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Preface

The Northeast Asian region is continuing to foster its potential to become
one of the most dynamic economic centers of the world, in spite of pending
contentious political issues among the major players of China, Japan, Korea,
and Russia. Given the vast natural resources in Russia and Mongolia, and with
its increasing capital resources and advancing technology and productive linkages
to the Pacific, North America, and Europe, this region is playing a pivotal role
in the global economy.
Despite phenomenal economic growth in the region in the last half century,
Northeast Asia has not been able to achieve corresponding progress in regional
security and stability in the aftermath of the Cold War era and the resulting
geopolitical conditions. The countries of Northeast Asia must further their
developmental goal aimed at creating an economic community in which, by
harnessing the individual economies of the region together through functional
economic cooperation, peaceful coexistence and prosperity will prevail. Creating
a Northeast Asian economic community is a daunting challenge for the Northeast
Asian countries. Initiating specific functional cooperation projects and designing
a concrete and constructive approach is an important step toward meeting this
challenge. It is crucial for the Northeast Asian countries to continue to promote
region-wide cooperative projects leading to a regional institutional mechanism.
The Korea Institute for International Economic Policy (KIEP) and the Northeast
Asia Economic Forum (NEAEF) have been cooperating in efforts toward
achieving closer economic and financial cooperation in the region. This volume
presents the results of a project implemented in 2014 to continue the effort aimed
at regional institutional arrangements for financing regional economic integration
through cross-border infrastructure developments.
Within a broader framework of regional economic development and
cooperation, national perspectives are provided in conjunction with energy and
resources cooperation. Regional economic integration in terms of institutional
dimensions, along with physical connectivity through cross-border infrastructure
development, have been articulated. Greater focus has been given to the Tumen
river area within the larger geographic framework of linking with North

America and Europe. The very region that serves the interests of all Northeast
Asian countries is the Tumen river delta area, where the Korean Peninsula,
China, and Russia share borders. Developing this area is of strategic importance
given its potential for enabling peaceful resolution of conflicts in the Northeast
Asian region. This coincides with the “Creative Convergence Effect” that could
be derived from the “Northeast Asia Peace and Cooperation Plan and
Inter-Korean Trust-building Process,” both of which the South Korean
government is advocating.
Financing cross-border infrastructure in this area will be a great challenge
and at the same time could yield potentially enormous benefits to the Northeast
Asian region as well as internationally. Peaceful economic cooperation in the
‘Greater Tumen Area’ is consonant with South Korea’s vision and strategy
for inter- Korean economic cooperation and a Northeast Asian economic
community. The NEAEF through continued efforts has been able to sustain
the momentum for developing a multilateral financial institution for the purpose
of financing cross-border infrastructure aimed at regional economic integration
in Northeast Asia. The assessments of the current situation represent a useful
reference and guide regarding the recent proposals for multination banks for
investment and development.
This volume is the final part of a series of proceedings titled Financing
Regional Economic Integration and Functional Cooperation for Northeast Asia.
It contains presentations and summaries from the 23rd annual Northeast Asia
Economic Forum (NEAEF) conference and meetings, as well as related activities
that took place under this project. The aim of the project is to contribute to
and encourage activities and efforts toward regional economic integration in
Northeast Asia.
KIEP is grateful to Dr. Lee-Jay Cho, Chairman of NEAEF, for his leadership
in implementing the project, to the authors of the reports and presentations, to
conference participants, and to discussants who contributed to this volume.

Il Houng Lee
President
Korea Institute for International Economic Policy (KIEP)
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Introduction and Overview
Cho Lee-Jay

The Northeast Asia Economic Forum (NEAEF) is a regional nongovernmental
organization created in 1991 to sponsor and facilitate research, networking, and
dialogue relevant to the economic and social development of Northeast Asia.
The Forum is also committed to promoting understanding and relations among
the peoples of Northeast Asia, North America, and Europe.
The main objective is for NEAEF to conduct research and conference
activities aimed at functional economic cooperation such as cross-border energy,
transportation and logistics infrastructure development, and capital mobilization.
The Forum holds annual conferences, workshops, and seminars for planning,
facilitating, coordinating, and implementing international and interdisciplinary
solutions to common policy problems. It is the only nongovernmental regional
organization in which all the nations of Northeast Asia and the US are consistent
and active participants.
For the year 2014, NEAEF in collaboration with the Korea Institute for
International Economic Policy (KIEP), cooperated in efforts toward achieving
closer economic and financial cooperation in Northeast Asia, and continued its
focus on research, the annual conference, and meetings aimed at financing
regional economic integration and establishment of the Northeast Asian Bank
for Cooperation and Development (NEABCD). This work aims to promote
functional economic cooperation in terms of cross-border resources, energy
supplies, infrastructure construction, capital mobilization, and institutional
development.
NEAEF, as planned for the year 2014, facilitated conference and meeting
activities in which experts presented their perspectives, views, ideas, concrete
proposals, and strategies relevant to the issues of a regional institution for
financial cooperation.
This volume, which is the final part of a series of proceedings titled
Financing Regional Economic Integration and Functional Cooperation for
Northeast Asia: Toward a Northeast Asia Economic Community, presents the
results of a project implemented in 2014 that includes presentations and
summaries from the 23rd annual NEAEF conference and meetings, as well as
related activities.

Planning Meeting in Honolulu
The planning meeting for the ‘2014 NEAEF Activities on Financing
Regional Economic Integration through Cross-border Infrastructure Construction
in Northeast Asia, with Emphasis on the Tumen River Area and Northeast China,
the Korean Peninsula, and the Russian Far East,’ was organized by NEAEF in
cooperation with KIEP, Research Center for Financial Cooperation in Northeast
Asia, Nankai University, and Tianjin Municipal Government, and held in
Honolulu, Hawaii from 20-21 February 2014.
Major Topics for Discussion of the Meeting
 Review of NEAEF efforts for establishing the NEABCD.
 Updates on trade and investment through the CJK FTA framework and
cross-border economic cooperation in Northeast Asia.
 Emerging emphasis on functional cooperation via concrete cross-border
infrastructure development proposals and implications for North and
South Korea’s economic integration as integral part of a Northeast Asian
economic community. Functional cooperation in terms of energy and
environment, transportation and logistics, etc.
 Discussion of a renewed approach to financing and facilitating
cross-border infrastructure construction in the Tumen river area.
 Developing a tentative agenda and a special field trip plan relevant to
the theme of this year’s annual conference in Seoul.
Discussion
The Chinese side provided general comments about China’s perspective on
the themes for the conference and activities. President Xi Jinping of China has
outlined several focal points. First, strategic reorganization and restructuring for
economic development in the future, which includes cooperation in Northeast
Asia. Second, focus on improving efficiency and discouraging corruption, wasting
resources, and complacency of government officials. It will take time for these
tasks to be achieved.
Regarding, Korea, since President Park took over, she has been actively
promoting a non-nuclear Korean peninsula and dialogue between North and South
Korea. China and Korea’s relationship is deepening. The general public in China

has become more positive toward Korea as demonstrated in, for example, the
Sochi Winter Olympic games.
In contrast, in Japan, since Prime Minister Shinzo Abe took power, his
extreme position on many important issues; for example, his views on history
and past wars, has had a negative impact on relations between Korea and Japan
and China and Japan. In fact, this might be considered a historical low point
for economic cooperation between China and Japan. The US has expressed
concern over the issue, but it will take some time to reduce tensions within
the region.
It was determined that the NEAEF conference should continue promoting
regional cooperation but may need to take a different approach, namely, by
focusing on Tumen river area functional economic cooperation and Korean
Peninsula economic integration.
The Northeast Asian Bank for Cooperation and Development (NEABCD)
has been discussed for a number of years. In previous discussions with China,
Japan, and Korea, the three stakeholders appeared hesitant to cooperate. It is
believed China and Korea could lead more in the initial phase encouraging the
other countries to follow to achieve some consensus. While Japan should not
be excluded, there is urgency to move past delays and move forward. A starting
point is to visualize who this bank will serve.
China is currently proposing an ‘Asian Infrastructure Investment Bank’
(AIIB) to the region. It was mentioned last May 2014 by President Xi Jinping
at the Hainan forum to address Asian collaborative cross-border infrastructure
construction. Since then Thailand, Malaysia, Indonesia, and Laos among other
countries have signed on to this initiative. China plans to provide 50 percent
of the total investment for the AIIB to address collaboration on railway, aviation,
and shipping in Southeast Asia (Mekong area). This could contribute positively
to our bank, the NEABCD, in the long run. In communication with relevant
Chinese agencies, it is possible to have another bank addressing collaboration
within the Northeast Asian region, which emphasizes equal cooperation, because
it is different from the bank China proposed.
Jiang Zhenghua, former Vice Chairman for the Chinese People’s Congress,
recommended promoting and establishing the NEABCD as more appropriate for
Northeast Asia than the ‘Asia Infrastructure Investment Bank’ (AIIB).

Dr. Cho Lee-Jay reported on China’s proposed bank from information
provided by Dr. Stanley Katz. The proposed Chinese bank is far inferior as a
vehicle for regional development compared with the NEABCD, for a number
of reasons, including:
1. Financing might be limited to countries that border on China (if China’s
cross-border projects are prioritized). Most of the countries that need development
assistance would not be eligible.
2. It would tackle the most intractable part of the development spectrum―
regional projects. Neither the World Bank nor the Asian Development Bank
(ADB) have had great success with regional projects. For one thing, they involve
the development and integration and then the coordination of regional policies,
which is usually beyond the capability of most developing countries. Most
developing countries have their hands full trying to develop and implement
domestic projects, and recognizing the inherent problem they involve, most
countries assign low priority to regional projects.
3. Unlike the NEABCD, ADB, and World Bank, the proposed Chinese bank
would not provide any advisory or technical assistance in such areas as
policy-making and institutional development, both of which are fundamental
precursors of successful project development and implementation.
4. The NEABCD has been subject to detailed review and analysis for more
than a decade. There is general agreement on its parameters and components
(e.g., capital structure, share-holding, membership, etc.). The delay in establishing
the NEABD has been of a political, not substantive, nature. If political issues
could be resolved by the countries concerned, the NEABCD could be up and
running in a few months.
5. That is not the case with the new bank proposal. A great deal of detailed
analysis and review, and meetings and decisions, would be required to determine
the parameters, operations, structure, etc. That could take years. And even if
all that is accomplished, it is likely that the same political issues will remain.
Dr. Lee Chang Jae shared his comments on Free Trade Agreement (FTA)
efforts with Korea. The FTA efforts and updates on China-Japan-Korea (CJK)
FTA are linked to trade promotion and economic cooperation.
The bilateral China-Korea (CK) FTA finished its ninth round and should
be concluded in 2015 if not 2014. The trilateral CJK FTA conducted three rounds
of negotiation and the fourth round will be held in late February 2014 in Korea,

but unlike the CK FTA, it is still in a preliminary negotiation stage and the
exact framework has not been agreed upon.
The Regional Comprehensive Economic Partnership (RCEP) has held three
rounds of negotiation and the fourth round will take place in China in April.
ASEAN will take the lead. The Transpacific Partnership (TPP) should be
completed by 2015. The member countries include Singapore, US, Australia,
Vietnam, Canada, Mexico, Japan, Chile etc. Korea has expressed interest in
joining the TPP.
Dr. Nam Sangmin proposed UNESCAP (East and Northeast Asia)
co-sponsorship of two sessions for the 2014 NEAEF annual conference as was
done the previous year in Vladivostok, namely, the Energy and Environment
and Panel discussion of institutional collaboration on regional integration
involving representatives from institutions such as, the GTI (Greater Tumen River
Initiative) in Northeast Asia. It was proposed that the energy session be expanded
to discuss issues related to physical connectivity by means of cross-border
infrastructure development such as gas pipelines, transportation of energy
resources, logistics, and others issues as relevant. It was also underscored that
UNESCAP has a strong desire to contribute to cross-border functional cooperation
in the Tumen area involving the riparian countries of China, Russia, North and
South Korea, and Mongolia.
It was agreed that it is imperative to take advantage of the Tumen river
project in order to promote economic integration. Based on the Forum Conference
in Vladivostok, there is much discussion on the Tumen project, but the concern
is financing. It is hoped that there will be renewed efforts and support generated
for the Tumen project. Jiang Zhenghua emphasized that collaborating with Korea
focused on the Tumen area would be conducive to economic integration in the
riparian area and economic integration in the Korean Peninsula. North Korea
seems to want to collaborate economically, for example, economic development
zones continue to be active and cooperation with China has continued.
The possibility that China would be able to help arrange a field trip (after
the annual conference) to Yanji and the Tumen area was discussed. The Yanbian
Korean autonomous region welcomed a field trip. The potential focus for the
field trip could be cross-border trade and economic integration with North Korea.
Regarding the annual conference agenda, based on the discussion of the
themes, presentations, and speakers, NEAEF in consultation with the cooperating

institutions, would continue to plan and develop an agenda for the 23rd annual
conference to be held 27-30 August 2014 in Seoul, Korea.

The 23rd Annual Forum in Seoul, Korea, 27-30 August 2014
The Northeast Asia Economic Forum (NEAEF), co-hosted by the Korea
Committee of the NEAEF and the United Nations Economic and Social
Commission for Asia and the Pacific, East and North-East Asia Office
(UNESCAP-ENEA), convened for the 23rd annual conference in Seoul, South
Korea on the 28-29 of August 2014. Representatives from South Korea, China,
Japan, Mongolia, Russia, the United States, the European Union, and UNESCAP
assembled to discuss and promote economic cooperation and integration among
Northeast Asian countries and their global partners. The event was held at the
Sheraton Walkerhill in Seoul, South Korea.
The 23rd NEAEF Conference panels focused on energy, transportation,
infrastructure, finance, and economic integration among Northeast Asian
countries. This year’s Forum built upon the 22-year legacy of open dialogue
among member countries toward regional integration, cooperation, and
peace-building in the region. The conference advanced NEAEF’s mission by
targeting key issues and developing plans to increase regional cooperation and
economic integration.
Dr. Cho Lee-Jay, Chairman of the Northeast Asia Economic Forum, opened
the conference, followed by welcoming remarks from the Honorable Park
Kwan-Young, Chairman, Korea Committee and Former Speaker of the Assembly
for the Republic of Korea. Chairman Park shared the Korea’s desire for economic
peace, prosperity, and cooperation in Northeast Asia. Dr. Choi Kyung Hwan,
Deputy Prime Minister and Dr. Kilaparti Ramakrishna, Head of
UNESCAP-ENEA Office also provided introductory remarks to open the
conference.
Country representative statements were given by Dr. Jiang Zhenghua, Former
Vice-Chairman, Standing Committee of the National People’s Congress, China;
Mr. Motohisa Furukawa, Member of the Diet, Former Minister of Policy-Strategy,
Japan; Mr. George Ariyoshi, Former Governor of Hawai’i, Honorary Chairman
of the Northeast Asia Economic Forum, US; Dr. Vladmir Kuznetsov, Director
of the School of Regional and International Studies, Far Eastern Federal

University and former governor of Primorsky Krai, Russia; and Mr. Batbayar
Bat-Erdene, Advisor to the President, Chairman of the Northeast Asia Association
of Mongolia, Former Finance Minister of Mongolia.
In the opening session, distinguished representatives from each country
conveyed their visions for regional economic cooperation in Northeast Asia. The
speakers shared a desire for economic integration in the region and proposed
unique perspectives on how to accomplish this goal.
The morning session focused on several themes: 1) The formation of the
CJK (China-Japan-Korea) Free Trade Agreement; 2) the meaning and future of
the TPP Agreement for Northeast Asia; 3) the current stage of economic
integration in Northeast Asia; 4) the China-Korea Free Trade Agreement; and
5) a roadmap for developing and supporting a Free Trade Area of the Asia Pacific
(FTAAP). Speakers presented plans for developing the Tumen river area, a
bilateral partnership between Russia and Japan, and “Smart City” planning for
increased energy efficiency across Asia. They addressed challenges inherent in
existing multilateral institutions and requested reforms. They expressed the
region’s desire to review its institutions and potentially create new ones to address
future needs. The role of Northeast Asia and ASEAN, and the desire for the
continued engagement of the United States were discussed in the session’s final
remarks.
The afternoon sessions on energy cooperation involved presentations on
energy security, alternative energy, a low carbon future, energy infrastructure,
and physical connectivity in the region. Speakers addressed the need for smarter
energy usage in cities of Northeast Asia. They discussed renewable energy,
increased energy independence through nuclear power in South Korea, and the
proposed framework for North Korea to receive energy through a new Asian
Super Grid, following successful integration of the Korean peninsula. Greater
reliance on Gobitec―solar wind from the Gobi Desert, and liquid natural gas
(LNG) imports from the US, were both proposed as new sources of energy.
Wind energy may increase, but natural gas imports are expected to increase more
in Northeast Asia. A “Smart Grid” plan for cities with a dual-use system that
runs telecommunications networks through electricity grids was also discussed.
The second day addressed regional cooperation and integration within the
Northeast Asian subregion. Historically, regional cooperation has developed from
the bottom-up, championed by business feeding the engines of economic growth.

Integration has slowed recently, however, despite increased linkages. The support
of leaders and officials will remain a critical component to advancing the goals
of subregional integration. The Forum has requested official endorsement to
advance its initiatives and applauds current efforts. Key areas of collaboration
include trade expansion, infrastructure, energy, environment, and finance.
Interpersonal connections remain strong in the region, and mechanisms to support
deeper cooperation continue to exist in UNESCAP, ADB, and ASEAN.
Countries are also exploring formal, trilateral partnerships, and new free
trade agreements to increase regional cooperation. The ‘Greater Tumen Initiative’
is one project that may continue to build trust and foster cooperation among
China, Russia, Mongolia, and the Republic of Korea. Beyond the region, groups
like the German Federal Enterprise for International Cooperation (GIZ) are
supporting regional cooperation by providing advisory services, information
exchange, and institution building recommendations. Northeast Asia is finding
ways to build new rules of engagement for a future replete with new realities.
In the final sessions, the conference discussed financing regional economic
integration through cross-border infrastructure. Chairman Shin Je-Yoon of the
Financial Services Commission focused on the financial policy for a reunified
Korea, involving plans for a strong and sustainable economy for the Korean
peninsula. Four key tasks to ensure regional stability and the effective integration
of North Korea were examined: 1) a reset of North Korea’s monetary system,
2) adjustment of the exchange rate regime, 3) reform of its financial infrastructure,
and 4) significant finance development. North Korea has serious debt
restructuring needs and will require safeguards following an integration of the
peninsula, including capital controls and the availability of emergency credit lines,
potentially from Japan or the United States. South Korea is prepared for the
reunification process and anticipates that successful reunification will begin a
new chapter of peace and prosperity in Asia, creating four Asian economic giants
in the region: China, Japan, ASEAN, and One Korea.
The conference sessions advanced the framework and mission for creating
the new NEABCD. The Forum acknowledged key benefits and potential
challenges to establishing the NEABCD. The regional countries were encouraged
to establish an effective development bank to meet the future infrastructure and
economic needs in Northeast Asia. By 2020, Asia’s developing countries will
require significant capital investment to address regional infrastructure needs.

Current institutions, like the World Bank and ADB, offer insufficient funding
options for the subregion due to tightness, current governance, and restrictive
structures. Northeast Asia recognizes that it must depend on itself going forward
to fund and invest in the growing infrastructure needs of the region.
Representatives received high praise from the Forum for the work achieved
thus far by experts focused on establishing the NEABCD. Current institutions
may still contribute to the NEABCD, although the new development bank’s
mission will support regional infrastructure requirements and advance strategic
economic development plans in ways that others cannot. The Forum recognizes
each country’s view on the NEABCD, including South Korea’s desire to integrate
North Korea, Japan’s position on energy and regional cooperation, and the new
challenges NEABCD may face in today’s global financial system. Despite the
current landscape, Northeast Asia should proceed with developing the NEABCD,
with the Korean government assuming early leadership by initiating discussions
with prospective member countries.
The conference concluded with a dialogue on cross-border economic
cooperation in the Tumen river area and Korean Peninsula. Progress continues
in North Korea, although the realization of plans remains unclear. The quality
of life has improved substantially in Pyongyang and South Korea continues to
search for mechanisms of cooperation with North Korea as it develops special
economic zones. Russia and China proposed transnational rail and highway
infrastructure to facilitate trade across the subregion. More opportunities for
cooperation are expected to emerge as member countries overcome cultural
boundaries and increase interpersonal communication.
In conclusion, the 23rd annual conference within a broader framework of
regional economic development and cooperation, allowed for national
perspectives to be shared in conjunction with analyses on energy and resources
cooperation. A regional economic integration vision that addresses the institutional
dimension and physical connectivity through cross-border infrastructure
development, was articulated. More focus was given to the greater Tumen river
area―within a larger geographic framework of Northeast Asia’s realized and
potential linkages to North America and Europe. The very region that serves
the interests of all Northeast Asian countries is the Tumen river delta area where
the Korean Peninsula, China, and Russia share borders. There is a strategic
element to developing this area as it can serve to enable the peaceful resolution

of conflicts in the Northeast Asian region. This coincides with the concept of
a ‘Creative Convergence Effect’ that can be derived from the ‘Northeast Asia
Peace and Cooperation Plan’ and ‘Inter-Korean Trust-building Process,’ both of
which the South Korean government is advocating.
Financing cross-border infrastructure in this area will be a great challenge
and at the same time, of potentially enormous benefit to the Northeast Asian
region and internationally. Peaceful economic cooperation in the greater Tumen
area is consistent with South Korea’s vision and strategy for inter-Korean
economic cooperation and a Northeast Asian economic community. The NEAEF,
through continued efforts, has been able to sustain the momentum for developing
a multilateral financial institution for the region.
There appears to be broad consensus on the desirability for a multilateral
bank to provide long-term capital for regional infrastructure projects. Research
so far indicates that such a bank would be conducive to lasting Northeast Asia
cooperation, transforming and restructuring the economy, filling the financing
gap for large cross-border projects, enhancing the capability of the region to
address financial crises, and helping with free trade agreements. The bank is
aimed at increasing cooperative, balanced and win-win development in the region.
There has been increasing demand for cross-border infrastructure projects,
especially from the energy sector.
Assessments of the current situation provide useful references and a guide
to recent proposals for multination banks for investment and development such
as, a BRICS bank and the proposed Asian Infrastructure Investment Bank (AIIB).
The Northeast Asia Economic Forum is expected to play a coordinating and
catalytic role, through the disseminating of relevant information and by
facilitating dialogue with and among policymakers in Northeast Asia.

Field Visit to Rason, DPRK and Yanbian, China1)
The field visit to the Rason Special Economic Zone, Rajin-Sonbong, was
organized by the NEAEF and a delegation was led by Dr. Cho Lee-Jay and
Glyn Ford during 31 August to 2 September 2014.
1) This section is an excerpt from the full field visit report by Dr. Tony Michell available in
Appendix III of this volume.

A small group of participants made a field trip to Yanbian and Rason, to
look at this critical area of Northeast Asia first hand. The delegation included
Simon Cockerel of Koryo Tours, and the vice president of the SK Group in
China. The participants assembled in Yanji the morning of 30 August 2014,
right after the end of the NEAEF annual conference. The arrangements had been
coordinated by China API and Hunchun City on the Chinese side of the border
and by Glyn Ford’s office in conjunction with the Korea Economic Development
Association on the DPRK side.
On the Chinese side in the afternoon of 30 August 2014, a meeting was
held with Mr. Fu Wen Biao, the Vice Chairman of Yanbian, and his staff in
which he spoke about the progress of Yanji and the region. The total area of
Yanbian is about half the size of South Korea. Although the cities of Yanji
and Hunchun were growing, the total population of the Korean autonomous zone
was not. The two cities, as the delegation witnessed, had grown impressively
over the past decade, but the Vice Chairman was anxious to develop the resources
of the rural hinterland. Although he did not mention it, the Korean population
appeared to be decreasing as a percentage of the whole (based on figures he
provided), as younger Korean Chinese were moving to other parts of China or
South Korea. The Vice Chairman then hosted a dinner for the delegation.
The next morning, the group left for Hunchun and the border crossing in
a privately hired bus with a Chinese driver. The border was opened for the first
time to civilians in 1996, and the Chinese have built an impressive customs
and immigration building. Plans in the terminal building showed that the Chinese
would be building an even larger customs and immigration center and a new
modern bridge. Regular bus services run between Hunchun and Rason, and seem
to operate about hourly on week days during daylight hours (the buses we passed
on our return were full of people).
After crossing the long truss girder bridge dating from the end of the Korean
War, the bus was diverted onto an unmade road to the Korean customs clearance
and immigration hall. There we were met by our host Vice Chairman Yoon Yong
Sok of the Korea Economic Development Association, and his staff who had come
from Pyongyang, especially for our trip. The local Rason staff were also on hand.
Twenty-one years ago, when Dr. Cho Lee-Jay first visited, on the occasion
of the inaugural Rason Development Program field trip to Rason, the
infrastructure, (such as buildings, paved roads, hotels, etc.) was in a very early

stage. But everyone was greatly impressed by the strategic geographic potential
for dynamic future development as a major transportation hub centered in Rajin
and Sonbong. On this recent occasion we witnessed that there has been significant
development and change.
All evidence suggests that all the development has been in the past two to
three years, and that it is accelerating as Rason is pulled into the regional Chinese
economy, itself growing fast around the two major cities of the region. Inside
Rason, the rising income in real convertible currency is creating domestic demand.
Critical in this appeared to be the late 2011 agreement with the Chinese to
co-develop the zone and the mid-2012 paving of the road to the bridge with
China, plus the guarantee of electricity. Manufacturing in Rason and shipping
by road to Hunchun appears to be more prevalent than shipping outwards by
sea, probably the result of both international and local sanctions applied by Japan
and South Korea. Prices of products available in Rason seemed to be about the
same price as in Pyongyang even though transport to and fro to Pyongyang is
not a simple matter and seems to have deteriorated in terms of rail timing from
the 1990s.
The new port facility built by the Russians and completion of the renovation
of the dual gauge railway between Russia and Rason, which was the subject
of the South Korean-Russian summit and subsequent visits by South Koreans
to Rason, was not yet playing any real part in the development of the region.
However agreements on bilateral trade between Russia and the DPRK made in
2014 can undoubtedly bring a new growth element to the zone.
In conclusion the delegation was impressed by the results achieved in Rason,
and its potential to grow to become the biggest city between Vladivostok and
Ulsan in the foreseeable future. It was agreed that this kind of field trip was
highly valuable as an annex to the annual conference, and it is hoped that at
some point the forum will hold its annual conference in the DPRK.
All of us in the delegation were impressed by the environmentally clean
landscape of Rason, with its valuable marine and other resources, and we believe
that can be preserved for long-term future economic value and appreciation. The
Rason Special Economic Zone, by linking with the neighboring territories with
their complementary resources and connecting with their infrastructure, could
have a great and dynamic potential for sharing economic development and
enhancing the quality of life in the region.

Conclusion
The NEAEF through continued efforts has been able to sustain the
momentum for developing a multilateral financial institution for the purpose of
financing cross-border infrastructure aimed at regional economic integration in
Northeast Asia. We have changed the focus more toward the ‘Greater Tumen
River’ within a larger geographic framework of Northeast Asian linkages to North
America and Europe. The very region that serves the interests of all Northeast
Asian countries is the Tumen river delta.
Financing cross-border infrastructure in this area will be a great challenge,
but it also holds potentially enormous benefits for the Northeast Asian region,
as well as for Asia, the Pacific, and Europe. Peaceful economic cooperation in
the ‘Greater Tumen Area’ is consistent with South Korea’s vision and strategy
for economic cooperation and integration in the Korean Peninsula and is an
important step toward a Northeast Asian economic community.
The 2014 project, through research, meetings, and field observations: 1)
resulted in detailed assessments of regional and international developments and
thus further clarification of an appropriate approach to financial institutional
development for regional economic integration in Northeast Asia; and 2)
contributed substantially to clarifying the new proposals for multilateral and
international development and investment banks such as a BRICS Bank and the
China-proposed AIIB in the context of their suitability and limitations vis-à-vis
responding to Northeast Asia’s need for cross-border physical connectivity
through infrastructure.
The conference, meetings, field observations, and research activities of
NEAEF have contributed to the conceptual framework and documentation
generated by financial experts and practitioners. We believe that the content of
this volume represents this year’s achievements, which have already provided
a basis for future discussion and consideration by the leaders of governments
in Northeast Asia.
More broadly, we believe this project has continued to make important
contributions in response to changing international conditions through timely and
necessary research, conference activities, and consultations aimed at regional
economic cooperation and integration in Northeast Asia.

Opening Ceremony Remarks
Cho Lee-Jay

Park Kwan-Young
Former Speaker of the National Assembly, ROK
I am delighted that the 23rd Annual Conference of the Northeast Asia
Economic Forum (NEAEF) is taking place in the city of Seoul and would like
to extend my welcome on behalf of the Korea Committee to all of our guests
in Korea. Last year, the 22nd Annual Conference successfully concluded in the
beautiful city of Vladivostok, Russia, in the city where the APEC Summit was
held. Since then, the NEAEF has continued its efforts to resolve conflicts and
tensions and promote peace in the region, and carried on its historical mission
to promote regional economic cooperation. I am pleased to have participated
for many years in this visionary forum that continues to be dedicated to its
mission.
The world is now past the Cold War age and has now entered an age of
information. It is also an age where multilateral cooperation is necessary. It is
now more important than ever to have a deeper understanding of international
politics and the networks between countries. We must actively participate in
multilateral cooperation in various fields such as environment, energy,
transportation logistics, and financial cooperation, and cross-border infrastructure
construction. While it is true that historical conflict and institutional problems
and cultural differences might hinder practical cooperation in the region, we must
strive to overcome these differences and challenges.
I believe that peace and prosperity in Northeast Asia and a vibrant regional
economy will depend on forging and developing new relationships. We are
currently running a program for young leaders selected from each country
including North America, the NEAEF Young Leaders Training and Research
Program in Regional Cooperation and Development. I am confident that the
network of young leaders will contribute significantly to future regional
cooperation. Finally, I encourage all of the participants to contribute to a
successful forum.

Choi Kyung Hwan
Deputy Prime Minister, Minister of Strategy and Finance,
and Member of the National Assembly
Allow me to pay respects to the Northeast Asia Economic Forum (NEAEF)
which has lighted the path toward Northeast Asian economic integration based
on your valuable experience and insights. I also would like to deliver my heartfelt
congratulations to the host of the 23rd Annual Conference.
Northeast Asia is a region that has grown at a most dynamic pace. However,
Northeast Asia is also a region where the population is aging at an unprecedented
pace. The challenge of an aging population is having a deteriorating effect on
our growth potential. However, aging is not the only challenge we face. All
the Northeast Asian countries are now experiencing economic and social changes
which require new economic paradigms. In response to such structural changes,
the Korean government is pushing forward the ‘Three-Year Plan for Economic
Innovation,’ in an effort to improve our mid-and long-term economic
fundamentals and reinvigorate growth potential.
The Three-Year Plan for Economic Innovation will be carried out focusing
on three major action strategies. First, we will spare no effort to create a robust
economy with solid fundamentals for sustainable growth by improving practices
and institutions. Second, we are moving forward toward a dynamic and innovative
economy to reignite the sputtering engine of economic growth. Last but not least,
the government is taking steps to create an environment where all the people
can advance together based on a balanced growth of domestic demand and export.
This structural reform to enhance growth potential might produce the best
outcome when all countries in Northeast Asia work together.
Northeast Asia has become one of the leading economies in the world,
accounting for one fifth of global GDP and trade volume and over a half of
the foreign reserves. There is much room for Northeast Asian countries to pursue
shared growth. However, Northeast Asia is the only region of the world where
discussions on economic integration are stalled. There are many reasons behind
the deadlock, including historical disputes among countries and the division of
the Korean Peninsula. Despite these difficulties, we must take on the historic
mission of turning Northeast Asia into the center of a global economy. With
this aim, the Park Geun-hye administration has fully recognized the significance

of economic cooperation and is therefore working on key policies.
President Park announced the Eurasian Initiative on 28 October 2013. The
Initiative is a set of directions for enhancing cooperation among Eurasian
countries and, ultimately, turning Eurasia into ‘a single united continent,’ ‘a
continent of creativity’ and ‘a continent of peace.’ However, without close
cooperation with Northeast Asian countries, the aims of the initiative are not
achievable.
Through discussions and active cooperation with Northeast Asian countries,
the Korean government will begin a range of cooperation projects in trade,
transportation, logistics, and investment. Particularly, the Rajin-Khasan (나진-하
산) Railway Construction Project, a cooperation project under the Eurasian
Initiative that will find a new way to connect land and sea routes in Northeast
Asia.
On top of that, Northeast Asia is a region where countries with surging
energy demands co-exist with countries with great potential for energy supply.
We must seek new measures for energy cooperation that lead to win-win
outcomes and contribute to the stability to global energy markets. We can jointly
participate in oil and gas development in Siberia and shale gas development
in China, and interlink the energy infrastructure of the countries of the region.
As President Park announced through the Dresden Unification Initiative, if
North Korea decides to abandon its nuclear weapons, we will cooperate with
Northeast Asian countries to actively support North Korea’s accession to
international financial organizations and its efforts to attract international
investment.
And President Park explained, “if deemed necessary, we can seek to create
a Northeast Asian Development Bank with regional neighbors to spur economic
development in North Korea and surrounding areas.” In line with such efforts,
we can build a strong institutional base for the economic integration of Northeast
Asia backed by the Korea-China FTA and China-Korea-Japan FTA which are
currently under negotiation..

Jiang Zhenghua
Former Vice Chairman of the Standing Committee of
China’s National People’s Congress
It is my honor to attend the 23rd Annual Conference of the Northeast Asia
Economic Forum, to meet new and old friends from Northeast Asia in this
beautiful city, Seoul, and to share our views on the great cause of regional
development and cooperation. First, I would like to express my best wishes for
the success of our meeting.
The general trend in today’s world is the continuous advancement of
economic globalization and regional economic integration. Peace, development
and win-win cooperation are the trends of the times that are gaining stronger
global consensus. Countries and regions all over the world have gradually formed
a community of interests. Due to historical problems there is still dissonance
and tension in Northeast Asia, but economies in this region are highly
complementary and the trend of regional economic integration has not stopped.
Strengthened economic and trade cooperation in Northeast Asia will exert a
positive effect on the steady development of the region’s economy as well as
the world’s economic recovery. With a more open and positive attitude, China
is willing to work together with Northeast Asian countries to deepen mutually
beneficial cooperation and promote economic and trade cooperation in Northeast
Asia to a higher level and to wider fields, thus achieving mutual benefits and
win-win results.
In my opinion, to lay a solid foundation for long-term stable development
of international relations in Northeast Asia we must promote exchanges and
cooperation in various fields, strengthen our links, improve public opinion, and
make efforts to encompass more areas of mutual interest. The Northeast Asia
Economic Forum, under the leadership of Dr Cho Lee Jay, is committed to
promoting regional economic and social cooperation, thus increasing the vitality
of friendly non-governmental communication. Based on more than 20 years of
experience, this forum has become an effective platform for exchanging and
communicating, exploring economic and trade cooperation, and promoting
people-to-people relations in the subregions of Asia. As an old saying goes, “the
fraternity of states lies in their people’s friendships, which lies in frequent
communication.” With this in mind, I would like to put forward three suggestions:

First, relying on the platform of this forum, we should strengthen
people-to-people communication. We should enhance the crucial functions that
people-to-people contacts perform in strengthening mutual understanding and
friendly attitudes and constructing an atmosphere of mutual trust among countries.
Second, relying on the platform of this forum, we should deepen pragmatic
cooperation. While focusing on expanding the scale of multilateral and bilateral
trade and investment, experts in this forum should lend the necessary intellectual
support to projects aimed at connecting the highways, railways, and ports in
Northeast Asia, promoting the region’s energy development and conservation,
environmental protection, new high-technology, modern services, cultural
exchanges and other fields of cooperation.
Third, relying on the platform of this forum, we should build cooperation
mechanisms. The forum’s annual conferences and thematic meetings will help
us to establish regional economic and financial cooperation mechanisms that take
into account the realities of the region and the challenges that might emerge
during processes of pragmatic cooperation.
Finally, I want to thank the Northeast Asia Economic Forum and our Korean
friends for their endeavors toward strengthening Sino-Korean friendship and
cooperation. I believe economic and trade cooperation between China and South
Korea has set a helpful example for friendship and cooperation among all
Northeast Asian countries.

Kilaparti Ramakrishna
Head, ESCAP East and Northeast Asia Office
This is both a challenging and exciting time to be talking about regional
cooperation and integration in Northeast Asia. On the one hand, we are seeing
increased geopolitical tension within the region and externally involving regional
countries. But on the other hand, there is progress being made on enhancing
regional cooperation and integration through new initiatives put forward by the
countries in Northeast Asia.
For example, China’s proposed Asian Infrastructure Investment Bank is
expected to help fill the huge infrastructure financing gap in the region which
ESCAP estimates to be approximately $800-900 billion per annum. Furthermore,
President Xi Jingping has announced the Chinese government’s aspirations to
develop the ‘Silk Road Economic Belt,’ including maritime network development,
with the scale and potential to link to the Asia Pacific rim in the East and to
Europe in the West.
In the same vein, the Republic of Korea proposed its ‘Eurasia Initiative’
linking energy and logistics infrastructure across the continent and suggested
establishing a ‘Silk Road Express’ connecting rail and road networks from the
Republic of Korea to Europe and the development of new sea routes utilizing
the Arctic Sea.
The Russian Federation is also doing its part in leading the agenda on energy
connectivity and security in the Asia-Pacific region and is working with the two
Koreas on infrastructure development. In 2013, the joint venture between DPRK
and the Russian Federation completed the construction of a modern railway from
the Russia/DPRK border to Rason and the reconstruction of one of its piers.
There are many more examples of bilateral and multilateral discussions in
East and Northeast Asia which are helping to generate vital momentum for greater
regional cooperation and connectivity. Concurrently, it is essential to connect
the dots of these individual country efforts toward a more integrated approach
to maximize synergy.
At the Asia-Pacific wide level, ESCAP member countries also recognize
regional cooperation and integration as a key solution for reinvigorating economic
growth and development. Recently, member countries officially endorsed the
outcome of the Ministerial Conference on Regional Economic Cooperation and

Integration in Asia and the Pacific held in 2013, and will establish working groups
to pursue enhanced regional cooperation in the following four areas. These are;
1) moving toward the formation of an integrated market; 2) development of
seamless connectivity across the region in areas of transport, energy, ICT
connectivity, and people-to-people connectivity among others; 3) enhancing
financial cooperation for closing infrastructure gaps; and 4) increasing economic
and technical cooperation to address shared vulnerabilities and risks.
These four areas have been at the core of discussions at NEAEF for many
years. In this regard, we hope to benefit from your expertise and engage you
more fully as we work on building consensus and impact policymaking for
enhanced regional cooperation and integration.

Part I
Regional Economic Cooperation
in Northeast Asia:
Country Perspectives

Regional Economic Cooperation in
Northeast Asia: A Korean Perspective
Lee Chang Jae

Introduction
Debates on Northeast Asian economic cooperation began in the late 1980s
and the early 1990s following the end of the Cold War, as Korea’s establishment
of diplomatic relations with the Soviet Union in 1990 and with China in 1992
had created a favorable environment for regional economic cooperation in
Northeast Asia.
During the early years of Northeast Asian economic cooperation, given the
lack of well-functioning central government-level cooperation networks,
economic cooperation among the neighboring regions such as the East Sea (Sea
of Japan) rim economic cooperation, Yellow Sea rim economic cooperation, and
Tumen River Area Development Program (TRADP) drew special attention.
These various types of micro-regional economic integration attempts among
neighboring localities played an important role in the initial period of Northeast
Asian economic cooperation. However, they have produced rather limited results
so far. Even the Tumen River Area Development Program (TRADP) that evolved
into the Greater Tumen Initiative (GTI) extending the territory from the initial
triangle area around the Tumen river area to a more extensive area including
China, Mongolia, Russia, and Korea still seems to be searching for direction.
On the other hand, economic cooperation between China, Japan, and Korea
has developed substantially over the past twenty years. Intra-regional trade and
investment have increased markedly among them. Moreover, in addition to
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functional economic integration, they have embarked upon an institutional
economic integration process.
First, prompted by the Asian financial crisis of 1997, the three Northeast
Asian countries joined the East Asian economic integration process. In fact, the
ASEAN+3 (China, Japan, and Korea) framework was established following the
first ASEAN+3 Summit Meeting held in Kuala Lumpur in December 1997. And
it was under the ASEAN+3 framework that the three countries started to hold
regular summit meetings since November 1999. Furthermore, in Fukuoka in
December 2008, the first Trilateral Summit Meeting took place independently
from the ASEAN+3 Summit Meetings and was held regularly until 2012.
Additionally, influenced by the worldwide phenomenon of economic
regionalism, they became interested in entering into bilateral Free Trade
Agreements (FTAs). Over the past ten years, each of the three Northeast Asian
countries has concluded more than ten bilateral and plurilateral FTAs with various
other countries. Yet, as of 2014, there was still no bilateral FTA, let alone a
trilateral FTA, fully concluded among the three major Northeast Asian countries.
At the fifth Trilateral Summit Meeting held in Beijing in 2012, the leaders
of the three countries agreed to launch China-Japan-Korea (CJK) FTA
negotiations. Accordingly, the CJK FTA negotiations have been underway since
March 2013.
However, there still exist serious obstacles to further advancement of
institutional economic integration among the three countries. In fact, due to the
deterioration of relations among the three countries regarding territorial issues
and historical legacies, the sixth Trilateral Summit Meeting could not be held
in Korea in 2013.
In this chapter, first, functional economic integration among the Northeast
Asian economies will be analyzed focusing on the trends of intra-regional trade
and investment over the past twenty years, before examining institutional
economic integration in the region highlighting the China-Japan-Korea Summit
Meetings and the CJK FTA. Then, the prospects for the CJK FTA and Korea’s
role in economic integration will be examined. Finally, future directions of
economic integration in Northeast Asia will be suggested.
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Functional Economic Integration in Northeast Asia
Economic Status of Northeast Asia
In terms of economic size, Northeast Asia accounts for about one fifth of
the world economy. In fact, for 1990-2012, the share of Northeast Asia increased
from 18.1 percent to 22.5 percent, while the share of China, Japan, and Korea
rose from 16.8 percent to 21.3 percent. However, the respective shares of the three
countries varied. The share of China’s economy soared from 1.8 percent to 11.3
percent, while that of Japan’s economy decreased from 13.8 percent to 8.3 percent.
The share of Korea’s economy rose from 1.2 percent to 1.6 percent (see Table 1).
Table 1. Econom ic Indicators for Northeast Asia
Land (km2)
Korea
China
Japan
Hong Kong
Macao
Taiwan
N. Korea
Mongolia
Russian Far
East*

96,920
9,569,901
364,485
1,054
28
32,260
120,408
1,553,556
6,169,300

Population (million)
1990
2012
43
50
1,143
1,354
123
128
6
7
0
0.6
20
23
20
24.8
2.2
2.8
8

6

GDP (billions)
1990
2012
270
1,156
390
8,094
3,058
5,937
77
257
3
43
165
476
25
3
10
23

71

Per capita GDP
1990
2012
6,308
22,588
341
6,071
24,774
46,706
13,368
36,676
8,425
78,275
8,086
20,335
1,217
1,336
3,627
2,875

11,332**

10,031,306
1,309
1,532
3,718
15,187
2,840
9,913
[6.8]
[23.1]
[21.6]
[16.8]
[21.3]
17,907,912
1,365
1,596
4,014
16,044
Northeast Asia
2,941
10,051
[12.0]
[24.1]
[22.5]
[18.1]
[22.5]
World
148,940,000
5,659
7,080
22,183
71,435
3,920
10,090
Notes: Number in brackets refers to the share (%) of world; * in the case of the Russian Far East,
the nearest year from Russia’s National Statistical Office is used when 1990 data is not available;
** year 2011.
Sources: CIA World Factbook Database; Global Insight Database; IMF, World Economic Outlook
Database; Russia National Statistical Office (online).
CJK
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Table 2. Econom ic Indicators for Northeast Asia: Exports, Im ports, Foreign Reserves

Exports (billions)

Imports (billions)

Foreign Reserves
(billions)

1990

2012

1990

2012

1990

2012

Korea

68

548

74

520

15

304

China

63

2,051

54

1,814

30

4,163

Japan

288

799

235

886

76

1,228

Hong Kong

82

443

82

505

25

317

Macao

2

1

2

9

1

17

Taiwan

67

301

55

270

72

404

N. Korea

0.9

3

1

5

-

-

Mongolia

0.1

4

0.1

8

-

39

Russian
Far East*

2

26

2

10

6**

488

CJK

419
(12.4)

3,398
(19.0)

363
(10.3)

3,220
(17.5)

121
(-)

5,695
(49.6)

Northeast
Asia

573
(16.9)

4,176
(23.4)

505
(14.4)

4,027
(21.8)

219
(-)

6,960
(60.6)

World

3,383

17,878

3,517

18,433

-

11,480

Notes: *) Data of foreign reserves are for Russia; * year 1993; foreign exchange reserve figure
is inclusive of gold.
Sources: IMF, Direction of Trade Statistics (2013) Global Insight Database; Russia National
Statistical Office (online).

During the same period, the share of Northeast Asia in world exports and
imports has grown from 16.9 percent to 23.4 percent and from 14.4 percent
to 22.0 percent, respectively, whereas the shares of China, Japan, and Korea
rose from 12.4 percent to 19.0 percent and from 10.3 percent to 17.5 percent,
respectively. China’s exports and imports jumped enormously, and those of Korea
also expanded, while Japan’s shares shrank markedly. Thus, all three countries
have become major trading nations in the world. In 2012, the shares of China,
Japan, and Korea in world exports and imports were 11.5 percent, 4.5 percent,
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Table 3. Econom ic Indicators for Northeast Asia: FDI and ODI Flow s

Flow (billions)
FDI

Stock (billions)

ODI

FDI

ODI

1990

2012

1990

2012

1990

2012

1990

2012

Korea

1

9

1

33

5

147

2

196

China

3

121

1

84

21

833

4

509

Japan

2

-2

51

123

10

205

201

1,054

Hong
Kong

3

75

2

84

202

1,422

12

1,310

Macao

0

2

0

0

3

16

0

0

Taiwan

1

3

5

13

10

59

30

226

N. Korea

0

0

0

-

1

2

0

0

Mongolia

0

4

0

0

0

13

0

1

Russian
Far East*

0

13.5

-

0

-

-

-

CJK

6
(2.9)

128
(9.5)

53
(22.0)

240
(17.3)

36
(1.7)

1,185
(5.2)

207
(9.9)

Northeast
Asia

10
(4.8)

225.5
(16.7)

60
(24.9)

337
(24.2)

252
(12.1)

World

207

1,351

241

1,390

2,081

1,759
(7.5)

249
(11.9)
22,813

2,094

23,593

Sources: UNCTAD FDI Database; Russia National Statistical Office (online).

and 3.1 percent; and 9.8 percent, 4.8 percent, and 2.8 percent, respectively.
With respect world inward and outward foreign investments, the shares of
China, Japan, and Korea were in general lower than those related to trade.
However, in 2012, they were substantial in terms of flow amounting to 9.5 percent
and 17.3 percent, respectively.
In addition, the three countries held 49.6 percent of world’s total foreign
reserves in 2012, the shares of China, Japan, and Korea being 36.3 percent,
10.7 percent, and 2.6 percent, respectively.
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Intra-regional Trade in Northeast Asia
In Northeast Asia, functional economic integration seems to have proceeded
rather smoothly over the past two decades, and the process of economic
integration has been one driven by market forces.
Northeast Asia consists of three groups of countries and regions. Group A
includes three core Northeast Asian countries in terms of economic integration―
namely China, Japan, and Korea. Group B encompasses two countries―North
Korea and Mongolia―and the Russian Far East, while Group C comprises
China’s two Special Administrative Regions (Hong Kong and Macao) and
Taiwan.
Table 4. Share of Intra-regional Trade

(unit: %)
Northeast Asia

1990

2000

2012

A

12.3

22.5

20.2

A+B

13.4

23.1

25.2

A+C

28.9

37.3

34.9

A+B+C

29.6

37.6

40.9

Sources: IMF, Direction of Trade Statistics (2013); Taiwan’s Bureau of Foreign Trade (online); Russia
National Statistical Office (online).

As shown in Table 4, the share of intra-regional trade has risen among all
three Northeast Asian groups since 1990. The share increased particularly rapidly
between 1990 and 2000, while the rising tendency seems to have weakened or
even reversed since 2000. Thus, functional economic integration in Northeast
Asia seems to have proceeded robustly over the past two decades, although this
trend was less evident in the latter decade.
When Group B is added to Group A, the share of intra-regional trade became
larger than that of Group A, because the trade dependency of North Korea,
Mongolia, and the Russian Far East on Northeast Asian economies has been
substantial.

Regional Economic Cooperation in Northeast Asia: A Korean Perspective

47

Furthermore, when Group C is added to Group A, the level of the share
of intra-regional trade was considerably higher than both A and A+B, showing
the importance of Group C when it comes to intra-regional trade. Thus, as of
2012, the share of intra-regional trade of Northeast Asia including Group C (40.9
percent) is much higher than that of Northeast Asia without Group C (25.2
percent).
Table 5. Trade Dependency of Each Country or Region, Northeast Asian Econom ies

Share of intra-regional trade (%)
1990

2012

Korea

26.8

36.7

China

52.2

27.7

Japan

16.8

32.8

Hong Kong

51.7

64.3

Macao

49

55.5

Taiwan

30.6

44.8

North Korea

50.2

74.5

Mongolia

31.4

63.7

Russian Far East

-

79.5

Sources: IMF, Direction of Trade Statistics (2013); Taiwan’s Bureau of Foreign Trade (online);
Russia National Statistical Office (online).

Trade among the three Northeast Asian countries has grown rather rapidly
in the past twenty years. As shown in Figure 1, the share of intra-regional trade
between China, Japan, and Korea continued to increase from 12.3 percent in
1990 to 24.1 percent in 2004 except during the Asian Financial Crisis of
1997-1998. Then, it diminished to 20.2 percent in 2012.
For 1990-2012, the share of intra-regional trade of Northeast Asia
(CJK+Hong Kong, Macao, and Taiwan)1) rose from 28.9 percent to 34.9 percent.
During the same period, the shares of intra-regional trade of NAFTA and EU-15
1) Used due to a lack of complete data for the Russian Far East.
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Figure 1. Share of intra-regional trade in m ajor econom ic regions (% )

Note: Northeast Asia: CJK+Hong Kong, Macao, Taiwan.
Source: Appendix I for this chapter.

varied from 37.2 percent to 40.2 percent, and from 64.5 percent and 54.3 percent,
respectively. Thus, compared to NAFTA and EU, the share of intra-regional trade
among the three Northeast Asian countries increased markedly for 1990-2012.
Nevertheless, it is still much lower than that of the EU and slightly lower than
that of NAFTA in 2012.2)
With respect to intra-regional trade dependencies between China, Japan, and
Korea, the three countries’ trends differed. Both intra-regional trade dependencies
of Korea and Japan grew significantly. Japan’s intra-regional dependency
increased most rapidly, whereas Korea’s intra-regional trade dependency was in
general the highest. For 1990-2012, Korea’s share of intra-regional trade, i.e.,
Korea’s trade dependency on China and Japan, rose from 21.9 percent to 29.9
percent, while Japan’s share went up from 9.1 percent to 26.8 percent. As for
China, its share soared from 15 percent in 1990 to 27.6 percent in 1996 before
diminishing gradually to represent 15.1 percent in 2012 (see Figure 2).
2) If Mongolia, North Korea, and the Russian Far East are included, the share of intra-regional
trade of Northeast Asia (40.9 percent) is slightly higher than that of NAFTA (40.2 percent)
in 2012.
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Figure 2. Intra-regional trade dependencies betw een China, Japan, and Korea (% )

Source: Appendix II for this chapter.

Institutional Economic Integration in Northeast Asia
China-Japan-Korea Summit Meetings3)
The institutional economic integration process began in the context of East
Asia in the wake of the Asian Financial Crisis of 1997-1998. It prompted East
Asians to consider the need for institutionalizing regional economic cooperation.
The first Summit Meeting was held among the leaders of ASEAN+3 (China,
Japan, and Korea) countries in Kuala Lumpur in December 1997; since then
summit meetings have taken place regularly, and evolved into the ASEAN+3
framework. And it was this ASEAN+3 framework that was instrumental in
initiating the first mechanism related to Northeast Asian institutional economic
integration between China, Japan, and Korea.
The leaders of the three countries, namely Korea’s President Kim Dae-jung,
Chinese Premier Zhu Rongji, and Japanese Prime Minister Keizo Obuchi, came
together for the first time in Manila on 28 November 1999 on the occasion
3) Ministry of Foreign Affairs and Trade. 2012.
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of the ASEAN+3 Summit Meeting. At this historic meeting, they agreed to launch
trilateral joint research on economic cooperation between China, Japan, and Korea
carried out by institutes of the three countries.
In Singapore on 24 November 2000, the leaders of the three countries agreed
to hold the trilateral summit meetings regularly. At the Bandar Seri Begawan
Summit Meeting held on 5 November 2001, the Trilateral Foreign Ministers’
Meeting was created and the leaders agreed also that the Economic and Trade
Ministers’ Meeting and the Finance Ministers’ Meeting would take place
regularly. Then, at the Phnom Penh Summit Meeting on 4 November 2002, the
leaders agreed on the formalization of the Trilateral Summit Meeting, and the
first Business Forum was held.
In Bali on 7 October 2003, the “Joint Declaration on the Promotion of
Tripartite Cooperation among the People’s Republic of China, Japan, and the
Republic of Korea” was adopted. According to the Joint Declaration, the scope
of tripartite cooperation consists of trade and investment, information and
communication technology (ICT), environmental protection, disaster prevention
and management, energy, finance, science and technology, tourism, fishery
resource conservation, people-to-people exchange, culture, education and human
resources development, news media, public health and sports, international affairs,
Asian regional cooperation, exchange and cooperation among defense and
military personnel, and prevention of infectious diseases and transnational crimes.
Furthermore, in order to study, plan, coordinate and monitor the cooperation
activities currently under way or envisaged by this joint declaration, the leaders
decided to set up a three-party committee. The committee is to submit progress
reports to the annual summit meeting.
At the Vientiane Summit Meeting held on 29 November 2004, the “Progress
Report of Trilateral Cooperation among the People’s Republic of China, Japan,
and the Republic of Korea” and “The Action Strategy on Trilateral Cooperation
among the People’s Republic of China, Japan, and the Republic of Korea” were
endorsed. In 2005, a summit was not held due to Prime Minister Koizumi’s
visit to Yasukuni Shrine, and the next meeting took place in Cebu on 14 January
2007. At the Cebu Summit Meeting, the “Joint Press Statement of the Seventh
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Summit Meeting among the People’s Republic of China, Japan, and the Republic
of Korea” was announced. The leaders endorsed the 2005-2006 Progress Report
of Trilateral Cooperation among the People’s Republic of China, Japan, and the
Republic of Korea and expressed satisfaction with the significant progress made
in various areas, especially in the five priority areas of economy and trade, ICT
industry, environmental protection, human resources development and culture.
At the Eighth Summit Meeting which was held in Singapore on 20 November
2007, the leaders agreed to hold the Trilateral Summit Meeting independently
from the ASEAN +3 Summit Meetings. The Third Progress Report of Trilateral
Cooperation for 2007 and Action Plan for the Promotion of Tripartite Cooperation
among the People’s Republic of China, Japan, and the Republic of Korea were
endorsed.4)
Thus, the First Independent Trilateral Summit Meeting took place in Fukuoka
on 13 December 2008. Unlike the previous trilateral summit meetings mentioned
above, this meeting was organized independently of the ASEAN+3 framework
in Northeast Asia. The leaders decided to hold the summit in the three countries
on a regular basis, and the “Joint Statement for Tripartite Partnership,” “Action
Plan for Promoting Trilateral Cooperation among the People’s Republic of China,
Japan, and the Republic of Korea,” “Trilateral Joint Announcement on Disaster
Management Cooperation,,” and “Joint Statement on International Finance and
Economy” were adopted at the Summit.
The Second Trilateral Summit Meeting was held in Beijing on 10 October
2009. On the occasion of the tenth anniversary of China-Japan-Korea trilateral
cooperation, the leaders announced the “Joint Statement on the Tenth Anniversary
of Trilateral Cooperation among the People’s Republic of China, Japan, and the
Republic of Korea.” And they adopted the “Joint Statement on Sustainable
Development among the People’s Republic of China, Japan, and the Republic
of Korea.” In addition, the leaders agreed to launch the Official Tripartite Joint
Study for a China-Japan-Korea FTA, and also held the Trilateral Business
4) The Ninth, Tenth, and Eleventh Trilateral Summit Meetings were held in Pattaya Thailand on
11 April 2009, in Hanoi on 29 October 2010, and Bali on 19 November 2011.
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Summit.
The Third Trilateral Summit Meeting took place in Jeju on 29-30 May 2010.
At the meeting, “Trilateral Cooperation VISION 2020,” “Memorandum on the
Establishment of the Trilateral Cooperation Secretariat among the governments
of the Republic of Korea, Japan, and the People’s Republic of China,” “Joint
Statement on Strengthening Science and Innovation Cooperation among the
Republic of Korea, Japan, and the People’s Republic of China,” and “Joint
Statement on Standards Cooperation among the Republic of Korea, Japan, and
the People’s Republic of China” were adopted.
At the Fourth Trilateral Summit Meeting which was held in Tokyo on 21-22
May 2011, “Summit Declaration, “Cooperation on Disaster Management,”
“Cooperation on Nuclear Safety,” and “Cooperation toward Sustainable Growth
through Promotion of Renewable Energy and Energy Efficiency” were adopted.
The leaders agreed also to conclude the Official Tripartite Joint Study for a
China-Japan-Korea FTA within the year.
The Fifth Trilateral Summit Meeting took place in Beijing on 13 May 2012.
At the meeting, along with the “Joint Declaration on the Enhancement of
Trilateral Comprehensive Cooperative Partnership,” the “Joint Statement of
Cooperation on Sustainable Forest Management, Combating Desertification and
Wildlife Conservation” and the “Joint Statement on Agricultural Cooperation”
were adopted. Furthermore, they welcomed the conclusion and recommendations
of the joint study for an FTA among the three countries. Recognizing that the
establishment of an FTA between China, Japan, and the Korea would contribute
to the economic growth and prosperity of the three countries, they endorsed the
recommendationss from the trade ministers that trilateral FTA negotiationss would
be launched within the year. And to achieve this end, they announced that the
three countries should immediately start preparation work including domestic
procedures and working level consultations. In addition, a Trilateral Investment
Protection Agreement was also signed.5)
The Sixth Trilateral Summit Meeting was supposed to be held in Korea
5) Joint Declaration on the Enhancement of Trilateral Comprehensive Cooperative Partnership (2012).
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in 2013. However, due to a deterioration of political relations among the three
countries related to territorial disputes and historical issues, the Trilateral Summit
Meeting had not taken place as of 2014.

China-Japan-Korea FTA
Apart from the Trilateral Summit Meetings, another development that helped
lay the foundation for trilateral cooperation was the trilateral joint research on
economic cooperation initiated by the three leaders at the Manila Summit
Meeting. Based on this agreement, the Development Research Center (DRC) of
China, the National Institute for Research Advancement (NIRA)6) of Japan, and
the Korea Institute for International Economic Policy (KIEP) began a joint
research project in January 2001. The trilateral joint research lasted from 2001
to 2012. Each year, the three institutions presented policy recommendations based
on their joint research to the leaders of the three countries during the trilateral
summit meeting.
The first joint project began with joint research on trilateral trade cooperation
and investment. This research was for a period of two years, of which the first
year was devoted to trade with a focus on trade facilitation issues and the second
year was devoted to investment issues. Having conducted the first phase of joint
research, the three institutions recommended the launch of joint research on
“Economic Effects of a Possible Free Trade Area among China, Japan, and
Korea” in 2003.7)
Accordingly, the three institutions have conducted a series of joint research
on the China-Japan-Korea FTA since 2003. Although the joint research was
supposed to last about three years, it actually took seven before being concluded
in 2009. During the seven years, the three institutions conducted several CGE
model simulations on macro-economic effects of the CJK FTA. They also
conducted various studies on sectoral implications for the major manufacturing
6) Since 2009, the Institute of Developing Economies (IDE-JETRO) is the representative institution
for Japan.
7) Trilateral Joint Research (2002).
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industries, agriculture, fisheries, as well as major service sectors. In addition,
rules of origin and sensitive sectors were also examined.
Having concluded a seven-year study on a CJK FTA, the three institutions
recommended the leaders to upgrade joint research on the CJK FTA by
commencing discussion among three government officials.8) Based on the
recommendation of the Trilateral Joint Research, the leaders of China, Japan,
and Korea agreed to launch an Official Tripartite Joint Study for a CJK FTA
at the second Trilateral Summit Meeting in Beijing, in October 2009.
Accordingly, the first Joint Study Committee (JSC) for a CJK FTA took place
in Seoul in May 2010, and the Joint Study was concluded at the seventh meeting,
which was held in Pyeongchang, Korea in December 20119).
The JSC examined the coverage of the possible CJK FTA without prejudice
to the future positions of the three countries in possible trilateral FTA
negotiations. A possible trilateral FTA is expected to address the following issues:
trade in goods, trade in services, investment, and other issues that may include,
but not be limited to. technical barriers to trade, sanitary and phytosanitary
measures, intellectual property rights, transparency, competition policy, dispute
settlement mechanisms, industrial cooperation, consumer safety, e-commerce,
energy and mineral resources, fisheries, food, government procurement and
environment.10)
The JSC also agreed on four guiding principles to be applied in CJK FTA
negotiations: 1) the CJK FTA should pursue a comprehensive and high-level
FTA; 2) the CJK FTA should be consistent with WTO rules; 3) the CJK FTA
should strive for balanced results and achieve a win-win-win situation on the
basis of reciprocity and mutual benefit; and 4) negotiations should be conducted
in a constructive and positive manner, with due consideration to the sensitive
sectors in each country. The JSC also added that it shares the view that strong
political will would be needed during the entire process for a CJK FTA.11)
8) Trilateral Joint Research (2009).
9) The other meetings were held in Tokyo (second), Weihai, China (third), Jeju, Korea (fourth),
Kitakyushu, Japan (fifth) and Changchun, China (sixth).
10) Joint Study Report for an FTA among China, Japan and Korea, p.147.

Regional Economic Cooperation in Northeast Asia: A Korean Perspective

55

The outcome of the Joint Study was reported to the Economic and Trade
Ministers’ Meeting and the Fifth Trilateral Summit Meeting, which took place
in Beijing in May 2012. The leaders welcomed the conclusion and
recommendations of the Joint Study for a CJK FTA, and endorsed the
recommendations from the trade ministers that the trilateral FTA negotiation
would be launched in 2012. And they added that to achieve this end, the three
countries should immediately start preparations including domestic procedures
and working level consultations.12)
Then, the trade ministers of the three countries met in Phnom Penh,
Cambodia on 20 November 2012 on the occasion of the 21st ASEAN Summit
and related summits, and announced the launch of the CJK FTA negotiations.
The Ministers further decided that the first round of the trilateral FTA negotiations
would be held in early 2013.13)
Accordingly, the first round of CJK FTA negotiations was held in Seoul
on 25-28 March 2013; the second round took place in Shanghai on 29 July
to 2 August 2, 2013; the third round was held in Tokyo on 26-29 November
2013; the fourth round took place in Seoul on 4-7 March 2014; and the fifth
round was held in Beijing on 1-5 September 2014.

Prospects for the CJK FTA and Korea’s Role
Prospects for the CJK FTA
The CJK FTA negotiations are underway. Although the CJK FTA was
considered unthinkable by many, continued efforts have been made to pursue
it. As a result, the three countries finally agreed on the launch of CJK FTA
negotiations. Trilateral summit meetings have been instrumental in advancing
11) Joint Study Report for an FTA among China, Japan and Korea, pp.147~148.
12) Joint Declaration on the Enhancement of Trilateral Comprehensive Cooperative

Partnership (2012).
13) Press Release (2012).
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the process for forming the CJK FTA. It was also supported by deepening
economic ties among the three countries, especially by the rise of intra-regional
trade.
However, the recent instances of territorial disputes remind us of the fact
that the road ahead could be quite bumpy with various thorny issues related
to non-economic factors. In addition, as in other FTAs, each country has sensitive
sectors, and the geographic proximity of the three countries could further
aggravate the situation for certain industries like agriculture and fisheries.
In addition, there exist also other ongoing FTAs which could affect the CJK
FTA negotiations. In fact, the CJK FTA could face competition from other
ongoing regional FTAs such as the Korea-China FTA, the Regional
Comprehensive Economic Partnership (RCEP), and the Trans-Pacific Partnership
(TPP).
First, Korea-China negotiations have been underway since May 2012.
Thirteen rounds of negotiations have been held.14) On the other hand, the
Korea-Japan FTA negotiations have been suspended since November 2004. The
launch of the Korea-China FTA might influence the Japanese position vis-à-vis
the CJK FTA in a positive way and might also be a positive factor in the
resumption of the Korea-Japan FTA.
Another serious variable to consider is the RCEP. If the CJK FTA
negotiations fail to move forward whereas the RCEP negotiations go smoothly,
a de facto CJK FTA could be realized within the RCEP before the de jure CJK
FTA. In order to avoid this scenario, the three countries should speed up the
CJK FTA negotiation process. In doing so, they could also assume leadership
in the process of forming the RCEP. On the other hand, the CJK FTA could
be helped by the RCEP. The RCEP negotiations are supposed to be concluded
by 2015, while there is no agreed target year for the CJK FTA. So, although
not many people are expecting the early conclusion of the CJK FTA given the
current political relations among the three countries, the CJK FTA negotiations
could be concluded earlier than expected thanks to the RCEP.
14) The thirteenth round of negotiations was held in Beijing on 22-28 September 2014.
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The last variable could be the TPP. In my view, the TPP will affect the
CJK FTA in two ways: through direct impact on the CJK FTA or direct impact
through the RCEP. Assessing the positive and negative effects of the TPP on
the CJK FTA is a more complex matter; however, the TPP is likely to affect
the process of RCEP. Thus, my sense is that the TPP will influence the CJK
FTA through the RCEP.
Overall, it seems to me that the positive factors for the CJK FTA are more
powerful than its risks. All three countries have already concluded many FTAs
respectively, and intra-regional trade dependency is quite high for Korea and
Japan, in particular. Moreover, they have many similarities such as having strong
manufacturing sectors and less competitive service sectors, so that a CJK FTA
could be used to further improve their competitiveness in manufacturing sectors
while making their service sectors more competitive.
Furthermore, difficult issues like past history and political tension usually
cited as the main obstacles to the CJK FTA could turn into positive factors
by reversing our way of thinking: the CJK FTA could be used as a means to
overcome past history and to reduce political tension among the three countries
and more broadly to reduce tensions in Northeast Asia.

Korea’s Role
Korea has assumed an important role in the process of preparation for the
CJK FTA. First, the Trilateral Joint Research was proposed by President Kim
Dae-jung during the first gathering of leaders of the three countries in November
1999.15)
Second, the Trilateral Joint Research on the CJK FTA mistakenly was
regarded as a Chinese proposal. When the summary and recommendations of
the joint research were submitted to the leaders of the three countries at the
end of 2002, “The Effects of a Possible FTA between China, Japan, and Korea”
was included as a topic for future discussion. Since China was the host of the
15) As for the historic meeting, it was initiated by President Kim Dae-jung following Prime Minister
Keizo Obuchi’s suggestion.
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Trilateral Joint Research in 2002, it was Premier Zhu Rongji’s role to raise the
issue during the Trilateral Summit Meeting based on the research teams’ report.
In fact, it was originally the Korean team that proposed the idea of choosing
the CJK FTA as a new topic.
Third, with respect to the Joint Study Committee for a CJK FTA, apart
from hosting the first and last meeting, the Korean side tried to play an
intermediary role between China and Japan during the meetings.
Admittedly, the Korean government was not very active in promoting the
CJK FTA in the mid-2000s when the Trilateral Joint Research was underway,
because it was more preoccupied with FTAs with the United States and the
European Union. It was China that was the most active in advancing the CJK
FTA, while the Japanese government was the most cautious in advancing the
process.16)
Furthermore, there are many solid reasons why Korea is likely to assume
a substantial role during the CJK FTA negotiations. First, Korea’s intra-regional
dependency is the highest among the three countries, so the CJK FTA would
be particularly important to Korea by providing it with economic benefits. Second,
being a divided country, Korea would gain the most from an easing of tensions
in the region. Moreover, Korea’s accumulated experience in forming FTAs with
major countries such as the United States, the European Union, and ASEAN
could be used to achieve the FTA with its two closest trade partners.

Future Directions in Northeast Asian Economic Integration:
Beyond the CJK FTA
Trilateral Economic Cooperation
There are various government-level economic dialogue channels between

16) However, it was reported that the Japanese side argued for the immediate start of CJK FTA
negotiations during the Economic and Trade Ministers’ Meeting in May 2012.
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China, Japan, and Korea. Following the China-Japan-Korea Summit Meetings
under the ASEAN+3 framework and the independent Trilateral Summit Meetings,
many ministerial meetings were established to discuss economic issues. These
dialogue channels related to economic cooperation among the three countries
have made progress in terms of depth and scope.
As of December 2012, 18 trilateral ministerial meetings have been held under
the independent trilateral summit, including 13 meetings on economic issues.
However, these ministerial meetings are not properly coordinated to support the
trilateral summit meetings. Therefore, in order to enhance economic cooperation
between China, Japan, and Korea, along with a CJK FTA, the three countries
should establish a regional consultative entity where they can discuss ways to
strengthen economic cooperation among them and coordinate their economic
policies.17)
It is true that China, Japan, and Korea belong to the Asia-Pacific Economic
Cooperation (APEC) and ASEAN+3, regional economic cooperation entities that
are composed of a large number of countries. The Trilateral Economic
Cooperation (TEC)18) should serve as the regional economic cooperation body
17) In fact, the idea of establishing a “Council for Northeast Asian Economic Cooperation

(CNAEC)” was first proposed in Lee (2000), and also discussed in Lee (2003). Given
the economic and political situation in Northeast Asia, the council would first start
with the core Northeast Asian countries―namely China, Japan and Korea. At the
council, the three countries would discuss various ways to enhance economic
cooperation among themselves as well as Northeast Asia as a whole in such areas
as trade, investment, environment, telecommunications, transportation, energy,
finance and macroeconomic policy coordination. At the same time, the council could
serve as a forum where the three countries would exchange views with the aim of
better preparing themselves for other regional and multilateral economic fora. This
council would not produce any legally binding decisions. It would be a miniature
APEC, and being small in size, it would function more effectively by concentrating
on regional issues of interest to all three countries. Once the council is established
and meets its initial expectations, its membership will be open to other countries
in the region that are ready to join. Furthermore, for certain areas of economic
cooperation like energy development, countries outside of the region could be granted
special status and participate in the activities of the council.
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Figure 3. Structure of trilateral econom ic cooperation

for the three Northeast Asian countries, this smaller grouping would have the
advantage of easier, more effective agenda setting and implementation.
Moreover, the TEC derives further advantages from the fact that the three
countries share many commonalities beyond their geographic proximity, including
a high level of economic interdependency; strong manufacturing sectors; weak
agriculture, fisheries, and service sectors; high dependency on foreign energy;
and cultural similarities and usage of Chinese characters.
The structure of the TEC would be quite similar to that of APEC. As
mentioned above, the Trilateral Summit takes place on a regular basis, as do
many economy-related trilateral ministerial meetings. The ministerial meeting
should be further consolidated and linked to the trilateral summit meetings. In
addition, considering the growing importance of macroeconomic policy
coordination and energy issues, the economic ministers’ meeting and the energy
18) Lee, Chang Jae et al. (2012); Lee, Chang Jae, Ho Kyung Bang, Seung Kwon Na and Boram
Lee (2013).
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ministers’ meeting could be established anew.
Despite the aforementioned reasons for the Trilateral Economic Cooperation
(TEC) and its expected benefits, it seems quite difficult for the TEC to be realized
in the short term, considering recent tensions among the three countries.
Accordingly, we propose that the TEC be pursued gradually.
In the first phase, the Trilateral Summit system, which would constitute
a basis for the TEC, should be further consolidated. When the Trilateral Summit
and the existing ministerial meetings are consolidated in terms of venue, chair
(host) country and date, the ministerial meetings would be able to support the
Trilateral Summit more effectively and implement the initiatives agreed at the
Trilateral Summit more systematically. As a result, the Trilateral Summit would
become more effective and the improved status of the Trilateral Summit is
expected to strengthen the political leadership of the three countries, which is
vital in the process toward regional economic integration.
Should the ministerial meetings actually be consolidated around the Trilateral
Summit Meeting, in our view, the only thing necessary on the part of the three
countries in order to upgrade the Trilateral Summit Meeting to a regional
economic cooperation entity named TEC, would be the political will from the
leaders of the three countries.
Because the rationales for establishing the TEC are currently overshadowed
by negative factors related to historical legacy and territorial disputes, it is
important to pursue the goal of establishing the TEC step by step. The three
countries should start building a consensus on the necessity and the feasibility
of forming the TEC. In addition, it is important to inform the public that potential
members of Northeast Asian economic cooperation includes not only China,
Japan, and Korea, but also the Russian Far East, North Korea, Mongolia, Taiwan,
and Hong Kong. In order to build a consensus on the need for the TEC and
actualize the potential of Northeast Asian economic cooperation, a specialized
institute as well as a specialized foundation for Northeast Asia seems to be in
order.
Lastly, there is a good possibility that the TEC could be realized rather
quickly, when people acknowledge the fact that all we need is, in a nutshell,
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the consolidation of the existing Trilateral Summit and ministerial meetings; and
the firm political will of the leaders of the three countries.
Apart from its contribution to regional economic integration, the TEC could
bring economic benefits to the three countries by enhancing economic cooperation
and providing them with new growth opportunities. In addition, it is expected
that the TEC would bolster mutual understanding, reinforce trust, and improve
relations within the region. In the global community, the TEC is expected to
be an efficient medium for the three countries raise their profile in the
international arena and strengthen political leadership in the East Asia region.

Northeast Asian Economic Community
The term Northeast Asian Economic Community (NAEC) commonly has
been used to describe the vision of economic integration among Northeast Asian
countries. However, the NAEC, while often considered the ultimate goal for
Northeast Asian Economic Cooperation, has not been given a clear definition.19)
The name NAEC probably was derived from that of the European Economic
Community (EEC). The EEC was established when France, Germany, Italy,
Belgium, the Netherlands, and Luxembourg signed the Treaties of Rome in 1957,
effective from 1958. In 1968, the EEC evolved into the European Community,
merging with the European Coal and Steel Community and the European Atomic
Energy Community to become a customs union. However, unlike the EEC, which
was aimed at creating a customs union, the NAEC is generally used to denominate
the ultimate stage of economic cooperation among loosely defined Northeast
Asian countries and regions.
The fact that the NAEC is not understood as a legally binding regional
trade agreement reflects the special characteristics of Northeast Asia. First, given
the particularities of Northeast Asia, one could hardly expect the advent of formal
regional economic integration in the near future. Second, at the beginning of
discussions on Northeast Asian economic cooperation in the late 1980s, many
19) Discussion on the definition of the Northeast Asia Economic Community was excerpted from
Lee (2003) and Lee et al. (2005).
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scholars would put quite strict limitations on Northeast Asia’s geographic
boundaries. Since regional trade agreements can only be concluded between
central governments, such a geographic definition excludes the possibilities of
forming a regional trade agreement.
However, if one interprets NAEC as only an ultimate stage of functional
economic integration among the Northeast Asian countries and regions, it cannot
meet the challenge of worldwide proliferation of economic regionalism.
Therefore, by highlighting its formal economic integration aspect, we would like
to interpret the concept of NAEC as formal economic integration of which a
region-wide FTA constitutes the initial stage.
In this regard, we can draw lessons from the ASEAN example. ASEAN
members signed the ASEAN Free Trade Area (AFTA) agreement in January
1992. Notable progress has been made in terms of deepening regional economic
integration. In Bali on 7 October 2003, the Heads of State and Government of
Member Countries of ASEAN decided to establish the ASEAN Community,
including the ASEAN Economic Community (AEC) by 2020. Furthermore, the
East Asia Vision Group proposed the establishment of the East Asian Economic
Community (EAEC) as a vision for East Asian economic integration, and the
East Asia Vision Group II set a goal of establishing the EAEC by 2020.
Figure 4. Road m ap tow ard a Northeast Asian Com m unity

64

Financing Economic Integration and Functional Cooperation for Northeast Asia: Toward a Northeast Asian Economic Community

Against the backdrop of recent developments of AEC and EAEC and
considering that, unlike the EAEC, the NAEC is not likely to be realized in
the near future, the NAEC should be achieved gradually. As shown in the Figure
4, at the first stage, China, Japan, and Korea should conclude a regional FTA
and establish a regional consultative entity for economic cooperation among the
three countries. Then, the CJK FTA could be enlarged into the Northeast Asian
FTA, whereas the TEC could also serve as a realistic stepping stone with respect
to establishing an economic cooperation body in Northeast Asia called “Northeast
Asian Economic Cooperation,” when other Northeast Asian countries are ready
to join them. Thus, we expect the CJK FTA and TEC to become the two main
pillars on the way to the ultimate creation of the Northeast Asian Economic
Community.
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Appendix I. Shares of Intra-regional Trade in Major Economic
Regions (%)
Year
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012

CJK
12.3
13.9
14.0
16.1
17.5
18.6
19.0
18.6
17.4
19.2
20.3
21.2
22.4
23.7
24.1
23.7
22.8
22.2
21.5
22.3
22.1
21.4
20.2

Northeast Asia
28.9
32.1
33.7
33.6
34.9
35.6
35.4
35.6
34.7
35.7
36.8
37.1
39.1
40.3
40.7
40.0
39.0
37.8
35.6
36.9
36.9
35.5
34.9

NAFTA
37.2
38.9
39.7
41.0
42.4
42.0
43.4
44.4
45.7
46.8
46.8
46.6
46.0
44.8
43.7
43.0
42.0
41.0
40.0
39.4
40.0
39.9
40.2

Note: Northeast Asia (China, Japan, Korea, Hong Kong, Macao, and Taiwan).
Source: IMF, Direction of Trade Statistics (2013).

EU (15)
64.5
64.7
65.2
60.6
61.0
61.7
60.9
54.8
55.9
62.0
60.0
59.5
59.9
60.6
59.9
58.4
58.2
58.1
56.7
56.7
56.1
55.3
54.3
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Appendix II. Shares of Intra-regional Trade of China, Japan, and
Korea (%)
Korea

China

Japan

1990

21.9

15.0

9.1

1991

24.6

17.3

10.0

1992

23.4

18.2

10.2

1993

23.6

24.2

11.4

1994

24.8

25.2

12.6

1995

24.8

26.5

13.7

1996

23.3

27.6

14.1

1997

22.9

26.1

13.7

1998

21.0

24.5

12.7

1999

23.7

25.3

14.5

2000

25.1

24.8

15.9

2001

25.5

24.3

17.4

2002

27.3

23.5

19.3

2003

29.6

23.1

21.7

2004

30.7

22.3

23.0

2005

31.6

20.8

23.4

2006

30.9

19.4

23.6

2007

31.2

18.2

23.8

2008

29.9

17.7

23.1

2009

30.5

17.4

26.6

2010
2011
2012

31.5
30.4
29.9

16.9
16.1
15.1

26.9
26.9
26.8

Note: Calculated from data in IMF, Direction of Trade Statistics (2013)
Source: IMF, Direction of Trade Statistics (2013).

Regional Economic Cooperation in
Northeast Asia: A Chinese Perspective
Zhang Jianping

As expected for the forthcoming APEC Beijing Summit, regional economic
integration has been identified as one of three key priorities and as the major
theme in China’s proposals and positions. Regardless of the political complexities
and hindrances in advancing regional integration, there is little doubt that the
aspiration of economic integration is commonly shared. There are both benefits
and challenges to deepening integration, yet with proper regulation, lowered and
even diminished barriers could bring significant dynamism to all aspects of
economy involved. The only problem is the ‘who, when, and how’ of progress
in integration. I propose a pathway to economic integration from Northeast Asia
to the Asia-Pacific region. With a new stage in Asia-Pacific economic integration
gradually emerging as a result of efforts from various countries in the region,
the Northeast Asian countries, namely, China, Japan, and Korea (CJK), while
striving toward the establishment of a CJK FTA and CK FTA, could play a
pioneering role in the forging of a comprehensive and profound regional
integration. The conclusion of the FTA between China and Korea could become
a cornerstone to buttress the greater aspiration of integration of the Asia-Pacific
region.

The New Stage of Asia-Pacific Economic Integration
With three FTA agreements concluded and more progress underway, we
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have entered a new stage in Asia-Pacific economic integration. In 2014 Japan
and Korea reached FTA accords with Australia and Canada respectively. The
Korean FTA with Canada aims to cancel 99% of tariffs on goods in ten years.
As of 2014, China-ROK, China-Australia, China-Japan-Korea FTAs are still
under negotiation, consensuses being reported. With this, the foundation of a
FTAAP (Free Trade Area of Asia Pacific) is becoming more solid. The future
creation of a FTAAP might proceed based on a double-track system, one track
being the TPP (Trans-Pacific Partnership), the other the RCEP (Regional
Comprehensive Economic Partnership). By the Singapore round of 2013, the TPP
had more than 70% of its negotiations concluded. The RCEP, which is especially
important to China, has now undergone five rounds of negotiation. According
to the RCEP schedule, negotiations will be concluded by the end of 2015.
Following either the plans of TPP9 to TPP13 or the ‘Asian track,’ groundbreaking
agreements should have been made by 2015, and the member states should be
more inclusive by 2020. The information sharing mechanism initiated by China
this year could be a new launching pad for promoting and coordinating an RTA
(Regional Trade Agreement) and TILF (Trade and Investment Liberalization and
Facilitation).
In April this year, Chinese Prime Minister Li Keqiang initiated a proposal
for a FTAAP study. Considering the bilateral ties established by this stage, the
timing now is much more favorable for a feasibility study compared with that
for past proposals. However, according to Tan Jian, China’s senior official for
APEC, today’s international economy and trade are fragmenting. The number
of bilateral and multilateral RTAs is growing, leading to the so-called ‘spaghetti
bowl effect,’ which is to say, greater difficulties are being created by the
inconsistent regulations in each of the RTAs. Free trade and investment is one
of the goals of APEC. Given these problems, it is also necessary now to discuss
the feasibility of a FTAAP. Roadmap making is inevitably a tough mission, and
there are plenty of uncertainties regarding RTAs in the region. The proposal
for a FTAAP study could represent a positive signal to the world to come up
with tangible and practical methods to address and tackle the current problems.

Regional Economic Cooperation in Northeast Asia: A Chinese Perspective

71

Even though we might say that the FTAAP is ‘one goal and one dream’
for us all, there are four possible scenarios to get there. The first possibility
is a transition from TPP (Trans-Pacific Partnership) to FTAAP. This might be
more comfortable for developed economies, but the space for developing
economies to catch up might be insufficient. In parallel, the second route could
be an expansion from RCEP (Regional Comprehensive Economic Partnership)
to FTAAP. As a third option, some expect that the TPP and RCEP will eventually
converge. A fourth scenario sees an FTAAP emerging directly from the ‘noodles.’
Whichever path is taken, I believe it is a good time for all countries to launch
research on a FTAAP. And the Northeast Asian countries could combine efforts
to advance the whole integration process of the Asia-Pacific region.

China-Japan-Korea Free Trade Agreement (CJK FTA)
Even though China and Japan are experiencing difficulties in terms of their
political relationship, the kick-off of a China-Japan-Korea FTA (CJK FTA) could
be regarded as a good signal. The new strategic perspective is that every financial
crisis provides a strong impetus for regional economic integration. The case of
Northeast Asia in the latest crisis is no exception. A CJK FTA is the key step
in promoting regional economic cooperation in East Asia following international
and regional economic integration trends. There are, of course, plenty of
difficulties standing in the way.
Agriculture is the most crucial and difficult field in trade negotiations
between the three countries. It represents a comparative advantage for China
but remains a very sensitive industry for Korea and Japan, where is it is not
only highly protected, but also controlled by strong domestic interests. The major
obstacle to an FTA between Korea and Japan is a failure to reach a consensus
on the opening up of agricultural markets. At the same time, diplomatic issues
between these countries are also slowing down negotiations. Territorial disputes
and security-related issues have been especially disruptive since 2012.
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Nevertheless, the CJK FTA has come a long way given the adversities it
has faced. Ten years ago, CJK academic institutions started the first round of
joint research. At the end of 2011, CJK governments announced the end of a
new round of government-industry-academia joint research. In May 2012, the
China-Japan-Korea Trilateral Summit announced that the FTA negotiations would
be launched at the end of 2012; a third round of negotiations is anticipated.
Looking back at the past decade, the trade dependency rates between China,
Japan, and Korea have been changing. As indicated by the share of exports in
Figure 1, China’s trade dependency on Korea and Japan has been decreasing,
with the share of Japan in China’s exports more than halved. While the share
of China in the exports of Japan and Korea has doubled or more. China’s growing
market is becoming more and more indispensable to Japan and Korea. That is
to say, any trade barriers removed by a potential CJK FTA will generate more
benefits for Japan and Korea than for China.
Figure 1. China, Japan, Korea (CJK) Dependency Rate

Source: Authors’ calculations using annual China Statistical Yearbook at http://kosis.kr/eng, and
http://www.jetro.go.jp/ and UNCOMTRADE.
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Given the stagnancy in the WTO Doha Round negotiations and the
after-effects from the US financial crisis and European debt crisis, regional
economic integration is playing an increasingly important role in promoting global
trade and investment liberalization. However, the predicament here is that, on
the one hand, the growing number of regional trade agreements and the
regionalization of economic sectors serve as a new growth engine for the relevant
countries; but on the other, the effects of a global FTA noodle bowl are increasing.
With a combined GDP of more than $10 trillion, China, Japan, and Korea account
for 70% of the total economic volume of East Asia. It is unbelievable that as
one of the biggest economies of the world, East Asia does not yet have a single
bilateral trade agreement. The process of economic integration is lagging behind
Europe, US, ASEAN, and even Latin America. From this perspective, the
necessity and urgency of a CJK FTA is growing.
The market potential of a CJK FTA is manifold. In terms of international
industrial division of labor, China, Japan, and Korea have already formed a close
relationship based on industry chain and value chain, which has deepened greatly
over these years. The current inter-industry division of labor and intra-industry
division of labor could be upgraded to intra-product specialization (vertical
division of labor), forming a closely-knit and optimized East Asian production
network. The close industry chain and value chain could bring sharp growth
in trade of manufactured goods. At the same time, China’s expanding domestic
market would create greater demand for Japanese and Korean products. As
China’s manufacturing industry matures within the network of East Asian
industrial division, Japan and Korea’s increasing demand for Chinese products
could also bring an increase in China’s trade and investment in Japan and Korea.
To summarize, the implementation of a CJK FTA would create a closer trade
and investment relationship, reduced transaction costs, and a ‘win-win-win’
situation for all three countries involved. Placed in a global perspective, a CJK
FTA will deepen industry chain cooperation and cultivate new international
competitive advantages. With this in mind, we should hope that negotiations
will be concluded by 2015 as expected.
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China-Korea FTA (CK FTA)
More realistic at the present time is the creation of an FTA between China
and Korea (CK FTA). Several rounds of negotiations have taken place between
China and Korea, and an agreement is expected to be concluded by 2014 or
2015. If accomplished as expected, the CK FTA would represent important
leverage to push forward multilateral regional economic cooperation in NEA.
Research on a CK FTA began in 2006, and finished in 2010. As regional
economic integration between China, Korea, and Japan continues to encounter
political and historical obstacles, the CK FTA is the most likely product in the
near future. For Korea, integration into the economic hub of NEA is unimaginable
without a CK FTA. The advantages of economic integration between China and
Korea are manifold given that complementary industries occupy more than half
of the total economy. The complementary scope is further expanded by some
industries with intra-industry trade. Overall, the industries of both countries are
more complementary than competitive.
Both a CK FTA and a Korea-Japan FTA (JK FTA) were initiated in 2006.
The observable situation is that the JK FTA has stalled after five rounds of
negotiations. From the perspective of Japan, progress is difficult in view of
agriculture protection. Considering its present relations with other major powers
and the recent right-wing turn in Japanese national politics, the environment is
not particularly hospitable to advancing a JK FTA. In Korea, currently there
appears to be greater support for an FTA with China than with Japan. Should
Japan’s political situation remain unchanged and a CK FTA concluded (as
expected), Japan would be left isolated from an emerging regional network.
In conclusion, it is fair to say that the CK FTA could become a catalyst
for East Asian Economic Integration, and a future CJK FTA could represent
the most critical link in East Asian economic integration. East Asian integration
might move forward in a step-by-step fashion―from easy to hard, from the simple
to the complicated. Likewise, the integration of the Asia-Pacific region might
also follow a route that begins with Northeast Asian integration and continues
to the whole region.

Regional Economic Cooperation in
Northeast Asia: A Japanese Perspective
Maeda Tadashi

There are four key points to consider for regional economic cooperation
in Northeast Asia: 1) connectivity in Northeast Asia; 2) demographic shifts in
China; 3) enhancement of quality of life (QOL); and 4) energy cooperation in
Northeast Asia.
This chapter examines how each of these key points potentially contributes
to the improvement and enhancement of regional economic cooperation in
Northeast Asia by referencing concrete examples.

Connectivity in Northeast Asia
The use and activation of the framework of a ‘Japan Sea Rim economic
grouping’ is quite important to strengthen the connectivity of Northeast Asia.
In this respect, I focus on two examples which have huge potential for
development: The Tumen river area and the Russia-Japan energy bridge.

Potential of the Tumen River Area
The Tumen river serves as a boundary between China, North Korea, and
Russia and it flows into the Sea of Japan. The area surrounding the Tumen river
has huge potential for development for the following reasons:
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1. The cost of labor in Northeast China is relatively low compared with
large cities such as, Beijing and Shanghai. The cost of labor is about 60-70%
that of Shanghai and Beijing and it is much easier to hire people in Northeast
China.
2. Northeast China (especially Heilongjiang (黒竜江省) has abundant
agricultural areas. Heilongjiang has the largest area of ‘cultivated land’ and the
second largest ‘total sown area’ in China.
3. By using Zarubino port instead of Dailan port, shipments to Japan would
take four days less. Zarubino port is a warm-water port located on the south
of Primorsky Krai in Trinity Bay, 18 kilometers from the Sino-Russian border.
Figure 1. Potential for developm ent of the Tum en river area

Sources: Japan External Trade Organization (JETRO) and China Statistical Yearbook (2013).

However, there are challenges to using Zarubino port. First, the capacity
of Zarubino port is limited. Its anchor depth 11-12.2 meters, cargo depth is 7.1-9.1
meters, and its harbor size is small. There are also issues of differentiation from
other developed ports in the Far East such as, Vladivostok. Vladivostok port,
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for example, is a large port with a total depth of 11.50 meters, and has immediate
access to the Trans-Siberian Railway. In addition, transshipping is required from
Zarubino because the track widths of China and Russia differ. Finally, the amount
of imports from China through Zarubino remains small.
Some of these challenges may be solved in the near future. In May 2014
The governor of Jilin Province (吉林省), China and the president of Summa
Group—the largest terminal operator in Russia and the third largest in Europe—
signed a cooperation agreement for the implementation of ‘the Big Port of
Zarubino Project,’ aimed at developing the capacity of Zarubino port. Total
investment for this project is estimated at over 40 billion rubles and it is expected
that the total imports and exports of Zarubino port will reach 100 million tons
once construction is completed. Moreover, plans to enhance the capacity of the
transshipping station on the border between China and Russia are currently being
implemented. The expansion plan aims to increase capacity from the current 1.5-2
million tons a year to 4 million tons a year by the end to 2014, and to 10
million tons a year in the future. The development of Zarubino port (together
with efforts to address the other challenges) could have a very positive effect
on the connectivity of a Japan Sea Rim economic grouping. Moreover,
development of Zarubino port might encourage the development of surrounding
areas of Northeast China as well.

Russia-Japan Energy Bridge
Creating an energy bridge connecting Russia and Japan would also serve
to strengthen the connectivity of the Japan Sea Rim economic grouping. The
idea of an energy bridge was put forward in the early 2000s, was suspended
for a number of reasons, and was revisited in August 2012. According to
Alexander Khoroshavin, governor of Sakhalin, Japan proposed greater energy
interaction at a time when Japan was experiencing difficulty supplying electricity
following the Fukushima-1 disaster and a freeze on the activity of most of its
nuclear power plants.
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According to Governor Khoroshavin, the Russian section of the energy
bridge between Sakhalin and Hokkaido prefecture in northern Japan is estimated
at $5.5-6 billion. Governor Khoroshavin cited four factors in favor of this
ambitious project: 1) modernization and construction of generation facilities and
power lines on the island of Sakhalin; 2) electric power connection between
Sakhalin and Japan in La Perouse Strait; 3) development of the necessary grid
infrastructure in Hokkaido; and 4) construction of electrical devices on the islands
of Hokkaido and Honshu.1)
Figure 2. Russia-Japan energy bridge

Source: Government of Sakhalin Region, ITAR-TASS News Agency.
1) See http://en.itar-tass.com/economy/716618.
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The benefits for Japan from a Russia-Japan energy bridge project are
substantial. The project enables Japan to secure a stable electricity supply at
a time when Japan is struggling with energy security issues due to the shutdown
of its nuclear energy facilities. Russia is developing gas power and hydro power
plants in the Russian Far East and this project would allow Japan access to
cheap electricity produced in this area. There remain, however, issues that need
resolving, these include, the development of legal systems (updating the
Electricity Business Act to enable electric power transmission with foreign
countries) and construction of electrical devices (HVDC) on the islands of
Hokkaido and Honshu.
Since the energy bridge project is expected to accord with ‘Russian national
priority for the 21st century’ this project should be integrated into Russian
development priority plans. In December 2013, in his annual address to Russia’s
Federal Assembly, President Putin described the development of Siberia and the
Far East as a “national priority for the entire 21st century” and mentioned the
importance of creating “special advanced economic development zones” in this
area to encourage foreign investment. In order to accomplish this, Russia is
making strong efforts to improve the investment-climate, such as reducing the
number of procedures required for technological connections, registration of
companies, and registration of property. Eight countries and ten industries are
Table 1. Target Countries and Industries
Countries
Japan
South Korea
China
United States
Industries
Building materials
Timber processing complex
Fish processing
Tourism
Metallurgy
Source: Russian Government.

Canada
Germany
Finland
Turkey
Auto components
Agro-industrial complex
Logistics
Oil and gas chemistry
Infrastructure
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selected for special attention under Russian national priority policy. Given that
Japan is listed as one of the target countries and infrastructure is a target industry,
we may conclude that the Russia-Japan energy bridge project should be a priority.

Demographic Shifts in China
Needless to say, China is one of the most powerful and influential countries
in Northeast Asia. China’s development was brought about partly through the
liberalization of movement of people and products, but it has led to a dramatic
movement of people―a huge demographic change has occurred. Here, I focus
specifically on the case of Shanghai, one of China’s largest cities and a vivid
Figure 3. Dem ographic shift in China (alm ost fully-urbanized Shanghai)

Sources: Google; China Statistical Yearbook; changes in population survey data Zhejiang Province
announcement; Shanghai Economics and Social Development Statistics Bulletin, Jiangsu
Province Bureau of Statistics; Zhejiang’s economic development report, City of twelve
provinces five-year development plan.
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example of demographic change. As Figure 3 illustrates, the population of
Shanghai and two nearby cities Nanjing (南京) and Hangzhou (杭州)) has been
increasing. The population of Shanghai was estimated at 23.8 million in 2013;
it was 16.6 million in 2001 and 18.9 million in 2005. Shanghai has been one
of the fastest developing cities in the world for the last twenty years, with
double-digit growth nearly every year since 1992, except during the 2008-2009
global recession. It is projected that Shanghai, along with Beijing, will have
a population of more than 50 million by 2050, double the current level, because
of fast-paced urbanization in the region and strong economic growth.2) The
urbanization rate of Shanghai is quite high (about 90%) and it is already almost
saturated. Rapid urbanization results in several negative effects including traffic
and air pollution (in Shanghai, the number of automobiles increased 1.8 times
from 1995 to 2002.).

China (Shanghai) Pilot Free Trade Zone
The China (Shanghai) Pilot Free Trade Zone officially opened in September
2013. The plan was first announced by the government in July 2013 and official
approval was granted by the state council in August 2013. The Shanghai Pilot
Free Trade Zone covers an area of 28.78 square kilometers integrating
Waigaoqiao Free Trade Zone, Waigaoqiao Free Trade Logistics Park, Pudong
Airport Free Trade Zone, and Yangshan Free Trade Port Area. Six major sectors
were identified for the Pilot Free Trade Zone: financial services, shipping services,
trading services, professional services, cultural services, and social services.
Financial services provides a useful example of the China (Shanghai) Pilot
Free Trade Zone at work. Through a notice issued in February 2014, restrictions
on converting foreign currency in capital accounts to RMB were relaxed in the
Shanghai Free Trade Zone first. Then, in July 2014, additional relaxation of
restrictions were introduced and the number of ‘liberalized areas’ increased to
2) See http://worldpopulationreview.com/world-cities/shanghai-population/.
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16. This is an excellent example of how a pilot area should be used.
Creating China’s first free trade zone on the mainland in Shanghai―a city
with a large and growing population and with huge potential―was a strategically
effective decision. The Shanghai Free Trade Zone is a pilot project for testing
expanded economic reform that may then be extended to other cities after a
couple of years. However, the Shanghai Free Trade Zone does not properly
address the issue of urban and rural disparities. It remains important to avoid
the over-concentration of people in Shanghai and create, instead, cities which
are sustainable in terms of environment and quality of life.

Enhancing Quality of Life through the ‘Smart City’
As previously noted, rapid urbanization can lead to negative effects such
as traffic and air pollution. The ‘Smart City’ provides solutions for these issues.
The ‘Smart City’ delivers a variety of services to enhance ‘Quality of Life’ (QOL)
not only advances in information and energy saving technologies, for example,
but also efficient and innovative services to deal with traffic, environmental
issues, sanitation issues, etc. Approximately 200 government-certified smart cities
are currently in the planning stage in China (20 cities including Nanjing, Wuxi,
and Yangzhou have been identified as test smart cities), but many of them remain
simply at the ‘real-estate development with IT service’ stage.
There are three critical elements to a ‘Smart City’ project: 1) the core ‘city
development company’ (the ability to cohere a variety of companies); 2) active
involvement by the state (driving the project from the early stages); and 3)
appealing concepts for city development (energy effective infrastructure,
enhanced QOL of the local community, economically sustainable system).
The Japan Bank for International Cooperation (JBIC) is willing to cooperate
in ‘Smart City’ projects and we are currently determining the components of
smart cities and creating credit rating mechanisms to be applied for each smart
city project.
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Table 2. Proved Gas Reserves in the Russian Far East and Siberia
Gas field

Proved reserve (TCF)

Sakhalin 1

17.1

Sakhalin 2

17.7

Sakhalin 3 (Kirinsky)

24.7

Chayanda

43.8

Kovykta

56.4

Total

159.7

Source: Japan Oil, Gas, and Metals National Corporation (JOGMEC).
Figure 4. Energy cooperation w ith Russia: natural gas supply and dem and

Source: Ministry of Economy Trade and Industry of Japan; World Energy Outlook, IEA (2013).
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Regional Economic Cooperation in Northeast Asia
Russia-Japan Energy Cooperation (Natural Gas)
Natural gas demand in Northeast Asia is expected to grow, especially in
China and Japan (China: 132 bcm in 2011 to 529 bcm in 2035). After the Great
East Japan Earthquake and Tsunami, Japan’s LNG demand has increased by
around 30% due to the shutdown of its nuclear power plants (FY2010 around
70 million tons, FY2012 around 90 million tons), it has been met mainly by
Qatar gas. Currently, Japan is paying very high gas prices, much higher than
the Henry Hub price (the US). Japan needs to change from the current price
formula (crude oil linked) to a market linked price such as the Henry Hub index.
Russia is one of the world’s largest natural gas producers and production
is expected to continue to grow from 673 billion cubic meters (bcm) in 2011
Figure 5. Energy cooperation w ith Russia: production, reserves, and export routes

Source: Japan Oil, Gas and Metals National Corporation (JOGMEC).
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to 808 bcm in 2035. Athough increase in Russian gas production depends greatly
on development of the Yamal Peninsula, development of resources in the Russian
Far East, Sakhalin, and East Siberia is also expected in the future.
Energy exports from Russia to Japan potentially include piped gas as well
as transported LNG. Gas prices will be determined on a bilateral basis, but
reference to US shale gas prices is expected. As the US is not expected to build
liquefaction facilities along its west coast due to environmental concerns, natural
gas from the US must travel through the Panama Canal for export. The freight
cost of this transport is comparatively high. Therefore, if the price of Russian
gas were NOT oil-linked, it would represent a significant advantage for Russian
gas exports. Even if pricing is resolved, other issues remain, namely, Russia’s
future gas production ability, an unclear strategy for gas transport, and funding
for gas production and export.

China-Russia Gas Agreement
According to Reuters, in May 2012 China and Russia signed a $400 billion
gas supply agreement.3) According to the agreement, Russia could supply 38
billion cubic meters (bcm) of gas to China each year for 30 years. “The gas
will be transported along a new pipeline linking Siberian gas fields to China’s
main consumption centers near its coast.” Although an agreed price for gas was
not disclosed it is understood that it “compares to a price range of $350-$380
(per thousand cubic meters) most European utilities pay under discounted
long-term contracts signed in the last two years. Putin said the formula was similar
to the European price tied to the market value of oil and oil products.”
Russia may have compromised two things over the gas agreement. First
is the price of gas. Their agreed gas price is assumed to be more or less $10
per MMBtu which is almost the same as Turkmenistan. The second compromise
is an off-take obligation. Although based on media reports, we are unable to
confirm that the agreement has set the lowest volume off-take obligation for
3) See http://www.reuters.com/article/2014/05/21/us-china-russia-gas-idUSBREA4K07K20140521
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Table 3. Coal Dem and in China and Japan
2011

2035

Japan 153 mtce

140 mtce

China 2666 mtce

3050 mtce

Note: Metric Tons Carbon Equivalent (mtce)
Figure 6. Energy cooperation w ith M ongolia (Coal)

Source: World Energy Outlook, IEA (2013) and JOGMEC.

China (take or pay), if it is true, it means that China does not necessarily have
to buy from Russia.

Energy Cooperation with Mongolia (Coal)
Moving on to coal-centered energy cooperation with Mongolia. Japan and
China’s coal demand is still very high and will remain so through 2035. The
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Figure 7. Connectivity of Northeast Asia

Source: Google.

estimated coal reserve of Mongolia is 162 billion tons, the recoverable amount
is 9.8 billion tons. Both total coal production in Mongolia and exports are
increasing and, currently, all exports go to China. Several railway routes are
planned for the Tavantolgoi. coal deposits (Tovantolgoi-Sainshand,
Sainshand-Choibalsan, Tovantolgoi–Gashuun sukhait, and improvement along the
Ulan-Ude (Russia)-Sainshand–Zamyn-Üüd route). If these railways are completed
without delay, in 2020, it is estimated that 57.5 million tons of coal will be
shipped along the China route and 8.5 million tons of coal through the Russia
route.
It is important to develop coal mines and railway networks together and
integrally in order to achieve and strengthen connectivity in Northeast Asia,
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including Mongolia. Equally important is the expectation that the investment
climate will be improved so that foreign capital companies including Japanese
firms can invest securely.

Connectivity in Northeast Asia
We should take a big picture approach to regional connectivity, based on
the possibility of further development in the Shanghai area and future energy
cooperation among the countries in Northeast Asia. The Northeast Asia region’s
potential is immense given the possibility of a large development zone that
includes the Japan Sea Rim economic grouping, the Yellow Sea rim economic
zone, and East China Sea economic areas.

Regional Economic Cooperation in
Northeast Asia: A Russian Perspective
Pavel Minakir

Russia’s General Strategy
Since 1997 we have seen three variants of the “turn toward the East” policy
of Russia (originally, of the USSR). The first, was Gorbachev’s so-called Pacific
maneuver (1987-1990). By this I refer not only to the general declaration
regarding re-orienting the Soviet economy in the direction of the Pacific, but
also to the first flows of foreign investment and joint ventures in the Far East,
the special incentives for Far Eastern industries, as well as the first State
Development Program for the Far East Region. The second (1992-1996), was
connected with Russia’s economic transition or transformation crisis, when an
orientation toward the Northeast Asian (NEA) market was the only option in
order to save the timber, fishery, metallurgy, food processing industries, as well
as the consumer market of Russia’s Far Eastern region. Since 2006 the third
variant of Russia’s Pacific integration has been based on foreign direct
investments to the Russian Far East (RFE) energy sector and enormous internal
investments in transit infrastructure.
From a statistical and macroeconomic point of view, we can conclude that
Russia’s Pacific re-orientation has achieved some positive results―almost 25%
of total Russian exports are now connected with the APEC region. The largest
share is exports to NEA countries; about 71% of total exports to APEC. Though
to date the EU continues to be Russia’s most important trade partner, trade with
Northeast Asia is significant (see Figure 2).
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Figure.1. Russian foreign trade turnover, 2013 (billion dollars)

Figure.2. Russian foreign trade countries (billion dollars)

Most of Russia’s trade with NEA as well as with the EU is in energy
products, including crude oil and since 2011, LNG. This corresponds with
Russia’s general export commodity structure which consists of more than 70%
energy goods (see Figure 3).
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Figure 3. Russian export com m odity structure, 2013

In the future the share of Russia’s energy sector in exports to NEA will
increase due to two factors. The first factor is the problems with the European
energy market for Russian companies. The problem is not limited to the Ukrainian
crisis; rather this is an indicator of systemic problems which include the US’s
competitive policy as well as a desire by the EU itself to minimize its dependence
on Russian supplies. In fact, from an economic point of view, the Ukrainian
crisis can be seen as a strategic turning point in Russian-NEA economic ties.
Economic sanctions imposed by the US and EU on Russia might be viewed
as a strategic challenge for Russia, compelling it to look for new opportunities
not just in trade but in technological and investment exchange.
Since 2000 the volume of foreign investment to Russia increased more than
22 times (see Figure. 4) due to import substitution developments after the 1998
financial crisis and opening of financial markets.
Though the average investment/GDP ratio in Russia is not high enough for
a developing economy (around 20-22%) and the main growth engine is internal
and external demand, investment is playing a very important role first of all
in energy and other extracting sectors of the Russian economy; these provide
the largest part of the federal budget income, more than 60%.
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Figure 4. Foreign investm ent in Russia (m illion dollars)

Table 1. Russian Federal Budget Incom e, 2013 (trillion ruble)

Total income

12020

VAT

3575

Natural resource Taxes

2544

Income from foreign economic activity

4662

Other

1239

Direct foreign investment amounts to only 2-3% of the total volume of
investments to fixed capital in Russia, as seen in Figure 5, but more significant
are the so-called ‘other investments’ (loans, securities, etc.) that are used for
the financing of domestic investments. Their share is 12-14% of total Russian
investments to the internal economy.
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Figure 5. Foreign investm ent structure (billion dollars)

The recent sanctions imposed on Russia by the West have made clear to
Russia the importance of looking for new financial sources, not only because
of possible challenges associated with current and future investment financing,
but also to service accumulating external debts. The volume of Russian corporate
external debt, although not extreme, is high enough, about 29% of GDP and
115% of national gold and currency reserves (Table 2). One alternative source
for external investment financing is NEA, not only for the ‘sanctions period’
but after it too. When referring to NEA in this context, we are primarily referring
to China due to the uncertain attitude of Japan and Korea toward investment
financing in Russia.
Table 2. Russia’s External Debt (billion dollars)

Total debt

Governmental

Corporate

Reserves

1998

182,9

149,9

33,0

17,7

2013

703,9

85,5

618,4

537,6

The second possibility for Russia to diversify external finance sources is
the BRICS (Brazil, Russia, India, China, and South Africa) which together
account for 20-22% of world GDP (Figure7). However, although the economic
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potential of this grouping is sufficiently high, its financial and institutional
potential is not yet so. During the last BRICS meeting in Argentina the first
steps toward creating a joint financial institution were taken, but any results from
this are likely to be evident only well into the future.

Regional Instruments
Since the mid-1960s the USSR/Russia used the Russian Far East (RFE)
as its main base and channel to APEC and the NEA region. Until 2004 the
Russian Far East was the main area for trade and investment cooperation with
NEA, accounting for around 75% of total Russian trade turnover and 80% of
capital transactions with NEA. However, the situation has changed. After
construction of the Trans-Siberian oil pipeline and other infrastructure projects
including sea port and railway reconstruction, other Russian regions such as,
Siberia and the Ural region began to play a growing role in Russia-NEA
cooperation. The Russian Far East became mainly a transit area for Russian trade
with NEA countries. During 2000-2013 all-Russia exports to NEA increased
almost 14 times while exports from the Russian Far East increased 10 times.
The share of foreign direct investment in the Russian Far East decreased to 50%
as of 2013 in spite of extraction and exports from Sakhalin offshore oil reserves.
Nevertheless, up to now, the Russian Far East remains one of the most important
‘blocks’ in the Russian cooperation strategy with NEA.
Since 2003 Russia began accelerating investment in the Russian Far East
and the main target was transit infrastructure and new exports of natural resources.
The investment growth rate in the region up to date is higher than the national
average.
The main economic effect on the Russian Far East could be describe as:
‘high investment growth―high export growth―modest GDP growth’ because
exports are the most effective draw for investments given the availability of a
foreign market. Figures 7 and 8 illustrate this effect. Mainly due to this, the
Russian Far East’s export value is around 27% of all Russian exports to the

Regional Economic Cooperation in Northeast Asia: A Russian Perspective

95

NEA region in spite of the recent increased exports from Siberian regions.
Figure 6. Fixed capital investm ent in RFE (2000 = 100% )

Figure 7. Foreign trade and investm ent dynam ic in RFE (% )
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Figure 8. Foreign trade and GDP dynam ic (% )

The increase in regional trade, the above mentioned effect (or lack of), on
GDP became evident from 2004 and is linked to the start of Sakhalin project
operations―fuel and related goods account for the largest share in regional
exports.
Figure 9. Russian Far East foreign trade, com m odity structure, 2012 (% )
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In the case of Japan and Korea the share of oil and gas exports is much
higher, but the regional exports to China are more diversified (see Figures 10
and 11) reflecting deeper and mutual economic ties. In the future the share of
energy exports to China will increase due to recently confirmed projects to
construct a new gas pipeline from Eastern Siberia and the Yakut Republic. In
addition a greater volume of exports in machinery goods and engineering services
might result from joint projects related to the aerospace industry.
Figure 10. Com m odity structure of RFE exports to Japan and Korea, 2012 (% )

Figure 11. Com m odity structure of RFE exports to China, 2012 (% )
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Until now trade dependence on NEA has been crucial to the survival of
the regional economy of the Russian Far East and it will remain a fundamental
factor in its market stability from a mid-term perspective. However, a continued
monopsony in the trade model of the Russian Far East represents a potential
problem for the region in the long-term. While intraregional trade among China,
Japan, and Korea during 2000-2012 was stable (17-18%) due to diversification
in their geographical structures, the dependence of the RFE on trade with NEA
increased from 56% to 80%. This means that the economic stability of the Russian
Far East is now almost fully dependent on the market stability of the ‘NEA
Big Triangle;’ thus, one of the most important tasks for the Russian Far East
is to find new trade partners.
Table 3. Intraregional Trade: Northeast Asia

China
Japan
ROK
RFE

Total ($bln)
530,2
988,6
402,6
4,6

2000
With NEAC (%)
22,2
13,8
20,7
56,4

Total ($bln)
4260,0
1926,9
1283,6
36,4

2012
With NEAC (%)
14,5
22,6
24,9
78,9

For the Russian Far East a dependence on foreign investments is much more
important than for the Russian economy as a whole. For 2012-2013 the average
annual volume of fixed capital investment in the Russian Far East economy is
estimated as $20-22 billion and the volume of total foreign investment reached
$9 billion on average. The volume of foreign direct investment in the same period
is estimated at $2.5 billion. This means that the share of total foreign investment
for this period was more than 40% (10-12% for all of Russia). In the case of
direct investment, the share of foreign investment was around 10% against 2%
for all of Russia. One has to remember that foreign investment is critical to
export-based regional sectors such as oil and gas, diamonds, timber, financial
services (90% of all investments). It should be pointed out, that NEA countries
are not the most significant investors in the Russian Far East (with the exception
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of Japan). The main investors in the regional economy are Cyprus, the
Netherlands, the US, and Great Britain.

Can Russia Benefit from Acceleration in NEA Cooperation?
There are three main directions (and potential results from these) for the
Russian Far East to participate in NEA cooperation. First, is increasing current
investment flows to the Russian Far East and Eastern Siberia as well as securing
comparatively stable and dynamic markets for natural resources (current and
future extraction). Second, receiving alternate sources of financial and
technological resources. Third, targeting markets of scale for the national
extracting sector and income stability for the national budget. All three results
can be reached only if radical changes are made to the Russian economic model
and political paradigm.
Russia’s modern economic model was created as a reaction to the 1998
financial crisis followed by the devaluation of the ruble, the rise in oil prices,
and import substitution development. Increases in world oil prices provoked a
growth in real consumption (250% as of 2000-2010) which led to growth in
Figure 12. Russian oil exports
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the domestic consumer goods supply. But this effect had almost disappeared
until the next crisis (2009-2010). Though oil prices and export revenues remained
high enough, since 2008 increases have been very modest (Figure 12). At the
same time domestic inflation increased (Figure 13) and the ruble became
overvalued (Figure 14). Increases in production costs due to high inflation and
decreasing gross revenues resulting from an overvalued ruble led to the
diminishing profitability of Russian industries including the oil and gas industry.
Figure 13. Retail and w holesale price index

Figure 14. Exchange rate, ruble/US dollar
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Low levels of new investment project profitability and fear of speculation
in exchange markets were the reasons for comparatively high domestic interest
rates and an internal deficit in investment resources. Oil and gas revenue in the
form of federal budget reserve funds was exported to the US and EU. Russian
corporations and banks borrowed money in the form of long-term loans and
securities. As a result, capital outflows increased.
The level of domestic demand was supported by two factors: increasing
personal incomes and a maturing of governmental consumption including
governmental investments. The high growth rates in personal income of
2000-2007 began to stagnate except for pensions (GDP growth rate in 2009-2012
was 160%, pensions 170%, salaries 139%). Governmental demand was connected
mainly to military spending and investments in the ‘Exhibition Economy’―the
realization of projects of enormous scale (Olympics, APEC Summit, ‘Skolkovo,’
‘New Moscow, ‘Goscorporation, etc.). Such projects seemed to be designed to
raise the national prestige but as a rule they were not followed by rising domestic
demand, export possibilities, technological modernization, or new types of
businesses because of a very poor national economic structure and level of
qualifications. As a result they could not create a high level of income
augmentation (at the time or in the future). The most evident effect of such
projects instead has been the illusion of wealth and prosperity and a high level
of corruption in the economy. Such economic policy might be referred to as
an ‘economy of squander.’ In the USSR such economic projects were designed
to project the image that ‘socialism was winning.’ In modern Russia the goal
of such spending is to gratify the vainglory of the national government.
The combination of overambitious expectations for growth in domestic
demand, a lack of technological competitiveness, and poor institutions have
contributed to Russia’s economic stagnation (from 2013). Moreover, they cast
a doubt on whether or not potential earnings from international cooperation,
including NEA cooperation, will yield positive results. Of course, if these
economic, institutional, and political trends are corrected, and it is possible, the
outlook of the Russian Far East and its cooperation with NEA will be more
positive.

Part II
Energy Cooperation:
Energy Infrastructure and Physical
Connectivity

Japan’s Energy Challenges and
Potential for Regional Cooperation
Yasuo Tanabe

Japan’s Energy Situation and Challenges
Japan has had some success in diversifying its energy mix. Japan’s primary
energy sources in descending order are: oil at 45%, coal 23%, natural gas 25%,
renewables (solar, wind, geothermal, and biomass) 4%, hydro power 3%, and
nuclear power 1%. After the March 2011 earthquake and tsunami and nuclear
accidents, the share of nuclear power has dramatically decreased. The need for
increased energy imports to make up for the loss in nuclear power has contributed
to Japan’s deficit trade balance. Japan’s current account balance surplus has
decreased and this represents a serious situation for countries that trade with
Japan. Electricity tariffs have also gone up due to the suspension of nuclear
power generation and the increase in liquefied natural gas (LNG) use and other
types of power generation including renewables. Household tariffs were more
than 24 yen per kilowatt-hour in 2013. In addition, greenhouse gas emissions
continue to increase; CO2 from energy use has increased due to the shut-down
of nuclear power. Japan faces big challenges in terms of climate change.
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Figure 1. Energy m ix in Japan

Source: Hitachi. Prepared based on Agency for Natural Resources and Energy of Japan (ANRE),
Comprehensive Energy Statistics (Preliminary) Report for 2012.
Figure 2. Increasing trade deficit

Source: Hitachi and Ministry of Energy, Trade, and Industry of Japan (METI).

Japan’s Energy Challenges and Potential for Regional Cooperation

Figure 3. Increasing electricity tariffs

Source: Hitachi and Ministry of Energy, Trade, and Industry of Japan (METI)
Figure 4. Increasing greenhouse gas em issions

Source: Hitachi and Ministry of the Environment of Japan.
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There are 48 nuclear power plant units in Japan, but all have been suspended
since February 2014 in accordance with new safety regulations and subject to
scrutiny from the newly created Nuclear Regulation Authority (NRA). Seventeen
units are under review to restart by the NRA.
A cabinet decision from April 2014 lays out the Energy Basic Plan for
2014 stating that “nuclear power is an important baseload power source as a
low carbon and quasi-domestic energy source, contributing to stability on energy
supply-demand structure, on the major premise of ensuring its safety…in case
that the NRA confirms the conformity of nuclear power plants with the nuclear
regulatory requirements, which are of the most stringent level in the world, the
Government of Japan (GOJ) will follow NRA’s judgment and will proceed with
the restart of the nuclear power plants.”
As is well known, Japan and Asia have long paid higher prices for LNG.
This is an important reason why Japan and other Asian countries are trying to
diversify energy sources by, for example, importing shale gas. Other supply
sources include LNG from Canada, Russia, and Mozambique, and the acceleration
of projects operated by Japanese firms such as the Ichthys LNG Project in
Australia. In 2012 Japan’s Ministry of Economy, Trade, and Industry (METI)
hosted an LNG Producer-Consumer conference as a platform for governments,
business entities, and leading experts to exchange honest opinions on common
issues concerning the LNG market. A second LNG Producer-Consumer
conference brought together more than 1,000 individuals from 50 countries,
including minister level officials and top business executives. This was almost
double the participation of the first conference. METI hosted a third conference
in November 2014.
Regarding energy efficiency, Japan has been successful in achieving the
lowest energy supply per GDP unit. This is a great achievement in Japanese
energy conservation policy, which was further modified recently to cover more
sectors. Following the 2011 Tohoku earthquake and tsunami, Japan’s energy
policy was reformulated to promote not only standard energy conservation but
also to encompass peak demand management, further improvements to the energy
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Figure 5. Different pricing for each LNG/natural gas m arket

Source: Hitachi and Ministry of the Environment of Japan.

efficiency of houses and buildings, and to promote the introduction of energy
management systems. The ‘energy management system’ is a product that
systematically works together with other equipment and intelligently manages
energy usage with sensors and information and communications technology (ICT)
tools. For efficient and effective support, building energy management systems
(BEMS) aggregators provide energy management and operation services to small
and medium-sized buildings. In the future, it is expected that BEMS aggregators
will provide demand response (DR) services in which consumers are allowed
to adjust electricity consumption taking into account fees for peak hours, point
systems, and megawatt trade.
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Figure 6. Japan’s energy conservation efforts after the oil crisis

Source: Hitachi; ANRE/METI energy statistics; IEA statistics.

Hitachi’s Cases
The Hawaii Smart Grid project is called ‘JUMPSmartMaui’ and is designed
to establish energy infrastructure to expedite the shift from fossil fuels to
renewable energy in island regions. Maui has renewable energy in its household
and transportation sectors. Hitachi is introducing stability controlling systems,
which can be used as storage for electricity in Maui. The smart grid
implementation is in response to Hawaii’s target for renewable energy set at
40% by 2030.
Hitachi is also active in promoting the Mega-Solar project in Kyushu, Japan
where it installed solar panels purchased from Korea and made in China making
use of the collective supply chain among the three countries.
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The monorail is a convenient urban transport solution. Hitachi has already
installed monorails in Chongqing, China and now Daegu, South Korea, where
it is scheduled to begin operation in 2015.
Hitachi is also involved in energy conservation projects in China. For
example, as a result of the ‘Japan-China Collaborative Project’ signed at the
seventh Japan-China Energy Conservation Forum in 2012, Hitachi is introducing
community management systems in Dalian known as the Biodiverse Emerging
Science and Technology City (Dalian BEST city). The project outline includes
visualizing energy utilization and achieving energy savings through the
community energy management system (CEMS), promoting electric-load leveling
by rechargeable battery, and Hitachi’s first CEMS order.

Potential for Regional Cooperation
Based on the above, we see the most potential for regional cooperation in
the areas of 1) policy consultation; 2) nuclear safety; 3) collaboration on natural
gas development and procurement; 4) business promotion for renewables and
energy efficiency.

Energy Issues: Security, Alternative
Systems, and Low-Carbon Futures
Terry Surles

The Importance of Asia-Pacific Collaboration
Many analyses have shown the importance of international collaboration.
An example given is the importance of collaboration as new AC/DC converter
systems are brought to market for the growing amount of residential and solar
photovoltaic (PV) systems. A recent APEC in Hanoi also pointed to the need
for standard systems for ensuring that new technologies can be utilized in a
number of systems. The examples given there were for the need to have
standardized protocols for testing that would provide sufficient confidence to
the financial and venture capital communities for investing in new solar energy
technologies.
This is all the more important as it is projected that electricity use will
grow by 80% between now and 2040. It is assumed that―with subsidies―both
gas and wind will be the preferential utility-scale generation technologies being
utilized over the next 25 years. This will be critical in terms of greenhouse gas
(GHG) emissions that have continued to rise. Fuel-switching (gas) and emissions
reduction systems (wind) will play an important role in reducing overall GHG
emissions in the coming years. These will also require changes in how
investments are made and how new technologies are utilized in the future.
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Figure 1. Preferential utility-scale generation technologies: natural gas and w ind

Note: Size of bubble represents relative generation levels on identical plant capacity.
Sources: US Energy Information Agency (EIA), Goldman Sachs Global Investment Research.

United States Energy Situation
The United States has essentially not increased its energy use over the past
15 years. This is due in large part to the improvement of energy efficiency and
to the ability to reduce the energy intensity as it relates to GDP. This is also
due to the emergence of the use of significant amounts of natural gas as a result
of new fracking technology. This has also led to the emergence of significant
growth in domestic production of petroleum―now projected to be at the same
level as it was in 1973. This has led to the increased use of natural gas as
a replacement for coal. As coal is retired, wind, and solar technologies have
also significantly penetrated the electricity generation market.
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Figure 2. US prim ary energy production: fracking w ins and oil production at 1972 levels

Source: EIA at http://www.eia.gov/totalenergy/data/monthly/pdf/mer.pdf
Figure 3. US electricity generation

Source: EIA Report (25 September 2013) at http://www.eia.gov/totalenergy/data/monthly/pdf/mer.pdf
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These facts are most important on a state-by-state basis. Given the gridlock
in Washington, the states have proved to be more effective in developing new
rules and regulations to decrease GHG emissions and promote the use of new
technologies. This has led to a number of states deregulating the sales of
electricity and gas. That is, the utility profits have been decoupled from simple
sales and tied to other factors that will promote increased conservation and energy
efficiency. Another example is the passage and implementation of AB2415 in
California. This mandates the insertion of 1.3 GW of energy storage in the utility
systems by 2020. While aspects of the law are a bit prescriptive, energy storage
will be critical in increasing the percentage of intermittent solar and wind systems
on the grid.

Status of Electricity Technologies
Three general approaches are taken in reducing GHG emissions: 1)
efficiency; 2) emissions reduction; 3) non-emitting (or lower) GHG technologies;
4) carbon-capture systems. Each of these is discussed in the following sections.

Energy Efficient Systems
Being more energy efficient is the most cost-effective way to reduce GHG
emissions. Either through personal conservation or the use of new end-use energy
technologies, the reduction of electricity use provides a benefit to emissions
reduction and the economy. As a recent Goldman Sachs report points out, energy
efficiency will continue to improve, thus, reducing the need for building more
power plants.
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Figure 4. Energy efficiency continues to increase

Source: EIA, National Oceanic and Atmospheric Administration (NOAA), Goldman Sachs Global
Investment Research, 2014.

Emissions Reduction (Fuel Switching) and Carbon Capture
The increase in natural gas production in the US through the development
of advanced fracking techniques has allowed for the substantive increase in the
availability of natural gas for electricity generation. As a result of this availability,
natural gas prices have become decoupled from those for petroleum on the
international market. While natural gas prices remain high in other countries,
the cost of is about $4.00 per MMBtu in the US. And, it is anticipated that
as the Marcellus shale formation continues to get exploited, the availability of
natural gas will increase over the next decade.
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Figure 5. Natural gas prices decoupled from petroleum prices

Between the growth of the availability of natural gas and new USEPA
regulations on trace metals and fine particulates for coal-fired power plants, it
is estimated that at least 30GW of coal-fired generation will be retired between
now and 2020. It should be noted that―while coal use in the US may decline―
imports of coal from the US to other countries should increase as it remains
an inexpensive commodity.
For coal-fired systems in the US, there remains one long-term option―
carbon capture and storage. Currently, the cost of capture is high, with a coat
and energy penalty of about 30%. While there are many analogues for disposal
of carbon dioxide underground, this approach has yet to be proven on a large
scale. There are currently two demonstration projects within the US and a number
in other countries, with one just coming on line in Saskatchewan, Canada. With
no carbon price signal, it may be difficult to move these technologies along,
coupled with the uncertainties associated with long-term storage. However,
technology development must continue to provide the world with more options
for reducing GHG emissions into the atmosphere.
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Figure 7. Breakout of US coal exports

Note: blue=steam, red=metallurgical
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Emissions Reduction with Non-Emitting Technologies
As one examines the life cycles for the following technologies, it is fair
to say that none of these is a zero-emitting technology. However, in the generation
of power, these are all essentially zero-emitters at the source of generation. Each
of these will be discussed in turn.
Table 1. Average Em ission Levels
Emissions ($)

Coal

Oil

Natural gas

Nuclear

Carbon dioxide

2,249

1,672

1,135

0

Sulfur dioxide

13

12

0.1

0

Nitrogen oxide

6

4

1.7

0

Source: US Environmental Protection Agency (EPA)
Note: Average emission levels in the production of 1 MWh of electricity, points of emissions per
MWh.

Nuclear power continues to be developed in many countries. Despite adverse
public opinion, new nuclear power plants are being built throughout the world,
including in the US. As a result of energy policy acts passed in 2005, 2007,
and 2009, there are loan guarantees for the construction of new nuclear power
plants. Two are currently under construction in the Southeastern US. Due to
the sell-off of older plants to a few utilities in the 1990s for low prices, costs
associated with the existing fleet of nuclear power plants is among the lowest
in the US. And, there are essentially no emissions from the generation of power
by these plants. Currently, the US is considering the emerging technologies of
small-scale modular nuclear power plants that would be self-contained and,
therefore, much safer. A recent meeting at Stanford University explored this idea
in depth.
Renewable Energy Systems. Historically, renewable energy meant biomass.
Now hydropower is at 16.2% of total electricity production and growing at over
3% a year. Wind power is at 2.4% and growing at 26% a year. Solar energy
is only at 0.4%, but is growing at over 50% a year. The following sections will
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treat each renewable energy system in turn.
It should be noted that all renewable systems need government regulations
to grow their market share. For wind, a production tax credit has been in place.
For solar, an investment tax credit has been in place. Despite these credits,
regulations are necessary to support the reality that these are more expensive
technologies than coal and natural gas fired generation. That said, renewable
energy use has continued to increase with much of it for ethanol for transportation.
Figure 8. Renew able energy consum ption

Note: Hydro decrease in 2012 due to extensive drought.

Baseload Renewables-Biomass and Geothermal. The major concern over the
use of biomass systems is the cost penalties associated with transportation of
a low energy density resource and the life cycle of much of the biomass systems
which end up simply making the technology net-neutral for GHG emissions. This
is coupled to the fact that development of these crops impacts land use for food
and also utilized water in regions where this is becoming a scarcer resource.
The push from the development of technology for the utilization of cellulosic
materials has been delayed thus exacerbating the availability of resources.
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Geothermal resources are available in many countries and the US has
significant resources in the Western US. However, as these are remote for load
centers, these resources may not be developed any time soon.
Variable Renewables―Solar. The amount of solar energy available to us
could easily supply all of our electricity needs. In addition to the development
of residential and commercial PV systems, there has also been an increase in
concentrated solar power development, particularly in the US southwestern desert
regions.
However, the focus remains on the growth of the PV industry where the
major growth for installation has been in Europe. For the US, PV installation
prices continue to fall, now at about $3.00/watt. In the meantime, solar was
the second largest provider of new systems in 2013 in the US (after natural
gas). Over 4.7 GW of solar energy systems were installed during that year. For
utility-scale installation 5.5 GW are under construction, with over 25 GW
planned.
Figure 9. Renew able fuel standard volum e requirem ents

Source: Randy Schnepf and Brent D. Yacobucci, Congressional Research Service, Renewable Fuel Standa
rd (RFS) Overview and Issues, January 2012, R40155, 3 at http//www.fas.org/sgo/crs/misc/R4015
5.pdf.
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Figure 10. Solar energy is largest renew able resource

Source: Randy Schnepf and Brent D. Yacobucci, Congressional Research Service, Renewable Fuel Standa
rd (RFS) Overview and Issues, January 2012, R40155, 3 at http//www.fas.org/sgo/crs/misc/R4015
5.pdf.

Figure 11. Decrease in PV installation prices
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Variable Renewables―Wind. Wind power is also a significant resource,
although 2013 was a poor year for installation with only about 300 MW installed.
This was due to the temporary demise of the production tax credit that wind
power had received in prior years. In 2012, the US installed more wind than
any other nation, with over 13 GW being installed during the course of the year.
Despite this, the US still lags other countries on the basis of percentage of power
provided by wind.
For both wind and solar, the big issue is their variability. There needs to
be spinning reserve or storage for times when the wind stops or a cloud comes
over. This leads to loss of resiliency, the need for ramping systems, the loss
of power quality, and the increase in grid instability, among other issues. The
next section will discuss new technological approaches to overcoming these
issues.
Figure 12. Grow th in w ind industry
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Figure 13. Increase in w ind installation

New (Smart Grid) Technologies and Systems
In order to substantively increase the percentages of variable renewables
on electricity grids, we will need to develop better forecasting techniques, better
utilize fast-start systems, where possible, have wider aggregation of resources,
and utilize new energy storage, information technology and telecommunications
technology for improving grid stability, power quality, and reducing the cost
of electricity.
Energy Storage. For energy storage, it is a matter of asking what problem
you are trying to solve. If it is day-ahead, pumped hydro has proven to be cost
effective. If it is second-by-second due to the rapid changes in wind and solar
resource production, then rapid response systems such as lithium-ion batteries
or flywheels may be a better solution. However, ramping issues―where there
is significant amounts of solar on the grid―may become even more important
in the future. Storage systems for rapid ramping, which may take the form of
various types of flow batteries may be the answer. As energy storage is currently
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not cost-effective, continued advances of these new systems must continue in
order to best utilize them in grids with high percentages of variable renewable
resources.
“Smart Grid” Technologies. The question for the future is can we take our
electricity infrastructure and superimpose a new telecommunications and
information infrastructure on top of it (or embed such a system within an existing
system). This will require significant training of utility personnel and management
on these new systems. This will lead to significant advances in the ability to
manage the grid, preferably in an automated manner. It is important to note
that the set of “smart grid” technologies are a series of systems that will evolve
with time. There will be not one, but many applications for these types of systems
that will allow for the further development of technologies and the insertion
of new systems into the grid. It will remain to be seen how these technologies
and applications will be able to be utilized most effectively.
It is almost certain, however, that the grid of the 2020s and beyond will
be substantively different from the current 1950s approach to grim management
and operation. This is because regulators in many states are pushing for change.
That is, in many of the states, there is a vision that the utilities should become
more oriented toward being a distribution and customer-side entity, while other
independent power producers develop the new production facilities. This will
allow the utilities to focus more on the new information and telecommunications
systems that are being developed.
If utilities are not sufficiently nimble, it is possible that the entire notion
of a central-station driven grid will be replaced by a series of microgrids that
are only occasionally connected to the grid. While the technology is still in the
process of development and refinement, including cost reduction, this is a
potential harbinger of the future.
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Figure 14. Sm art grid solutions: integrated infrastructure

Sources: Ethan Cohen, Utility Point 7/18/0; Electric Power Research Institute (EPRI) IntelliGrid.

Figure 15. Sm art grid system s
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Figure 16. M icrogrid architectural elem ents

Conclusion
The preceding discussion summarized the current status of many of the
electricity technologies that are already in place or that are being developed.
The one overriding factor to this discussion is that the pace of change is
accelerating. Due to GHG issues, cost containment, consumer-choice, and other
issues, the pace of the grid will continue. What was presented in this discussion
will not necessarily be true even two years from now. The one overarching
thought is to remain aware and be nimble in light of new technology development,
the on-going rush of government regulation, and the need to ensure a supply
of high quality power.

Prospects for a Cross-border Power
System in Northeast Asia
Iinuma Yoshiki

This section discusses the possibility of collaboration among Northeast Asia
countries in an electricity supply system, in particular a cross-border grid.
Narrowly understood, the objective of interconnecting transmission lines with
those of other countries is to improve efficiency of resource utilization. Viewed
from a broader perspective, however, an interconnected grid can become a catalyst
for socio-economic integration.

Self-sufficiency and Electricity Consumption
Taking a look at the various indicators of the countries in Northeast Asia,
we see that resource endowment is not uniform. China, Mongolia, and Russia
are richly endowed with natural resources. In the meantime, Korea and Japan
must import almost all primary energy. China dominates the region in terms
of population size, while Mongolia is scarcely populated. An aging society is
a significant issue not only for Japan but also for Korea and China. This issue
is raised because demographics are quite an important determinant in forecasting
electric consumption.
Resource endowment is linked to the potential for energy self-sufficiency.
It is well-known that Russia has huge fossil fuel reserves. But Mongolia is also
noteworthy for its self-sufficiency and new resources continue to be found. China
now has a generating capacity of more than one thousand GW and it has been
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Table 1. Key Indicators for Northeast Asia
China
Rich
1,344

Japan
Poor
128

Korea
Poor
50

Mongolia
Rich
2.6

Russia
Rich
143

89

11

18

535

180

1,105

251

81.8

0.9

238

Electric supply structure

Public
unbundled

Private
vertically
integrated

Public &
private
unbundled

Public &
private
unbundled

Public &
private
unbundled

Residential electric
prices (US cents

9.6

26.3

17.5

--

6.6

Resources
Population (million)
Energy self-sufficiency
(%)
Electric generating
capacity (GW)

commissioning new generating plants of almost 100GW every year. In the
Northeast Asia Region, industry structure, ownership, supply structure, and
market structure are diverse. Japan and Korea are not endowed with significant
natural resources. Therefore, their rate of self-sufficiency is quite low. China
used to be self-sufficient but its rate is now below 100% and expected to decline
further. In general, whether a country has primary energy resources or not
determines the cost of generating electricity.
Figure 1. Energy self-sufficiency
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Comparing electricity consumption in the countries of Northeast Asia and
in the US, we see that China’s consumption is almost the same as in the US
and more than four times that of Japan. However, China’s electricity consumption
per head is about 3,000 KWh. In contrast with its total consumption, Korea
is the most electricity intensive country of the Northeast Asia region (excluding
the US).
Figures 2 and 3 indicate that electricity consumption is linked with economic
size and GDP per capita, efficiency of energy use, and even, indirectly, the level
of electricity rates.
Figure 2. Electricity consum ption, 2011

Note: TWh.
Sources: IEA, Key World Energy Statistics (2013).

Figure 4 shows the composition of electricity consumption by sector. In
these three countries of Northeast Asia, it should be noted that the industrial
sector accounts for more than half of electricity consumption. In the case of
China it is 75%, while in the US it is about 30% and Japan is almost the same
as the US in terms of composition. Generally, in industrialized countries each
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Figure 3. Electricity consum ption per head, 2011

Note: TWh.
Sources: IEA, Key World Energy Statistics (2013).
Figure 4. Electricity consum ption by sector, 2011
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sector accounts for about one-third of total consumption. Figure 4 suggests that
in light of the very low share of the residential sector in these countries, demand
for electricity will increase further as economies expand.
I plotted the electrification rate from 1971 to 2011 for four countries (as
seen in Figure 5). The electrification rate is calculated as total electricity
consumption divided by total final energy consumption. We can see that in every
sector of the economy, electrification rates tends to increase as the economy
expands, and it is apparent that Korea has caught up with Japan while Russia
is stagnant.
Figure 5. Electrification rate

Source: IEA, Energy Balances.

Now let’s consider the supply side. As of 2012, China’s generating capacity
is about 1100 GW. This corresponds to the size of economy. Coal dominates
China’s generation mix accounting for more than 70%, and China had been
adding almost 100GW every year until recently, as mentioned earlier.
In terms of KWh, I would like to point out that the share of nuclear power
in Japan is almost zero. This is, of course, the consequence of the nuclear accident
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at Fukushima Daiichi. I would also point out that the share of renewables is
still negligible. The efficiency of renewable energy is in general very low, if
the sun does not shine it does not generate electricity and when wind does not
blow it does not produce anything.

Electric Power Development Plans
China intends to build about 70GW every year through 2050. The annual
growth rate is approximately 7% which is almost the same as its economic growth
rate―there being a close correlation between growth of GNP and the growth
of electricity demand. One notable point in the case of China is that, according
to its plans, in 2050 the scale of renewable energies is huge, almost the same
as its coal-fired generating capacity. In addition, in 2050 the capacity of nuclear
power is projected to be 300GW. This means that they will have about 300
units of nuclear power in 2050. At present the total number of nuclear power
units in the world is 427 units and their total capacity is 308GW. Moreover,
Figure 6. Electric pow er developm ent plan, China

Source: IEA, World Energy Outlook.
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China plans to double its coal-powered plants. I am not quite sure if the plan
is viable in terms of CO2 emissions and in light of issues surrounding the use
of nuclear power.
Figures 7 and 8 show power development plans for Russia and Korea. Both
are already steadily increasing their generation capacity. In its plans, Russia
appears to increase the share of gas while Korea increases the share of renewable
and nuclear energy.
Japan does not have a definite long-term plan. The Abe cabinet announced
the Basic Energy Plan in April 2014, however, in the plan the role of nuclear
power is unclear. Figure 9 shows the generation mix as of 2012, the unavailability
of nuclear power generation is evident. To make up for the loss of nuclear power,
Japan is paying the extra cost of ramping up fossil fuel-fired generation, in
particular expensive gas. As nuclear power in Japan has been unable to operate
for some time now, electric utilities are on the verge of bankruptcy.
Figure 10 provides a comparison of electricity rates for residential and
industrial uses. It is obvious that Japan has the highest rates. Prices were
Figure 7. Electric pow er developm ent plan, Russia

Source: IEA, World Energy Outlook (2013).
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Figure 8. Electric pow er developm ent plan, Korea

Source: IEA, World Energy Outlook (2013).

Figure 9. Com position of generation m ix, Japan
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Figure 10. Com parison of average unit price, 2011

Note: US cents
Source: Japan Electric Power Information Center (JEPIC).

calculated based on the average foreign exchange rate of 2011. Using PPP,
absolute prices may be different but it seems relative prices would be same.
In China and Russia the industrial rate is higher than the residential rate. In
general, however, the cost of service for residential is higher than for industrial
use. This pricing implies this rate is not based on cost.

Potential for Cross-border Power System Interconnection in
Northeast Asia
Keeping in mind the structures of electricity demand and supply, I now
turn my attention to the possibility of cross-border power systems interconnection
or the integration of the power system. The Japan Policy Council proposed a
map for an Asia-Pacific Power Grid. The Japan Policy Council is an organization
that was formed by academics and executives of private companies after the
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March 2011 earthquake and tsunami to draft a grand design and set a strategy
to achieve it. According to this map, transmissions lines are interconnected with
Korea, Taiwan, ASEAN and Australia. However, as far as I know there has
been no follow-up after the announcement of this plan in 2013.
In contrast, the ASEAN Power Grid is real and moving forward gradually.
The creation of the ASEAN Power Grid is a key to the integration of the ASEAN
economies. The objective is to achieve economic and technical interconnectivity
among member countries. A further and perhaps more important benefit is
developing the ability to cooperate and build good relationships among all
ASEAN countries. In this respect, I see a similarity between ASEAN and the
European Union.
In Figure 11 black lines are existing transmission lines and red lines are
planned cross-border transmission lines. These cross-border lines are now for
trading electricity among the countries. As integration advances, it will be
necessary to have a uniform grid code and rules as a single market.
Figure 11. ASEAN pow er grid

Source: Heads of ASEAN Power Utilities/Authorities (HAPUA).
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Europe has several synchronous areas. These synchronous areas are
interconnected by DC transmission lines. They are planning to create a single
market through a grid. The aim is not only technical integration but market
integration as well. However, for the EU there remain a number of obstacles,
technical and economic. Figure 12 shows a comparison of baseload prices in
regional markets. If market mechanisms work, then prices should converge. Yet,
there is no sign of convergence.
Figure 12. Com parison of electricity baseload prices

Source: European Development Fund (EDF) European Affairs.

Gobitec is the Asian version of Desertec which is designed to connect renewable
resources in Africa with Europe. The Gobitec plan is to build 100GW of wind
and PV and transmit electricity generated to the countries in Northeast Asia.
This seems technically feasible (there are, however, a number of obstacles including
security issues). From the standpoint of an energy system per se, a decentralized
distribution system might be a desirable alternative to a centralized system.
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Figure 13. Gobitec

Source: Gobitec and Asian Super Grid for Renewable Energy in Northeast Asia.

Energy Cooperation in Northeast Asia:
Russian Perspective
Sergey Sevastianov

Introduction
In the 21st century the center of the world economic and political activity
is moving to the Asia-Pacific region where Northeast Asia (NEA) is playing
a critical role. In the Northeast Asia energy sphere there are four main actors
(China, Russia, Japan, and Korea). So far two NEA countries remain at the
periphery of regional energy cooperation: Mongolia and North Korea (DPRK).
However, the role of the latter is of paramount importance, because unsolved
security problems on the Korean Peninsula are blocking realization of several
key energy and infrastructure development projects in NEA. The NEA energy
equation also includes external actors such as the US. Recently India, interested
in gaining access to regional energy resources, joined this group.
Energy security―a stable, cost-effective, and sustainable supply of energy―
is a precondition for the continued economic growth of NEA at a tempo that
surpasses other world regions. On the other hand, a lack of energy resources
will constrain the economic and social development of NEA. In addition, energy
insecurity can lead to vicious competition for resources among energy importing
countries, may further increase political tension, and can hold back economic
cooperation in the region.
Sizable amounts of natural resources are located in East Siberia and the
Russian Far East (RFE). Thus Moscow is able to play a critical role in NEA
energy security. Natural gas is particularly attractive, because, in comparison with
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coal and oil, its use causes much less environmental damage. Besides, the
coordinated development of natural resources would benefit the economic
development of remote Russian regions.

The Main Principles of Russia’s New Energy Policy
Gas usage is expected to grow three times as fast as that of oil. While oil
will remain the dominant fuel even in 2030, gas will become the world’s second
largest source of energy (32% and 26% of the global needs, respectively).1) Exxon
forecasters say that the world will consume about 35% more energy in 2030 than
in 2005, driven by the rapid enrichment of developing nations, especially in the
Asia-Pacific region.
During his second presidential term (2004-2008), Vladimir Putin introduced
the New Energy Policy (NEP), which is based on the following principles: 1)
diversification of the energy supply market; 2) sustaining sovereign control over
strategic decisions on oil and gas exploration and transit routes; 3) signing
long-term contracts with foreigners to develop Russian natural resources; 4) and
regulating foreign access to them. According to the NEP, Russia would only
agree to investments in energy infrastructure projects if consumer states sign 20to 30-year contracts.2) Russia plans to diversify the energy supply market by
increasing exports of natural resources to Asia. In July 2006 Putin made a
commitment to increase the Asian share of Russian energy exports in 15 years
from the current 3% to 30%. This means that Russia would sell to Asia at least
60 million tons of oil and 65 billion cubic meter of gas per year.3)

1) Wall Street Journal, “Exxon Predicts Gas Use Will Surpass Coal’s” (27 January 2011).
2) Sergey Sevastianov, “The More Assertive and Pragmatic New Energy Policy in Putin’s Russia:
Security Implications for Northeast Asia,” East Asia 25 (2008): 35-55.
3) Proceedings of President Putin’s Third Meeting with International Discussion Club “Valdai”
members, 9 September, 2006, Moscow in President of Russia Official Web Portal site (English)
at http//www.kremlin.ru.
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Energy Security and Energy Markets in Northeast Asia
The combined influence of several negative factors and trends threatens
Northeast Asian energy security as follows:
･ Rapid growth in demand (particularly in China where by 2020 oil
consumption is projected to increase more than twofold and gas
consumption more than fourfold)
･ High dependence on the Middle East oil, Japan depends on it for 88%
of its imports, the ROK for 82%, and China for 45%
･ Environmental vulnerability, a high dependence on coal (China―70%,
Mongolia―78%) and oil (Japan―47%, ROK―46%).4)
Recently, state national companies are undermining the dominance in NEA
of giant private companies such as Exxon Mobil, BP, Total, Royal Dutch Shell.
China, India, Japan, Korea, and Russia are subsidizing the activities of
state-owned companies that are investing huge amounts of money into buying
and exploiting new oil and gas deposits abroad. The main driving force in the
realization of such strategies is Beijing. During the last several years three leading
Chinese state companies (CNPC, Sinopec, and CNOOC) made huge financial
investments, and signed numerous long-term contracts in regions all regions of
the world (about 200 projects in 50 countries) aimed at importing oil and gas
by borrowing money from Chinese state banks. Nevertheless, due to high growth
in energy demand China will remain a key factor defining NEA energy security,
and Russia, as the only important regional supplier of energy, is in a position
to make a critical input in achieving it.
In this context, we should mention some key facts regarding Russia’s energy
complex: 1) Russia holds the world’s largest natural gas reserves, the
second-largest coal reserves, and the ninth-largest crude oil reserves; 2) Russia
was the largest producer of crude oil in 2013; 3) Russia is the largest producer
and exporter of dry natural gas.
4) Korea Energy Economic Institute (KEEI), Baseline Study for Energy Cooperation in Northeast
Asia (Seoul: KEEI, 2007).
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Thus far, Europe is the main market for Russia’s oil and gas exports while
the share of oil and gas exports to Asia-Pacific is small. But according to the
energy strategy of Russia for the period up to 2030, the share of Asia-Pacific
in Russia’s oil exports by 2030 should comprise 25% and the share of natural
gas 20%. Taking into account the composition and quantity of proved reserves
of resources in Russia, in the future NEA countries would be able to import
substantial amounts of Russia’s oil and especially gas in both pipeline and
liquefied natural gas (LNG) forms.
Japan is 100% dependent on imports of oil, gas and coal, and to secure
foreign delivery of natural resources this country relies on large state companies.
In international energy markets they are competing with Chinese state companies,
and recently the latter have become the winners in bidding for contracts against
Japanese or Korean companies. The NEA energy security situation is also
aggravated by territorial disputes between China and Japan over the
Senkaku/Diaoyu islands in East China Sea.
Recent events at the Fukushima nuclear power station have dampened
enthusiasm for using nuclear power energy in Japan and several other countries.
Liquefied natural gas (LNG) has become much more affordable in price, and
nowadays it represents the most promising substitute to compensate for the
decreasing share of nuclear energy in the Japanese energy balance.
Korea National Oil Company (KNOC) and Korean Gas Company (KOGAS)
are the two largest Korean state companies that are buying rights to extract and
deliver oil and gas all over the world. However, in comparison with Chinese
state companies, they are not so competitive, because, first, they have less state
money, and, second, while realizing these projects they expect to secure a
financial profit, and that is not always the case with Chinese companies that
are mostly driven by maximizing access to natural resources.
There are no state oil and gas companies in the US, and Washington
considers Beijing’s energy policy as a threat to access to natural resources.
However, it is important to clarify a new trend: from 2006 the US drastically
increased its own gas extraction due to the development of shale gas.

Energy Cooperation in Northeast Asia: Russian Perspective

145

Russia’s Activities and Energy Policy Vision for Northeast Asia
In 2007 Putin approved a proposal granting two state-owned companies
(Gazprom and Rosneft) the exclusive right to develop oil and gas extraction
projects on the Russian continental shelf. This decision effectively blocks foreign
companies, as well as Russian private companies, from securing a major share
in these projects, and in the future the only option for them will be to seek
an invitation from Gazprom or Rosneft for joint development of oil and gas
shelf deposits.
At the beginning of the previous decade Russia had almost no oil exports
to Asia-Pacific. But in ten years the situation has changed dramatically and now
Asia-Pacific comprises close to 20% of total Russian oil exports. This means
that the strategic goal to attain a 25% Asia-Pacific export share that is stated
in the Energy strategy of Russia by 2030 already has been practically achieved.
It became possible due to the construction of the Eastern Siberia-Pacific
Ocean (ESPO) oil pipeline. The first stage of the pipeline was completed in
2009 by launching a branch pipeline to the city of Daqing, China. The Oil terminal
at Kozmino was inaugurated in 2009. The second stage of construction from
Skovorodino to the Pacific Ocean ended in December, 2012. The capacity of
Kozmino oil port is 30 million. tons annually, and annual capacity of the branch
pipeline to China is 15 million tons (according to the long-term contract, Rosneft
will provide to China 365 million. tons of oil during 25 years).
Oil is also shipped from Sakhalin Island projects (12 million tons annually).
Overall, about 70% of oil produced in Eastern Siberia and the Russian Far East
(RFE) is exported to China, Japan, and South Korea (up to 40 million tons from
57 million tons of annual exports).
Russia plans to undertake serious efforts to increase ESPO oil transfer
capacity. To fill this pipeline Russia is conducting a large-scale search for new
oil deposits in Eastern Siberia and the Russian Far East. Chinese, Japanese, and
Korean oil companies are already taking part in oil survey projects in different
parts of Eastern Siberia and RFE off-shore zones. For example, Korea National
Oil Company is exploring oil off Kamchatka peninsula, while from 2010 South
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Korea has been importing oil from eastern Siberia through the Russian oil port
Kozmino.
Though Russia has almost reached its benchmark in terms of oil exports
to Asia-Pacific, it also plans to develop its oil refinery and petrochemical industry
in the region. These production facilities will help diversify Russia’s exports,
create more jobs for local populations, and create more value added products.
One such example is a Rosneft project to construct an oil refinery and
petrochemical plant (to produce polymers) in Nakhodka, Primorsky region.
The RFE is a critical area for Gazprom’s expanded investment activities.
The first gas exports from the RFE occurred in 2009 when Gazprom started
to sell LNG to Japan and Korea from the Sakhalin-2 project. Overall gas
extraction at Sakhalin in 2011 reached 25.5 billion cubic meters: Sakhalin-1
contributed 9.1 billion cubic meters, and Sakhalin-2 contributed 15.4 billion cubic
meters.
In September 2011 Gazprom finished construction of the first part of the
gas pipeline “Sakhalin-Khabarovsk-Vladivostok” with an annual capacity to
deliver 6 billion cubic meters of gas (at the final construction stage this pipeline
capacity will reach 30 billion cubic meters). This will make it possible to achieve
Gazprom’s goal of making gas available to the residents and industries of the
RFE as well as NEA countries. Gazprom chose to rely on gas from the Sakhalin-3
project as a main source for this pipeline to supply domestic and foreign
customers in the near future. Sakhalin-3 consists of four gas and oil fields
producing more than 700 million tons of oil and 1.3 billion cubic meters of
gas.
Current prospects for large-scale foreign investment in eastern Siberia and
the RFE differ country by country. The only example of substantial American
investment is the Sakhalin-1 venture. However, Exxon Neftegaz clashed with
the Russian side over cost overruns for the project and the right to determine
the primary customers for the resources produced.
Although the two Japanese companies involved had to sell part of their
shares in the Sakhalin-2 project, Tokyo is still interested in Russian resources.
Japan’s Osaka Gas signed a contract with Sakalin-2 operator Sakhalin Energy
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to buy annually 200,000 tons of liquefied natural gas produced at a plant in
southern Sakhalin and then shipped to Osaka. The Japanese contract will account
for 98% of the LNG plant’s productive capacity and, according to the contract
terms, Sakhalin Energy will provide Japan with this amount of LNG for 23 years.
Due to the lack of non-contracted LNG resources, Russia could not
immediately help Japan to compensate for its deficit in energy which occurred
after the Fukushima incident. Nevertheless, Japanese companies reached a
preliminary agreement with Gazprom to construct a new LNG producing plant
in Vladivostok aimed at selling LNG mostly to Japan, but a final deal for a
construction proposal has not been reached yet.
Since 2010 South Korea has been importing oil from eastern Siberia through
the new Russian oil port Kozmino. Furthermore, Korea National Oil Company
is exploring oil off the Kamchatka peninsula and plans were to start oil extraction
in 2012. In June 2009, the world’s number one LNG importer, KOGAS
established a 100% subsidiary KOGAS Vostok to take part in gas businesses
and seek potential projects in the RFE. This company is interested in increasing
its Russian LNG annual imports from the current 1.5 million tons to 7.5 million
tons in 2017. These projected numbers include gas that should be produced at
the new LNG plant to be constructed in Vladivostok in the next several years.
In August 2011, North Korean leader Kim Jong-Il visited Russia, meeting
President Dmitry Medvedev. The two leaders agreed to develop a plan for
Russia-DPRK cooperation in arranging initial annual transit of about 10 billion
cubic meters of Russian gas to South Korea through North Korean territory.
It should become a trilateral project with the participation of Russia, South Korea,
and North Kora aimed at constructing a gas pipeline from Russia to South Korea
(with an overall length of more than 1100 kilometers, while 700 kilometers would
pass through North Korean territory). So far it is not clear whether this project
can be implemented, due to political, technical, and other obstacles. Seoul
suggests that it is not sustainable unless bilateral ties between North and South
are improved. As it does not have a natural gas distribution system, Pyongyang
is interested to get transit payments in cash. However, there is a risk that
Pyongyang may use this money to further develop nuclear armaments.5) KOGAS
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has an alternative way to access Russian gas by taking part in the construction
of a new LNG plant in the RFE.
Active exploitation of the Chinese energy market is a key condition for
Moscow to achieve its energy strategy aims. In 2004 Russia proposed to build
a new complex gas transportation system to deliver gas to China through two
(western and eastern) pipelines. The western pipeline would go from the Altai
territory in western Siberia to the Xinjiang Uyghur Autonomous Region in China
supplying up to 30 billion cubic meters of gas annually. The eastern pipeline
(projected annual capacity up to 36 billion cubic meters) would go from eastern
Siberia and from Sakhalin island to northeast China and also to Vladivostok,
and then possibly to the Korean Peninsula.
According to Gazprom’s calculations, the “Sakhalin-KhabarovskVladivostok” pipeline will not be sufficient to fill the LNG plant in Vladivostok
and to launch large-scale gas exports to China. That is why one more pipeline
from Eastern Siberia would be constructed. Referred to as “Power of Siberia,”
this envisions a gas transportation system to transfer natural gas from Yakutsk
and Irkutsk gas extraction centers all the way to Vladivostok and to China.
In its first construction stage the pipeline will go from Yakutia to Khabarovsk
and to Vladivostok, in the second construction stage Yakutsk center would be
connected with Irkutsk center. The urgent start of this extremely large-scale
construction project was facilitated by a 21 May 2014 Gazprom and CNPC
strategic long-term agreement to deliver Russian pipeline gas to China. A contract
of about $400 billion was signed for the delivery of 38 billion cubic meters
of gas annually for 30 years starting from 2019.
By that time Chayanda deposit (the main one at Yakutsk center) would
be operational (with an annual capacity of about 25 billion cubic meters of gas),
the first portion of the pipeline from Chayanda to Blagoveshchensk would be
constructed, and an off-shoot from Blagoveshchensk will go to China.
The above mentioned Sino-Russian strategic gas contract is a win-win deal.

5) Sergey Sevastianov, “The Role of New Russian Infrastructure Development Projects in
Supporting Energy Security of Northeast Asia,” Oikumena 1 (2012): 48-60.

Energy Cooperation in Northeast Asia: Russian Perspective

149

Construction of the pipeline will provide the following benefits for the parties:
･ Russia will diversify its gas export markets and gain an opportunity to
sell gas not only to China, but also at the premium Asia-Pacific LNG
market.
･ Development of gas fields of eastern Siberia and the RFE will result in
inflows of money to the region.
･ China will benefit from a new gas import route as well by diversifying
energy imports. It will also improve overall energy security of China.
･ The project will satisfy growing gas demand in China and help to improve
the environmental situation in big cities.
Overall, in the foreseeable future natural gas has no alternative as a main
source of energy. Thus over the next 20 years Russia could increase annual
extraction output from 650 billion cubic meters of gas (extracted in 2010) to
one trillion cubic meters (about half of this huge amount should be exported).
To achieve this strategic aim new gas extraction areas would be formed on the
Yamal peninsula, in eastern Siberia and on the continental shelf, and more than
25 thousand kilometers of pipelines would be constructed. Besides, the share
of private gas producers in Russia should increase from the current 20% to 30%.
Finally, Russian natural gas is practically an inexhaustible source of energy; the
total gas reserve forecast in Russia is about 165 trillion cubic meters.

Recommendations and Conclusions
Moscow is becoming a significant actor in terms of energy supply in NEA.
Russia is constructing oil and gas export infrastructure in the region. These steps
correspond well with the growing energy demand of China, Japan, and South
Korea. This process has not only a regional energy security dimension, but can
become a real incentive in accelerating economic integration processes in NEA.
Due to high growth in energy demand, China will remain a key factor
defining NEA energy security. By 2030 Russian annual deliveries of oil to China
could reach 30-35 million tons. The Russia-China energy partnership has
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developed a firm intergovernmental and business foundation, and the allure of
Chinese proposals in developing bilateral cooperation has become irresistible for
Moscow. Beijing accepted one of the principal features of the Russian NEP:
during the last several years China either signed or achieved principal agreements
on contracts with Russia in oil, coal, and gas using the same model―allocating
very substantial financial loans as a guarantee of long term supply of Russian
energy resources. Nevertheless Moscow is interested in multinational cooperation
in the energy sector to diversify regional exports, and foreign countries’ (Japan,
South Korea, etc.) contribution in the form of financial investment, new
processing technologies, etc. is very desirable.
To increase Gazprom’s abilities in realizing international projects in NEA,
this company should establish closer ties with foreign companies to share
production capabilities, the financial burden, and new technologies. To speed
up the realization of its formidable projects Gazprom should invite foreign
companies not only as gas consumers but as direct investors. Such an approach,
especially in a multilateral format, would be very helpful in developing trust
between regional countries and facilitating NEA energy security.

Part III
Regional Integration and
Cooperation

Regional Cooperation and Integration
in East and Northeast Asia (ENEA)
Kilaparti Ramakrishna

Recognizing the importance of regional cooperation and integration in
achieving sustainable development for the Asia-Pacific region, ESCAP
Commission, at its 70th session, endorsed the ‘Bangkok Declaration on Regional
Economic Cooperation and Integration in Asia and the Pacific.’ In the Bangkok
Declaration member States of ESCAP “resolve to work together to pursue
enhanced regional economic cooperation and integration in Asia and the Pacific
in the following four areas: 1) Moving toward the formation of an integrated
market; 2) The development of seamless connectivity across the region in the
areas of transport, energy and information and communications technology,
among others, including through the full realization of key regional initiatives;
3) Enhancing financial cooperation for; among other things, closing infrastructure
gaps across countries in the region and exploring the possibility of providing
liquidity support; 4) Increasing economic and technical cooperation to address
shared vulnerabilities and risks.”
In ESCAP, the subregion of East and Northeast Asia (ENEA) covers China
(including Hong Kong, China and Macao, China), Democratic People’s Republic
of Korea (DPRK), Japan, Mongolia, the Republic of Korea (ROK), and the
Russian Federation. However, when thinking about such a subregional grouping,
the question that immediately arises is whether there is anything beyond
geographic proximity that warrants putting these countries together. At the outset,
the countries are more dissimilar than similar, with different stages of
development, economic structure and size, political systems and culture. Due
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ㅇto these differences and long standing historical and geopolitical tensions,
institutionalized regionalization has not made much progress. Yet, there are
increasing interactions, both officially and at the grassroots level, reflecting the
growing importance and interdependence within this group of countries. Also,
despite the various limitations in fully engaging the DPRK, there have been
positive developments in recent years, reflected in the growing number of small
and large-scale projects to enhance subregional connectivity including developing
trade, transport and tourism infrastructure.
Scalapino (1998) recognized this trend of increasing interaction in ENEA
as the emergence of “Natural Economic Territories (NETs), economic entities
that cross political boundaries, taking advantage of the complementarity of
neighboring regions, combining resources, manpower, capital, technology and
managerial skills.”1) From an economic standpoint, regional integration is more
likely to be successful when countries have complementarities in factor
endowments that can be shared to mutual benefit. ENEA is such a subregion.
With the capital- and technology-rich economies of Japan and the ROK, to
China’s labor-rich economy and Russia and Mongolia’s abundance in natural
resources, the economic diversity in the subregion offers a particularly strong
platform for mutually beneficial cooperation and integration. The fact that
regionalism has been underdeveloped in ENEA compared to other parts of the
world means that the region still has many opportunities to take advantage of
the multiple complementarities among its diverse economies.2)
Furthermore, greater cooperation and integration could offer solutions to not
only the old problems of poverty and political instability facing the subregion but
also the new challenges posed by economic growth such as emerging income gaps,
environmental degradation, urbanization and congestion and various social issues.
One common characteristic among the countries is their dynamism and
1) Scalapino Robert,“The Changing Order in Northeast Asia and the Prospects for
U.S.-Japan-China-Korea Relations,” Policy Paper 47, Institute on Global Conflict and
Cooperation (1998)
2) ESCAP, “Growing together: Economic integration for an inclusive and sustainable Asia-Pacific
Century” (2012)
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adaptability to a fast changing global environment. While the development
experiences and patterns are quite unique, the countries accomplished rapid
growth and industrialization. The socioeconomic development of Japan during
the post-World War II period, the ROK’s rise from being one of the poorest
countries in the world to a global economic player in three decades from the
1960s to 1990s, the post-Cold War transformation of the Russian Federation,
and the sustained high growth rates of China starting from the 1980s and Mongolia
more recently, are all indicative of the vitality of the subregion (Figure 1).
Figure 1. Dynam ism of ENEA: industry grow th

Source: World Development Indicators.
Figure 2. Dynam ism of ENEA: GDP grow th

Source: World Development Indicators.
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As a result of rapid economic growth and development, together, the
countries in ENEA account for 25% of global GDP (PPP), 25% of population
and approximately 19% of trade (Table 1). It has also become the largest
economic bloc in terms of combined purchasing power parity GDP of its members
and second largest by nominal GDP comparison. The subregion also holds the
largest amount of foreign reserves with over USD 5 trillion held by China and
Japan.
Table 1. Selected Statistics of Countries in ENEA
China
Population
1,350,695,000
GDP (current
8,227,103
USD millions)
GDP (PPP, int.
12,268,638
USD millions)
Trade Exports
2,248,377
volume Imports
2,016,525
(USD
4,264,902
millions) Total
Foreign reserves
(USD millions)

3,841,374

DPRK
24,052,231

Japan
127,561,489

Mongolia
2,796,484

ROK
50,004,441

Russia
143,533,000

-

5,961,066

10,271

1,129,598

2,014,775

-

4,543,515

15,027

1,500,662

3,385,844

-

873,963
992,054

5,232
7,895

638,247
603,465

593,112
446,093

-

1,866,018

13,126

1,241,712

1,039,205

-

1,238,543

2,102

341,830

471,396

Source: World Bank indicators (2012); Foreign Reserves data from IMF indicators (2013), DPRK Population data
from UN DPRK population census (2008).

In particular, since the global financial crisis, ENEA has emerged as one
of the most important growth poles for the global economy. Advanced
technology, abundant labor/ other natural endowments and financial resources
put ENEA in a leadership position to drive economic cooperation for the
Asia-Pacific region as a whole. Despite growing economic and social linkages,
progress on regional cooperation and integration has been slow―unexploited
opportunities to benefit from the subregion’s economic complementarities. In
comparison, the European Union is the world’s largest trading bloc by far
benefitting from advanced regional integration and integrated production
networks. Intra-regional trade in the European Union is around 65% of total
trade as opposed to 20% in ENEA and 30% in ASEAN.
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The share of trade generated by ENEA economies increased significantly
in the past two decades, making ENEA the second largest trading bloc after
the European Union. A similar trend is seen in intra-subregional trade. The share
of intra-subregional trade as a percentage of total subregional trade is second
only to the ASEAN region in Asia and the Pacific. However, while ENEA’s
share of global trade has been rising, the share of intra-subregional trade in total
ENEA trade has been on a declining trend since 2010 (Figure 2) in large part
due to the decline in the share of trade between China and Japan. Despite this
trend, the potential for ENEA subregional trade remains great, especially through
strengthening trade between China-Japan-Republic of Korea (CJK) and Mongolia
and the Russian Federation.
Figure 3. ENEA share of global trade and intra-subregional trade share

While the region has achieved significant progress in lowering trade costs
over recent years through both tariff and nontariff measures, there is still
substantial room for improvement. Table 2 shows that non-tariff costs in ENEA
are nearly double that of ASEAN. Also, noteworthy is the fall in tariff costs
from 8% to 4% from 2003-2004 to 2007-2008 while non-tariff costs increased.
Intra-subregional trade flows in ENEA can be enhanced through extension of
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preferential trade agreements, transport and logistics infrastructure, and trade
facilitation. Nontariff trade barriers in the ROK are among the lowest in the
world, and those in China are around the world average. However, Mongolia
and Russia lag substantially behind, and therefore, need to improve their capacity
to trade. In Japan, where there are traditionally strong nontariff barriers, the
elimination of nontariff trade barriers is still the primary issue in the discussion
of free trade agreements.
Table 2. Intra and Inter-subregional Tariff and Nontariff Trade Costs in Asia (2003-2004
and 2007-2008)
Reporter

ASEAN

East and North-East
Asia

North and Central
Asia

SAARC

Period

Data

2003-2004 Tariff
Non-tariff
2007-2008 Tariff
Non-tariff
2003-2004 Tariff
Non-tariff
2007-2008 Tariff
Non-tariff
2003-2004 Tariff
Non-tariff
2007-2008 Tariff
Non-tariff
2003-2004 Tariff
Non-tariff
2007-2008 Tariff
Non-tariff

ASEAN
2%
58%
2%
60%
5%
143%
4%
146%
4%
268%
5%
275%
20%
116%
14%
121%

East and
North and
North-East Central
SAARC
Asia
Asia
8%
6%
7%
136%
261%
144%
4%
4%
7%
145%
281%
136%
6%
3%
7%
117%
223%
231%
4%
3%
4%
118%
216%
231%
4%
6%
5%
221%
151%
337%
6%
0%
6%
207%
165%
284%
19%
15%
15%
200%
300%
126%
13%
10%
8%
206%
267%
130%

Source: ESCAP 2014.

Energy trade is another area which has not fully exploited the potential of
regional integration and cooperation. For example, Northeast Asia accounts for
around one-third of the world’s energy consumption and encompasses some of
the most resource-rich and most resource-dependent countries in the world. In
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particular, three countries in Northeast Asia, i.e. China, Japan, ROK are ranked
among the top five importers of major fossil fuels. However, ENEA countries
have not effectively harnessed the benefits of their geographical proximity and
the potentials of their complementary relationship based on different levels in
energy resources endowment and technological development. There is nonetheless
progress being made to enhance energy cooperation in the subregion such as
the USD 270 billion deal in 2013 to supply Russian crude oil to China for 25
years.
The process of ENEA integration has been more bottom-up than top-down
(driven by non-political sectors). Regionalisation progressed through opening of
borders to trade and investment and supported by development of regional
infrastructure and transport links, and technical agreements to facilitate the links.
Thus, ENEA requires greater political will and leadership for enhanced regional
cooperation and integration.
While there have been many government-led initiatives to promote regional
integration in the form of regional institutions or agreements, substantive and
overarching cooperation is often stymied by outbreaks of popular media-led
protests against cooperation with historical issues being the focal point. In order
to allow a top-down regional project to move ahead, it is arguably necessary
to have some recognition by politicians, as well as opinion forming groups and
influential individuals, that a basic level of sovereignty pooling is necessary (Jo
2012, Higgott and Timmermann 2008). That is, in order for multilateral
institutions to function effectively, some aspects of sovereign control need to
be delegated to them. Under the current climate in ENEA, it is not easy to
envisage a situation in the near future where pooling of sovereignty might become
acceptable. However, there may be ‘crisis points’ that provide an opportunity
for regionalism to move forward (Yeo 2010, Jo 2012). Examples of these include
the aftermath of the Asian financial crisis in 1997 which eventually inspired
the multilateral version of the Chiang Mai Initiative (Yoshimatsu, forthcoming)
and the nuclear crisis in the Korean Peninsula which led to the creation of the
Six Party Talks.
Regional cooperation and integration in ENEA is a topic which is gaining
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Figure 4. Difference betw een regionalization, developm ental coordinated regionalism , and
m ultilateral sovereignty pooling regionalism
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Governance

Governance
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Source: Uptal Vyas (forthcoming).
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interest among scholars, governments and business people. With the slowing of
global talks on free trade and the concurrent growth in regional free trade
agreements around the world, regional integration is seen as a way to overcome
emerging challenges and resolve problematic relations between countries in the
subregion.
In the aftermath of the global economic and financial crisis in 2008, and
with the slowdown of economic growth in major developed country trading
partners, the subregion is facing an increasingly challenging external environment.
This reinforces the need to accomplish a shift in the development model, moving
from the reliance on external demand that has prevailed in the recent past to
a situation where internal consumption dynamics act as the main driver for
growth. Regional integration can be part of the solution, as it may enlarge the
market of reference, reduce risks associated with dependence on a limited number
of developed country markets, and foster harmonious and sustainable
development.
Figure 5. Conceptual fram ew ork of a fully integrated region
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In conclusion, ENEA cooperation and integration so far has taken the path
of least resistance―namely in economic/nonpolitical areas with clearly seen
benefits. However, economic integration alone is not sufficient to bring about
a true NEA community that would ensure shared prosperity for all. The time
is ripe to rethink cooperation and integration in ENEA, and to scale up a political
will and policy framework conducive to regional integration.

Cultivating Multilateralism in East Asia
Iwatani Shigeo

Trilateral Cooperation (TC)
The three leaders of China, Japan, and Korea met together for the first time
in 1999 at the breakfast meeting on the sidelines of the ASEAN+3 Summit
meeting. In 2008, the first independent trilateral summit was held in Fukuoka,
Japan. The third trilateral summit of 2010 was an epoch-making occasion where
Trilateral Cooperation Vision 2020, a roadmap for the direction of future trilateral
cooperation was adopted. In 2011, the Trilateral Cooperation Secretariat (TCS)
was established. It was the 5th trilateral summit in 2012 where the three leaders
signed an investment agreement and decided to launch the China-Japan-Korea
Free Trade Agreement (CJK FTA). In addition to the summits, the three countries
have developed 18 ministerial meetings, 50 other dialogue mechanisms and 100
cooperative projects.
On the top of all trilateral consultative formats, the trilateral summit is held
every year. Under the summit, there are 18 ministers meetings, senior officials
meetings, and director-general level meetings and so on. In addition, there are
numerous activities among Think Tanks, NGOs and IOs. Each area has multiple
trilateral formats such as:
･ Politics/security―foreign affairs, earthquake disaster mitigation, local
government, disaster management, and nuclear safety
･ Economy―central banks, finance, trade and investment, logistics, science
and technology, standardization, intellectual property, ICT, customs and
consumer
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･ Sustainable development―agriculture, environment, health, forestry, and
water resources
･ Socio-culture―personnel administration, culture, tourism, media, research
institutes, education, sports, and youth exchange

Trilateral Cooperation Secretariat (TCS)
Upon “the Agreement of the Establishment of the Trilateral Cooperation
Secretariat” signed and ratified by each of the three governments in 2010, the
Trilateral Cooperation Secretariat (TCS) was officially inaugurated in Seoul,
September 2011. The TCS is the secretariat to support inter-governmental
cooperation with a vision to promote peace and common prosperity among the
People’s Republic of China, Japan, and the ROK.
The structure of the TCS, based on equality among the three countries,
consists of the consultative board and four departments which are political affairs,
economic affairs, socio-cultural affairs, and management. The current board
members are the Secretary-General Iwatani Shigeo from Japan, Deputy
Secretary-General Chen Feng from China, and Deputy Secretary-General Lee
Jong-heon from the ROK. The tenure is two years and the Secretary-General
is appointed on a rotational basis starting in order of the ROK, Japan, and China.
The TCS recruits General Service Staff (GSS) through open competition while
trying to keep a nationality balance. The official language is English and the
budget is contributed equally by the three countries.
The TCS has five main functions (although it attempts to cover basically
any business related to the TC). First, the TCS provides administrative and
technical support to the trilateral consultative mechanism. TCS staff participate
in the Summit, Ministers Meeting, and other mechanisms as observers and
provide summary records to the relevant ministries. Second, the TCS explores
and facilitates cooperative projects. Third, the TCS promotes understanding of
trilateral cooperation. It has a great advantage in its ability to identify common
priorities of the three countries in different fields. Thanks to the data accumulation
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of the trilateral mechanisms, the TCS is able to organize various events and
conduct research on those prioritized subjects. Fourth, the TCS networks with
other international organizations for further co-projects. Lastly, the TCS compiles
and accumulates data on trilateral cooperation and conducts research.

Significance and Achievement
Asian countries, especially China, Japan, and the ROK are geographically
close neighbors yet seem to be distant from one another. They cooperate in many
fields from the economy to the environment, yet there remain tensions over
political and security issues. This paradox is understandable when we see current
situation as a simple dichotomy of competition versus cooperation. However,
if we fully understand the history of the development of trilateral cooperation,
we must acknowledge that the region has been gradually moving in the direction
of promoting cooperation.
Thus we should not forget that there has been quiet yet very important
progress in terms of trilateral cooperation despite the difficulties in bilateral
relations. Trilateral cooperation among China, Japan, and Korea holds great
significance considering the huge population and economic size of the region.
Figure 1. CJK share of w orld GDP, 2013
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The combined population of CJK makes up almost 21.8% of the world population.
In addition, the combined GDP of China, Japan, and Korea accounts for 16.8%
of the world GDP, whereas combined exports of CJK account for 16.8% of
the world’s exports value. In fact, CJK is the third largest economic bloc
following NAFTA and EU.
Figure 2. CJK share of w orld population, 2013

Figure 3. CJK share of w orld exports, 2012
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Growing interdependence among the three countries suggests that they are
now indispensable partners to each other. Thanks to the effort to build a more
peaceful and better environment for further promoting trilateral cooperation,
China, Japan, and ROK have accomplished important achievements in diverse
fields.
In politics, the three countries have established high-level dialogue channels
including the Trilateral Summit and 18 Ministerial Meetings. They are also
promoting dialogues among defense authorities, public security authorities, and
local governments. So far, the dialogues among defense authorities and public
security authorities have not yet been initiated. Cooperation in non-traditional
security threats is another area under progress where the three countries work
together to cope with disaster management, piracy, energy security, cyber
security, communicable diseases, terrorism, and proliferation of weapons of mass
destruction (WMD). By doing so, the three countries are heading toward the
creation of an East Asia Community.
In economy, the trade volume among the three countries increasing steadily
in the past ten years. Total imports among CJK have risen from 258 billion
dollars in 2003 to 730 billion in 2012. The total FDI inflow is also on the rise
albeit with some fluctuations. In order to maintain this growth in trade and
investment, the three countries have developed important mechanisms. Thanks
to such efforts, the Trilateral Investment Agreement came into force in May
2014, and a CJK FTA is currently under negotiations. The launch of a Northeast
Asia Logistics Information Service Network in 2010 for quick efficient flow
of logistics information is another tangible outcome.
Considerable progress was also made in areas of sustainable development
and people-to-people exchange. The tripartite Environmental Ministers’ Meeting
for solving cross-border environmental problems is the most institutionalized and
successful mechanism in trilateral cooperation. In addition, increasing numbers
of people are visiting the three countries for tourism, study, and business. To
support these various people-to-people exchanges, the three countries have
developed the CAMPUS Asia Program (Collective Action for Mobility Program
of University Students in Asia) among universities and the Northeast Asia
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Trilateral Forum. The three countries are also promoting the mutual understanding
of each other’s culture through exchange under the auspices of East Asian
Cultural Cities designated by Culture Ministers’ Meeting.
Figure 4. Trade volum e am ong CJK

Figure 5. Total FDI inflow am ong CJK
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Challenges
It is true that the Asian region is facing some immediate challenges. As
the region develops rapidly, the three countries are engaging in power politics
seeking a new power balance. The three countries are also having difficulties
in bilateral relations due to historical and territorial issues, which contribute to
a deterioration of public sentiment toward each other. Current trilateral
cooperation is prone to such political conflicts due to the absence of a solid
organization to supervise cooperation in a systematic manner. Although other
ministers meeting such as environment, health, and culture continue to be held,
the Trilateral Summit and the Foreign Ministers Meeting is suspended at the
moment.
This results in some negative impacts such as the absence of political impetus
to finalize on-going negotiations like the CJK FTA and to introduce new areas
for cooperation such as the establishment of a Trilateral Cooperation Vision
Group (TCVG). The three countries also fall short of sufficient coordination for
such important mechanisms as ASEAN+3. Suspension of some trilateral
mechanisms and lack of information flows are other negative impacts caused
by immediate challenges.

Solutions
Yet there is still room for optimism considering the recent efforts of various
entities and organizations, and TCS is trying to go hand in hand with them.
First, the TCS is now encouraging and supporting existing cooperation through
its projects including the Table Top Exercise for Disaster Management and FTA
seminar. It also attempts to explore and propose new areas of cooperation
including energy, water management, and sports. In addition to this, TCS is
promoting dialogues in different sectors of society to cultivate the ‘Asian
Identity’, including history dialogue, journalist exchanges, business networking,
and student programs. To strengthen the trilateral cooperation mechanism and
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define the organization’s role, the TCS tries to learn from the experience of
other organizations including the OSCE, and is frequently in contact with ASEAN
and the EU. It is also trying to expand its role among the 18 ministerial
mechanisms.
As mentioned in the Trilateral Cooperation Vision 2020, the ultimate goal
of the trilateral cooperation is to develop an East Asia Community. This raises
a big question regarding what kind of East Asia community we should build.
Considering the existence of multilayered mechanisms and diversity within the
region, the best option is to establish a coordinating organization rather than
building a single regional mechanism. Such an organization should take the role
of establishing overall policy objectives, checking how other organizations
function, and come up with good advice to streamline the activities of various
organizations. In the political and security area, it needs to play a major role
in conflict prevention and resolution. Finally, the coordinating organization must
institutionalize regional mechanisms and non-binding arrangement on a
step-by-step basis.
To do so, the TCS needs take on the role of facilitating cooperation in
areas where no trilateral mechanism yet exists such as, strengthening
comprehensive security in the region. The reason why this is necessary―in
addition to what the ARF (ASEAN Regional Forum) is doing―is because of
the rather unique situation of Northeast Asia which does not exist in other parts
of East Asia: the rapid power balance transformation, issues associated with the
DPRK, and big military presence of the US. From a long term and future-oriented
perspective, the TCS also can consider the possibility expanding into a Northeast
Asia format that includes such countries as Mongolia and Russia, the US and
the DPRK.

Regional Integration in Northeast Asia
Wang Weina

Northeast Asia (NEA) is blessed with rich resources and a great potential
for economic growth and development. Collectively NEA is the world’s third
largest economic region after the European Union and North American Free Trade
Area (NAFTA). Countries in the region have played a core role in the growth
of the value-chain of a so-called ‘Factory Asia.’ Economies in the resource rich
north and industrialized south within the region are complementary to each other
in terms of industries, trade, and economic structure, and development needs.
The region has a strategic location that links the Eurasian continent and
connects with Asia and the Pacific. Transport connectivity has been improved
in response to intra-region and inter-region trade.
Most recently, countries in the region have seen the less developed area
in NEA as one of the most promising ones that could create a new growth engine.
Complementarities in economic structure have increasingly deepened economic
ties and interdependency among neighbors. In a sense, a desire for regional peace
and security through economic cooperation and integration is a spontaneous
reaction by the countries in the region.
Some positive signs are arising. For example, China, Japan, and Korea (CJK)
are negotiating a trilateral FTA, and Russia is pushing forward the development
of the Russian Far East. With the rising interest in mutual economic benefits,
the countries have been seriously exploring the possibilities of closer economic
ties.
But obviously there remain a number of impediments, which can only be
resolved through concerted efforts by all nations in the region. Geopolitical
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complexity and strong nationalism remain high. Traditional security issues,
territorial disputes, and mistrust in the region remain formidable challenges to
regional stability and development. The relative lack of political commitment,
financial resources and institutional capacity have led to a slow progress in
regional economic cooperation and integration (RCI).
Any single player, however, cannot resolve these issues alone, even with
pronounced huge growth potential ahead. There is a strong need for
intergovernmental mechanisms to confront the multitude of transnational
challenges facing Northeast Asia. As can be seen in the prolonged six-party talks,
for example, who will or can ring the bell taking on a huge risk? Such failure
in reaching consensus has caused under-development and under-investment in
the region as easily predicted from a typical public goods theory.
Figure 1. Regional fram ew orks

Source: Asian Development Bank (ADB).

Figure 1 was excerpted from an Asian Development Bank (ADB) study
on the RCI process in East Asia. Noticeably, there are only two regional
frameworks in Northeast Asia: one is the Trilateral Summit among China, Japan,
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and Korea and its secretariat was established in 2011; the other one is the ‘Greater
Tumen Initiative’ (GTI). In a sense, the NEA region is one of the weakest links
in regional cooperation and integration, lagging far behind in the RCI process
compared to other regions. Having said that, the RCI process in NEA has largely
been influenced by regional political dynamics. However, the RCI process will
keep up, albeit somewhat slowly, in various forms as long as the huge potential
benefits remain.

Greater Tumen Initiative (GTI)
The Greater Tumen Initiative (GTI), originally known as the Tumen River
Area Development Program (TRADP), is the only intergovernmental cooperation
mechanism in Northeast Asia supported by the United Nations Development
Program (UNDP). The GTI has four member countries: China, Mongolia, ROK,
and Russia. (DPRK withdrew from GTI in November 2009 after the UN
implemented sanctions on North Korea after its nuclear test.)
The so-called ‘Great Tumen Region’ geographically covers four northeast
provinces of China, three eastern provinces of Mongolia, eastern ports of ROK,
as well as Primorsky Territory of the Russian Federation.

Vision and Mission
The GTI’s vision is to build a great partnership for common prosperity
among neighbors. In specific terms, the member countries aim to create a growth
pole for development in the NEA region, and make the Greater Tumen Region
(GTR) an attractive region for investment.
The GTI’s mission is to: 1) increase mutual benefits and common
understanding; 2) strengthen economic and technical cooperation; and 3) attain
sustainable development.
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GTI Background
The Tumen River Area Development Program (TRADP) became a UNDP
program in the early 1990s; the intention was to develop an international special
economic zone in the Tumen river delta where China, DPRK, and Russia share
borders. This initial grand ambition (to attract more than $30 billion inward
investment) failed mainly due to a lack of political commitment and resources.
In 1995, the member countries (expanded that time to include China, DPRK,
Mongolia, ROK, and Russia) signed formal agreements constituting the legal
basis of cooperation. The objective was to develop an intergovernmental platform
to enhance policy dialogues and common understanding among members, to
increase mutual benefits and promote economic growth in the Great Tumen
Region and more broadly in NEA. The UNDP, at that time, as the leading
facilitator, provided financial, technical, and administrative support.
In 2005, the member countries agreed to assume full ownership of this
mechanism, re-named GTI with an expanded geographical scope, and five
identified priority sectors. So the nature of the GTI is that of multilateral
intergovernmental mechanism, and since its creation, the GTI has served as an
active and effective partnership for expanding policy dialogue as well as
promoting concrete cooperation activities. And it has been transformed from a
UNDP program to a member country-driven mechanism, while the UNDP
remains as a supporting partner, especially for operation of the GTI Secretariat.
Therefore, the RCI process in the Greater Tumen Region can be broken
down into two phases: the UNDP-led (TRADP) from 1991 to 2005, and thereafter
a member-driven intergovernmental economic cooperation platform under
UNDP’s legal umbrella and administrative support, the so called the Greater
Tumen Initiative (GTI).

Institutional Structure
The institutional structure of the GTI is as follows:
1. At the top is the Consultative Commission (CC) and the CC Chair, the
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GTI Consultative Commission (CC) is the highest decision-making body at the
ministerial level, comprised of ministers or vice-ministers from member
governments, and a Chairperson elected among members on a rotation basis.
The CC meeting, held annually, approves the next year’s plan and activities.
2. The NC meeting consists of focal points of GTI cooperation; there is
a Senior Officials Meeting held three times a year.
3. The Tumen Secretariat is the administrative body of the CC and it provides
regular support according to requests and to implement concrete projects.
4. GTI has identified five key economic sectors for cooperation as priorities:
transport sector, tourism sector, trade facilitation sector plus environment and
energy sectors or 3T+2E.
5. The five sectors have boards or committees consisting of senior officials
from relevant.
6. GTI is equipped with affiliated functional frameworks: the Business
Advisory Council established in 2009, the NEA Local Cooperation Committee
established in 2011, and the NEA EXIM Banks Association established in 2012.
The NEA Exim Banks Association is expected to play a central role in financing
key cross-border infrastructure projects, and the Local Cooperation Committee
is a key channel for dialogue and coordination between central and local
governments on regional development, and a platform to promote local
cooperation and initiatives. The Business Advisory Council, is a mechanism for
promoting public and private partnerships, it consists a number of businesses,
companies, and investors in the region that discuss and provide policy advice
to member governments, so as to improve the regional investment environment.
In addition, this year (2014), member countries are discussing the possibility
of establishing an Agricultural Cooperation Committee and Research Institute
Network.

Key Achievements of the GTI
A key achievement of the GTI is that member countries have achieved
ownership of the initiative and demonstrated commitment to the
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intergovernmental mechanism. With time, the member countries have gained
confidence in the regional integration process and the GTI, and it now has
political support from the member governments. The member governments have
confirmed their commitment to strengthening regional cooperation within the GTI
framework. An example of this, was the November 2013 summit meeting between
the ROK’s President Park Geun-hye and Russian President Vladimir Putin, in
which the two leaders pledged to work together toward common prosperity and
to build peace in Northeast Asia. In a joint declaration, the Greater Tumen
Initiative (GTI) was emphasized as an important multilateral framework for the
two countries to jointly advance greater regional economic cooperation. And on
3 July 2014, during Chinese President Xi Jinping’s visit to the ROK, the two
sides also agreed to “develop the Greater Tumen Initiative (GTI) into an
Economic Cooperation Organization leading economic development in Northeast
Asia” (China-ROK Joint Statement).
The GTI has received stable funding and resources from its members and
its partners GTI operation and sustainable development (US$650,000 from a
Common Fund + ROK Fund + Special Account).
As described earlier in this chapter, an efficient institutional structure has
been developed and greatly enhanced.
We have also seen the successful implementation of a number of projects
in five GTI-identified priority sectors that reflect the common concerns and
interests of GTI members.
In addition to the long-standing support provided by UNDP, the GTI has
built effective expanded partnerships with key regional stakeholders and
development agencies.
Finally, the GTI values and has encouraged the enhanced participation of
NEA local governments in practical cooperation activities.
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Five Sectors for Cooperation (GTI)
Transport Sector
The aim is to develop key regional transport corridors, to connect regional
railways, roads and bridges, and to provide sufficient and efficient infrastructure
for development. The objectives include first of all construction of physical
infrastructure, then coordination of government plans to improve the
harmonization of policy and regulation in order to evolve from transport corridors
to economic corridors. The goal is to develop efficient, safe, and sustainable
transport logistics services in the region, and eventually to achieve smooth
cross-border and transit movement of passengers and flights.

Tourism Sector
The goal here is to create an environment that facilitates an increase in
cross-border tourists into the region and within the region. This includes
increasing tourism flows, improving transport facilities infrastructure, promoting
the region as an attractive tourism destination, and simplifying tourist visa
procedures.

Trade & Investment Sector
The GTI is trying to provide a platform to facilitate the trade and promote
investment in the region, including improvement of the policy environment and
harmonization of trade and investment procedures and removal of existing
bottlenecks.

Energy Sector
The focus for the energy sector is the establishment of an institutional
framework for consultation and policy support at the member government level.
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Environment Sector
The approach to the environment sector is to coordinate regional activities
and promote environmental sustainability in the region as a cross-cutting sector
of the GTI.
Table 1 shows the selected projects that have been implemented or are under
implementation so far. Since the creation of the GTI, many important projects
were formulated and implemented, in particular, in the fields of transport, trade
facilitation and tourism.
Table 1. Greater Tum en Initiative (GTI) Projects
Sector

Projects Implemented
TREDA Transport Forecast Study (1997-1999)
Pre-Feasibility Study for Mongolia-China Railway (1997-1998)
Rajin-Wonjong Road Pre-Feasibility Study (2001)
Integrated Transport Corridor Study (2012)
Evaluation Study of Sea-land routes in Northeast Asia (2013)
Study on Software Support to the Operationalization of Transport Corridors in the Greater
Tumen Region (2014)
･ Trans-GTR Transport Corridors: Financing Infrastructure Development (2014)
･ Rajin(DPRK)–Khasan (Russia) Railway and Port Study (2014)

Transport

･
･
･
･
･
･

Trade &
Investment

･ Investment Guides for Yanbian (1998), Rajin-Sonbong Zone (1996-1998), Primorsky Territory
(1998-2000)
･ Tumen River Investor Services Network (1999-2005)
･ GTR Comprehensive Trade Facilitation Study (2013~)

Tourism

･
･
･
･

Energy

･ Baseline Study for Energy Cooperation (2005-2006)
･ Energy Capacity Building Enhancement program (2013~)
･ Preliminary Economic Analysis of Power Generation and Transmission through Korean
Peninsular project (2014)
･ Industrial Energy Efficiency Experience Exchange Workshop (2014)
･ Post-Workshop Research on Regional Industrial Energy Efficiency Cooperation
･ Feasibility Study of Cooperation on Coal to Synthetic Natural Gas in Northeast Asian Region

Environment ･
･
･
･

Mt. Paekdu/Changbai Tourism Study (1998-1999)
Training in Tourism Marketing Techniques (2000-2001)
Tourism Marketing and Product Development (2002)
Multi-destination Tourism (MDT) Study (2013)

Survey of Leopard and Tigers in Jilin Province (1998)
Jilin Pulp and Paper Mills Pre-Feasibility Study (2002)
Musan Iron Ore Mine Pre-Feasibility Study (2000-2005)
Tumen River Area Water Quality Assessment (2010)
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These projects aimed to produce comprehensive frameworks for regional
development in each sector. For example, the integrated transport corridor study
completed in 2012 identified urgent infrastructure development needs and actions
to be taken by 2016 with an estimation on the investment. Based on this study,
member governments approved the GTI regional action plan for the transport
sector with investment estimated at $3.45 billion.

The Transport Sector
A key sector for the GTI is transport. The aim is the development of key
regional transport corridors, connecting through major ports, railways and roads
in the GTR. The objectives are:
1. Enhancing transport and logistics physical infrastructure in the GTR;
2. Enhancing coordinated transport planning and improving the
harmonization of transport policies and regulations between member
governments;
3. Developing efficient, safe, and sustainable transport and logistics services
in the GTR; and
4. Enhancing smooth and seamless cross-border and transit movement of
passengers and freight.
The work is carried out by a consultant team from member countries (PRC,
ROK, Mongolia, and Russia) and Japan and one International Consultant. The
team consists of transport professionals and experts from Northeast Asia and
the international community. Some of these experts come from think tanks that
deal with transport planning in their countries and have strong connections with
ministries and agencies in charge of transport. Thus the team possesses a
beneficial combination of both research skills and professionalism as well as
an understanding of policy-making and development program needs.
The following territory and transport corridors are under consideration, as
GTI corridors they are regional and include the following:
･ Tumen Transport Corridor (rail and road)
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･ Suifenhe Transport Corridor
･ A segment of the Siberian Land Bridge (SLB)
･ Dalian Transport Corridor
･ Korean Peninsula West Corridor
･ Korean Peninsula East Corridor (connected with the SLB via Khasan)
Areas of research include ‘hard’ infrastructure barriers, absence of a common
agenda, and ‘soft’ infrastructure barriers. Currently trans-GTR corridors do not
operate at needed capacity and they are not very attractive due to, namely,
physical and non-physical barriers. For instance, transport infrastructure (roads,
services) is underdeveloped in some segments, transport tariffs are high, bogies
need to be exchanged on the border (two times in some cases)―all this affects
the efficiency of these routes along with different trans-border procedures, etc.
As a result, all GTI members and other countries lose.
The GTI’s main objective is to create conditions for unblocking GTR
corridors and establishing on this basis an international transport network for
sea-land transit transport. To materialize the potential freight flows, the projected
most important task is to restore the links that are currently absent. Most of
them are along the Tumen Corridor.
The most important gap is the missing China–Mongolia rail connection.
Extension of the railway network of Mongolia is envisaged in the Mongolian
railway strategy, endorsed by the State Hural of Mongolia. To initiate the work
on the Tumen corridor, it is suggested by that a comprehensive feasibility study
be carried out for the Arxan (China)–Khuut (Mongolia) section. The study report
on this contains terms of references for activity and estimated budgets. Design
and construction supervision is estimated at $2 million and construction at $900
million. To complete the Tumen corridor hard rail infrastructure, modernization
of the existing Choibalsan–Ereentsav (1939) railway is essential. The up-grade
budget (change of sleepers, electrification, signaling installation) is estimated at
$200 million.
Even with growing interest and many positive signs, geopolitical complexity
has hindered the integration process. In the context of GTI, there are also a
number of specific challenges yet to overcome.
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･ Securing higher level political support and leadership;
･ Building more solid confidence, common understanding and mutual trust;
･ Matching national priorities to regional ones
･ Improving infrastructure and level of connectivity for economic activities;
･ Accessing major regional public financing sources (e.g. ADB);
･ Re-engaging the DPRK and inviting Japan to join;
･ Coordinating―inter-countries, inter-ministries, between central-local
All these challenges cannot be resolved easily without building on mutual
trust and confidence. Given the various constraints, at this moment a step-by-step
approach is more realistic and practical for the GTI.

GTI Legal Transition and Membership
The current member countries have agreed to transform the GTI into an
independent international organization. We expect that a comprehensive concept
paper on legal transition with a concrete roadmap will be adopted at the CC
meeting of 2014. In the roadmap, many strategic issues will need to be considered
and agreed upon by the members. They include the decision making structure,
the funding and operational capacity, cooperation sectors, the expansion of
geographical scope, and re-branding. I am confident that a solid legal foundation,
once realized, will result in more tangible outcomes benefits for member
governments and stakeholders in the region.
The DPRK was a founding member of GTI but withdrew from it in 2009
because of international sanctions following a DPRK nuclear test. The GTI is
open to Japan and the DPRK to engage in GTI cooperation regardless of the
planned transition schedule. Currently, all member states believe that the presence
of both Japan and the DPRK in the GTI is critical to the success of the NEA
RCI process. We will continuously encourage the DPRK’s re-engagement and
Japan’s participation in the GTI mechanism.

Part IV
Financing Regional Economic
Integration through
Cross-border Infrastructure Construction:
Review and New Approaches to Regional
Multilateral Financial Institutions

Keynote Statement:
Fulfilling a Long-held Dream:
Financial Policy for a Unified Korea
Shin Je-Yoon

The financial policy of the government of South Korea can be said to be
shaped by 3+1 cornerstones: 1) regulatory reform; 2) consumer protection; 3)
creative finance; and 4) reunification finance. For the first three cornerstones,
the blueprints are already prepared, and the government has been implementing
them. For the last one, the government is in the process of building the framework.
Here, I focus on this fourth cornerstone―reunification finance.
The topic is very dear to my heart. My parents are from Kaesong. It is
a city in North Korea now, near the border. But, Kaesong was once a city in
South Korea. After the Korean War, it fell under North Korea’s control. My
family was separated. My parents, when they were alive, missed their home and
family in Kaesong. So, reunification is an imperative mission for me and my
generation.
Early this year, President Park Geun-hye described reunification as a
“bonanza.” The President said it will allow the Korean economy to take a
quantum leap. In August 2014 in a speech to celebrate the 69th anniversary
of independence, the President proposed small-scale unification projects on
environment, culture, and people’s livelihood. The President said, when these
projects succeed, they will facilitate inter-Korean dialogue, and guide the two
Koreas to move toward peace and prosperity.
Unification is a top priority of the Korean government. Why? What would
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a reunified Korea look like? Reunification will bring new dimensions to the
Korean economy as a whole. Let me sketch the outline of a reunified Korean
economy. First, a strong economy, the combined population will reach almost
80 million―who speak the same language. The people also share a long-standing
cultural and historical legacy. This will serve as a foundation for a strong
economy. Second, a sustainable economy, North Korea has a young and
well-disciplined labor force. South Korea has abundant capital, high technology,
and invaluable experience. This will create a big synergy― and definitely lead
to a sustainable economy. Finally, a good economy, the peninsula will be
nuclear-free. There will be no “arms race,” leaving more room to be spared
for development and welfare.
Then, what are the financial tasks? So far, the debate on reunification has
been mostly rhetorical. We sing the song “Our Wish is Reunification,” but there
are no concrete plans. We still have to fill in the details of the big picture.
Here, I attempt to draw the details. Generally speaking, there are two unification
scenarios, depending on external conditions and the political decision-making
at the time: gradual reunification or drastic sudden reunification. Each scenario
makes different assumptions for how long it will take for economic integration.
When a gradual approach is taken, economic integration will take time. With
a drastic approach, economic integration will be carried out right after political
unification.
No matter which scenario unfolds, however, the key financial tasks for the
pre-economic integration period are clear. There are four key financial tasks:
1) resetting the monetary system; 2) adjusting the exchange rate system; 3)
reforming the financial infrastructure; and 4) financing development needs. These
tasks are crucial to bring about the stable and effective integration of North
Korea. First, the monetary system should be reset. Currently, North Korea
maintains a “mono-banking system;” there are no commercial banks. North
Korea’s banking system needs to shift to a “two-tier banking system.” Also,
orderly currency conversion is very important. The government should start
reviewing possible options. For example: “outright” conversion, or a currency
board system. Second, the exchange rate regime should be adjusted. This is
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essential to help North Korea move toward an open market economy. Currently,
North Korea has multiple exchange rates; it is important to establish a single
exchange rate in North Korea. Also, North Korea must undergo external debt
restructuring, so that it can access the global financial market. At the initial stage
of integration, capital controls may be needed as a safeguard, but gradually,
emergency credit lines can be arranged to provide stability to the market. Third,
financial infrastructure should be reformed. North Korea has no financial
infrastructure worthy of the term. Commercial banks and policy financial
institutions need to be established. Also, it is important to set up essential financial
infrastructure, such as a financial regulatory system, a deposit insurance system,
and a payment and settlement system.
Last, the development needs of North Korea should be financed. Currently,
many people perceive unification costs as a “burden.” Also, funding from
international organizations may not be readily available. Therefore, it is important
to pre-emptively come up with concrete funding plans. The Korean government
has reviewed several plans. First, the government plans to obtain basic funding
from taxes, sovereign bonds, and investment funds. Second, the government will
encourage domestic and foreign private investors to invest in North Korea. Third,
the government will request funds from international organizations. Last, the
government plans to set up a policy finance institution to coordinate all steps
of the funding process.
Can the Korean government do all this? Definitely, yes. Korea has invaluable
experience―especially in finance. In 1964, Korea had almost no capital to pursue
the 5-Year Economic Development Plan. But Korea pushed forward―by
strategically mobilizing domestic resources and international funds. In the case
of Posco (Pohang Iron and Steel Company), now a leading steel company in
the world, even compensation funds from Japan were put in. Korea is good
at implementing “focus” strategy in financing. That is how Korea achieved
remarkable development at record speed. Without any financial strategy, the
“Miracle on the Han River” would have been impossible. Now, the Korean
government plans to use this unique strategy to develop North Korea. The
government has already launched a task force, consisting of private experts on
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unification.
Also, I want to stress that international help is crucial. The government
will actively seek cooperation from neighboring countries and international
organizations. It will strongly request special funds from international
organizations, including the ADB and World Bank. This will enable Korea to
establish development funds for unification. Once the funds are made, the
government will fully utilize them―through the financial services industry. The
services industry can finance the right infrastructure, the right utilities, the right
plants, and the right housing projects―in a timely and orderly manner.
Now, it is the time to calibrate this ambitious plan. Korea has been divided
for nearly 70 years. Some people are afraid of unification. But Korea has 5000
years of history. Out of 5000 years, 70 is negligible. Reunification may come
sooner than expected. So, South Korea should prepare for a sudden reunification.
Is this just good for Korea? No, it is not. With reunification, four giants will
be born: China, Japan, ASEAN, and One Korea. This will strike the region’s
political and economic balance. Regional trade will flourish, development gaps
will shrink, regional economic integration will pick up. A new chapter will begin
for Asia.

A Strategy toward a Regional
Multilateral Financial Institution
Lee Jai-Min and Kim Yu-Ree

Introduction
The definition of the Northeast Asian region from a narrow perspective
includes South and North Korea, China, Japan, Mongolia, and the Russian Far
East. This region has been famous for its economic potential and development
prospects after the end of the Cold War, despite continuous security concerns
such as, the North Korean nuclear crises. For South Korea, development plans
and projects for this region have been considered as a key issues in: preparing
for the future unification of the Korean Peninsula, North Korean development,
and long-term plans of Korean economic advance throughout Eurasia. For
Northeast Asian development, it is essential to increase economic cooperation
with regional partners to promote various development projects, especially to
make progress in cross-border infrastructure construction which cannot be
efficiently achieved by individual countries. Financial cooperation is also critical
to support these infrastructure projects which demand huge investment.
The prolonged discussion on the establishment of a Northeast Asian
Development Bank (NEADB) was an effort to provide the most preferable scheme
for development financing in the region. To materialize the economic potential
of Northeast Asia, it is now urgent to build up a proper regional cooperation
framework to accelerate financial cooperation. The creation of a regional
multilateral financial institution needs to be considered as an important goal of
regional financial cooperation. This paper is another attempt to suggest some
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ideas to enhance financial cooperation in Northeast Asia, keeping the purpose
of establishing a NEADB in mind.

Recent Developments Regarding the NEADB
Discussion on the establishment of a Northeast Asian Development Bank
(NEADB), has been on the table for more than two decades, since the early
1990s. Recently there were some domestic and international developments
directly related to this issue, both good news and bad news.
The good news is that South Korea’s President Park Geun-hye has talked
about the possibility of establishing an NEADB. It took place when President
Park made a package of proposals for North Korea at Dresden University of
Technology on 28 March 2014, during her official visit to Germany. In her
speech, President Park said that “if deemed necessary, we can seek to create
a Northeast Asian Development Bank with regional neighbors to spur economic
development in North Korea and surrounding areas.” In this context, the founding
members of the bank would include the member countries of the Six-Party Talks,
the Koreas, the US, China, Japan, Russia, and other international financial
institutions such as World Bank, European Bank for Reconstruction and
Development (EBRD), and Asian Development Bank (ADB). The idea is to
establish a regional financial institution for well-organized support for North
Korea and Northeast Asia, which also represents a great opportunity for South
Korea to participate in the development of the region.
The significance of this statement is that it was the first time a leader of
a Northeast Asian nation officially raised the issue of the necessity of a NEADB.
By mentioning the issue in an official speech in the form of a ‘declaration’
toward North Korea and the international society, the South Korean government
put a spotlight on the NEADB issue hinting that it could be finally discussed
at a governmental level. Although the establishment of the NEADB has been
discussed in academic circles for more than two decades, there was little progress
because no government had ever adopted it as part of the official agenda. A
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multilateral financial institution cannot be easily set up without the strong will
and support from each government of potential member countries.
It has proven very difficult to bring the NEADB to a policy-making setting.
The proposal has been put forward for many years with repeated suggestions
without any response from governments. For example, in May 2010, the Northeast
Asia Economic Forum (NEAEF) submitted a formal proposal to the governments
of China, Japan, and Korea to consider the establishment of the NEADB more
seriously. However, none of the three governments had shown any significant
interest in the issue. The policy priority of each government was determined
by comprehensive and strategic calculations not only on economic, but also on
political conditions in both regional and global contexts. A relatively long-term
and abstract task such as the NEADB was a matter that apparently could wait.
In this regard, Park’s speech was an impressive step forward in potentially
bringing the NEADB issue to a governmental-level negotiation table.
Although financial support for North Korean development was mentioned
in Park’s official speech, it is impossible to separate politics from economy,
especially considering ongoing security confrontations with North Korea. Park’s
proposal has an important political precondition that North Korea should give
up its nuclear weapons program and engage in peace talks. North Korea, however,
never has officially mentioned any possibility of giving up its nuclear program,
thus it remains uncertain whether and when North Korea will accept such a
proposal. Due to many political and security concerns including the North Korean
nuclear issue, it can be expected that establishing a NEADB will be a long journey
with prolonged negotiations and gradual processes of multilateral cooperation.
Still, it is a positive and meaningful step forward that the leader of South Korea
officially mentioned the possibility of such active financial cooperation at the
governmental level.
There is also, however, bad news for the NEADB proposal. Based on its
rapid economic rise in the world economy, China is now attempting to exert
stronger influence and leadership in the world development finance area as
evident in two recent examples: its initiatives regarding a New Development
Bank (NDB) and an Asian Infrastructure Investment Bank (AIIB). In May 2014,
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the so-called BRICS countries (Brazil, Russia, India, China, and South Africa)
officially declared the establishment of the NDB. Although China is one of the
five members of this new development bank, it is obvious that China would
take the leading role regarding the capability to manage the large fund for this
new initiative. The target scope of the NDB is world-wide developing countries,
thus it may not have a direct effect on the prospects for the NEADB.
The AIIB, however, potentially has a direct effect on the NEADB. It is
a China-led new multilateral development bank (MDB) in Asia focusing on
intra-regional infrastructure projects. The Chinese government is eager to
persuade other Asian countries to participate in the AIIB, and many countries
in the Middle East and Southeast Asia have expressed their intention to join.
The NEADB and the AIIB have similarities in terms of their purposes and targets,
providing financial support for infrastructure projects in the Asian region. The
difference is their geographic scope in that AIIB targets the whole of Asia, while
NEADB has much narrower targets in Northeast Asia, especially North Korea.
Due to its preoccupation with the AIIB, the Chinese attitude toward discussions
on the promotion of NEADB has become unenthusiastic if not indifferent. This
is bad news because China’s role has been critical in establishing the NEADB
for several years.
These changes have left Korea as the only country among the Northeast
Asian nations that can assume leadership in establishing NEADB. Since South
Korea needs to promote regional financial cooperation for future North Korean
development and for its long-term economic advance into the Eurasian continent,
it could be inevitable for the Korean government to take a leading role in the
establishment of the NEADB. For this purpose, the Korean government should
prepare a master plan to establish a new subregional development bank and
persuade neighboring countries including China and Japan to come on board.
The establishment of a new regional multilateral financial institution requires
a prolonged negotiation process that considers political and economic
calculations. There needs to be a two-track strategy to make this process as
efficient as possible. While governmental level negotiation takes place on track
I, it is desirable to have a regional financial facility operated by the region’s
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development banks on track II for financial cooperation in the region, until the
NEADB comes into being.

Promotion of a Master Plan for the NEADB
The two-track strategy consists of governmental level negotiations as well
as inter-agency level cooperation, both targeting the eventual establishment of
a regional multilateral financial institution, the NEADB. Track I is to prepare
direct and official negotiations between governments. It is to design a master
plan for the establishment of a regional multilateral financial institution under
the leadership of the Korean government. Track II is to operate a regional
financial facility led by development banks of the Northeast Asian nations to
support the governmental level negotiations in the long run.
For track I, there are some considerations to take into account when
designing the master plan for NEADB. The master plan should elaborate a
rationale for creating the Bank, its member countries, required capital amount,
business scope, type of financing, etc. The rationale for creating a multilateral
development bank should be clear and persuasive. All the established regional
multilateral development banks have defined clear purpose and targets for their
projects. The ADB has focused on development assistance for Asian developing
countries, and the EBRD has narrowed down its targets to the former Soviet
Union countries to support their market economy and liberalization. The rationale
for the NEADB also should be able to clearly answer questions such as, what
the main purpose of the Bank is, or what kinds of projects it would focus on.
Since the South Korean government mentioned its priority is North Korean
development, it will be essential to define whether the NEADB would focus
more on supporting North Korea’s economic development or financing other
Northeast Asian development projects.
The target of support would determine the type of financing. For example,
when the NEADB works on cross-border infrastructure projects in Northeast Asia
from which investors can expect higher returns, the main financing tools (for
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such projects) could be provided under commercial terms and conditions. When
the Bank works on promoting North Korean development projects, however, it
should be financed under concessional terms. For this, special accounts like the
World Bank group’s IDA would be needed.
A master plan also needs to contain the scope of membership to define
which countries and institutions should join the bank. Regional neighbors
including the two Koreas, Japan, China, Russia (the Far East), and Mongolia
should be basic shareholders of the bank. In addition, it would be necessary
for existing multilateral development banks (MDBs) such as, the World Bank
and the ADB to join the NEADB, since the prospective supports for North
Korea’s economic development would demand much technical assistance in
addition to financial aid. The extensive know-how and experience of existing
MDBs would be helpful in this regard. Public financial institutions, primarily
the export credit agencies of member countries should also be allowed to be
shareholders of the Bank. Some Northeast Asian countries might not be able
to actively participate in the NEADB due to their economic difficulties. For
example, the Russian government may find it hard to contribute capital because
of its fiscal deficit. Some national banks such as VTB (Bank for Foreign Trade
of Russia) could provide capital instead.
In promoting the NEADB, an already existing Northeast Asian cooperation
body, namely the GTI (Greater Tumen Initiative), could play a principal role.
GTI, which evolved from the Tumen River Area Development Program
(TRADP), is the only Northeast Asian consultative body with a secretariat
dedicated specifically to the development of this area. Current member countries
of GTI include four Northeast Asian countries: South Korea, China, Russia, and
Mongolia. North Korea was a member until 2009 when it withdrew from the
initiative after the third nuclear test and international sanctions. Japan has not
officially joined the GTI, only taking part in the NEA Local Cooperation
Committee (LCC). The GTI is still an initiative with only four countries in the
region and its tasks have been limited to conducting research and conferences
without actual projects under its name. Considering the absence of cooperation
in the region, however, it is hopeful to have this kind of prolonged initiative
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with regular meetings and conferences to seek more opportunities for
development cooperation.
One possible scenario is that the GTI is transformed into an international
organization for economic cooperation in Northeast Asia―this scenario is now
in the process of negotiation and scheduled to be officially declared in 2015
and begin its new phase from 2016. This new organization could be much more
helpful creating the NEADB as an affiliated agency in charge of financial support.
Another round of detailed discussions and negotiations among the member
countries will be needed to officially start a new regional multilateral development
bank. To facilitate this governmental level negotiation process (track I) and
persuade other countries and international actors, it will be necessary to provide
examples and actual results to prove the NEADB’s feasibility and necessity on―
this is to be accomplished at a the track II level.

Operation of a Regional Financial Facility
Because the establishment of the NEADB is almost certainly a long-term
protracted process (requiring prolonged negotiations and vulnerable to setbacks
due to geopolitical issues), some form of financial cooperation that is simpler
should begin as soon as possible. As an intermediate step, it is desirable to create
a regional financial facility operated by the development banks of Northeast Asian
nations and the ADB. As an established regional financial institution, the ADB
can help and facilitate this financial.
This idea for a regional financial facility is derived from an example of
an Asian bond facility called the Credit Guarantee Investment Facility (CGIF).
The CGIF was launched in 2012 to bolster the bond market of the ASEAN+3
countries. For the initial capital of US$700 million, the Export-Import Bank of
China and the Japan Bank for International Cooperation (JBIC) each contributed
US$200 million, and the Export-Import Bank of Korea contributed US$100
million. Other ASEAN countries contributed the rest with the ADB also
contributing US$70 million and taking on the management of the facility.
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A Northeast Asian regional financial facility can follow this CGIF model
in its rationale and establishment procedure. Some possible ways to develop this
idea into an applicable plan with more detail are presented below, addressing
how this facility could be established and operated.

Formation of a Northeast Asia Development Facility (NADF)
The development banks, mostly the export credit agencies of China, Japan,
Russia and Korea, and the ADB could establish a regional development vehicle
to finance Northeast Asian development projects. We can give it a tentative name,
the “Northeast Asia Development Facility (NADF).” The prospective
shareholders would be the China Exim-Bank (or China Development Bank), JBIC
in Japan, VTB in Russia, Korea Exim-Bank and the ADB. Supposing that the
initial capital of the NADF would be US$900 million, each development bank
pays US$200 million and ADB US$100 million. This amount of initial capital
may sound rather small compared to the established multilateral development
banks or the expected amount of development demand in the region. However,
it would be better to start from a realizable amount. It is important to actually
start some cooperation activities as a cornerstone, regardless of the amount of
fund.
The NADF could raise large sums of money by issuing global bonds
guaranteed by its mother banks. The guarantee by banks of such high credit
ratings would have a large multiplier effect, or leverage effect, on NADF’s paid-in
capital. The facility will have an independent organization with its own CEO
and CRO, and the contributors would become the board members.

Sectors Supported by the NADF
The economic sectors and geographical scope of NADF’s financial support
will be defined by its members, meaning that the NADF would provide financing
for development projects within the Northeast Asian region. In particular, it would
promote cross-border infrastructure projects among China, Japan, Russia, and
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Korea. There is still a high demand for various cross-border development projects
involving the four countries.
In the early 1990s, a cross-border development program focusing on the
Tumen river area was created right after the collapse of the Soviet Union and
the end of the Cold War. It was the Tumen River Area Development Program
(TRADP) and it had the support of UNDP. Since then, many kinds of regional
economic cooperation programs have been suggested, covering some parts or
the whole of Northeast Asia. There have been many ideas to promote promising
infrastructure projects, for example, building submarine tunnels between China
and Korea and between Japan and Korea. Developing a regional logistics system
would also greatly facilitate trade among the four countries including high-speed
railroads and expressways. In addition, a gas pipeline originating from Russia
to pass through China, Japan, and Korea, as well as off-shore energy development
projects, would contribute to solving the energy related issues in the region.
The NADF could encourage private investors from the four countries to
participate in public sector projects by supporting public-private partnership (PPP)
projects in Northeast Asia. The PPP refers to public sector projects funded and
operated through partnerships between public and private entities. Many
infrastructure projects are implemented in the form of PPP today. A typical
example would be a toll road project. In operating the toll road based on PPP,
private developers provide financing and construct the infrastructure, while
governments grant the right to own and operate the infrastructure to private
developers for a fixed period.
Many MDBs, export credit agencies, and commercial banks actively
participate in PPP projects. For example, the ADB has increased financial support
for PPP projects. It provided US$23.6 billion for 175 projects from 1998 to
2008. The NADF could also provide loans or guarantees for private investors
entering PPP agreements in Northeast Asia. Demand for cross-border
infrastructure development is booming in Northeast Asia, now more than ever.
Private developers from Japan, Korea, and China would be competent in such
development projects. Compared to the increasing demand, PPP projects have
not been actively promoted in this region due to political concerns and the lack
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of financial support. It is this gap that NADF could help to fill to facilitate
financial cooperation.

Financing Scheme of the NADF
The financing scheme for the NADF can be understood as a miniature
multilateral development bank. The NADF would provide financing by way of
direct lending, equity investment, and guarantees. Among these, equity investment
and guarantees would be the main financing tools since the facility’s funding
capacity for direct lending would be relatively limited considering its small capital
size at initial stage. Figure 1 shows the envisioned financing scheme for the
NADF.
Figure 1. Financial schem e of the NADF
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The NADF provides equity for the project company along with private
investors. Otherwise, the facility may provide guarantees for commercial banks
lending to the project company. If the NADF participates in the project as an
equity investor, it could enhance its policy leverage while private investors could
have greater confidence in their investment in the project. Alternatively, the
NADF could utilize the guarantees to mobilize large sums of commercial loans
into Northeast Asian development projects by assuming the political risks they
entail. When the facility needs to provide direct lending, it would be provided
as a kind of co-financing with other commercial banks.

Comparison with Other MDBs
The question that arises is, what is the difference is between the NADF
and the formerly existing MDBs other than the size of their capital at the initial
stage? The most significant difference is that the MDBs provide financial support
for developing countries only, while the NADF would participate in projects
implemented in developed countries as well. For example, Japan, which has
participated in all the MDBs as a contributor, is not a direct beneficiary. With
the NADF, Japan would also be qualified as a beneficiary. Unlike other MDBs
which provide financing on concessional terms, the NADF would do so on
commercial terms and conditions as well. Regarding the complicated international
relations, particularly in Northeast Asia, a very important merit of the NADF
is that it can bypass political obstacles since its activities will be guided by
the principles of private business in relatively small scales.

Conclusion
This paper has suggested a two-track strategy to establish a regional
multilateral financial institution in Northeast Asia, namely the NEADB. Track
I is for the Korean government to assume leadership in the creation of the
NEADB, prepare a master plan for it, and begin discussing it with prospective
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member countries such as China and Japan. Track II is for the development
banks (ECAs) of Northeast Asian nations and the ADB to launch a financial
facility to support development projects in the region, while the official
negotiations on the establishment of the NEADB would slowly proceed between
relevant governments.
It is argued that there is an increasing need to provide more concrete plans
to facilitate financial cooperation in Northeast Asia, while at the same time
pursuing the NEADB. A financial facility could be formed in a simple way since
various political issues would be much less of problem than in case of direct
negotiations on the NEADB. Since the facility could utilize the funding capacity,
loan experience, business networks, and personnel of its mother banks, it could
substantially increase the financial liquidity available to regional development
projects in Northeast Asia and would definitely contribute to economic
cooperation among Northeast Asian countries.
In the long run, the financial facility’s accumulated experiences, organization
and capital would be incorporated into the NEADB when it is launched. In that
sense, the facility would serve as a transitional, miniature bank that would
eventually become the NEADB.

Establishing a New Development
Financing Institution:
Comments and Observations
S. Stanley Katz

I would like to comment on the two recent proposals for new development
banks―the BRICs World Bank II and China’s Cross-Border Infrastructure Bank.
In brief, the BRICS countries believe a new World Bank is needed because the
present World Bank is dominated by the old western nations, and a new more
dynamic ‘World Bank II’ would be more responsive to the needs of the
developing countries.
The BRICS countries have announced that the BRICS Bank would be
headquartered in Shanghai, its initial capitalization would be $50 billion, and
its presidents would rotate, starting with India.
China’s new ‘Asia Cross-Border Infrastructure Bank’ would be established
to finance regional infrastructure projects with countries that share a border with
China.
These proposals have a number of inherent problems that must be addressed
(here, I address only a few):
Proposals to establish new multilateral financial enterprises have in the past
been developed on a consortium basis by the major countries expected to become
members of the institution. In those cases, problems and issues were identified
and reviewed at a working level by a multinational team of experts. If agreements
were reached, steps would be taken to prepare the policies and procedures and
the financial arrangements, to recruit staff, and begin operations. If not, the idea
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was dropped.
This approach was not followed in the case of either of the two new proposed
development institutions. A number of basic operating policies and parameters
were decided with little or no prior consultation with the US, Japan, South Korea,
and the major nations of Europe.
That creates what may well be a fatal Catch-22 flaw. If the proposed banks
are to operate as long-term development lending institutions (and not simply
as funds that end their operations when they have disbursed their initial
endowments), they must be able to access and obtain funds for on-lending from
the capital markets of the more economically-advance countries―the US, the
UK, Germany, Japan, and other capital exporting countries of Europe and Asia.
But these are precisely the countries that have been left-out of basic decisions
that have already been taken concerning the establishment of the proposed new
entities. Based on the past experience, these ‘left-out’ countries cannot be
expected to become members in, or to permit access to their capital markets
by, institutions in which they face a ‘take it or leave it’ situation with regard
to the entity’s basic policies and operating parameters.
A further consideration may well be that international economic conditions
are not conducive to starting up and funding a new Cross-Border Infrastructure
bank or a new ‘World Bank II,’ especially if they appear to duplicate the work
of the existing World Bank and the regional banks.
On the question of constraints on developing country financial practices and
policies, it should be recognized that 1) World Bank constraints on the financing
practices and programs of developing countries in the past were based on, and
recommended by, the professional staff of the organization; and 2) they were
based on detailed country economic analyses. It would be inappropriate to suggest
or conclude that such constraints would have been less stringent if membership
of the IBRD (and IMF) were less ‘western.’ Such a conclusion would impugn
the integrity of the World Bank (and Fund) professional staff, which is known
to be completely insulated from political considerations.
The proposed Chinese infrastructure bank would take on the most intractable
and difficult part of the development spectrum, i.e., regional infrastructure
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projects. Countries have typically avoided getting into these types of projects
because of their inherent difficulties and complexities. The same is the case of
the World Bank and the regional development banks.
Moreover, the cross-border bank’s financing would be limited to countries
that border on China. Most less-developed countries of Asia would therefore
be ineligible for assistance from the bank.
And it has been noted that in many cases developing countries’ most urgent
needs are not for the long-term loans that the Cross-Border bank and the ‘World
Bank II’ might offer, but rather for technical advice and assistance in creating
the institutional framework―the banking, educational, urban transport, legal and
related social infrastructure, and investments in manufacturing plant and
equipment―that fosters long-term development. Neither of the proposed new
banks would be able to provide such needed advice.
Moreover, it should be noted that Asian countries in particular might hesitate
to join the proposed new institutions since to do so would strengthen China’s
position as the key country in what would appear to be a new version of the
‘Asian Co-Prosperity Sphere.’
From a practical perspective, any new Bank―the BRICS World Bank II
or the Chinese Infrastructure Bank―would have to establish, review, formulate,
and initiate the organizational and financial arrangements, policies and
procedures, that have been thoroughly reviewed, considered, and decided during
the past two decade in the course of the design and development of the proposed
Northeast Asian Development Bank. A more productive and clearly more
expeditious approach to meeting the development needs and the corollary
objectives of the BRICS and of the developing countries of Asia would be:
1) To capitalize on the preparatory work that has already been completed
for the more manageable Northeast Asian Development Bank; that has dealt with
the inherent manifold issues, including those mentioned earlier, on a multilateral
basis; and
2) To proceed under the auspices of the Northeast Asian Economic Forum
with the steps required to establish the Northeast Asian Development Bank.

Northeast Asian Financial Cooperation
in a New Era
Fan Xiaoyun

New Changes and New Hopes
On 15 July 2014, after just two years of negotiation, the leaders of the
BRIC countries jointly announced the establishment of a New Development Bank
(NDB) with legal start-up capital of $100 billion. This regional cooperation bank
illustrates the profound changes in international politics and economics that are
evident on 70th birthday of the Bretton Woods System. New changes bring greater
opportunities and hopes for regional cooperation.
The introduction of the NDB changes the scenario of the international
financial system and strengthens the motivation among countries to seek
diversified and flexible forms of financial cooperation. As the funding constraints
of the Bretton Woods System becoming more evident, emerging markets with
capital inflows are turning into capital outflow ones, which means that countries
that suffered from funding problems in the past can now provide liquidity to
the world. Therefore, cooperation among these countries will bring mutual
benefits.
This also encourages us to establish an effective bank within Northeast Asia.
Compared with the members of the New Development Bank, the countries of
Northeast Asia have almost the same economic volume and GDP growth rate.
In addition, there are significant geographical advantages and cultural similarities
among the Northeast Asian countries. Therefore, the establishment of a New
Development Bank gives us the encouragement to establish the Northeast Asian
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Cooperation and Development Bank (NEACDB).
Figure 1. Econom ic volum e, BRICS and NEA

Figure 2. GDP grow th rate, BRICS and NEA
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As is we all know, funding infrastructures in Northeast Asia is a key issue.
According to ADB research (2009), from 2010 to 2020, Asian developing
countries will need up to $8.3 trillion dollars to meet infrastructure needs in
transportation, telecommunication, energy, water and sanitation facilities.
Regarding Northeast Asia specifically, research by Masahiro Kawai (2012)
indicates that, the annual infrastructure investment demand in Northeast Asia
(excluding Japan and South Korea) will be $61 billion in the next ten years,
of which, $49 billion will be needed in northeast China ($440-620 billion during
2010-2020), $5 billion for North Korea, $2 billion for Mongolia, and $5 billion
for the Russian Far East.
Table 1. Investm ent Needs in Northeast Asia ($ billion)

Source: Masahiro Kawai (2012).

However, international financial funding institutions such as, the World Bank
and the Asian Development Bank (ADB) are not suitable funding sources due
to issues related to funding constraints, governance structures, etc. Other funding
resources are also limited.
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According to our research, the most robust funding resource is ourselves,
and the way to take advantage of this gold mine is to establish a financial
cooperation mechanism within our region. Northeast Asia has become one of
the world’s most important subregions. In 2013, China’s GDP was $9.24 trillion,
Japan’s $4.9 trillion, Korea’s $1.3 trillion, while the GDP of the US was $16.8
trillion, and the total global GDP was $74.9 trillion. The total GDP of China,
Japan, and Korea is close to that of the US, which means the three countries
are capable of making decisive contributions to infrastructure development in
the Asia-Pacific region. In our opinion, establishing a subregional Northeast Asian
Cooperation and Development Bank (NEABCD) is an excellent choice

Establishment of the NEABCD
The establishment of the NEABCD will solve the following problems:
First, it will address the issue of outflows of savings to developed countries.
Although the saving rate of Northeast Asian countries is extremely high,
investment channels within this region are limited compared to developed
countries. The NEABCD is expected to provide more customized and
sophisticated tools to meet financing needs, driving Asian savings to regional
development projects in a cost-effective way.
Second, it could help solve the problem of large foreign reserve stocks.
In order to direct foreign reserves to infrastructural projects within Northeast
Asia, the NEABCD, as an authorized entity, will issue bonds to member countries,
multilateral development agencies, and private investors. These investors will
be able to purchase bonds with foreign exchange reserves. The NEABCD will
also raise money together with other financial institutions, sovereign wealth funds,
pension funds, and even private investment institutions, to meet the infrastructure
facilities investment gap. Based on the robustness of government credit and
cooperation among member countries, the NEABCD will provide funding to
member countries that can reduce the high cost of traditional regional
infrastructure projects.
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Third, the NEABCD could become a platform for member countries to
negotiate non-financial problems more directly and effectively.
However, there are also significant challenges involved with the
establishment of the NEABCD: 1) The necessary initial or ‘sunk’ costs required
for the preparation process, from planning to negotiation, and implementation;
2) It takes time for a new institution to build its reputation, which greatly
influences the expectations of investors; 3) The lack of expertise and experience
in operating such a new bank as the NEABCD.
Despite these challenges, I still strongly believe that a Northeast Asian Bank
of Cooperation and Development would positively shape the future of Northeast
Asia, and that the NEABCD will be established quickly, just as the New
Development Bank was in 2014.

Comments Financial Cooperation in
Northeast Asia
Zou Ping

Since discussion began at the end of the last century on the issue of regional
financial cooperation at the Northeast Asia Economic Forum, experts from various
countries have conducted extensive research and feasibility studies on the
establishment of a Northeast Asian subregional multilateral bank. Unfortunately
there is not yet a breakthrough for many reasons. Here, I express my personal
views on the matter.
First, economic and financial cooperation in Northeast Asia is experiencing
a difficult period. International politics and diplomatic factors have made regional
financial cooperation more complicated. There are a number of conflicts and
disputes within the region such as, the increasingly right wing politics of Japan
with regards to historical. This has eroded political trust between China and Japan
and South Korea and Japan. At the same time, the denuclearization of the Korean
Peninsula is at an impasse, and this increases people’s concerns over regional
security. In addition, some areas of tension outside the region, such as the Diaoyu
Islands and the South China Sea dispute, and the Ukraine conflict, affect regional
economic and financial cooperation to varying degrees. Many people believe
that these negative factors mean that regional financial cooperation, specifically
the establishment of a Northeast Asian bank, cannot be included in the negotiation
agenda of governments.
However, we should not avoid these obstacles and challenges on regional
cooperation, instead we need to provide more calm and objective analyses on
the pros and cons of the proposal to advance our research and methods. Although
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cooperation in Northeast Asia is experiencing a difficult period, the beneficial
economic relationships within the region haven’t essentially changes. First, the
complementary advantages of resources, technology, and funds available from
among the six countries in Northeast Asia still remain. Second, the demand to
strengthen national cross-border infrastructure construction and promote trade
facilitation has become more urgent. Third, regional friendly cooperation is still
advocated for in the mainstream views of people in the countries within the
region; this lends new vitality to close cooperate between China and South Korea,
and between China and Russia.
I think that uncoordinated political and diplomatic relations are bound to
have an impact on regional economic and financial cooperation, but the basis
for three mutually beneficial relationships remains the driving force to resolve
the negative factors ,so as to gradually reverse the pattern of opposition, and
promote the peaceful development of regional cooperation under a new normal
environment.
The establishment of banks for Northeast Asia is an example of global
financial innovation. As early as July of 2014, Chinese President Xi Jinping
said in a speech in Seoul National University, the “Chinese initiative to establish
the Asian infrastructure investment bank will create favorable conditions to
accelerate regional interconnectivity and infrastructure.” In late July 2014, under
the coordination and promotion of President Xi Jinping, the BRICS in Brazil
announced a decision to establish a new development bank and contingency
reserve arrangements. These are independent multilateral financial institutions
created by developing countries, but also two major initiatives to create their
own financial safety net. Although some countries have a variety of views on
establishing these two international multilateral financial institutions, the
establishment and development of new banks must still overcome difficulties,
I believe that the trend of innovation in developing countries to mold the global
financial order is unstoppable.
Research and advocacy for a Northeast Asian Bank has been ongoing for
20 years. There is now a new impetus given China’s continued economic strength.
There is now an open platform for Northeast Asia to seriously explore the
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establishment of subregional multilateral financial institutions, mainly for
cross-border infrastructure construction and to promote the interoperability of
coastal economic zones and border crossings in Northeast Asia. I think the
proposed establishment of the BRICS Bank, the Asian Infrastructure Investment
Bank, the SCO Development Bank, ASEAN-China cooperative banks, and the
Northeast Asian Development Bank are very different in terms of areas covered,
geopolitical and economic connectivity, etc. They avoid redundancy and harmful
competition, they don’t weaken or impact the existing international system; and
they may in fact complement the global financial system.
Therefore, I propose that efforts to promote financial cooperation in
Northeast Asia should advance: 1) The Northeast Asia Economic Forum should
rely on the “Center for Financial Research Cooperation in Northeast Asia” in
Nankai University in Tianjin to as a platform to continue to organize the work
of national experts in designing and demonstrating a variety of modes of
Northeast Asian financial cooperation, and clarify the differences among the
“Northeast Asian Bank,” the “Asian Investment Bank” in terms of banking
functions, as well as the basic nature and the formation scheme of each. Further,
I propose that 2) The Northeast Asian Economic Forum mobilize experts in
various ways to convince their governments to create an environment and
conditions that advance regional financial cooperation and do more to promote
this.

Part V
Cross-border Economic Cooperation:
Tumen River Area Economic
Integration for the Korean Peninsula

Political and Economic Imperatives
behind North Korea’s Evolving
Special Economic Zones
Glyn Ford

The Current State of Play
In Pyongyang
An important watershed in the run up to the second succession in North
Korea was the re-emergence of the Workers’ Party of Korea (WPK) as a major
player. This started in autumn 2008 with a series of editorials in Rodong Shinmun,
the Central Committee daily paper extolling the importance of the WPK in North
Korea. This was followed in 2010 by only the third conference in the Party’s
history that saw the Party’s atrophied and depleted ranks―over 40% of Central
Committee members were dead or in disgrace―replenished, thereby renewing
and revitalizing the whole organization.
The purpose was to provide a platform for Kim Jong Il’s designated
successor, Kim Jong Un; who was too young and too inexperienced to speak
as the charismatic leaders his grandfather and father were. The Party was to
be the vehicle. Kim Jong Il died earlier than expected and Kim Jong Un took
over under the de facto regency of Jang Song Thaek. To ensure a stable succession
the first task was to reassure the people who matter: the two key constituencies
were the military and Pyongyang.
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1. The continuation of the Military First policy was demonstrated with the
fourth satellite launch and the third nuclear test. These, combined with supposed
advances in miniaturization, are what underpin the North’s claims to have a
nuclear deterrence capacity. This simultaneously boosts the status and authority
of the military yet allows manpower to shift to the civil economy.
2. The privileging of Pyongyang kept the civilians who matter happy. They
have never had it so good:
･ Funfairs, waterparks, outdoor ice-skating in summer, museums, and
monuments
･ The Mirim riding stables, the Dolphinarium, and the Masikryong ski resort
･ Mobile phones swish, 727 cars, ranks of taxis, new upmarket and fast-food
restaurants, shops and markets, where almost anything you might want
is available for a price. In Pyonghatten life can be sitting in a café with
a green tea latte while surfing on North Korea’s iPad clone.

Outside of the Capital
The Rural Areas were life is getting better―albeit slowly. The 2002
Agricultural Reforms that lowered targets and allowed surpluses to be sold in
the markets have resulted both in improved productivity and raised living
standards. Nevertheless, the pressures to produce are evidenced by crops on slopes
that would be considered un-farmable in Switzerland, let alone the rest of Europe.
More recently there has been the emergence of ‘family groups’ of 6-10 people
as the basis for evaluating―and rewarding―production. All the evidence
suggests a good harvest this year, despite some problems with drought.
The Rust Belt, comprising the large industrial cities in the North East
Triangle of the country from Hamhung up, shows limited industrial activity, itself
an improvement in the almost none a few years ago. The parallel reforms to
those in agriculture in the industrial sector taking the bulk of industry ‘off the
plan’ failed to have the same impact―energy shortages and the lack of raw
materials mean agriculture’s easy gains were impossible to reproduce. This
coupled with the fact that the central mountains leave a narrow coastal plain
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and therefore a lack of agriculture hinterland, mean that in this area there is
evidence of real hunger and malnutrition in the orphanages and the streets. This
is where in the last few years EU humanitarian aid was directed.

Imports
Most of the processed food and non-food products in the markets and kiosks
are Chinese. The trade gap is widening rapidly. While exports at best are growing
incrementally, Chinese imports are exponentially expanding, it is claimed, from
$500 million in 2000 to $6 billion in 2013.
In terms of the succession, the combination of the consolidation of advances
in nuclear and missile technology and the privileging of Pyongyang has given
the new leadership high levels of support, but there is an implicit awareness
that this is at the expense of ‘selling the family silver’ realizing capital that
cannot be replaced. There is a limited time in which to bridge the economic
credibility gap. For Pyongyang this cannot be achieved in either the countryside
or through the traditional industrial model.

The Answer is Special Economic Zones (SEZ)
The North has been through a variety of iterations as to its preferred model
of SEZ. The favorite until recently was the Kaesong Industrial Complex (KIC)
plus the less significant Mount Kumgang Special Tourist Zone. This married
North Korean land and labor with South Korean energy and capital, management,
and marketing, with the zone itself consisting of a collection of factories where
the North Korean workforce commuted in on a daily basis and where the goods
produced were shipped directly to the South. The original plan was for KIC
to grow in three phases. For the past three or four years there have been around
53,000 workers in KIC and it is set to grow first to 250,000 and ultimately
450,000.
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With tensions growing with Seoul in early 2013, KIC became an issue within
the upper reaches of the WPK. For the United Front Department, KIC was a
very convenient ‘cash cow’ while others closer to the military saw it as a ‘Trojan
horse.’ The concern was that by the third phase―allowing that only one family
member at a time is admitted to work in KIC―around 2 million people could
be dependent on work in the complex, not far off 10% of the North’s population.
At this point Washington and Seoul could close KIC down with civil unrest
and riots providing a convenient excuse (after a couple of months) for intervention
patterned on Iraq, Libya, and Syria.
After much argument the consensus in Pyongyang was to accept the status
quo ante but with only limited incremental growth for the foreseeable future.
Pyongyang’s answer was to be elsewhere.
Attention turned to Rason. This SEZ, originally established in 1993, was
rather an ‘ugly duckling’ of the economic scene. Despite being based up on
the Chinese/Russian borders in the far North East of the country, it initially failed
to take-off in the 1990’s. It was modeled on China’s Shenzhen SEZ, with an
area the size of Singapore and a population of 150,000 fenced off from the rest
of the country with the intention of creating an environment where people wanted
to get in rather than get out.
More recently, there has been substantial investment from China both in
manufacturing and the port facilities in Rajin, with a new 52 km road built from
the Chinese border to the port and a new bridge planned for Tumen river crossing.
Simultaneously, the Russians have built a Russian-gauge railway into the port,
which unlike Vladivostok, is ice-free in winter.
The problem is that despite the best efforts of the State Economic
Development Administration and their predecessors, the Rason SEZ has become
increasingly a virtual extension of China’s Jilin Province. Investment is all but
exclusively Chinese. The Fish Processing plants load their production directly
onto refrigerated lorries for China. The clothes factories produce brand goods
like Slazenger, Lands’ End, Kappa, and NBA with ‘made in China’ labels. In
the markets the default currency is the RMB. Attempts to pay in won leads
to traders scrabbling for the calculator. It is Chinese ‘entrepreneurs’ building,
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selling, and renting apartment blocks. Much of the money raised from China
was one-off sales or long-term leases. This makes a continuing revenue stream
difficult to maintain. Jang Song Thaek’s difficulties were multifold. As the de
facto regent, he overstepped the mark in a variety of ways. Nevertheless, he
was heavily complicit in setting up China’s purchases/leasing agreements in
Rason.
The subsequent result was:
1. Further attempts to promote Rason beyond China, at best resisted by
China, at worst sabotaged.
2. Rearrangement of the political architecture around North Korea’s SEZs.
The Party and its ‘United Front’ Department kept KIC and the Mount Kumgang
Special International Tourist Zone and seem to have added a new
Wonsan-Kumgang International Tourist Zone, while the ‘old’ Joint Venture
Investment Commission now appears to only deal with Joint Ventures outside
the SEZs. The other SEZs, including Rason, put under the upgraded State
Economic Development Administration (SEDA)―formerly the State Economic
Development Commission―under the Ministry External Economic Relations.
3. Letting a thousand, well, at least a score, flowers bloom with the addition
of a cocktail of new provincial and peripheral SEZs littered around the North’s
land and maritime borders.
There are now a total of 25 Zones, 3 under the Party (see above) and 22
responsible to SEDA (see Appendix). Three, including Rason (470 km2) itself,
follow the Rason model of geographically based SEZs with ‘captive’ populations.
The other two are Hwanggumpyong-Wihwado (44 km2), and Sinuiju (40 km2),
both opposite Dandong in China and both in the very initial phase of development.
The remaining nineteen were announced in two tranches in November 2013
and June 2014. These represent a third model for SEZs in two senses. First,
they are very small―varying from 1.37 km2 to 8.1 km2―and second, they are
highly differentiated by industrial sector, split between hi-tech and export
processing, agriculture, and tourism. They include:
Unjong―hi-tech development zone
Chongjin―metal processing, machinery manufacture, export processing of
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electronics
Waudo―advanced technology
Hyondong―industrial development with information industry and light
industry
Hungnam--chemical products and building materials
Wiwon―mineral, timber, and silk
Chongnam―mining equipment and coal products
Pukchong―fruit and stock breeding
Sinpyong―climbing, game hunting
Onsong―golf, horse riding, and restaurant services
Some SEZs also have targeted ‘customers.’ The Party’s Wonsan-Mount
Kumgang International Tourist Zone and SEDA’s Hyondong SEZ are pointed
at Japan. Hungnam is offered to the Germans, and Jindo Export Processing Zone
in Pyongyang’s port city of Nampo is hopefully twinned with Hamburg, while
Pukchong is for the Mongolians. One can only assume most of the rest have
tentative ‘customers’ as well.
While Pyongyang’s window of opportunity to use an increasing variety of
SEZ’s to transform the economy is still open, the question is for how long?
The Party, along with the military, is still very much in charge. They believe
their nuclear weapons and missiles provide the shield behind which they can
afford to experiment with economic innovation. There is an enthusiasm for hi-tech
and they certainly have the necessary low-wage skilled labor. They are keen
to open up dialogues.
The current North Korea-Japan rapprochement depends for its success on
Pyongyang convincing the Japanese public they have come clean over the fate
of the abductees. The unprecedented visit of the Party’s International Secretary,
Kang Suk Ju, to Berlin, Brussels, and Bern shows a willingness to engage not
as yet matched in Europe. While the North Korean Foreign Minister’s visit to
the UN was overshadowed by the condemnation in the General Assembly of
the North’s Human Rights record, despite Pyongyang’s offer to restart the
EU-DPRK Human Rights Dialogue after a ten year suspension.
There is the story about the man who jumped off the Empire State building
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who was heard to mutter as he passed the 33rd floor, ‘so far so good’. If the
North is to modernize its economy, it desperately needs foreign inward
investment. At the moment, despite the North’s willingness to engage, with no
settlement on the peninsula this won’t happen on the scale required. Will the
US and the rest move in time for Pyongyang to be able to deploy the parachute
of economic growth to ensure a soft landing? Or are they really dedicated to
regime change rather than a changing regime. Time will tell.
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Appendix I. General Introduction of Newly-established SEZs in
the DPRK
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Appendix I. (continued)
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Appendix I. (continued)

Underdeveloped Sino-Russian
Cross-border Cooperation
Natalia Ryzhova

Although Russia and China often announce that they are eager to develop
cross-border cooperation, the achieved results in this matter are still very modest.
In this paper I analyze how the national borders between Russian and China
affect trade flows and then discuss the main reasons and factors which contribute
to the underdevelopment of Sino-Russian cross-border cooperation.

How Do National Borders Affect Trade Flows between Russia
and China?
While Russia and China are large developing economies which share one
of the longest mutual borders, trade flows between them are more than modest.
The ‘border effect’ (or “border puzzle”) is that in which a border causes a huge
decrease of international trade, even for the countries that have removed almost
all custom barriers. There are two approaches to assess the ‘border effect.’
According to the first, we can estimate an effect of a border on trade using
gravity models, whereas the one-price law is tested under a second approach.
One of the main limitations for gravity models is the lack of reliable data
concerning international trade at the sub-national level. This is particularly crucial
in the case of the Russian-Chinese border. According to recent research, the
difference between the official and real volume of trade for some regions could
be up to 200%.
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Thus, in this work I assess the border effect in the case of Russian-Chinese
trade by testing the law of one price. By so doing, I check two hypotheses.
The first one is as follows: The crossing of the Russian-Chinese border increases
trade costs and volatility of relative prices.1) The second one is the trade cost
and volatility of relative prices may differ for ‘national markets’ and ‘markets
of border regions.’ This is attributed to different levels of integration between
nations and border regions.
In order to check thes hypotheses, I apply an identification strategy suggested
by Gorodnichenko and Tesar (2005).
 Pijtk   c   i   j   k   1 Ln Dist ij    2 Border

ij

  3 China
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The dependant variable is volatility of relative prices, measured as the time
series standard deviation of relative price indexes for 2002-2007. Explanatory
variables are border-dummy, and a logarithm of distance between two regions.
The logarithm of distance between regions is measured as railway (or automobile)
distance. We use panel data from 23 Russian regions and 23 Chinese provinces
for 9 kinds of consumption goods to assess the border effect for “national
markets”. To assess border effects for “markets of border regions” we use panel
data from 5 Russian regions and 4 Chinese provinces for the same non-durable
goods.
The assessment shows that the “border effect” for “national markets” is 5.5-9
times as much as distance. The “border effect” for “markets of border regions”
is three times as much as distance. Consequently, barriers between national
markets are higher than barriers between markets of border regions. Thus did
border regions trade with neighbor partners more than other regions, distant from
the border? Official statistical data (Figure 1) disprove this statement―the role
of Russian border trade in total Russian-Chinese trade is very modest (the share
of Russian border regions in mutual Russian-Chinese trade was not more than
1) This part of the econometric research was conducted in collaboration with O. Vasilieva. See,
for example, Ryzhova N., Vasilieva O. (2012).
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10% after 2007). Although Chinese border regions were important for
Sino-Russian trade (the share of Chinese border regions in mutual trade was
not less 30%), the main destinations of Chinese trade flows to Russia were more
than far from the mutual border. The major Russian region trade partners of
China were the political center and the North-West (Moscow, Leningrad oblast,
etc.).
Figure 1. Share of Russia-China border region trade

The discrepancy between the ‘border effect’ estimation, demonstrating a high
level of border integration, and the modest role of border regions in mutual trade
is caused by higher levels of informal trade flows in the border regions (Figure
2).
The data allow me to conclude that national borders (border barriers) reduce
trade flows, but informal border trade reduces border barriers. However, what
exactly do barriers mean, how are they created?
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Figure 2. Discrepancy betw een national and regional level trade

Border Infrastructure as Obstacle to Development of Cross-border
Cooperation
It is evident that well-developed cross-border infrastructure allows
cross-border cooperation to develop while the opposite can become a major
obstacle to cross-border exchanges. The condition of cross-border infrastructure
leads me to conclude that the Sino-Russian border is more closed than open.
For instance, among six officially established check points only one was more
or less effective while others did not work at all (Table 1).
A railway bridge across Amur (Heilongjiang) was proposed in 1988, when
two borderline cities Blagoveshensk (Russia) and Heihe (China) saw the start
of cross-border shuttle trade. In 1991 the Chinese National Planning committee
approved the bridge. In November 1992 a company called “Most” (“Bridge”)
Ltd. was created in Blagoveshensk. It was supposed that this company would
accumulate money from ordinary people in the form of vouchers and invest them

Underdeveloped Sino-Russian Cross-border Cooperation

231

Table 1. Sino-Russian Cross-border Check-points in Am ur Oblast

Location

Dzhalinda-Mohe
Ushakovo-Huma
Blagoveshchensk-Heihe

Operation
By
vessels/or
by cars
across the
ice

Poyarkovo-Xunke

Carrying capacity, ton per
day / people per hour
Plan

Fact

Closed in 2004 due to
inconsistence of formal
requirements

1200 / 16

30 / 16

Not equipped, not operated

500 / 200

- / -

Operational

5000/ 540

1262/ 300

Operational

1200/500

70,4 / 5

Konstantinovka-Xuniu

Not equipped, not operated

- / -

- / -

Kanikurgan-Changfangtun

Established for bridge project
construction, but it is
operational now

- / -

- / -

Bridge

Note: Summary of conditions and operation of cross-border check-points on Russian state border on
the territory of Amur Oblast.
Source: Amur Regional Authorities, unpublished manuscript (2008).

into the building of the cross-border bridge. In 1994 Presidents Yeltsin and Jiang
discussed and lent their support to the construction of the bridge. In 1995 Russia
and China signed an agreement, but this was the best result overall regarding
this ‘bridge legend.’ In the program of social and economic development of the
Russian Far East and Zabaykaliya adopted in 1996 there is only one statement
on the topic: “The geography of Eurasian transit might be affected by the
construction of the bridge across Amur” (Minakir 2006: 741). This unclear
statement was repeated in different strategies and programs, but the bridge exists
only on paper. In 2002 Russia offered to build a vehicle bridge instead of a
railway one. In 2003 China suggested building the bridge, both for railway and
vehicles, at their own expenses. In 2004, all Russian Committees approved the
construction of the bridge, including even the Federal Security Services. The
construction start date was to be December 2004. Heihe hoped to finish the bridge
in 2005. Suddenly Russian appeared to become ‘anxious’ about the monopolistic
position of China, if the Chinese were to be the sole investor. In 2007 the Jewish

232

Financing Economic Integration and Functional Cooperation for Northeast Asia: Toward a Northeast Asian Economic Community

Autonomous Oblast (JAO) announced a plan to construct a different bridge to
Tongjiang. In 2008 both China and Russia approved the construction of JAO
Tongjiang bridge. In 2008 Amur Oblast saw the appointment of a new governor,
who started his work with the announcement of the necessity of the bridge. He
was replaced by the next governor, who also made the same announcement.
In 2012 a real bridge was erected―but it was a bridge for boats. After it was
built this bridge did not work during two months, because its use (not
construction) was not approved by Moscow. In 2013 the Mayor of Heihe
announced that everything was ready for the construction of a proper bridge
and that the Amur governor was eager to start the project. In 2014 the construction
of the bridge began, but in the Jewish, not the Amur region. However, in summer
2014 the Amur governor reverted again to the possibility of bridge construction.
The story of the phantom bridge across the Amur is not the only one in
the chronicles of cross-border cooperation. Amur Oblast has an imaginary free
economic zone, while Primorsky Krai has a vague trade and economic zone and
the illusory ‘Tumen River Triangle.’ Khabarovsk Kray, in turn, can boast of
a fantasy tourist zone on Ussuriskyi Island and it even has a bridge to nowhere.
This bridge could connect China and Russia through the island, which was
divided between the two countries. China opened the bridge to its side of the
island in September 2012. In turn, Russia officially opened the bridge to its
side of the island on 23 October 2013, but then closed it and only opened it
again in March 2014. However, the two bridges does not connect the two
countries because there is no approved border checkpoint. Khabarovsk Kray has
at least two development programs connected with this bridge and Ussuryiskyi
Island.2) Recently, however, the new minister of the Russian Far East announced
that this is a “unique island which must be used accordingly,” “in the interest
of the whole country”. The island “ought to be used for the development of
not only the region, but also the Russian Federation.”3) While the importance
of all these very special zones is discussed, real cross-border cooperation calls
2) http://dorogiludi.ru/news/10025785/
3) http://www.vostokmedia.com/n200099.html
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off all bets. Although Chinese border zones are more advanced, they have hardly
achieved their target goals: Heihe can by no means be compared with Shanghai,
although more than 30 years ago the Chinese government promised that Heihe
would be a ‘northern Shanghai’
Although cross-border cooperation was not developed, these fantastic stories
illustrate that both Chinese and Russian officials worked intensely, meeting,
discussing, and reaching a consensus. Each time something unexpected happened
and prevented the bridge, or zone, or cooperation being built or developed.
According to Wu (2014) who examined Chinese language academic journals and
reports on this issue, Chinese experts claim that a lack of control over
local/regional powers by the Russian central government, frequent changes of
regional powers, uncertain legal environment, and exaggerated sensitivity to
border security in Russia, prevented the development of cooperation and the
building of the bridge. In turn, Prosvirnov (2008) analyzed Russian language
academic journals in order to understand why the bridge across Amur was not
constructed. According to him, Russian experts believed that the following
reasons prevented the construction of the bridge: overestimation of prospects of
Sino-Russian cooperation in the 1990s, massive competition between Russian
Far Eastern regions over the bridge, and a discrepancy between the geopolitical
importance and the economic results of the prospected bridge. I would claim
that the phrase “geopolitical importance” conceals exactly the “exaggerated
sensitivity to border security,”4) while “changes of powers,” and “lack of control”
hide “massive competition.” In my previous research (Ryzhova 2013) I pointed
to fiscal and political contradictions between the Russian federal center and the
border regions which prevent the development of cross-border cooperation. This
can be interpreted as “the lack of control over local/regional powers.” Thus,
Russian and Chinese experts agree, at least to some extent, on the reasons why
cooperation has not developed yet.

4) Russian experts reasoned that “the bridge is not only the connection between states, but also
the tool of intrusion” (Prosvirnov 2008: 78).
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Institutional Barriers in Development of Cross-border Cooperation
Institutions are of great importance to the development of international
cooperation (Ryzhova 2013). This means that formal rules and agreements as
well as informal institutions (real business practices, public perception, and
everyday enforcement) might affect the development of Sino-Russian
cross-border cooperation. Institutional development, however, does not offer any
consolation―agricultural cooperation is a good example to illustrate this point.
Similar to the construction of the bridge, the possibility of agricultural cooperation
between the Russian Far Eastern and Chinese North Eastern provinces has been
discussed since the 1990s. Agricultural cooperation has become similar to
bridge-construction or border zone development in terms of ‘state vertical
encompassment.” That is to say that border cooperation of Russian Far Eastern
regions with China was initiated and developed by the regional powers in
1990-2000s, but now, as in the case of Ussuryiskyi Island, it is “under the special
control of the president.”5)
Agricultural cooperation was a top priority in the Amur regional agenda
in the beginning of 2000s. As a result some Chinese farmers received plots of
land and started cultivating them. In the mid-2000s this was extensively, and
usually negatively, discussed by federal level officials. For instance, in 2006
the minister (top level official) of agriculture, in an interview with the major
Russian media outlet Rossyiskaya Gazeta stated, “I'll cut to the chase. I am
absolutely against these initiatives.”6) Right after that, a major regional newspaper
(Amurskaya Pravda) asked regional officials to comment on the minister’s
interview. Although there were various topics for comments, Amurskya Pravda
reported only on the “inconceivability of the penetration of the Chinese nation
of the Russian territory” and “the importance of providing jobs for locals.”7)
This negative reaction from the central government affected the Chinese farmers
5) It seems to me that in China, in contrast, wherever the construction of the bridge was initiated,
now it is controlled and patronized by local powers.
6) http://www.rg.ru/2006/08/19/Gordeev.html
7) http://www.ampravda.ru/2006/08/24/04925.html
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who had received plots of land. The rhetoric against “illegal migration,” starting
in 2008, again had a negative impact on business, although some persevered.
Protection of property rights over land became one of the main problems
for Chinese farmers. Here is an example: Farmer N (Russian citizenship) had
acquired a piece of farmland in 2011, via public sale. He was surprised when
he found out that a Chinese farmer had been working this piece of land for
six years. The most important thing was that Chinese farmers also had a contract,
signed by a local official in 2004, but the contract was not registered in the
judicial system. The Chinese farmer left the land, while his activity was
interpreted and memorized in public discourse as illegal. The official, signing
the contract, and receiving moderate administrative rent, did not have incentives
to explain the legal order. Moreover, the implicit urge toward the protection
of “Russian popular rights” and “the state interests” excused his activity in public
discourse.
The dearth of labor force remained a problem for both, Russian and Chinese
farmers. Not only Russian but also Chinese barriers persuaded Chinese and
Russian farmers to cooperate. They usually did so informally, that is to say
without signing an official contract. Russian farmers provided plots of land, and
dealt with the Russian barriers on entry of Chinese foreign workers. Chinese
farmers supplied workers and overcame Chinese legal barriers. In 2013-2014
the regional authorities reduced the quota for Chinese migrants in agriculture
to zero, with the result that Russian, Chinese, and joint businesses struggled
with a lack of a labor force. Therefore some farmers closed their greenhouses
and switched from plant cultivation to stock-raising, while some started to break
the law.
Despite the negative perception at the federal level of regional initiatives
and pressure on Chinese farmers in the Far Eastern regions, the federal center
started to discuss the possibility of international agricultural cooperation in the
Russian Far East. Two years ago Russia suggested such projects to its APEC
partners.8) The Ministry for Development of the Russian Far East, established
8) “Andrei Slepnev, the deputy minister for economic development, remarked that Russia will
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in 2012, does not reject the possibility of Sino-Russian agricultural cooperation.
Summer 2014 saw the next upturn in the cycle. Ding Xuedong (China Investment
Corporation) suggested joining efforts to develop agriculture in the Russian Far
East at the Saint Petersburg international economic forum.9) Official reactions
were rather affirmative. Thus, the pendulum of positive and negative perceptions
hardly allows one to claim with confidence that Russia will or will not cooperate
with China in agriculture. Moreover, this pendulum clearly reveals inconsistency
because of different goals, the multiple agencies involved, and a distinction
between policy and practice. However, the inconsistency still needs to be
explained.
All announcements about Sino-Russian cooperation in agriculture―whether
positive or negative―led to extensive discussion in the media, most of which
was hardly optimistic or constructive. Even though publications in the central
media could appear as statements of fact, discussion by ‘experts,’ journalists,
and bloggers turns everything upside down. Experts insist on a ‘migration threat,’
‘lack of technologies,’ and allude to a long-range Chinese strategy. Bloggers
instill fear in the public with the idea of ‘annexation’ and other hazards. For
instance, in the context of discussing Ding Xuedong’s suggestion one blogger
wrote: “From a bird’s-eye view Amur Oblast appears to be covered by tidy
soybeans fields. However, officially there are no such field. All soybeans,
produced illegally, are exported to China. The taxes are not paid and as for
the Chinese who work this land it is as though they do not exist...This is how
China explores the Far East and Siberia.”10) Such popular discursive practices
offer roughly 20 investment projects to several APEC member countries―Vietnam, Singapore,
Thailand, and Japan―to develop agriculture in the Far East…Russia’s Asian partners are being
offered vast spaces of land in the country’s far east to develop projects, with some of these
projects requiring up to 150–200 thousand hectares. Slepnev estimates that the investment
volume for these projects will number into billions of dollars. He added that the law allows
for long-term leases in Russia. The Primorsky, Khabarovsk and Amur Regions are among
the possible regions that are being discussed at the moment. These places have the right
conditions for producing soy, rice, and other types of grain.” See “Russia offers to lease land
in the Far East to APEC countries,” accessed March 2012 at
http://farmlandgrab.org/post/view/19967
9) http://www.forumspb.com/en/2014/sections/19/materials/190/sessions/694
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employ and manipulate expert discourse, “common knowledge” about a Chinese
threat, and portray a weak, problematic, vulnerable Russian Far East with a
marginalized, totally alcohol addicted helpless population, as well as inert and
corrupted, local/regional powers: “the Russian labor force in Primorsky Krai and
Amur Oblast are marginalized people with high alcohol addiction and low level
labor skill.”11)

10) http://www.daokedao.ru/about/
11) http://svpressa.ru/politic/article/79681/

Creating a Northeast Asian Economy
Tony Michell

Economic Cooperation in the Region
Energy cooperation and resource cooperation is proceeding rationally and
is likely to accelerate. Investment by Chinese entrepreneurs in Russia, and to
a lesser extent in the DPRK is proceeding (although the type and quality could
be improved).
There is no doubt that President Park has her heart set on reunification
as the completion of her legacy. Her Dresden proposal was addressed to North
Korea: “…so I hereby present three proposals to North Korean authorities in
the hope of laying the groundwork for peaceful unification.” The proposal stressed
three factors.
First, is the need to expand humanitarian activities, without reservation.
Under her humanitarian agenda, she proposed the regularization of family
reunions between the two Koreas and provision of a “1,000-day package project”
to support North Korean mothers and infants.
Second, the pursuit together of an agenda for co-prosperity through the
building of infrastructure that support the livelihood of people. To promote
co-prosperity of the two Koreas, President Park offered major inter-Korean
projects, such as South Korea’s infrastructure-building investments and building
of multi-farming complexes in North Korea, collaborative projects with China
and Russia, and joint development projects on natural resources.
Third, President Park stressed people to people exchanges and joint research.
She called on North Korea to establish an “inter-Korean exchange and cooperation
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office” and expand people-to-people exchanges in historical research, culture,
sports, and arts to bring together people on both sides and to narrow their
differences from decades of division.
Despite the North’s rejection of these proposals as nothing new, they
represent a reasonable programme for a third Summit, to which the other
essentials from the previous agreements of 2000 and 2007 need to be added.
The only concrete output was the family exchanges in February 2014. Still,
there was a new tone and it led to action. February2014 saw two gains: the
first reunions of separated families since October. 2010 and the first North-South
high-level talks since May 2007. The family reunions, held as usual at the
Hyundai-built but now mainly mothballed Mount Kumgang resort, near the
Demilitarized Zone (DMZ) on North Korea’s south eastern coast, followed the
Sunshine Era pattern of 1998-2007 when reunions were held regularly. Each
side’s Red Cross selects 100 elderly applicants. The South does so by lottery
from over 129,000 who originally applied, almost half (45 percent) of whom
are now dead. Family reunions remain a high first priority for the South and
if more high level talks take place, this is one of the key points of the agenda.

The Year of Railways
The second area of initiative has been part of President Park’s broader vision
of uniting the Koreas and creating a broader Eurasian economy, one of the themes
of many of her overseas trips. In promoting railways in 2014 she was not alone.
This is the age of the new Silk Road as leaders across Asia called for new
connectivity, both in terms of railways across the continent and in terms of
infrastructure funding to build roads, bridges and railways. Unfortunately the
vision had distinct variants:
･ Park Geun-hye vision of connectivity―any railway will do as shown in
the map
･ Xi Jinping has two visions of a land and maritime silk road. Chinese
railway runs south possibly even through Iran, if not Tehran will connect
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Figure 1. Korea-proposed integrated transport netw ork, NEA

Source: Korea Transport Institute (KOTI) for ESCAP.

with it (it will be a hi-speed line). Sealanes will pass through the Maldives
(the President of Maldives was told in August)
･ Mongolia (who may have a claim to the original silk road aims to build
a Silk Road Railway)
･ Russia who owns the “’Iron Road” has its own vision of the Euro-Asian
railroad

Russian and DPRK Railway Upgrade Started/Finished
The agreement signed earlier in the decade by Russia and the DPRK
“outlines plans to create a single control center for the entire North Korean rail
network. This will be created with participation from the RasonKonTrans joint
venture of Russian Railways Trading Company and the port of Rajin, as well
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as the North Korean Ministry of Railways. Timetables will also be jointly
developed.” The agreement “sits in the context of the framework of co-operation
between Russia and North Korea established in 2000” and “is also part of a
wider ambition to revive transit freight on the Trans-Korean main line.” (Railway
Gazette 2013)
Although the railway was completed and operational in August 2013, the
present level of utilization since has been low. The project involved “(re)laying
54 km (33.55 miles) of dual-gauge track (1,520 mm and 1,435 mm), the
reconstruction of three tunnels, repair of a bridge over the border, and the
construction of a freight terminal in Rajin port with a capacity of 4 million tonnes
per year.” There was little evidence of broad gauge trains to Rason in mid-2014
All this was done and the new pier (with dubious rail connectivity) was
ready for action and it lay with President Putin to facilitate the next stage during
his visit to Seoul in October 2013.
The South China Morning Post noted that “Russian President Vladimir Putin
was in South Korea yesterday, pushing a pet project for a new trading route
linking Asia and Europe by rail that requires prying open North Korea. The
ambitious scheme envisages an ‘Iron Silk Road’ uniting the rail networks of
South and North Korea and connecting them to Europe via the Trans-Siberian
Railway.” (SCMP)
The basic agreements between South Korea and North Korea were limited
in scope since President Park appeared to be less enthusiastic about other people’s
projects than her own. Putin arrived in Seoul with hopes of winning South Korean
investment in the Russian Far East. Experts felt he faced significant hurdles
convincing Seoul to commit to projects that also involved North Korea. Mr.
Putin has sought to develop these regions farthest away from Moscow since
his earlier terms as president between 2000 and 2008, with the centerpieces being
an upgraded railway network and oil-and-gas pipelines across Siberia.
The ultimate goal has been to extend the Trans-Siberian Railway and the
pipelines across North Korea to South Korea―becoming a key carrier for cargo
and energy between East Asia and Europe. South Korea has shown interest in
participating―the rail link to its largest port Busan would mean big business
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from the entire region―but it has made little progress working with North Korea
on the project. After Putin’s visit things were about to change.
The follow up to the agreements signed in October 2013 came in February
2014 when a group of businessmen from South Korea―from Hyundai, POSCO,
and KORAIL―visited the North Korean port of Rajin to follow up the Putin
visit.
It is noteworthy that this visit by Southerners to the North was conducted
while the law adopted by the previous South Korean administration of President
Lee Myung-bak that forbids any trade or economic collaboration with the North
(May 24 Sanctions) was still in effect. Regarding this unprecedented trip, the
ROK Ministry of Unification issued a special comment that this contact did not
represent a repeal of that law, but simply an exception to it. Nevertheless, the
meeting in Rajin was considered fruitful by those involved, and this line of
inter-Korean cooperation has gained serious prospects for development.
By February 2014, Putin’s project has become one proposed by South
Korea’s President Park Geun-hye and this project is related to the Eurasia
Initiative, which is expected to have a positive impact in commerce with Eurasian
countries in the minds of the South Korean press.

Russian Influence in the DPRK Aims to Increase
In March 2014, Pyongyang was visited by the Russian Republic of Tatarstan
President, Rustam Minnihanov, and the Minister of Development for the Far
East of the Russian Federation, Alexander Galushka, who also is the new head
of the Russian part of the Bilateral Intergovernmental Commission dealing with
economic, trade and scientific cooperation.
They were accompanied by teams of officials and businessmen. These visits
proved to be “very fruitful, and were held in an unprecedentedly open and friendly
atmosphere.” Both March negotiations resulted in written agreements with the
ambitious goal of increasing bilateral trade volume from the current $112 million
to $1 billion by 2020.
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Finally, a delegation headed by Russia’s Deputy Prime Minister, which
included governors from the three adjacent provinces of Amur, Khabarovsk, and
Primorsky (maritime) areas, visited the DPRK at the end of April. Yury Trutnev
was received by Kim Yong Nam, as well as the Deputy Prime Minister and
Head of the State Planning Committee, Rho Doo Chol. It was the first time
in the last 30 years―since 1985―that a top deputy in the Russian government
has visited North Korea.
In addition, an inter-regional cooperation agreement was signed for the use
of North Korean labor in the agricultural and timber areas of Amur province.
It was said that the North Koreans tried an old Soviet-era approach in that,
since Moscow had recently written off North Korea’s bad debts from the pre-1989
period, Pyongyang requested new credits, a price reduction in Russian goods,
and an easing in Russian quality standards for North Korean goods. The Russian
delegation explained that the Soviet-era model of cooperation was no longer
acceptable and cooperation should be based on market economy principles.
The new principles for bilateral cooperation as well as plans for specific
tasks will be elaborated at the sixth meeting of the Intergovernmental Commission
dealing with economic, trade, and scientific cooperation took place in Vladivostok
at the beginning of June 2014.
Some commentators observed that Russia had a limited time window
vis-à-vis China. However it needs to be remembered that time windows are elastic
in Northeast Asia.

Further South Korean Steps to Link with the Eurasian Infrastructure
Having permitted the visit to Rajin in February, the Ministry of Unification
decided to allow the chief of its state rail operator to visit North Korea for an
international rail conference. The ministry said it approved an April 24-28 trip
to Pyongyang by Choi Yeon-hye, president and CEO of the Korea Railroad Corp.
(KORAIL), and four other officials for a meeting of the Organization for
Co-Operation between Railways (OSJD). The head of KORAIL is the first senior
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South Korean figure to visit Pyongyang since the inter-Korean summit in 2007.
President Park Geun-hye’s plan to connect South Korea to Eurasia by railway,
requires cooperation from the OSJD.
The rail conference is meant to boost international cooperation between
railway operators, a source said, adding that it is expected to bring together top
rail officials from China, Russia and 25 other member states of the OSJD. The
Ministry said it decided to approve the trip because it is aimed at attending
an international conference. It also said the visit is expected to improve
cooperation between KORAIL and OSJD member nations.
The OSJD is an organization of 27 former and current communist countries,
including Russia, China and North Korea, and France and Germany. South Korea
has tried to become a full member of the OSJD for a long time but was thwarted
every time by North Korea. Choi was invited to the meeting when KORAIL
finally became an affiliate member in 2014. Seventeen commercial members
joined, including: Siemens, Alcatel, Plasser & Theurer, Intercontainer, Interfrigo,
Kolmex, and TransManche Link/Eurotunnel.1)
It was also agreed that the next OSJD conference in 2015 will be in Seoul.
It has been decided to hold two major meetings, the Commission on Freight
Traffic in 2015 and Conference of General Directors in 2019, in Seoul. KORAIL
president Choi Yeon-hye made the announcement at Gimpo Airport after
returning from an OSJD meeting in Pyongyang. It is unprecedented for an
associate rather than full member to host the conference. “We don’t know yet
whether the North will attend the meetings in 2015 and 2019, but the participants
unanimously decided to hold them here, and the North didn’t oppose it, so we
expect them to come,” she added. The annual conference of general directors
alternatively takes place in Asia and Europe, but exceptionally the 2019 meeting
will also be held in Asia following the 2018 meeting in Vietnam.2)
1) “KORAIL Chief Takes Train Trip to N. Korea,” Chosun Ilbo at http://english.chosun.com/site/dat
a/html_dir/2014/04/22/2014042201276.html
2) “KORAIL Chief Returns from Rare Trip to Pyongyang,” Chosun Ilbo at http://english.chosun.co
m/site/data/html_dir/2014/04/29/2014042901463.html and North Korean Economy Watch at htt
p://www.nkeconwatch.com/category/transportation/railways/
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Following this it was announced in October 2014 that Russia would
undertake the entire upgrade of the North Korean system from Rason through
to Kaesong, doubtless expecting South Korean support.
KORAIL which had a huge strike in late 2013, and is running a humungous
deficit has a lot to learn from the OSJD. No rail freight car has left South Korea
since early in the Korean War, and to participate South Korea is going to have
to build a new freight fleet to OSJD standards. There is probably time to do
this and the international rail industry would certainly rush to lease suitable rolling
stock.

Will China Build a BOT High-speed Rail through Pyongyang from
China?
At the same time an entirely unrelated rail proposal has received publicity
which would be a BOT (build-operate-transfer) high-speed rail from Dandong
to Kaesong.
Figure 2. Planned high-speed rail through North Korea

Source: North Korean Economy Watch at http://www.nkeconwatch.com/category/transportation/railways/
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One of the things about the DPRK is that from time to time apparently
spurious contracts are reported. South Korean businesspeople in China who are
closely involved in the high-speed rail project said on April 2014 that a contract
for the railway/highway construction was signed in Beijing on February 2014
by North Korea’s State Economic Development Commission, chaired by Kim
Ki-sok, and a Chinese consortium headed by the Shangdi Guanqun investment
company. The line would be 376km in length and connect Sinuiju with Chongju,
Sukchon, Pyongyang, Haeju, and Kaesong, with the five-year construction
beginning in 2018 with a budget of $21 billion, or around 22 trillion won.
(Reported Chosun Ilbo, KBS, Hankyoreh)
An alternative version was that the agreement between a consortium
representing the Chinese companies was signed in both Chinese and Korean by
Kim Chol Jin, Vice-Chairman of State Economic Commission of North Korea
and representatives from SOEs. Further increasing the possibility of South Korean
participation are guidelines handed down in January by North Korean leader
Kim Jong-un, who said North Korea should work with China and South Korea
on an international line through a privately funded BOT arrangement.
In March 2011, former North Korean leader Kim Jong Il is reported to
have instructed that inter-Korean exchange programs be continued. Upon the
completion of the railways and highways, the Presidium of the Supreme People’s
Assembly will proclaim international road operations to ensure its stable
operation. The agreement is a multinational consortium of international
investment groups that reportedly includes a South Korean company. Once the
project is in progress, there are plans of bringing other South Korean companies
into the project. In exchange, businesses will obtain the development rights of
extracting gold from Hyesan City (Ryanggang Province) and iron ore in Musan
(North Hamgyong Province). North Korean officials are claiming that this project
was the legacy of Kim Jong Il and welcomed the participation of South Korean
companies.
It remains to be seen whether this consortia really exists and is ready to
build such a railway. Dandong is being connected to the high speed rail network
of China in 2014-2015.
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Swedish Stena Daea lines successfully took over the Sokcho–Zarubino and
Vladivostok route in 2013 by absorbing the local Korean shipping company in
financial trouble and bringing its own ships from Europe and continued
throughout the year to run twice weekly to Zarubino, allowing cross border traffic
into China and Russia without touching the DPRK, and also sailed to
Vladivostok..
Ships ran all year from South Korea to Niigata, but only in June 2014 did
the North Korean roll on roll off ship―the Mangyongbong-92 reappear in
Wonsan with the hope of carrying regular trade to Japan if the sanctions are
fully lifted. he partial removal of sanctions allows North Korean ships to enter
Japanese coastal waters.

Does the Asian Infrastructure Investment Bank Replace the
Northeast Asian Development Bank?
A core mission of the Northeast Asia Economic Forum has been the creation
of an Northeast Asian Bank for Cooperation and Development (NEABCD) for
which all the basic measures and standards have been developed over the years.
Accordingly there was concern when the Chinese President began to talk about
the Asian Infrastructure Bank, apparently using many of the concepts developed
by the forum. The topic of a development bank is discussed in other chapters.
Here it must be reported that South Korea has hung back from becoming a
founding member of an Asian Infrastructure Investment Bank (AIIB). Equally
it is important that the region has better commercial banking regardless of a
development bank.
An Asian Infrastructure Investment Bank (AIIB) does not negate the need
for a commercial bank network (or joint venture bank) that links Northeast Asia.
Even in North Korea the intranet is omnipresent and has revolutionized banking.
Today you can use a local bank debit card anywhere in the country. Linked
through the intranet, with mobile phone apps, the citizens of the DPRK who
possess these (estimate 20%) can live with almost the same digital convenience
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as those in the south. Bank cards are replacing cash in many pockets (capturing
the loose money into the banking system).
Figure 3. Announcem ent for the Asian Infrastructure Investm ent Bank

Infrastructure Development Needs for Northeast Asia
At the same time ESCAP has done a great deal of work quantifying the
amount of infrastructure required as summarized here:
･ $16~160 Billion US Investment required for infrastructure development
in NEA per year
･ $5~15 Billion US external financing is estimated to be required
･ China has the biggest share
･ Roads, airports, ports, railways, pipelines, power plants, etc.
･ Infrastructure developments in Northeast Asia; effects of the TKR-TSR
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and other continental railway linkage
･ Institutional barriers and framework for integration; legal framework for
international transport in NEA; strategies and actions (for example,
connections to Central Asia and Europe)
･ Well-developed transport network and facilitation of flow of goods is a
precondition to sustained economic growth
･ Enables world market access; provides transportation and logistics services
to cities and industrialized area; connects hinterlands to logistics hub
･ Prerequisite for regional peace and mutual prosperity; need for an efficient
transport and logistics network
There are also physical bottlenecks that need to be addressed, including 1)
deficient transport related infrastructure in most northeast Asian countries
(excluding Japan); 2) many missing links; 3) disconnections in the Korean
peninsula; 4) lack of intermodal transport facilities; 5) lack of technical
compatibility and interoperability at border crossing points; 6) delays in customs;
7) safety and reliability problems.
In this context the region as a whole needs more than a proposed $100
billion bank. South Korea failed to join as a founder despite the wooing from
China and more in line with the US’s warning not to join. This is despite India,
Australia, and all ASEAN countries joining.
This raises another question. Could the development bank be a fund instead?
Professor Jae-Min Lee’s proposal for a Northeast Asia Development Facility
(NADF) presented in this year’s forum is a major concept which could be rapidly
created. It could be a public listed fund to raise private money and could work
with the AIB or ADB.

A Cross-border Commercial Bank
However, what we need is a regional bank card for businesses and tourists
throughout the region. We also need a common currency presumably the Yuan.
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Could the commercial bank be an online entity? Could it be a google pay or
paypal style payment mechanism, an extension of alipay,3) even from Weibo,
Kako talk or Line? While not aimed at Northeast Asia specifically all of these
are talking about international payment systems. Alipay is way ahead of
competitors―but needs to be extended to Russia, DPRK, and South Korea. While
Alipay is a retail banking solution, given the reach of Alibaba there is no reason
why it should not develop a Northeast Asian commercial banking dimension.
Alipay also provides payment and escrow services to third parties in China.
Alipay is the principal means by which buyers and sellers settle transactions
on our China retail marketplaces. We pay Alipay a fee for the payment and
escrow services it provides on our marketplaces. Specifically, we are party to
a commercial agreement with Small and Micro Financial Services Company and
Alipay, or the Alipay commercial agreement.4)

Other Infrastructure: Was Work on the Sinuiju Bridge Delayed by
Jang Sung-taek?
The bridge has hardly been the focal point of the discussions, but its status
will surely aid as a major lever in opening the northwest of the DPRK, and
in facilitating North Korean exports to China, in the event that sufficient exports
can be manufactured assuming it is opened on time in 2015. Nothing will relieve
the congestion and delays in Dandong more than this bridge, and also release
the old bridge for more rail traffic.
The South Korean view was that the departure of Jang Sung-taek set back
DPRK-China relations. However those on the ground in Dandong heard
complaints about his desire for big deals and lack of attention to detail. Among
the key items for which Jang Sung-taek took responsibility was the joint committe
3) See http://global.alipay.com/ospay/home.htm
4) For Alipay payments and other financial services see http://hsprod.investis.com/shared/v2/irwizar
d/sec_item_new.jsp?epic=alibaba&ipage=9793411&DSEQ=1&SEQ=213&SQDESC=SECTIO
N_PAGE
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Figure 4. Sinuiji bridge

e on developing Hwanggumpyeong Island Special Economic Zone―a borderland
development space that had shown little development. Just prior to Jang’s fall,
the North Koreans announced another new SEZ in Sinuiju, indicating their desire
explicitly to get something moving, and perhaps undercutting Jang’s leverage
with the Chinese, although Jang was also responsible for this new SEZ. This
new and simpler SEZ seems to have been in response to Chinese complaints
about Jang’s attitude. With Jang gone both the bridge and Hwanggumpyeong
appear to have accelerated rather than slowed down.
A recent trade fair in Dandong (the ‘second annual’) was the occasion for
the PRC Ambassador in Pyongyang, Liu Hongcai, to take a trip to China’s main
port of call for North Korean goods and services. The Ambassador’s office put
out some bullish figures from the trade fair, claiming that “more than 10,000
Chinese and foreign businesspersons” had attended, and that there were 200
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specific investment projects, of which 93 “expressed an intention” to go forward
at a total investment of $1.6 billion (just over a billion of which would be via
trade-related projects).

Anti-Economic Cooperation Actions: a.k.a Sanctions
The last 12 months have been a year for sanctions with members of the
international community imposing damage on their own economies, everyone
else’s economies in the name of this or that political wrong. Such sanctions
are blunt instruments that have no impact on short term behaviors. Iran shows
you can get some grudging cooperation by beggaring an entire nation, but the
DPRK shows that once the damage is done, more sanctions do not necessarily
make it worse. Full marks to Prime Minister Abe for removing unilateral sanctions
on North Korea in return for good behaviour.
The curious thing about sanctions is that in the case of North Korea, sanctions
lock South Koreans and Western companies out, but let other countries in. This
can be seen in the fact that despite some restrictions, China’s trade with the
DPRK grew by 10% in 2013 to $6.5 billion. Further according to the respected
pair of economic analysts Marcus Noland and Stephan Haggard, the DPRK is
running a current account surplus―so much for the commonly used phrase ‘cash
strapped regime.’
The US extended its financial sanctions to the Korea Trade Bank and China’s
counterpart bank, the Bank of China, was forced to suspend dealings. But it
was western business and embassies that suffered as Chinese business merely
moved down to the small Chinese and North Korean banks with cross-border
licenses.
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Figure 5. North Korea’s trade w ith China

Source: Scott Snyder, “China-North Korea Trade in 2013: Business as Usual,” Forbes at
http://www.forbes.com/sites/scottasnyder/2014/03/27/44/

New Special Economic Zones (SEZs)
A major step forward is the creation of 19 new SEZs and a new law to
assist in development. The new zones are for tourists, agricultural development
as well as industry.
The zones are spread throughout the country and intended to kick start local
economies through the management and stimulus of focused zones. To start 19
zones all at the same time is a major initiative that needs assistance, and has
created the reorganization of foreign investment related organs in Pyongyang.
Throughout North Korea teams of local officials are working on the details
of the 19 local zones to be created. The biggest zone is the new tourist zone
to be created at Wonsan which will include a new international airport designed
by Hong Kong architects and to match the new ski resort opened earlier in 2014.
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Figure 6. Foreign investm ent zones

Kaesong Industrial Zone
Despite being closed down in 2013 for five months, the zone is now back
in full operation. As of April 2013, 123 South Korean companies were employing
approximately 53,000 DPRK workers and 800 ROK staff. Not all companies
came back, but over 100 did and in June 2014 they now employ about 52,000
workers (Yonhap). In June 2014, the two sides “agreed to hike the North Korean
workers’ minimum wage at the Kaesong Industrial Complex to $70.35, an
increase of 5% from now,” unification ministry spokesman Kim Eyi-do said in
a briefing. The average wage including overtime and benefits is said to be $150
(Yonhap).
South Korea has given a German needle company the green light to open
up shop at the inter-Korean Kaesong Industrial Complex. Seoul’s unification
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ministry announced today that GROZ-BECKERT submitted an application last
week, asking to supply needles to textile factories operating within the business
park.

Kaesong in an Era of Free Trade and FTAs
None of the companies operating in the North Korean complex are eligible
for FTA benefits. It is not because their products are not recognized as South
Korean under the agreements, but because of sanctions from developed countries
against North Korea. (MOTIE). In addition, most free trade agreements were
made before South Korean companies set up shop in Kaesong and the items
that were listed as acceptable during negotiations are not produced today. “When
the free trade agreement with ASEAN was reached, there weren’t many
companies operating in Kaesong and as a result, the lists failed to accurately
reflect the products that are currently manufactured,” said Yoo Chang-geun, vice
chairman of the association representing companies at Kaesong. The China-Korea
FTA will change all this (it is hoped).
The Kaesong Industrial Complex has been a thorny issue every time the
South Korean government negotiates a bilateral trade agreement. In order to have
products manufactured across the northern border accepted as made in South
Korea, Seoul had been forced to compromise on other issues. Including the free
trade agreement with Singapore, eight countries have agreed to accept products
rolling out of Kaesong as made in South Korea. “Textiles and needlework, which
account for 70 percent of products manufactured at the complex, should be
exported to markets like the US or Europe, but since they don’t accept them
[as products made in South Korea], our export route has become blocked.”
According to the Ministry of Unification, 11.3 percent of the products made
at Kaesong, worth $36.6 million, were exported in 2010. This year, exports are
less than 3 percent.
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Cross-border Wish List for 2014-2015
At the time of allowing the head of KORAIL to visit Pyongyang, the Ministry
of Unification said that the visit was an ‘exemption’ to the bilateral sanctions.
This is precisely the kind of exemption which should become common and ideally
the UN should be the body to grant these exemptions and all bilateral sanctions
would be overridden by this process. This remains the ideal for 2014-2015. The
rest of the wish list is given below.
Sanction-exempt cross border economic cooperation ideas:
･ Lee Joung-woo and Zhang Hyoungsoo KIEP 2012
･ Prof Kang Choi IFANS An approach toward multilateral security
cooperation in Northeast Asia Atlanta 2005
･ Sanction exemption for specific projects
･ A dedicated funding mechanism for projects
･ Transit corridors through the DPRK
･ A coordination of bilateral schemes – perhaps through ESCAP
･ A local multilateral stock exchange (like Calgary used to be)
･ Creation of dynamic hubs around the region (think Dubai)
･ Freedom of movement (visas and settlement–Singapore rules)
･ Support local institutions from Air Vladivostok to Emirates
･ Venture parks and educational institutes (Irish model)
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Appendix I.
The Seoul Declaration and Agenda for
The 23rd Annual Conference of the
Northeast Asia Economic Forum

The Seoul Declaration

The Northeast Asia Economic Forum (NEAEF), co-hosted by the Korea
Committee of the Northeast Asia Economic Forum and the United Nations
Economic and Social Commission for Asia and the Pacific, East and North-East
Asia Office (UNESCAP-ENEA), convened the twenty-third annual conference
in Seoul, the Republic of Korea on the August 28-29, 2014. Representatives
from the People’s Republic of China, Japan, Mongolia, Republic of Korea,
Russian Federation, the United States and the European Union assembled to
discuss and promote economic cooperation and integration among the countries
of Northeast Asia and their global partners.
The conference was officially opened by Dr. Lee-Jay Cho, Chairman of
the Northeast Asia Economic Forum with his opening statement, followed by
welcoming remarks from the Honorable Park Kwan-Young, Chairman of the
Korea Committee and Former Speaker of the Assembly for the Republic of Korea;
Dr. Choi, Kyung Hwan, Deputy Prime Minister and Minister of Strategy and
Finance; and from Dr. Kilaparti Ramakrishna, Head, United Nations Economic
and Social Commission for Asia and the Pacific, East and North-East Asia Office.
This was followed by remarks by Northeast Asia’s country representatives:
Dr. Jiang Zhenghua, former Vice-Chairman, Standing Committee of the National
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People’s Congress, China; Mr. Furukawa Motohisa, Member of the Diet, Former
Minister of Policy-Strategy, Japan; Mr. George Ariyoshi, former Governor of
Hawai’i, Honorary Chairman of the Annual Northeast Asia Economic Forum,
U.S.A.; Dr. Vladmir Kuznetsov, Director of the School of Regional and
International Studies, Far Eastern Federal University and former Governor of
Primoski Krai, Russia; and Mr. Batbayar Bat-Erdene, Advisor to the President,
Chairman of the Northeast Asia Association of Mongolia, former Finance
Minister of Mongolia.
The annual conference provided another milestone toward a common goal
of regional integration through productive discussion of vital themes within the
Forum’s sessions. The specific sessions included: 1) Regional Economic
Cooperation in Northeast Asia: Country Perspectives; 2) Energy Cooperation;
3) Regional Integration in Northeast Asia: Institution Views; 4) Financing
Regional Economic Integration Through Cross-Border Infrastructure
Construction, and a New Approach to a Regional Multilateral Financial
Institution, Northeast Asia Bank for Cooperation and Development (NEABCD);
and 5) Cross-Border Economic Cooperation: Tumen River Area and Economic
Integration for the Korean Peninsula.
In the first session the presenters from each country conveyed their
perspectives for regional economic cooperation in Northeast Asia. The speakers
with a common desire for economic integration in the region, proposed unique
perspectives on how to accomplish this goal and focused on several themes:
1) the current stage of economic integration in Northeast Asia; 2) formation of
Free Trade Agreements (FTA) and their potentials for Northeast Asia; 3)
Potentials for the Tumen River Area Development; 4) a bilateral partnership
between Russia and Japan, and e.g. “Smart City” planning for increased energy
efficiency across Asia; 4) challenges inherent in existing multilateral institutions
and reforms to address future needs. The economic integration in Northeast
Asia should be beneficial to all countries, and therefore, requires more active
regional cooperation among members.
The afternoon sessions on energy cooperation involved presentations on
energy security, alternative energy, a low carbon future, energy infrastructure
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and physical connectivity in the region. The session discussed potential options
for harnessing the benefits of geographical proximity and technical
complementary between North-East Asia countries which encompass some of
the most resource-rich and most resource-dependent countries in the world.
Considering relatively high carbon intensity of North-East Asian economies, the
session also looked at options for the linkages between energy connectivity/
cooperation and low carbon energy. To harness the benefits and to reduce carbon
intensity from the current energy mix, various initiatives and solution proposals
have been developed to promote subregional power interconnections and energy
sustainability, these include: Super grid / Cross-border power system to generate
and transmit electricity from energy resource-rich countries (Russia and
Mongolia) to energy resource-poor countries (Japan and Republic of Korea);
Asian energy highway (AEH) to develop an intergovernmental framework for
an integrated regional power grid; Gobitec project to harvest solar energy in
the desert areas and transmit to high demand areas in NEA as Mongolia alone
is estimated to have potential for over 13,000 TWh/year of renewable energy
potential from wind and solar power sources; Smart grid to integrate electrical
and information infrastructure for better supply and demand management; and
infrastructure connections for natural gas trade.
The third session addressed regional cooperation and integration within the
Northeast Asian subregion. Historically, regional cooperation has derived from
the bottom-up, championed by business feeding the engines of economic growth.
On the other hand, progress on institutional integration has been slow to catch
up to market forces. In this regard, the support of top leaders and officials will
remain a critical component to advancing the goals of subregional integration.
The Forum recognized the ongoing efforts made by ESCAP and other
stakeholders to build a growing momentum toward greater regional cooperation
and integration. In particular, in Northeast Asia, the potential to exploit economic
complementarities remains vast. Key areas of cooperation and integration include
trade expansion, infrastructure, energy, environment, finance, and
people-to-people exchanges. A multi-dimensional approach, beyond economic
cooperation is proposed to address old and new challenges in Northeast Asia.
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The session also highlighted the need for stronger collaboration among, and
engagement of subregional organizations such as the Trilateral Cooperation
Secretariat of China, Japan and the Republic of Korea and the Greater Tumen
Initiative (supporting China, Mongolia, Republic of Korea and the Russian
Federation) to build trust and consensus among the Northeast Asian countries.
Beyond the region, groups such as the German Federal Enterprise for International
Cooperation (GIZ) are supporting regional cooperation by providing advisory
services, information exchange, and institution building recommendations.
Northeast Asia is finding ways to build new rules of engagement for a future
replete with new realities.
The session on financing regional economic integration through cross-border
infrastructure resulted in substantially productive discussions, including one key
issue of economic integration for the Korean Peninsula to ensure regional stability
and the effective integration of North Korea, a part of Northeast Asia that requires
significant functional and financial cooperation and development. South Korea
is prepared for the economic integration process and anticipates that successful
cooperation efforts will mark a beginning of a new chapter in history of peace
and prosperity in Asia.
The conference sessions advanced the framework and mission for creating
the new Northeast Asian Bank for Cooperation and Development Bank
(NEABCD). Without such a Bank, it would be difficult for any single country
to provide the large-scale and long-term financing necessary for meeting
Northeast Asia’s development, growth and stability needs as well as promoting
investment by the private sector to improve the technological and innovative
capabilities of Northeast Asia.
The Forum acknowledged key and potential challenges and benefits to
establishing the NEABCD. Countries in the region are encouraged to establish
an effective development bank to meet future infrastructure and economic needs
in Northeast Asia. By 2020, Asia’s developing countries will require enormous
capital investment to address regional infrastructure needs. The World Bank and
ADB, offer insufficient funding options for the subregion due to resource
constraints, current governance, and policy and program constraints. Northeast
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Asia recognizes that it must depend on itself going forward to fund and invest
in growing infrastructure needs in the region.
The assessment of the current situation regarding the proposals for a BRICS
Bank and China’ Asian Infrastructure Investment Bank (AIIB) was made and
discussed with conclusion that although with good intention, a BRICS Bank was
not easy and the China’s AIIB required more due diligence and preparatory
research given the amount of capital proposed in contrast to the enormous capital
requirements for all of Asia.
Representatives were commended for the work achieved thus far by experts
focused on establishing the NEABCD, particularly the effort of the Research
Center for Financial Cooperation under the leadership of the NEAEF located
at Nankai University. Current institutions may still contribute to the NEABCD,
although the new development bank’s mission will support regional infrastructure
requirements and advance strategic economic development plans in ways that
others cannot. The Forum recognizes each country’s view on the NEABCD
including the economic integration of the Korean Peninsula, Japan’s perspective
on benefits and challenges for establishment of the NEABCD in the context
of global financial system, and the new challenges the NEABCD may encounter.
The conference concluded with the session on Cross-Border Economic
Cooperation: Tumen River Area and Economic Integration for the Korean
Peninsula.
Progress continues in the DPRK, although the realization of plans remains
unclear. The quality of life has improved substantially in Pyongyang and the
South continues to search for mechanisms of cooperation with the DPRK as
it develops special economic zones. Cross border trade and economic cooperation
have been strengthening including Russia and China proposal for transnational
rail and highway infrastructure to facilitate trade across the subregion. More
opportunities for cooperation are expected to emerge as member countries
overcome cultural and institutional barriers and increase mutual communications.
The Northeast Asia Economic Forum offered its sincere appreciation to the
host institutions, the Korea Committee of the Northeast Asia Economic Forum
and the United Nations Economic and Social Commission for Asia and the
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Pacific, East and North-East Asia Office (UNESCAP-ENEA) which co-sponsored
the two sessions on energy cooperation and regional integration. The Forum is
grateful to Korea Institute for International Economic Policy (KIEP) for their
consistent support and cooperation, and acknowledges the valuable contributions
both past and current of the Tianjin Municipal Government along with other
cooperating institutions.
The NEAEF would like to express the deepest gratitude to all participants
in the 23rd Annual Northeast Asia Economic Forum conference and looks forward
to another successful year of progress toward establishing and promoting its
mission.
Forum participants expressed appreciation for the support provided by the
Freeman Foundation and the cooperating institutions for the Young Leaders
Program, now in its ninth year, that features Fellows from the People’s Republic
of China, Japan, Republic of Korea, Russian Federation, Mongolia, the United
States and EU. Special appreciation was extended to Dong-A University for
hosting the 9th Young Leaders Program.
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AGENDA
23rd Annual Conference of the Northeast Asia Economic Forum

Organized by
Northeast Asia Economic Forum
Hosted by
Korea Committee of the
Northeast Asia Economic Forum
Seoul, Korea
and
United Nations Economic and Social Commission
for Asia and the Pacific, East and North-East Asia Office
(UNESCAP-ENEA)
Cooperating Institutions
Korea Institute for International Economic Policy (KIEP)
Korea Asia Pacific Institute
Japan Bank for International Cooperation (JBIC)
College of Social Sciences, University of Hawai‘i at Mānoa
China Asia Pacific Institute
Tianjin Municipal Government
Research Center for Financial Cooperation in Northeast Asia
Nankai University
Korea Export and Import Bank
Euro-Asian Business Consulting Ltd

268

Financing Economic Integration and Functional Cooperation for Northeast Asia: Toward a Northeast Asian Economic Community

Wednesday, 27 August 2014
Check-in
Sheraton Grande Walkerhill, Seoul, Korea
18:30–20:00

Reception Dinner for Participants in the Ageing and NEAEF
Conferences
Hosted by the Northeast Asia Economic Forum (NEAEF) and the
International Committee of Experts on Population Ageing and Longevity
(ICEPAL)

Thursday, 28 August 2014
Sheraton Grande Walkerhill, Cosmos Hall, Seoul, Korea
8:30-9:00
9:00-10:30

Participants’ Registration
Opening Ceremony

Chair: Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
Welcoming Remarks
Honorable Park, Kwan-Young, Chairman, Korea Committee and
Former Speaker of the Assembly, Republic of Korea
Choi, Kyung Hwan, Deputy Prime Minister; Minister of Strategy
and Finance, Member of the National Assembly
Kilaparti Ramakrishna, Head, United Nations Economic and
Social Commission for Asia and the Pacific, East and North-East
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Asia Office (UNESCAP-ENEA)
Remarks by Country Representatives
Jiang Zhenghua, Former Vice-Chairman, Standing Committee of
the National People’s Congress, China
Furukawa Motohisa, Member of the Diet, Former Minister of
Policy-Strategy, Japan
George Ariyoshi, Former Governor of Hawaii; Honorary
Chairman of Northeast Asia Economic Forum
Vladmir Kuznetsov, Director of School of Regional and
International Studies, Far Eastern Federal University
Batbayar Bat-Erdene, Advisor to the President; Chairman,
Northeast Asia Association of Mongolia; Former Finance
Minister
10:30-10:45
Coffee Break
10:45-12:15
Session 1: Regional Economic Cooperation in Northeast Asia:
Country Perspectives
Chair:
Hong Jae Hyong, Former Deputy Prime Minister; Vice Speaker of the National
Assembly, Korea
Presenters:
Lee Chang Jae, Senior Fellow Emeritus and Former Vice
President, Korean Institute for International Economic Policy
Zhang Jianping, Senior Economist and Director, Department of
International Regional Cooperation, Institute for International
Economic Research, National Development and Reform
Commission
Liu Ming, Department of Economics, Nankai University, China
Maeda Tadashi, Senior Managing Director, Japan Bank for
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International Cooperation
Pavel Minakir, Academician and Director, Economic Research
Institute, Far East Branch, Russia Academy of Sciences
Ganbold Baasanjav, Ambassador to the Republic of Korea,
Mongolia
Discussants:
James Kelly, Former Assistant Secretary of State, USA; Former
Chairman, Pacific Forum, Hawaii
Furukawa Motohisa, Member of the Diet, Former Minister of
Policy-Strategy, Japan
12:15-13:15
13:15-15:00

Lunch
Session 2: Energy Cooperation: Energy Security, Alternative
Energy, and Low Carbon Future
Chair: Stephen Cowper, Former Governor of Alaska
Presenters:
Tanabe Yasuo, Vice President and Executive Officer,
Government and External Relations, Hitachi; Former Director
General, Ministry of Foreign Affairs, Japan
Xu Gang, Senior Scientist, Guangzhou Institute of Energy
Conversion, Chinese Academy of Sciences
Seung-il Moon, Professor, Department of Electrical and
Computer Engineering, Seoul National University
Namjil Enebish, Advisor to the Ministry of Energy, Mongolia
Terry Surles, Advisor, College of Social Sciences, University
of Hawai‘i at Mānoa; Former Executive Vice President for
Research, University of Nevada
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15:00-15:15

Coffee Break

15:15-17:00

Session 2 (Continued): Energy Cooperation: Energy Infrastructure
and Physical Connectivity

Chair: Terry Surles, Advisor, College of Social Sciences, University of Hawai‘i
at Mānoa; Former Executive Vice President for Research,
University of Nevada
Presenters:
Liu Hongpeng, Chief of Energy Security and Water Resources
Section, UNESCAP Environment and Development Division
Yoshiki Iinuma, Director, Research Department, Japan Electric
Power Information Center
Jinsoo Song, President, Korea Photovoltaic Society; Senior
Research Fellow, Korea Institute of Energy Research;
Distinguished Professor, Silla University
Sergey Sevastianov, Director, Asia Pacific International
Institutions and Multilateral Cooperation Studies Center, School
of Regional and International Studies, Far Eastern Federal
University
Discussants:
Zhang Jianping, Senior Economist and Director, Department of
International Regional Cooperation, Institute for International
Economic Research, National Development and Reform
Commission, China
Lee Jae Seung, Professor, Korea University
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18:00-20:00

Country Launch of United Nations Economic and Social Survey
of Asia and the Pacific 2014

Dinner Reception
Hosted by the United Nations Economic and Social Commission for Asia and
the Pacific (UNESCAP)

Friday, August 29, 2014
9:00-10:25

Session 3: Regional Integration in Northeast Asia: Institution
Views and Panel Discussion

Co-Chairs:
Kilaparti Ramakrishna, Head, United Nations Economic and Social Commission
for Asia and the Pacific, East and North-East Asia Office
(UNESCAP – ENEA)
James Kelly, Former Assistant Secretary of State, USA; Former Chairman, Pacific
Forum, Hawai’i
Presenters:
Kilaparti Ramakrishna, Head, UNESCAP – ENEA
Jae-Ha Park, Deputy Dean, Asia Development Bank Institute
Shigeo Iwatani, Secretary-General, Trilateral Cooperation
Secretariat (TCS)
Wang Weina, Director, Greater Tumen Initiative (GTI)
Secretariat
Magnus C. M. Brod, Program Manager, Regional Economic
Cooperation and Integration in Asia, German Federal Enterprise
for International Cooperation (GIZ)
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Discussants:
Morimoto Kazuyoshi, Former Member of the Diet, Japan
Lim Jung Duk, Professor Emeritus, Busan National University;
Chairman, Institute for City and Economy
Zhou Mi, Professor, Nankai University
10:25-10:40

Coffee Break

10:40-12:00

Session 4: Financing Regional Economic Integration Through
Cross-Border Infrastructure Construction: Review and New
Approach to a Regional Multilateral Financial Institution
(NEABCD)

Co-Chairs:
Lee-Jay Cho, Chairman, Northeast Asia Economic Forum and
Wang Shuzu, Former Vice Mayor of Tianjin, China
Keynote Address:
Shin Je-Yoon, Chairman of the Financial Services Commission,
Republic of Korea
Presenters:
Lee Jai-Min, Professor, Korea Maritime University; Former Vice
President, Korea Export-Import Bank; Kim Yu-Ree, Associate
Research Fellow, PhD in International Studies, Research Institute
for North Korea Development, Korea Export-Import Bank
Stanley Katz, Former Executive Vice President, Asia
Development Bank; Senior Advisor, Northeast Asia Economic
Forum (in video format)
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Discussants:
Jiang Zhenghua, Former Vice-Chairman, Standing Committee of
the National People’s Congress, China
Heenam Choi, Director-General of International Finance Bureau,
Ministry of Strategy and Finance
Maeda Tadashi, Senior Managing Director, Japan Bank for
International Cooperation
Pavel Minakir, Academician and Director, Economic Research
Institute, Far East Branch, Russia Academy of Sciences, Russia
Fan Xiaoyun, Professor, Nankai University
Zou Ping, Chairman, China Asia Pacific Institute
12:00-13:00

Lunch

13:00-15:00

Session 5: Cross-Border Economic Cooperation: Tumen River
Area and Economic Integration for the Korean Peninsula
Chair: Vladmir Kuznetsov, Director, School of Regional and International
Studies, Far Eastern University
Presenters:
Glyn Ford, Former Chair of Asia Policy Committee, European
Union Parliament
Natalia Ryzhova, Head of Amur Laboratory for Economic and
Social Studies, Economic Research Institute, Far East Branch
of the Russian Academy of Science
Tony Michell, President, Korea Associates Business Consultancy
Han Changfa, Deputy Mayor, Hunchun City, Yanbian Autonomous
Region
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Coffee Break

15:15-17:00
Closing Session
Chair: Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
Seoul Declaration
Closing of the 23rd Annual Conference of NEAEF

275

Appendix II.
Summary and Agenda for the Planning
Meeting, 20-21 February 2014
The Honolulu Planning Meeting for ‘2014 NEAEF Activities on Financing
Regional Economic Integration through Cross-border Infrastructure Construction
in Northeast Asia, with Emphasis on the Tumen River Area and Northeast China,
the Korean Peninsula, and the Russian Far East’ was organized by the Northeast
Asia Economic Forum in cooperation with the Korea Institute for International
Economic Policy (KIEP), Research Center for Financial Cooperation in Northeast
Asia, Nankai University and Tianjin Municipal Government. It was in Honolulu,
Hawaii, 20-21 February 2014

Major Topics for Discussion of the Meeting
1. Review of NEAEF efforts for establishing the Northeast Asian Bank for
Cooperation and Development (NEABCD)
2. Updates on trade and investments through the China-Japan-Korea (CKJ)
FTA framework and cross-border economic cooperation in Northeast Asia
3. Emerging emphasis on functional Cooperation via concrete cross-border
infrastructure development proposals and implications for North and South
Korea’s economic integration as an integral part of a Northeast Asian Economic
Community. Functional cooperation in terms of energy and environment,
transportation and logistics, etc.
4. Discussion of a renewed approach to financing and facilitating
cross-border infrastructure construction in the Tumen river area.
5. Developing a tentative agenda and a special field trip plans relevant to
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the theme of this year’s annual conference in Seoul.
Mr. Zou Ping provided general comments discussing China’s perspective
on the themes for the conference and activities including political and social
change among China, Korea, and Japan.
China’s new President, Mr. Shi, has several focal points. First, strategic
reorganization and restructuring for economic development in the future, which
includes Northeast Asia cooperation. Second, a focus on improving efficiency
and discouraging corruption, wasting resources, and complacency of government
officials. It will take time for these tasks to be achieved.
On Korea, since the new President Park took over, she has been actively
promoting a non-nuclear Korean peninsula and promoting dialogue between
North and South Korea.
China and Korea’s relationship is growing and in June, Korea’s president
will visit China. Among the general public in China, they are more positive
about Korea as seen, for example, in the Sochi Winter Olympic games.
On Japan, since Abe Shinzo took power, his extreme positions on many
important issues; for example, his views on previous wars, have exacerbated
relations between Korea and Japan and China and Japan. There is political tension
and this is a historical low point for economic cooperation between China and
Japan. The US has expressed concerns on the issue, but it will take time to
solve the tension within the region.
The NEAEF conference should continue promoting regional collaboration
but may need to take a different direction, namely, Tumen river area functional
economic cooperation and Korean Peninsula economic integration.
The Northeast Asia Bank for Cooperation and Development (NEABCD) has
been discussed for a while. In previous conversations with China, Japan, and
Korea, the three partners seemed hesitant to cooperate. China and Korea could
lead more in the initial phase encouraging the other countries to follow suit and
decide what they want to do. While Japan should not be excluded, there is an
urgency to move past delays and begin. A starting point is to visualize who
this bank will serve.
China is currently proposing the Asia Infrastructure Investment Bank (AIIB)
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to the region. It was first mentioned last May by President Shi Jinping at the
Hainan forum to address Asian infra collaborative cross-border infrastructure
construction. It was also announced at APEC in Indonesia. Thailand, Malaysia,
and Indonesia have responded positively. Laos is also considering it. The mission
is similar to the mission of NEABCD in addressing infrastructure and cross-border
cooperation. China is planning to provide 50 percent of the total investment for
the AIIB to address collaboration on railway, aviation, shipments in Southeast
Asia (Mekong area), etc. This could contribute positively to the NEABCD in
the long run. In communications with relevant Chinese agencies, it is possible
to have another bank addressing collaborations, emphasizing equal cooperation,
because it is different from bank China proposed.
Jiang Zhenghua, former Vice Chairman for the Chinese People’s Congress,
recommended promoting and establishing the NEABCD which is more
appropriate than the “infrastructure bank,” so that the public will respond more
and the bank will move forward.
Dr. Cho reported on China’s proposed bank from information provided by
Dr. Stanley Katz. The proposed Chinese bank is far inferior as a vehicle for
regional development compared with the NEADB, for a number of reasons,
including:
1. Financing would be limited to countries that border on China. Most of
the countries that need development assistance would not be eligible.
2. It would tackle the most intractable part of the development spectrum―
regional projects. Neither the World Bank nor the ADB have had great success
with regional projects. For one thing, they involve the development and
integration and then the coordination of regional policies which is usually beyond
the capability of most developing countries. Most developing countries have their
hands full trying to develop and implement domestic projects, and recognizing
the inherent problem they involve, most countries assign low priority to regional
projects.
3. Unlike the NEADB, ADB, and World Bank, the proposed bank would
not provide any advisory or technical assistance in such areas as policy-making
and institutional development, both of which are fundamental precursors of
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successful project development and implementation.
4. The NEADB has been subject to detailed review and analysis for more
than a decade. There is general agreement on its parameters and components
(e.g., capital structure, share-holding, membership, etc.). The delay in establishing
the NEABD has been of a political, not substantive, nature. If political issues
could be resolved by the countries concerned, the NEADB could be up and
running in a few months.
5. That is not the case with the new bank proposal. A great deal of detailed
analysis and review, and meetings and decisions, would be required to determine
the parameters, operations, structure, etc. That could take years. And even if
all that is accomplished, it is likely that the same political issues will remain.
Dr. Chang Jae Lee shared his comments on FTA efforts with Korea. The
FTA efforts and updates on CJK and larger FTA are linked to trade promotion
and economic cooperation. The bilateral CK FTA finished its ninth round and
should be concluded next year if not this year. The trilateral CJK FTA conducted
three rounds of negotiation and the fourth round will be held in late February
2014 in Korea, but unlike the CK FTA, it is still in a preliminary negotiation
stage and the exact framework has not been agreed upon.
The RCEP has held three rounds of negotiation and the fourth round will
take place in China in April. ASEAN will take the lead. The Trans-Pacific
Partnership (TPP) should be completed by first half of this year. Countries include
Singapore, US, Australia, Vietnam, Canada, Mexico, Japan, Chile etc. Korea
expressed interest in joining the TPP last year.
President Obama will visit Korea and Japan in April and hopefully
momentum will follow. The US was not active in the TPP but that involvement
and interest most likely resulted from RCEP.
Dr. Sangmin Nam proposed UNESCAP (East and Northeast Asia)
co-sponsorship of the two sessions of this year’s NEAEF annual conference as
was done last year in Vladivostok, namely, Energy and Environment and a Panel
discussion of institutional collaboration on regional integration involving the
representatives of the institutions such as the GTI (Greater Tumen River Initiative)
in Northeast Asia. The energy session can be extended to discussion of issues
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related to physical connectivity by means of cross-border infrastructure
development such as gas pipe lines, transportation of energy resources, logistics
and others as relevant. It was also underscored the UNESCAP has a strong desire
to contribute to cross-border functional cooperation in Tumen Area development
involving the riparian countries of China, Russia , North and South Korea, and
Mongolia.
Dr. Terry Surles provided a US perspective on the energy issues as related
to Northeast Asia energy security and discussed the future of US and Shell gas.
LNG exports to the US are dependent upon effectively utilizing the Gulf of
Mexico. LNG is a big player domestically. Most likely a port in Baltimore will
be permitted. California is environmentally sensitive and would take a while
to receive a permit. However, LNG will not be in Hawaii because there are
no transmission ports on the West coast. The US will continue to import oil.
North Dakota is the largest oil producer in the US. California is the third largest.

Regarding the Annual NEAEF Conference
It is imperative to take advantage of the Tumen river project in order to
promote economic integration. Based on the Vladivostok forum, there is a lot
of discussion on the Tumen project, but the concern is financing. It would be
ideal if there was renewed effort and support generated for the Tumen project.
This needs to address because Tumen’s location, which is neighbored by
Mongolia, Russia, and China, and is very strong from China’s economic point
of view. Jiang Zhenghua feels collaborating with Korea to focus on the Tumen
area would be conducive to economic integration in the riparian area and
economic integration in the Korean Peninsula. North Korea seems to want to
collaborate economically, for example, economic development zones have not
stopped and cooperation with China has continued.
China may be able to help arrange a potential field trip after the annual
conference to Yanji and the Tumen area. The Yanbian Korean Autonomous
Region welcomes a field trip, but NEAEF needs to initiate a request for North
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Korea region to explore this possibility further.
Jiang Zhenghua will certainly participate in the Forum Conference. The
Tianjin government indicated strong support and will form a delegation to attend
the Forum as well. As previously explained, China is very strict on trips by
government officials so dates must be set ASAP. Mr. Zou will be happy to
communicate with Yanji officials and Jilin province to seek more support from
China’s local government.

NEAEF Post-23rd Forum Activity
There is a possible optional Seoul to Yanji field trip on 30 August to 1
September 2014 costing around $600. There are four total direct flights from
Asiana and China Airlines. The potential focus for such a trip will be cross-border
trade and economic integration with North Korea.
One flight is in the morning at around 8am and a second flight is in the
afternoon around 3pm. Mr. Zou Ping recommends the afternoon flight with a
possible hosted dinner at night so the next day will center around the field trip.
Participants go their separate ways at the end of the field trip.

Annual Conference Agenda
Based on the discussion on the themes, presentations, and speakers, the
Northeast Asia Economic Forum in consultation with the cooperating institutions
will continue to plan and develop a draft agenda for the 23rd Annual Conference
to be held during August 27-30 in Seoul, Korea.
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Planning Meeting Agenda for 20-21 February 2014
Venue: The New Otani Kaimana Beach Hotel
2863 Kalakaua Avenue, Honolulu, HI 96815. Tel: (808)923-1555 Fax:
(808)922-9404
Date: February 20, February 19 for prior consultations and February 21 for
Follow-up Individual consultations

February 20
Moderated by Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
9:30-12:00 Morning Session:
a. Review of NEAEF efforts for Establishing the Northeast Asian Bank for
Cooperation and Development.
b. Emerging Emphasis on Functional Cooperation in Energy and
Environment,Transportation and Logistics through Concrete Cross-Border
Infrastructure Development Proposals and Implications for North and South
Korea’s Economic Integration.
c. Renewed approach to financing and facilitating cross-border infrastructure
construction in the Tumen River Area and Northeast Asia.
12:00-1:30 Lunch
1:30-3:00 Developing a tentative agenda and a special field trip plan related
to the theme of this year’s annual conference in Seoul.
3:00–3:15 Coffee Break
3:15-4:15 Recommendations and Conclusion
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List of Participants
Lee-Jay Cho, Chairman of Northeast Asia Economic Forum, Chairman of Board
of Director of Northeast Asia Financial Cooperation Research Center at Nankai
University
Chang Jae Lee, Senior Fellow Emeritus and former Vice President, Korean
Institute for International Economic Policy
Zou Ping, Chairman, China Asia Pacific Institute, and Secretary-General of the
Board of Directors for the Research Center for Financial Cooperation in
Northeast Asia
Denise Konan, Dean of College of Social Sciences, University of Hawai‘i at
Mānoa
Sangmin Nam, Deputy Director, UNESCAP East and North-East Asia Office
(ENEA)
Ming Liu, Associate Professor of School of Economics of Nankai University,
Deputy Secretary and Associate Director of Northeast Asia Financial
Cooperation Research Center.
Terry Surles, Advisor, College of Social Sciences, University of Hawai‘i at
Mānoa, and former Vice President for Research, University of Nevada
Duk Choong Kim, Former Minister of Education and Member of API Board
Ivy Yeung, JD Candidate, William Richardson School of Law, University of
Hawai’i at Mānoa.

Appendix III. Report of Field Visit to
Rason Special Economic Zone,
DPRK and Yanbian, China
Tony Michell

Field Visit to the Rason Special Economic Zone—Rajin-Sonbong organized
by the Northeast Asia Economic Forum (NEAEF) and the Delegation led by
Cho Lee-Jay and Glyn Ford during 31 August 31-2 September 2014.

Composition of the Party
Following on from the conference a small group of participants made a
field trip to Yanji and Rason, to look at this critical area of Northeast Asia
first hand. The party was joined by Simon Cockerel of Koryo Tours, and the
vice president of SK Group in China. The participants assembled in Yanji the
morning of 30 August 2014, straight after the end of the conference. The
arrangements had been coordinated by China API and Hunchun City on the
Chinese side of the border and by Glyn Ford’s office in conjunction with the
Korea Economic Development Association on the DPRK side.

Meeting with Vice Chairman of Yanbian
That afternoon a meeting was held with Fu Wen Biao, the Vice Chairman
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of Yanbian in which he spoke about the progress of Yanji and the region. The
total area of Yanbian is about half the size of South Korea. Although the cities
of Yanji and Hunchun were growing, the total population of the Korean
autonomous zone was not. The two cities, as the delegation had seen with their
own eyes had grown impressively over the past decade, but the Vice Chairman
was anxious to develop the resources of the rural hinterland. Although he did
not mention it, the Korean population appeared, from the figures he gave to
be decreasing as a percentage of the whole, and younger Korean Chinese were
moving to other parts of China or South Korea. He then hosted a dinner for
the delegation.

Border Crossing
The next morning the group left for Hunchun and the border crossing in
a privately hired bus with Chinese driver. The border was opened for the first
time to civilians in 1996, and the Chinese have built an impressive customs
and immigration building which is normally closed on a Sunday. Plans in the
terminal building showed that the Chinese would be building an even larger
customs and immigration center and an entirely new modern bridge shortly.
Regular bus services run between Hunchun and Rason, and seem to operate about
hourly on week days during daylight hours. Buses we passed on our return seemed
crammed with people.
After crossing the long truss girder bridge dating from the end of the Korean
War, the bus was diverted onto an unmade road to the Korean customs clearance
and immigration hall. There we were met by our host Vice Chairman Yoon
Yong Sok of the Korea Economic Development Association, and his staff who
had come from Pyongyang especially for our trip. Local Rason staff were also
on hand.
The road from the border to Rason was paved late in 2012, and is a basic
two lane highway. Sonbong looked much as it had in 1997, when the writer
last visited, with no obvious new buildings (though if they were built in the
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traditional North Korean style one would not know) and the apparently manned
but non-operating Sungri Oil Refinery and associated power plant seemed
unchanged. Crossing the supposedly upgraded in 2012-2013 dual gauge railway
which crosses the Russian border there was also no sign of significant newness.
The bus turned left after the refinery up the hill to Bipa resort, and showed
glimpses of the Emperor Casino by the shore (built 1998-2000). Bipa had been
the guest house of Kim Il-Sung and modified into a guesthouse hotel in 1996.
A quick check-in was followed by a trip down the hill to Bipa Island for a
sea food lunch and boat tour to see the seal rocks.

Meeting with the Chairman of Rason FEZ
We then had a pre-dinner meeting with Chairman Cho Jong Ho of Rason
FEZ. The Chairman of the Rason People’s Committee said that the population
was about 195,000 (It should be remembered this makes it about the same size
as Hunchun, (220,000)) across the border and half the size of Yanji (400,000).
The aim, Chairman Cho said, was to now begin to allow the population to rise
toward a target of 500,000 by organizing (rather than allowing) migration to
match the growing demand for labor. Chairman Cho said that about half his
time he was in Pyongyang coordinating with the Pyongyang authorities to ensure
that the zone prospered in an unhindered manner, and solving issues. Rason
People’s Committee then hosted the delegation’s dinner at the hotel.

Visits to Plants, Harbor, and an Overview of Rason
The next morning we drove past the refinery and turned left climbing up
the pass that separates the two townships, to get the first views of Rajin. The
bus continued to climb to the top of Mount Sahyang which lies to the west
of the pass between Songbong and Rajin. From the top of Mount Sahyang an
excellent view of Rajin was possible. While Sonbong looks much as it did in
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1996-1997, in Rajin on the other hand everything has changed. Whatever was
there in 1997 is small and lost, even the then newly constructed Rajin Hotel.
The streets may have been there in 1996 but nothing like its present size or
shape, and all buildings in the town center and in most directions are new, the
majority apparently built in the last two to three years, with building sites for
offices, factories and apartments in many places. The apartments were built by
Chinese companies for commercial sale.
Figure 1. M ountain view of Rajin city and port

We descended down to Rajin and proceeded to the Rajin fish processing
factory, where the party was guided by the manager. The plant has an area laid
out as a model plant with an exhibition hall showing the evolution of the factory,
and chronicling its various attempts to find a successful business model, including
exports to Australia. Clearly from this display, the secret of success was to serve
the consumer market of China once the road was paved with frozen seafood
products packaged for the consumer. A display of the current products was shown
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Figure 2. Guided by Russian chief engineer (w ith safety helm et) at Rajin port pier 3

in an adjacent room. The plant itself was full of workers processing and packing
different seafood products. There could be no doubt that this was a good business.
The facilities for staff were also impressive.
From the fish plant we made a brief visit to the Golden Triangle Bank
which has built itself a huge office building squeezed into an oddly sited location
(as though there is no proper city planning for new building in the city center).
The Golden Triangle Bank has an approximate position in the zone, equal to
the Korea Trade Bank in the rest of Korea (the North Korean equivalent under
the old communist system as the Bank of China), and there are said to be other
banks in the zone. The bank itself was busy with Korean customers but had
no problem (and no paperwork) for the exchange of Chinese currency. Unlike
Pyongyang, local Korean won can freely be used by foreigners and there are
no complicated hard currency shops with artificial exchange rates.
From the bank we drove to the port where only the finally built new Pier
No 3 for the Russians completed in 2013 is new. This dock has massive bulk
material movers both cranes and mobile tracked bulk movers. The pier has

290

Financing Economic Integration and Functional Cooperation for Northeast Asia: Toward a Northeast Asian Economic Community

massive concrete blocks to control dust and loose coal, and there is still a limited
amount of coal waiting to be shipped. The Russian chief engineer who guided
us in this area which is a restricted zone was unable to say when the next
consignment from Russia would be coming.

Briefing on the Development of Rason and SEZs in the DPRK
After lunch in Rajin we drove back over the pass to visit the Sonbong
People’s Assembly Hall (described as the Rason Exhibition Office) which since
1996 has been divided into smaller and more modern meeting rooms. We received
a PowerPoint presentation and Q&A based on the new law to promote SEZs;
then Vice Chairman Yun gave a brief overview of recent reorganization of
economic agencies in Pyongyang promoting investment and other activities.
The Economic Development Commission (EDC) which had been the first
step toward the SEZs and had itself pushed the early Kim Jong Un era new
Joint Venture Investment Commission onto the side lines. Under the latest shift,
the EDC and JVIC were now clearly under the Ministry of Foreign Trade. Yun
was unclear about the end result but the renaming and reorganization of the
Ministry of Trade as Daewei Kyongje―Ministry of External Economic Affairs
of mid-June, appeared to have reduced the power of the EDC and pushed part
of EDC function into his organization, the KEDA which was to be regarded
as a private organization rather than a government agency.
The major news on SEZs was that Wonsan would become a unified and
international tourism zone encompassing the new ski resort. Rason People’s
Committee staff then took up the story of the plans for the zone, detailing the
outline given by Chairman Cho the previous afternoon. Asked what the major
needs in terms of foreign investment were, the answer was an airport and a
new power station to replace the inactive power station associated with the Sungri
refinery.
We then visited the adjacent Sonbong Clothing Factory which was sewing
garments for Chinese customers who had contracts with major western sports
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Figure 3. NEAEF delegation and DPRK host at the Bipa Hotel

Sources: Japan External Trade Organization (JETRO) and China Statistical Yearbook (2013).

brands. The factory which apparently employed about 300 staff was currently
producing outdoor wear and some shirts. Like the fish processing plant there
was the air of a successful business working at or close to capacity. The delegation
returned to Rason for the obligatory Art Shop visit, a popular stop for all visitors
where prices were around Pyongyang prices.

Wrap Up Session and Final Dinner
We then returned to Bipa for a final meeting with Vice Chairman Yun,
where impressions of the achievements of Rason were exchanged and the hope
of further cooperation with the Forum, and then a dinner hosted by our group
at which Chairman Cho returned talking to Dr. Cho Lee-Jay of the NEAEF about
the issues of running the zone and his position as chairman of Rason People’s
Committee (Governor) of the geographically expanded zone. Chairman Cho Jong
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ho became interested in talking about Admiral Yi Soonshin who in his younger
years served as a field commander of Korean forces in the border area of Jo-san
west of Hassan, and successfully eliminating border incursions and harassment
of the Yojin tribe (origin of Ching Dynasty). In Jo-san, the DPRK built a beautiful
memorial site and another one near Rajin, and the Chairman asked Dr. Cho
to convey this information to the descendants of Admiral Yi, many of whom,
he heard, reside in the US, and said he would warmly welcome them to visit
and pay respect to their revered ancestor.

Departure
Tuesday morning we drove back to the border, with mildly heavy traffic
on the road. Customs officials inspected our computers and cameras very
thoroughly on departure.
We then crossed relieved back into China, were given a lunch by the City
of Hunchun of which the Deputy Mayor had presented an overview of the city’s
development plans in the Seoul Forum. The party then dispersed on returning
to Yanji.

Conclusion
Twenty-one years ago, when Dr. Cho Lee-Jay first visited there, on the
occasion of the inaugural Rason Development Program field trip to Rason,1) the
1) For the record, Dr. Lee-Jay Cho in cooperation with Dr. Song Jian, then Vice Premier and
Chairman of the State Science and Technology Commission of the People’s Republic of China
organized the 1990 International Conference on Coastal Development in Northeast Asia in
Changchun, hosted by the Jilin Provincial Government. In the presence of Dr. Song Jian along
with Governor Wang Zhongyu of Jilin, the proposal for the Tumen River Area Development
Program was inaugurated and the initiative for the Northeast Asia Economic Forum (NEAEF)
was articulated. The UNDP afterwards undertook the implementation of the Tumen River Area
Development Program. Mr. Long Yongtu, who served as director of the TRADP/UNDP and
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infrastructure (such as buildings, paved roads, hotels, etc.) was in a very early
stage. But everyone was greatly impressed by the strategic geographic potential
for dynamic future development as a major transportation hub centered in Rajin
and Sonbong. On this recent occasion we witnessed that there has been significant
development and change.
All evidence suggests that all the development has been in the past two
to three years, and that it is accelerating as Rason is pulled into the regional
Chinese economy, itself growing fast around the two major cities of the region.
Inside Rason the rising income in real convertible currency is creating domestic
demand. Critical in this appeared the late 2011 agreement with the Chinese to
co-develop the zone and the mid-2012 paving of the road to the bridge with
China, plus guarantee of electricity. Manufacturing in Rason and shipping by
road to Hunchun appears to be more prevalent than shipping outwards by sea,
probably the result of the sanctions both international and local sanctions applied
by Japan and South Korea. Prices of products available in Rason seemed to
be about the same price as in Pyongyang–e.g., Taedongang beer, although
transport to and fro to Pyongyang is not a simple matter and seems to have
deteriorated in terms of rail timing from the 1990s.
The new port facility built by the Russians and completion of the renovation
of the dual gauge railway between Russia and Rason which was the subject
of the South Korean–Russian summit and subsequent visits by South Koreans
to Rason was not yet playing any real part in the development of the region.
However agreements on bilateral trade between Russia and the DPRK made in
2014 would undoubtedly bring a new growth element to the zone.
In conclusion all the delegation were impressed by the results achieved in
Rason, and its potential to grow to become the biggest city between Vladivostok
and Ulsan in the foreseeable future. It was agreed that this kind of field trip
was highly valuable as an annex to the annual conference and it is to be hoped
that at some point NEAEF will hold its annual conference in the DPRK.

later as China’s Trade Representative, participated in this conference.

294

Financing Economic Integration and Functional Cooperation for Northeast Asia: Toward a Northeast Asian Economic Community

All of us in the delegation were impressed by the environmentally clean
landscape of Rason, with its valuable marine and other resources, and we believe
that can be preserved for long-term future economic value and appreciation. The
Rason Special Economic Zone, by linking with neighboring territories with their
complementary resources and connecting with their infrastructure, will have a
great and dynamic potential for sharing economic development and enhancing
the quality of life in the region.
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