


















































































































































































































































































































































































































































136 Shogo Kojima

Table 1. Natural Gas Consumption in 2010

Country Amount (billion m’)
China 58.3
Mongolia 10.0
ROK and DPRK 45.2
Japan 82.6
Total 196.1

Source: Adapted from “Natural Gas in Asia.”

Note: Volumes consumed in Mongolia and the DPRK are estimated at 10 billion

m?® each.
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Construction and Development in China’s Energy Sector
Zou Ping

The Chinese government gives high priority to construction projects for the
energy industry, so that it will be a pillar of China’s infrastructure and basic
industry. Based on China’s overall planning, the following outline shows the
plans for some major construction projects.

GUIDING PRINCIPLES IN ENERGY CONSTRUCTION

¢ Placing electric power at the center and using coal as the major fuel source.
» Strengthening exploration and development of oil and natural gas resources.
* Developing new sources of energy.

ENERGY CONSTRUCTION STRATEGY

* Using hydropower and thermal resources together in the clectric power
industry, developing nuclear power appropriately, and simultaneously
developing the electric power grid.

e Cooperation in the coal industry between central and local governments and
also simultancously developing large, medium-sized and small coal
enlerprises.

e Stabilizing the petroleum industry’s production in castern China and
developing it in western China.

» Paying attention to both development and conservation of energy, giving
priority to conservation.

* Applying sustained-development strategies for the development of eneigy
supplics.

ENERGY DEVELOPMENT GOALS

* National 1998 energy production is projected to be 14.2 billion tons of coal,
1.57 billion tons of crude oil, 2.04 billion cubic meters of natural gas, 1,200
terawatt-hours of electricity generation.
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SUGGESTIONS FOR COOPERATION IN
ENERGY SECTOR CONSTRUCTION IN NORTHEAST ASIA

e Norheast Asia has abundant energy resources: developing the coal and
clectric power industries would be good for the economic development of
the countries in this region.

e Create a peaceful, stable, and friendly international environment in this area.

+ Further cooperative research on energy development.

o Developing energy technology exchange and cooperation on the basis of
mutual benefit and fairness.

e Increasing investments from developed countries to accelerate the region’s
cnergy development.
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Energy and Environment: The Role of UNEP
Lilia GC. Casanova

INTRODUCTION: IMPACT OF POPULATION
AND CAPITAL ON THE GLOBAL ECOSYSTEM

Energy is inseparable from all material phenomena and 1s an essential condition
for the mere existence of life. People need food, water, air and nutrients to grow,
to maintain their bodies, and to produce new people. Machines need energy,
water, and air plus an enormous variety of minerals, chemicals, and biological
materials to produce goods and services, to maintain themselves, and to make
more machines.

Population and capital draw materials and most forms of energy from the
Earth and return wastes and heat to the Earth. There is a constant flow or
throughpur from the planctary sources of materials and energy, through the
human economy, to the planetary sinks where wastes and pollutants end up. But
there are limits to the rates at which human population and capital can use
materials and cnergy, and there are limits to the rates at which wastes can be
emitted without harm to people, the economy, or the Earth’s processes of
absorption, regeneration, and regulation (Meadows, Beyond the Limits, 1992, p.
44-45).

ENERGY: A PRIORITY ISSUE

Energy became a priority issue when the oil crisis erupted in 1973 and 1979. Led
by the U.S., a number of developed countries started looking for and developing
alternative  energy  sources  from renewable  sources, e.g., solar, wind,
hydrothermal and geothermal. However, when the oil crisis subsided, energy lost
its importance again and the search for alternative energy sources dwindled.
In the early 1990s, energy resurfaced as a priority issue. These recent events
resurrected energy as a priority issuc:
¢ UNCED 1992/Earth Summit. Chapter 9 of Agenda 21 (Protecting the
Atmosphere: Making the Energy Transition) stresses that “much of the
world's energy is currently produced and consumed in ways that could
not be sustained if technology were to remain constant and if overall
quantitics were to increase substantially.”
e The application of sustainable development principles to the climate
change issue also turned the spotlight on the contribution of fossil fuels
to the creation of greenhouse gases.
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e COP3 in Kyoto catalyzed nations to think in terms of concrete actions to
the Kyoto Protocol. More than 160 countries agreed to lower the overall
emissions of the six most deleterious greenhouse gases.

e Forest fires in Mongolia, Mexico, Brazil, Australia, and Indonesia
openly demonstrated the impact of global warming and the
transboundary nature of atmospheric pollution.

» The ElI Nino ocean-warming melteorological phenomenon caused
droughts in some countries and flooding in others. It was blamed for
forest fires in the Amazon, Indonesia, and other places. It was blamed
for almost everything from the Argentine ants that swarmed many Los
Angeles homes to the drop in catches of anchovies and sardines off Peru.
El Nino became the scapegoat par excellence, according to The Japan
Times of 19 July 1998.

DELETERIOUS IMPACTS OF INTENSIVE ENERGY
PRODUCTION AND CONSUMPTION ON THE ENVIRONMENT

Global Warming

The so-called “greenhouse effect” is a natural phenomenon that is beneficial. It
warms the Earth and makes it habitable. But too much warming, caused by
human-generated carbon dioxide from fossil-fuel burning and by deforestation,
is seen to be causing a global climate change that will be disastrous to all forms
of life on Earth, There is overwhelming evidence that CO; emissions from the
energy scctor account for more than 50% of the human contribution to the
greenhouse effect. This means that reforms in the area of energy will be crucial
in the effort to meet the challenge of climate change.

Acidification

Along with climate change, acidification of the environment (due to sulfur
dioxide and nitrogen oxide) is another deleterious effect of too much fossil-fuel
burning which is disastrous to human health and vegetation. Acidification has
been well established in North America and Europe for at least the last two
decades. However, recent assessments have identified the northern and central
parts of Europe, the castern part of China, and southern parts of Asia as betng
the regions at greatest risk of acidification (UNEP, Global Environment Outlook
[{GEO], 1997, p. 222-223). As a result of the growth of energy use, deposits of
acidifying substances have more than quadrupled compared with pre-industrial
levels.

]




Energy and Environmeni: The Role of UNEP 141

Depletion of Nonrenewable Natural Resources (Oil, Coal, and Gas).

Fossil fuels are nonrenewable natural resources; for the sake of its own survivali,
humanity cannot allow their depletion. The World Energy Commission projected
in 1989 that a business-as-usual continuation of population and capital growth
would increase world energy demand by another 75% by the year 2020 and that
the mix of fuels supplying this energy would continue to be dominated by
nonrencwable fossil fuels: coal, gas, and oil. In 1990, 88% of the commercial
energy used in the world came from fossil fuels ((Meadows, Bevond the Limits).

In 1997, eight years after the World Energy Commission meeting, energy
demand is still projected to grow significantly both globally and across all
regions. The incrcased energy demand is expected to continue to be met
primarily by fossil fuels.

In the last 10-20 years, there have been signs of a de-coupling between
economic activity and the use of energy and materials in industrial countries.
This is associated with their transition into service-based, less resource-intensive
economies, as well as efficiency improvements. Concerns about human health
and more recently about the natural environment have induced governments of
industrial countries to develop and enforce environmental regulations to curb the
level of atmospheric emissions. Initially, this involved lowering concentration
levels by dilution and dispersion (through high chimneys. for example); later, it
entailed so-called end-of-pipe technologies, preventing pollutants from entering
the environment, and an increased use of cleaner and more efficient production
technologies. Recently, too, improved cfficiency has been obvious in some parts
of the world. As a consequence of these measures, global emissions of sulfur
compounds have lately decreased, the emissions of nitrogen oxides have more or
less stabilized, but carbon dioxide emissions continue to grow. At the regional
level, CO: emissions are decreasing in Europe but significantly increasing in
Asia.

LESSONS FROM R10+5 (THE NEED FOR DRASTIC CHANGES)

Value-Orientation

At the Rio+5 Conference in New York in 1997, discussions on energy focused
on the need to orient producers and consumers alike towards the perception that
energy supply and consumption are not ends in themselves. What people want is
not coal or oil, or even gasoline or electricity; they want the services that encigy
provides, the basic components of human well-being and development, and
quality of life. The focus is therefore on the end-uses of energy and on energy
services.
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Energy Services

Three types of energy services are encouraged: (1)energy services that
correspond to domestic basic needs, that is, cooking, heating, lighting: (2) energy
services that correspond to community needs, namely, clean water, sanitation,
safe storage of food; and (3) encrgy services for the productive sector including
motive power for industry and agriculture, energy for commercial transportation,
tele-communications, and other economic activities.

To make these services available and accessible worldwide implies the need
to make basic and radical changes in energy policies and practices in each of
these sectors or levels. The changes will require integrating supply and demand
patterns into a sustainable matrix where energy efficiency and renewable sources
will play a decisive role.

REFORMS NEEDED IN THE ENERGY SYSTEMS

The overuse and misuse of encrgy which are generating environmental problems
both in terms of pollution and depletion of nonrenewable natural resources are
currently putting governments and the international community under pressure to
develop and install reforms in the production, distribution, and use of encrgy.
The current debates focus on two separate issues: (1) what can be done to
achieve a sustainable and environmentally friendly energy system? (2) And how
can the changes necded be brought about?

What Can Be Done

The possible solutions will come from the three service sectors—individuals and
households, communities, and industries. Actions will range from changing
consumer behavior by offering low energy demand goods, services, and vehicles,
to changing the production technologies or systems altogether. Rapidly
advancing technologies in arcas such as, lighting, glazing, refrigeration,
electronic controls, and synthetic materials will help speed up the pace of encrgy
efficiency improvements. The solutions must not only be technically specific but
also specific for each application as well as for each country setting. This aspect
of specificity has received ample attention in respect of technology transfer
projects, R&D programs, demonstration efforts, ete. But specificity is in a
vacuum  since  the  breakthrough  technology—cheap,  renewable,  without
environmental side effects—is as elusive as ever.

Many measures that can yield considerable improvements compared with
existing energy systems have already been developed and validated, e.g., heating
and lighting systems from solar and wind energy and power generation with
photovoltaic cells (PVCs). However, even in the countries where these
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alternative systems have been developed, commercialization of the systems
remains a problem.

The possible solutions that would have to come from each of the service
sectors would mean, among other things, these kinds of long term changes:

e Conscious, rationalized changes in individual consumptive styles to

adopt energy conservation and less wasteful practices.

¢ Conscious, rationalized changes in community attitudes and behavior to
maintain sanitation and prevent pollution, avoid/lobby against high-
energy consuming domestic products, and adopt community guidelines
for energy conservation, reuse, and waste avoidance.

e Conscious, rationalized changes in industry policies and behavior to
produce low encrgy using products, to explore new products which use
alternative energy sources, and apply cleaner production and
environmentally sound technologies.

The industries have 1o also start measuring the impact of their ecological
footprints in other countries. Most producers and consumers, in Japan and other
developed countries, live in a virtual world. There is very little awareness of the
countries from where the energy for production and the raw materials of the
products that are marketed locally and abroad have originated. And there is very
little concern, if at all, on the long-term impact that the loss of energy and natural
resources in these countries will have on their economies and environments.

On the other hand, to reinforce these actions from the three services,
governments will have to play the role of:

* Motivator/communicator of energy conservation consciousness by
establishing dialogues and consultation mechanisms with communities
as well as with industries to develop and implement mutually agreeable
guidclines and by providing incentives for innovative ideas on how to
conserve energy or reduce waste of energy as well as for compliance $o
policy guidelines.

» Enabler of energy conservation programs and practices by formulating
policics and cconomic instruments supporting energy conservation {e.g.,
limiting use of energy by automatic stoppage of water, electricity, and
gas flows at certain hours of the evening, encouraging water reuse by
requiring buildings to install water reuse systems; levying an energy tax
or incorporating environmental cost in utilities).

» LEnforcer of energy conservation policies and instruments by strictly
monitoring  compliance to policy instruments and  guidelines,
withdrawing licenses, and imposing fines and penalties whenever
necessary.
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How to Implement Changes

This is the challenge behind the ideas of reform. Moreover, energy conservation
is an arca where UNEP can make significant contributions with the cooperation
of governments and the international community. It should be noted that UNEP
promotes the adoption and use of more energy efficient technologies and
systems. It therefore i1s prepared to pursue this mission by using the force of its
mandates within the UN.

The Role of UNEP

UNERP is the world’s negotiator for the environment. At the 5th Special Session
of UNEP’s Governing Council, the Council reinforced UNEP's role in
international environmental policy formulation and coordination. The core
clements of 1ts focused mandate consist of the following (policy statement of the
Executive Director to the 5th special session of the UNEP Governing Council,
15 May 1998):

1. Global and regtonal environmental analysis and assessments based on the
best scientific and technical capabilities available.

2. Development of environmental law and other environmental policy
instruments, including developing coherent linkages among international
environmental conventions.

3. Strengthen its role in coordinating environmental activities in the UN
system, including the implementation of the Global Environment Facility (GEF).

4. Implementation of international agrecments on the environment and
fostering of cooperative action to respond to emerging environmental challenges.

5. Facilitate effective cooperation in the implementation of international
environmental agenda.,

6. Provide policy and advisory services in key arcas of institution-building to
governments and other relevant institutions.

Improved Energy Efficiency:
The Cornerstone of UNEP’s Role in Energy Conservation
UNEP encourages cnergy conservation through improved or improvements in
energy efficiency. The concept of improved energy efficiency does not mean
increased energy production nor decreased energy consumption. It simply
implies a broader approach to the energy issue by addressing the sub-issues of
production, distribution, and consumption on an cqual scale, giving due
consideration to the overall goal of satisfying the need for energy services in a
sustainable and environmentally friendly manner.

Based on this concept, energy is conserved when technical means (use of
tools or systems) are employed to improve efficiency or to reduce energy waste.
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Energy cfficiency is increased when an energy conversion device such as a
household appliance, automobile engine, or stcam turbine undergoes a technical
change that enables it to provide the same service (lighting, heating, motor drive)
while using less energy. In other areas, the energy efficiency of buildings can be
improved with the use of insulation materials or insulated components; use of
wasle water reuse systems; use of design aspects such as solar orientation, shade
tree landscaping, proper ventilation, and others. Further, the energy efficiency of
communities and cities can be improved through urban design, integrated
transport system design, and land use planning. Thus, on one hand, energy
efficicncy is an engineering and design aspect of energy production and
distribution facilities. On the other hand, it is a design and planning feature of
transportation systems and living spaces.

These ideas of ‘efficiency’ and ‘conservation’ contrast with energy
curtailment. Curtailment involves a decrease in output (e.g., turning down the
thermostat) or services (e.g., driving less) to curb energy use. Energy curtailment
occurs when saving energy causes a reduction in services or sacrifices of
comfort. It is often employed as an emergency measure.

To ensure improved efficiency in energy systems, UNEP will continue to
encourage actors in the market to respond to incentives to increase the energy
efficiency of their products and operations. In more specific terms, UNEP will:

. Ensure and support the implementation of international agreements,
particularly through the use of economic instruments, as a mechanism to attain at
the national level international environmental objectives. In this regard, in 1999
UNEP will launch together with UNCTAD an Intergovernmental Panel on
Economic Instruments. The Pane! will study different aspects of economic
instruments within the context of international environmental agreements,
beginning with the UN Framework Conventton on Climate Change. At its initial
meeting, it will seek consensus on how economic policy can be used to achieve
the targets set out in the Kyoto Protocol (policy statement of the Executive
Director to the 5th special session of the UNEP Governing Council, 15 May
1998).

2. Continue to provide information and advisory services on environmentally
sound technologies and cleaner production technologies, and to promote thetr
adoption and use through its IETC Offices in Japan and IE Office in Pans.

3. Support environmental educalion to maintain global awareness in energy
issues and their linkages with climate change issues.

4. Continue to monitor the state of the world’s environment and make
assessments of global and regional environments.




146 Lilia Casanova

Reforms at the National Level

While action by UNEP and the international community is important at the
global and regional levels, government action for reforms at the national level is
badly necded. Current governmental policies which are oriented towards
increasing energy supply have to be redirected towards energy efficiency. The
needed changes would fall into four categories:

1. Encouraging governments to reduce subsidies for fossil fuels and to raise
taxes on them which reflect environmental costs. (The World Bank estimates
that gradually removing energy subsidies would cut carbon emissions in 2010 by
7% below the projected level).

2. Encouraging or supporting governments to redirect research and
development spending to focus on critical new energy technologies.

3. Encouraging governments to accelerate investment in new devices.

4. Channeling international energy assistance to developing countries.

The Rele of Developing Countries

One of the important keys to reform lies in developing countries where most of
the increased demand for energy over the next three decades is expected. The big
challenge is the fact that currently developing countries have rates of energy use
just one-fifth of the current level in Europe, but they are rapidly building fossil
fucl-powered factories, buildings, and transportation systems. Turning the
energy market in the developing countries toward new technologies will be a
challenge. To encourage developing countries to take advantage of alternative
energy sources, the large energy assistance programs that earlier pushed them
down the fossil fuel path need to be redirected.

The Role of Multilaterals

The multilateral development banks play a most crucial role. Although these
agencies provide no more than 10% of the roughly $60 billion invested each year
in the energy sectors of developing countries, they often supply the “seal of
approval™ that private banks are looking for. It is to be noted that nearly four-
fifths of the $57 billion the World Bank has loaned for energy projects since
1948 has been for power supply. And less than 1% of the $67 billion lent for
energy projects in the 1980s by all the development banks went to improving
end-use energy cfficiency.

In 1993, as a result of UNCED, the Global Environment Factlity (GEF) was
set up under the auspices of the World Bank, UNDP, and UNEP to fund projects
that are not yet fully justifiable in local economic terms but that have global
environmental benefits, So far, the GEF has financed several dozen encigy
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cfficiency and renewable energy projects under its mandate to support programs
that reduce greenhouse gas emissions.

CONCLUSION

Environmental aspects of energy production, consumption, and distribution have
gained the world’s attention through the processes leading to the Rio+5 meeting
and Kyoto Protocol. The needed changes in existing structures to make energy
systems sustainable pose a great challenge to most countries, particularly to their
governments and businesses. Moreover, these challenges offer opportunities for
improvements, both on the economic and environmental side. UNEP is
committed to facilitating the required changes through its information, policy,
and advisory services,

The importance of paying serious attention to energy issues on a global scale
is aptly described in a World Energy Council study (1995) which states that: “the
single most important conclusion is that, given the expected divergence of
development paths post 2020, and the foreclosure of potentially desirable
options, unless relevant policies are initiated and decisions taken long before
then, action needs to start now.”
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Economic Instruments to Combat Global Warming
Takamitsu Sawa

The Kyoto protocol has provided us with a second case in which the natural
sciences have had significant influence on real politics and economics. The first
casc was provided by the Montreal Protocol which prohibited the use of
chlorofluorocarbons. Decisions concerning the quantitative emission limitations
and reduction of carbon dioxide (CQO,) have to be properly made in the following
manner. First of all, it should be decided by scientists how much concentration
of carbon dioxide in the air should be controlled in order to avoid serious
damages caused by global warming. Following the opinions of scientists, we
must proceed to the next step, that is, deciding what percentage of CO; emissions
should be reduced in the commitment period compared with the base year of
1990. This second step requires the input of not only scientist but economists
and engincers as well,

What kinds of mcasures should be implemented in order to combat global
warming? Existing mecasures are classified into the following three categories:
(1) voluntary actions by firms and consumers; (2) governmental regulations;
(3) cconomic instruments including, for instance, the carbon tax, subsidies, and
tax reform favorable to fuel-efficient cars. Among the above three measures,
cconomic instruments should be recommended, as they are consistent with the
market economy.

It is quite misleading to say that the use and implementation of economic
mstruments such as a carbon tax will retard economic growth. What happens by
introducing a carbon tax is just a transfer of income from consumers and
producers to the government. As long as the government ¢xpends the tax revenue
properly, the amount of effective demand never decreases. The only problem
concerns the “looser industry™ that is likely to suffer significant losses from a
carbon tax. The government should take appropriate actions so that the loss
suffered, for example, by exporting an cnergy-consuming industry, will be
mimmized.
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Nuclear Waste Disposal and Northeast Asian Cooperation

Hisatake Kato

Previously Mr. Hirata talked about the need to construct additional nuclear
power plants in Japan, and Mr. Zou from China talked about his government’s
plan to increase the number of nuclear power plants in China in order to reduce
CO; emissions. How many nuclear power plants in Asia will be nceded to meet
the reduction targets of the Kyoto conference (COP3)? Japan, for example, may
need to build an additional 20 plants. Asia already has the highest concentration
of nuclear power plants in the world.

By 2030 the high-level nuclear waste from 54 plants in Japan will amount to
70.000 vitrified bottles of waste that nced disposal. Vitrified waste containers
need to be encased in metal, and each container weighs 400 kilograms. Waste is
removed from the nuclear reactor and vitrified; this requires a cooling down
period during which the waste solidifies. This nuclear waste is stored in an
underground room 1,000 meters deep and with an area of 2 km?.

It is said that nuclear waste nceds to be stored for at least 1,000 years.
Therefore, many safety mecasures—preventing leakage, man-made damage,
natural disaster damage, etc.—need to be maintained for these 1,000 years. We
do not know what will happen in Japan or China during this long period. We do
not know if the current political systems will be maintained or if there will be
changes. It is a very long time.

According to a Japanesc newspaper report of 26 January 1997, Taiwan had
decided to transfer low-level nuclear waste to the DPRK for treatment and
storage. The ROK government strongly opposed this action. Currently
international opinion is very critical of international transfer of nuclear waste.
There are cefforts to establish international principles to prevent or prohibit
international nuclear waste transfers. Each country should be responsible for its
OWn wWiste.

In Japan, the Ministry of Science and Technology is responsible for studying
measures for nuclear waste disposal, it is currently conducting research on
methods for treating vitrified containers. It is important to gain the approval of
the residents of nuclear waste storage areas, and to provide them with financial
compensation. And it is most important to find and put to use the safest
technologies.

However, because of the necessary long storage period, we should consider
whether it is feasible and wise for Japan alone to deal with this matter. Perhaps
we  should consider multilateral cooperation, for example, the potential
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establishment of a cooperative organization for the safe disposal of wastes in
Northeast Asia. This organization may consist of the countries that can provide
technology, money, and/or storage arcas. This idea is important from scientific
and economic points of view. The current political environment of Northeast
Asia, however, precludes the immediate creation of such an organization,

Yet when we consider the 1,000 year time frame, the creation of a
multilateral nuclear waste disposal organization does not seem impossible.
Political conditions may change over the long term, creating a more favorable
environment for this concept. We can start planning now, through feasibility
studies, for the future.

Regarding the prospects of increasing the number of nuclear power plants in
Japan, in 1996 a referendum was held in Maki City, Niigata Prefecture, over the
construction of a new power plant. The voting turn-out was 88.2% with 60%
voting against the new plant. Securing the approval of citizens is an increasingly
difficult task. It is very important to articulate long-term needs and global
perspectives to make wise decisions on nuclear power plants and waste disposal.
We will need to “think globally and act locally.” We also need to increase local
expertise. Recognizing this; Tottori Prefecture is making efforts to establish a
strong environmental studies department that will be of benefit to the Northeast
Asian region as a whole. Through this and other forums we should continue to
discuss how to solve problems rclated to CQO; emissions and nuclear waste
through cooperation among Northeast Asian countries.




Mongolia’s Energy Policy, Northeast Asian Regional
Development, and the Environment

Balganjav Khuldorj

Mongolia's remote location, its distance from international and regional energy
networks, and its harsh climatc—months of severe winter—make a reliable
energy supply a primary concern for economic development” Mongolia’s energy
industry is based on a chain of coal-burning power stations which were built
using Russian technology and are totally dependent on spare parts from Russia.

Mongohia’s vast territory and scattered population represent another reason
why dependable energy sources and a nationwide distribution system are of vital
concern. On the other hand, Mongolia’s unique nature, clean air, and pristine
water are key factors for the prospering tourism industry. Mongolia is keenly
aware of environmental issues and the need to balance industrial progress and
environmental protection.

Today, Mongolia nceds a dependable source of energy that will have
minimal  ecnvironmental consequences and  will  provide employment
opportunitics and an ongoing source of public revenue. The country needs a
nattonal  energy development policy that promotes an  appropriate  and
environmentally friendly energy industry.

Mongolia would like to play an active part in the regional gas pipeline
project (from Siberia to Northern China) that is currently under discussion
between Russia and China, The shortest route to Betjing from the southeastern
part of Siberia is almost directly through Ulaanbaatar. If this route is used, 900
km of the pipeline will lic in Mongolia. In light of this regional gas pipeline
project, Mongolia is interested in conducting environmental impact assessments
of the project for the portions that would go through Mongolian territory.

I propose broad regional cooperation focused on conducting research and
feasibility studies as well as financing studics on linking Mongolia’s energy
development strategy with Northeast Asian infrastructure development plans.
Mongolia welcomes emerging regional cooperation in energy development
among the Northeast Asian nations. Mongolia also welcomes the recent
agreements reached between the U.S. and China on the use of energy resources
for peaceful ends, and the far reaching programs in environmental protection.




Environment and Food

Yoshichika Takeuchi

1 wish to express my deep respect for the decision and great effort to hold this
8th forum for peace and growth in Northeast Asia. We will soon turn the corner
to the 21" century, but regretiably, the relationship between the Earth and
humans is marked by serious problems. We must clearly understand the complex
interface  between economic  development and  environmental issues. lor
cxample, the issue of CO, in the atmosphere. Surely, we can all recall the
complexity of the mutual agreement on CO; emission controls of the Kyoto
conference in 1997,

My area of specialty is agriculture, particularly the development of technical
skills for crop cultivation. Based on my 40 years of research activity in this field,
I would like to expound on the topic of “environment and food.™

Japan, as an island country, was generally regarded as having mostly
unproductive land for paddy fields, for the cultivation of rice. Until 50 years ago,
the sand dune arca, which spreads along this coastline, was typical of
unproductive arcas. In 1946, the Sand Dune Research Institute of Tottort
University began research on the use of the sand dune area for agriculture. Later,
this rescarch center developed into what is now the Arid Land Research Center
of Tottor1 University. In 1954, the Japan Sand Dune Research Association, or the
Japanese Society of Sand Dune Research, was founded in the Faculty of
Agriculture of Tottori University. 1 believe these two organizations acted as the
mainspring for the development of Japanese agriculture in sand dune areas.

Our techniques for agriculture in sand dune areas were methods to stop and
stabilize sand  drifting  (for example, by developing windbreakers), field
cultivation, irrigation facilities, and the choice of crops and techmques for
cultivation. We have succeeded in “sand dune agriculture.” T believe our
eaperiences can be of value to other sand dune arcas around the world.

Lastly, I would like to introduce the work of the Arid Land Research Center
of Tottor1 University. The Center is working on the development of agriculture
in arid Tands, tree planting in deserts, and combating desertification by using the
experience gained through rescarch on sand dune agriculture. It also conducts
joint rescarch with various rescarch institutes in other countries. I'm grateful for
the opportunity to introduce Tottori™s contribution in these areas and I encourage
vou to contact the relevant offices for further information.




Crisis Management
for Natural Disasters
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Crisis Management: A Summary

George Ariyoshi

Vice Governor Tomio Saito, provides some vivid illustrations of the
aftermath of the earthquake suffered in the Awaji area, including serious damage
caused to buildings and other structures. He also highlights the impacts on the
people and the implications of what needs to be done in emergencies such as
this. In the case of Kobe, he provides a striking account of what actually
happened while attempts were being made to respond to the disaster. In
particular, he points out the breakdown in communications and the destruction of
disaster-management facilities, which made it impossible tc respond
immediately to the nceds of the people affected.

Steve Cowper talks about man-made disasters, such as oil spills, with
particular reference to the costs of preparedness. He emphasizes that it is too late
to try to make any preparations after an oil spill has occurred. Preparations have
to be made ahead of time, with a view toward how to cope with whatever
situations we will have to face in the future. Hyogo Prefecture, for example, has
worked out a disaster management system to better cope with future disasters.
The prefecture is proposing that Northeast Asia work closely in sharing
information and wisdom, and in appreciation for assistance it has received, the
prefecture is committed to such efforts.

Richard Collins, raises a novel idea concerning responses to physical
damage and to peoples’ needs under emergency situations. He points out cases in
which national disaster assistance did arrive, but it turned out to be inappropriate
and inefficient. A system is therefore needed to ensure that the needs of the
people affected by such disasters are met quickly and effectively. Mr. Collins
broaches the idea of finding ways to provide insurance, so that a fund would be
available immediately to dispense to people in urgent need of assistance.

Clearly, a great deal of work remains to be done on how best to respond to
disasters and how to disseminate the necessary information on a timely basis.
We recommend that this Forum further pursue this program.




Improvement of Crisis Management Systems:
Lessons from the Great Hanshin-Awaji Earthquake

Tomio Saito

The Great Hanshin-Awaji earthquake affected 10 cities and 10 towns. It
measured 7 on the Richter scale and resulted in 6,398 deaths and 40,073 injuries.
About 450,000 homes were damaged, and the total damage was estimated at up
to 10 trillion yen. The damage caused exceeded the response capabilities of the
arca immediately affected. Morcover, the earthquake destroyed or heavily
damaged emergency-response facilities in the area. The building housing Kobe
city office (responsible for disaster emergency) collapsed, as did the police
station, and part of the municipa! hospital. Roads, railways, and water mains
were also damaged, limiting transportation and water for firefighting.

Generally speaking, Japan's disaster prevention and emergency response
system is similar to that of the U.S. That is, the first action in response to an
emergency is taken at the municipal/city level, then prefectural resources are
tapped, and finally the central government has a role. Thus, cities and towns are
in the front line of disaster response. The main lesson of the Hanshin-Awajt
earthquake, however, is that this paradigm of crisis management needs revision
and improvement.

[.LESSONS LEARNED

i. Japan in general and the arcas affected in particular did not sufficiently
recognize the importance of disaster preparedness and crisis management
systems. The damage created by the earthquake was not anticipated. We did not
believe that the Hanshin-Awaji region was earthquake prone, and therefore, little
provision was made for the crisis that ensued. Furthermore, there was a lack of
transparency in the system that was in place. After the earthquake struck, at both
the local and central level, the government appeared to be in a state of confusion.
It became clear that there was a lack of staff assigned to disaster preparedness
and response. At the prefectural level, for example, the government was able to
mobilize only 20% of staff available to respond to the earthquake. The actions
required overwhelmingly exceeded the number of staff available. A need for a
better coordinating mechanism that enables immediate response became cvident.

2. A critical problem that arose was a virtual paralysis in communication
systems. Normal telecommunication lines could not be used to share information
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among relevant agencies because of damage to circuits and the overflow of
incoming calls. Satellite communications systems could not be used because of a
failure in the standby power generator. Disaster prevention radio transmitters and
receivers could not be accessed. Damage to the prefectural building included
damage to the main computer room, and all equipment including the backup
power generator could not be used. In this case, the main lesson learned was the
need to strengthen the function of information and telecommunications facilities,
and to have a good backup sysiem ready.

3. Perhaps the most important lesson learned was recognizing the role of
community action, particularly in the initial phases of emergency response. In
Kobe, for example, 59 fires broke out during the first 15 minutes after the
earthquake, and the contribution of local volunteers to firefighting and rescue
was invaluable. Fire personnel could not possibly have coped alone. The
cooperation of local residents is indispensable. Also important was the role of
the international community and its cooperation efforts. Trained dogs from
Switzerland, for instance, greatly aided rescue operations.

REINFORCING CRISIS MANAGEMENT SYSTEMS

Hyogo Prefecture has recently completed a crisis management plan that
anticipates potential damage by an earthquake. The plan is detailed according to
scasons, time of day, etc. Hyogo has also prepared an emergency response plan
for maritime accidents taking the lessons learned from the Nakhodka oil spill
into consideration. These plans include clear divisions of responsibility, 24-hour
monitoring, and special staff for emergency response on standby alert. Monthly
drills will be conducted, and 350 senior staff will carry portable phones or
pagers. In addition a new position was created within the prefectural
government. The new Chief of Emergency Management will coordinate
horizontal organization, when needed, transcending the vertical division of
responsibilitics.

We will also introduce an information system that links all relevant disaster
preventton agencies and organizations in Hyogo Prefecture. This system will
enable immediate anticipation of damages and the collection and transmittal of
information (digital images will be transmitted and analyzed through geographic
mapping systems to asses damnage to an area).

Furthermore, Hyogo Prefecture has designated Mike City public park as the
center for education and research on emergency management. The prefecture has
also concluded cooperation agreements with neighboring prefectures in Japan
and the state of California in the U.S.
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A PROPOSAL TO THE NORTHEAST ASIAN REGION

There is a need for the countries and localities of the Northeast Asian region to
work more closely in emergency response and disaster management of
earthquakes, floods, fires, oil sp:lls etc.—major threats to the environment and to
the development of the region’s socio-economy. The sharing of information and
wisdom may help mitigate damage.

Hyogo Prefecture recognizes a responsibility to share the lessons it has
learned with the international community. To this effect, Japan has established
the Asian Disaster Prevention Center in Hyogo. This center will bring together
researchers and specialists from around the world to share knowledge and
improve emergency response and crisis management systems. Hyogo Prefecture
supports proactive action to increase knowledge on disaster prevention.
Northeast Asia can benefit greatly from cooperation and mutual exchange of
information technologies in the field of disaster prevention.
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International Cooperation in
Emergency Disaster Management

Steve Cowper

When the Russian tanker Nakhodka sank in the Sea of Japan in 1997, the
Prefectural Government of Hokkaido requested the Northern Forum to furnish
Tottori Prefecture officials with critical information on the 1989 Exxon Valde:
oil spill from the State of Alaska, which proved to be useful to Tottori and the
other prefectures affected by the spill. The Northern Forum was able to comply
with this request, as it had in the 1994 oil spill in the Komi Republic in
Northwest Russia, caused by ruptured pipelines. In the Komi spill, the Northemn
Forum helped to arrange for World Bank funding of the spill cleanup. We are
now attempting to solicit aid for the victims of the Lena River flood in the Sakha
Republic.

These actions underscore the importance of a link among regional
governments for emergency management, a link which can save valuable time
and cffort when an emergency situation is being dealt with and time is of the
essence. National responses are important, of course, but frequently national
governments (other than the nation where the disaster occurs) must go through
long and tedious processes before any meaningful action is authorized. At least
in the United States, cach state has its own emergency management structure,
specifically designed for the types of emergencies likely to occur. Regional
governments in other nations can take advantage of this expertise by creating an
alliance among regional governments for responding to disasters.

Over the past 35 years, the State of Alaska has had to contend with the
strongest earthquake in recorded history, the largest oil spill in U.S. history, and
numerous tsunamis, floods, mudslides, major fires, and volcanic eruptions. This
experience lends itself to meticulous preparation for the unexpected. It also
creates a source of knowledge and experience which can be drawn upon by other
regions. It is of vital importance to create these regional alliances in advance, so
that cach member of the alliance has a reasonable expectation of what the others
can contribute within a given time frame.

The Northern Forum offers an institutional framework for such regional
alliances, and a clearinghouse for information for member regions when an
cmergency event takes place.
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Regional Cooperation in the
Response to Natural Disasters

Richard Collins

No man is an Island, entire of it self; every man is a piece of the
Continent, a part of the main; if a clod be washed away by the
sca, Europe is the less, as well as if a promontory were, as well
as if a Manor of thy friends or of thine own were; any man’s
death diminishes me, Because I am involved in Mankind; And
therefore never send to know for Whom the bell tolls; it tolls for
thee.

John Donne (C. 1571-1631)

I believe that we recognize the importance of international management of
disaster assistance when we acknowledge that we are bound together. When a
catastrophe befalls a people, city, or country we are all affected. Devastating
events, natural or man-made, can often overwhelm national resources in much
the same manner as catastrophic illness may strike an individual or a family.

Nations, no less than families, can suffer from a breakdown of structure,
psychological trauma, or overwhelming financial loss. With international
support, however, individual nations can maintain ihe integrity of their society
and summon the managerial and financial resources to overcome the effects of
disaster.

Consequently, I believe that we nced to upgrade international programs for
disaster preparation, mitigation and recovery, and crisis management, to enable
international networks of support to function for the organized society in the
same manner that catastrophic health insurance provides for individuals and
families. International! management of these disaster assistance programs will
allow us to better handle even the most difficult situations that may arise.
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The Development of the Tumen River Region
and Northeast Asia

Hisao Kanamori

It is only within the past ten years that the notion for the countries of Northeast
Asia to work together for the development of the area has arisen. In this time,
there have been many obstacles to success such as, delays in funding and in
technology, but we can say that a cooperative environment is gradually being
created.

In a spcech made during a visit to Vladivostok in July of 1986, Mikhail
Gorbachev said that the Soviet Union was an Asian-Pacific nation. Since then,
interest in the Far East has grown. The Long-term Development Program of Far
East Zaibaikal which runs from 1996 to 2005 was formulated. Progress in the
development of oil and natural gas by South Korean companies is also
expanding into Jilin province. And North Korea has established free trade zones
in Rajin and Sonbong and is encouraging trade with China and Russia.

Of all the economic development taking place in Northeast Asia, the most
progress has been made in the development of the Tumen River area.
Particularly noteworthy is the development of the Hunchun region. Many
companies have expanded into the Hunchun region since it was designated an
Economic Development Zone in May of 1992, and its population has grown to
250,000.

North Korea has endeavored to attract foreign capital by establishing the
Rajin and Sonbong free trade zones and permitting capitalist management
practices, establishing various favorable tax policies, and giving companies the
frccdom to set prices and to send profits back to their home countries.
Communication networks are also developing. In between Rajin and Pusan, there
is now regular container vessel service, and goods are shipped from Rajin to
Hunchun and Yanji by truck. Morcover, a railway between Hunchun and
Zarubino has been laid.

The development of Northeast Asia is a long-term endeavor. Each country
must advance its cooperative organizations. The improvements in Japanese-
Russian relations will work to strengthen the cooperative mood for development.
The major factors holding back development are the lack of infrastructure and
funding. In order for these issucs to be properly addressed, it is desirable to
establish a Northeast Asian development bank.
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The Development of the Tumen River Region
and Northeast Asia

Hisac Kanamori

It is only within the past ten years that the notion for the countries of Northeast
Asia to work together for the development of the area has arisen. In this time,
there have been many obstacles to success such as, delays in funding and in
technology, but we can say that a cooperative environment is gradually being
created.

In a speech made during a visit to Vladivostok in July of 1986, Mikhail
Gorbachev said that the Soviet Union was an Asian-Pacific nation. Since then,
interest in the Far East has grown. The Long-term Development Program of Far
East Zaibaikal which runs from 1996 to 2005 was formulated. Progress in the
development of oil and natural gas by South Korean companies is also
expanding into Jilin province. And North Korea has established free trade zones
in Rajin and Sonbong and is encouraging trade with China and Russia.

Of all the economic development taking place in Northeast Asia, the most
progress has been made in the development of the Tumen River area.
Particularly noteworthy is the development of the Hunchun region. Many
compartics have expanded into the Hunchun region since it was designated an
Economic Development Zone in May of 1992, and its population has grown to
250,000.

North Korea has endeavored to attract foreign capital by establishing the
Rajin and Sonbong free trade zones and permitting capitalist management
practices, establishing various favorable tax policies, and giving companies the
freedom to set prices and to send profits back to their home countries.
Communication networks are also developing. In between Rajin and Pusan, there
is now regular container vessel service, and goods are shipped from Rajin to
Hunchun and Yanji by truck. Moreover, a railway between Hunchun and
Zarubino has been laid.

The development of Northeast Asia is a long-term endeavor. Each country
must advance its cooperative organizations. The improvements in Japanese-
Russian relations will work 1o strengthen the cooperative mood for development.
The major factors holding back development are the lack of infrastructure and
funding. In order for these issues to be properly addressed, it is desirable to
establish a Northeast Asian development bank.
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New Directions for the Tumen Program
David Husband

As a relatively new participant in the challenges and opportunities surrounding
cconomic cooperation in Northeast Asia, | must defer 1o others on how best to
proceed. However, my experience in Southeast Asia, where [ have been a Senior
Advisor since 1992 for the ADB-sponsored program of economic cooperation
among the six Mekong countries, may prove useful in charting new directions
for the UNDP-supported Tumen River Area Development Program.

THE TUMEN PROGRAM IN BRIEF

For those unfamiliar with the Tumen Program, the UNDP initiated discussions in
1991 leading to agreement among five Northeast Asian countries to cooperate in
the economic development of the following areas: (1) the Rajin-Sonbong Free
Economic and Trade Zone in the Democratic People’s Republic of Korea,
(2) Eastern Mongolia, (3)the Yanbian Korean Autonomous Prefecture in
northeast China, and (4) the Primorsky Territory in the far east of the Russian
Federation. Collectively, these areas are referred to as the Tumen Region and
connecting hinterland. The Tumen River serves as a border where China, the
DPRK, and Russia meet, hence the name for the Tumen Program. The Republic
of Korea is the fifth member of the Program, providing much needed financial
and technical support.

Since 1995, the Program has been guided by the following institutional

framework:

e the Tumen River Area Development Consultative Commission, which
comprises representatives—at the Vice Ministerial level—from the five
member countries of the Program; the Commission identifies common
mterests and opportunitics for cooperation and sustainable development,
and promotes investment in Northeast Asia and the Tumen Region; the
Chairman of the Commission rotates on an annual basis among the
member countries;

e the Tumen River Area Development Coordination Committee, which
compnises representatives—again at the Vice Ministerial level—from
the three riparian countries that share the Tumen river; the Committee
coordinates cconomic development of the Tumen River Economic
Development Area, especially as it relates to trade and investment
facilitation;
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e the Tumen Sccretariat provides advice and support for the above two
inter-governmental bodies, and it is the implementing agent for activities
and initiatives agreed to under the Program;

* national teams are inter-ministerial working groups which include
representatives of several Ministries; in the case of DPRK, for example,
the national tecam includes the State External Economic Affairs
Commission, the Korean Committee for the Promotion of External
Economic Cooperation, and the Rajin-Sonbong Zone Government; each
national tcam has a national coordinator.

After an initial $3.5 million allocation to the Program, and top-ups to ensure
continuity, the UNDP has committed another $3.2 million over the 1997-99
period. This too will likely be topped-up to enable activity in 1999 to match that
budgeted for 1998. Contributions by other UN agencies, the ROK, the Nordic
countrics, and the Program member countrics add another $2 million to $3
million to the financial resources. Also, the Global Environmental Fund has
agreed to provide $5 million to develop a Strategic Action Plan for the Tumen
Region: the project is expected to commence later this year, with particular
attention to water pollution of international waterways and biodiversity loss.

Increasingly since 1996, the Program has supported a number of pragmatic
activities designed to promote sustainable economic development and regional
cconomic cooperation—the original twin objectives of the Program. Prominent
among these activities have been investment promotion programs, tourism
development, environmental initiatives, and efforts to reduce cross-border
impediments to the freer flow of goods and people. A detailed study is underway
of current and likely long-term trends in cross-border transport, and a pre-
(casibility study was recently completed of a rail link between eastern Mongolia
and the Tumen region. A series of forums and workshops have been held
concerning the main sectors included in the Program, and there have also been a
number of study tours on various topics.

THE ECONOMIC AND POLITICAL CONTEXT FOR THE PROGRAM

The economic and political context for the Tumen Program has been difficult,
especially during its carly phases. The collapse of the Soviet Union resulted in
precipitous declines in the economies of the Russian Federation, Mongolia, and
DPRK, three of the four core countries in the Program. Indeed, it appears that
these three economics, and their respective areas included in the Tumen Region,
declined by some 50 percent during the 1990s.

In recent years, Mongolia has started to show renewed growth, but at a
moderate rate, The outlook for 1998 and beyond has been clouded by falling
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commodity prices (copper and cashmere) and serious weaknesses in its financial
system. Mongolia is landlocked and has no road or rail access linking it directly
to the Tumen gateway and the Sea of Japan (or East Sca).

With respect to the Russian Federation, transition to a market-based
economic system has been slow with frequent set-backs due to policy changes or
other governance problems. The “big bang’ approach to the transition appears to
have been ill-advised. Over the past year the Asian financial crisis has greatly
compounded Russia’s difficulties, raising the prospect of default, steep currency
devaluation, hyper-inflation and social breakdown; fortunately, another IMF
rescue package has just been concluded. In addition to these developments, the
Primorsky Territory has been hard hit by a number of other factors including:
massive cuts in the national defense budget with consequent loss of port-related
and local expenditure; non-competitive user charges for the Trans-Sibenan
Railway and now disruptions to trains by striking coal miners; energy shortages
and breakdowns in other critical infrastructure; and poor national/local
government rclations together with widespread corruption.

The DPRK's problems appear to reflect hesitation concerning economic
policy changes; unlike Vietnam and China with their variants of market
socialism, the DPRK has maintained a more orthodox central planning system.
The DPRK has adopted new trade partners since the collapse of the Comecon
system, including the ROK and Japan, but total trade (i.e., exports plus imports)
in 1997 amounted to only $2.2 billion compared with $4.7 billion in 1990. Data
presented to a recent donor meeting for the DPRK show its GDP declining from
approximately $20 billion in 1992 and 1993 to $10 billion in 1996; GDP per
capita is now less than $500, or half what it was in the carly 1990s. The DPRK's
GDP appears to have continued to decline in 1997 and 1998, reflecting the
impact of the Asian financial crisis and natural disasters. Alternating drought and
floods have severely affected agricultural production, resulting in widespread
starvation and malnutrition,

China’s impressive growth stands in contrast to the rest of the Tumen
Region. While northeast China has lagged the extraordinary performance of the
southern coastal provinces, it is evident that the major cities and towns in the
arca are prospering. Changchun, Jilin, Yanji, Tumen City, Hunchun, and Jilin
Province generally have benefited from foreign investment and the market
buoyancy of China. To the end of 1997, approximately $450 million in foreign
investment had been disbursed in the Yanbian Korean Autonomous Prefecture.
Trade has been growing at a rapid pace, both domestic and international. Of
course, recession in several countries in Asia and steep currency devaluations by
the ROK, Thailand, and Indonesia, and the weakening Japanese yen, have
affected China’s export performance. In response, the Government is attempting
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to offsct the slowdown in growth by an extensive infrastructure program. This
latter initiative may be fortuitous for northeast China and the Tumen area, as
infrastructure deficiencies are one of the main impediments to rapid growth and
trade. Another impediment to rapid growth is the large number of unprofitable
state-owned enterprises.

The ROK has been very badly affected by the Asian financial and economic
crisis. Despite a $57 billion rescue package by the IMF, the private sector is
heavily burdened by corporate debt—made worse by high interest rates and the
increased cost of servicing foreign-denominated debt with a greatly depreciated
won. Numerous large companies arc hovering on the brink of bankruptcy.
Ironically, recent strengthening of the won is viewed as a mixed blessing, as it
weakens ROK's cxport position vis-3-vis Japan and other competitors. The
ROK’s set-back is a set-back for the Tumen Program, as it was becoming a
major source for trade, investment, and tourism for the Tumen Region. At the
very least, the ROK's difficulties will delay projects such as industrial parks
planned by the Korecan Land Development Corporation in the Nakhodka Free
Economic Zone in Primorsky Territory and the Rajin-Sonbong Economic and
Free Trade Zone in the DPRK. In summary, economic conditions in the Region
have hardly been conducive for the UNDP-supported Tumen River Area
Development Program.,

Nor has the political climate been conducive. Relations between Russia and
China have thawed only slowly, and seemingly particularly slowly along the
Primorsky Territory border with China where top military security prevailed
throughout the cold war. Even now, the Hunchun-Kraskino border crossing is
reminiscent of Check-Point Charlie in the former East Germany. As noted in a
recent article in The Economist (27 June 1998), Russia closely guards
Vladivostok and the surrounding territory, perhaps out of lingering worries about
a too sparsely populated territory that is remote from Moscow and that used to
belong to China and Korea. The much more sensitive relationship, of course, is
between the two Koreas. The ROK’s new President, His Excellency Kim Dae
Jung, 1s making overtures to ease the relationship—with some effect. However,
this process has only just begun and it will take time and a good deal of
confidence-building  before relations between the two Koreas show any
semblance of normalization. For its part, The DPRK is showing signs of wanting
to improve relations with its northeast Asian neighbors, including with Japan.
Again, the process will be slow. Even Mongolia has reservations, sandwiched
between China (with deep-scated cultural differences) and Russia (with its large
state  enterprise  transplants now defunct). It is easy to understand why
Mongolia’s support for economic cooperation largely focuses on breaking the
country’s land-locked nature. As in the case of economic conditions, the political
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climate in Northeast Asia has hardly been conducive to the Tumen Program’s
cbjective of promoting regional economic cooperation.

CONCEPTUAL PROBLEMS WITH THE TUMEN PROGRAM

On top of everything else, conceptual problems have clouded the Tumen
Program. In a well researched analysis, Professor Richard Promfret, University
of Adelaide, Australia, has detailed the early trials of the Program—including an
ambitious but unrealistic attempt to establish a Tumen River Area Development
Incorporated Company. The authors of this concept envisaged a new Hong Kong
in the heart of the Tumen Region, built on land leased from China, the Russian
Federation, and the DPRK. Thereby, an internationally managed cross-border
“Tumen River Economic Zone would be created. They also envisaged 330 billion
in investment in infrastructure in the Tumen Region, a staggering amount for a
population of only 4 million.

Reservations by Russia about leasing land for this grand scheme, and well-
founded doubts by all countries that the infrastructure plans could be even
remotely realized, led in 1995 to a more conventional and institutional approach
to development and econontic cooperation. As described earlier, there are now
formal agrcements concerning the institutional framework for the Tumen
Program. Also, the five member countries have signed a Memorandum of
Understanding concerning protection of the Environment. These formal
agreements cntailed a good deal of consultation. This raises questions about their
utility, and whether they detracted from concrete regional cooperation initiatives.
According 1o Professor Promfret, “there has been much talk and little action on
trade facilitation and infrastructure coordination.”

Economic cooperation initiatives in other regions provide lessons about what
works effectively, and what to avoid.! ASEAN, for example, appears to have
suffered from an overly complex institutional and decision-making system, and a
highly bureaucratic Secretariat. One of the lessons to be drawn from regional
cooperation programs is the desirability of simple procedures and informal
institutional  arrangements.  The  ADB-sponsored  program  of economic
cooperation in the Greater Mekong Subregion has focused on infrastructure
linkages and has deliberately shied away from formal arrangements entailing
intergovernimental ratification.”

The Tumen Program has continued to evolve and, as noted earlier, since
1996 it has become more results oriented. That is, there has been less emphasis
on major studies’ and more emphasis on investment promotion, tourism
development, protection of the environment, and cross-border issues. However,
while these activities have been highly refevant to local area development or
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interests, many of the activities have had little to do with regional economic
cooperation. The lion's share of Program resources since 1996 has been devoted
to initiatives of local or national benefit rather than regional benefit. Particularly
questionable have been vehicle purchases, and some overseas study or
promotional tours. While the initial phases of the Program favored international
consultants, it would appear that the most recent phase has favored national and
local interests. The UNDP, with the concurrence of the Tumen member
countries, is determined to refocus the Program.

NEW DIRECTIONS FOR THE TUMEN PROGRAM

The comparative advantage of the Tumen Program is regional economic
cooperation—not local arca development. Indeed, the Tumen Program provides
a unique forum for the five participating countries to identify and act upon
regional initiatives. These include initiatives to open borders and to resolve
cross-border environmental and other problems or challenges of shared interest.
In particular, the Program can and should give priority to infrastructure projects
vital to linking the Region and to creating a favorable investment climate.

Why is regional cconomic cooperation so important? Essentially, because it
1s integral to the process of globalization. Regional economic cooperation, and
global economic integration more generally, allow for the sharing of human,
capital, and natural resources. By encouraging trade and investment, regional
cconomic cooperation facilitates technology transfer, management know-how,
and market access. Through specialization in higher value-added crops, labor
intensive light manufacturing, and resource extraction, productivity and
competitiveness are strengthened. In this manner, employment opportunities and
living standards are improved. And by addressing environmental issues
cooperatively, cross-border problems can be resolved. Further, environmental
standards can be adopted to prevent industries migrating to areas seeking to
compete unfairly through lax environmental policies and regulations. Most
importantly, regional economic cooperation complements better political
relations; the peace dividend is the ultimate benefit, allowing governments and
businesses in the region to interact with trust and confidence in meeting the
needs and aspirations of the people.

Areca or local initiatives that have dominated the Tumen Program over the
past two years are betler left to country programs of the UNDP, World Bank,
ADB, and other development agencies (notably Japan's OECF and JICA). Aside
from having no comparative advantage in area or local initiatives, Program
resources are too limited to support multiple objectives. After some persuasion,
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the member countries have tentatively agreed that the Tumen Program should
focus exclusively on regional economic cooperation.

With a singular focus on regional economic cooperation, projects selected
for support under the Tumen Program should have one or more of the following
features:

s it facilitatcs commercial relations among the participating areas of the
Region (e.g., by improving the transportation or telecommunications
linkages, or reducing the non-physical impediments to the free flow of
goods and people);

s it contributes to realizing development opportunities involving two or
more of the arcas in the Region (e.g., development of energy projects
requiring regional cooperation to most efficiently rationalize distribution
among cnergy deficient and energy surplus areas; also, regional
cooperation to promote tourism development),

e it contributes to mitigating cross-border problems (e.g., reducing
pollution of international water-ways and other environmental
“externalities™); and/or

e it contributes to meeting some commeon resource or policy needs (e.g.,
regional cooperation to address human resource development needs,
such as control of communicable discases—tuberculosis and HIV/AIDS;
also, cooperation in certification and standards for technical trades
contributes to labor market development and mobility).

Normally, projects selected for support under the Tumen Program should

involve two or more of the member countries.

The distinction between what classifies as a regional project and what is best
left to country programs is not always clear. A case in point is investment
forums. Even local-based investment forums generate at least some regional
benefits, through drawing business people to the region and encouraging cross-
border production chains. However, Program resources are limited and must be
used to greatest effect if a significant contribution to regional economic
coaperation is to be achicved. Thus, to the extent possible, Program support for
investiment forums should be directed to enhancing the regional dimension.

What does this mean in practice? First, it means providing generic material
about the Tumen Region. That is, matedal that describes the investment
opportunities and climate on a regional basis. This is important, especially since
the Tumen Region is still relatively unknown and international investors have
become much more discriminating in light of the Asian financial crisis. The
Progam should relay the improved political relations in the Tumen Region, and
the economic strengths associated with rich natural resources, a well-trained pool
of highly competitive lubor, and the gateway advantages of the Region. When
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the opportunity presents itself, as at the Northeast Asia Economic Forum in
Tottont Prefecture, Japan, Program participants should promote the Region as a
whole to interested investors, governments, and other observers.

Second, the Tumen Program should assist local-based investment forums to
promote infrastructure projects linking the Tumen Region. To accelerate
development in the Tumen Region, infrastructure deficiencies must be
overcome. However, the financial requirements associated with this task are very
large; investments arc needed in every field, including transportation, cnergy,
telecommunications, water supply, and waste disposal. Governments in the
Region are having a very difficult time coping with these requirecments. A partial
solution is to mobilize private scctor participation in investment in infrastructure.
While BOT-type investment will not be viable in most cases, there are likely
many opportunities for joint public/private investments in infrastructure. The
Tumen Program should be instrumental in helping to formulate the structured
financing necessary to make public infrastructure projects “bankable”. Only by
acting as a catalyst for resource mobilization can the Program hope to make a
significant contribution to regional economic cooperation.

This latter point relates to another new direction for the Program-——the
Tumen Region as a subset for regional cooperation in Northeast Asia more
generally. It should be recognized that the Tumen Region is comprised of small
areas of large countries. Primorsky Territory is a small and remote portion of the
Russian Federation, as is Yanbian Prefecture and the Rajin-Sonbong Zone of
China and DPRK, respectively. Eastern Mongolia is not even contiguous to the
Tumen River area. In many respects, the Tumen Region is at the perimeter of
national concerns. This is reflected in the lack of ownership of the Program;
national governments have yet to demonstrate the commitment required to make
regional economic cooperation cffective. This is especially the case of the
Russian Federation, but greater involvement by all governments concerned is
necded. National involvement is essential for opening borders and in other ways
fucilitating the free flow of goods and people.

The Tumen Program must help demonstrate the benefits of regional
cconomic cooperation in Northeast Asia. Further, it must help create a process
for identifying and implementing key regional economic cooperation initiatives.
To this end, it may be desirable for the Program to cstablish a Council of
Eminent Persons, following the lead of APEC and the Northeast Asia Economic
Forum. Council members would be expected to have the attention of the most
senior levels of national and local governments, and the business community,
enabling regional cconomic cooperation initiatives to be brought to the prompt
attention of influential authorities. To ensure substance in such a process, the
Program needs to hamess the input of senior cconomists and other experts in
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Northeast Asia and abroad, including the Northeast Asia Economic Forum.
Information well documented and presented can be a powerful tool for change
In summary, the suggested new directions for the Tumen Program are three-

fold:

adoption of the sole objective of regional economic cooperation, leaving
local development initiatives to country programs of other donor
agencies, including UNDP’s country programs;

greater partnership with the private sector, particularly so as to help
mobilize resources for infrastructure linking the Tumen Region; and

a wider vision for the Program, wherein it is seen as a catalyst for
regional cooperation in the Northcast Asia context, and wherein the
Program is less input or activity driven and more results oriented.

MEDIUM-TERM PRIORITIES

In light of experience to date, and the suggested new directions for the
Tumen Program, a tentative list of medium-term priorities is as follows:

Key Transportation Infrastructure

completion by the year 2000 of the highway improvement from Yanji-
Tumen-Hunchun, and from Hunchun to Quanhe/Wonjong at the
China/DPRK border; a tunne! under construction will cut through the
main mountain barrier to the gateway;

completion by the year 1999 of the coast highway improvement from
Rajin to Sonbong, and from Sonbong to Wonjong; this will bypass
another mountain barrier to the gateway;

reconstruction of the Kraskino-Zarubino-Slavyanka highway in
Primorsky Territory;

opening of the rail line from Hunchun to Kraskino, and completion of
marshaling yards and handling facilities in Kraskino;

upgrading of the rail line between Tumen City and Rajin, and upgrading
of the rail line between Tumen City and Hunchun;

extension of the Changchun-Arxan rail line to the Mongolian-China
border, and to Tamsagbulag just inside Mongolia to link with a proposed
road from Ulaanbaatar;

upgrading of port facilities in both Primorsky Territory and the Rajin-
Sonbong Zone;

designation of Yanji Airport Terminal as an intermational airport;
opening of a helicopter service from Rajin to other cities in the DPRK,
and to Vladivostok and Yanji.




New Directions for the Tumen Program 173

Key Cross-Border Facilities

upgrading of the DPRK Wonjong border crossing facility;

opening of the Hunchun-Kraskino border to foreign travelers;

casing of travel restrictions at the Khasan border crossing between
Russia and DPRK;

reduction of non-physical impediments to the free flow of goods and
people at all three border points;

agrcement among China, DPRK, and ROK on a Memorandum of
Understanding allowing for the opening of a ferry scrvice between
Sokcho, ROK, and Rajin, DPRK; passengers would proceed overland to
Hunchun and to Mt. Changbai. which is a cultural site for Koreans.

Energy Infrastructure

consideration of a power grid system in the Tumen Region, to rationalize
energy production and use among surplus and deficit areas;

BOT investments in €ncrgy genecration to replace outdated facilities
(c.g., Sonbong power plant);

regional cooperation in introducing cnergy demand management
measures  (e.g., marginal cost pricing and energy conservation
technologies).

Telecommunications

loop the telecommunications systems linking the Tumen Region to
reduce costs and improve reliability.

Investment Promotion

establish a regional network of business centers, capable of promoting
local areas in a regional context;

develop detailed information about the Tumen Region and make
available in a useable format for investors;

initiate pre-feasibility studies concerning key infrastructure projects, and
make available to potcnliul investors or partners with the public sector;
conduct investment forums in selected centers in Asia, North America,
and Europe, to enhance awareness of investment opportunities in the
Tumen Region;

establish the Tumen/Nontheast Asia Investment Corporation, designed to
enhance the bankability of infrastructure projects and, thereby, private
sector investment;

promote such projects in local-based investment forums,
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Tourism Promotion

e improve access to the Tumen Region (easing of visa restrictions,
opening of Yanji Airport to international traffic, opening of Sokcho-
Rajin ferry service);

* improve product development (eco-tourism, circuit of tourism “jewels™,
tourism services);

e improve rccognition (cooperation with PATA and WTO, cooperation in
promotional material;

e ¢stablishment of a regional facility for coordinating tourism activities.

Human Resource Development
e regional cooperation in standards and certification for key trades, so as
to facilitate greater cross-border labor mobility;
e regional cooperation in technical training, so as to encourage centers of
excellence;
e regional cooperation in halting the spread of communicable diseases
(e.g., tuberculosis, HIV/AIDS).

Environment

e identification of main cross-border problems (e.g. industriaj pollution of
international waterways and biodiversity loss);

e development of a regional strategy for dealing with these problems;
commencement of the GEF/SAP initiative in 1998;

e greater use of economic instruments to protect the environment (e.g.,
polluter pay principle);

e involvement of international community (e.g., tradable pollution rights,
establishment of an international park for protection of tigers and
icopards).

This list goes well beyond the current Program. Some clements, such as
infrastructure projects, are being undertaken by the governments independently
of Program financing. This illustrates the Program as a framework for regional
economic cooperation, rather than as simply a fund for financing activities. The
list and the approach would, of course, require the cndorsement of the member
countrics. It would also require a more successful degree of resource
mobilization than has been the case to date.
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RESOURCE MOBILIZATION:
THE TUMEN/NORTHEAST ASIA INVESTMENT CORPORATION

Resource mobilization must derive from three sources: the member countries
themselves, the donor community, and the private sector. In terms of the member
countries, the critical determinant for four of the five participants is getting their
cconomics back on course. The ROK has been an important contributor to the
Program, but its current circumstances can be expected to lead to resource
constramnts. At the very least, one would expect more careful assessment of the
proposed use of funds. In the case of the DPRK, Mongolia, and the Russian
Federation, it is unlikely that their economic difficulties will be resolved in the
ncar term. It will be hard to convince these countries to finance their
participation in Program workshops and the like, which the UNDP would
welcome as a demonstration of ownership. Even the annual $25,000 contribution
expected of the member countries has been difficult to collect in some cases. In
contrast, China has been a gencrous supporter of the Tumen Secretariat. Very
importantly, also, it is investing heavily in infrastructure—key to the success of
the Tumen Region as a gateway for international trade.

Resource mobilization from the donor community has been disappointing.
While participation by donor agencies at the annual intergovernmental meetings
of the Tumen Program has been good, it has not been matched by offers of
financial support. The Nordic countries have been an exception. Other countries
must be drawn into the Program, including the United States and Japan. The
latter have a strong strategic interest in regional economic cooperation in
Northeast Asia. However, to gain greater support from the donor community the
Program must demonstrate real value added. It is hoped that the new directions
for the Program outlined above will win the approval of the donor community.

Resource mobilization from the private sector has been growing rapidly,
reflecting  transitton to more market-based systems by the core member
countries. By the end of 1997, approximately $900 million in foreign direct
investment had been dispersed in the Tumen Region. As mentioned earlier, $450
million of this was in the Yanbian Korean Autonomous Prefecture; $350 million
was In Primorsky Territory, and the balance in the Rajin-Sonbong Zone. Of
particular note, two-thirds or more of these amounts have been dispersed since
1993. Indeed, before the 1990s, foreign investment in the Tumen Region was
minimal. In addition to investment in labor intensive industries such as textiles,
some corporations—including Hyundai of the ROK—have been involved in port
projects and other infrastructure.

Sull, private sector participation in infrastructure has been limited. This must
change if the Region is to accelerate infrastructure investment. In today’s
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gloomy financial climate, however, this is a tall order. To assist in making such
investments more attractive and viable for the private sector, the Program is
exploring the possibility of establishing a special purpose financing facility—
termed the Tumen/Northeast Region Investment Corporation.

As outlined in a draft Prospectus for the Investment Corporation, it will act
as a catalyst for co-financing and mobilizing capital, especially market and
private sector capital. The Corporation will complement other multilateral
financial institutions, rather than attempting to duplicate their functions. Its
distinct role will be to:

e partner private capital with public capital, thereby leveraging public

sector funds committed to infrastructure and non-infrastructure projects;

e assist small and medium-sized enterprises to gain access to commercial

financing;

e administer special purpose funds for technical training in financing and

for environmental dimensions of development projects.

Establishment of the Corporation will very much depend on how the
proposal is viewed by potential sponsors or supporters—including the
multilateral financial institutions.

GROUNDS FOR A RENEWED REGIONAL COOPERATION EFFORT

Participation in the Tumen Program requires a certain act of faith. In addition to
believing strongly in the merits of regional economic cooperation, the participant
has to believe that the member countries are serious about implementing
measures to more closely integrate their economies. Regional cooperation is
ultimately dependent upon the commitment of alt involved to make it work.

There are grounds for optimism. Borders are opening among the member
countries and trade has increased significantly. The infrastructure is improving
and the clements fundamental to making the gateway concept a reality are
nearing completion. Some progress has been made on “software”™ issues, such as
visa permits, and more progress on these issues would sustain the Program
during this period of financial uncertainty. Private enterprise is trans-border,
helping to nudge former adversaries into more cooperative relations. Trust and
confidence among the member countrics appears to be growing, and there are
special opportunities to assist the two Koreas in their aspirations for eventual
unification. An institutional framework is in place for promoting regional
cooperation initiatives, and the member countries are utilizing this framework to
pursuc dialogue on sensitive issues. There appears to be increasing awareness of
shared interests—including protection of the environment.
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Cooperation in the Development of the Tumen River Area

?

Rim Thae Dok

Let me, first of all, express my thanks to the distinguished personages in Tottori
Prefecture, Japan, and the East-West Center for their kind invitation to the
Eighth meceting of the Northeast Asia Economic Forum extended to our
delegation and all the facilities accorded to us. I deem it a great pleasure to be
able to deliver a speech on the issue of the development of the Tumen River
arca, particularly the Rajin-Sonbong Economic and Trade Zone in the northern
part of our country.

It is the consistent policy of the Government of the DPRK to develop
relations of economic exchange and cooperation with different countries of the
world transcending differences in ideology and system under the ideals of
independence, peace, and friendship.

We, in our endeavors to improve economic cooperation and exchange with
other nations, have attached primary significance to developing relations of
cooperation and exchange with the countries located in the same Asian
continent, particularly with those countries in East Asia sharing geographical
proximity. We have spared no effort in bringing this to effect.

Entering the 1990s when movements for furthering economic cooperation
and exchange among countries in Northeast Asia gained momentum, we, with a
positive approach to such a trend, have actively participated in undertakings to
develop economic cooperation and exchange with countries in this region, under
the principle of equality and mutual benefit. To this end, we have effectuated a
series of practical arrangements.

The development of the Rajin-Sonbong Economic and Trade Zone which
forms a part of the Tumen River Area Development Program (TRADP), is a case
in point. As all of you are well aware, many issues on the agenda of previous
meetings of the Northeast Asta Economic Forum aimed to improve regional
cooperation and exchange in Northeast Asia. The development of the Tumen
River arca has always been, without exception, the focal point of such
deliberations. It is recognized as a project of key importance in further
developing such regional economic cooperation and exchange.

Although the development of economic cooperation and exchange in the
Northeast Asian region has been extensively addressed for the last 10 years at
governmental and civilian levels as well as in economic and academic circles,
Northeast Asia still lags far behind other parts of the world in several aspects,
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Cooperation in the Development of the Tumen River Area

Rim Thae Dok

LLet mc, first of all, express my thanks to the distinguished personages in Tottori
Prefecture, Japan, and the East-West Center for their kind invitation to the
Eighth meeting of the Northeast Asia Economic Forum extended to our
delegation and all the facilities accorded to us. I deem it a great pleasure to be
able to deliver a speech on the issue of the development of the Tumen River
arca, particularly the Rajin-Sonbong Economic and Trade Zone in the northern
part of our country.

It is the consistent policy of the Government of the DPRK to develop
relations of economic exchange and cooperation with different countries of the
world transcending differences in ideology and system under the ideals of
independence, peace, and friendship.

We, in our endeavors to improve economic cooperation and exchange with
other nations, have attached primary significance to developing relations of
cooperation iand exchange with the countries located in the same Asian
continent, particularly with those countries in East Asia sharing geographical
proximity. We have spared no eftfort in bringing this to effect.

Entering the 1990s when movements for furthering economic cooperation
and exchange among countries in Northeast Asia gained momentum, we, with a
positive approach to such a trend, have actively participated in undertakings to
develop economic cooperation and cxchange with countries in this region, under
the principle of equality and mutual benefit. To this end, we have effectuated a
series of practical arrangements.

The development of the Rajin-Sonbong Economic and Trade Zone which
forms a part of the Tumen River Area Development Program (TRADP), is a case
in point. As all of you are well aware, many issues on the agenda of previous
mectings of the Northeast Asia Economic Forum aimed to improve regional
cooperation and exchange in Northeast Asia. The development of the Tumen
River area has always been, without exception, the focal point of such
deliberations. It is recognized as a project of key importance in further
developing such regional economic cooperation and exchange.

Although the development of economic cooperation and exchange in the
Northeast Asian region has been extensively addressed for the last 10 years at
governmental and civilian levels as well as in economic and academic circles,
Northeast Asia still lags far behind other parts of the world in several aspects,
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duc to its failure to surpass such objective factors as differences in social
systems, standards of economic development, size of territory, population, etc.

Therefore, in effectuating the development of cooperation and exchange in
Northeast Asia, it is reasonable to take a case-by-case approach, rather than a
package scheme approach, whereby practicable projects are given precedence
and fulfilled one after another. We assume that the development of the Tumen
River arca fits in with the above-mentioned idea and. based on such an
assessment, have proclaimed the Rajin-Sonbong area near the Tumen River as an
economic and trade zone, and we are now pushing ahead with this development
project with vigor.

As you know, the development of the Rajin-Sonbong Economic and Trade
Zone was personally initiated by our fatherly leader Comrade Kim Il Sung in
1991, but it is still quite new to us and the main resources for its implementation
are expected to come from foreign investment and support rather than from our
own single-handed investment. We, therefore, have already instituted relevant
laws and regulations to ensure that potential investors can make unrestricted and
secure investments and perforin business activities in different sectors in the
Rajin-Sonbong zone. We have established a variety of preferential treatments
and incentives which are strictly guaranteed by law.

The development of the Rajiin-Sonbong zone is a long-term project of an
ambitious scale which envisages turning the zone into a world-class economic
and trade zone with all the characteristics of a regional hub for transit transport
that take advantage of favorable geographical and natural conditions. It is also
envisioned as an export processing center in the ficld of light industry, electronic
industry, foodstuffs industry, ete. as well as an excellent service center.

At present, the top priority for us in developing the Rajin-Sonbong zone is to
cftect the completion of infrastructure development in actual terms in the fields
of telecommunications, transportation,  power, cte.—given  that the legal
frianework has already been latd to provide for protection and guarantees of the
investment to be made by foreign investors. Although infrastructure development
requires an enormous amount of investment, as a matter of course, the
development of the zone is inconceivable apart from such development.
Therefore, we have so far attached great significance to promoting investment in
mfrastructure  development  while  wking  other  steps  necessary  for  the
development of the zone.,

As a result, the first phase investment project in the telecommunications
sector has been fulfilled by Loxley Group of Thailand, so that investors in the
zone are given full and unimpeded access to telecommunications services, both
international and local. In addition, the ground for construction of the
International Telecommunications Center will be broken soon.
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Morcover, with investment from a Hong Kong company in the construction
of a road from Rajin to Wonjong Bridge, the border crossing point across China,
we have basically finished civil works for the roadbed and are now engaged in
preparations for paving the road. At the same time, contract negotiations are
being held to secure investment from a Chinese company in a project for
improving the railway from Rajin to Namyang, the railway transit point across
China,

Some investments have also been effected in modermization of the existing
facilities and equipment in Rajin Port such as the construction of & new ferilizer
warchouse and installation of loading/unloading equipment, a gantry crane, to
name a few.

We are also making positive efforts to finish the construction of a heli-pad in
the zone, so we may begin Rajin-Yanji and Rajin-Vladivostok helicopter
services from September 1998, The heli pad will be important while investment
for an international airport is sought.

In order to cope with the increase in travel to and from the zone by
foreigners, we have increased accommodation capacity to about 700 beds
through new hotel projects as well as reconstruction projects in the zone.
Meanwhile work progresses in the first phase project of a five-star hotel invested
with investment from the Hong Kong Emperor Group (scheduled to be
completed in the first halt of next year).

Regarding power, negotiations with Taiwanese and Dutch companies on
ctfecting investment in power plant projects are underway, with a view to
concluding a contract within this year.

As mentioned above, certain progress has been made in infrastructure
development in the Rajin-Sonbong Economiic and Trade Zone. Still, the issuc of
how 1o finance infrastructure reconstruction/improvement poscs itsclf as the
most urgent pending issue in the realization of the development of the Rajin-
Sonbong zone and the Tumen River arca as a whole. Without such infrastructure
improvement it is impossible for the Tumen River area to be developed into a
hub of transit transportation, a main center for the manufacturing industry, or as
a tourist and service center. This 1s so regardless of how simplified border-
crossing  procedures might be or how sufficient a legal and institutional
framework for investment promotion is in place. Without this, the overall
development of the Tumen River area will lose sight of its desired success.

Based on such recognition, our country and other riparian countries are
making (on their own) every effort to scecure funding for infrastructure
development in the Tumen River arca and, at the same time, we are secking
further cooperation among the countries concerned.
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Such cooperative cfforts by these countries for mobilizing the enormous
amount of funds needed for infrastructure development in the Tumen River area
are taking place in a more positive way through participation in the Consultative
Committee and Coordination Commission—the inter-governmental  bodies
dedicated to the development of the Tumen River area.

As is well known, the TRADP is the only development program through
which almost all countries in Northeast Asia have made a commitment to effect
cooperation at the governmental level. The Consultative Committce and
Coordination Commission, whose mandate is to help implement the Program,
have been dealing with the issues of international cooperation on an extensive
scale.

Of all the cfforts made by these two inter-governmental  bodies.
infrastructure development in the Tumen River is placed high among prioritics.
And the issue of generating huge funds for it has been seriously addressed since
the period of the Program Management Committee (PMC) of the UNDP-
sponsored TRADP, which was the predecessor of the Consultative Committee.

The nitiative by the riparian countries to accommodate common
mobthzation and utilization of funds for infrastructure development in the
Tumen River arca through the respective lease of specified amounts of land and
the setting up of & Tumen River Area Development Corporation was not realized
for several reasons. Nevertheless, it marks the first such initiative by the riparian
countries designed to achieve infrastructure development in the area.

The member countries of the Consultative Committee and Coordination
Commisston have sought and deliberated on different methods of cooperation for
securing the colossal funds needed for infrastructure development. In this course,
the establishment of a Tumen River Area Development Facility was recognized
as the most practical option in the third meeting of the Consultative Committee
and Coordination Commission, where it was recommended that further studics
and conerete preparations be made 1o put it in practice.

Itas well known that the resources for funding o project as big as
ifrastructure development are rather limited, and they generally come from
national investment, loans, and borrowings from major donor countries, and
from financing by international financial institutions and development banks.

On the basis of the analysis of the merits and demerits as well as potentiality
for mobilization of such funds from the aforesaid resources, the member
countries recognized that, apant from making continued efforts to obtain such
resources, it would be most effective to set  up a devetopment facility of a
reasonable scale which is properly composed of state investment, financing by
international financial institutions and development banks, and private sector
participation,
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The advantages of such a development facility as seen by the Tumen
Sccretariat are that; a) it can mobilize greater funds through the medium of
relatively modest amounts of state investment: b) it can be established faster than
any new regional development bank; c) the establishment and operation of such
a facility, if successful, would accumulate certain experiences and lessons, lay
the basis for setting up a rcgional development bank such as the Northeast Asian
Development Bank, and demonstrate (o major potential financial institutions the
tangible opportunities of capital financing for the Tumen River area.

Notwithstanding such advantages, however, there is still a long way to go
before the development facility can be realized in practice, i.e., carrying out
studies and discussions in more detail, effecting cooperation among member
countries, conducting exchanging expert opinions and so forth.

One of the major themes of this meeting’s agenda concerns the cooperation
and possible  interconnection between the TRADP, sponsored by the
Consultative Committee and Coordination Commission, and the Northeast Asia
Economic Forum. Since the TRADP has always been the highlight of all
discussions of the Northeast Asia Economic Forum in the past, it would be
conducive for the Forum in its endeavors to bring its activities closer to practice
if it provides cooperation and keeps in touch more with the development of this
area. We believe that the Northeast Asia Economic Forum is in a good position
to render useful cooperation with respect to funding for infrastructure
development, inter  alia, the establishment of the Tumen River Arca
Development Facility, which is at the heart of the whole development process of
the Tumen River area.

According to the prcliminary estimates by the Tumen Secretariat,
LSS 300.000-500.000 is necded for technical consultant fces for developing a
detailed scenario for setting up the Facility as well as for implementation plans
for 1-2 show-case projects. Given the academic nature of the Forum, it is
belicved to be able to provide more effective consultant services for the
establishment of the above-said Facility with Tess financial resources.

To help realize such interconnection and cooperation, an  institutional
relationship between the Consultative Committee and the Forum should be
established. For example, the Consultative Committee, for all its status as an
intereovernmental body, may have as observers not only the countries capable of
making substantial contributions to the development of the Tumen River area,
but also foundations, banks, academic societies, ete.

Therefore, our delegation recommends that the officials of the Tumen
Secretariat, of the Consultative Commitiee, and of the Forum perform a thorough
analysis of the feasibility and scope of mutual cooperation, in order to produce
the most optimal option to be studied for implementation.
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Northeast Asian Economic Cooperation
and the Role of Regional Government

Wang Shengjin

As a result of China’s open-door policy, the transition to a market economy, and
the end of the cold war, new economic cooperation has been promoted among
the countries of Northeast Asia. The three northeast provinces of China are
geographically the closest to the rest of Northeast Asia, but the development of
these provinces has been restricted in the past by central planning. These
provinces have many large steel-making plants and other big state-owned
enterprises, but their industrial equipment is old and technology is lacking.

China’s northeast provinces propose a development strategy to make the
most of their geographical advantages and their existing industry. Development
projects for the 21% century include the Liaotung peninsula and the free-port
development plan in Linoning Province, the development of natural resources
and the Tumen River arca in Jilin Province, border trade with Russia and the
Sanjiang River area development plan, and so on. It is expected that these
projects will contribute to rapid economic growth in Northeast Asia, while also
contributing to regional economic cooperation.

The Northeast Asian region has changed rapidly along with the end of the
cold war and with the changes in the political and economic situation. Socialist
countries have introduced a market economy, and economic and technical
relations between countries have strengthened. The region has a population of
about 300 million and a GNP of $3.3 trillion, which is great enough to make it a
natural cconomic territory. Its most  prominent characteristic is  the
interdependence among countries, with regard to natural resources, finance,
technology, and labor. What is needed is simultancous development by all the
countries of the region through mutual cooperation, rather than independent
development of individual countries.

In 1991 the United Nations Development Program (UNDP) announced that it
was constdering the Tumen River Area Development Program (TRADP) as a
priority for Northcast Asian development. This had a positive effect on
exchanges and cooperation among the countries of the region. TRADP enables
China to promote cconomic development in its northeastern provinces through
cooperation with other countries of the region in the Tumen basin. TRADP can
contribute to opening the Russian Far East and North Korea to foreign countries,
developing their east coast ports, and improving their economic power. It can
also promote further development of South Korea's east coast and increase the
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Successful development of the Rajin-Sonbong Economic Zone is an
inescapable part of the development of the Tumen River area. It was the life-time
wish and last will of our respected leader Comrade Kim Il Sung to bring the
development of the Rajin-Sonbong Zone into fine fruition. And our great leader
Comrade Kim Jong Il always provides us with sagacious leadership in this
regard.

As in the past, and so also in the future, the Government of the DPRK, will
vigorously push ahead with the development of the Rajin-Sonbong Economic
and Trade Zone, and thus make a positive contribution to further expanding and
developing economic cooperation and exchange in the Northeast Asian region.
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Revitalization Program for the Northeast Asian Economy
I
Yong Hak Kim

To strengthen the economic infrastructure of Northeast Asia, there is a need for
close partnership among neighboring nations. In building new infrastructure,
such a partnership is needed at all stages, from formulation to final
implementation and operation. This kind of cooperation will provide mutual
benefits, as opposed to focusing on each individual nation’s interests. Now is the
time for all the Northeast Asian countrics to use a cooperative strategy as a
means of improving their competitive edge in world markets. If Northeast Asia is
to assume a leading position in the world economy, it must prepare itself to meet
the challenges of globalization and regionalism. A critical task in this process is
to select and develop mutually agreed target areas for nucleus cities.

From this standpoint, thec Tumen River Area Development Program
(TRADP), which has been debated since the early 1990s, is by every measure a
model project for revatalizing the Northeast Asian economy, in the sense that the
main countries of the region (China, Russia, Japan, and North and South Korea)
are concerned with this area. In addition, tremendous investments have already
been made in the nucleus cities, such as Rajin-Sonbong in North Korea,
Hunchun in China, and Nakhodka in Russia. In spite of these favorable
conditions, however, the Tumen area has not yet become an engine for
accelerating the economic growth of this region, because the three bordering
countries (North Korea, China, and Russia) seem to have established their own
individual development plans, which do not take full advantage of each other’s
strong points and the potential benefits of mutual cooperation.

TRADP is expected to play a substantial role in the Northeast Asian
cconomy. This role can best be accomplished if the three bordering countrics
take advantage of their complementaritics and thereby balance respective
strengths and weaknesses, based on the understanding that this is a project of
mutual 1nterest and benefits.

To tap the full potential of the Tumen River area, which in turn will
contribute to the revitalization of the Northeast Asian regional economy, the
main solution would be to build up the multinational free-trade zone around the
border area. A leading component of this zone would be an industrial complex,
which would serve as a large-scale site for industrial production, while also
offering auxiliary services, including residential, commercial, logistical,
entertainment, and so forth.
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export of capital and technology. Finally, as a result of the TRADP, Japan will
help to narrow this remaining gap in the Pacific rim and speed up the
development of the coastal regions of the Japan-Sea rim.

In Northeast Asia, as in other regions, industrial development has been
concentrated in big cities. In a sense, therefore, future economic and technical
cooperation will be cooperation among cities. The cities of the Japan-Sea rim
differ in terms of population, structure, and development stage. Each city has
unique characteristics based on its transportation system, finances, technology,
industries, natural resources, and labor resources. The complementarities among
these cities provide an important basis for economic cooperation. Factors that
neced to be examined include the following: (1)the concrete bases of
complementarities, {2) areas in which cooperation can be carried out in the short
and medium term, (3) priorities for economic and technical exchanges, (4) the
structure and volume of maritime trade in the Sea of Japan, (5) annual capacities
of each port, (6) the potential for developing tourism, (7) costs of opening new
sea routes, and (8) the establishment of management institutions.

In addition to economic and technical areas, regional cooperation should also
include general exchanges in areas such as history, culture, political philosophy,
and so forth. This would require establishing an integrated Northeast Asian
studies institution.

Following the end of the Cold War, economic regionalism has become
stronger. Northeast Asia has attracted attention in recent years, because it has the
greatest potential for regional development in the world. Although the region
still faces various development problems, both economic and institutional, the
recent trends of economic cooperation and improved international relations make
its future prospects brighter than ever.
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We are confident that such a cooperative community will serve as an
cconomic bridgehead for Northeast Asian development, that it will enhance the
capabilitics of the countries involved, and that 1t will contribute to peace and

prosperity for the region as a whole.




The Role of Mongolia in Northeast
Asian Regional Cooperation

Tsrendash Damiran

The policy concept adopted by the government of Mongolia in 1994 states that
Mongolia will exert efforts to strengthen its position in Northeast Asia and to
take part, constructively and appropriately in political and economic integration
processes in this region. Therefore, Mongolia has great interest in the Tumen
River Area Development Program (TRADP).

Mongolia’s geographic location makes it a vital part of the landbridge
connecting the significant and expanding markets of Asia and Europe. TRADP
plans cnvision linking the Tumen River area Chinese railway networks to
Mongolia and to existing railway in Russia. Mongolia, for its part, intends to
carry out a feasibility study for railway construction from Ulaanbaatar to
Choybalsan and from Choybalsan to a Chinese station. The goal is to shorten
transport time from the Tumen River area to Western Europe. The government
of Mongolia belicves that the development of this land-locked region is directly
relevant to the development of the Tumen River area and therefore it sceks
bilateral and multilateral cooperation with TRADP participating countries.

Regarding air transport, in 1997 Mongolia completed the construction of an
international airport in Ulaanbaatar. Currently there are regular flights by both
private and state-owned civil aviation companies from Ulaanbaatar to Moscow,
Irkutsk, Beijing, Scoul, Osaka, Frankfurt, and Istanbul. In addition, charter
flights connect Ulaanbaatar to Singapore, Vietnam, Thailand, and some other
countries.

The airport in Choybalsan could provide the only direct link for Eastern
Mongolia and its surrounding regions. Therefore, in 1997 Mongolia commenced
the renovation of Choybalsan airport’s air navigation equipment, lengthening of
the runway, and the construction of a new airport building. Furthermore,
Mongolia is now designing a [ong-range plan, with the assistance of the ADB, to
upgrade its acrospace capacity and convert to a satellite navigation system.

Other feasibility studies include one on tourism that will lead to a master
plan tor the tourism sector up to 2015, and one on telecommunication linkages
between Far Eastern Mongolia and the Tumen River economic development
arca. This study includes telecommunication networks to link Mongolian
northern and southern cities, a fiber optic network linkage between Mongolia
and China, and Iinkages between Russia and China through Mongolian territory,
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Mongolia also is very interested in taking part in projects such as the
construction of high voltage electricity lines and gas pipelines from Russia to
China. Under the TRADP, Mongolia intends 1o carry out a feasibility study on
power supply to Dornod Province and Eastern Mongolia and on the extension of
the electricity grid to this area.

In the past few years, Mongolia has undertaken significant actions to develop
international transport using loans and grants from Japan, the World Bank, and
the Asian Development Bank. For example, through these loans Mongolia has
increased its railway capacity which now reaches up to 4 million tons of cargo
through Mongolia to Russia and China. Mongolia is very interested in
strengthening links between its northeastern part (Choybalsan Railway) and the
road and railway networks of Russia (Baikal Amur Railway) and China
(Northeast China Railway).

Mongolia has concluded transportation agreements with China, Russia,
Kazakhstan, and the DPRK. Mongolia also actively cooperates with the
International Road Transport Association of the Russian Federation, the National
Transport Associations of the U.S. and Japan, and with the International Road
Transport Union. Moreover, in 1990 Mongolia joined the Asian Highway
Organization and has been included in the Asian Highway Network. A number
of transport organizations and companies are now engaged in cargo transport to

Russia and China via Mongolia. Business is likely to grow over time.
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The Russian Far East: Time for Decision
Pave!l A. Minakir

FE.CoONOMIC PROFILE: THE RUSSIAN CASE

Throughout the 20th century the models of state government of the Russian Far
last (RFIZ) have changed. The strong povernmental regulation and direct
financial support that began in 1917 in order to develop the region as a military
base on the Pacific and as a reserve territory for agricultural migration from
Central Russia, ended almost completely between 1922-1930, making the RFE
{during that period) practically economically autonomous. The region could have
continued this trajectory of independent development based on its own resources
and on income from trade with Northeast Asian countries. However, the course
of the RFE’s development would be very different. From 1930-1990 the Russian
Far East fell under the strong regulation of the Central Soviet Government and
the main purpose for the region’s development was to construct and support a
military power on the Pacific capable of competing with U.S. military forces. To
achicve this goal, the Central Soviet Government transferred to the region great
ceonomic and financial resources despite the evident inefficiency with which
they were used in the region. This period was characterized by the creation of a
very closed command economy on the Pacific: 75% of all commodities produced
in Russia's Pacific region were exported internally to USSR regions, 20-21%
were sold within the Pacific region, only 4-5% was exported abroad.

This situation has changed drastically since 1991, The main changes were in
the “rules of the game.” Although all of Russia experienced change, the Russian
Far East has been especially affected. Changes in regulations or rules represent
the most fundamental reason for the economic catastrophe experienced, more so
than  more  evident reasons  such  as  price  liberalization,  privatization,
hyperinflation, and so on. Of course, these latter are the most popular way to
cxplain what is happening in the Russian economy as a whole and to the Russian
regions.

The changes in the “rules of the game™ can be seen in the two main goals
declared it the very carly stage of reform. The first goal was to create and then
inject into the Russtan cconomy new market regulations. The second was to
destroy the previous system of state regulation,

There are two general ways to recover macroeconomic equilibrium. The first
18 to freeze incomes and to focus commen resources on consumer commodities
production (stabilization approach). The second is to cut the money supply by
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putting into place a “money confiscation reform™ or by severely regulating the
national financial system, including the banking system (deflation approach).
Ideally both approaches must lead to structural changes in the economy.

Theoretically, a deflation approach is much crueler but it leads to a quicker
reconstruction of the economy. That s why the Russian government chose the
deflation policy. Based on this, the following model of market regulation has
been followed in Russia.

. Cutting of consumer demand on the basis of general price liberalization.

2. Cutting of demand on investment goods on the same basis plus on the
basis of circulating capital.

3. Cutting of credit emissions by decreasing credit resources in commercial

banks through a quotation of these resources by the Central Bank of
Russia and by substantially increasing interest rates.

In reality the economic model and changes in economic regulation were
needed just to facilitate the real modernization in the Russian economy
converting state property into property of the “criminal-bureaucrat community.”

Limiting the money supply, decreasing the volume of loans, increasing
interest rates, and cutting effective demand will, in theory, decrease production
costs and stop ineffective production. It should stimulate technological changes,
improve production, and lead to other structural changes. However, Russia was
not experiencing an over-investment of capital in the economy before economic
reform began. On the contrary, during the last 12 years before 1990 real physical
capital had been gobbled wp. That is why Russian enterprises had no real
opportunitics to make structural mancuvers except to cut jobs, But the decreuse
in the number of jobs made no sense from the point of view of the adaptive
capability of enterprises. The share of salaries in production costs was too low.
Therefore, enterprises all but 1gnored the theoretical recommendations and did
not cut jobs substantially until 1995, when the “transitional crisis™ in Russia had
become a classic economic crisis,

Managers of state (and later privatized) enterprises chose another economic
strategy—a strategy of non-declared bankruptey. They stopped payments, and in
three years a transition crisis in Russia turned into a financial crisis. Instead of a
dramatic surge in the Onancial system, the financial system was simply killed.
Producers had no money; because of this they began to ignore their obligations.
Bad debts becamie new money. And a new financial system appeared in the
cconomy in the form of barter trade. Quite a new situation, a very new economic
model has been created—the government stimulated a crisis at the micro-level of
the cconomy to manipulate the behavior of enterprises so that it would
correspond with a standard scheme. But the reaction of enterprises was not
adequate; in essence they provoked a non-monetary inflation, in addition to the
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standard inflation. Given the situation, both the state and producers wanted to
decrease the inflation rate, but automotive regulators could not work.

A strategic mistake was made at the very beginning of (he reform in Russia.
The application of financial regulation and implementation of compensators and
stabilizers into the economy can be done if it is a market cconomy. In the case of
Russia it was decided to create and apply a system of market regulators to a non-
markel cconomy.

Another mistake was lo use a single approach of economic regulation in
different regions. From the initial stage of the economic reform Russia was
viewed as a single economy, but the reality was that the country was s0 large that
it had diversified cconomic systems. In 1995 it became evident that the central
government was beginning to look for new policies which could be implemented
successfully in different regions with very different economic profiles, history,
specialization, and basic trends.

JCONOMIC PROFILE: THE RUSSIAN FAR EAST CASE

The Russian central government has stopped all subsidies to the Far Eastern
region (transport, energy and wages subsidies, financial subsidies for capital
formation, ctc.). The region has lost the Russian domestic market and the
markets of the new CIS countries because of a decrease in general demand. The
GNP in 1997 was estimated as 42% of the 1990 level. Production costs, which
now are no longer covered by the state budget, increased greatly. As a result by
1995 75% of regional products were sold inside the RFE, 12% were exported 10
the domestic market, and 13% were exported abroad. This means that a new
cconomic model for the Russian Far East is ready to be actjvated-——a model
based on, as in the 1920s, cconomic cooperation with Northeast Asian countries.

The domestic market of the RFE itself is too small to support effective
demand. That is why the total decrease in regional output from 1991-1997 was
about 586, even in 1997 the regional growth rate was -5.6%. In the RFE one can
hardly sce any structural changes. Changes in industrial structure are the result
of price proportion variations and differenciations in relative growth rates in
different industries,

The most serious problem is the decrease in total investments. In 1997 the
total volume of investments in the region was estimated at 15% that for 1990.
The share of the RFE's investments in the investment activity of Russia as a
whole was about 3¢ in comparison with 8% in 1991. The share of budget
investments was 23% in comparison with 92% in the 1980s and 33% in 1994.
Two-thirds of all investments were commercial investments. That is why the
investment climate in the region is so important for future development.
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Table 1. Investment Ratings in the Russian Far East

Region Total Natural Production  Infrastructure  Legisfation
resources
Sakha Republic 44 3 27 84 29
Primorsky krai 34 16 21 51 13
Khabarovsk krai 28 13 29 5 25
Amur oblast 65 20 55 54 37
Kamchat ohlast 59 28 72 71 48
Magadan oblasi 58 11 74 66 63
Sakhalin oblast 56 36 66 53 53
Jewish AO 76 37 79 58 81

Source: Investitsionny climar I ego sostavijajuschic/Ekspert 1997, No. 47, pp. 34-35

The main industrial complexes in the Far East have decreased their output.
In comparison with the maximum level of output in the 1980s the extraction of
coal consists only of 59%, oil-73%, timber-28%, fish-56%, gold-85%,
production of steel-10%, wood products—12%, paper-10%, cement-23% and so
on. For many industries the coefficient of production capacity used is very low—
from 87% in the coal industry to 6% in the production of cellulose. Before the
reform the share of the production of consumer goods in the industrial
production of the Far East was about 4.1%, now it is only 0.6%. The most
sertous problems are in machinery. Before the reform more than 50% of the
output in this industry was devoted to military purposes. In 1997 the output of
REFE machinery was estimated at 24% of the 1990 level.

There is only one sector of the RFE’s economy that has grown since the
beginning of economic reform—the export sector. The external trade turnover
increased from 1992 to 1997 from $2.7 billion to $4.9 billion. The main trade
partners for the region are Japan, the U.S., ROK, and China. More than 50% of
foretgn trade is connected to Northeast Asian countries. At the beginning of
1997 the total volume of accumulated foreign direct capital was estimated at
$550 million. From 1995-1997 Primorsky Krai, Magadan Oblast and
Kamchatskiy Oblast saw a total investment of about $240 million in the form of
foreign loans.

Given this situation, regional authorities and the academic community have
proposed a new concept of regional economic development, Its essence is to
return o the model of the 1920s, to recover the economic autonomy of the
Russian Far East based on the creation of an “open regional economy™ and on
cooperition with Northeast Asiian countries.
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INTERNATIONAL COOPERATION: TRADP AND RELATED PROJECTS

The Tumen project could be used to strengthen Russian participation in
Northeast  Asian cconomic  cooperation. On  the Russian side the area
encompassed  in this project is the Tumen River-Zarubino-Vladivostok-
Nakhodka-Pogranichny-Tumen River arca. There are sub-projects, related to the
general TRADP isclf.

Modernization of Zarubino Port

Modernization of Zarubino port and the construction of the Hunchun-
Zarubino railroad will provide China with a new exit to the Sea of Japan. And a
new cargo route will be created through China and Zarubino to Northeast Asia
and Europe. The railroad was completed in 1996, linking Russia with Hunchun
in China. The port of Zarubino is managed as an open joint-stock company. In
1997, 700,000 tons of cargo were handled at the port. According to the plan, the
figure will be increased to 7 million tons. The next step is the beginning of
Zarubino port modernization. Through Zarubino, Russia will transport stee!l and
other metal products exported from Russia. But transit cargoes from China still
account for only a very small percentage. It is noteworthy that wood chips from
Jilin Province are now transported to Japan through Zarubino port. Based on a
contract concluded by Jilin Province in Japan, 740,000 tons of chips were
transported in 1997,

Zarubino Scaport Management Co., Ltd., is responsible for the management
of Zarubino port; it does not plan to handle container cargoes for the time being.
This policy s presumably due to the Russian government’s intention to avoid
competition between Zarubino port and container ports in Nakhodka, Vostochny,
and Viadivostok.

Modernization of Trans-Siberian Railroad Container Service

General cargo flows in the REE have decreased greatly. From 1990 1o 1996
cargo fows decreased by nearly two-thirds (from 113.5 million tons in 1990 to
41 million tons in 1996). Because of this the Trans-Siberian is operating at only
on 31% of its full capacity. It means that Russia is loosing benefits and cannot
substantially decrease transportation tariffs for the Far Eastern region. The
international  container service through Siberia was opened in 1971, The
dynamics of transporting international containers between Asia-Pacific and
Europe were as follows: 1971-1,992 containers, 1981-136,455 containers,
1990-69,879 containers, 1996-22,068 containers. In the 1980s the Trans-
Siberian Container Service transported 5-6% of the total number of containers
from Asia to Europe. This figure has decreased to 0.7%. The most important
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cause for this is an enormous increase in transport tariffs and cargo shipment
tariffs at seaports. Transport tariffs in Russia in 1990-1997 increased 22,113
times, industrial prices during that same period increased only 8,895 times.

If cconomic and institutional barriers were overcome the Trans-Siberian
conlainer service could transport about | million containers per year. There is a
federal program to achieve this result. First, in 1997 transport tariffs were
decreased by 10% and in the near future there will be an additional decrease of
30-50%. Second, the Ministry of Transportation and the Far Eastern Railroad
Company have started to run special trains, which can transport containers from
Vostochny to Luzaika in 10-11 days. Third is the simplification of custom
procedures. Custom duties not in harmony with international practices will be
climinated. Fourth, the value-added tax will be eliminated in the case of
container transportation tariffs. Fifth is the modemization of the railroad bridge
through the Amur River near Khabarovsk, which has been completed.

The Nakhodka Free Economic Zone (FEZ)

After several years of difficulties in creating a Free Economic Zone under
unfavorable conditions—the central government was not eager to provide
additional incentives for investors—the Administrative Committee in Nakhodka
and the administration of Primorsky Krai decided to activate a new program for
developing the FEZ. A main part of this program is the construction of local,
small-scale economic zones in the territory of Nakhodka. Five local zones are
now under construction. The most interesting and promising are the Russian-
American and Russian-Korcan technological parks. A very important project is
the establishment of a customs-free zone in Vostochny port for the handling of
containers.

The Sakhalin Oil and Gas Project

Khabarovsk Krai and Primorsky Krai are waiting for the gas from Sakhalin to
umprove their energy situation, mainly to cut energy tariffs for producers.
Moreover, the beginning of oil and gas extraction will mean the beginning of a
new stage in economic cooperation in Northeast Asia because of greater physical
and cconomic interdependence among Russia, Japan, China, Korca, and
Mongolia.

CONCLUSION

The future development of the Russian Far East and possibilities for regional
cooperation in Northeast Asia are connected with the success of the State Long-
term Program for the Development of the Far East to the Year 2005. The
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program has many problems, particularly problems with federal budget
financing. In 1997 the region received 13.5% of the planned budget investments.
In 1998 because of the financial and budget crisis in Russia the prospects were
gven worsce.

The Russian Far East has great potential for effective participation in
Northeast Asian economic cooperation because of the RFE's extremely rich
natural resources, advanced technological base in industry, and skilled
population. Two main things arc nceded to realize this high potential: first, a
stabilization in economic development and a solution on this basis of financial
problems; second, coordination in economic policy between the territories of the
RFE and central authorities.
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Grouping Towards Economic Cooperation
in Northeast Asia

Tetsuya Endo

REGIONAL ECONOMIC COOPERATION DEVELOPMENT

» APEC takes a role as the hub of the Asia-Pacific region.
= The participation of Russia in APEC is considered.

NORTHEAST ASIA AND REGIONAL ECONOMIC COOPERATION

Northeast Asia, composed of South and North Korea, Japan, China, Mongolia,
and the Russian Far East, is off the current stream of regional economic
cooperation.

Reasons

* North Korea is a missing link in Northeast Asia and prevents regional
coordination in government-level relations. The region is an aggregate of
bilateral relations, some of which are not officially normalized.

* The North Korean economy is in devastatingly bad shape.

POTENTIAL AND PROSPECT FOR THE DEVELOPMENT
OF REGIONAL ECONOMIC COOPERATION

Northeast Asia is an cconomically promising area with abundant labor and
natural resources. The following approaches are suggested as examples for the
development of regional econoniic cooperation in the region.

e Further  strengthening  of  existing  bilateral  relations  (remarkable
improvement of Russia-Japanese relations is a tendency to be welcomed).

» Normalization of relations between North Korea on one hand and Japan,
South Korea, and United States on the other hand. Encourage North Korea to
become a constructive partner in the region.

* Sceparate economy from politics and promote 2 step-by-step practical
approach in economic cooperation (e.g., regional cooperation plans in the field
ol agriculwural technology).

* Formulate regional cooperation plans in energy such as natural gas.

e Encourage the United States to participate in this area.
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Prospects for Multilateral Cooperation:
Japan, China, and Russia

Viadimir I. lvanov

In 1998, some of the impediments for cooperation in the Northeast Asian
ecconomic subregion still remain, but, compared with 1992-1997, there has been
considerable progress in Moscow-Tokyo and Moscow-Beijing political and
cconomic dialogues. Also, in 1998 key regional bodies such as APEC are
expanding to involve new economies such as Russia, thus making the Northeast
Asian subregion better represented in its working structures.

Recent positive developments in Northeast Asia allow us for the first time to
single out the Japan-Russia-China “triangle™ and study prospects for potential
mutually beneficial and long-term linkages among these three neighbors which
have historically played key roles in Northeast Asia—traditionally known as an
area of rivalry and conflict, not cooperation.

As a subregion poised for economic cooperation, Northeast Asia became a
focus of economic analysis only in the carly 1990s. But despite the growing
primacy of economics (after immediate security concerns subsided), one can
identify “strategic spots™ in the subregion or a proposed “tniangle™ of issues that
arc key to the relationships and stability of Northeast Asia: common borders,
modalities of mutually beneficial access to natural resources across borders, and
long-term environmental concerns.

The first set of probleims is deeply rooted in history and associated with past
contlict. All three powers continue with their long-time disagreements with
regard 1o some portions of their borders, The guestion is how and when these
impediments will be removed and what underlying philosophy could help to
manage these disputes if the disagreements linger.,

The second set of problems is long-term encrgy needs and options for
meeting them. The question is how the new links of interdependence in the arca
of energy production and supply will influence long-term state-to-state relations
and public perceptions,

The third set of problems is the threat of environmental degradation in
Northeast Asia. The question 1s how China, Russia, and Japan can deal with
cnvironmental problems that do not respect borders and already affect vital
interests of the people of these three countries.

The modality of contacts in these three areas among Japan, China, and
Russia and the philosophy underlying their relationships could strongly
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influence—as was always the case in the past—the nature of multilateral
intcraction in the whole of Northeast Asia.

The focus on a “triangle™ is promising in two respects: (1) it provides an
opportunity to test a “modular multilateralism™ approach, and (2) it explores
prospects for these three countries’ long-term constructive and mutually
beneficial engagement.

The question is how the concept of modular multilateralism can work in the
environment of Northcast Asia. One can assume that each “module”™ (country-
wisc) means much more than a combination of bilateral economic issues and
opportunities—rather each “module” can encompass a number of common or
shared interests that cannot be effectively addressed through unilateral or
bilateral efforts.

The expectation is that the concept of modular multilateralism (issue-wise)
as an “open” system can facilitate cooperative relationships among all countries
and cconomies of Northeast Asia, not only between Japan, Russia, and China.
However, if cooperation within this “triangle” is successful, it will become a
catalyst for the consolidation of the entire subregion, incorporating other issues
and participants.
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Regional Cooperation for Telecommunications
Infrastructure in Northeast Asia

Meheroo Jussawalla

In today’s globally interconnected new economy—linking the world’s markets,
banks, and currencies closer together—it becomes imperative that we recognize
the significant role of the information industry, which now has a turnover (total
sales revenue) of $1.5 trillion as of 1997.

Market demiand has exploded and global traffic is growing at a dizzying
pace. The Information Age has heralded a worldwide explosion of demand for
converging technologies like the Internet, Electronic Commerce, Internet
Protocol Telephony (voice over computers), and an integration of telephones
with cable broadcasting, resulting in large scale mergers like AT&T's with TCI,
which is the largest cable company in the world, and with British Telecoms,
virtually establishing a monopoly over international convergence services and
defying the U.S. Telecommunications Reform Act of 1996. Transmission
channels are racing to catch up with this demand bringing about declining costs,
increasing profits, and greater choice and perhaps greater affordability of access
to information. In this technological revolution, the Asia-Pacific region has been
a leading player which has slowed down somewhat due to financial constraints.
The region’s share of international traffic will rise from 4% in 1988 to an
estimated 24% in 2003, Sunilarly the teledensity of some of the countries varies
widely with China trying to catch up to cight telephones per 100 persons by the
year 2000.

Major drivers of international telecom demand have been privatization and
deregulation of statutory telephone monopolies in the Asia-Pacific region, as in
the cases of Malaysta, Thailand, South Korea, and Singapore, along with entry
of new independent carriers in cellular and satellite services. In February of
1997, the WTO got an Agreement for Basic Services, from 67 countries to
enforce the re-balancing of telephone tariffs. The FCC provided Bench Mark
rates for telephone calls between the U.S. and Asia-Pacific countries, which
would prevent call-back services making arbitrage profits at the expense of even
small Pacitic Island nations. All this was placed on hold because of the currency
crisis in Asia.

As of February 1998, 50% of the traffic over the Pacific Ocean was Internet
driven. The estimated growth of Web users in the region will be 12% by 2002.
Technology is maturing and will provide supplies as the market expands. Data
transmission rates by 1999 will be 80 kbps and are estimated to grow to one




Regional Cooperation for Telecommunications Infrastructure in Northeast Asia 20!

terrabit per second by 2001. The China-U.S. submarine cable with an investment
of one billion dollars will carry traffic at 80 kbps using a new technology of
wave division multiplexing which means using various channcls transmitting
data in larger volume. AT&T, BT, and Japan Telecom signed an agreement to
build a one billion dollar submarine fiber optic cable. It will touch Kahe Pt. on
Ouahu and then reach San Luis Obispo—a 13,000 mile link to be completed by
2000. It will carry 8 million voice calls simultaneously. Even low-income
countries like China and India have invested in the capital stock of Iridium to
benefit from instantancous connectivity. The significant questions for the region
are: does technology guarantee connectivity to the low-income and remote
regions within these countries? Or does it widen the gap between the tele-haves
in the urban arcas and the tele-have-nots in the rural farmlands? Does a rising
tide lift those without boats?

[t is against this backdrop that Korea Telecom, a partially privatized
monopoly telephone company of South Korea decided it is time for it to venture
into global markets and become competitive in its supply of services. Its goal
was to make Korea one of the strategic telecom hubs of the Pacific.

In keeping with the goals of the East-West Center in technical interchange,
Korca Telecom decided in 1996 to support a large-scale research study at the
East-West Center to ascertain the challenges and policy options being tacked by
the telecom sectors of other leading countries in the field such as the United
States, Europe, and Japan. Rescarch papers were commissioned from the best
scholars and practitioners in the field along with written critiques of ecach
country’s study. A preliminary workshop was held in the summer of 1997 o
lcarn the results of these surveys and to discuss the dynamics of changing
technologies and their impact on industry structure, investments, and trade in
both equipment and services. These discussions also focused on the changing
international regime such as the new rule-making policies of the International
Telecommunications Unton (based in Geneva with a membership of 170
countries) with respect to harmonization of standards, allocation of the radio
frequency spectrum, and meeting the competitive demand for the satellite orbit.
From Brussels to Tokyo value-added networks and policies were evaluated by
these scholars for the European Union, the FCC, and the MPT of Japan. The
FCC, n keeping with the Telecommunications Reform Act of 1996 for the US,
fatd down bench mark rates for countries that had international traffic
agreements with the US, and Japan's MPT ordered the break up of the Nippon
Telephone and Telecommunications Company (NTT) which was the dominant
monopoly carrter for decades. These issues were carefully scrutinized by the
authors, policy makers, and industrialists who imparted their expertise in lively
exchanges during these sessions.,
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All papers were critiqued by other experts in the ficld, and the presenters
agreed, after deliberations, 1o revise the contents appropriately to cover the spate
of mergers and acquisitions and the flows of direct foreign investment. The only
other Asian country (with the second largest market for telecommunications in
the world) which was studied was China with recommendations for Korea
Telecom's late entry into this exploding market.

A final conference in the winter of 1997 and early 1998 brought to the East-
West Center a veritable galaxy of world renowned experts. Thesc international
practitioners and policy makers imparted their knowledge and experience to the
rescarch papers in lively exchanges over a period of three days. The final output
of these studies in the United States, Europe, and Japan (China was excluded)
are 1o be published in a volume, Globalization of Telecommunication Markets:
Competition and Collaboration. Having recently been admitted to the OECD and
having taken the lead in telecommunications at the Bogor Meeting of APEC,
South Korea's ambitions programs were forging ahead when the currency
contagion spread and stalled the investment programs that were alrcady on the
anvil. one of the casualtics being the APII Summit to be held Honolulu.

Along with these studies another trail-blazing rescarch project in
telecommunications was undertaken in 1997 by the East-West Center in
collaboration with the Northeast Asia Economic Forum. On the eve of the 21%
century the world in general and the UNDP in particular has begun to attach
arcat importance o Northeast Asia as i vast cconomic and operational theater in
the world of the future. Studics were commissioned to assess the benefits and
costs of communication infrastructure development in the low-income triangle of
the Tunen River Delta. This study involved all six member countries of the
Forum: China, Japan, Mongolia, North Korea, Russia, and South Korea. The
Tumen River originates in the Changbai Mountain range which spans castern
Jilin Province in Northeast China. The river runs for 600 km from this mountain
though North Korea and enters the Sea of Japan by the city of Khasan in
Primorsky Krai of Russia.

An in-depth analysis was done by accomplished scholars from Australia,
Japan, the University of California, and the University of Hawaii, who collected
atistical information hitherto unavailable and gave their insights into the future
potential of the region. These papers were discussed at a prcliminary meeting
held in Ulaanbaatar in Mongolia in July 1997, which brought to light the
relatively advanced telecomimunications infrastructure in the city of Ulaanbaatar,
but with next to nothing beyond the periphery of that city. The focus of this
meeting was to discuss a summit of policy makers and telecom service suppliers
in Honolulu in January 1998, in order to design a framework for creating
apportunities for infrastructure development in the Tumen River Pelia region in
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general and the Rajin-Sonbong area in particular, which has been declared a Free
LEconomic and Trade Zone and is betng assisted by the UNDP. (Jan Davies of the
UNDP Tumen Secretariat told The Economist of 27 June 1998 that US$900
million had already been invested in the Tumen Delta and more than US$3
billion will be required, but border controls have to be cased—Rajin-Sonbong
and Nakhodka are declared FTZs.) For the first time in recent history, North
Korea sent a group of six experts to the meeting, of whom some were engineers
and a couple were policy makers, they spoke English. They were joined by
representatives of Nakhodka Telecoms Company from Russia, which is a
subsidiary of Cable and Wireless, and by the Government-operated telephone
company of Mongolia, along with top officials from KDD and NTT of Japan,
and from Korea Telecom.

Under the chairmanship of Dr. Lee-Jay Cho, this workshop resulied in a
fruitful exchange of information and ideas regarding the progress of landlines,
cellular systems and satellite receiving stations such as VSATs (very small
aperture terminals). Both KDD and Korea Telecom have made investments in
Mongolia, and Telstra and Intelsat have provided the earth station for that
country. Likewise North Korea has contracted Loxley Telecom Company of
Thailand for its cellular hinkages. This workshop also resulted in a volume of
papers, commentaries, and data awaiting publication, with the permission of the
East-West Center.

Finally all these representatives of the Northeast Asia Economic Forum
participated in a Round Table Discussion at the20th Annual Conference of the
Pacific Telecommunications Council (PTC) held in Honolulu and attended by
1100 participants. The North Korean and Mongolian participants from the East-
West Center workshop expressed their countries” needs and policics which
evoked considerable interest among vendors in search of new markets. The PTC
Board of Trustees welcomed this opportunity, the first of its kind in 20 years, to
have North Korean and Mongolian participants join various sessions and visit
cquipment exhibits.

‘The future of this project will be further deliberated at an upcoming meeting
to be hosted in Yanji City in Jilin Province, China, which borders the Tumen
River delta arca. This meeting is planned for 21-24 September 1998 and will
coordinate with the UNDP Forum on Investment in the region. Once set in
motion, these infrastructure developmients will truly acclaim the “death of
distance™ in the remotest parts of the globe: a globe which is not yet a global
village.

For the Yanji Mceting a background paper has been prepared by Sun Lin and
Meheroo Jussawalla, who have analyzed alternative models of infrastructure
development. Instead of linear economic forecasts, we have provided scenarios




Meheroo Jussawalla

based on different levels of demand as well as available technology and
operational issues. Gur report is based on the belief that a sound understanding
of the reality of the region and its growth potential is crucial for valid business
perspectives, so that successful strategies may be implemented which will
deliver practical benefits to the Tumen River Delia in the long run. In the
Demand diagram which we have presented and the index used is a combination
of composite demand and service and equipment on the supply side. Demand s
difficult to project especially when it 1s not backed by purchasing power, but as
the Commerce Departinent in the U.S. gives a price index based on a basket of
commoditics commonly used, we have combined a number of types of demand
such as demand reserved over a period of time (business demand), unfuifilled
demand, demand for emergency communications, and demand of low-income
dwellers. The “Missing Link™ has been calculated for this region and the
rationale behind the Telecommunications Infrastructure that we have proposed is
to deviate from the UNDP Master Plan by extending existing networks within a
politically scnsitive environment by keeping the costs as close to reality as
possible. With the availability of funding from international institutions, new
infrastructure patterns can be worked out later based on our proposed model. In
any scenario, the close cooperation of the member countries of the Forum
becomes the most significant component of success. These details will be
thrashed out at the upcoming Yanji Mecting in late September.
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Table 1. Major International Teiecom Demand Drivers
e Privatization and Deregulation
Entry of new carriers
s Accounting Rate Reform
e Innovative New Services
e Internet and Services through Internet
(the most important and significant of all drivers)

Table 2. What Is Driving Internet Growth

e Digital Delivery of Goods and Services
Delivery through Internet-Software, Newspapers, Music CDs,
Banking, Airline Tickets, Securities, Insurance, Consulting Services,
Education, Billings of all kinds of business

e Retail Sale of Tangible Goods
Internet malls and shopping of all kinds

Table 3. Major Internet Service Providers in China (June 1997)

Web Site Service ISP

bta.net.cn General Beijing Telecom Admin.
bol.co.cn General Intercom Co.

cei.gocn Economics & Trade State Information Center
dragonweb.co.cn Entertainment Dragonweb Technology Co.
sonic.net.en General China Internet Info. Ctr.
educn Education & Rescarch  State Education Commission
casnet.cn Science & Rescarch China Academy of Sciences
cimeten General China Int’l Network Info. Co.
cast.co.cn General East Telecommunications, Lid.
gbh.co.cn General Ji Tong Communications Co.
pannet.co.cn Entertainment Masslink Technologies Co.
chinabike.beijing.cn.net  Entertainment BIKE Electronics Tech. Co.
online sh.cn General Shanghai Telecom Admin.

Source: CTR Group, 1997
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Figure 1. Teledensity in Asia-Pacific and China
Source: International Telecommunication Union
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Figure 4. Telecom industry alllances map
Source: Ovum, Ltd. 1996.
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