foreign Affairs and
the Ministry of Commerce of China, it is stated that from
the Chinese side there are roads and railroads to the north
of Beijing, Tianjin, Hebei Province, the Inner Mongolia
Autonomous Region, and the three Northeast provinces,
and the border crossing-points with Mongolia and Russia
are included in the economic corridor of the three countries.
It requires conducting technological cooperation with
Russia in accordance with the projects named the
“Northeast Revitalization Plan” and “The Development of
Western China”. Also the “Program of Cooperation
between the Far Eastern and Eastern Siberian Regions of
the Russian Federation and the Northeastern Region of the
People’s Republic of China (2009-2018)” was released in
2009. This program reflects China—Russia cooperation on

infrastructure, transportation, the capacities of border
checkpoints, investment, labor, technological parks and the
tourism sector, with some projects having coordination
among the regions.

The "Eurasian Economic Zones" forum encourages
foreign investors to invest into the regions of Russia’s Far
East and Siberia where the minerals, natural gas and coal is
exported to China and Northeast China. The Far East and
Siberia is a huge market for Chinese investment, technology
and labor. In 2007, the “Federal Target Program on
Economic and Social Development of the Far East and
Zabaykalye up to 20137, and in 2009, the “Strategy for the
Socio-Economic Development of the Far East, the Republic
of Buryatia, Zabaykalsk Krai and Irkutsk Oblast for the
Period up to 2025” were adopted. The Development Fund
Far East and Baikal Region and the Ministry for the
Development of the Russian Far East were also established.

Russian Railways has developed the “Strategy for
Developing Rail Transport in the Russian Federation up to
20307, which aims at using the natural resources of the Far
East and Zabaykalye regions to increase the volume of
domestic transportation important for socioeconomic
development; in order to increase transport to Mongolia,
China, the DPRK, and Japan, they are working on
technological renovation of the Siberian and Baikal-Amur
railway routes.

Russia, on the one hand, is trying to escape from the
effects of the economic sanctions of European countries by
using domestic resources, and is trying to strengthen its
relations with Asian countries on the other. Thus, foreign
investment into the Far East and Siberia’s natural resources
has a very important impact.

First of all we need to understand what an economic
corridor is. An economic corridor develops through the
following steps.

e Investment in the infrastructure of roads and railroads

e In order to implement regional development plans, there
is a need to support rural development and urbanization,
to improve infrastructure conditions, to support heavy
industries and to improve the investment environment for
small and medium-sized enterprises; and also there is a
need to increase investment in tourism.

e Facilitation of trade and support for cross-border trade,
services and tourism.

e A true economic corridor will be established when
government policy coincides with regional development
plans.
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2. “Mongolia—China—-Russia Economic
Corridor” Infrastructure Cooperation and
Regional Economic Development

In 2001, Mongolia initiated the "Millennium Road"
project with the purpose of constructing roads and railroads,
but due to lack of foreign investment and labor, its pace of
implementation is relatively slow. In 2013, the Mongolian
government proposed a new initiative called “The Land
Road” for constructing 997 km of highway between China
and Russia, 1,100 km of electrified rail lines, and an oil and
gas pipeline across Mongolia, that altogether will cost
US$50 billion. There has been successive government
support for this initiative and planning working in
conjunction with the Chinese initiative of “One Belt, One
Road”. Although Mongolia is landlocked, it is the shortest
route linking China with Russia.

The prospects for the economic cooperation of the
Northeast Asian region within the framework of the
Mongolia—China—Russia economic corridor look very
weak. For more than 20 years economic cooperation within
the Northeast Asian region has remained very low. Trade
among the Northeast Asian countries accounts for only
20% of the total foreign trade of the regional countries. As
of 2013, China was in third place globally with investment
of US$107.8 billion, but unfortunately only 2% of this
amount was invested in the Northeast Asian region. Also,
cooperation between the countries within the region looks
unbalanced overall. For example, economic cooperation
among China, Japan and the ROK is relatively great.
However, cooperation among Mongolia, Russia and the
DPRK and their cooperation with China, Japan and the
ROK s still very weak and stunted, and limited to bilateral
cooperation. In other words, regional economic integration
and multilateral economic cooperation has not developed
within the region.

In the policy document titled “State Policy on Railway
Transportation” which was approved by the Mongolian
Parliament in 2010, it is stated that upon building
approximately 5,683.5 km of new railway lines in
Mongolia, the volume of export cargo can be increased by
up to 50 million tonnes per year. The Railway Deputy
Chairman Igor Dombrovskii has stated that “the shortest
route to Asia from Europe to transport passengers and
goods is through the territory of Mongolia. Mongolia and
Russia are working together to build this infrastructure and
the rates on this route have not been increased since 2006.

As Professor Zhang Sujie from Heilongjiang Province
specified, “Currently, there are two routes in the Mongolia—
China—Russia economic corridor: one is 1,963 km long
from Ulaanbaatar to the Port of Tianjin passing through
Erlian (Erenhot); the other is 2,264 km long from
Choibalsan to the Port of Dalian through Manzhouli. But
the planned route from the eastern part of Mongolia,
Choibalsan to Jinzhou, which is 1,100 km long, is the
shortest way”.

Zhang Guobao, Vice chairman of the National
Development and Reform Commission of China, said that
there is great opportunity for goods transportation networks
between China and Russia and China and Mongolia,
connecting the two continents of Europe and Asia, but
unfortunately there are no goods transport relations. We can

see this on the Manzhouli and Suifenhe railway transport,
for example. In addition to their huge natural resources, the
Baikal area and the Asian parts of Russia’s eastern regions
are a region where much rail transport enters sea ports in
the Far East. The level of infrastructure in this region is the
least developed in Russia. Recently, import and transit of
rail transport has been constantly increasing in the Far East
and Baikal regions. Russian Railways has worked out its
development strategy up to 2030, wherein it was stipulated
that: they increase the volume of domestic transportation by
utilizing the natural resources of the Far East and Baikal
regions up to 2020, important for the socioeconomic
development of the regions; and they upgrade the
technology of the Siberian and Baikal-Amur railway routes
aiming at meeting the transit cargo demands of Mongolia,
China, the DPRK and Japan, develop new transportation
routes, improve railway infrastructure, build railway
crossings, establish the electricity supply of the railway
zone, rebuild depots and stations, and modernize
technology. It was planned to improve the Baikal-Amur
railway route and increase its capacity for transit
transportation.

As regards Mongolia, the Mongolian National Railway
Company’s 1,520 mm-gauge network consists of two lines
with a total length of 1,815 km. During the past 10 years
export volumes of iron ore and copper concentrate to China
have increased by more than 400%. The transit
transportation had been increasing until the early 2000s, but
it has decreased recently due to the transportation of crude
oil and petroleum products from Russia to China through
Manzhouli. The cargo flow is not well balanced as most of
the transits run from north to south only. In 2014, out of the
20.9 million tonnes of total freight, imports and exports
were 22% and 59% respectively, while 19% was transit
cargo. By cargo, within the total, 31% was coal, 22.7% iron
ore, and 12% construction materials and other products.

Currently, the Mongolian LLC “Energy Resources”, the
Chinese state-owned China Shenhua Energy Company and
the Japanese Sumitomo Corporation have entered into a
consortium to bid for a project on the exploitation of the
Tavan Tolgoi coking coal deposit, wherein construction of
a railroad between Tavan Tolgoi and Gashuunsukhait will
be implemented by the China Shenhua Energy Company,
and Sumitomo is involved being from a third country,
which would guarantee sales to other markets.

On 21 March 2014 the Mongolian government made a
decision to increase coal exports, and within the framework
of improving foreign trade, to build a narrow-gauge railroad
which would connect Gashuunsukhait and the Gantsmod
(Ganq Mod) border port of entry in China. They gave
approval to the “Erdenes Tavan Tolgoi” Joint Stock
Company to implement the “Gashuunsukhait railway”
project in cooperation with other related entities. The
feasibility study and outline of constructing the 267 km-
long railway from Tavan Tolgoi coal deposit southwards is
underway.

It is expected that Mongolian export shipments by
railway will increase with further development of the
country’s mining sector. Within the framework of “the new
railway” project, the government is planning to build and
finance a 1,800 km-long railroad in two stages which will



link the mineral deposit sites in the Mongolian desert steppe
with Russia via Choibalsan and Sainshand.

Studies by international financial institutions have
indicated that the eastern and northeastern parts of China
are the key regions for the coking coal market. A third of
China’s power plants, two-sevenths of oil production and
one-eighth of steel manufacturing are located in that region.
China’s policies, developed by central and local
governments since 2014 on improvements of the Northeast
region, exactly match the Mongolia—China—Russia
economic corridor framework. If the Mongolia-China-
Russia economic corridor is built, then Mongolia’s cargo
can reach Vladivostok to the east via China’s three
northeastern provinces, and reach Europe to the west via
Chita. Recently, there are 5,090 containers of LCDs, air
conditioners, bicycles and other daily goods being shipped
by the Tianjin-Manzhouli—Europe route with a value of 8.5
billion Chinese yuan, and 1,849 containers of the same
products being shipped by the Jinzhou—Manzhouli—Europe
route with a value of 12.5 billion Chinese yuan.

3.Challenges for Mongolia—China—Russia
Economic Corridor Infrastructure Cooperation

Even though it has been agreed to establish an economic
corridor, there are issues awaiting solutions. In particular, it
is necessary to coordinate the activities of the three sides by
providing integrated coordination, and to create the legal
environment and institutional regulations. Also, the railway
capacities are different and the process of introducing new
technologies is very slow. It is necessary to connect the
newly discovered natural resources and deposits with the
existing central railway networks. Mongolia, China and
Russia need to discuss and resolve the railway tariff and
other related issues.

During the Mongolian—Chinese—Russian tripartite
consultation meeting on rail transportation, which was held
in Ulaanbaatar in April 2015, the parties approved an
increase in rail freight and the conducting of feasibility
studies to establish a Mongolian—Russian—Chinese joint
railway transportation and logistics company, and an
increase in the capacity of the “Ulan Ude—Naushki—
Sukhbaatar—-Zamyn Uud-Erlian (Erenhot)-Jining” railway
route. Also, at the leaders’ meeting in Ufa, Russia, the three
parties highlighted several issues, such as: launching a
Mongolian, Russian and Chinese economic cooperation
program to build corridors which will integrate the
initiatives of the “Eurasian Economic Union” proposed by
the Russian Federation, the “Silk Road Economic Belt”
proposed by China, and the “Taliin Zam [Steppe Road]”
proposed by Mongolia; studying financial and technical
cooperation in the “Ulaanbaatar railway modernization”
project; and supporting investment in infrastructure
projects.

After the three parties agreed to cooperate on
infrastructure, researchers have also been expressing their
views. For example, Li Xin, a researcher at the Shanghai
Institutes for International Studies, suggests that among the
Chinese, Mongolian, Russian economic corridors, the most
important route is Chita—Manzhouli—Harbin—Suifenhe—
Vladivostok, and this route will link to the Trans-Siberian
Railway. This is the main route which will connect
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Heilongjiang Province to Europe. China Railway
Corporation and Russian Railways have established a joint
mechanism, and there are already freight trains going on a
China—Russia—Europe route.

The second route is Chita—Ulaanbaatar—Choibalsan—
Khoot-Bichigt—Zuun Khatavch (Dong Ujimgqin)—
Changchun-Jilin—Hunchun—Zarubino, which will connect
the six Northeast Asian countries.

The third route is Chita—Ulaanbaatar—Erlian (Erenhot)—
Beijing-Tianjin, which needs improvement. Among the
economic corridors, the first route from Ulaanbaatar via
Erlian (Erenhot) to Tianjin is about 1,963 km long, while
the second route, which is through Choibalsan, Dornod
Province, to Jinzhou port is 1,100 km long and the shortest
route.

As mentioned earlier, the other route is the new railway
infrastructure that links Tavan Tolgoi deposit with the
railway networks. Mongolian Railway Company Chairman
L. Purevbaatar said that a 620-km railway connecting to the
Ereentsav—Choibalsan—Khoot—Bichigt route will be built
and this route will become the main transit route of the
Russian—-Mongolian—Chinese railroad. Gantsmod (Ganq
Mod) border port of entry is just 235 km away from the
Chinese main railway network and the distance from there
to the Port of Tianjin is around 1,400 km and to the Port of
Qinhuangdao 1,655 km. The distance from Tavan Tolgoi to
Gantsmod entry port is around 270 km. Thus, this route is
about 1,000 km shorter than the Bichigt-Nomrog route.
Another option is to build a 456-km railway from Tavan
Tolgoi to Sainshand. Then it will be possible to travel by
the route Sainshand-Zamyn Uud-Jining/330 km/—
Qinhuangdao/1,300 km/-Tianjin/700 km/. The Choibalsan—
Khoot-Bichigt route will become the main international
railway of the three countries.

Each country’s interest in using railways is to transport
products to niche markets by low cost in the shortest time
possible. It is in Mongolia’s interest that in building the
economic corridors between the three countries Mongolia
needs to use its existing railways as much as possible to
lower the associated investment costs.

Infrastructure cooperation between the three countries
needs a variety of investments. At the Asia—Europe
Connectivity and Production meeting held on 27 May 2015
in Chonggqing, China, the Vice Premier of China’s State
Council, Zhang Gaoli, stated that China will invest 890
billion yuan to build six economic corridors within the
framework of the “One Belt, One Road” initiative. To
promote and finance the “Silk Road” initiative, participation
of the AIIB, the Silk Road Fund, the SCO Development
Bank, the BRICS Bank, other international financial
institutions, and the private sector are possible. In particular,
the AIIB will finance specific infrastructure projects. Wei
Jianguo, a Deputy Director of the Center for China
International Economic Relations, said that the "One Belt,
One Road" initiative will actively promote the involvement
of the private sector and will use public—private
partnerships.

In general, there are many ways to invest in the
infrastructure sector and in practice it usually employs
concessional contracts. Due to lack of financing of the
Mongolian railway sector, the Mongolian government
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approved private-sector building of some parts of the
railway lines, and others under concessional contracts. If it
is considered that the first and second stages of new railway
construction in Mongolia would cost at least US$2 million
per kilometer, then the total investment would equal US$5
billion. According to the railway policy adopted by the
Mongolian Parliament, more than 51% of the new railway’s
basic infrastructure must be under government ownership.
Also it would be risky to allow 100% private ownership in
the basic infrastructure of the railway, as a railway built by
one company’s funding may be inaccessible to other
companies or charge more.

The other challenge of building the Mongolia, China
and Russia economic corridor infrastructure is their railway
gauge differences. The Russian railway gauge is 1,520 mm
and the Chinese gauge is 1,435 mm, so transshipment is
inevitable at the borders between China and Mongolia and
between Russia and Europe. According to an agreement of
the Organisation for Co-operation between Railways, if
transshipment is needed, the recipient side must be
responsible for it. The current cost of transshipment is a
uniform rate of 10 Swiss francs or US$3-5. Additionally, in
consideration of the environmental pollution caused during
the transshipment of coal and the loss of time, the Policy on
Rail Transport, which was approved by the Mongolian
Parliament, stipulates that the new railway track gauge for
Tavan Tolgoi—Gashuunsukhait and Khoot-Bichigt was
agreed to be 1,435 mm.

Currently, for cooperation among Russia, China and
Mongolia in particular, the China—Russia and China—
Mongolia trade structures cannot be changed in the short
term. Bilateral trade between Mongolia and China and
Russia and China still has an “exchange of raw materials
for end products” pattern. Therefore, there needs to be an
increase in investment into developing the manufacturing
sector and improving trade structures. Moreover,
differences in the economic development of the three
countries are another challenge to cooperation. According
to the World Bank, in 2014, China's economy was
US$9,240 billion with a per-capita GDP of US$6,807, the
Russian economy was US$ 2.1 trillion with a per-capita
GDP of US$14,612, while the Mongolian economy was
USS$11.52 billion and GDP per capita was US$4,056.
Different levels of economic development, structure and
policies are difficult to fit under one umbrella. Mongolia
imports electricity, daily consumer goods, clothing, food,
fruit, vegetables, construction materials and oil products
from China, with the exception of international passenger
transport. However, Mongolia exports untreated minerals,
leather, wool, cashmere, and Russia exports forest products,
and minerals to China. Mongolia and Russia are rivals in
terms of mining-originating exports to China. Russia is
interested in diversifying its export structure with
machinery, agricultural products, and meat and dairy
products. Thus, there is a need to consider these specifics of

the economic development and trade structure of the three
countries and find ways of mutually beneficial cooperation
in line with all the parties’ interests.

4. Conclusion

In order to establish an economic corridor, we need to
develop infrastructure connecting the countries, especially
railroad transportation. Therefore, creation of a joint
working mechanism is necessary for the effective operation
of the proposed economic corridor that crosses Russia,
China and Mongolia. In this way we can solve together the
urgent issues and facilitate cooperation in a cost-effective
way.
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1.Introduction

The first Northeast Asian Conference, held in
Changchun, People’s Republic of China, in 1990,
recognized the Northeast Asian Region and the first steps of
economic cooperation were taken. The second conference,
held in 1991 in Changchun, was convened with a theme of
“Economic Development of the Coastal Countries of
Northeast Asia” and it became the first conference to
discuss the overall economic development issues of
Northeast Asia as a distinct region. The Conference
declared that the northern part of the People’s Republic of
China (China), Eastern Siberia and the Far Eastern regions
of the Russian Federation (Russia), the Republic of Korea
(ROK), the Democratic People’s Republic of Korea
(DPRK), Japan, and Mongolia would be termed the
Northeast Asian Region. The natural resources of Siberia
and Mongolia and the rapid development of Japan, the
ROK and China were identified as the factors for regional
development.

Mongolia’s limited participation in regional exchange
and trade has recently been expanded from tourism, wool
and cashmere to minerals and natural resources. Mongolia
is a country having an advantageous geopolitical location,
has a relatively undisturbed environment, and maintains
ecological balance. Therefore, regional collaboration on
trade and economy, and infrastructure and energy, and the
role for Mongolia’s participation need to be studied
carefully.

The role of the Northeast Asian Region within global
trade is on the rise and this tendency is expected to continue
further. However, trade within the region is still limited due
to logistical difficulties leading to high transportation and
other costs. Thus, there is a great need for increasing free-
trade regulations and jointly acting to solve the difficulties
being faced.

2.Foreign Trade of Mongolia

Foreign trade is playing an important role in the
country’s socio-economic development and it is expanding
rapidly. During the transition to a market economy, the
country’s foreign trade was faced with various challenges
and trade turnover decreased by 57% to US$708.9 million
in 1991, but it has stabilized and gradually increased since
the second half of the 1990s.

Mongolia’s foreign trade turnover exceeded US$1
billion in 2000 for the first time in a decade and it gradually
rebounded to its 1990 level in 2003. In 2011, exports and

imports equaled US$4.8175 billion and US$6.5984 billion,
respectively. This was an 86.9% increase in trade turnover
on the preceding year, while imports almost doubled,
achieving the highest growth ever.

In 2014, Mongolia traded with 135 countries. Foreign
trade turnover reached US$11.0112 billion, whereas exports
stood at US$5.7746 billion and imports at US$5.2366
billion. This was a 35.3% increase for exports and a 17.6%
decrease for imports from the previous year’s level; thus
the trade balance improved by 125.8%, increasing by
US$2.6267 billion from a year earlier and became positive,
reaching US$537.9 million.

In terms of trading partners, trade with neighboring
countries was predominant, and trade with China accounted
for 61.8% of the total, or US$6.7999 billion, while trade
with Russia accounted for 14.6% of the total or US$1.6109
billion. This represented a 23.9% increase in trade turnover
between Mongolia and China and a 0.8% decrease in trade
turnover between Mongolia and Russia.

The foreign trade balance was positive in 1994-1995, as
well as in 2006, due to the revitalization of the
manufacturing sector in the former period and the price
increases for export commodities in the latter. However,
despite the country’s continued economic growth, the trade
balance was negative during all other times and the trade
deficit grew. In 2012, the trade deficit reached its peak
level, standing at US$2.4 billion, which was 32% higher
than the 2011 level and an 8-fold increase on the 2010 level
(Figure 1).

Due to limited exports to Russia and imports of
petroleum and petroleum products from Russia, Mongolia’s
trade deficit with Russia has been on an increasing trend,
with the exception of 1991, when Mongolia had a trade
surplus of US$3.1 million. The trade deficit was highest in
2012, reaching US$1.769 billion. However, Mongolia’s
trade with China has been experiencing a surplus, due to
the predominance of mineral product exports to China.

Mineral products have been playing an increasingly
significant role in Mongolia’s exports and their share of
exports has increased from 35.2% in 2000 to 91%" in 2012.
Exports of hard coal, copper concentrate, molybdenum
concentrate, fluorite, iron ore, zinc ore and unprocessed
coal comprised 99.2% of total mineral product exports in
2013.

In 2013, 100% of the copper concentrate and iron ore
were exported to China, while 53.5% and 8.1% of the
molybdenum concentrate was exported to China and Hong

! Broken down as: coal 43%; copper concentrate 19%; iron ore 12%; crude oil 8%; zinc ore and concentrate 3%; unprocessed and semi-processed gold 3%;

feldspar, leucite, and nepheline 2%; and molybdenum ore 1%.
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Figure 1: Foreign Trade of Mongolia, US$ Million (1990-2014)
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Kong, respectively, and the remaining 29.6% to the ROK.
As for fluorite, 50.4% was exported to Russia and 48.4% to
China. The exports of major mineral commodities are
illustrated in Table 1.

In terms of the composition of imports, machinery,
equipment, electric appliances, transportation vehicles, their
spare parts, oil, diesel petrol, iron and iron products, food
products, chemicals, chemical products, plastics, rubber and
rubber products make up 90% of total imports. For
example, of the total imports in 2013: mineral products
constituted 27.4% (of which 81.1% were oil products);
machinery and equipment, and electric appliances, 22.0%;
road and air transportation vehicles, 15.8%; animal- and
plant-derived products, 9.2%; and iron and iron-derived
products, 8.7%. Additionally, imports of chemicals and
chemical products accounted for 4.7% of the total, and
plastic and plastic products’ share was 3.7%. Together,
these products comprised 91.3% of total imports.

In terms of Mongolia’s trading partners, the country
exported to 60 countries in 2013. The shares of total exports

were: China, 86.6%; Britain, 4.7%; Canada, 3.2%; Russia,
1.4%; and Italy, 1.2%. The combined shares of exports to
these countries accounted for 92.1% of Mongolia’s total
exports.

In terms of imports, Mongolia imported from 137
countries in 2013, of which the shares accounted for by the
main import partners were: Russia, 24.6%; China, 28.1%,
the United States, 8.1%; Japan, 7.0%; the ROK, 8.0%;
Germany, 3.9%; and Belarus, 2.4%. The combined shares
of these countries were 82.1% of the total.

3.Mongolia’s Trade with Northeast Asian
Countries

Trade with China, Russia, the ROK, and Japan accounts
for approximately 80% of Mongolia’s total trade turnover,
wherein China and Russia predominate (Figure 2).

Prior to 1990, the former USSR accounted for 80% of
Mongolia’s foreign trade, but since the country’s transition
to a market economy, trade with China has been
consistently on the rise, reaching 52.1% of the total in 2013,

Table 1: Mongolia’s Major Mineral Commodity Exports
2011 2012 2013 2013(5/2012’
0

Coal, thousand tonnes 21,296.0 20,915.5 18,367.5 87.8
Copper concentrate, 575.9 574.3 649.8 113.1
thousand tonnes

Iron ore 5,802.0 6,415.9 6,724.5 104.8
Crude oil, million barrels 2,553.7 3,568.0 5,243.8 147.0
Zinc ore concentrate, 121.2 140.9 130.9 92.9
thousand tonnes

Unprocessed and processed gold, 26 )38 76 271.4
tonnes

Source: http://www.nso.mn/
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Figure 2: NEA Share of Mongolia’s Foreign Trade by Country, % (1990-2014)
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Figure 3: Mongolia’s Exports to NEA by Destination
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while the share of trade with Russia declined to 15.3% of
the total.

Approximately 90% of Mongolia’s exports are to
Northeast Asian countries, among which China is the main
export market for Mongolia and it had a share of 87.8% of
total exports in 2014 (Figure 3).

China became Mongolia’s key trading partner and the
trade structure of the two countries is illustrated in Table 2.
As shown in Table 2, in 2012 minerals and ores accounted
for 96.2% of Mongolia’s exports to China, whereas in terms

of China’s total imports from Mongolia the shares for these
products were 0.7% and 1.2%, respectively, thus indicating
China’s independence of Mongolia in terms of imports of
such items.

The overall structure of China’s exports has expanded in
terms of product variety, including value-added items.
China mainly exports final products, while importing spare
parts and equipment. Therefore, China will only import raw
materials from Mongolia in the near future.

The overall structure of China’s imports from Mongolia
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Table 2: Structure of Trade between Mongolia and China

(Percentage of total)

Mongolia’s Exports to Mongolia’s Total China's Imports from .
cIo{dSe 3 | Description China Exports Mongolia i kel ot
2010 | 2011 | 2012 | 2010 | 2011 | 2012 | 2010 | 2011 | 2012 | 2010 | 2011 | 2012
Mineral fuels,
mineral oils
27 and products 46.9 | 49.8 54| 394 | 435 | 48.6 0.6 0.7 0.7 | 13.5 158 | 17.8
of their
distillation
26 | Ores;slag 48.6 47 | 422 | 417 411 384 | 1.1 12 12| 78| 86| 76
and ash
Wool, fine or
coarse animal
51 | hain 23| 17| 24| 35| 27| 31| 21| 17| 26| 02| 02| 02
horsehair
yarn and
woven fabric.
Salt, sulfur,
a5 | carthstone, g3 g3 04| 27| 24| 22| 01| 02| 03| 03| 03| 04
plaster, lime
and cement
Raw hides
41 and skins 0.4 0.4 0.4 0.5 0.5 04 0.2 0.2 0.2 0.4 0.4 0.4
and leather
Aluminum
76 and articles 0.1 0.1 0.1 0.1 0.1 0.1 0 0 0.1 0.6 0.6 0.5
thereof.
Total 98.6 | 993 | 995 88 | 904 | 929 4.2 3.9 5.1 23 26 27
Note: Estimated from the International Trade Center data.
during the past decade demonstrated that coal, copper Mongolia’s major export products to Russia are fluorite
concentrate, crude oil, iron ore and zinc concentrate have and meat, comprising 90% of the total, and cashmere and

been predominant since 2007 (Figure 4).

Figure 4: Mongolia’s Exports to China by Major Items (2004—2013, % of total)
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% In 1990, PRC, 2.4% and Russia, 77.5%; in 2011, PRC, 30.7% and Russia, 24.6%.

% The Harmonized Commodity Description and Coding System, also known as the Harmonized System code (HS code) of tariff nomenclature is an
internationally standardized system of names and numbers to classify traded products. It came into effect in 1988 and has since been developed and

maintained by the World Customs Organization (WCO).
*RCA i =RXA;=(x;/X,)/(x,;/X,,) : Revealed comparative advantage or revealed export advantage
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Table 4: Current Import Positions of the NEA Countries in the World Market for
Mongolian Export Goods with Comparative Advantage

1S Descriptions Japan Russia ROK China
code

2 Meat and edible meat offal 1 5 10 12

5 Products of animal origin, not elsewhere specified or 3 20 1 6
included

25 Salt; sulfur; earth and stone; plastering materials, lime 5 13 12 |
and cement.

26 Ores, slag and ash 2 46 3 1
Mineral fuels, mineral oils and products of their

27 P o . 3 60 4 2
distillation; bituminous substances; mineral waxes

41 Raw hides and skins (other than fur skins) and leather. 22 48 6 1

5 Wool, fine or coarse animal hair; horsehair yarn and 5 5 7 1
woven fabric.

57 Carpets and other textile floor coverings. 5 16 26 24

61 Articles of apparel and clothing accessories, knitted or 3 12 1 28
crocheted
Natural or cultured pearls, precious or semi-precious

71 stones, precious metals, metals clad with precious metal, 11 35 22 10
and articles thereof

74 Copper and articles thereof 12 36 5 1

Source: International Trade Center

in limited quantities. Thus, opportunities for Mongolia to
increase exports to Russia are still weak.

In terms of export structure, both Russia and Mongolia
have a similar pattern that is based on natural resources,
including oil, coal, metal, iron, alumina, gold, diamonds and
wood. These items constitute 60—70% of the total exports of
the two countries. However, the main import items are
machinery and equipment that mostly originated in China.

Mongolia mainly exports agricultural products to Japan
and about 60% of total exports were camel wool, knitted
goods and cashmere up to 2007. According to the State
Customs Department, the main products exported to Japan
were minerals of the HS25, HS26 and HS27 categories,
knitted goods of categories HS51, HS61 and HS62, and
other various items of categories HS74, HS84 and HS97.

In terms of exports to the ROK, the main items were
copper, copper concentrate and unprocessed and half-
processed gold, which comprised 80.8% of total exports
over the past 15 years. However, these exports were not
sustained over the entire period and none of these items
were exported in some years leading to fluctuations in the
value of exports.

Prior to the transition to a market economy, 80% of
Mongolia’s imports were from Russia and this share
dropped to 30—40% afterwards. Furthermore, the share of
Mongolia’s imports from Russia dropped to 27.4% of the
total in 2012, and 24.6 % of the total in 2013, while imports
from China became predominant.? Additionally, Mongolia’s
imports from Japan and the ROK include transportation

vehicles, and they make up 70% and 30% of the total,
respectively.

4.Mongolia’s Ability to Export Competitive
Products to Northeast Asia

According to international trade theory, it is more
efficient if a country produces a particular good with a
comparative advantage, and trades it. The revealed
comparative advantage or the revealed export advantage’
index introduced by the economist Bela Balassa (1965), can
be used to identify which goods Mongolia holds a strong
position in for exporting to NEA markets.

When exporting products to a foreign market, it is
paramount to specify product demands in that particular
market, and have an ability to meet those demands.
Therefore, the comparative advantage indexes of the NEA
countries imports® were used to identify the NEA’s demand
for Mongolian imports, while the comparative advantage
index of Mongolian exports was used to identify
Mongolia’s export capacity.®

Furthermore, in an attempt to define Mongolia’s ability
to export competitive products to the NEA market, the
concurrence of comparative advantages of imports was
identified as illustrated in Table 3.

As shown in Table 3, it is possible to export products
specified in the following categories:

e HS02 (Meat and edible meat offal) and HS25 (Salt;
sulfur; earth and stone; plastering materials, lime and
cement) to Russia;

5 RMA,=(";/M)/(",;/M,) : Revealed import advantage

wj

% Using the Balassa technique we have identified comparatively advantaged goods or commodities that are able to be exported
from Mongolia. Accordingly, the goods in the categories with HS codes 26, 05, 51, 71, 41, 02, and 25 are relatively advantaged, the
goods in categories 57 and 61 are on a trend towards loss of comparative advantage, and the goods in category 27 are progressing
towards gaining comparative advantage. The products in the categories of comparative advantage are beef, horsemeat, intestines,
animal hooves and horns, feldspar, copper, tungsten, molybdenum ore and concentrate, cathode copper, coal, skins of camels, cattle,
sheep, and goats, wool of camels, sheep, and goats, cattle molt, rugs and cashmere.



ERINA REPORT No.127 2015 DECEMBER

Figure 5: NEA Countries’ Share of Mongolia’s Total Imports
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Table 3: Concurrence of Comparative Advantages of Mongolian Exports and Imports of the NEA Countries

NEA countries’ import
Comparative advantage of Mongolian export Comparative advantage Comparative disadvantage
RMA>2 2>RMA>1 I>RMA>0.5 RMA<0.5
cI(—)Ige Descriptions Extremely High High High Extremely High
. Russia (4.9) .
2 Meat and edible meat offal Japan (2.3) ROK (0.9) China (0.2)
Products of animal origi t elsewh ROK (08)
roducts of animal origin, not elsewhere :
> specified or included Japan (2.1) Ru§s1a (0.8)
China (0.6)
25 Salt; sulfur; earth and stone; plastering Russia (1.2) Japan (0.9)
materials, lime and cement. China (1) ROK (0.8)
China (5)
26 Ores, slag and ash Japan (3.3) Russia (0.9)
ROK (2.4)
Mineral fuels, mineral oils and products of their ROK (1.9)
27 distillation; bituminous substances; mineral Japan (1.9) China (0.8) Russia (0.1)
waxes
Raw hides and skins (other than fur skins) and . Japan (0.3)
41 leather. China (2.8) ROK (1.3) Russia (0.1)
51 Wool, fine or coarse animal hair; horsehair yarn China (2.7) ROK (1.1) Japan (0.9) Russia (0.2)
and woven fabric. ’ ’ P ) v ’
i i Russia (0.9) ROK (0.2)
57 | Carpets and other textile floor coverings. Japan (0.9) China (0.1)
Atrticles of apparel and clothing accessories, : ROK (0.3)
61 knitted or crocheted Japan (1.6) Russia (0.2) China (0.1)
Natural or cultured pearls, precious or semi- Japan (0.8) China (0.3)
71 precious stones, precious metals, metals clad RSK © '6)
with precious metal, and articles thereof ' Russia (0.1)
] . Japan (0.4)
74 Copper and articles thereof China (2.8) ROK (1.7) Russia (0.2)

Note: Estimated by Balassa’s method using International Trade Center data.
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e HS02 (Meat and edible meat offal), HSO5 (Products of
animal origin, not elsewhere specified or included), HS26
(Ores, slag and ash), HS27 (Mineral fuels, mineral oils
and products of their distillation; bituminous substances;
mineral waxes), HS61 (Articles of apparel and clothing
accessories, knitted or crocheted) to Japan;

e HS25 (Salt; sulfur; earth and stone; plastering materials,
lime and cement), HS26 (Ores, slag and ash), HS41 (Raw
hides and skins (other than fur skins) and leather), HS51
(Wool, fine or coarse animal hair; horsehair yarn and
woven fabric), HS74 (Copper and articles thereof) to
China; and

® HS26 (Ores, slag and ash), HS27 (Mineral fuels, mineral
oils and products of their distillation; bituminous
substances; mineral waxes), HS41 (Raw hides and skins
(other than fur skins)), HS51 (Wool, fine or coarse animal
hair; horsehair yarn and woven fabric), HS74 (Copper
and articles thereof) to the ROK.

The current import positions of the countries mentioned
above are shown in Table 4. As described in Table 4, it can
be said that there is an opportunity to export meat and
edible meat offal to the Japanese and Russian markets if
health and sanitation prohibition issues are resolved.
Therefore, it is necessary to collaborate with these countries
to discuss matters concerning the SPS (Sanitary and
Phytosanitary) and TBT (Technical Barriers to Trade)
agreements of the WTO (World Trade Organization).

The current import positions of the NEA countries on
the world market indicate that the ROK and China have
relatively small markets for Mongolia’s competitive
products in manufacturing as these countries mainly import
minerals and other raw materials. This is an indication of
China’s success in using imported raw materials to produce
value-added finished products. The concurrence of raw
materials being Mongolia’s competitive product for export,
and China’s demanded product for import, encourages trade
between these two countries that focuses mainly on raw
materials. However, Russia and Japan have a relatively
high number of import products for which there is a
comparative advantage. More than 30 of 97 HS groups are
such products and therefore there is massive opportunity for
exporters.

5.Conclusion

According to Mongolia’s international trade statistics,
minerals and raw materials were the main export products
in recent years. However, value-added or finished products
are the country’s main import products. This implies that
manufacturing is not developed in Mongolia. Raw materials
have been exported and bought back at higher prices as
finished products. This inefficient trade pattern has
continued for many years.

Therefore, in order to improve the foreign trade
structure, it is important to create production clusters that
encourage trade of value-added products with NEA
countries. Introduction of new technologies from countries
such as Japan and the ROK would increase the production
of finished products in Mongolia.

China is home to the world’s largest steel industry,
followed by Japan and the ROK. Thus, there is a great
opportunity for Mongolia’s coal exports. Moreover, if the

SPS- and TBT-related issues are resolved, meat and edible
meat offal products can be exported to the Russian and
Japanese markets.

Mongolia is a landlocked country, which makes the
transportation fees for Mongolia’s export products some of the
highest in the world and this affects the competitiveness of
Mongolian products on international markets. Therefore,
transit transport agreements for exporting products through
countries such as China and Russia would be of great
importance. For example, a mutually beneficial transit
transport agreement can be made between Mongolia and
China for transit cargoes from Mongolia to the ROK and Japan
via China and from China to Russia and Europe via Mongolia.

It is also possible to trade with China in the energy
sector. It would be especially beneficial to build power
stations near Mongolia’s large coal excavation areas and
sell energy to the nearest Chinese cities. Additionally,
according to mid- and long-term strategic agreements and
mutual understandings between Mongolia and China,
border-based trade between the two countries will be
supported. Thus, areas such as Tsagaannuur and Altanbulag
free trade zones and Zamyn-Uud special economic zone
have great potential to create free trade regions.
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1.Introduction

In the era of globalization, along with the simultaneous
emergence of traditional and non-traditional factors that
affect a country’s security, not only military and political,
but economic, social and energy issues began to impact
relationships between countries. Due to the political and
security situation in the Northeast Asian region, formation
of multilateral mechanisms and economic integration
processes in the region are slower than those in other
regions, such as Southeast Asia. However, this region has
big potential for cooperation, as it has an enormous amount
of natural and energy resources on the one hand, and very
powerful countries and economies to use those resources on
the other. One example is energy cooperation between
Mongolia and Japan. This paper investigates Mongolia—
Japan energy cooperation, especially cooperation
opportunities in the coal industry.

2.The Natural Resources and Coal Deposits of
Mongolia

After passage of the Mineral Resources Law of
Mongolia, which was approved in 1997 and revised in
2006, participation of the private sector in geological
research and exploration for mineral resources has been
intensified, resulting in the discovery of many large-scale
deposits, such as the Oyu Tolgoi copper and gold deposit,
the Zuunmod molybdenum deposit, the Mandal
molybdenum and tungsten deposit and Ovoot Tolgoi coal
deposit. Exploitation work has begun at many of these
deposits, such as Tavan Tolgoi, Nariinsukhait, Oyu Tolgoi,
Boroo, and Zaamar, and currently 400 mines are operating
successfully.

Mongolia has an anormous amount of energy resources.

For example, there are 175 billion tonnes of inferred
deposits of coal, 205 million tonnes of oil deposits, and
68,000 tonnes of uranium deposits. Additionally, it has
been estimated that Mongolia has 56.2 billion kWh of
hydropower resources, 1,200-1,400 kW/m of solar power
resources, and 836.8 kWh of wind energy resources. There
are about 847 billion tonnes of coal resources worldwide
and the United States, Russia, and the People’s Republic of
China are the leading countries in the world for coal
reserves, and Mongolia ranks tenth.'

According to a report of the World Coal Association,
about 42% of the world’s total energy was generated from
coal in 2010. Despite the world community trying to rely
more on renewable energy sources and making considerable
efforts for their deployment, the energy share based on coal
and natural gas has yet to decrease.

The scale of coal production in Mongolia was relatively
stable during the period 1990-2004, supplying only the
domestic market. However, it started to dramatically
increase from 2004 when the country began to export coal.”

Coal deposits are distributed relatively evenly over the
territory of Mongolia. However, lignite predominates in the
east and forest areas of the country, while lignite and coking
coal are mainly located in the central areas, and anthracite
and coking coal deposits extend over the west and Gobi
desert areas.” Currently, approximately 23 coal mines,
located in the Western, Eastern, Central and Gobi areas, are
supplying the domestic market. Domestic demand forecast
up to 2025 is provided in Table 1.

3.Mongolian Coal Exports and Further Trends
As illustrated in Figure 1, Mongolia planned to export a
total of 31.4 million tonnes of coal in 2014, and 10.6

Table 1: Domestic Coal Demand Assumptions to 2025 (1,000 tonnes/year)*

Case 1.5: Reference
veme | Caesl 2.5% Case2 0052011 | Growth Rate: 4.9% | MRAM® Data
2011 6,815 6,815 6,815
2012 7,000 7,000 7,200
2015 7,500 7.800 8,300 8,000 8,600 13,700
2020 8,600 9,100 10,900 9,300 11,600 15,700
2025 9,600 10,700 14.400 10,800 15,600 18.100

Note: *Mineral Resources Authority of Mongolia

" A More Sustainable and Equitable Approach to Sharing Mongolian Wealth, 2013
http://www.worldbank.org/mn/news/opinion/2013/10/10/more-sustainable-structural-equitable-approach-to-sharing-mongolia-wealth.

’ B. Batzaya, “The New Railway Infrastructure Project”, Discover Mongolia.
* “Current Situation of the Coal Industry in Mongolia”, December 2012.

* Mongolian Mining Journal, 2014.04.
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Figure 1: Mongolian Coal Exports in 2014
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million tonnes of coal were exported during the first seven
months of 2014. Of the total coking coal exports, 59.75%
and 36.28%, respectively, were transported via
Gashuunsukhait and Shiveekhuren; thus the majority, or
96%, of the total coal exports were shipped via these two
places.’

It has been estimated that China’s coal imports would
increase until 2015 due to the country’s economic growth,
and the total volume of concentrated and cleaned coal
would not exceed 40—50 million tonnes per year. Thus, if
more coal mines are to be put into operation in Mongolia,
there will be an excess supply of Mongolian coal to the
Chinese market. Therefore, it is necessary to cooperate with
“Third Neighbor” countries to export and utilize this
surplus coal.

As Mongolian coal resources are distributed over the
country’s entire territory, there is a need and potentiality for
exporting coal to third countries, and not only to China, as
Mongolia currently does. However, the price of Mongolia’s
coal is one of the issues encountered in the supply chain of
energy commodities in the region, despite Mongolia having
abundant resources for export and the importing countries
having a huge demand for them. Mongolia’s ex-factory
price is estimated to be US$25 per tonne of coking coal,
while it costs US$59-92° a tonne to deliver it to Tianjin
port. The cost of shipping coal to a port in Russia would be
US$125 per tonne.”

A test shipment of coal to Japan was carried out by
Sumitomo Corporation and they indicated that it would be
possible for Mongolia to export coal to third countries if the
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prices ranged between US$125 and US$150 per tonne of
thermal coal, and between US$200 and US$250 per tonne
of coking coal on the international markets. To date,
Mongolia has not exported any coal to Japan, except for
this test shipment made by the Sumitomo Corporation.

As of the first half of 2014, the price of steam coal
imported by Japan was US$114.1, and the price of coking
coal was US$136.56,° and Russia and Australia were the
main exporters of coal to Japan. Thus it is not profitable for
Mongolia to export coal to Japan at present. Currently,
Mongolia exports coal only to the Chinese market, which
makes Mongolia’s coal exports extremely dependent on the
demand fluctuations in China. Therefore, in anticipation of
the coal price increasing on international markets, Mongolia
needs to consider exporting coal to third markets, such as
Japan, and expanding cooperative activities.

4.Prospects for Energy Sector Cooperation
between Mongolia and Japan

It has been more than 40 years since Mongolia and
Japan established diplomatic relations and the bilateral
cooperation between the countries has developed to a
strategic partnership level. At high-level summits between
the two countries, discussions on intensifying Japan’s
participation in the Mongolian mining industry have been
held a number of times. Amongst others, discussions were
held during the summit between Yoshihiko Noda, Prime
Minister of Japan, and the President of Mongolia, held on
25 September 2012, on concluding an Economic
Partnership Agreement (EPA)’ between the two countries

* “The Current Situation of Mongolian Coal Exports”, Lkhamaasuren, August 2014.

% Inclusive of tariffs and fees.

7 “Master Plan to Develop the Coal Industry 2014-2025”, approved in 2013.

¥ BP Statistical Review of World Energy 2015

http://www.bp.com/en/global/corporate/about-bp/energy-economics/statistical-review-of-world-energy/review-by-energy-type/coal/coal-prices.html.
° Within the framework of a “strategic partnership” between Mongolia and Japan, the two parties agreed to conclude an Economic Partnership
Agreement (EPA) between Mongolia and Japan in 2010. Thus they signed an agreement between Mongolia and Japan on 10 February 2015.

According to Parliament the agreement entered into force in May 2015.
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and the participation of Japanese enterprises in Mongolia’s
mining industry."® In 2010, Mongolia and Japan concluded
a “Strategic Partnership Agreement” bringing the two
countries’ cooperation to a new level. Thereafter, the
political and economic relations between the two countries
have improved further and high-level summits have come
to be held frequently.

After seven negotiating rounds, Mongolia and Japan
signed the EPA'" in February 2015. For Mongolia it is
important to increase trade and economic relations with
Japan in order to diversify its export markets and reduce the
risks associated with the over-dependency on one market
for the country’s major export commodities. Within the
framework of the “Third Neighbor” policy, Mongolia has
been expressing its wish to support Japanese participation
in the country’s mining industry.

Transportation Issues

It is a reality, however, that Japan’s participation in
Mongolia’s mining sector is still very limited. One of the
major hurdles for Japanese companies’ involvement in
Mongolia’s mining sector is the transportation issue. About
90% of Mongolia’s exports are of mineral-origin products
only, while only 4% of Japan’s total imports are minerals.

Mongolia exports coal by road and rail via a few major
terminals. Currently Mongolia’s road and railway networks
are underdeveloped, but the country is working to increase
paved roads and to build improved regional road networks
within the framework of its road development plan for the
period 2011-2030. According to the Road Department,
construction of major road networks within the country will
be completed by 2020.

Aiming at increasing the capacity of coal transportation
and reducing transport costs, Mongolia is planning to
implement several measures, including:

e A decision was made at the Cabinet meeting on 21 March
2014, to establish the “Gashuunsukhait Railway” LLC in
order to intensify work to construct a railway network,
and the “Gashuunsukhait Railway Company”, a joint
venture between the Mongolian Erdenes Tavan Tolgoi
JSC, Energy Resources LLC, Tavan Tolgoi JSC, and
China’s Shenhua Group, which was established in April
2014.

e A proposal to construct at the border point of
Shiveekhuren a belt conveyer linking to the Chinese
railway at the border'” was discussed at the Cabinet

meeting on 18 January 2014 and a working group to
study this proposal was established in February 2014.

According to a study by the World Bank on a
comparison of the economic efficiency of Mongolian
railways and highways, it is more efficient to transport coal
by railway than by road, with the assumption that the
annual amount of coal to be transported would be more
than 2—4 million tonnes. The construction costs of railways
and roads, however, were important factors in this result.

According to the Rail Plan approved by the State Great
Khural (the Parliament of Mongolia) in June 2010, the
Mongolian Railway Company will construct 1,800 km of
railways in three phases. The highest priority routes were
planned to be built during the first and second phases, and
some urgently needed routes were planned to be completed
by 2015. It was planned to construct railway routes
identified in the first and second phases in a B.O.T. or a
Build-Operate-and-Transfer arrangement, but this was
canceled in November 2012, and it was decided to build
them by conventional funding procedures.

Furthermore, it would be in compliance with Mongolia’s
“Third Neighbor” policy if Mongolia were to diversify its
export markets for coal and other natural resources, not
only to China, but also to the ROK, Japan and Europe,
within the rail network concept of the “Greater Tumen
Initiative (GTI)”."> Creation of new trans-border
transportation networks is of vital importance to strengthen
energy cooperation and trade between Mongolia and Japan.
As indicated in a GTI study, projects that restore some parts
of the old railways will encourage intensification of the
local economy of Rason and intensify cooperation between
the DPRK and Russia, along with expanding bilateral
economic relations between the Northeastern area of China
and the DPRK, and Mongolia and the DPRK."*

Opportunities for Technological Cooperation

Notwithstanding the current limited trade and various
barriers to trade expansion, there is an opportunity to
strengthen technological cooperation between Mongolia
and Japan in the energy field. As illustrated in Figure 1, the
major coal deposits are located in the Central and Gobi
Desert areas of Mongolia. Coal beneficiation by the
gravitation method'’ needs a huge amount of water.
Depending on the location, the possibility of using
underground water resources for coal mines varies by
mine. "

191, Japan—Mongolia Summit Meeting”, 25 September 2012

http://www.mofa.go.jp/region/asia-paci/mongolia/meeting1209_pm.html.

2. Mr. Katsuhito Asano, Senior Vice-Minister for Foreign Affairs, to Visit Mongolia

http://www.mofa.go.jp/announce/event/2007/4/1173178_846.html.
"' Economic Partnership Agreement.

" By introducing low cost transportation technologies, such as railways and belt conveyers, transport capacity will be increased, while reducing
transportation cost; thus improving the competitiveness of Mongolia’s coal exports.
" “How Expanding Trans-Border Transportation Networks Will Impact South Korean-Mongolian Energy Cooperation: Using the Greater Tumen

Initiative to Realize the Eurasia Initiative”, Dr. Alicia Campi, January 2014.

" Dr. Alicia Campi, January 2014, p. 5.

"* The main principle of this method is to clean and concentrate coal from rocks and mud by their density variance and by centrifugal or gravitational
forces. The gravitation concentration method is the main technology for wet processing of coal and it is expected to be the predominant technology
for the foreseeable future. However, this method requires a large amount of water, so in areas with scarce water a dry concentration method is used.

' Mineral Resource Department, “Coal Concentrating Technology”

http://www.mram.gov.mn/index.php?option=com_content&view=article&id=30%3A2011-03-24-10-11-04&catid=18%3 Anews&Itemid=37&lang=mn.



Based on its research on the deep processing of coal,
Japan developed a project to introduce coal concentration
technology by a “dry method” at Mongolia’s Tavan Tolgoi
coal deposits. A Memorandum of Understanding (MOU) on
implementation of this project was signed between
Mongolia’s Erdenes Tavan Tolgoi LLC, the Japan Coal
Energy Center, and Nagata Engineering Co., Ltd., of
Japan.'” It is planned to process 50,000 tonnes of coal per
annum at Tavan Tolgoi coal mine. Concentrating coal by
the dry method is an appropriate technology to be used in
areas with scarce water and protects the environment.

Moreover, Mongolia and Japan signed agreements on
implementing a Joint Crediting Mechanism (JCM) and a
Bilateral Offset Credit Mechanism (BOCM) between the
two countries, aiming at reducing CO, emissions and
trading CER (Certified Emission Reduction) credits. Usage
of such mechanisms for introducing new technologies in
Mongolia would be useful to control and reduce coal
consumption in the country.

5.Conclusion
Mongolia can offer various cooperation opportunities to
Northeast Asia such as: abundant natural resources; a
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market-oriented free trade and economic environment; an
open and democratic political regime; a stable legal
environment; a geographically advantageous location;
secure transport; and stable and competitive commodity
prices. As the Northeast Asian region is home to major
energy commodity importers, such as China, Japan and the
ROK, there is huge opportunity to intensify exploitation of
Mongolia’s natural resources and develop the energy
industries further. Therefore, Mongolia needs to develop
close cooperation with these countries.

Although Mongolia has an enormous amount of coal,
natural gas, oil, copper, gold and uranium resources,
Mongolia’s exports are particularly dependent on China,
due to Mongolia’s weakly developed transportation and
infrastructure along its Northeastern border. It would be in
line with Mongolia’s foreign policy and national security
concepts if Mongolia were to secure new consumers of its
natural resources, such as Japan and the ROK, within the
framework of its “Third Neighbor” policy. In addition,
trade and technological cooperation in the energy sector is
one spur to push forward implementation of the Mongolia—
Japan EPA.
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' Tavan Tolgoi LLC, “Introducing Environmentally Friendly Technology”

http://www .tavantolgoi.mn/news/57#.Ve6Z5NKqpBc.
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1.Introduction

Coal is the most important primary energy source in
Mongolia, due to insufficient oil reserves, the absence of
natural gas and the presence of large coal reserves. Coal
supplies approximately 86.3 % of Mongolia’s total energy
requirements. Diesel power stations and renewable energy
sources (hydro, wind, and solar stations, etc.) respectively
supply 7% and 6.7%, as of 2014 (as D. Zorigt, Minister of
Energy, presented at the Coal Mongolia 2015 investment
forum).

Mongolia has huge coal resources, contained within 15
large-scale coal bearing basins. There are around 320 coal
deposits (of which 80 deposits have been surveyed),
according to the Geological Information Center of
Mongolia. Total geological coal resources are estimated at
approximately 150 billion tonnes, including about 20 billion
tonnes explored (Figure, J. Byamba, 2014).

The Carboniferous and Permian coals are classed as
bituminous to sub-bituminous or transitional (to lignite)
coals. The Jurassic and Cretaceous coals are mostly lignite
of high grade and partially transitional (to sub-bituminous)
coals. About two thirds of all coal resources are lignite of a
high grade. The main coal deposits in Mongolia by region
are as follows:

Central Mongolia
Tavan Tolgoi, 6.4 billion tonnes (bituminous, sub-
bituminous and coking coal)
Baruun Naran, 155 million tonnes (thermal and
metallurgical coal)
Nariin Sukhait, 250 million tonnes (bituminous and
metallurgical coal)
Ovoot Tolgoi, 150 million tonnes (bituminous and sub-
bituminous coal)
Baganuur, 812 million tonnes (brown coal)
Shivee Ovoo, 2.8 billion tonnes (brown coal)
Tugrugnuurand Tsaidamnuur coal deposits, 2 billion
tonnes (brown coal)
Ulaan Ovoo, 209 million tonnes (bituminous)

Eastern Mongolia
Aduunchuluun, 423.8 million tonnes (brown coal)
Tugalgatai, 3 billion tonnes (brown coal)

Western Mongolia
Hushuut coal deposit (300 million tonnes of bituminous
and metallurgical coal)
(Source: Mongolian Mining Journal, October 2012)

Figure: Coal Resources in Mongolia



The current global initiative on using more carbon-free
energy sources gives a message to Mongolia to rethink how
to use its vast coal reserves, however.

2.Mongolia’s Coal-Bed Methane Gas Resources

Coal-bed methane (CBM) gas is one possible source of
energy and it can be used for clean and efficient energy
development and other purposes in Mongolia. The methane
gas resource is estimated to be 3.2 trillion cubic meters,
which can be considered a world class resource.'

CBM occurs in association with coal during the
coalification process. Technologically the survey process
can be simple, as described as follows. Methane is locked
in coal by the water, and water must be pumped out, and
also the water quality in coal seams needs to be
investigated. Generally, the gas content of coal increases
with depth and the rank of the coal seam. Gas composition
(60-90% CH,+Nox, Cox) is important. Unlike natural gas
from conventional reservoirs, CBM contains a very small
amount of heavier hydrocarbons (propane, butane) and no
natural gas condensate.

The advantages of using CBM in Mongolia can be
described as:

- Relatively large reserves and high calorific value
(1,000 cubic meters CBM equals 1 tonne of oil
products);

- Significant environmental benefits due to reducing
green-house gas emissions and the comprehensive
utilization of natural resources;

- Economic benefits, encouraged by the relatively low
cost of exploration and extraction compared with oil
and natural gas;

- The possibility of using CBM as raw material for
production of chemicals, including liquid fuel,
syngas, fertilizers, methanol, ammonia, polymers,
and solvents, etc.;

- Support for safe underground mine operations
(avoiding gas explosions in coal mines, etc.).

Challenges have been encountered, such as the need for
a significant amount of capital for infrastructure
development, including gas transportation pipelines,
compressor stations, distribution facilities, road networks,
and railways, etc. We observe the limited possibility of
direct filling of CBM into gas containers or cylinders under
pressure due to the lack of a CBM cooling or liquefaction
plant.

3. Studies Undertaken so far in Mongolia

The first comprehensive research was done by Storm
Cat Energy (SCE), which started to conduct CBM projects
in Mongolia and entered into a 49,101 square kilometers
Production Sharing Contract (PSC) with the Mineral
Resources and Petroleum Authority of Mongolia
(MRPAM) in February 2004. The contract granted SCE
exclusive rights to explore and develop coal-bed methane
(CBM) resources in parts of the Nemegt-VI and Borzon-
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VII petroleum exploration blocks of Mongolia. The Nariin
Sukhait coal mine is located in southwestern Mongolia, just
57 kilometers north of Ceke town (Mongolian—Chinese
border), the mine’s main distribution center for the coal it
produces. The mine estimates that the coal production will
be between seven to ten million tonnes per year for at least
the next 15 years. The mine has resources of 220 million
tonnes of high-volatile C bituminous coal, high in vitrinite
reflectance, causing the coal deposit to be a significant
source of methane with a high potential for storing gas. Gas
desorption testing demonstrated that methane is present in
the coal at depths as shallow as 150 meters and will be
released into the atmosphere as surface mining takes place
unless a methane drainage program is adopted by the mine
operators.

The investigation area consisted of a 144 kilometers
long and a 10 kilometers to 20 kilometers wide band of
relatively steeply dipping, folded and faulted Upper
Permian, Triassic and Jurassic strata to the surface. Six
preliminary geological maps, covering a 900 square
kilometers area, were compiled.

In addition to the geological mapping, Storm Cat drilled
a series of 11 core holes to evaluate the location and quality
of coals in the six mapped areas. In 2004 and 2005, the
Company followed up by drilling five additional deep core
holes to better determine the thickness and gas content of
the coal. Four of the core holes, Noyon #1, #2, #3 and #4,
were drilled and cored in the Central Nariin Sukhait area.
The fifth core hole was drilled and cored in the Erdene
Bulag (Khuree Del) area over 200 kilometers to the east.
The results of the coring and desorption are as follows:

- Total coal thickness is 50 meters, locally up to 70

meters;

- Vitrinite reflectance Ro=0.62% to 0.87%;

- 15 coal seams are present in the Nariin Sukhait area

coal measures;

- The main seam is 20 meters to 50 meters thick;

- The coal rank is high-volatile C bituminous to high

volatile A bituminous;

- Ash content is low, 8-15%;

- QGas content ranges from 2.4 cubic meters /tonne to

11.9 cubic meters /tonne.

The potential CBM resources of the Nariin Sukhait area,
calculated by SCE, range from 18.7 to 37.4 billion cubic
meters. The best estimate is 21.1 billion cubic meters of
gas. This estimate considers coal seams projected to a
maximum depth of 1,500 meters. But no economic reserves
have been identified. (Noyon Mongolia CBM project,
December 2005, Storm Cat Energy Corporation).

SCE acquired a CBM exploration license for 22,407
square kilometers of land, namely Block Tsaidam-XXVI, in
the form of a PSC with the Petroleum Authority of
Mongolia in 2005. Under the terms of the contract SCE was
to drill three exploration wells and included, but is not
limited to, geological, geophysical and other technical
studies. The three exploration wells are located in central
Mongolia south of Ulaanbaatar with ten coal-bearing

! http://www.mm.gov.mn/news/view/257

Source in Mongolian. Reported in the Press Release by the Ministry of Mining.
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basins. The results of this survey were not promising,
namely the net coal thickness observed in the core hole
equaled 125.4 meters, and the gas content for the above
coals ranges from 0.03 to 0.06 cubic meters/tonne.
(Tsaidam Mongolia CBM Project, 23 October 2005, Storm
Cat Energy Corporation). SCE ended activity in Mongolia
by late 2005, most probably because of the expected poor
economic benefits.

The next research was done by Kogas. On 11 July 2010,
the PAM and Korean Gas Corporation (Kogas) signed a
“Joint Geological Survey of Coalbed Methane” contract for
the Nalaikh coal mine, where the company drilled three
wells, and prepared a total of 17 gas analysis samples. Each
well depth was around 350 meters with unsatisfactory
results. The estimated gas content of the coal seam in the
Nalaikh coal mine was not economically viable for CBM
development because it was below 5 cubic meters /tonne
(Exploration Drilling & Gas Analysis of CBM in Mongolia
Final Report, 5 April 2011, KIGAM).

Another noteworthy research study was implemented by
the US Environmental Protection Agency, which has
published a few reports on the coal mine methane (CMM)
sector of Mongolia. The first report titled “Pre-feasibility
Study for Coal Mine Methane Recovery and Utilization at
Nariin Sukhait Mine, Mongolia” was released in March
2013. They evaluated the sparse data provided by the
mine’s technical staff, as well as conducted an extensive
internet search for additional pertinent geologic data and
information in order to better understand the factors that
controlled the distribution and size of CMM resources
contained within the mine lease boundary. After
constructing a relatively simplistic 3-D geologic model it
was apparent that the geology was much more complex
than originally anticipated; however the Raven Ridge team
estimated there are 253.1 million tonnes of coal beneath the
lowermost extent of mining which has the potential to
produce 204.1 million cubic meters of gas by the proposed
12-well pilot drainage system. It is estimated that the
proposed pilot project could produce enough gas to fuel
8.55 MW power generation facilities to be used by the
mine. The capital costs are estimated to be US$7.7 million
with an internal rate of return (IRR) of 16.1 % and a
payback period of 6.75 years. Carbon emissions would be
reduced by 187,900 tonnes of CO,e over the project’s 15-
year life.

The second report titled “Pre-feasibility Study for Coal
Mine Methane Recovery and Utilization at Baganuur Mine,
Mongolia” was released in December 2013. The Baganuur
coal mine is located 130 kilometers east of Ulaanbaatar.
The mine has resources of 600 million tonnes of sub-
bituminous coal, and produces approximately 3 million
tonnes annually, with plans to increase to six million tonnes
annually by 2020. Gas desorption testing demonstrated that
methane is present in the coal at depths as shallow as 100
meters and will be released into the atmosphere as surface
mining takes place, unless a methane drainage program is
adopted by the mine operators. After constructing a
relatively simplistic three-dimensional geologic model, it
was estimated that the proposed project could produce
enough gas to fuel a 5.0 MW power generation facility: the
energy produced by this facility would be used by the mine.

The capital costs are estimated to be US$5.4 million with
an IRR of 22.7 % and a payback period of 4.32 years.
Carbon emissions would be reduced by 104,500 tonnes of
CO, equivalent over the project’s 10-year life by using the
methane that would otherwise be released by mining.

Mongolian sources also became available. For example,
in 2014 the Mineral Resource Authority (MRA), the
implementing agency of the Mongolian Government,
combined data on coal that were presented in the “The
Mineral Resource Authority’s (MRA) Initiative on Coal
Seam Methane Gas, Surrounding Difficulties”. According
to the study, the Norwest Mine Services company’s study/
survey on some areas of the Tavan Tolgoi deposit indicated
resources of around 20-30 billion cubic meters in 2007; an
Australian company carried out a study/survey on Nalaikh
coal mine which showed around 40 billion cubic meters of
methane gas discharge in 2010, Kharkhiraa coal basin
contains 60-90 billion cubic meters and the Onghi River
coal basin contains 40—60 billion cubic meters. In addition,
in 2011 Dr. Sc. B. Bayarsaikhan, who was employed at the
MRA’s Coal Research Department, calculated the grand
total of all 22 coal mines’ methane gas resources to be 68
billion cubic meters (Table 1).

The latest and ongoing research study is being
developed by Erdenes Tavan Tolgoi (a subsidiary of
“Erdenes Mongol LLC) in cooperation with Kogaz. On 24
February 2014, the Mongolian state-owned company
Erdenes Tavan Tolgoi signed a Memorandum of
Understanding with Kogas on cooperation for conducting a
coal-bed methane and enhanced coal-bed methane survey
in the Borteeg block of Tavan Tolgoi coal deposit. The
Tavan Tolgoi coal deposit is currently considered as the
largest deposit with total resources of 6 billion tonnes of
coal, of which, 4.6 billion tonnes is thermal coal and 1.4
billion tonnes is coking coal. The operation of this deposit
started recently and currently the coal from this deposit is
exported to China after being extracted by the open-pit
mining method. Research work on methane has been
performed at Borteeg, a mineral exploration licensed site
located in the southern part of the deposit, in order to
increase its efficiency and to use environmentally friendly
pure fuel. In 2014, two boreholes with depths of 783.5 (M-
05) and 933 (M-01) meters were drilled for the purpose of
investigating coal-bed methane content (Table 2).

This year (2015) test activities were launched in these
boreholes to estimate the methane reserves. A preliminary
technical and economic feasibility study for CBM
development in Tavan Tolgoi, Mongolia, has been
performed. The coal resources are limited to 1,000 meters
in depth from the surface and a minimum apparent seam
thickness of 2.0 meters. The coal resource in the Tavan
Tolgoi Coalfield is estimated to be 6,400 million tonnes (to
1,000 meters) and around 6,120 million tonnes are from the
major coal seams numbers 7, 10, 14, 15, 16, and 17, at
about 300—1,000 meters depth (Table 3).

Total CBM capacity is estimated at approximately 40
million tonnes and the starting CBM production capacity at
the well head is estimated at approximately 1 million
tonnes/year, and is expected to be available for 20 years.
The scope of the process included for this study were:

- Exploration and production;
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Table 1: CBM Resources of the Main Coal Deposits of Mongolia

. Resource, CH, content, CH, resource,
Coal basins e 3 1 3
Million tonnes m’/tonnes million m
Nuurst Khotgor 143.3 4.53 715.7
Khar Tarvagatai 19.73 2.41 52.3
Khushuut 88 4.81 467
Zeegt 4.58 3.26 16.4
Mogoingol 4.1 2.55 11.5
Saikhan Ovoo 28.3 6.51 203.2
Uvurchuluut 3.8 1.42 5.9
Bayanteeg 29.7 2.83 92.7
Tevshiingovi 588 2.83 1835.4
Tavantolgoi 6,400 7.65 53,938.1
Shariingol 61.3 2.97 200.9
Nalaikh 58.85 2.97 192.9
Baganuur 511 2.92 1,642.9
Shivee Ovoo 563 2.97 1,845.2
Chandganatal 123 1.84 249.6
Talbulag 81.5 2.69 241.7
Aduunchuluun 241.26 1.42 376.5
Nariin Sukhait 21.84 34 81.8
Ulaan Ovoo 53.98 3.68 219
Khuut 87.5 1.84 177.5
Uvdughudag 159.2 1.84 323
Amangol 1,500 3.11 5,150.3
Total 10,771.94 68,039.5
Table 2: M-05 Well, Gas Analysis
Depth (m) N, (%) CH, (%) CO, (%)
363.0~363.4 9 88.8 2.2
570.0~571.0 11.6 84.8 3.5
623.0~623.3 23.2 73.3 3.5
626.5~626.7 68.7 30.4 1
630.0~631.5 39 92.1 4.1
635.5~635.7 49.5 48 2.5
654.5~655.6 0.8 93.3 5.8

Table 3: Estimated total CBM Gas Resources in Major Seams of Tavan Tolgoi Coalfield

) Coal Resource, | Averaged gas, CBM Gas Resource (GIP)*

Seam Depth, m Thickness, m 3 3 o
tonnes Nm/tonne Nm Million tonnes
#7 309.0-318.1 9.1 693,333,333 0.06 41,600,000 0.033
#10 462.1-497.8 35.7 | 2,720,000,000 11.69 | 31,796,800,000 24.929
#14 623.2-637.0 13.8 | 1,028,571,429 12.06 | 12,404,571,429 9.725
#15 654.1-656.8 2.7 205,714,286 3.06 629,485,714 0.494
#16 691.5-705.5 14 | 1,066,666,667 5.19 5,536,000,000 4.34
#17 708.1-714.0 5.9 411,428,571 1.63 670,628,571 0.526
Total 81.2 | 6,125,714,286 51,079,085,714 40.05

Note: * Gas In Place (GIP) is used to calculate CBM gas amount as GIP = Coal resource [tonnes] x Gas [Nm®/tonne].

- Gas processing for each coal seam gas well,;

- Central gas processing plant;

- Pipelines and re-compressor stations to transport gas
from Tavan Tolgoi to Ulaanbaatar (545 kilometers).

is approved, there are several opportunities to use methane.
One of them is to supply methane to thermal power stations
in the capital city by pipelines from the deposit to
Ulaanbaatar. This can be translated as 4 million tonnes of
methane being supplied annually to meet the demand of
power stations with a capacity of 1 GW. The total capacity
of Mongolian power plants is 1.05 GW (as D. Zorigt,
Minister of Energy, presented at the Coal Mongolia 2015
investment forum). If we use methane domestically, it may

Being at a very early stage, water management and
treatment, and the generation of power from the CBM were
not included in the scope of the study, which might seem
critical. But potential is there, and if the estimated reserve
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result in significant reduction of air pollution along with
introduction of eco-friendly technology. The majority of air
pollution in the capital city originates from use of raw coal
or oil products, which could be replaced by methane.

In addition, a preliminary economic valuation
(developed by the RES Group of the United States at the
request of KOGAS) shows that the construction of
infrastructure to supply methane to power stations will cost
US$634 million. In this case, it only requires installing an
additional gas generator in the existing power stations,
allowing them to operate a normal regime. Also, the
estimated annual production of gas is 1 million tonnes, with
exploration and mining-related drilling costs of US$52.5
million, costs of US$53.6 million to construct facilities that
will collect gas extracted from boreholes, gas sorting and
purification plant costs of US$20.9 million, gas pumping
costs of US$50.9 million and gas transmission pipeline
costs of US$280 million (Mongolia Tavan Tolgoi CBM
Pre-Feasibility Study, Kogas, 2014).

4. Policy Development and Legal Reform

5. Conclusion

Mongolian methane gas resources are estimated to be
3.2 trillion cubic meters. The new Petroleum Law in
Mongolia provides the basis for reasonable regulation of
the unconventional oil and gas sectors. In combination with
the previous Tax Law, Foreign Investment Law and
Company Law, the statutory framework will allow for
protection of the economic, social, and environmental
resources of Mongolia while encouraging foreign
investment. For example, the PAM recently signed two
Prospecting Agreements on Coalbed Methane and more
contracts are being drawn up. Other alternatives include
construction of gas distribution stations (currently there are
11 gas filling stations in Mongolia) providing gas-engine
vehicles with fuel. As the reports indicate, the Mongolian
CBM projects’ presented CBM gas development
potentialities in the country due to their reserves and
quality. Introduction of world-class coal-bed methane
practices in the country would provide customers with
cleaner energy sources, while protecting the environment.
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On the Special Feature
Special Feature 2: The “One Belt, One Road” Initiative as a Regional Policy in China

MU, Yaogian
Associate Senior Research Fellow, Research Division, ERINA

Regarding Japanese research into the “One Belt, One
Road” initiative, there have been many studies considering
the impact on neighboring countries as a Chinese
international strategy and Japan’s measures in response, but
there has been little analysis concerning its background
within China where the strategy was worked out. This
special feature examines the significance of “One Belt, One
Road” from the dimension of China’s domestic regional
policy, and points out that at the same time as being an
international strategy, it also has a dimension of a domestic
economic development strategy.

When President Xi Jinping visited Kazakhstan and
Indonesia in 2013, he set out the concepts of the “Silk Road
Economic Belt” and “21st-Century Maritime Silk Road”. In
addition to these two major concepts being adopted in
November 2013 at the Third Plenary Session of the
Eighteenth Central Committee of the Communist Party of
China, in March 2015, with the joint authorization of the
National Development and Reform Commission, the
Ministry of Foreign Affairs, and the Ministry of Commerce,
the “Vision and Actions on Jointly Building the Silk Road
Economic Belt and 21st-Century Maritime Silk Road” was
announced. This document presented the historical
backdrop of “One Belt, One Road”, the principles for
cooperation, the framework, the key points, the
mechanisms, the placing of emphasis on the regions of
China, and the actions of the Chinese government, and
became the symbolic policy document for “One Belt, One
Road”.

The main intent of “One Belt, One Road” is: “To
promote the orderly free flow of economic factors, the
highly efficient allocation of resources and a high level of
market integration, to promote the realization of economic
policy coordination among the countries concerned, to carry
out a large-scale, higher and deeper level of regional
cooperation, and jointly to create an open, inclusive,
balanced, generalized and preferential regional economic
cooperation framework”. What I would like to draw
attention to is that the “free flow of economic factors, the
highly efficient allocation of resources and a high level of
market integration” is not only international interaction, but
is also an important policy objective for interregional
interaction within China, and the meaning of promoting
coordinated development among regions domestically is
also included in this strategy.

China’s regional policies have evolved in the order of:
the placement of emphasis on the center and west of China
which received the basic construction investment at the
founding of the People’s Republic; the Third Front
Movement; the practical experience of the coastal special

economic zones; the eastern coastal region development;
the Great Western Development (the Northeast
revitalization and the Rise of the Central Region); and
province-level development strategies. All of them take as
their target a subset region, and until now there hadn’t been
a comprehensive development strategy where all regions
nationwide were included. “One Belt, One Road” can be
called the first regional strategy to include all regions
nationwide, and differs from the regional strategies to date
which support specific regions as their focus.

In contrast to the regional development strategies to date
which were “specially supported policies” for a specific
region, it can be said that “One Belt, One Road” has a
strong character of a “policy for integrating the domestic
economy”. It aims for the free flow of productive factors
and efficient allocation, connecting the coastal areas which
are advanced regions to the underdeveloped regions of the
interior, via putting in place infrastructure such as
transportation, energy and communications. Thereby the
economies of scale and the principle of competition
centered in the coastal regions and large cities will come
into play, growth via innovation is expected, and it is
anticipated that the driving force toward the regions along
the route will strengthen. “One Belt, One Road”, on the
point of promoting the concentration and dispersion of the
domestic economy through an “integration policy”,
fundamentally differs from the existing development
strategies.

Furthermore, viewed from the perspective of efficiency
and equality, “One Belt, One Road” will probably be a
strategy which will harness the power of the market
economy, through the efficient allocation of productive
factors will promote a dispersion effect to the interior
regions with the coastal regions and large cities as the hubs,
and go on powerfully driving China’s economy. China’s
regional policy also has changed, whereby depending on
the politico-economic situation at home and abroad at that
time, emphasis was placed on either efficiency or equality.
“One Belt, One Road” will shorten the economic distance
between regions of concentration and dispersion, encourage
the improving of the ease of access, and because it aims for
the free flow of productive factors and efficient growth,
emphasis has been placed on putting in place an
environment to easily unleash the power of the market.

In summary, it can be said that the “One Belt, One
Road” viewed from within China is an integration policy
for the domestic regional economies which targets all the
regions nationwide, has the intention of the free flow of
productive factors and efficient allocation, and possesses
the aspect of an economic development strategy that places
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emphasis on the putting in place of an environment to easily
unleash the power of the market. What I would like to
caution is that the international significance and domestic
significance of “One Belt, One Road” are not contradictory,
but are mutually complementary. In this special feature we
have put the background within China of “One Belt, One
Road” in the spotlight, and considered it from the aspects of
regional policy, urbanization, and local government
finances.

At issue will be how “One Belt, One Road” will

subsequently be implemented, and to what extent it will
exert its effects. A great many challenges remain which
must be specifically pursued, such as: the putting in place
of transportation infrastructure linking the coastal with the
interior regions; the connecting of regional core cities with
the surrounding areas; and the free flow of productive
factors and efficient allocation, including labor, funding,
and technology. I would like to keep an eye on the
implementation of “One Belt, One Road” and its effects.
[Translated by ERINA]
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1. Introduction
In recent years in China attention has been rising toward
regional development, and from 2013 to the present a great
many regional development strategies® having major
significance have been proposed one after another. In
September and October 2013, when President Xi Jinping
was on visits to Kazakhstan and Indonesia, he proposed the
two respective major concepts of the Silk Road economic
belt and 21st century maritime Silk Road, and drew
attention from international society. In the “Decision of the
Central Committee of the Communist Party of China on
some Major Issues concerning Comprehensively Deepening
Reforms” passed at the Third Plenary Session of the
Eighteenth Central Committee of the Communist Party of
China on 12 November 2013, it was proposed that “We will
. work hard to build a Silk Road Economic Belt and a
Maritime Silk Road, so as to form a new pattern of all-
round opening”. On 28 March 2015, on the authorization of
the State Council, the National Development and Reform
Commission, the Ministry of Foreign Affairs, and the
Ministry of Commerce jointly announced the “Vision and
Actions on Jointly Building the Silk Road Economic Belt
and 21st-Century Maritime Silk Road” (hereinafter
abbreviated to “Vision and Actions”). This has shown that
the strategic concept which clearly demonstrates China’s
international clout of “One Belt, One Road” has already
entered the implementation stage. The time period from the
initial concept to the defining of the strategy, and then the
final decision on the framework for action, was merely a
little under two years, and from this fact it can be
understood that “One Belt, One Road” has a serious
importance for central policymakers (Zhang, 2015a).
“Vision and Actions” explicitly shows the goals of the
construction of “One Belt, One Road” to be the following:
“To promote the orderly free flow of economic factors, the
highly efficient allocation of resources and a high level of
market integration, to promote the realization of economic
policy coordination among the countries concerned, to carry
out a large-scale, higher and deeper level of regional
cooperation, and jointly to create an open, inclusive,
balanced, generalized and preferential regional economic

cooperation framework”. If in the future China’s “One Belt,
One Road” strategy is successfully implemented, with the
economic relations with the Eurasian interior growing close
it will form a huge economic belt reaching 65 countries and
4.4 billion people (Luo, 2014). This will not only change
the spatial configuration between China and the nations
concerned, but at the same time will also engender an
enormous, profound and far-reaching impact on the global
economic and political landscape as a whole.

This paper begins with the broad-view spatial
background in which the “One Belt, One Road” strategy is
located, and the strategy’s temporal background, intrinsic
nature, and key driving forces are discussed. This paper is
structured as follows. In Section 2 the “One Belt, One
Road” strategy’s temporal background is analyzed, and a
detailed discussion on the strategy’s historical
responsibilities is undertaken. In Section 3, at the same time
as a discussion focused on the intrinsic nature of the
strategy being made, opinions are offered on how to ensure
the implementation of the strategy from a regional policy
structural perspective. In Section 4 analysis is carried out
on the key driving forces within the “One Belt, One Road”
strategy, and discussion is made on how to ensure the
smooth progression of the strategy. Lastly conclusions are
given.

2. The Background to “One Belt, One Road”:

Globalization 4.0

The proposing of the “One Belt, One Road” strategy
was no coincidence whatsoever. In terms of the actual
situation for the development of China’s interior, the
proposing of the “One Belt, One Road” concept is a
declaration of China’s intent to further raise its international
position and influence, and is a historical inevitability. In
terms of the course of globalization in its entirety, China’s
proposing of the “One Belt, One Road” strategy is not only
because it is a necessity for its own development, but even
more importantly, because during the course of
Globalization 3.0 in the past there were inherent flaws in
the global governance structure which the wave of tertiary
globalization had formed, resulting in most countries now

' The Chinese-language version of this paper appears in the Journal of Zhengzhou University: Philosophy and Social Science Edition, Vol.
48, No. 3, May 2015, pp. 87-92, and we obtained the agreement of the author and the Journal of Zhengzhou University regarding the
publication of the English-language version. The English version has been updated.

? State Five-Year Guidelines Specialist Committee Member, and; Chairperson of the Beijing City Administrative District Regional
Development Research Group.

® Representative examples are such strategies as the Jingjinji (Beijing-Tianjin-Hebei Province) collaborative development, “One
Belt, One Road”, the metropolitan area of the middle and lower reaches of the Yangtze, and free trade zones.
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Table 1: The Basic Circumstances for Globalizations 1.0 to 3.0

(Globalization 2.0) Technology Britain, etc.

Globalization Wave Revolutionary Represent.atlve Principle Method
Technology Countries
Primary Navigation -
(Globalization 1.0) Technology Portugal, etc. Military Strategy
Secondary Steam Engine

Military Colonization

Electrical and
Information United States,
Technology

Tertiary
(Globalization 3.0)

Advancement via Global Economic, Trade, and
etc. | Financial Organizations, etc., Led by Western
Advanced Nations

Source: Compiled by the author from Cui and Zhang (2002).

wanting anew to ensure an equal global economic
development structure. In such circumstances, as an
economic entity whose economic scale is second to the
United States, which created the rules for the current global
economic system, China’s proposing of the “One Belt, One
Road” strategy has a similar historical inevitability.

1) The History and Characteristics of the Three Past
Globalizations

The whole period from the sixteenth century down to
the present saw three waves of globalization, and each had
its own respective characteristics as shown in Table 1.

Before the fifteenth century communications and
transportation technology was backward, each part of the
world was relatively isolated, and the path to globalization
had not yet emerged. From the beginning of the sixteenth
century, with the development of all forms of technology,
and navigation technology in particular, European countries
such as Portugal, Spain and the Netherlands, focused on the
opening® of new seaways, and after the new seaways were
discovered, European countries, including Portugal, Spain,
the Netherlands, Britain and France, via war and plunder,
and colonial economies, were able to achieve direct
economic links with other regions of the world. The
opening of new seaways and the initial colonies and
plundering created the first shoots of economic
globalization, and in a real sense this was the starting path
for globalization. This wave of globalization can be called
the Portuguese model, and its characteristic is military
plunder. The secondary path of globalization began with
two industrial revolutions in countries such as Britain. After
achieving industrial revolutions from the eighteenth century
to the early twentieth century, colonies and expansion
became the main external method for such countries as
Britain, France, and the United States. Amid such a process
the whole world was partitioned by the power of capitalism,
the capitalist world system was established, and the global
market system was finally formed. This secondary
globalization path can be called Globalization 2.0, and the
British model, and its characteristic is military
colonialization. From the middle of the twentieth century

on, many colonies started to become independent, the
global economic system which had been created through
powerful military force grew unstable, and Western
countries, with the United States in the lead, promoted the
tertiary path of globalization via global economic, trade and
financial cooperation organizations. The birth and
development of three international economic organizations,
namely GATT,’ the World Bank, and the IMF represents
the continuing development of economic globalization from
disorder toward systemization and institutionalization, and
this wave of globalization can be called the US model. As
regards its characteristic feature, the global economic and
trade management rules are principally led by developed
Western countries with the United States in the lead.

2) The a Priori faults of Globalization 3.0 and the
Expectations for Globalization 4.0

The three waves of globalization all differ, but their
greatest point in common is that they are unequal. This
inequality is expressed by inequality in status, inequality in
development, and inequality in benefit. Inequality in status,
amid the process of involvement in globalized economic
activity, denotes an inequality in power status when the
participants formulate global economic and trade activities
and management rules. Regarding inequality in
development, amid the process of development, the
majority of late developing nations are restricted by the
management rules® formulated by the Western developed
nations, and indicates that they suffer a serious constraint to
their development. Inequality in benefit, amid the process
of globalized economic activities, denotes large disparities
in benefit among the participants.

In the process of globalization under the Portuguese
plunder model and the British colonial model, such
inequality resulted primarily from military invasion and
intimidation, and the colonies mostly did not benefit alone.
Under the US globalization model, the action of leading by
exerting military force has gradually become weaker, and
the United States has not promoted economic links among
different regions of the world by simple threat of force of
arms, but has relied on the favorable conditions of huge

* Generally, Vasco da Gama for Portugal, and Columbus and Magellan for Spain, are considered to have been the leaders in opening

new seaways.
> GATT was the predecessor to the WTO.

® Amid the late developing nations participating in economic, trade and financial activities, they have to clear a series of political,
environmental and human rights’ conditions which advanced Western countries have formulated.



capital and the market, and via designing basic frameworks
to manage the global market, and formulating management
rules beneficial to their own country, turned the situation
around to get the maximum benefit, consolidating global
resources. However, Globalization 3.0 which the US model
represents similarly also has an unequal characteristic. At
the same time, because the United States is currently the
sole superpower in the world, such inequality is clearly
shown within Globalization 3.0. If one takes as an example
the main agent for the framework of globalization
supporting the US model, namely the US dollar system, as
the US dollar is the most important currency in the world, it
gives the United States the capability of powerful control,
and an advantageous position within world trade, and not
only allows it to acquire many benefits on the path of
globalization, but also expands the impact of changes or
crises in the US economy on the whole world. The path of
globalization which such a single benefactor controls is not
able to satisfy the benefit and demands of all participants at
the same time, and because supervision and constraints for
the leading actor are lacking, the path of globalization as a
whole will never become stable, and a partial crisis for the
leading actor will end up changing into a crisis for the
whole world. The negative impact which the 2008 global
financial crisis had on the world is the best example of that.

Consequently, under such circumstances, it is a
necessity for a majority of nations to construct anew a
management system for globalization with the
characteristics of being new and equal, along with also
bringing benefit. The position of the United States in the
world economy is declining, China’s contribution to the
world is increasing unremittingly, and thereby many nations
including China have begun demanding a new global
management system.

3) The Historical Responsibility of the “One Belt, One
Road” Strategy with Globalization 4.0 as a Backdrop
Today, China has already become the world’s number
two economy, its foreign currency reserves in 2013 were
close to US$4 trillion, and made up approximately one third
of the world’s foreign currency reserves (Li, 2014). Such
results were ones from the tertiary path of globalization, but
as the third path of globalization which the Western
developed countries led brought about profound inequality,
it was unable to satisfy the demands of a majority of nations
in terms of equality in status, development and benefit, and
at the same time the capable countries among the late
developing nations, for example the BRICS, took a
defensive stance, and the entire global economic system
was not a harmonious one. Against such a backdrop China
proposed the “One Belt, One Road” strategy, and its
fundamental aim was to promote the path of quartary
globalization with a development model for regional
cooperation which is equal, mutually beneficial and
mutually advantageous. Such thinking satisfies the pursuit
of benefit toward the equal status of many late developing
nations, and regarding some developed nations has a similar
power of attraction. Consequently, the “One Belt, One
Road” strategy can be called the de facto vanguard soldier
on the path to Globalization 4.0. As for China, on the path
to Globalization 4.0, if it preemptively leads Globalization
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4.0, it would create new international relations centered on
gaining benefit with cooperation, equality and collaboration
via the implementation of the “One Belt, One Road”
strategy, make a new-style global organization which is
fair, free, and real, and China would have to pursue the path
toward the internationalization of the renminbi.

First, for the construction of new international relations
centered on gaining benefit with cooperation, equality, and
collaboration, “One Belt, One Road” is the departure point.
Differing from the United States’ Marshall Plan, China’s
“One Belt, One Road” strategy is not one which aims at
calling for the hegemonic conditions of the United States,
via systematized preparation and formulation of rules,
leading other regions’ affairs (Jin, 2015). Despite the “One
Belt, One Road” strategy speeding up the economic
development of China and border regions and playing a role
similar to the Marshall Plan in the direction of promoting a
path to regional integration, it has a principle of
constructing new international relations which are centered
on win—win cooperation which is substantively equal,
inclusive, open, and mutually beneficial, and differs
completely from the formation of the international relations
which the United States led with the pursuit of the Marshall
Plan. Such new relations will ensure that the “One Belt,
One Road” strategy will continue moving forward
smoothly, and the central objective of Globalization 4.0
will never falter, and must be maintained over the long
term.

Next, the construction of fair, free, and real new world-
level economic, trade, and financial organizations will be
important guarantees for the “One Belt, One Road”
strategy, and will enable the consolidation of the
fundamental operating principles for the advent of
Globalization 4.0. Currently, there are three global
economic organizations in the world, that is the IMF, the
WTO, and the World Bank, and as these are mostly led by
a group of Western developed nations headed by the United
States, such developed countries have already obtained a
fair degree of benefit, and they become the main method to
control other countries; the management model of such
organizations does not accord with the benefit of a majority
of countries, and also does not accord with the global
development wave of the future. Consequently, amid the
“One Belt, One Road” strategy being promoted, and in
accordance with the benefit of the majority of nations, it is
extremely important that new organizations that cross
borders and regions, which China has created and led, for
example the AIIB (Asian Infrastructure Investment Bank)
and the BRICs bank (New Development Bank), participate
in finance and investment activities. These new
organizations will come to consolidate the operating rules
for the equal, free, and viable economic activity for the
future path of Globalization 4.0.

Lastly, the internationalization of the renminbi is an
important objective of the “One Belt, One Road” strategy,
and is also an important guarantee to compete for the
leadership on the path to Globalization 4.0. One of the key
causes as to why the United States was able to maintain its
leading position on the path of tertiary globalization over
the long term was due to the US dollar being the most
important global currency (Cheng and Xia, 2007). The
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United States, relying on such an advantageous position for
its currency, was not only able to keep a grip on the
leadership amid global economic competition, but via
adjustment of domestic monetary policy came to have
influence on the global economic situation. Consequently,
China, by means of the “One Belt, One Road” strategy,
based on the foundation of trade and investment activities
with the neighboring countries concerned, will promote the
path to renminbi accounting, and should gradually raise the
international status and influence of the renminbi; in so
doing China will realize the path of internationalization of
the renminbi, finally heighten the economic influence of
China in all circumstances of the global economy, and will
consolidate the foundations for leadership on the path of
Globalization 4.0.

3. The Intrinsic Nature of the “One Belt, One
Road” Strategy: Regional Coordinated
Development 4.0
Reviewing Chinese history it is easy to find that, in the

long era of agricultural civilization, China’s strength and

prosperity had once influenced the entire world. As early as
the Han Dynasty over two thousand years ago, China had
already built a bridge, namely the Silk Road, passing
through East Asia, Central Asia, Western Asia, Europe and
Africa, and this international channel had multifaceted
dynamic effects, including global economic interaction and
cultural dissemination. The Maritime Silk Road, also
named the China [Ceramic] Road, was an extension of the
land Silk Road, and like a silk ribbon closely connected
together the countries which were on the periphery of the
world’s oceans. Historically, the ups and downs of the “One

Belt, One Road” reflect those for China’s development. In

terms of form the “One Belt, One Road” strategy resembles

a Silk Road Version 2.0, and although the “One Belt, One

Road” strategy carries on some elements left over from

history, in comparison with the historical Silk Road and

Maritime Silk Road there have been dramatic changes.

Today’s “One Belt, One Road” is not just a simple land and

sea international contact channel, but is a global network of

contacts constructed borrowing historical symbols; today’s

“One Belt, One Road” is not just a channel for the export of

China’s traditionally superior manufactures, such as silk

and porcelain, and for the import of other countries

manufactures and crops, but is an integrated interactive
platform taking interconnectivity as its foundation for such
aspects as economics, culture, technology, capital, and
resources. Actually, the nature of the “One Belt, One Road”
strategy is China’s regional coordinated development
strategy Version 4.0, but the standards for the regional
space have included national and cross-border regions, and
what the strategy represents is not just a localized regional
contact channel, but a regional strategic design far
exceeding the scale of the historical Silk Road and
Maritime Silk Road, building up China’s amalgamation

with the entire world.

1) The Course of Changes in Regional Coordinated
Development Strategy

China’s territory is vast, and by region there are great
differences in terms of natural resources, geographic
environment, and cultural practices, and in terms of
economic development also there are similarly great
disparities. The realizing of regional coordinated
development was the Chinese government’s long-term
regional development strategy objective. As early as the
1950s China’s leaders raised the necessity of skillfully
handling the developmental relationship between the
coastal and inland regions (Yan and Bai, 2007). Since the
middle of the twentieth century, China’s regional
development strategy has been constantly adjusted in line
with the changes in the economic situation, and at different
periods of economic development the focus of regional
strategy has differed. Making analysis from the background
of regional development, to date the changes in China’s
regional development strategy can be clearly divided into
six stages: the inland construction strategy stage (1949—
1964); the Third Front Movement strategy stage (1965—
1972); the strategy adjustment stage (1973—1978); the
coastal development strategy stage (1979-1991); the
regional economic coordinated development strategy stage
(1992-2006); and the Ecological Civilization Regional
Economic Coordinated Development Strategy® stage (2007
to the present) (Zhang et al, 2014). Goals for the regional
coordinated development strategy were clearly stated at the
beginning of the 1990s. China’s regional coordinated
development strategy can be divided into four versions,
according to the differences in the target toward which the
direction for regional coordinated development is actually
aimed.

Regional coordinated development 1.0 runs from its
proposal at the beginning of the 1990s to the proposal of
the 2004 regional overall development strategy: At the time
of the “Eighth Five-Year Plan” (1991-1995), at the same
time as continuing to give consideration to the necessity of
coastal development, many projects were arranged in the
center and west, and the share of national budgetary
investment which the center and west made up clearly
increased compared to the eastern and coastal regions. The
true power of China’s overall economy gradually rose, and
with the model with the objective of the systemic reform of
the socialist market economy continuing to be established,
the central government began to lay emphasis on
coordinated regional development. In September 1995, in
“Some Opinions of the Central Committee of the
Communist Party of China on the Ninth Five-Year Plan on
the National Economy and Social Development and Long-
Range Objectives to the Year 20107, the objective of
regional coordinated development of “continuing regional
economic coordinated development and a phased reduction
of disparities in development among the regions” was

" This is not a case where only the western provinces are able to participate in the “One Belt, One Road” strategy, but in fact, as a
strategy created by the nation, all provinces are included within the “One Belt, One Road” strategy.

8 For more details please see Zhang (2013).



raised, and that objective was repeatedly brought up in
subsequent five-year plans, and there were the regional
coordinated development strategies of the Western Region
Development Strategy implemented in 1999, and the
Strategy of Revitalizing the Old Industrial Bases Including
Northeast China implemented in 2002 (Zhang, 2007). Such
regional coordinated development strategies, in just raising
respective plans for resolving the problems which are
prominent in the regions, are not by reason of proposing
comprehensive solution methods and do not pay attention
to all of China’s regions within the strategies. In analyzing
and reviewing the past regional strategies, the central
government clearly proposed a regional coordinated
development strategy for the whole of China in 2004. This
strategy marked the entry into the Version 2.0 period.
Regional coordinated development 2.0 ran from the
2004 raising of the overall regional development strategy to
the 2007 raising of Ecological Civilization. That is, after
the measures of the western development and the Strategy
of Revitalizing the Old Industrial Bases Including Northeast
China were raised, in 2004 the Chinese government
simultaneously raised the overall regional development
strategy, including the Great Western Development
Strategy, the Revitalizing of the Old Industrial Bases
Including Northeast China, the Promoting of the Rise of the
Central Region, and support for development led by the
eastern region, “Some Opinions of the Central Committee
of the Communist Party of China and the State Council on
Promoting the Rise of the Central Region” was issued in
2006, and the main content of China’s regional coordinated
development strategy was clarified in rudimentary form.
Prior to 2004, as China’s regional coordinated strategy
disregarded the central region, and was not a plan covering
the whole country, it was redolent of a stop-gap measure. In
2004 the overall strategy for regional coordinated
development was able to be summarized with four phrases
(16 Chinese characters in total): the western development,
the Northeast revitalization, the rise of the center, and the
eastern initiative. Through these, there was the first
incorporation within a strategic framework that aimed at a
balance of development among the different regions of the
whole country. All regions have been incorporated within
the regional strategy, and while for this phase of the
regional coordinated development strategy the improvement
was notable, the development stage at that time was
constrained, and flaws were also obvious: that is, too much
emphasis was placed on economic development, and
protection of the ecological environment was neglected.
Regional coordinated development 3.0 is the period
from 2007 to 2013, which integrated the regional
coordinated development overall strategy and the Principle
Functional Districts strategy. Namely, the construction of
Ecological Civilization was first raised at the 17th National
Congress of the Communist Party of China in 2007, and
adherence to making Ecological Civilization a precondition
within regional coordinated development was called for,
and ecology and economic results came to be emphasized
simultaneously. This signifies that a major adjustment
occurred in the content of the regional coordinated
development strategy. In order to realize Ecological
Civilization, the central government raised the Principle
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Functional Districts strategy based on the regional
development overall strategy. The Principle Functional
Districts are a new concept which hadn’t existed before,
and first appeared in the “11th Five-Year Program on
National Economic and Social Development of the People's
Republic of China”. The “Opinions of the State Council on
the Preparation of the National Principle Functional
Districts Program” which was issued in 2007 showed the
stages from the concept of the Principle Functional Districts
Program to its operation, and became an important turning
point in China’s history of pursuing regional coordinated
development. What the regional coordinated development
had emphasized up to that point was a balance in the level
of economic development, but the point which the Principle
Functional Districts Program emphasizes is a regional
coordinated development with people and nature in
harmony, and is a departure from the past situation
emphasizing a balance in the level of economic
development only, and neglecting the flaws in the protection
of resources and the environment. The coupling of the
overall strategy for regional development and the Principle
Functional Districts strategy is something for realizing the
concrete means which are taken as necessary for Ecological
Civilization, and raised a higher level of quality for the
ideal of China’s regional coordinated development.

Regional coordinated development 4.0 began with the
all-round-opening regional economic coordinated
development strategy, centered on the “One Belt, One
Road” strategy which was raised in 2013. That is, while
prior regional coordinated development strategy focused on
domestic coordination, after the “One Belt, One Road”
strategy was raised in 2013, an international perspective on
regional coordinated development strategy became possible.
On the one hand, after the world financial crisis of 2008
intense changes occurred at the global economic and
political levels, with the uncertain factors increasing for
China’s peripheral regions, and the southeast coastal region
in particular; on the other hand structural contradictions in
the domestic economy and industry and social development
became prominent, and the respective complex factors put
great pressure on economic development. In such a
situation, the new generation of the central leadership
centered around Xi Jinping raised the “One Belt, One
Road” strategy, included many Eurasian countries and
regions as the target level for the regional coordinated
development strategy, greatly opened up the space,
placement and range for China’s economic activity,
continued to broaden the room for China’s economic
activity, and found a new driving force for the sustainable
growth and development of China’s economy.

As can be understood from the above, the “One Belt,
One Road” strategy is an important task intrinsically
belonging to China’s regional coordinated development 4.0,
and being an important constituent part within China’s
regional strategy system, the “One Belt, One Road” strategy
is something which transcends the restrictions of the
somewhat confined national administrative regions, and
aiming outward China will enjoy reciprocal benefits with
the peripheral regions or all the nations, and it demonstrates
the sincere wish of desiring collaborative construction of a
new regional cooperative development model with equal
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cooperation.

2) The Foundations of a Regional Management System to
Ensure the Implementation of the “One Belt, One Road”
Strategy

The “Vision and Actions” made clear the future key
issues for the “One Belt, One Road”, including the
principles for collaborative construction, the philosophical
framework, the key points for cooperation, the mechanisms
for cooperation, and the situation of the opening-up of the
various regions of China, but is no more than a guidance
document carrying a mission statement, and other than that
examination is still awaited of many key issues, including
for example the risk management issue, the issue of
differing cultural interchange and intercourse, and the issue
of mechanisms for discussion and operations. Considering
the fact that the research is quite sufficient on the above-
mentioned issues in the academic world, we don’t intend to
investigate these issues further in this paper,’ but beginning
from the intrinsic nature of the “One Belt, One Road”
regional strategy we will attempt an analysis as to how to
ensure the implementation effects of the “One Belt, One
Road” strategy. According to the related theory for regional
policy, the “One Belt, One Road” strategy necessitates the
complete realization of the objectives raised in the “Vision
and Actions”, and it is necessary for the four concrete
operational issues to be made explicit. First, who will
administer it? That is, which branch will coordinate the
“One Belt, One Road” construction? Second, whom will
they administer? That is, which nations and regions will
“One Belt, One Road” encompass? Third, how to
administer it? That is, what methods to adopt for promoting
the construction and development of the “One Belt, One
Road”? Fourth, administer the effects? That is, how to
evaluate the impact and effects of the construction of the
“One Belt, One Road”?"

Regarding the issue of who will administer it: before the
“Vision and Actions” was issued, the center had already
established a “One Belt, One Road” construction work
leading group, with Vice Premier Zhang Gaoli at its head.
However, this is a domestic coordination institution, and in
the future it will be possible to attempt to establish an
international comprehensive coordination institution, and at
the same time China should strive to lead the international
comprehensive coordination institution.

Regarding the issue of whom they will administer: the
“One Belt, One Road” construction is a specific measure
for opening China up to the outside world, and a national
strategy. Consequently there is no problem as to which
provinces would be left out. However, it is currently not yet
possible to determine which countries “One Belt, One
Road” is to connect, and furthermore the range of countries
involved is not fixed. Change is certain to occur as
construction continues to progress, and the cause of this is
the “Vision and Actions” which China announced, and not
the “One Belt, One Road” planning. Many media in China

understand “Vision and Actions” as “One Belt, One Road”
planning, but this is not correct. From an academic
viewpoint, “Vision and Actions” and “planning” are two
different concepts.

Regarding the issue of how to administer it: the “Vision
and Actions” proposed that cooperation took “policy
linking, facility connecting, trade flow, capital circulation,
and interlinking of popular sentiment as its main content”,
and has proposed cooperation mechanisms and the direction
for opening to the outside world of all China’s regions, but
the specific policy instruments are not yet fully clear. The
“One Fund, One Bank” (namely, the Silk Road
Development Fund and the Asian Infrastructure Investment
Bank), which China led and established, undoubtedly will
provide financial support for the construction of “One Belt,
One Road”, but a policy instrument for the scientific
determination of the promotion of the “One Belt, One
Road” construction remains a major issue awaiting study.

Regarding the issue of administering the effects:
currently they can only evaluate the “One Belt, One Road”
construction in advance, and the time has not yet arrived
concerning the mid-term and after-the-fact evaluation work.
For such a major activity it is essential to establish
evaluation mechanisms, but the “Vision and Actions” does
not mention the issue of evaluation mechanisms.
Establishing scientific evaluation mechanisms for the “One
Belt, One Road” is one of the key work focuses for the
future.

4. The Key Driving Forces within the “One Belt,
One Road” Strategy: The Upgrading of
Chinese Industry to Industry 4.0
In order to promote the “One Belt, One Road” strategy,

the harmonization of many conditions is necessary,

including government support, cooperation mechanisms,
and transport infrastructure, but taking the long-term view,
as to whether China will be able to realize smoothly the
upgrading of its industry is one of the keys to the “One

Belt, One Road” strategy. This is because industrial

cooperation is the most important content within regional

cooperation, and the smooth forming of relationships with a

rational industrial division of labor among the differing

nations and regions will accelerate the pace of regional
cooperation or regional integration. On the one hand the
construction of “One Belt, One Road” involves sixty-odd
nations, and as to whether in the future the system of the
industrial division of labor among these nations can be
formed smoothly will determine whether the benefit can be
obtained which will be able to satisfy the many participants
in the “One Belt, One Road” strategy, and at the same time
the sharing of these benefits will influence the smooth
implementation of the “One Belt, One Road” strategy. On
the other hand the fundamental objective of China
implementing the “One Belt, One Road” strategy does not
lie in the exporting of productive overcapacity, but lies in
attempting the construction of a developed community, a

¥ Please refer to the following papers: Sheng, Yu, and Yue (2015); Shen and Xiao (2014); Zhang (2015); Wang (2015); and Zhu (2015).
' The specific content of the “four administration” issues has already been raised in Zhang (2005), and for an authoritative

description please refer to Zhang (2015b).



community of interest and a common destiny through the
promotion of an open, comprehensive “One Belt, One
Road” strategy. In addition, at the same time as the
industrial system, as the basic framework for economic
development, being the target of the work on a route of
direct interchange for economic activity among the different
nations and regions, with China being the biggest
developing country, its industrial development will have a
huge influence on other nations’ industrial development.
Consequently examination must be made of the problem of
matching industries among the nations concerned with “One
Belt, One Road”.

1) Conditions for the Future Development of China’s
Industrial Structure with the “One Belt, One Road” Strategy
The countries which the “One Belt, One Road” involves
not only include in part developed countries, but also
include developing nations whose level of development is
lower than China’s. China, being the largest and one of the
world’s developing countries with the highest level of
development, has a characteristic industrial structure which
must have a great influence on the industrial development
of the nations participating in the construction of “One Belt,
One Road”. The largest characteristic feature which China’s
industrial structure has developed is that the structure has
been completed. China is one of the few countries in the
world which has a complete industrial system. Moreover,
China’s industrial development has the characteristic
feature of the “three lows”: low cost, low-tech, and low
threshold. For China there is currently already the capability
of having high-technology advanced equipment in large-
scale production, but in comparison with the West has not
yet formed complete production systems for high-tech
industries, many stand-alone products exist, and viewed
overall it cannot be denied that the characteristics of the
“three lows” of China’s industrial development are clear.
As regards the completeness of China’s industrial
development structure and the characteristics of the “three
lows”, there is no doubt that China is facing great
difficulties and pressure for a model change in the
implementation process for the “One Belt, One Road”
strategy. That is, on the one hand, with the completeness of
China’s industrial structure, whichever industry other
countries, and in particular undeveloped countries, choose
as their leading industry, it will be faced with competition
with Chinese industry; on the other hand as the threshold of
many of China’s industries is low, it is easy for these
nations to enter China’s industrial competition. In fact,
China is not afraid of competing with any nation at the
current industrial development level. However, with China
as the proponent and leader of the “One Belt, One Road”
strategy, while there is a responsibility to make some
concessions with an industrial division of labor system in
order to build a harmonious common destiny, it is required
that China’s industrial development situation itself advances
a prompt industrial model change and upgrading. The
Chinese government is already firmly aware of this point.
When Premier Li Keqiang visited Germany in 2014, he
developed cooperation with Germany at the level of
Industry 4.0, taking artificial-intelligence manufacturing as
the main area for cooperation, and raised the need to
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increase the speed of the upgrading of the level of China’s
industry. Immediately afterwards in the 2015 Report on the
Work of the Government he raised the “Made in China
2025” strategy, that is, the planned implementing of the
Chinese version of Industry 4.0. With China’s highest
stratum of leaders rating this as a change in industrial model
and an upgrading of the “One Belt, One Road” strategy,
they showed fully the profound and distinct recognition of
the direction and driving force for a change and upgrading
in China’s industrial model as Industry 4.0.

2) The Significance of Making an Industry 4.0 System an
Objective for China’s Change and Upgrading of Industrial
Model

In accordance with the differences in the representative
transformation of technology, the path of the history of
industrial development since the eighteenth century can be
divided into a time series of the following four phases
(Table 2).

China is currently at an overall industrial development
level of Industry 2.0 and Industry 3.0, and Industry 4.0 is
much farther off, but that doesn’t mean that China cannot
have an objective of the development of an Industry 4.0
system. Actually, as early as the beginning of the twenty-
first century the Chinese government proposed a strategy
which fused both digitalization and industrialization, and
making analysis from the overall arrangement and strategic
direction, the strategy is one which recognizes the Industry
4.0 concept model, and from this perspective China had
early on already developed the fundamental tasks for the
construction of the Industry 4.0 system. Via this, making
the Industry 4.0 system the objective of industrial model
change and upgrading should show the correct direction for
China’s future industrial development.

The Industry 4.0 system not only includes the industries
within those such as manufacturing, but in fact, as a kind of
production philosophy and model innovation, it relates to
almost all industries, and what is more important, Industry
4.0 very strongly emphasizes the role of innovation in the
industrial system as a whole, and this coincidentally
matches the development strategy via the innovation
operation which the Chinese government raises. Industry
4.0 has moved forward the upgrading to the current
industrial system from the aspects of the conditions for
links among industries which are different under the
industrial system as a whole, the upgrading of part of the
links which differ within the industrial chain, and the
demand for workforce capacity and the quality of
manufactured goods. More specifically, regarding the
requirement of promoting a model change and upgrading of
China’s industrial structure in the Industry 4.0 system we
raise the driving forces toward “One Belt, One Road” from
two directions, as mentioned below.

First, taking the Industry 4.0 system as an objective of a
model change of industrial development, it is possible to
maintain Chinese industry’s sustainable development,
heightening China’s overall power, and underpinning the
implementation of the “One Belt, One Road” strategy. Over
the last 30-odd years China’s development model has been
extensive, depending on low-wage labor capital, largely
developing industry of a low technological threshold, and
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Table 2: The Basic Circumstances and Characteristics from Industry 1.0 to Industry 4.0

Industry System

Basic Circumstances

Main Characteristics

Industry 1.0

From the 1760s to the middle of the nineteenth century, the factory
mechanization which water- and steam-powered machines realized can be
called Industry 1.0, and the result of this industrial revolution was that
machine production replaced production by hand, and in economic and
societal terms there was a transformation from a model taking agriculture
and handicrafts as its basis, to a model with industry and machine
manufacturing bringing about economic development

Machine
Manufacturing Era

Industry 2.0

From the middle of the nineteenth century to the beginning of the twentieth
century, the large-scale production of electrical goods which had the division
of labor as its basis can be called Industry 2.0, and for the industrial
revolution, via the completion of the separation of component production
and assembly of manufactured goods, there was the cultivation of a new
model of mass-producing goods

Electrification and
Automation Era

Industry 3.0

Continuing from the 1970s to the present, the automation of manufacturing
processes via the application of digital and information technologies can be
called Industry 3.0, and with machines gradually replacing humans and
doing the work, it has not only been applicable to a considerable proportion
of “physical labor” but has also been able to take on a portion of “mental
labor”

Digital and
Information Era

Industry 4.0

Industry 4.0, beginning in 2010, and based on the making physical
information systems intelligent, has taken people into the quartary industrial
revolution led by manufacturing by artificial intelligence; the putting
together of modules based on the lifespan of manufactured goods, the use of
data on all manufacturing lines, and information and communication
technology will form highly dynamic, individualized, digitalized
manufactures and service industry models

Artificial-
Intelligence
Creativity and
Manufacturing Era

Source: Compiled by the author, summarizing Ding and Li (2014).

has gained a certain market share. However, as the
economy and society develop, China’s labor costs continue
to rise, in terms of the environment and resources also it
becomes impossible for the traditional industrial
development model to support the continuation of
development, and China is being pressed by the necessity
of creating a development model that meets the conditions
of sustainable development. The Industry 4.0 system relies
on the factors of knowledge and human capital, which
marginal production theoretically will not decrease; it
appears as an intensive, wise, and highly efficient
development model in the actual development process, and
via maintaining the sustainable development of industry it
is possible to create a robust foundation for the
improvement of the comprehensive strength of the entire
nation, and the improvement of comprehensive national
strength becomes the greatest guarantee for smoothly
implementing the “One Belt, One Road” strategy.

Second, the development of the Industry 4.0 system can
heighten China’s industry and the mutual complementarity
of the nation’s industries involved in the “One Belt, One
Road” strategy, and through that can lessen the forces
hindering the implementation of the “One Belt, One Road”
strategy. China’s industry is currently positioned below the
middle of the development stage for global industry, and
the majority of the nations which the “One Belt, One Road”
strategy will involve are positioned either below China or at
almost the same position. Against such a backdrop, when
promoting the “One Belt, One Road” strategy the
competition for China and the other nations in the global
market and each individual market will grow extremely

fierce, and the creation of a new win-win relationship of
cooperation which China advocates will probably be
difficult. Consequently, based on the demand for its own
development and the demand for new national relations
which the “One Belt, One Road” strategy will build, China
should undertake a model change and upgrading of its own
industrial system based on the demand for the Industry 4.0
system, move away from the current stage of industry
which already has no room for a lot of development and
progress, aim at a higher position for its grade of industry,
and the heightening of the degree of mutual
complementarity among the industries of China and other
nations is a force that will be key for reducing the number
of obstacles standing in the way of advancing the “One
Belt, One Road” strategy.

Summarizing the above, for the “One Belt, One Road”
strategy a model change and upgrading of China’s current
industrial structure are necessary, in addition the Industry 4.0
system will not only be in line with the actual situation of
China’s surge in labor costs and abundance of human capital,
but is also closely related to China’s “Integration of
Informatization and Industrialization” strategy and innovation-
driven strategy, is the right choice of model change and
upgrading for future Chinese industry, and will become a
driving force for China’s “One Belt, One Road” strategy.

5. Conclusion

In the Globalization 3.0 era, China has already formed
an advantageous situation for participating in international
economic cooperation and competition. This advantageous
situation and the impact of the strong economy have acted




comprehensively, and China has formed an important
foundation for participation in the competition for the right
to lead the future Globalization 4.0. There is no doubt that
the “One Belt, One Road” strategy is the inevitable choice
for that competition. In addition, regarding the overall “One
Belt, One Road” construction, China’s regional structure,
and particularly the western region, is giving rise to massive
development activity, and extremely large changes must
occur for the development of China and the nations
involved in “One Belt, One Road”. At the same time, based
on the conditions for promoting the “One Belt, One Road”
strategy, China’s industrial structure will probably
gradually upgrade toward Industry 4.0. After the “One Belt,
One Road” strategy has been smoothly implemented,
China’s own development will not only be able to attain a
high level, but also consolidate the foundations for realizing
the Chinese Dream, at the same time encourage many
nations along the route to get on the track of modernized
development, and eventually change the economic structure
of the entire world.
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Can the “One Belt, One Road” Develop the Interior? The case example of Chongqing

Can the “One Belt, One Road” Develop the Interior?
The case example of Chongqing

OKAMOTO, Nobuhiro
Professor, Department of International Relations, Daito Bunka University

Summary

This paper reexamines, as a domestic policy, the “One Belt, One Road” concept which is generally viewed as part of
a strategy for opening up to the outside world, and using the case example of the response of Chongqing in the interior
explores the potential for the development of that region.

The Silk Road economic belt and 21st century maritime Silk Road, which Xi Jinping proposed in 2013, have come
to be called “One Belt, One Road”, and was substantiated as a strategy in March 2015, becoming the “One Belt, One
Road” vision.

As academics in China say, the “One Belt, One Road” strategy is an international strategy and one strategy for
opening up to the outside world. Actually, taking a look at the “Vision and Actions on Jointly Building the Silk Road
Economic Belt and 21st-Century Maritime Silk Road” put forward by the government, the necessary funding flexibility
for the expansion and promotion of free trade areas, and the establishment of trade routes having industrial parks and
ports as their nodes, have become a central pillar.

Meanwhile benefits are hoped for in the development of China’s regions also. The attraction of new industry via the
establishment of industrial parks (such as development areas and new areas), and then the construction and improvement
of distribution infrastructure (such as railways and ports) bring opportunities for economic growth to inland areas also,
where trade had been disadvantaged.

Regarding the development of the distribution industry via “One Belt, One Road” the promotion of China’s
urbanization and further economic development can be hoped for. While continuing to be active on “One Belt, One
Road”, Chongqing is certainly a city where the accumulation of industry and the development of the distribution
industry can be expected. The Yuxin’ou [Chongqing—Xinjiang—Europe] Railway which lies on the Silk Road economic
belt has the potential to deliver Chongqing’s economic development. If there is progress in the standardizing of customs
clearance systems, the improvement of service timetables, an increase in the number of trains, and also a decline in
costs, Chonggqing, in spite of being in the interior, will likely develop as a further Chinese hub for the accumulation of
industry and a distribution hub.

[Translated by ERINA]
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The Changes in Regional Policy and Public Finance Challenges in China Domestically as
Seen from the Viewpoint of One Belt, One Road: Toward the construction of local hubs

XU, Yirui
Associate Professor, Faculty of Economics, Senshu University

Summary

As the promotion of “One Belt, One Road” accompanies the arousing of demand for social infrastructure such as the
construction of urban hubs within and without China, and roads, railways and ports, there are not only hopes for the
assimilating of surplus productive forces in China domestically through the promotion of One Belt, One Road, but with
the construction of new urban hubs and the building of the railways, roads, ports and airports linked to it, the arising of
new social capital investment is hoped for. This paper, along with the changes of the “New Normal [Xin Changtai]”
external economic environment, clarifies how the “One Belt, One Road” regional policy has changed, and what form the
urban hub construction will take as local hubs. Then I would like to examine the public finance challenges for the urban

construction stage for local hubs in the promotion of One Belt, One Road.
[Translated by ERINA]
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The Current Situation of and Potential for Economic Exchange in China’s Border Regions with Japan:
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Summary

The subject of the analysis in this paper is the Guangxi Zhuang Autonomous Region (hereinafter “Guangxi”),

geographically belonging to the border region which adjoins Vietnam on land, and faces south onto the Gulf of Tonkin.

Guangxi’s economic development was delayed for a long period after reform and opening-up, but in recent years with

the strengthening of economic relations between China and ASEAN, it has exploited its geographic advantage and

increased its presence as an economic exchange hub with Vietnam. The “Guangxi Beibu [North] Gulf Economic Zone

Development Plan (2006-2020)” was approved as a Chinese national strategy in January 2008, and a further acceleration

of economic exchange between Guangxi and ASEAN is expected.

Meanwhile, regarding economic relations with Japan, there are few Japanese firms which have expanded into

Guangxi, and the value of trade with Japan has remained stagnant. In this paper, in addition to undertaking analysis of

the economic characteristics of Guangxi and the current situation for economic cooperation with Japan, we examine

which points Japan should note when promoting economic exchange with Guangxi as a Chinese border region.

[Translated by ERINA]
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