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Preface

The risks of political tensions and military confrontation and war in the
Northeast Asian region, triggered by North Korea in particular, has been a critical
gap in an otherwise productive network of dynamic regional economic growth.
However, this year, the milestone summit between US President Donald Trump
and North Korean Leader Kim Jong Eun has resulted in a dramatic change on
the Korean Peninsular, prompting greater need for the region to strengthen ties
and find mutually beneficial ways to handle tasks ahead.
Toward this end, the KIEP–NEAEF collaborative project seeks to fulfill the
need for timely and forward-looking research and meeting activities by focusing
on critical issues, such as 1) discussion and emphasis on connectivity in cross
border infrastructure developments involving North Korea as an integral part of
a broader regional economic community in Northeast Asia, and 2) revisiting the
design and establishment of a Northeast Asia Bank for Cooperation and
Development (NEABCD) in the context of economic cooperation and integration
in the Korean Peninsula.
This volume in the series of proceedings volumes is titled “Momentum for
Building a Northeast Asian Economic Community: Emerging Challenges and
Opportunities” and comprises summaries of research presentations and
discussions at the planning meeting in Honolulu, at the 27th Annual Conference
of the Northeast Asia Economic Forum in Sendai, Japan, and at the Honolulu
Ad Hoc Group Meeting on Financial Cooperation in Northeast Asia in 2018.
The results of this project represent activities that have been contributing to
economic dialogues, interactions, and research on common issues for cross-border
future economic cooperation in the region, which involves North Korea.
KIEP is grateful to Dr. Lee-Jay Cho, Chairman of NEAEF, for his leadership
in implementing the project, and to the authors of the presentations, conference
participants and discussants who contributed to this volume.
Drs. Lee-Jay Cho and Hyung-Gon Jeong would like to extend their
appreciation to the NEAEF staff for their assistance in the course of the successful

implementation of this project, and to Drs. Karla Fallon and Kennon Breazeale
for their editorial review and editing of this volume.

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

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.
NEAEF is also committed to promoting understanding and relations among the
peoples of Northeast Asia, North America, and Europe.
NEAEF’s main objective is to conduct research and conference activities
aimed at functional economic cooperation such as cross-border energy, transportation
and logistics infrastructure development, and capital mobilization. NEAEF 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 United States are consistent and active participants.
Over the years, NEAEF has been promoting regional economic cooperation
and integration in Northeast Asia aimed at building a Northeast Asia Economic
Community.
Despite some interruptions, there has been significant progress among the
countries in the region except for North Korea, which has been the critical gap
in an otherwise a productive network of dynamic regional economic growth.
This year, after alarming political tensions resulting from a series of nuclear
and missiles tests by North Korea, a dramatic change took place in the form of a
historic summit between US President Donald Trump and North Korean Leader Kim
Jong Eun; this provided the Northeast Asia region with both challenges and
opportunities for minimizing the risk of military confrontation and war. In this context,
the progress that NEAEF made in the past in terms of economic cooperation and
integration in the region provides a significant basis and foundation for a potential
next step in realizing the goal of implementing some of major cross-border projects
involving North Korea.
In Northeast Asia—given its global attention—there is now a greater need
for peaceful and concrete economic dialogue, interactions, and research on
common issues for cross-border future economic cooperation.

To this end, NEAEF seeks to fulfill the need for timely and forward-looking
research and meeting activities by focusing on critical issues, such as 1) discussion
and emphasis on connectivity in cross border infrastructure developments
involving North Korea as an integral part of a broader regional economic
community in Northeast Asia, and 2) revisiting the design and establishment
of a Northeast Asia Bank for Cooperation and Development (NEABCD) in the
context of economic cooperation and integration in the Korean Peninsula,
The work of the Korea Institute for International Economic Policy (KIEP)
and NEAEF on Northeast Asia is now perhaps of more crucial importance than
ever and must be carried out through activities aimed at realizing institutional
arrangements for building a Northeast Asian economic community. NEAEF has
over the years developed a more cohesive basis for a strong network for functional
economic cooperation, through regular discussions and consultations among
stakeholder country experts.
In the face of the remarkable political changes in the region of 2018, our
collaborative work continued consistently on issues such as regional trade,
cross-border, transportation, energy and logistics infrastructure development, and
financial cooperation. We also continue to examine the positive potential of
rapidly growing cross-border tourism and population movements in Northeast
Asia, and how best to serve the interests and needs of individual subregions
and localities by promoting interlinkages among them.
For the year 2018, the Northeast Asia Economic Forum (NEAEF) in collaboration
with KIEP, focused on the following topics:
 Cross-border Infrastructure and Special Economic Zones in Northeast Asia
 Building a Northeast Asia Economic Community and Its Extended
Regions
 Energy and Environment in Northeast Asia
 Natural Disaster and Regional Cooperation
 Tourism Cooperation in Northeast Asia
 Financial Cooperation in Northeast Asia

Annual Conference and Meeting Activities:
1. The planning meeting for Regional Cooperation and Strategies for a
Northeast Asia Economic Community, 6–8 April 2017 in Honolulu, Hawaii,
organized in collaboration with KIEP and the University of Hawai’i College of
Social Sciences. The meeting discussed the four broad themes and specified the
plan for this year’s activities in the context of the special budgetary situation
for the current year.
2. The 27th Annual Northeast Asia Economic Forum with an emphasis on
revitalizing cooperation among the principal stakeholder countries of China, Japan
and Korea, covered a broad, yet highly relevant, scope of topics during 8–11
August 2018 in Sendai, Japan.
In conjunction with its annual conference and with support from the Freeman
Foundation, NEAEF has conducted the annual Young Leaders Training and
Research Program in Regional Cooperation and Development since 2006. The
13th Young Leaders Program (YLP) took place from 24 July 24 to 10 August
2018 in collaboration with Tohoku University.
3. The Honolulu Ad Hoc Group Meeting on Financial Cooperation in
Northeast Asia: Proposal for the Northeast Asia Bank for Cooperation and
Development Revisited took place 2–4 December 2018.

27th NEAEF Annual Conference
The 27th Annual Conference of the Northeast Asia Economic Forum
(NEAEF) was held in Sendai, Miyagi Prefecture, Japan on 8–11 August 2018.
The conference was hosted by Tohoku University and its Graduate School of
Economics and Management, the International Research Institute of Disaster
Science (IRIDeS), and the Center for Northeast Asian Studies. Leaders and
experts from China, Japan, Mongolia, Russia, South Korea, the United States,
Uzbekistan, and the European Union gathered to advance the NEAEF mission
of facilitating research, networking, and dialogue relevant to the economic and

social development of Northeast Asia. The 2018 conference addressed themes
covering Japan’s role as a facilitator of regional cooperation, supporting the
integration and development of Northeast Asia, cross-border infrastructure and
special economic zones (SEZs), tourism cooperation, financial cooperation, and
energy and the environment.
The conference was officially opened by Dr. Lee-Jay Cho, Chairman of
the NEAEF. Introductory remarks were made by the Country Representatives:
Park Kwan-Young, Former Speaker of the National Assembly, Republic of Korea;
George Ariyoshi, Former Governor of Hawai’i; Wang Shuzu, Former Vice
Mayor, Tianjin Municipal Government and Executive Vice Chair of the Research
Center for Financial Cooperation in Northeast Asia; Pavel Minakir, Academician
and President, Economic Research Institute, Far East Branch, Russia Academy
of Sciences; and Ganbold Baasanjav, Mongolia’s Ambassador to the Republic
of Korea.
The keynote address was delivered by the Honorable Mr. Toshihiro Nikai,
Member of the Diet and Secretary-General of the Liberal Democratic Party of
Japan. Mr. Nikai struck an optimistic tone, highlighting how recent political
developments such as meetings between North and South Korea and the US-North
Korea agreement on the denuclearization of the Korean Peninsula have breathed
new life into regional integration efforts. He emphasized that, although these
agreements will be difficult to fulfil and despite historical tensions, the barriers
to regional economic cooperation are not insurmountable. Mr. Nikai suggested
that Japan can play an important role in facilitating this and proposed that Japan
begin to participate in the Greater Tumen Initiative (GTI). It was suggested that
Japan’s Bank for International Cooperation (JBIC) could help finance infrastructure
in the region and collaborate with regional import-export banks with an eye to
developing a Northeast Asia Bank for Cooperation and Development (NEABCD)
(also referred to as the Northeast Asian Development Bank [NEADB]). He
concluded by highlighting Japan’s and the Liberal Democratic Party’s existing
efforts to promote regional cooperation, which, if successful, could connect with
broader efforts in Asia-Pacific to usher in new levels of peace and prosperity.
Session one, dedicated to the theme of “Building a Northeast Asia Economic
Community and Its Extended Regions,” began with a presentation on the Asian
Financial Cooperation Association’s work to build a regional financial cooperation
platform that can meet the demands of the high-tech industrial revolution

unfolding today. A presentation was then given on the Russian Far East and
the possibility of creating an extended Northeast Asian Economic Community
based on the complementary structures and resources of economies in the region.
Discussion touched on Chinese-Russian financial cooperation in developing the
Russian Far East, how best to economically engage North Korea, and the possibility
of pursuing Northeast Asian economic integration based on the backbone of a
China-Japan-South Korea free trade agreement that could be expanded to include
cooperation with Mongolia, Russia, and eventually North Korea.
The second session focused on “Cross-border Infrastructure and Special
Economic Zones (SEZs) in Northeast Asia.” An important theme was improving
relations with and the regional integration of North Korea. Speakers highlighted
North Korea’s desire to open its economy and experiments with SEZs. At a
global level, a process of regionalization in logistics was identified, along with
related opportunities for unlocking more efficient cooperation in Northeast Asia,
such as developing point-to-point shipping services and harmonizing customs
and information processing. It was noted that several regional visions for crossborder infrastructure are under consideration, A common message from all the
feasibility studies is that these initiatives are technically feasible, economically
possible, but in need of greater political support.
Session three addressed the topic of “Financial Cooperation in Northeast
Asia” by exploring the impact of recent political and economic developments
and presenting possible ways forward to finance the future development of the
region. An international panel of former government and finance officials drew
on their rich background of professional experiences to analyze the opportunities
presented by current trends including progress on the Korean Peninsula; the
emergence of new development financing institutions such as the Asian Infrastructure
Investment Bank (AIIB); and growing international cooperation in developing
the Russian Far East. Discussants explored the roles of existing cooperative
financial institutions and mechanisms, underlining the need for an inclusive
multilateral cooperation platform dedicated to the Northeast Asian region and
noting the timeliness as well as the potential political and economic benefits
of a NEABCD.
The fourth session was dedicated to “Energy and Environment in Northeast
Asia.” A key underlying trend was the digitization and electrification of energy
systems, which offers great potential for improved resiliency, sustainability, and

affordability. Several data-rich presentations covered Japan and Korea’s progress
in developing renewables and improving energy efficiency, critical for moving
away from coal and realizing the Paris Agreement. Participants agreed that the
potential for energy cooperation in Northeast Asia is great, with a regional supergrid
identified as one way of boosting the uptake of renewable energy. It was
highlighted that, as this occurs, it will be important to study global experiences
of integrating high levels of variable renewable energy into grid systems. Japan’s
ability to share its expertise in energy efficiency was also noted, along with
the potential of a NEABCD to align government coordination and financing.
Session five, devoted to tourism cooperation in Northeast Asia, examined
ongoing and potential challenges and opportunities for regional international
tourism. Presenters pointed out the role that cross-border tourism can play in
reconciling historic border disputes and battles, and they outlined some of the
challenges presented by the high volume of tourism in popular areas. Discussion
also covered the need to promote tourism in a sustainable way, consider the
interests of local communities, and identify the spending habits and preferences
of guests to take appropriate policy measures. The session closed with a reflection
on the value of improving not only the quantity but also the quality of personto-person exchange through small-scale, cross-border hospitality.
The panel on “Natural Disasters and Regional Cooperation” focused on
lessons from the 2011 Great Eastern Japan Earthquake. Presentations highlighted
how the triple disaster bucked historic trends due to its magnitude and complexity.
This led to developments in the thinking regarding disaster response and
resilience, away from a logic of expecting infrastructure to protect us and towards
integrated thinking involving land use, evacuation, and resilience.

The 8th Ad Hoc Expert Group Meeting on Financial Cooperation
in Northeast Asia: Proposal for the Northeast Asia Bank for
Cooperation and Development Revisited
The meeting began with brief opening statements by Mr. Park Kwan-Yong,
Former Speaker of the National Assembly and Chairman of the Korea Committee
for Northeast Asia Economic forum and Dr. Jeong Hyung-Gon, Senior Fellow

and Vice President of KIEP.
The first session began with recent developments on Northeast Asia regional
economic cooperation relevant to financial cooperation, specifically the topic of
the NEABCD, followed by a video presentation by Dr. Stanley Katz on the
current situation regarding the Asian Infrastructure Investment Bank (AIIB) and
the changing political climate in Northeast Asia. Dr. Katz indicated that this
is an opportune time for NEAEF to continue discussions and review the earlier
work done for the NEABCD in preparing to meet the challenges in the near
future.
On China, in the absence of Dr. Zhang Jianping who was not able to attend
because of his advisory role to the Chinese leadership on the issues of trade
with the United States, Dr. Liu Ming, Secretary General, China Asia Pacific
Institute and professor at Nankai University, updated participants on the Chinese
situation especially regarding the NEABCD.
There have been recent positive changes on the part of the Chinese leadership.
More specifically, a financial group in the party headquarters, Jungnanhai in the
office President Xi Jingping, is receptive to the proposal for the NEACBD to
be considered by the leadership. This is a result of continued effort and
communication by the China API group, principally involving Nankai University
finance experts.
Next, the Japanese perspective on a future course of action was presented
by Mr. Maeda Tadashi, Governor of JBIC, who has been consistently working
on changing the Japanese attitude toward the NEABCD from negative to positive.
Mr. Maeda suggested the group work on a more constructive plan of action.
It was suggested that given positive economic dialogue with China, it may
be possible for Japan to make us of the G-20 Summit to be held in Osaka to
propose the establishment of the NEABCD with support from stakeholder
countries: China, South Korea, and the United States.
Mr. Maeda sees this as an opportune time given that China would likely
support such a proposal as would South Korea, given former President Park
Keun-Hye’s proposal for the bank in Dresden, Germany. This is assuming that
the current South Korean government of President Moon Jae-In will continue
to maintain a positive view of the NEABCD.
The Korean perspective was presented by Hong Jae-Hung, Former Deputy

Prime Minister and Minister of Finance, Republic of Korea and by Joo HyungHwan, Former Minister of Industry and Resources.
In the next session, Dr. Lee-Jay Cho presented an outline of the original
paper, “Why Is the NEABCD Necessary?” by Drs. Cho and Katz published in
the year 2000 for the purpose of revisiting the basic justification and role of
such a bank in terms of meeting the needs of Northeast Asia financing and
technical assistance.
In the following sessions, discussions continued on suggestions for research
on methods to identify financing and implementing cross-border projects, as well
as the need for concessional financing (a “soft window”) for least-developed
country borrowers of the region.
In the absence of Fan Xiaoyun, Member of the National Committee of the
Chinese People’s Political Consultative Conference, Professor and Executive
Dean, School of Finance, Nankai University, Dr. Zou Lixing presented his views
on the recent situation and positive changes in China working through the
National Committee of the Chinese People’s Political Consultative Conference.
Vice Chairman Chen Yuen and the institutions that he cooperates with have
expressed a positive attitude toward the NEABCD. Mr. Mead Treadwell, Former
Lieutenant Governor of Alaska, proposed that the Arctic marine transportation
route project, for which there is to be a development bank, could be connected
or integrated in some way to make the proposal for the NEABCD stronger and
directly relevant to the United States. In this way, the State of Alaska, which
has a strong interest in the Arctic project could potentially facilitate
communication with the US Department of State on the proposal.

Conclusion
Northeast Asia is a complex region with a long history of conflicts and
tension, but it is also a region of shared cultural affinity. This year’s annual
conference and ad hoc financial meeting embodied a sense of optimism and
possibility for cooperation that has been buoyed by recent political developments.
With continued dedication, it is clear that greater functional economic cooperation
in our region can be realized.

Our principal goal has been to sustain the momentum in the region despite
international tensions and disturbances and to continue to strive towards
developing a Northeast Asia Economic Community, thereby contributing to
regional stability and peace.
This volume entitled Momentum for Building a Northeast Asian Economic
Community: Emerging Challenges and Opportunities is the result of our continued
research on building an economic community for Northeast Asia, one of the
most dynamic regions of the world. Based on two important events, the NEAEF
annual conference (in Sendai, Japan) and the ad hoc finance meeting in Honolulu,
United States, in 2018, the contents of this volume provide useful references
and an important basis for future discussion and consideration by government
policymakers and researchers in Northeast Asia. The volume also represents an
important step in our continuous efforts toward regional economic cooperation
and integration aimed at building a Northeast Asian economic community.

Statements by Country
Representatives and Keynote Address
Country Representative Statement: South Korea
Kwan-Young Park
Former Speaker of the National Assembly, Republic of Korea;
President of National Development Institute

Respected president of Tohoku University, and all participants of this
conference, I am very pleased that the 27th Annual conference of the Northeast
Asia Economic Forum is held in Sendai, Japan, the center of the Northeastern
region of this country. I would like to express my most sincere words of thanks
to the North East Asia Economic Forum and Tohoku University for their efforts,
support, and cooperation in preparation for this forum. I would also like to thank
the partner organizations that contributed so much to this conference, especially
those who helped here in Japan.
It is now 27 years ago that we established a vision for peace and prosperity
based on economic cooperation and development, and we have held this forum
every year since. I have had the privilege of attending 15 annual conferences
consecutively. This year, we will have serious discussions on the concept of
a Northeast Asian economic community, cross-border infrastructure development
and special economic zones, tourism, financial cooperation, energy and the
environment in North East Asia, based on the larger theme of economic and
functional cooperation aimed at the goal of a Northeast Asian economic community.
At the same time, I would like to extend my appreciation and congratulations
to Dr. Lee Jay Cho for the successful implementation of the Young Leaders
Program, which started 13 years ago; I am a strong advocate of this program.
I sincerely hope the young leaders of Northeast Asia as they gather together,
develop friendships, exchange knowledge, form networks, and ultimately share
a common vision, thereby fostering further cooperation in Northeast Asia in
generations to come.
In the last 27 years, we faced many difficulties and obstacles, but we have

endeavored for prosperity in Northeast Asia. We must continue to work together
and share our vision of peace and prosperity through this forum.

Country Representative Statement: China
Wang Shuzu
Former Vice Mayor, Tianjin Municipal Government, Executive Vice Chair of the
Research Center for Financial Cooperation in Northeast Asia

On behalf of the participants from China, I extend by congratulations to
organizers of the 27th NEAEF conference and especially to Dr. Lee-Jay Cho.
The global economic situation is changing all the time: This year has seen
tensions rise and settle on the Korean peninsula; bilateral summits that have
brought hope to the people of this region; and the advancement of free trade
agreement negotiations (FTA). We are happy to see these developments, although
major differences remain in relation to China-US trade and this is not good for
Northeast Asia, in general, cooperation is still peaceful. In Northeast Asia, we
have worked hard for years for peace and cooperation, and it has not come
easy. Northeast Asia is rich and beautiful, and our economies are complimentary.
All the countries in the region should be working hard toward our goals of
community, and China should be working hard to lead. We are already living
in a shared community, so we have to work hard together to save our world.
Times are changing—I was responsible for organizing a NEAEF annual
conference some 20 years ago; there has been much progress since then.
Nevertheless, problems remain. We have continued to research and work to
overcome these, including easing of tensions on the Korean peninsula. We feel
more confident today thanks to the work of those that were committed to
peace and prosperity, our confidence also comes from the young generation in
no small part because of NEAEF’s Young Leaders Program and its contribution,
since 2006, to Northeast Asian cooperation.

Country Representative Statement: United States
George Ariyoshi
Former Governor of Hawaii

Good morning all. Before starting, I would like to note the contribution
of Dr. Lee-Jay Cho. When NEAEF parted from the East-West Center, Dr. Cho
provided the leadership for NEAEF to grow the way it has. I extend my
appreciation for the work Dr. Cho has done to bring us to this point. I have
been involved in international trade for a long time and that means bringing
big business coming together to advance regional cooperation. However, I also
see a need for small and medium enterprises (SMEs) to come together for this.
This is a primary driver for NEAEF, to encourage more economic activity and
growth in this area. Organizations such as NEAEF can play a big role in
bringing SMEs together for international trade. I believe we can make meaningful
efforts to involve SMEs in international trade in the Northeast Asia economic
region.

Country Representative Statement: Russia
Pavel Minakir
Academician and President, Economic Research Institute, Far East Branch, Russia
Academy of Sciences

On behalf of the Russian National Committee for Pacific Cooperation, I
congratulate the 27th Annual Conference of the NEAEF. I recall us meeting
22 years ago Changchun China and the feeling I had that this organization
would not only become one of the most respectable and authoritative sites for
economic development and cooperation in this region but also one of the most
enduring. I was not the only one to see this as so. I admire the persistence and
enthusiasm, with which our forum promotes development ideas that regularly
receive political attention. I admire NEAEF’s ability to not become a victim
or an instrument of political ambitions or agendas. I admire the work to promote
its reproduction—The Young Leaders Program (YLP) now guarantees the
preservation of the spirit and style of our forum. For many years, many groups
have supported our activities; so, the ideas and policy recommendations are
important for them. This forum is a living and effective organism. It’s outlook
and efficiency are to a great extent determined by the energy and enthusiasm
of Dr Lee-Jay Cho. I don’t know how he does it, but I admire the resolve he
has exhibited for all 27 years, through which I have had the honor of knowing
and working with him.

Country Representative Statement: Mongolia
Ganbold Baasanjav
Ambassador to the Republic of Korea, Mongolia

It is my honor to be here again for the annual Northeast Asia Economic
Forum, this time in beautiful Sendai, Japan. We have seen some challenging
times in Northeast Asia, not least of which involving nuclear tensions. These
developments make NEAEF even more timely and relevant; Mongolia has
prioritized Northeast Asia development, especially infrastructure bringing Northeast
Asia closer to Eurasia. We should seek every opportunity to build on our
progress to date. NEAEF will bring our economies, peoples, and infrastructure
one step closer.

Keynote Address
Nikai Toshihiro
Member of the House of Representatives of Japan; Secretary-General, Liberal
Democratic Party (LDP)

Congratulations on holding this 27th Conference of the Northeast Asia
Economic Forum. I would like to express my sincere respect and gratitude to
the NEAEF, who has been dedicated for many years to holding this meaningful
conference, foreseeing the potential of Northeast Asia’s future. I would also like
to express my sincere appreciation to the organizations assisting in organizing
the conference.
This year’s conference is being held in Japan. I wholeheartedly welcome
it. The exchanges of wisdom that take place at this conference among experts
from various countries including China, the Republic of Korea, Russia and
Mongolia as well as the United States and Europe, regarding the possible future
cooperation in Northeast Asia, are of great significance today, and truly I am
greatly honored to have this opportunity to speak before you here.
One thorny issue that has nagged us like a small bone stuck in the throat
when discussing cooperation in Northeast Asia has been the issue of North Korea.
This year, however, the North–South talks prompted by the Pyeongchang
Olympics and the US-North Korea summit meeting between President Donald
Trump and Chairman Kim Jong-un held in June 2018 have made a big step
forward possible. I sense realistic possibilities for future cooperation in Northeast
Asia. In this context, I truly feel that this year’s Forum is extremely meaningful.

Overview of Northeast Asia
Besides the North Korea issue, Northeast Asia has an inherent sense of
fragmentation. In terms of the size of the economies, the region ranges from
China with the world’s second largest GDP and Japan with the third largest
to relatively small economies such as Mongolia. Looking at industrial structures,
China, South Korea and Japan have their strengths in technology and

manufacturing, while Mongolia and the Russian Far East have abundant natural
resources and raw materials. As for population, China has more than 1.3 billion
people, and Japan and Russia each has more than 100 million people, while
the population of Mongolia is of several million.
Consequently, there have been rather few discussions in Northeast Asia on
building regional alignment and cooperation, compared with other regions. But
the momentum has suddenly picked up since the recent US-North Korea summit
meeting. Japan must do something and serve as a “facilitator” to promote regional
alignment in Northeast Asia.
Some people argue that in Northeast Asia, there are issues related to history,
but none of these issues is insurmountable. The countries comprising Northeast
Asia have huge potential. A British historian, Arnold Toynbee, is said to have
predicted that the world’s center of gravity would shift from West to East, or
from the Atlantic to the Pacific. We may be witnessing his prediction coming
true. With this in mind, it is very significant for the experts who have gathered
here to discuss and find the ways toward alignment and cooperation in Northeast
Asia.

Potential of Northeast Asia
Through closer alignment in Northeast Asia, the region’s diversity may
indeed turn out to be a strong driving force for the region’s future economic
growth. I believe that Northeast Asia will become an important region in the
global economy.
Japan and the Republic of Korea have high levels of technology, while China
has great experience in manufacturing that has supported the nation’s economic
growth in recent years. This technology and experience could greatly serve to
develop industries in Northeast China, the Russian Far East, and Mongolia.
Furthermore, if we can add to this, Mongolia’s abundant natural resources and
raw materials and the Russian Far East’s energy resources and hydroelectric
power generation, Northeast Asia will be in a rather advantageous position in
global economic competition. By enhancing intraregional connectivity through
the development of infrastructure in the region, we can make this possible.

Of course, a fundamental solution to the North Korea issue is necessary
if we want to realize the full extent of connectivity in Northeast Asia. Although
a historic summit meeting between the United States and North Korea was held
in June, and an agreement was reached for the completed denuclearization of
the Korean Peninsula and the establishment of permanent and stable peace
arrangements, it may not be easy to fulfil this agreement. For Japan, the issue
of those who were abducted by North Korea remains to be solved.
Seen from a broader perspective, however, the underlying tone is set to
be “dialogue,”—now that the North–South talks have been held and summit
meetings have been held not only between the United States and North Korea
but also between China and North Korea as well as between Russia and North
Korea. My expectations are that things will move in a positive direction, although
slowly and along a zig-zag path. I myself feel the urge to contribute to this
in whatever way I can.

Participation in the Greater Tumen Initiative?
What should be the guiding principle when we discuss the possibilities of
alignment in Northeast Asia?
I think the keyword here should be “connectivity”. From this perspective,
one specific example to which I have been paying particular attention lately is
the Greater Tumen Initiative (GTI), in which China, Mongolia, South Korea,
and Russia are participating. I am sure that the experts attending this Forum
are quite familiar with this initiative. The GTI was initially proposed in the early
1990s for the purpose of developing the downstream area of the Tumen River,
which runs along the borders of China, North Korea, and Russia. The project
was launched in 1995 under an intergovernmental cooperative framework. In
2005, its scope grew beyond the downstream area of the Tumen River to cover
four provinces in China (three provinces in Northeast China as well as the Inner
Mongolia Autonomous Region), eastern Mongolia, major ports on South Korea’s
eastern side, and Russia’s Primorsky Krai. Th GTI now also tries to respond
to such cross-border issues as environmental problems and infectious diseases.
The strategic action plan of 2017–2020 has specified six priority fields—

transportation, trade and investment, tourism, energy, agriculture, and the
environment—and active consultations and discussions are in progress. These
efforts will definitely contribute to enhancing connectivity not only within the
GTI’s target areas but also of the entire Northeast Asia region.
I think a realistic approach for us to build alignment in Northeast Asia would
be to utilize already existing frameworks, such as the GTI; although some new
frameworks may emerge in the future,
Presently, from Japan, Tottori Prefecture is participating in the GTI’s
Northeast Asia Local Cooperation Mechanism. But Japan’s national government
has not participated in the GTI yet. In view of the recent rapid developments
surrounding North Korea, I propose that the Japanese government should
participate in the GTI framework and begin consulting and collaborating with
officials of other governments.
A huge amount of funds would be necessary to build infrastructure within
this GTI framework. To meet these funding needs, a cooperative framework has
been established among four of the participating countries’ export-import banks
(the Export-Import Bank of the Republic of China, the Development Bank of
Mongolia, the Export-Import Bank of Korea, and Russia’s Vnesheconombank
[VEB]).
As for Japan, Japan Bank for International Cooperation (JBIC) is the
governmental financial institution that plays the role of an export–import bank.
It also provides financing for overseas infrastructure projects. Japan could make
a financial contribution if JBIC participates in this cooperative framework. These
financial cooperation initiatives among export-import banks may eventually lead
to the future establishment of a Northeast Asia Development Bank, a proposal
being discussed at the Northeast Asia Economic Forum.

Cooperation in Specific Projects
For the foreseeable future, I think the best approach may be to promote
specific projects among countries and regions. One example may be the Northern
Sea Route that has been developed due to climatic warming of recent years.
This will enhance the importance of the Northeast Asian region by making it

the gateway linking the Asia-Pacific region with Europe. It is in this context
that Prime Minister Abe referred to expanding Arctic LNG exports by improving
the eastbound Northern Sea route, at the St. Petersburg International Economic
Forum held in May 2018.
Promoting these specific projects without North Korean participation before
the solution of the North Korea issues makes sense, since they may work as
catalysts to the solution of the North Korea issues.

Export of Infrastructure System
I also think that the export of the infrastructure system that Japan has been
promoting under the leadership of Prime Minister Abe since 2015 could play
an important role in strengthening alignment in Northeast Asia.

Contribution in the Area of Resilience
Northeastern Japan suffered severe damage from the Great East Japan
Earthquake of March 2011. Many precious lives and valuable assets were lost.
Learning many lessons from this heartbreaking disaster, we have been working
hard for disaster prevention and damage reduction under Japan’s Fundamental
Plan for National Resilience, and recovery from the earthquake has been in
progress.
Such Japanese technology and experience, related to resilience toward natural
disasters, through infrastructure improvement in Northeast Asia, could contribute
to protect the lives of people.

The Significance of Deepening Economic Cooperation in
Northeast Asia
Some people may argue that in Northeast Asia, without first solving issues
of history, promoting alignment in the region would be difficult. But the
experience of Europe shows that cross-border infrastructure development in the

region has not only promoted the integration of economies and markets, but
also contributed to solving diplomatic and political issues. In this sense, I believe
that deepening of regional economic cooperation could lead to political and
geopolitical stability, and vice versa.
I strongly hope that the same applies to Northeast Asia, and the discussions
to be held during this NEAEF conference will lead to deepening of regional
economic cooperation, generating further economic development and political
stability of the region.
However, as a matter of fact, there have been very few discussions at the
government-level to establish a cooperative framework in Northeast Asia. In this
context, it may be noteworthy to draw your attention to a Japanese initiative
by my colleague who happens to be here with me attending this conference,
Dr. Tsuyoshi Yamaguchi, member of the House of Representatives of Japan.
While he served as Senior Vice-Minister for Foreign Affairs, Dr. Yamaguchi
hosted the Northeast Asia Economic Partnership Forum held at United Nations
University in Tokyo in 2012. He invited experts from Russia, China, South Korea,
Mongolia, as well as from the United States to that meeting and they discussed
energy cooperation as well as the establishment of a Northeast Asian Development
Bank as “monetary cooperation”. That forum was significant because it was
organized by the Ministry of Foreign Affairs of Japan.
Unfortunately, that initiative did not lead to intergovernmental discussions
to establish a cooperative framework in Northeast Asia, but it certainly shows
Japan’s willingness to act as a “facilitator” in creating a new collaborative
framework in Northeast Asia.
With the rapidly developing situation surrounding North Korea in mind, Dr.
Yamaguchi is now working hard with his colleagues of the Liberal Democratic
Party (LDP) of Japan and experts from various fields, to come up with a vision
for future cooperative alignment in Northeast Asia.

Toward a New Dimension of Alignment in the Asia-Pacific
Region
On the other hand, when we look at the Asia Pacific region, ASEAN has
been established as a collaborative framework and Trans-Pacific Partnership
(TPP) has been agreed upon. The Japanese Diet already approved the TPP. There
is also another free trade agreement called the Regional Comprehensive Economic
Partnership (RCEP), which is still being negotiated by countries.
If we can successfully realize a cooperative framework in Northeast Asia,
it would not only create peace and prosperity in the region, but together with
ASEAN, TPP, and RCEP, integrating them into a single framework, it would
also create a new dimension of peace and prosperity in the Asia-Pacific region.
I think it would be an important mission for Japan to serve as a “facilitator”
to “connect” the Northeast Asian region, and I myself will do my very best
to work for that purpose. If necessary, there may be a possibility to send our
Diet members to North Korea.
This Forum is attended by a large number of experts who can contribute
to creating regional alignment in Northeast Asia. Your wisdom is urgently needed.
So, let us work together to enhance cooperative alignment in Northeast Asia
and eventually create peace and prosperity in the Asia-Pacific region.

Part I
Building a Northeast Asia Economic
Community and Its Extended
Regions

Promoting International Cooperation
in Industrial Finance, Propelling
High-quality Development of
an Asian Economy
Zhao Xianfeng

Asia: Still a Stabilizer and Engine of the World Economy
The global economy has enjoyed stable and increased growth since 2007.
Emerging Asia, which is forecast to continue growing at about 6.5 percent
during 2018–19, remains the most important engine of global growth. Northeast
Asia is one of the most promising regions in the world.

A New Industrial Revolution
The world is undergoing a new industrial revolution. As the famous
American economist Richard R. Nelson pointed out in his book, The Sources
of Economic Growth, that technological advance is the key driving force behind
economic growth.
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Figure 1. A new industrial revolution

Table 1. National Policies and Guidelines
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However, adjusting to new sources of economic growth requires financial
support and international financial cooperation. In Money Changes Everything,
the American historian William N. Goetzmann states that finance is the
necessary tool for human survival, the technology to promote economic growth,
and a special tool of human civilization.

Underdeveloped Financial Markets
The development of emerging industries requires a large amount of capital
support and generates huge capital flows. In Asia, however, the current regional
financial markets are underdeveloped. The excess savings of major economies
have not been fully utilized, rather they have flown to developed economies.
In 2016, the United States and the European Union absorbed 96% of the total
amount of global securities investment. Thus, Asian economies bear higher
financing costs and are vulnerable to the risk of capital flight when international
financial markets fluctuate.

Backward Degree of Financial Integration
The increase in domestic investment and financing ratio indicates that the
degree of openness of the Asian financial system has reduced. A unified
financial market has not formed, and the financing of the real economy in
various countries and regions is mainly dependent on domestic funds.
Structural changes in the global production chain require financial solutions.
And what we face is a huge financing gap. According to the estimates by the
Asian Development Bank, in the coming eight to ten years, the capital demand
of infrastructure in Asia each year will be over USD 730 billion. The World
Bank puts the figure at about USD 800 billion.
The investment demand of infrastructure construction in Asian developing
countries in 2016–2030 will be USD 26 trillion or USD 1.7 trillion per year.
However, the total investment in Asian infrastructure by the Asian Development
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Bank and World Bank is only about USD 30 billion.

Solutions
Several solutions are necessary, these include further promoting the
economic restructuring and economic integration in Northeast Asia and Asia,
as well as unleashing financial resources and facilitating convenient production,
trading, and investment. It will also be critical to deepen regional financial
cooperation to spur policy for development. An important aspect of this is the
formation of a financial service network that involves commercial financial
institutions, as well as multilateral financial institutions such as the World Bank
and new multilateral development financial institutions such as the AIIB and
the BRICS Development Bank.
The Asian Financial Cooperation Association (ASFCA) is committed to
promoting international cooperation in industrial finance. We believe in
connectivity, cooperation, joint governance, and shared benefits. In November
2017, AFCA held its First Annual Master Forum, the AFCA CEE Financial
Summit Forum in Budapest, Hungary. In September 2018, AFCA will hold, in
Tokyo, its second master forum themed, “Financial Innovation and Cooperation
under the Background of Emerging Industry Development”. AFCA also plans
to set up eight specialized committees:
 Belt and road financial cooperation committee
 Inclusive finance cooperation committee
 Green finance cooperation committee
 Industrial finance cooperation committee
 FinTech cooperation committee
 Transaction banking cooperation committee
 Asset management cooperation committee
 Chief economists cooperation committee

Northeast Asia Economic Community
Formation and the Role of the Russian
Far East
Sergei Sevastianov

The Changing Economic Order in East Asia
Northeast Asia is experiencing both the continuation of “constant factors”
and “new circumstances”. The constant factors are the continuing importance
and influence of nationalist forces, beliefs, and persistent problems in bilateral
relations in East Asia (THAAD, comfort women, historic issues and grievances,
maritime territorial disputes, etc.). The new circumstances include the US
withdrawal from the Trans-Pacific Partnership (TPP) and changing relations on
the Korean peninsula.
Regarding the TPP, after the withdrawal from the United States, the
remaining members are encouraging Japan to take the leading role. In addition,
the US withdrawal indirectly opened the way for the TPP Asian member
countries to concentrate more efforts on promoting the Regional Comprehensive
Economic Partnership (RCEP).

Lack of Adequate Economic Integration in NEA
The trilateral summit among China, Japan and South Korea (CJK) has seen
meetings postponed or frozen many times due to continued bilateral problems
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between the three. Finally, in May 2018 a meeting was arranged in Japan. The
main theme of discussions was the security situation on the Korean Peninsula.
The second was negotiations on the formation of joint free trade agreement
(FTA) and further support for the RCEP.
The Tumen River Area Development Program (TRADP) was developing
steadily while strengthening its institutional infrastructure and capability to
improve economic cooperation in Northeast Asia (NEA) in different functional
areas. However, it still has several serious drawbacks: Japan and North Korea
are not participants, and the participating countries’ delegations are led by low
level officials (at the deputy minister level).

How to Improve NEA Economic Cooperation
When regional economic integration among core NEA countries is stagnating,
we may try to boost it with more active incorporation of the so-called NEA
periphery countries (Russia, North Korea, Mongolia) and transborder territories
to form bilateral and trilateral transportation corridors. Then they could be used
(based on the comparative economic advantages of these transborder territories)
to construct regional industrial belts.

Transportation Corridors and Economic Cooperation Projects in
NEA
The strategic geographical location of North Korea makes it a key part of
proposed NEA transportation corridors and economic integration projects.
Bilateral and trilateral transportation and economic cooperation projects with
North Korea participation cannot yet start (UNSC Resolution 2371, adopted at
July 05, 2017). However, in 2018 the situation is rapidly improving.
To start formation of an NEA regional economic community we could also
rely on the resources and territories of two other actors: Mongolia and the
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Russian Far East (RFE).

China-Mongolia-Russia and China-Russia Economic Corridors
There is a plan to promote the establishment of an industrial network by
utilizing the China-Mongolia-Russia Economic Corridor for transnational cooperation
in NEA’s Northern area. The proposed plan outlines that this Corridor encompasses
cooperation in transportation infrastructure, customs, economics, investment, tourism,
etc.
Among the several projects to set up major industrial belts in NEA based
on comparative economic advantages of transborder territories, we may start
with developing two Russia-China “belts”: the first Belt includes HarbinMudanjiang-Suifenhe-Vladivostok and the second includes Changchun-YanjiHunchun-Zarubino/Rason.
We should also consider NEA Energy Ring(s) Projects, but these are the
subject for a different time and session.

Regional Development in the Russian Far East
The Russian Far East still faces constraining factors for economic growth:
1) a small population (RFE 4,5% of Russia); 2) low workforce productivity
(40% compare to Korea); cross-border barriers—customs and migration policy;
underdeveloped infrastructure and industry; and dependence on state investments.
There are also, however, some promising areas. These include strong
potentials for cooperation in resource-based industries such as energy, agriculture,
fishery and forestry (although there is, but high need to develop processing
industries); tourism; transportation and logistics; energy and environment; agriculture
and fisheries (new emphasis).
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Figure 1. ESPO Project

Figure 2. “Power of Siberia” gas pipeline
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Figure 3. Strategy of energy cooperation of Russia with NEA countries

Transborder Cooperation
Russia and China are experiencing growing interest in developing transportation
corridors between the ports of Primorsky territory and the Chinese provinces
of Heilongjiang and Jilin:
 Dalian port is overloaded, making cargo transfer expensive.
 Jilin and Primorye are interested in development of a transportation
corridor: Niigata (Japan) – Busan (S.Korea) - Zarubino (Russia) – Jilin
Province (China). [Primorye 2 project]
 Heilongjiang and Primorye are interested in development of a
transportation corridor: ports in Japan and S.Korea – ports
Vostochniy/Vladivostok (Russia) – Heilongjiang (China). [Primorye 1
project ] Incorporation into Chinese Silk Roads” global strategy.
There is a strong interest in developing transportation and logistics and a
growing interest in the potential of a Northern Sea route. In all of this Vladivostok
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is seen as a key player, given its promotion as a free port.
To promote Vladivostok as a free port several initiatives have been put into
place:
Numerous incentives for investors.
 A Center of International Cooperation in the Asia-Pacific Region to
provide such services as: logistics; tourism; recreation; culture; education
(FEFU).
 Visa free regime (8 days, 18 countries, all NEA countries are included!)
 Special role of the annual EEF in Vladivostok
Figure 4. Priority development areas

There have also been several recent bilateral initiatives to develop the
Russian Far East. In 2016, Japan’s Prime Minister Abe put for an eight-point
plat to promote Japan-Russia economic ties: energy, industry, medicine, agriculture,
urban development (Vladivostok and Voronezh), medium and small business,
high technology, humanitarian exchanges).
Moreover, in 2017, South Korea put forth President Moon’s “Nine Bridges

Northeast Asia Economic Community Formation and the Role of the Russian Far East

57

Plan” targeting: shipbuilding, port construction, the Northern Sea Route
development, gas exploration, railway construction, power generation, job creation,
agriculture and fishing the industry.

Cross-border Industrial Belts (CBIBs) in NEA
Cross-border Industrial Belts are multinational industrial zones created
along land transportation routes across borders.
Background of CBIBs:
 Reduction or elimination of barriers to economic exchange in Northern
Areas, free movement of factors of production, stimulation of industrial
cooperation;
 Establishment of three cross-border networks (intermodal transportation,
production network an city network).
A recent study (2016) by the Korean Institute of Human Settlement
(KRIHS), based on comparative economic advantages of transborder territories,
selected three major CBIBs in the Northern Area:
 Harbin – Mudanjiang – Suifenhe – Vladivostok Belt
◦ (agro-fishery & wood processing, food production, petrochem.)
 Changchun – Yanji – Hunchun – Zarubino/Rason Belt
◦ (agro-fishery products processing, food production, bio prod.);
 Snengyang – Dandong – Sinuiju Belt (advanced textile and clothing
manufacturing, advanced equipment, etc.).

Harbin-Mudanjiang-Suifenhe-Vladivostok Industrial Belt
Harbin-Mudanjaian-Suifenhe-Vladivostok industrial belt would:
 Establish an industrial cooperation zone specialized in the petrochemical
industry, agro-fishery products processing and food manufacturing in the

58

Momentum for Building a Northeast Asian Economic Community: Emerging Challenges and Opportunities

Suifenhe-Vladivostok region.
 Establish an industrial cooperation zone specialized in lumber processing
and plywood manufacturing in the Suifenhe-Ussuriysk region.
 Establish a cross-border industrial belt connecting these industrial
cooperation zones.
Figure 5. Harbin-Mudanjaian-Suifenhe-Vladivostok industrial belt

Conclusion and Recommendation for A NEA Community
The role of regional institutions and forums:
 CJK should be working on a permanent regime. For next year (2019)
a summit in China is planned, this is a good sign.
 Transforming the GTI into an international organization and making good
use of this multilateral cooperation mechanism.
 Special role of the annual Eastern Economic Forum (Vladivostok) as a
contributor to institutionalization of NEA cooperation. For the first time
in NEA history, at September 2018 Eastern Economic Forum in
Valdivostok, participation of leaders from all NEA countries (China,
Japan, ROK, RF, DPRK and Mongolia) has been either confirmed or
expected!
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In a new geopolitical and regional reality, we would see the emergence
of new proposals to realize bilateral and trilateral projects in NEA, including
the Korean Peninsula. It makes sense for businesses from NEA to consider
active engagement in new projects in the Russian Far East capitalizing on new
favorable investments regimes (PDA and VFP). These projects could be bilateral
and some of them may become a part of future industrial belts in NEA, while
realization of the trilateral projects on the Korean Peninsula is becoming an
urgent need for NEA!

Part II
Cross-border Infrastructure and
Special Economic Zones in
Northeast Asia

Cross-border Infrastructure and
Special Economic Zones in Northeast
Asia: Politically Holding Hands and
Economically Going Underground
Anthony Michell

Levels of Economic Cooperation with North Korea
In the last twelve months levels of economic cooperation in Northeast Asia
contracted unevenly. As a result of UNSC and US sanctions economic cooperation
between North Korea and the rest of the world declined rapidly. The degree
of decline is hard to measure because in some part smuggling and underground
trade took the place of conventional trade. Elsewhere, trade between China and
South Korea recovered in 2018 and the resumption of tourism brought back
duty-free stores in Seoul from their near-death experience. At the same time,
tourism from Japan to the South also grew 40% in May-June 2018. Economic
relations between China and Russia continued to follow the political identity
of interests vis a vis the United States. Russia and the South dusted off old
plans. Development of Zones in the North were limited to Unjong and Wonsan
where the North highlighted its new airport at Kalma. Sinuiju continued to
develop. Politically, the North became less isolated with two, soon to be three
summits with the South, three with Xi of China and one with the Donald Trump.
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North-South Relations
North-South relations suddenly warmed, pulling in Russia, and then cooled
slightly. The breathtaking thaw between North and South from the Winter
Olympics through to April 2018 summit led eventually to economic discussions
on railways and roads and reopening Kaesong Industrial Estate. By the time
of the June 12 US–DPRK summit, all the old plans for reconnecting railways
and economic cooperation from the Roh Moo-hyun Presidency and those of
2015 under Park Geun-hye were pulled out of storage. This brought in discussion
with the Russians during President Moon’s state visit about the long-term
restoration of the east coast railway and related gas pipeline. Whatever discussion
took place between the South and China has never been publicized, nor between
the Chinese and the North over completing the bridge at Sinuiju. After the June
12 summit, economic and to a degree political moves slowed down, as the North
manoeuvred towards step-by-step denuclearization and the United States maintained
its stance on Complete Verifiable Irreversible Denuclearisation (CVID).

Where Are We in the Détente with North Korea?
From about June 20 to July 23 it looked as though the North was reneging
on its promises. US Secretary of State Pompeo’s visit to Pyongyang—to set the
framework for denuclearization talks—was commented on as “gangster like”, as
the North’s traditional anti-West media were allowed out to bark. South Korea
was chastised by the North Korean media for being a follower of the United
States and not a leader.
On June 23, The North announced that satellites showed that the promised
dismantling of the Sohae satellite launching site and missile engine factory were
finally underway. A missing in action (MIA) remains agreement was implemented
on Armistice Day 2018. South Korea’s foreign minister Kang went to the UN
to ask for sanction waivers to continue exchanges, and Pompeo said that no
waivers should be granted. China had previously had a motion to reduce the
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level of sanctions reduced refused. Also, on July 23 the United States published
a co-authored, 17-page sanction advisory warning firms not to have North
Koreans in their supply chain—though some claims such as North Korean work
hours are dubious.

Don’t Rush to the Station Yet. But…
Work has begun on the links between the South’s network and the North’s,
and planners are looking at raising the average speed of trains in the North from
40–50 kph to 100 kph. Just finishing the South’s link to the east coast railway
will cost US$2.1bn.
Figure 1. Land route from Korea to Europe

Source: https://www.rokdrop.net/tag/infrastructure.

According to CJ Logistics, cargo delivery from China to Europe via sea
routes usually takes roughly 35 to 40 days. Using the Trans-China Railway,
however, cuts that time span to around 17 days. Rail delivery is also cost effective
compared to air delivery, which is about five times as expensive.
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The Wrong Railways and Lack of Berlin Corridor Thinking
The key railway is from Seoul to Wonsan, not along the East Coast, the
Gyeongwon Line, not the Donghae Line. For South Korea, business road access
to Manchuria is much more important than to North Korea. Dealing with the
infrastructure of the north will take enough resources without political infrastructure.
Figure 2. Old Park Plan of 2015
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Figure 3. Key railway line

Why can’t the political reconnections lead to a cross-border infrastructure
evolution? The answer is, sanctions.

Sanctions
We might consider that the UNSC was tricked into some of the most savage
sanctions since those on Iraq by US manipulation, and support of the “antiproliferation” lobby, weakening though it is, in Europe. Not only Russia and
China but also other nations on the security council believed in the final clause
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of each resolution. “Article 28 affirms that it shall keep the North Korea’s
actions under continuous review and is prepared to strengthen, modify, suspend,
or lift the measures as may be needed in light of the North Korea’s compliance.”
When China and Russia tried to raise changes in the light of this clause in June
2018, they were told by the United States that now was not the time, and this
was backed by the UK and France.
South Korea asked for waivers to support the rapprochement with the North
in July, and Foreign Minister Kang seems to have got a cold shoulder. In early
August 2018, some attempts to ease restrictions on humanitarian action were
apparently successful, but we have to wait for the small print.

Sanctions and China Trade
Trade between China and North Korea totaled USD 215.97 million in
January 2018, down 5% from the year-earlier period and 31% month-on-month.
China’s exports to North Korea totaled USD 168.88 million in January compared
with USD 257.73 million in December, while imports from North Korea were
USD 47.09 million versus USD 54.68 million in December. Beijing imported
no iron ore, coal or lead from North Korea, and exported no oil products except
for a tiny amount of jet fuel, in December, the third full month of the latest
United Nations trade sanctions.
North Korea spent USD 3.3 billion on Chinese imports in 2017, an uptick
from last year, but only exported USD 1.6 billion in goods over the last twelve
months. North Korea's 2017 exports represent a dive from 2013, when it shipped
out almost USD 3 billion in goods to China. The dip follows a year where the
United States led an international push to put “maximum pressure” on North
Korea by cracking down on its trade. Besides commerce with China, the US
has also persuaded a raft of African countries to cut ties with Pyongyang. UN
restrictions on the buying of coal, iron, gold, silver, titanium, vanadium, nickel,
copper, zinc, and rare earth minerals from North Korea appear to account for
much of the drop in trade.
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Somehow, however, fuel is getting to North Korea in July 2018. Gasoline
prices in North Korea have nearly halved since late March, market data analyzed
by Reuters shows, “adding weight to suspicions that fuel is finding its way into
the isolated economy despite UN sanctions”. The UN Security Council passed
a resolution in December to ban nearly 90% of refined petroleum exports to
North Korea over its nuclear and missile programs.
Gasoline was sold by private dealers in Pyongyang at about $USD 1.24
per kg in August, down 33% from $1.86 per kg on June 5 2018 and 44% percent
from 2018's peak of USD 2.22 per kg on March 27, according to Reuters
analysis of data compiled by the Daily NK website. Diesel prices are at USD
0.85 per kg, down about 17% from March. UN Sanctions worked on the basis
of 4 million barrels of refined petroleum and 2 million tons of crude oil per
year.

North Korea and Smuggling
Smuggling is occurring by sea, where tankers exchange fuel. Smuggling
also occurs by land. Smuggling is defined as the crossing of the border without
interference by officials (or by bribing them to stand aside). By definition, there
are no statistics for smuggling. Smuggling takes place through use of small boats
to cross rivers, driving a vehicle through shallow places of the Yalu and Tumen
rivers, pack animals and pack porters between a vehicle in China and vehicle
or warehouse in North Korea. Also used is the “old tradition” in Northeast of
using misleading reports of contents.
North Korea’s feared State Security Department (SSD) has established a
new “trade organization” tasked with earning foreign currency from China,
according to sources who say the branch will likely use its broad powers to
tap into channels used by the impoverished nation’s subsistence smugglers.
The SSD, also known as the Ministry of State Security, set up the organization
“very recently” with its headquarters in the capital Pyongyang and several
satellite offices in “local areas” of North Korea, a source from North Hamgyong
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province, along the border with China, told RFA’s Korean Service. “While the
whole nation is aware of the shortage of foreign currency in North Korea, it
seems strange to establish a new trade organization under the SSD, which
traditionally monitors the population’s activities to ensure they do not contravene
the rules of the regime,” said the source, who spoke to RFA on condition of
anonymity, after recently visiting
In addition to keeping an eye on the political actions of the public in North
Korea, the SSD’s secret police force keeps tabs on North Koreans who travel
to and from China, as well as telephone communications in border areas.
Sources said the move will likely have implications for North Koreans who
subsist on Chinese currency they earn by running smuggling operations over
the border. They said North Koreans have expressed mixed reactions to reports
of the trade organization, with some suggesting smuggling will become more
difficult if the SSD takes over existing operations, and others saying it will
become easier if the branch cooperates with smugglers to take a percentage of
their earnings.
The attitude toward smuggling seems to be contradictory or changeable.
North Korean authorities are threatening strict punishment for cross-border
smugglers and remittance facilitators amid the recent discovery of their leading
role in leaking sensitive information to external actors.
A Daily NK source in Yangkang Province reported that, “Smuggling is
being considered a ‘treasonous act’ right now, because it was recently discovered
that some smugglers and traders dealing in remittances from [South Korea] had
certain pamphlets hidden in their luggage. The authorities believe that state
secrets are being leaked by people contacting others in China, and the security
forces are now passing down orders on this via people’s units and the Democratic
Women’s Union.”
The question is, is this accurate or is it that only licensed smugglers were
to be allowed from 2014. Or that like the donju (North Korea’s foreign business
men and women involved in foreign trade) smugglers were to pay a proportion
of their FX earnings to the state.
Sanctions have led to adaptive strategies for smuggling. The response seems
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to be: In case of sanctions—use smaller ports in both the North and in China
in the Shandong peninsula. Chinese smuggling vessels have been discovered
skirting recent UN sanctions that ban trade in marine products with North Korea.
Container cars have been sighted making their way from other North Korean
port cities to the city of Yongchon in North Pyongan Province adjacent to the
West Sea, where North Korean companies are loading Chinese smuggling
vessels with the sanctioned products.
Figure 4. Smuggling zone

Source: Daily NK, December 2017.

Problems with the Sanctions Regime
It is telling that two successive UN coordinators resigned because issues
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with the UN sanctions scheme of the UN scheme. These were particularly glaring
in the case of Iraq wherein a sanctions review likened them to a crime against
humanity.
The Food for Oil scheme of 1995 was meant as a partial solution, but
money was not disbursed. USD 60 billion disappeared after the US administrator’s
takeover and was never accounted for. The Iraq sanction review concluded that
sanctions should be smarter and should have a fixed term to avoid one member
with veto power stopping the change in the sanctions.
However, sanctions on North Korea ignore this issue. In September 2017,
the standard humanitarian clause was changed to say that all UNSC sanctions
applied to humanitarian activities as well.
Figure 5. Recent sanction list
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Consider, for example, that North Korea has a serious tuberculosis (TB)
problem both for treatable TB and multidrug resistant TB. The United States
put pressure on the Global Fund (Bill and Melinda Gates Fund) which had an
extensive programme for normal TB to cease operations “because of diversion
of funds.” Treatment was set to end in 2018. Multidrug resistant TB was handled
by the Eugene Bell foundation. US December 2017 sanctions, as interpreted by
both South Korea and China, are preventing part of the treatment package from
being delivered.

The North’s Free Trade Zones
SEZ and EDZs of the DPRK
Between 1992 and 2016, the North Korea announced a steady increase in
Special Zones. Of all these, Andray Abrahain considers four have the biggest
chance of success: Sinuiju, Rason, Wonsan-Kumgang, and Unjong.
Figure 6. North Korea special zones
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Kaesong Industrial Estate
The Kaesong Industrial Estate was closed by South Korea president Park
Geun-hee against the 2013 agreement to make the zone immune to political
issues. It cannot reopen without sanction relief. The North is keen to reopen
it and so are about 100 of 124 companies (30 had gone to Vietnam but are
eager to return). However, opening is not likely without movement by the United
States.
There is a proposal to use South Korean won exclusively. Exploiting Korea’s
Foreign Exchange Transaction Act could pave the way for the two Koreas to
bolster economic cooperation. As I stated in a recent interview, “In general this
(foreign exchange act) retards the Korean economy and handcuffs the Korean
financial industry, but in the case of North Korea it will help.”

Sinuiju
Sinuiju is a new tourist point for Chinese and sometimes foreigners. Travel
to Sinuiju includes touring about 40 kms into North Korea. Visiting Chinese
have invested, and Korean companies are interested, especially in the old Sinuiju
cosmetics factory. By 2017, there were taxis, apartments, and retail units open
with Chinese investment in Sinuiju. Most convenience stores also seem to be
Chinese investments (http://www.rfa.org/english/news/korea/un-sanctions-fail-tocool-chinese-ardor-08182016110957.htm).

Rason
On November 2015, North Korea made public detailed plans in seven
categories, including potential industrial complexes and tourist resorts, tax
policies, investment policies, and corporate registration procedures. At the same
time, it posted about 50 regulations related to investing in the Rason Special
Economic Zone on Naenara, North Korea’s official web portal, which is available
in English and eight other languages.
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Ten locations are slated for development as resorts, among which are
Sinhae International Meeting District, Bipa Island Ecological Tourism District,
and Haesanggeum Tourism District.
There will be nine industrial districts, including the Rajin Harbor Logistics
Industrial Complex and the Sinheunggyeong Industrial Complex. The Rajin
Harbor Logistics Industrial Complex is connected with the Rajin-Khasan Project,
a cooperative logistics project involving South Korea, North Korea, and Russia.
North Korea announced plans to invest a total of USD 15.48 billion in these
development projects, with USD 9.22 billion earmarked for industrial complexes
and USD 6.26 billion for tourism districts. In addition, North Korea agreed to
accept foreign investment in the form of joint ventures in the Rason Special
Economic Zone, to allow foreign capital to manage their businesses freely, and
to guarantee their profits. Investors will be able to remove legally acquired assets
from the economic zone without restraints and will be allowed to independently
plan their production, sales, and profit distribution.
North Korea also defined the taxes that would apply the Rason Special
Economic Zone, including transaction tax, management tax, corporate income
tax, private income tax, local tax, property tax, and inheritance tax - and provided
a detailed explanation of the tax rates and benefits.
Figure 7. Recent view of Rason from the Songbong Road
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Unjong
Unjong is the only SEZ located within Pyongyang city limits. Unjong sits
on the border of Pyongsong City. Unjong’s prominence in state media stretches
back to 2002, when the Academy of Sciences Unjong Branch signed an agreement
with Russia’s Academy of Sciences Far Eastern Branch. Little coverage on Unjong
was available until 2011, when discussion about infrastructure began, followed
by the establishment of the Unjong Hi-Tech Company, the corporate entity
entrusted with developing this park affiliated with the State Academy of Sciences
(SAS).
In July 2014. Unjong was designated a Special Economic Zone. Despite
being clustered with other zones, Unjong has been placed under the purview
of SAS, not MoEE. This could be a boon to Unjong, as it has an influential
sponsor tasked solely with its development, rather than having to exist as one
of many SEZs competing for MoEE’s attention

Sanctions Revisited and the “Expert’s” View
Sanctions on humanitarian activities relaxed August 2018. Nearly half the
population of North Korea face starvation according to UN officials, who have
reported a drop in food production last year. UN resolutions specify that sanctions
should not affect humanitarian aid, but relief organizations argue that strict trade
and banking measures are creating bureaucratic obstacles and slowing down the
flow of vital supplies.
In fact, the wording of UNSC decrees was toughened in September 2017
giving humanitarian organizations much less room to supply aid to the North
Korean people without violating sanctions.” A potential option is a ‘Fish for Food’
program in a West Sea peace zone, specifically using Baeknyongdo for this.
Investing in North Korea, where the economic system remains vulnerable,
is still risky, according to Michael Kovrig, a senior adviser with International
Crisis Group. “North Korea’s underdeveloped business environment, high degree
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of political interference and lack of infrastructure makes it an extremely
challenging place to invest, and not easy for trade either,” says Kovrig. “Even
if the sanctions are scaled back to allow more forms of trade or investment,
without state backing, relatively few foreign enterprises will be willing to take
the risk.”
This is not the case, neither Chinese nor South Korean nor Western business
would be deterred by the opportunities to invest if sanctions were lifted on
banking and trading and if bullying of global banks by the United States were
to cease.
In the coming year, the Korean war could be declared at an end by South
Korea, North Korea and China but, it is not clear that the United States or UN
will agree due to the slow pace of denuclearization. Further pressure from
humanitarian organizations that changed some sanction measures in August 2018
may “shame” the UN into relaxing some measures, but the evidence is that the
“oldest profession in the world” smuggling has already ensured that the North
will not suffer as Iraq suffered. CVID with an undefeated country is a fantasy,
step-by-step process is the only realistic road, which brings the region together
as well as moves towards the removal of missiles and nuclear warheads from
North Korea.

Logistic Connectivity for
Northeast Asia
Inoue Satoshi

Three forces driving fundamental changes in logistics. The world economy
is being regionalized, intensifying the intra-regional trade around the globe. The
global supply chain has gone through fundamental changes, from “productiondriven” to “market-driven”. The regional logistics system shifting the strategic
principle from “hub & spoke” to “point-to-point” and “short & direct”. Therefore,
efficient and advanced logistics connectivity for intra-regional trade of North
East Asia should be developed.
World container trade centers around East Asia East Asia handled 58% of
the world container traffic (185 mil TEU) in 2015. Container traffic for IntraFigure 1. World container trade and East Asia

Source: Japan MLIT Maritime Report 2017.
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East Asia is one-third of the world total.
Figure 2. Partners of Japan’s containerized trade

Source: Compiled from MLIT port statistics 2011.
Figure 3. Container shipping between Japan and China

Source: N. Kuroda (2013).

Logistic Connectivity for Northeast Asia

Table 1. Transit Time between Japan’s Ports and Shanghai Port (as of January 2016)

Figure 4. Sailing days from Japan’s ports to Shanghai
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Northeast Asia faces poor shipping services for intra-regional trade. Direct
port-to-port shipping services are yet to be developed. Many are based on
transshipment at hub ports in the region, resulting in a longer transit time. Many
are based on a loop of multiple-port calling, resulting in an unnecessarily longer
transit time. One answer might be a marine shuttle.
In this respect, a Northeast Asia marine shuttle would afford great
opportunities for the region.
Marine shuttle = frequent, regular and direct shipping services
 Container and Ro/Ro services
Consolidation of cargo by regional initiatives
 Consortium of shippers (e.g. Sendai⇔Shanghai 300~500TEU/w)
 Alliance of partner port authorities
 Regional call for business proposal from shipping lines
Supports of governments
 Expeditious customs clearance
 Financial support for start-up
Networking Northeast Asia shuttles among major ports
 Joining forces rather than competing among all stakeholders
 Sharing best practices and experiences among ports

Towards Advanced Connectivity for Northeast Asia
The aim should be to achieve advanced connectivity for Northeast Asia by:
Reducing lead time (transit+waiting time) between ports of the region by
 Introducing shuttle services, a North East Asia Shuttle (NEAS)
 Harmonization of customs processing, Mutual recognition of AEO
 Coordinating information systems, East Asia Port Information
System
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Evaluating progress and identifying problems by
 Developing a “Regional Ports Connectivity Index”
 Analyzing statistical and geographical distribution as well as time
trends of the Regional Ports Connectivity
 Identifying problem ports of poor connectivity and implementing
improvement measures
For this transformation, an integrated and cooperative approach is essential
among the countries of the region.

Cross-border Infrastructure in
Northeast Asia: Transport and Energy
Sangmin Nam

Northeast Asia lacks the necessary cross-border infrastructure to enable
freer movement of people, goods, energy, and information; and to support
economic diversification and access to energy and the development of global
value chains. The goal for Northeast Asia should be: “soft” cross-border
infrastructure: Coordinated legal, regulatory, procedural frameworks for customs
and immigration; and “hard” infrastructure: Physical connectivity of transportation
links, ICT, energy transmission.
Cross-border infrastructure (hard and soft) has a crucial role to play in trade.
The quality of hard infrastructure (e.g. ports, rail, roads) largely influences
transport costs; in turn, transport cost is a key determinant of export competitiveness
to access markets. Efficiency of soft infrastructure (e.g. customs management,
trade-related regulatory procedures) is a key enabler of lower trade transaction
costs. The WTO Trade Facilitation Agreement could reduce trade costs for Asian
and the Pacific economies by 6% to 9% (Source: ADB-ESCAP 2017 study on
trade facilitation and better connectivity for an inclusive Asia and the Pacific).
Based on intra-regional trade shares, the Northeast Asia economies have
varied levels of integration with the region. Most economies (except for China
and South Korea) exhibited higher intra-regional shares in 2017 relative to 2005.
Russia’s intra-regional trade share doubled in 2017 from its 2005 share, from
11.0% to 21.7%. North Korea and Mongolia rely heavily on the region for a
significant amount of their total trade, with intra-regional shares of 91.0% and
81.2% in 2017, respectively.
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Progress and Challenges
Northeast Asia has seen some progress including:
 Exchange of electronic documents between Mongolian and Russian
railway authorities from 2016 through Instruction message
(IFTMIN)—paperless procedures for railway transportation.
 E-sign from 2018 between Ulaanbaatar Railways and Russian
Railways, accepting international and domestic transport documents.
 Development of sufficient and efficient capacities of transshipment:
Zamiin-Ude Regional Logistic Park in 2018.
However, challenges remain, among them:
 Lack of available wagons for reloading both on Zamiin-Ude and
Erlian stations
 Lack of cooperation between internal and external stakeholders:
Electronic information exchange between railways and control
authorities
 Long time taken for freight trains to cross the border at the Erlian/
Zamiin-Ude
 Lengthy transshipment operations, limited reloading/receiving capacities
Another important challenge is integrating the transport systems of the
Korean Peninsula with the rest of Northeast Asia. This involves, diversifying
transport modes of South Korea’s trade with Northeast Asian countries, and vice
versa; improving North Korea’s transport-trade facilitation with other North
Korean countries; and strengthening coordination of soft infrastructure—spillover effects beyond trade-transport.

Potential for the Region
Several plans, proposals and initiatives have been put forth to enhance the
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connectivity of the region, including the Asian Highway Network (AHN), the
Trans-Asian Railway Network (TAR), and possible arrangements for North and
South Korea international railway transport.
The Asian Highway Network (AHN):
 Comprises 143,000 km of highways in 32 countries.
 AHN provides minimum standards and guidelines for the construction,
improvement and maintenance of AH routes in 4 classes: Primary,
Class I, Class II, Class III (absolute minimum standard).
 From 2008 to 2017, member countries made substantial efforts to
improve the quality of road infrastructure resulting in Primary Class
roads covering 11.8% of AHN (up from 9%).
Figure 1. The Asian Highway Network (AHN)

The Trans-Asian Railway Network (TAR):
 Comprises 118,000 km of existing or planned railway tracks in 27
countries that have been selected by member countries for their
current or future potential to carry international trade
 Of the total, about 12,400 km (10.5% of TAR) are missing and have
yet to be constructed
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Figure 2. Trans-Asian Railway Network (TAR)

Further possible arrangements include international railway transport plans
for North and South Korea.
Figure 3: Possible arrangements for North and South Korea international railway transport

Source: Review of Developments in Transport in Asia and the Pacific 2017, ESCAP.
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The goal for the region should be strengthening multilateral and bilateral
transport cooperation including through subregional agreements on transport
facilitation. An example of this is the Intergovernmental Agreement on
International Road Transport along the Asian Highway Network by the
Governments of China, Mongolia and the Russian Federation. This was facilitated
by ESCAP and signed on December 2016. Each party grants carriers of the other
two parties the rights to undertake international road transport on their respective
national territories along Asian Highway routes 3 and 4. The agreement aims
to simplify procedures and formalities on issuance of visas for drivers, customs,
transport, phytosanitary and veterinary inspection related to international road
transport.
Figure 4. Strengthened agreements on trade facilitation

Source: ESCAP at https://www.unescap.org/resources/model-subregional-agreement-transport-facilitation.

The Handbook on Cross-border Transport along the Asian Highway
Network includes a useful figure on cross-border transport performance
indicators.
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Figure 5. Cross-border transport performance indicators

Source: Handbook on Cross-border Transport along the Asian Highway Network.

A further area of connectivity is in energy. Here various power grid
interconnections for Northeast Asia have been examined and proposed:
 Gobitec and Asian Super Grid (Ministry of Energy of Mongolia, Energy
Charter Secretariat, etc.)
 Asia Super Grid (Renewable Energy Institute, previously, Japan
Renewable Energy Foundation)
 International Consortium on Super Grid for Northeast Asia (Mongolian
Society of Asian Super Grid, Korean Consortium for Super Grid and
China Renewable Energy Society)
 Northeast Asia Super Grid (Korea Electric Power Corporation)
 Northeast Asia Super Grid (Skoltech Institute of Science and Technology,
Russia)
 Northeast Asian Electrical System Ties (Malentiev Energy System
Institute of Russia and Korea Electrotechnology Research Institute)
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In a feasibility study conducted by Salkovo Institute of Science and
Technology (Skoltech) found that in an optimal scenario of all power systems
integration, by 2035 it is possible to:
 Reach the annual volume of energy exports and imports up to 400 TWh.
 Get total economic benefits 30 billion $/year.
 Save investments in new generating units construction up to 75 billion $.
 Reduce the amount of input generation capacity by 70 GW.
A feasibility study by the Skoltech, EN+ Group (Eurosibenergo), and
Korean KEPCO Corporation found:
 Savings of operation expenditures of joint power system (including the
costs in electric grid infrastructure) —more than USD 17 billion./year.
 Substitution of new generating capacity by flows from other countries
(displaced mostly coal and nuclear generation)—more than 38 GW.
 Savings investments - more than USD 50 billion.
 Savings compensating heating and pumped storage power plants capacity
for compensating irregularities of renewable energy—up to 16 GW.
Many feasibility studies are underway, technical feasibility, economic
feasibility studies, but any of these proposals need political support. That seems
to be the common message from all the feasibility studies.

Part III
Financial Cooperation in
Northeast Asia

Financial Cooperation in
Northeast Asia: Current Trends
and Opportunities
Maeda Tadashi

In this region, there is a need to restructure strategy to create a Northeast
Asia banking apparatus. This may be even more important now, given the
changes and uncertainties surrounding US foreign policy.
One significant institutional mechanism for Northeast Asia has been the
Tumen River Area Development Program (TRADP) which was founded in 1991,
but this was very narrowly defined in terms of stakeholders. The Northeast Asia
Economic Forum was also started that same year. The TRADP has evolved in
the what is now called the Greater Tumen Initiative (GTI). the GTI is an
effective platform for regional economic cooperation, expanding policy dialogue,
improving business environments and contributing to peace and stability in
North East Asia. The Consultative Commission is composed of vice-ministers
from the GTI member governments, China, Mongolia, South Korea and the
Russian Federation.
Back in 1994 under the Agreed Framework for North Korea, Japan was
asked for KEDO funding. Japan still expects requests for economic cooperation
if the nuclear issue is solved. The current “Trump way” leaves technical issues
(like CVID) to experts. It is okay that this was left out of the declaration, the
bilateral meeting was still significant. The Joint Statement of President Donald
J. Trump and Chairman Kim Jong Un at the Singapore Summit (June 2018),
states that:
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 The United States and the DPRK commit to establish new US–DPRK
relations in accordance with the desire of the peoples of the two countries
for peace and prosperity.
 The United States and the DPRK will join their efforts to build a lasting
and stable peace regime on the Korean Peninsula.
 Reaffirming the April 27, 2018 Panmunjom Declaration, the DPRK commits
to work toward complete denuclearization of the Korean Peninsula.
 The United States and the DPRK commit to recovering POW/MIA
remains, including the immediate repatriation of those already identified
Also left out, but significant for Japan is the issue of abductions of Japanese
citizens by North Kora. This remains a key issue for Japan regarding North
Korea and it is still unsolved despite Koizumi–Kim visits. The Japanese public
will not allow direct economic assistance to North Korea until this issue is
resolved; thus, there is a need for an instrument to give indirect support. The
GTI could be an effective platform for promoting regional business and financial
cooperation, although North Korea is not currently a member.
The Japan–China summit meeting of May 2018 yielded a commitment to
Japan–China business cooperation in third countries. The leaders of the two
countries shared the view to establish a new “committee” for discussions
between ministries and agencies jointly involving the public and private sectors
under the framework of the Japan–China High-Level Economic Dialogue in
order to discuss specific projects, and to hold a “forum” as a place for exchanges
among companies on the occasion of Prime Minister Abe’s visit to China.
Prime Minister Abe once again explained the position of Japan that it would
explore the possibilities for cooperation for each individual project, based on
international standards such as openness, transparency, economic viability, and
financial sustainability. The two leaders confirmed that they would deepen
cooperation regarding common issues such as environmental issues, climate
change, biodiversity and sustainable development goals.
There are other examples of Japanese cooperation in Northeast Asia. Japan
is involved in the Far East JPPV (jointly established by Japan and Russia) and
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aimed at the Russian Far East. This is an “advisory instrument” to support
Japanese investment in the Russian Far East; it is also involved in project
exploration, and business/investment environment improvements, and this is
50% funded by the Japan Bank for International Cooperation (JBIC).
Regarding future steps, it is unlikely that the US State Department would
support World Bank or IMF involvement in North Korea development, at this
stage. We should, however, utilize any momentum created from the TrumpNorth Korea meeting. Although the United States is now reluctant to support
any multilateral efforts, it should be invited in later stages. A good place to
begin and continue efforts is with the GTI–simple but quick. In my view; Japan
should participate in the GTI (this was previously rejected because of concerns
that any Japanese participation could become a vehicle for support to North
Korea); now, however, perhaps it could serve as an indirect support mechanism
to North Korea through a more balanced emphasis on regional development.
GTI fits the bill right now, it is a timely mechanism.

A Review of the Asian
Infrastructure Investment Bank
Stanley Katz

When the Asian Infrastructure Investment Bank (AIIB) started operation in
2015 signups expected adherence to existing procedures, precedents; countries
expected it to follow the format of other development banks, but this has not
been the case

Capitalization Issues
The AIIB charter does not sell bonds in foreign markets, it also lacks
treasury to do this; it obtains funds from “multiple sources”, both public and
private. But mobilizing local currencies does not work for infrastructure investment
because hard currency is needed. Member countries’ capital subscriptions will
have to be mobilized to buy goods, services, and it will be called on sooner
than expected.

Management Issues
The AIIB eliminated responsibility of the board of directors due to cost,
responsibilities are assigned to the president. This causes conflict as the president
is interested in performance, and a board of directions is concerned with balance
of portfolio (paying enough attention to smaller countries).
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Other Red Flags
Other red flags are worth noting:
 Program balance: there is disproportionate lending to India at present,
mostly with additional co-financing; the AIIB could lose some control
to India over strict environmental, policies, and so on.
 Non-traditional lending to other regional projects: loans to Oman,
Egypt, Georgia, Turkey, and so on; this is outside traditional jurisdiction
of ADB, perhaps there is some confusion with the BRI agenda?
 Co-financing: most of AIIB’s portfolio is co-financed, the AIIB only
has approximately 150 staff, too few for a self-sustaining development
bank; additional resources will be needed in the future. The AIIB
doesn’t seem concerned at the moment.

Establishment of the NEADB to
Support North Korea’s Economic
Development
Jai-Min Lee

Recent Changes in Northeast Asia and the Korean Peninsula
There have been very significant changes in Northeast Asia, most notably
involving North Korea and South Korea relations as well as the United States
and North Korea summit meeting. There is now great momentum for Northeast
Asia economic development and cooperation. Ensuring peace on the Korean
peninsula will allow us to undertake pending economic tasks. This is the best
time to discuss a Northeast Asia Development Bank (NEADB).
Peace on the Korean peninsula is vital to the security of Northeast Asia.
We should allow North Korea to participate in the activities of a global society
and achieve economic prosperity. North Korea is the only area of this region
that remains underdeveloped. The lack of infrastructure in this country is so
severe that developing infrastructure is imperative. Injecting development financing
into North Korea will improve the country’s economic level, and ultimately
contribute to stability in Northeast Asia.

Support for North Korea’s Economic Development
Developing the North Korean economy will require significant funding.
Development estimates for this vary with one estimate at USD 140 billion. over
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20 years (FSC of South Korea in 2014) and another at USD 621 billion over
20 years (Korea Development Bank in 2017. Indeed, there is active discussion
on helping North Korea develop its economy and its cross-border project.
The financial sources to meet the demands of cross-border projects with
North Korea are also keenly discussed. Existing multilateral development banks
are a promising source However, one major obstacle is that North Korea is not
a member of any multilateral development bank. It could take approximately
two years for North Korea to join the IMF, for example, if that were a possibility.
An alternative plan might be the establishment of a special trust fund within
a multilateral development bank (e.g. the World Bank) to support North Korea.
In some cases, non-member countries have received assistance from special trust
fund of the MDBs. Many experts consider establishing a special trust fund in
the World Bank as the most plausible way to assist North Korean development.
However, this plan has several problems. The volume of a trust fund is
limited. A trust fund has no borrowing capacity, so it cannot mobilize large-scale
funds. The development of North Korea requires a huge amount of money over
a long-term period. Moreover, commercial projects or high-income nations are
not eligible for World Bank loans. There are many cross-border projects between
North Korea and other neighboring countries, which are not eligible countries.
This renders it impossible to fund cross-border projects with World Bank
assistance. Existing multilateral development banks cannot focus adequately on
North Korea.
The primary financial source should be the establishment of an NEADB
as a new multilateral development bank, which can focus on development
projects in North Korea and the Northeast Asian region. The establishment of
the NEADB would be best way to support North Korea development and assist
North Korea’s transition to a market economy.

Considerations in Establishing the NEADB
The core members of NEADB should be South Korea, North Korea, the
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United States, China, Japan and Russia. These countries are directly involved
in maintaining security and peace in Northeast Asia. It is very important to
attract the United States as a core member country. It could improve the
NEADB’s creditability which is necessary to raise money at a low cost in the
international capital market. Participation of the United States could also
promote the collaboration of other countries. In the past the United States has
taken an unfavorable view toward discussion of the NEADB because of the
North Korea issue. However, the Trump-Kim summit seems to have mitigated
previous political obstacles to United States participation in NEADB. President
Trump promised to help North Korea develop economically if it performs
de-nuclearization.
China, Japan and Russia have no reason to oppose the NEADB. China
could have an opportunity to develop its three northeast provinces, which share
borders with North Korea. Japan, threatened by the North Korean provocations,
strongly hopes to improve its relationship with North Korea. Russia could also
strengthen its New Eastern Policy to develop the Russian Far East.
South Korea should take a leadership role in establishing the NEADB. As
South Korea has the most direct involvement in terms of peace in the peninsula,
it is expected to shoulder a considerable portion of expenses for the economic
development of the North. It should make maximum efforts to ensure that the
United States, China, Japan and Russia participate in the NEADB.

NEADB Business Activities
The NEADB needs to benchmark the European Bank for Reconstruction
and Development (EBRD) in its business activities. The EBRD was established
to support the socialist countries after East European nations began to adopt
a market economy system. The EBRD set precedent in this respect.
NEADB’s support measures are divided into two sectors: financial support
and technical support. NEADB might need an exclusive aid window to assist
non-commercial projects or a program in North Korea. NEADB loans have no
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eligibility restriction; the NEADB could provide financing to commercial
projects or high-income countries. But it needs to focus on attracting foreign
investors to North Korea and Northeast Asia; it should attract for foreign through
loan incentives.

GTI Utilization
The GTI can assume a leadership role in setting up the NEADB as a
primary agent. The GTI is the only Northeast Asian consultative body with a
secretariat dedicated to the development of the region, supported by the UNDP.
It could undertake the task of forming the NEADB at a working level. The GTI
should create a special trust fund that can finance multiple infrastructure projects
within North Korea and Northeast Asia. Potentially, the core member countries
of NEADB should take majority shares in the fund. It would be a fast track
to support North Korea financially. The GTI would serve as a transitional facility
that would become the NEADB. Its funding capacity, loan experience and
business network would be incorporated into the NEADB.

Conclusion
This is the right time to promote the establishment of the NEADB, with
significant mitigation of the political risks regarding North Korea. Considerations
in establishing the NEADB are: First, the United States should participate in
the NEADB as a core member country with the regional countries. Second, the
NEADB should provide financial support for Northeast Asia’s development
projects, along with technical support for North Korea’s institutional transfer.
Third, we need to use the GTI as a primary agency in setting up the NEADB,
and therefore we should create a special trust fund within the GTI.

Part IV
Energy and Environment in
Northeast Asia

Trends in Energy Transformation
and Policy
Iinuma Yoshiki

Northeast Asia Electricity Overview
Looking at Northeast Asia broadly, we find that electricity production in
Northeast Asia (for 2015) is highest in China. This is followed by the United
States, as shown in Figure 1. In terms of energy generation per capita, the United
States has the highest and Korea comes in second. China’s is quite low, as seen
in Figure 2. The electricity generation mix amongst the Northeast Asian
countries is quite varied. However, coal continues to hold a large share in China
77%, Korea 43%, Japan 33%, and Mongolia 93%. In the United States (as of
2015), coal remained significant at 34% and in Russia 15%.
Nevertheless, there is a drive toward renewables in the region. China is
number one in the world in terms of wind and solar installation. The EU is
a close second, in wind especially (Figure 3). Renewables costs are falling
dramatically, especially PV solar. In some cases, the prices of renewables are
falling to or below those for gas and coal. Of course, costs differ across markets,
but it can be said that renewables are becoming increasingly competitive. Note
the global average weighted installation cost and levelized cost of electricity
(LCOE) in Figure 4 and the cost trends for utility scale solar PV installed
(Figure 5).
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Figure 1. Electricity Production in Northeast Asia (2015)

Source: IEA, Electricity Information (2017).
Figure 2. Electricity generation per capita in Northeast Asia (2015)

Source: Japan Electric Power Information Center (JEPIC).
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Figure 3. Cumulative installed solar and wind capacity in Northeast Asia, US, and EU

Source: IRENA; Japan Electric Power Information Center (JEPIC).
Figure 4. Global average weighted installation cost and LCOE for utility scale PV, onshore and
offshore wind

Source: Japan Electric Power Information Center (JEPIC).
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Figure 5. Utility scale solar PV total installed cost trends, 2010-2017

Source: IRENA; Japan Electric Power Information Center (JEPIC).
Figure 6. California independent system operator duck curve

Source: Japan Electric Power Information Center (JEPIC).
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This increase in renewables, has its challenges. For example, the California
‘duck curve’ challenge: the sharp drop in demand that occurs during the day
followed by a massive ramp up after work; see Figure 6 for a graphic illustration
of this phenomenon (this is also discussed further later in this report). Note the
projected overgeneration risk for 2020. See also Figure 7 for an illustration of
the actual net-load and three-hour ramps which are about four years ahead of
ISO’s original schedule due to technological and innovations and policy interventions
to address variable renewable energy.
Figure 7. Actual net-load and 3hour ramps about four years ahead of ISO’s original schedule

Source: California ISO, CAISO 2018.

California is not alone in facing these challenges and in efforts to address
them. A look at countries around the world shows us that they are at different
phases of deployment of variable renewable energy (VRE) integration, as can
be seen in Figure 8. Most countries of the world are in the early phases, 1
or 2, of system integration; a variety of power system jurisdictions are experiencing
later phases. Denmark and South Australia, for example, are reaching 40%
integration of VRE. The dynamics of VRE integration need to be carefully
studied.
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Figure 8. Deployment phases of variable renewable energy (VRE) integration

Sources: Adapted by JEPIC from IEA, Renewables 2017: Analysis and Forecasts to 2022 (2017);
IEA, Status of Power System Transformation (2018).
Figure 9. Large-scale battery storage capacity by region (2003-2017)

Sources: EIA, US Battery Storage Market Trends (May 2018).

To go further with VRE, in general, there is a need for energy storage,
which decouples supply and demand and introduces flexibility. Large-scale
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battery costs are still high. There is an expectation, however, that these will
drop, like the price for PV solar has.
Figure 10. Total installed cost of large-scale battery storage systems by duration

Sources: EIA, US Battery Storage Market Trends (May 2018).

Perspective from the United States:
Update on US Energy Policy
and Technology
Terry Surles

Global renewable energy capacity has now reached over one terawatt. The
energy use of the United States has not changed in 20 years. This is partly due
to energy intensive industries moving out of the United States, but also because
of improvements in efficiency (as pointed out in previous reports).
Figure 1. Global renewable energy capacity

Source: Bloomberg NEF (2018).
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Figure 2. Electricity generation by resource

Figure 3. Renewable energy consumption by resource, most of biomass for transportation is ethanol
from corn
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The United States does not seem to have a federal-level energy policy that
applies to all areas of the country. Rather, to understand energy policy in the
United States, we need to look at the states, at state-level energy policy and
initiatives. We also can look at what companies are doing. Although the federal
government, under the Trump administration, has moved away from emphasizing
renewables, companies and states are moving to renewables. And the growth
in renewables is coming at the expense of fossil fuels (Figure 2).
Figure 4. Many companies are forging ahead with renewables

Solar energy output in California continues to increase. California state
government action has impacted electricity use since 1975. And on Sunday, 4
March 2018 at around 1PM, the state’s grid hit an all-time peak percentage of
demand served by solar 49.95%. This was the first time that over 10GW of
utility-scale solar was supplied. Approximately 5GW was supplied by behindthe-meter residential and commercial solar. Led by states and cities, the United
States will continue to be aggressive in addressing climate change. California
and Hawaii have already met their 2020 goals.
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Figure 5. California energy usage per capita vs. the resto of the US

Source: CEC Integrated Energy Policy Report (2017).
Figure 6. State members of the US Climate Alliance and city members of Climate Mayors

Source: Bloomberg NEF (2018).
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Much is made of President Trump’s emphasis on coal. Despite President
Trump’s pronouncements, energy efficiency technology production and installation
create many more jobs than coal. President Trump can’t force utilities to burn
coal, it is simply not cost-worthy, it is inefficient. Moreover, utility energy
efficiency savings are cumulative. In addition, natural gas prices remain low.
Thus, we can expect that coal-fired retirements will continue to be part of a
longer-term trend.
Figure 7. Utility energy efficiency savings are cumulative

Source: US Department of Energy (2017).
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Figure 8. Coal-fired electric generation retirements

Source: S&P Global Market Intelligence; IEEFA research.
Figure 9. US states are rapidly decommissioning coal-fired plants; annual change in electricity
generation in selected states (2014-2015)

Source: US Energy Information Administration (IEA), Electric Power Monthly.
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Figure 10. Jobs in renewable energy sector

Tax credits allow both wind and solar to be competitive with natural gas.
However, only wind is competitive without tax credits. Nevertheless, solar
power continues to appeal. Clear examples of this can be found in California
which now is home to the world’s largest thin film solar PV project (Riverside),
the world’s largest solar thermal power plant (San Bernadino), and the world’s
largest solar rooftop (Apple HQ in Cupertino). In 2017, wind power represented
25% of electric-generating capacity additions. In 2017, the United States was
second in annual wind power capacity additions and cumulative wind power
capacity (Figure 12). Wind power additions continued at a rapid pace in 2017
in the United States. And in the current American political climate, it is
important to note that there is a lot of wind in Republican states, such as Texas
and Iowa. Texas installed the most wind power capacity in 2017. In fact, 14
states exceed 10% wind energy and four states exceed 30%.
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Figure 11. Wind power represented 25% of electric-generating capacity additions in 2017

Source: ABB, AWEA, GTM Research, Berkeley Lab.
Figure 12. Annual wind power capacity additions and cumulative wind power capacity
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Continued and New Challenges
However, there continue to be negative impacts due to renewable variability:
security threats, changing supply mix, extreme events, and new markets. More
extreme weather (wildfires, hurricanes, floods) and cyber-crime are new challenges.
Decentralized systems, for example, provide more ‘ins’ for hackers. Variable
renewable growth can impact generation and by extension, the cost of electricity
—in some cases resulting in electricity being sold at negative prices. A regional
energy imbalance market (EIM) was launched to deal with the oversupply of
energy. This enables real-time coordination and reserve sharing across a larger
resource base. A future energy grid will incorporate a two-way flow and will
be enabled by two-way metering. Automated demand response (ADR) will be
a tool for managing the grid. ADR addresses both generation and peak loads
(load shifting). In the future, we will see transactive energy markets. Transactive
energy is defined as interoperable automation that combines economic control
techniques to improve power system efficiency and reliability. Transactive
energy requires two-way communication and leads to dynamic price models. In
these and other way, the existing US power system is developing to meet new
reliability and resiliency challenges.
Figure 13. Average annualized cost of Cyber-crime by industry sector in 2015 (US$ millions)
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Figure 14. Percentage of annual prices below US$0/MWh (electricity)

Figure 15. Future grid incorporates two-way flow, enabled by two-way metering

Perspective from Korea:
New Paradigm for Korean
Energy Transition and Policy
Haksik Yoo

Korea has addressed the decarbonization of the energy system now for over
a decade. The concept of green growth, decreasing fossil fuel use, deploying
renewable energy, improving energy efficiency, GHG emissions reduction in the
energy sector, all these topics are connected the policy of decarbonization of
the energy system.
Now the Korea government is pursuing an ‘Energy Transition’. What
distinguishes this ‘Energy Transition’ policy from Korea’s energy policy in the
context of ‘decarbonization’? This section of the report answers this question.
The background and the value of the energy transition, the Korean government’s
policy direction towards an energy transition, and the roadmap and some other
important energy policy documents are examined here in the context of the
energy transition.

Energy Overview and Indicators
A look at recent energy indicators help us understand why the Korean
government is seeking this energy transition. Figure 1 shows that the energy
supply has continuously increased as the Korean economy has expanded. This
means that the supply of energy has played an important role in the Korean
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economy. Also revealed in Figure 1 is the amount of energy supply required
for Korea’s economic activity. It also shows that energy supply per capita has
been steadily increasing. This is because the energy supply has grown faster
than the population has. However, a more important reason for this is that the
Korean manufacturing sector, which accounts for the largest consumption of
energy, includes many energy-intensive industries, such as steel manufacturing,
petrochemicals, semiconductors, etc.
Figure 1 also delivers another important message, that of energy efficiency.
Korea has made efforts to improve energy efficiency in every sector, and
efficiency has improved steadily while the energy supply has increased.
Figure 1. Korea’s energy indicators for decades

Source: Korea Energy Economics Institute (KEEI).

Because Korea has no domestic energy resources, such as oil and gas, it
is highly dependent on energy imports. Until the 1990s, Korea had some
domestic production of coal, but this stopped in 1990s as the coal was depleted
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and became uneconomical to produce. Since the 1990s, Korea imports about
95% of its total primary energy.
Oil consumption per capita dramatically increased in late 1980s and early
1990s when the Korean economy grew very fast and household incomes
increased enough to allow Korean people to drive their own cars. However, the
share of oil in the primary energy supply has been decreasing since the Korean
government has tried to reduce dependence on oil and diversify the energy
sources after the oil shocks.
Electricity consumption per capita has been increasing due to electrification
in industry and households. The energy-intensive Korean manufacturing sector
explains the ever-increasing electricity consumption. But growth has begun to
flatten out recently with the slowdown of the Korean economy.
Figure 2 presents an energy balance flow chart for Korea (2016). It shows
how much energy is imported, from where the energy is sourced, and how the
energy is transformed to supply the final demand sectors. As evident, most of
the crude oil comes from Middle Eastern countries. Qatar supplied 37% of the
total LNG imported to Korea, and Australia became the second largest LNG
supplier in 2016. Renewables still do not supply a significant portion of energy
consumption.
Regarding electricity, generation from coal and nuclear combined accounts
for about 70% as a base load power. Electricity from natural gas is dispatched
as a peak load power because of its rather higher fuel cost. Renewables are
still at a small share of power generation.
Clearly, there are some concerns regarding Korea’s energy supply structure.
One of them is the high dependence on fossil fuels and nuclear power. In 2016,
94.7% of the total primary energy supply was imported from overseas, and fossil
fuels accounted for 83.3% of total primary energy. As mentioned, coal and
nuclear account for 70% of total power generation.
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Figure 2. Korea’s energy balance flow (2016)

Source: KEEI.
Figure 3. Korea’s power generation mix

Source: KEEI.
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Figure 4. PV power generation and renewables in power generation by sources in Korea

Source: KEEI.

The clean energy supply is insufficient and Korean renewable energy
largely depends on waste. Waste accounts for 60% of generation from renewables.
Waste, such as municipal solid waste, is a kind of renewable energy. But it
needs to be combusted in an incinerator to produce electricity. Thus, the Korean
government wants to reduce the portion of this kind of waste in renewables.
The use of photovoltaics (PV) is increasing fast, but it doesn’t represent a large
share of renewable power production.
Another concern regarding the Korean energy supply system is the high
dependence on nuclear energy. Nuclear power generation has contributed to the
Korean economy thanks to its low fuel cost. However, peoples’ perception of
the nuclear power is changing.
Korea is the world’s densest country in terms of nuclear reactors when the
density is calculated as the number of reactors against vis-à-vis the land area.
Almost 4 million Korean citizens live within a 30km radius of the Kori nuclear
power plant, which is one of the oldest.
The Fukushima incident in 2011 raised concerns among the Korean public
about nuclear safety. These concerns were further heightened in 2016 when an
earthquake of a 5.8 magnitude struck the southeastern region of Korea where
many nuclear reactors are located. Korea had been thought of as geologically

130

Momentum for Building a Northeast Asian Economic Community: Emerging Challenges and Opportunities

stable. However, an active fault was found to exist across the southeastern region
of Korea and the public has begun to think of the peninsula as no longer safe
from earthquakes.
Safety concerns over nuclear power plants results in low public acceptance.
Korea still does not have permanent storage for spent fuel. This is one of the
reasons why the Korean public in general and citizens living near nuclear sites
worry about increasing use of nuclear power.
Figure 5. Nuclear power in Korea in comparison and public concern in Korea regarding nuclear
power safety

Source: KEEI.

Air pollution is another energy-related issue of concern. The concentration
of fine dust, especially during winter and spring, becomes so thick that it is
a serious problem. Korea does not have any direct control over air pollution
migrating from outside the Korean territory. Thus, the government is now
focusing more on major domestic sources of pollution, such as coal power plants
and diesel cars.
As it has been pointed out in previous reports, Korea’s energy policy has
become an important election issue. Traditionally, economic policy and national
security issues dominate presidential elections and debates. But rising concerns
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over air pollution and nuclear safety have made energy policy an election issue
as well. This first became evident during the 2017 presidential campaign.
The administration of President Moon has been quite proactive in terms
of energy issues and a response to concerns that were salient during the election
campaign. When President Moon took office in May 2017, for example, he
ordered the temporary the shutdown of eight coal power plants during the month
of June to improve air quality. Starting from 2018, old coal plants were to be
shut down from March to June, when electricity demand is rather low (while
Korea experiences high levels of air pollution).
President Moon also stated that the government would overhaul its nuclear
power sector and policy. This was stated at the decommissioning ceremony of
Korea’s first commercial nuclear reactor, Kori #1. President Moon has also said
that his administration would stop the construction of new reactors and would
not extend the operation of aging reactors.
Following the nuclear phase-out vision, the government considered stopping
construction of two new nuclear reactors (Shin-Kori #5 and #6), which at the
time were already under construction. However, the conflict between proponents
and opponents of the nuclear reactors intensified. The government then decided
to submit the issue to a public deliberation process in an attempt to reach societal
consensus.
An independent committee, the Public Deliberation Committee on
Shin-Kori Nuclear Reactors #5 and #6, was established on July 24, 2017. The
Committee conducted surveys to secure public opinion, and finally suggested
that the government resume construction of the reactors according to survey
results. However, the committee simultaneously recommended implementing an
energy transition policy to reduce the use of nuclear power, since the majority
of survey respondents not only supported resumption of construction but also
favored reduced use of nuclear power.
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Energy Transition Roadmap
President Moon’s administration has pursued a reduction in the reliance on
nuclear power and an increase in renewables use. Following the results of the
public deliberation process, the Korean government prepared an energy
transition roadmap.
The Energy Transition Roadmap was announced in October 2017, and it
focuses on the nuclear power phase-out. This roadmap is not a typical energy
plan like an ‘energy master plan’ or ‘basic plan for electricity demand and
supply’. Rather it is a special policy document that directs a new way by which
Korean energy policy should accomplish a gradual nuclear phase-out.
According to this roadmap, the construction of Shin-Kori #5 and #6 will
be resumed. However, new construction plans for six other reactors were
cancelled. There are to be no more life extensions for aged reactors and one
aged reactor will be decommissioned. Following this gradual phase-out process,
the number of nuclear reactors will be cut to 14 by 2038 from 24 in 2017.
The road map also includes measures to minimize the shock to the nuclear
industry and related communities.
Figure 6. Gradual phase-out of nuclear reactors for next 20 years

Source: MOTIE, Energy Transition Roadmap (2017).

Perspective from Korea: New Paradigm for Korean Energy Transition and Policy

133

In contrast to a nuclear phase out, the Energy Transition Roadmap emphasizes
increased use of renewable energy with a target share of 20% by 2030 in total
generation, and the roadmap asks the government to devise and action plan to
meet this renewable target share of 20%.
In 2017, the Korea government announced the “Renewable 3020 Action
Plan.” According to the plan, renewable capacity will be increased to 63.8GW
by 2030 with the new installation of 48.7GW. Almost all the new installation
of renewable capacity will be PV and wind.
Figure 7. Renewable capacity additions by 2030 for Korea

Source: MOTIE, Energy Transition Roadmap (2017).

The action plan includes detailed policy measures to foster citizen participation
in PV businesses by expanding residential use in urban areas, by supporting
cooperative associations, and by activating solar farms in rural areas.
And the government will revise laws and ease regulations to earn local
acceptance and secure the proper location of projects in a timely and organized
manner. The government will review powerplant construction plans and grid
accessibility beforehand to allow large-scale renewable projects. Furthermore,
the government will raise the RPS target upward for the large public power
companies to develop more large renewable projects.
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The Renewable 3020 Action Plan also proposes making full use of
renewable expansion to foster new energy-businesses. The Korean government
will foster the clean energy industry with the rapid expansion of renewables.
Korea also expects to promote and disseminate the Internet of things (IoT) based
on new energy businesses using distributed power generation and 4th industrial
revolution technologies, such as artificial intelligence (AI), the Internet of Things
(IoT), cloud computing, big data, and mobile technology.
Figure 8. REN2030 Action Plan

Source: Korean Government; KEEI.

In December 2017, the government unveiled the 8th Basic Plan for Electricity
Supply and Demand. The plan reflects the energy transition philosophy of
President Moon’s administration and includes a forecast for power demand over
the next 15 years as well as construction plans for power plants.
The 8th Basic Plan projects electricity consumption and peak demand in
2030 under the target scenario at about 580 TWh and 100 GW, respectively.
The target reserve margin for 2030 is set at 22%, and this makes installed capacity
needed for the year of 122.6 GW in terms of effective capacity. According to
projection for capacity installation by 2030, the installed capacity of renewables
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would increase to 58.5 GW from the current 11.3 GW, in terms of nameplate
capacity. LNG plants will expand to 47.5 GW by 2030 from the current 37.4
GW. The combined capacity of nuclear and coal will represent around one-third
of the total capacity by 2030, which is reduced from the current 51%.
Renewable energy is set to supply 20% of electricity by 2030 according
to the Energy Transition Roadmap. The share of natural gas is expected to be
18.8% by 2030, while that of coal and nuclear power is expected to be 36.1%
and 23.9%, respectively.
Figure 9. Target mix for power capacity by 2030 for Korea

Source: MOTIE, The 8th Basic Plan for Long-term Electricity Supply and Demand (2017).

The 8th plan also addresses measures to mitigate the volatility of renewable
energy, which is expected to increase fast:
First, backup plants, such as an energy storage system (ESS), pump storage
power generation, combined cycle gas turbines, which can run gas turbines
separately when needed, can mitigate volatility with the rapid control of output.
The required capacity of the backup plants will be reflected in the minimum
reserve margin.
Second, the predictive accuracy of the renewable generation output will be
raised by constructing and operating an integrated control center for renewable
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energy.
Third, the electricity market system will be improved to incentivize installation
of flexible capacity.
Finally, the 8th Plan envisions a supergrid across the Northeast Asian
countries. A supergrid connecting Korea, China, Japan, Mongolia, and Russia
will facilitate and encourage the use of renewable resources and natural gas from
Mongolia. For Korea, increasing use of intermittent renewable energy will
require more grid connection to help ensure the reliability of the power system.
Figure 10. Supergrid to connect Northeast Asian countries

Source: MOTIE, The 8th Basic Plan for Long-term Electricity Supply and Demand (2017).

In April 2018, the Korean government finalized the 13th Plan for Supply
and Demand of Natural Gas, which forecasts future natural gas demand and
describes natural gas policies. Overall gas demand in Korea will increase to 40.5
million tons in 2031 from 34.1 million tons in 2018. Natural gas will play an
increasing role as a bridge fuel in the energy transition.
The 13th Plan for Supply and Demand of Natural Gas spells out the three
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pillars of supply policy of natural gas (all of which will be imported from foreign
countries):
First, the plan aims to secure a stable supply of natural gas to support the
energy transition policy by procuring natural gas preemptively and enhancing
cooperation with other LNG importing countries. The goal is to secure more
flexible clauses in mid-term and long-term LNG importing contracts.
Second, the plan seeks to geographically diversify the source of LNG
imports and to optimize the import portfolio in terms of the duration of the
contract and price formula.
Third, the plan calls for Korean LNG importers to strengthen their ‘reaction
capability’ vis-à-vis uncertainty in the global natural gas market.

Conclusion
Korea is experiencing new and big changes in terms of this energy transition.
It is a paradigm shift that is totally different from previous energy policy
approaches. The Korean government is now in the process of developing the
3rd National Long-term Energy Master Plan. This plan is the most comprehensive
master plan, with a plan period until 2040. The plan will be prepared by the
end of 2018.

Perspective from Japan:
Energy Trends and Policy and
Northeast Asia Cooperation
Tanabe Yasuo

Continued Global Energy Demand
Global energy demand will continue to grow worldwide, in particular in
Asia, driven by demand in China and India. Among energy types to meet this
demand, renewables will see the most growth, in light of the serious challenge
of climate change. Tremendous efforts are needed to reach the Paris Agreement
targets for reduction in CO2 emissions. The key to this will be energy efficiency
Figure 1. Global energy outlook: Demand will continue to grow, renewables growing most

Source: IEA.
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plus renewables. Energy demand from electrification will be a critical driver in
the energy scene. As the electricity supply becomes increasingly decarbonized,
the electrification of new end-use sectors (e.g. heating, transport) will expand
potential benefits. We can see a positive feedback loop between declining carbon
intensity and electrified end uses (see Figure 2).
Figure 2. Positive feedback between declining carbon intensity and electrified end uses

Source: IEA.

Digital Transformation in the Energy System
The deployment of digital technologies is creating a more interconnected
and responsive electricity system with the potential to help increase flexibility
efficiency and reliability. Trends in decentralization of energy systems are
developing in pace with digitalization. We are seeing a decentralized supply as
well as smartgrids, digital interconnection, blockchain. Digitalization can have
a positive impact on energy demand from transport, buildings, and industry. It
can also help extend the life of power plants and networks, resulting in savings.
Cumulative savings from widespread use of digital data and analytics in power
plants and electricity networks could average around US$80 billion per year,
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according to the IEA.
Traditionally, we have approached energy through the 3Es: energy security,
environmental protection and economic growth. A new approach to energy
emphasizes resiliency, sustainability, affordability.
Figure 3. Digitization’s potential impact on transport, buildings, and industry

Source: IEA; Hitachi, Ltd.
Figure 4. Illustrative potential worldwide cost savings from enhanced digitalization in power plants
and electricity networks (2016-2040)

Source: IEA; Hitachi, Ltd.
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Digital Transformation in Japan: Society 5.0
We are now on our way to what may be called ‘Society 5.0’ where digital
technology is integrated into society to deal with social problems and make life
better. The focus here is Japan, but this applies to China and Korea as well—
similar ideas, approaches are developing there as well. Society 5.0 represents
the 5th form of society in our human history. Following, chronologically, from
a hunting society 1.0, to farming industry 2.0, industrial society 3.0, information
society 4.0, and on to a ‘super smart’ society 5.0 (see Figure 5).
Figure 5. What is Society 5.0?

Source: Cabinet Office, Government of Japan.

Digital transformation in Japan as elsewhere is far reaching. Drones can
used for delivering goods, surveying property, and supporting disaster relief.
Home appliances are now embedded with artificial intelligence (AI) and
interconnected. AI will support our daily lives. A particular challenge for Japan
is an aging society. Our aging society is challenging our ability to provide
medical and nursing care. Robots and other forms of technology may provide
solutions. Robots and other forms of technology will also prove helpful in
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challenging work environments—weather and hazardous conditions. Cloud services
are accessible and affordable to individuals and companies—the low capital
investment and easy integration benefit small-and-medium-sized enterprises as
well as the large. Then there are the advances in autonomous driving as well.
In the not-too-distant future, we can expect autonomous driving technology used
in public transportation and logistics and eventually in households (Source:
Cabinet Office, Government of Japan and Hitachi, Ltd).
Japan is not alone in its vision of a digital transformation Society 5.0. China
and Korea have similar visions and plans. For example, the Made in China 2025
strategic plan aimed at increasing China’s competitiveness and cutting-edge
industries, and I-Korea 4.0 a strategic plan to promote a fourth Industrial
Revolution of intelligence, innovation, inclusiveness and interaction.

Energy Cooperation
Hitachi is collaborating on a number of projects and partners in Society
5.0 innovations and approaches. Japan has been a leader in energy conservation
and efficiency, sharing these with other countries. Through digital transformation
Japan, China, Korea and the United States can cooperate on a level playing field.
Japan-China cooperation includes Hitachi’s collaboration with China’s Dongfang
Electric Corporation. Hitachi and LG (of Korea) are cooperating on data storage
and the development of a 3DLiDAR(TOF) sensor—a sensor analyzing the actions
of a customer.
Another notable area of cooperation in energy involves the supply chain,
wherein China supplies Q-cells for Hanwha Q-cells in Korea, which are then
use in Japan’s Oita Mega Solar SI. Talks are also ongoing among LNG producers
and consumers on an ‘LNG market evolution’ and on nuclear energy and safety.
Other future cooperation is likely to focus on policy consultation, for example
on market design and business collaboration in electricity system transformation
toward decarbonization (flexibility, storage, demand response, etc.).
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Figure 6. Solar panel by Hanwha Q-cells (Oita mega solar case)

Source: Hitachi, Ltd.

Part V
Tourism Cooperation in
Northeast Asia

Border Tourism in Northeast Asia
Iwashita Akihiro

This section highlights the concept of border tourism, particularly in relation
to Japan and its neighbors. Border tourism implies visiting locations that lie on
the border with that of another country. Japan is an island nation and although
does not directly share a border with other countries, there are several sites that
are very close to the border.
Those unfamiliar with the border tourism may approach the concept with
perceptions that such sites remain in the “periphery”, or are a “dead end”, that
it may be “uncivilized” and pose a “threat”. For whatever reason, border locales
may stir up mental images that relate to a kind of tension. However, upon closer
inspection, people may be surprised to see that border locales offer visitors a
“chance” to experience a “hybrid” environment that can even foster a sense of
“innovation”. In this spirit, border tourism can help be an important piece of
sustainable development. Some examples of this include Wakkanai, which lies
in Northern Hokkaido (Japan) and shares a border with Sakhalin in Russia.
Yaeyama in Okinawa Japan shares a border with Taiwan. Tsushima, Japan is
a fascinating locale that shares a border with Korea. While some may view these
border locations with a political lens, applying a touristic lens opens the
possibilities for borderlands to serve as a place for “peacebuilding with neighbors”.
In some ways, this work has already been proceeding.
Organizations including the Eurasia Unit for Border Research and the
Slavic-Eurasian Research Center have played a key role in promoting border
tourism. Conferences have been held in border tourism sites throughout Japan
including Wakkanai, Yaeyama, and Tsushima. At these events, officials from
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the host city and from the area that shares the border come to discuss the
opportunities for promoting tourism as a broader avenue for developing cooperative
relations between the two countries. Figure 1 shows in the example of Tsushima,
how a border tourism conference can take shape. The proximity of Tsushima
to Japan and Korea is important to policy issues such as territorial boundaries
also acknowledging historical conflicts (Russo-Japanese War).
Continued tourism development in border areas is encouraged and important
to the broader efforts of economic cooperation. Current and recent developments
include: Zhenbao Dao and Damanskii Island (China/Russia) (Figure 3), Dokdo
and Takeshima (Korea/Japan), Senkaku and Diaoyu Dai (Japan, China), and the
Northern territories of Japan and the South Kurils of Russia.
Figure 1. Location of Tsushima, an example of border tourism

Border Tourism in Northeast Asia

Figure 2. Tsushima, example of border tourism route

Figure 3. Damanskii, example of potential tourism development in border areas
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Increasing Tourism through Integrated
Resorts—Tourism and Gaming
in Northeast Asia
S. Ray Cho and Brendan Bussmann

Integrated resorts (IRs) have been becoming an important component of
tourism development in Asia recently. Still, the concept of integrated resorts
remains not clearly defined. Clear definition will become important to areas that
are considering developing IRs. The most prominent example of an IR in Asia
is Singapore’s Marina Bay Sands. A product of an American corporation (Las
Vegas Sands), the Marina Bay Sands is important as it represents one of only
two resorts in Singapore to feature legalized gaming; this is noteworthy as the
government of Singapore is traditionally considered socially conservative in its
values. Still, the decision to develop IRs was based on economic development.
While the Marina Bay Sands, which opened in 2010, is considered a successful
IR, it remains unresolved if the same kind of success can be achieved in other
locations, namely in Japan which recently passed legislation allowing for the
development of IRs.
Because of the regulated gaming component, IR development can play a
critical role in broader economic development. First, gaming revenues can be
taxed and redistributed into the local economy. Second, particularly in certain
emergent markets that are more tourism dependent, IRs may be important to
the mobilization of the local the local workforce that is not as advanced as
Western nations. In this vein, even the United States’ gaming industry has faced
setbacks on the heels of the economic downturn. Gaming markets including Las
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Vegas, Biloxi, and Atlantic City have dealt with issues related to overdevelopment.
These points taken together should serve as a cautionary tale for markets
considering IR development and highlight the importance of setting responsible
tourism and gaming policy.
Local stakeholders should consider the point made by scholars about the
“integrated” term. Integration can allude to the idea of the diverse nature of
the customer experience at resorts. That is to say that beyond gaming activities,
customers can also enjoy other entertainment options including dining, nightlife,
and shopping to name a few. However, integration should also be considered
with respect to the multi-level planning process of IR development. Even amid
the sensitivity of local and social perceptions towards gaming activities, the
ability for IRs to succeed as an economic driver is a complex task, especially
for advanced economies and those new to regulated gaming.
As a case in point, Japan is now confronting how IR development can
intertwine itself with not just economic development, but also regional politics.
Originally hoping to develop IRs in time for the 2020 Olympics in Tokyo, recent
estimates are now forecasting IRs in Japan to open its doors in 2025, a lag
of five years (Table 1). Meanwhile, tourism visitation and tourism revenue are
growing. Some of the fastest growing markets for inbound tourism come from
within Northeast Asia including China and Korea (Tables 2 and 3). At a regional
level, gaming numbers are showing signs of promise Table 4. With gaming and
tourism revenues well in the multi-billion-dollar range, considering political and
economic dynamics will be important with respect to setting responsible policy
and regulation.
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Table 1. Timeline for IR Development in Japan

Proposed Timeline for Integrated Resorts Development in Japan
2018
Q3
Q3
2019
Q1

Q2 - Q3
Q4

2020
Q1 - Q2
Q4
2021
Q1
2022
Q2

Q3 - Q4
2025
Q3 - Q4
Source: GMA

IR Implimentation Bill and Basic Bill on Gambling Addictions
Countermeasures Passes
Cabinet Office Reorganization
Detailed hearings with candidate local governments commence
Process/identify candidates for members of Casino Control Commission
Approval by both of houses of Diet before assignment by prime minister
Budgeting approval process for new State organization created
Creation of Casino Control Commission/relevant new section within MLIT
Issuance of Core Decrees and Regulations
Establishment of Fundamental Policy by Minister of MLIT
Criteria for Selection Process of Zones
Timeline for Proposals by Prefecture
Issuance of Implementation Policy by Candidate Prefectures
Issuance of RFP
Selection by Candidate Prefectures of Operator Group
Preparation and Submission of Zone Implementation Plan
Minister selects the Zone(s)
Minister approves Draft Contract between Prefecture/Operator Group
Operator Group applies for Casino License
Financial Close and Construction Begins
IRs Begin to Open
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Table 2. Historical International Tourism to Japan (visitors in millions)
Historical International Tourism by Country to Japan (Visitors in Millions)
2012

2013

Visitors

YOY
Change

Visitors

China

1.4

36.6%

Korea
Taiwan

2.0
1.5

23.2%
47.5%

2014

2015

2016

YOY
Change

Visitors

YOY
Change

Visitors

YOY
Change

Visitors

YOY
Change

1.3

-7.8%

2.4

83.3%

5.0

107.3%

6.4

27.6%

2.5
2.2

20.2%
50.8%

2.8
2.8

12.2%
28.0%

4.0
3.7

45.3%
29.9%

5.1
4.2

27.2%
13.3%

Asian

Hong Kong

0.5

32.0%

0.7

54.9%

0.9

24.1%

1.5

64.6%

1.8

20.7%

Thailand
Malaysia

0.3
0.1

79.8%
59.7%

0.5
0.2

74.0%
35.6%

0.7
0.2

45.0%
41.4%

0.8
0.3

21.2%
22.4%

0.9
0.4

13.1%
29.1%

Singapore

0.1

27.7%

0.2

33.1%

0.2

20.4%

0.3

35.5%

0.4

17.2%

Philippines

0.1

34.8%

0.1

27.4%

0.2

70.0%

0.3

45.7%

0.3

29.6%

Indonesia
Vietnam

0.1
0.1

63.9%
34.4%

0.1
0.1

34.8%
53.1%

0.2
0.1

16.0%
47.1%

0.2
0.2

29.2%
49.2%

0.3
0.2

32.1%
26.1%

Asia Unclassified

0.1

27.2%

0.1

26.3%

0.2

16.9%

0.2

35.1%

0.1

-38.5%

India
Macau

0.1
0.0

16.1%
-

0.1
0.0

9.0%
-

0.1
0.0

17.1%
-

0.1
0.0

17.2%
-

0.1
0.1

19.3%
-

Israel

0.0

50.2%

0.0

39.0%

0.0

29.9%

0.0

16.6%

0.0

29.9%

Mongolia

0.0

-

0.0

-

0.0

-

0.0

-

0.0

-

Turkey
ASIA TOTAL

0.0
6.4

35.2%

0.0
8.1

27.0%

0.0
10.8

33.3%

0.0
16.6

17.0%
53.9%

0.0
20.4

-1.1%
22.6%

US & ROW

1.2

29.0%

1.3

12.5%

1.5

15.0%

1.8

19.5%

2.2

17.3%

Europe
TOTAL

0.8
8.4

30.7%
33.9%

0.9
10.4

16.5%
24.0%

1.0
13.4

16.0%
29.4%

1.2
19.7

18.7%
47.1%

1.4
24.0

12.2%
21.4%

Source: Japan National Tourism Organization

Table 3. International Tourism Spend in Japan (USD billions)
International Tourism Spend in Japan (In USD Billions)
2010

2011

2012

2013

2014

2015

2016

China
Taiwan

$2.9
$1.5

$2.5
$1.3

$3.4
$2.1

$2.8
$2.5

$5.3
$3.4

$11.7
$4.3

$13.6
$4.8

South Korea

$2.3

$1.6

$1.8

$2.0

$2.0

$2.5

$3.3

Hong Kong

$0.7

$0.5

$0.8

$1.1

$1.3

$2.2

$2.7

United States
Thailand

$1.3
$0.3

$1.0
$0.3

$1.2
$0.4

$1.4
$0.6

$1.4
$0.9

$1.5
$1.0

$2.0
$1.1

Australia

$0.4

$0.4

$0.5

$0.5

$0.7

$0.7

$1.0

Singapore
Maresia

$0.3
$0.2

$0.2
$0.2

$0.2
$0.2

$0.3
$0.3

$0.3
$0.3

$0.5
$0.4

$0.5
$0.5

Canada

$0.2

$0.2

$0.3

$0.3

$0.3

$0.3

$0.4

Europe, UK, Russia

$1.1

$0.7

$0.9

$1.0

$1.0

$1.4

$1.7

Other Asia
Other Unclassified

$0.1
$1.8

$0.1
$1.3

$0.1
$1.6

$0.1
$1.6

$0.8
$1.5

$1.0
$1.3

$1.3
$1.7

TOTAL

$13.1

$10.2

$13.6

$14.5

$19.2

$28.7

$34.6

Source: Japan Ministry of Land, Infrastructure, Transport and Tourism
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Table 4. Economic Impact on Gaming Revenue in Northeast Asia

Economic Impact on Gaming Revenue in Northeast Asia
2017
Country
Spend
China Based Recession China Non-Recession
China (Macau)

$33.0B

South Korea
(Foreign Only*)

$2.3B

Russia (Vladivostok) Not
Disclosed
Japan
$33.9B
Source: GMA

2018
2019
2022
2018
2019
2020
2021
-------------

- 10.9% Growth
- 2021 - 9.5% Decline
- 2% Growth
- 2% Growth
- 12% Decline
- 5 % Decline
- 2% Growth

9.5% Growth

2.3% Growth

-------------

Current Status and Challenges of
Japan’s Inbound Tourism Boom:
Evidence from Japan’s City-level Data
Konishi Yoko

In the last four years (2013-2017), international tourist arrivals into Japan
has grown at an annual rate of 30% , also international tourism revenue has
grown at an annual rate of 20%.China is the largest single country source of
foreign tourists to Japan, accounting for about 25% of arrivals. East Asia
accounted for 72%, rising to 82% when Southeast Asia and India are included.
In the face of rising demand, the government decided to deregulate the tour
guide and hotel industry, saying licensed guides and accommodation facilities
could face a massive shortage in 2016. This deregulation included allowing
individuals to work as a paid guide without requiring qualification. Also,
regulations were eased to allow private residences to be rented out to foreign
visitors. Challenges remain as foreigners continue to cite language challenges,
credit card usage limitations, and wi-fi accessibility on trains as issues.
To address the challenges is accommodation shortages amid a visitation
boom, an analysis was performed using data from an “accommodation survey”
conducted by Ministry Land, Infrastructure, Transportation and Tourism (MLIT).
Over 28 thousand observations were included representing data collected since
2007. Additionally, tourist evaluation data was pulled from Rakuten Travel,
which is a website where tourists provide reviews and star ratings of accommodations
that are featured on the site. The objective of the analysis was to improve the
understanding around which kinds of accommodations are facing shortage and
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to identify the important factors in attracting inbound tourists.
In exploring these questions, two estimation models were developed (Figure
1), which produced significant results (Figure 2 and 3). Findings suggest that
different kinds of resort and amenity combinations can have an impact a guest’s
stay. For example, hot springs, national treasure, and world heritage sites can
have a negative impact on a guest’s stay; this may be related to limited language
and Wi-Fi accessibility in these locations. For those staying in resort properties,
having duty-free shopping is important, but for those not staying in resort
properties, having many restaurants in town is important. Previous reviews are
significant in predicting where inbound tourists stay at places with higher ratings.
While the government identifies that there is a shortage of accommodations for
tourists, the study shows that there is availability in Ryokan (Japanese style inn)
facilities. Ryokans in 338 cities did not report having many foreign guests. Findings
such as these point to the need to make sure that tourism resources should be
Figure 1. Estimation model
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managed with respect to tourism preferences as informed by empirical analysis.
Looking forward, Japan will introduce departure tax from January 2019.
The tax revenue is designed to be used to improve the tourism environment
for inbound travelers. It is recommended that this revenue is distributed that
considers the factors that are important to inbound tourists. This would not only
encourage more inbound tourism, but also, encourage them to stay longer in
Japanese cities.
Figure 2. Estimations results for total number of guests estimation model
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Figure 3. Estimation results for foreign guests ration estimation model

Latest Market Trends:
Visitors to Japan
Tsuboi Yasukiro

The JTB Group started in 1912. It was established with the aim of inviting
and providing services for foreign tourists. In 2017, Japan had the highest
number of visitors at 28,690,000 (Figure 1). The number of foreign travelers
to Japan in 2016 was 24,040,000, the 16th highest in the world, and the fifth
highest in Asia. The economic impact is considerable and the consumption by
Figure 1. Trends of inbound visitors to Japan
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tourists increased 18% from the prior year according to the Japan Tourism
Agency. The spend surpasses exports on electronic components, iron, and steel;
and is the third highest driver just behind automobiles.
Within the broader trends, much of the visitation is to the major metropolitan
areas as there is still a big deviation between rural areas and urban areas (Figure
2). 61.4% of the total are repeat visitors and these data vary across countries
(Figure 3). Trends vary by country also with respect to the motivations to travel
to Japan—although Japanese food and shopping are fairly popular among all
tourists (Figure 4). The JTB is expecting to grow visitation in the coming years,
in concert with some marquee events where Japan is playing the role of host
country.
Figure 2. Occupancy rate
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The Rugby World Cup takes place in 2019, the Tokyo Olympic Games
will be held in 2020, and the Kansai World Masters Games will be held in
2021. When looking at other countries that have hosted the Olympics, there
shows to be a continued increase in visitation after the conclusion of the games
(Figure 5). The goal is to achieve the government’s goal of 40 million foreign
visitors to Japan for 2020 accompanied by 8 trillion (JPY) in visitor expenditure;
both of these figures represent a doubling from 2015 numbers (Figure 6).
Figure 3. Increases in numbered of repeat visitors
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Figure 4. Expectation of foreign travelers

In support of the targeted growth, Japan has started various initiatives
partnering public and private sectors. Collaborations include more package tours
& online Sales. The JTB group's Europa Mund company (headquarters Madrid,
Spain) began a full-scale Seat-in-Coach (SIC) business in Europe from April
2017, which provides guided bus tours that covers a wide area. With transfers
allowed, these tours allow for a high degree of personal freedom. A mobile app
was also developed for tourists visiting Japan. Tourism infrastructure improvements
are also being implemented. For example, invoices can be issued at airport and
hotel terminals that enable luggage free travel.
Moving forward, the JTB will continue to support local partners to help
drive the visitation numbers. To this end, the JTB provides important data that
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can be beneficial to stakeholders. For example, according to a survey conducted
by the Development Bank of Japan, on visitors from eight different regions in
Asia and four regions in Australia, United States, and Europe, when asked
“What was the most disappointing thing about visiting Japan?” The answer
“Nightlife” (bars, clubs, night markets, etc.) came seventh. When split according
to nationality, tourists from the United States were especially disappointed with
Japan’s nightlife, and visitors from Hong Kong and South Korea were also
disappointed but to a lesser extent.
Figure 5. Impact of decision of hosting Olympics/Paralympics
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Figure 6. Vision

The JTB is also promoting visitors to participate in winter sports. Promoting
this is a priority especially given that the winter Olympics in nearby Pyeong
Chang took place recently. The 2022 Winter Olympics is also set to take place
in nearby Beijing. The JTB is also promoting educational travel to and within
Japan. For example, 39 high school students from Indonesia (Jakarta) recently
came to Japan for international exchange. As a member of the promotion council,
JTB made this visit possible and helped to coordinate excursions in cooperation
with JTB Group companies. In addition to experiencing staying in residential
homes in Nagai, Yokosuka City, the students experienced the family businesses
of residents, engaged in exchanged with locals and had other experiences, visited
Kanagawa Dental University, and did sightseeing in Yokosuka City, all of which
contributed to the revitalization of the area.

Part VI
Panel Discussion on Natural Disaster
and Regional Cooperation

Summary of Panel Discussion on
Natural Disaster and Regional
Cooperation

According to Imamura Fumihiko, Professor of Tsunami Engineering,
Director, International Research Institute of Disaster Science, Tohoku University,
we do not know with certainty where the next earthquake will take place, based
on what we know of the “Ring of Fire” that we associate with major
earthquakes. We do know, however, the devastating impact that earthquakes and
tsunamis can have, based on recent experience in Japan and the Southeast Asia
(the Indian Ocean tsunami). In Japan they have mapped the frequency of
earthquakes and tsunamis in Tohoku and this shows that roughly, there has been
a large earthquake every 40 years. This information was and is helpful for
planning infrastructure.
However, the 2011 earthquake that struck Japan was so large that it bucked
trends due to its size. Afterwards, a field survey and this has been modelled.
Using original video footage, the model shows how the eventual propagation
up the river and how it arrived in Sendai after one hour. The highway acted
as a dyke to stop the wave, without it the wave would have reached downtown
and caused even more damage.
The 11 March 2011 events represented a triple disaster: an earthquake,
tsunami, and nuclear incident. The result was USD 210 billion in damages. This
triple disaster uncovered the limitations of modern science and technology.
Large-scale disaster impacts cannot be prevented. However, low frequency, high
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impact events should be studied more, and we need a better understanding based
on ancient documents and geological events to contribute to our knowledge,
models and prediction. This motivation has led to the creation of the
International Research Institute of Disaster Science (IRIDeS), to promote world
leading research on natural disasters and contribute to regional recovery, and
to establish a paradigm for disaster science.
The mission of IRIDes is to establish “practical” disaster management
studies. One such initiative is to create a plan for a Tsunami Resilient City,
involving evacuation facilities, raised coastal road, a tsunami control forest with
artificial hills, and a concrete sea wall. It is also important to raise global
awareness, this can be done through events such as World Tsunami Awareness
Day to foster collaboration on disaster resilience.
Elizabeth Maly, Assistant Professor, International Research Institute of
Disaster Science, Tohoku University explained that the 2011 earthquake was
huge, but it was also a “complex” disaster affecting all areas of society. People
are still waiting for the recovery process to be complete. The Tsunami hit an
area already struggling with depopulation and an ageing society, this adds an
extra layer of difficult to the recovery.
The disaster took place on the Sendai plain, which allowed the tsunami
to travel far inland with little area for people to escape to. North of this area,
the Rias Coast, has fjords with only small areas of buildable land. Historically
Japanese believed earthquakes were caused by a giant underground catfish
wagging its tail. There is a history of them, along with tsunamis, m major
earthquakes occurring every 30–40 years. The event in 2011, however, was
much larger than expected.
We can look back to the 1995 Kobe earthquake where there were phased
evacuation centers (often public buildings), temporary housing, and then disaster
recovery public housing. However, the damage in 2011 was so massive that
it has led to a new logic of disaster mitigation. Away from just thinking that
we can build strong infrastructure to protect people, but also to thinking about
land use, evacuation, and how we can live in a safe way even if we can’t avoid
all the damages.
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The focus in some areas has been on relocated people away from the most
vulnerable areas. High land relocation either cut into mountain or build up an
area higher. Many people in Fukushima died as a result of indirect causes, not
just because of the tsunami or earth quake, but because many were vulnerable,
during evacuation for example, because they elderly, weak or sick. Many challenges
remain for people making new lives in relocated areas and for fishing villages
to sustain when residential areas relocate. We thus need to integrate livelihood
and economic opportunities into recovery.
Liu Wei, Professor and Vice Dean, School of Finance, Nankai University
outlined the history of insurance teaching and research at Nankai University,
from hosting the first master’s program in Insurance Education in China in 1984
–1985 to establishing the Center for Disaster Risk Management and Catastrophe
Insurance in 2017. Insurance plays an important role in disaster risk management,
Figure 1. Earthquake line running through China
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not just indemnity. It is also important for prevention.
There is a large earthquake line running southwest to northeast across
China. This includes the 2008 earthquake in Wenchuan, Sichuan Province. It
is listed as one of the most serious and major disasters to have happened in
China. China is one of the countries where natural disasters occur widely, disasters
are diverse, and disasters are serious. The number of people affected is high
and these also have a serious effect on agriculture.
We are now trying to change the thought process behind how we deal with
disasters. Regarding disaster risk management it is important to take steps
towards disaster prevention as the first and foremost method. We also need a
more comprehensive governance approach that includes insurance. Disaster
management can be thought of as a very social endeavor. A disaster management
system should involve all relevant parties: society, the markets, the communities
and individuals affected by disasters. In China, social and market forces have
played a certain role, in prevention preparation, rescue assistance, and postdisaster relief and reconstructions. However, in China, compared to other
countries, the role of insurance compared to government intervention remains
small. The role of insurance in China is generally seen as one of loss
compensation. But the most important function of insurance in fact risk
prevention and management. As China’s economy develops, the role of commercial
insurance in disaster risk management becomes more and more important.
Insurance can address engineering risks, transfer financial risks, help
involve the whole system including government, commercial insurance companies,
civil society, and disaster risk carriers (individuals). Commercial insurance
participation in disaster management is conducive to dispersion of disaster risk.
Insurance offers professional advantages than can be leveraged.
Insurance can make an important contribution to constructing resilient cities
that can bounce back after disasters. We have seen an increase in disasters,
including man-made or human-contributed disasters. As disasters increase in
frequency due to development and climate change, insurance will play a large
role in urban resilience building. China currently has a passive engineering
approach, but it needs to start moving towards urban resilience. Urban or city
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resilience refers to the ability of urban systems and regions to achieve normal
operations, such as public safety, social order and economic activity, by properly
preparing, buffering, and coping with uncertainty. Resilient cities should include
a combination of sustainable physical systems and human communities, and
planning of physical systems.
A very important step in improving urban resilience is improving disaster
management capabilities. Climate change may be inevitable, and thus adaptive
measures should be taken as soon as possible to reduce disaster risks and
promote sustainable urban development. Forward-looking action plans are more
economical and effective than emergency responses. As a financial disaster risk
management technology, insurance has an important role to play in urban
disaster management planning. It can effectively compensate for economic losses
caused by urban disasters thereby reducing the risks brought by disasters.
China's theoretical framework of urban resilience needs to find a suitable
theory of resilience development in China based on the actual situation of China
and the actual situation in China. We have a great responsibility to take active
steps to explore and innovate, to develop new techniques and methods, and to
promote cooperative relations among organizations, countries, and regions for
effective disaster management and urban resilience.

Part VII
The Honolulu Ad Hoc Group Meeting
on Financial Cooperation
in Northeast Asia:
Proposal for the Northeast Asia Bank
for Cooperation and Development
(NEABCD) Revisited
2–4 December 2018, Honolulu, Hawaii

Review of Current Situation and Recent
Developments in Northeast Asia
Regional Cooperation Relevant to
Financial Cooperation
Opening Remarks
Kwan Yong Park

On behalf of the NEAEF Korea Committee, I am pleased to extend my
congratulations on this important meeting of Financial Cooperation in Northeast
Asia. NEAEF in cooperation with China, Japan and Korea has been promoting
the establishing a Northeast Asia Development Bank for many years, and all
of us have given our best effort. We are witnessing major political and economic
changes globally and regionally in Northeast Asia and it is an appropriate time
for us to review and discuss the progress and issues we are facing in realizing
our goal of the Northeast Asia Development Bank. I would like to express deep
appreciation to KIEP for their consistent support, Dr. Jeong Hyung Gon, and
Mr. Maeda, Governor of JBIC for his continued efforts for NEAEF, and the
Chinese delegation, Mayor Wang Shuzu and others for their support and hard
work, and Dr. Lee-Jay Cho for leading the NEAEF.
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Recent Developments and NEABCD
Stanley Katz

The Asian Development Bank
An Asian Development Bank (ADB) specifically to provide financial and
technical support for the economic growth and development of nations in the
Asia-Pacific region was initially proposed by the Government of Japan in the
1960s. It was intended to supplement, not replace, the financial assistance
provided by the World Bank.
Japan recognized the important of US participation in its proposed Bank,
among other reasons, to provide access to the US private capital market. Japan
overcame America’s initial reluctance to purchase ADB shares by assuring the
United States that it would have a major voice in determining the policies and
programs of the Bank.
The ADB was formally established in December 1966. In the 50-plus years
of its existence, the ADB has proved to be a major source of financing for
projects in the Asia-Pacific region and a useful source of policy and program
advice.
Since the World Bank and the regional banks, such as the ADB, were
founded, their major role has been the transfer (the intermediation) of surplus
capital from their more advanced member countries to their less developed
members for investments in projects and programs that advance the receiving
country’s economic development. US capital has been mobilized mainly by New
York City brokerage firms.
A second but equally important role of the development banks has been
the provision of professional advice and guidance concerning the development
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of the infrastructure needed to support the country’s economic development and
the specific projects the Banks have financed.

The Asian International Investment Bank
Some 60 years after the ADB was founded, the government of China
created the Asian International Investment Bank (AIIB). Nearly 100 nations
from all parts of the world subscribed to AIIB’s capital—in some cases, for
political reasons. Two notable exceptions are the United States and Japan.
Neither government has supported the AIIB based on their view that the ADB
and the World Bank met the region’s financing requirements.
The Third Annual Meeting of the AIIB was held in Mumbai, India in June
of 2017. Four years of AIIB operations reveal important deficiencies in the
Bank’s policies and operations that affect adversely its intermediation and
advisory roles. These stem in part from the absence of the United States and
Japan from the AIIB’s membership.
Both are necessary if the AIIB is to serve as a financial intermediary.
Because Japan and the United States did not join the AIIB, the AIIB does not
have access to the private capital markets of these countries. Both, and especially
the United States, have been major sources of the private capital transferred to
developing countries by the World Bank and the ADB.
It is not clear if the AIIB’s founders intended for the bank to serve an
intermediation function. The AIIB charter and by-laws do not authorize the AIIB
to borrow abroad, and the Bank’s treasury has not maintained active contacts
with foreign brokerage firms.
If the AIIB’s officers plan to use the Bank’s subscribed capital to fund loans
for projects, it will in fact operate more as a Fund than as a Bank; and it will
require more frequent capital replenishments in convertible currencies from its
existing subscribers in lieu of borrowing in overseas capital markets, as do other
development banks. It is not clear if its developed member countries expected
the AIIB to use its subscribed capital for funding projects as it is likely to do.
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Although as its name implies, the AIIB was established to finance projects
in the Asia-Pacific region, in the past four years, it has financed, or is now
considering the financing of, projects in countries outside the Asia-Pacific region
—in Egypt, Turkey, and Oman. This suggests that the AIIB may intend to
provide financial support for China’s program for linking China with Europe
via the old ‘Silk Road’.
A second important purpose of a development bank is, as noted, to provide
support and advice concerning the infrastructure (e.g. the legal, banking,
educational, health, etc.) required to support the country’s development objectives
and the specific projects that the bank chooses to finance.
To do so requires a staff of sufficient size with the requisite knowledge
and skills. At the time of its last Annual Meeting in Mumbai, the AIIB had
fewer than 200 professional staff. That number is far less than other regional
banks and is presumably not adequate to provide the loans and the advice
required by its developing countries.
The AIIB’s Charter has eliminated the Resident Board of Directors and has
lodged authority for loan approval in the President. While this represents a
savings of Bank funds, it sacrifices the balance in the Bank’s loan portfolio
generally provided by a Resident Board. One result has been a disproportionate
number of AIIB loans to India, including several to a government development
bank with less stringent environmental and other requirements.

The Northeast Asia Bank for Cooperation and Development
More recently, China has shown renewed interest in the Northeast Asia
Development Bank (NEADB) proposed and analyzed by experts of the Northeast
Asia Economic Forum. A meeting was held on 27–28 November of the past
year, hosted by the Tianjin Municipal Government, to review the NEADB
proposal. The NEADB is now re-named the Northeast Asia Bank for
Cooperation and Development (NEABCD).
The Tianjin meeting found that NEAF’s proposal for the NEADB provided
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a nearly complete template for the NEABCD. It covers, inter alia, such issues
as the membership, capitalization, methods and procedures, location, staffing,
etc. that will be required by the NEABCD. The Tianjin meeting called for
preparation of a working agenda on the proposal.
Japan and Korea, and presumably China, recognize the importance of US
participation in the proposed NEABCD, and Washington should take a more
favorable view of the NEABCD as a means of maintaining its position in the
Asia-Pacific region. American participation in the NEABCD should, in any case,
be actively sought and encouraged by its regional founders.
The NEABCD founders should also ensure that its lending operations are
funded by borrowing in overseas capital markets and not by subscribed capital.
US participation is essential for that purpose. And the NEABCD should build
up a professional staff sufficient to carry out its dual tasks of transferring capital
to its developing members for financing viable projects and of providing needed
advice in policy matters.
Finally, the NEABCD founders should weigh the pros and cons of
re-establishing a Resident Board of Directors.
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Perspective from Japan
Maeda Tadashi

I extend my appreciation to NEAEF for organizing this timely meeting.
After the 27th Northeast Asia Economic Forum conference in Sendai in August
2018, substantial progress has been made in Japan on the topic of regional
cooperation in Northeast Asia.
Before I review this progress, I’d like to briefly touch on my sense for
next year, 2019, I’d like to say that this is best time for Japan to show leadership
in this region because in 2019 we will host the G20 in Osaka. Also, this year
the Trans-Pacific Partnership is going into effect. We also have the Japan–EU
trade agreement. We also have renewed engagement with China. I joined the
prime minister’s visit to Beijing and I also participated in the big conference
in Beijing in People’s Hall. I have also had discussions with Prime Minister
Abe and Deputy Prime Minister Taro Aso, Chief Cabinet Secretary Suga, and
Mr. Nikai of the LDP. In 2002 , Prime Minister Koizumi visited Pyongyang
to address the issue of abductees by North Korea. I was also invited along with
many key experts on the Korean peninsula and Minister Tsuyoshi Yamaguchi
who was the foreign affairs minister at that time. He is the main contributor
along with Mr. Nikai’s faction on this subject. He hosts breakfast meetings every
two weeks on the topic of the Korean peninsula by inviting many key experts
on this issue, such as Professor Okonomi, former Prime Minister Koizumi, and
three to four members of the Diet, many from the Nikai faction. The current
prime minister, Mr. Abe, as he recently stated in the United Nations General
Assembly, is strongly committed to bring back all the abductees as a condition
for normalizing relations with North Korea—besides the denuclearization of the
peninsula, of course. These are our constraints. Despite that language in the
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Pyongyang announcement, we are not able to extend economic cooperation to
North Korea because of the abduction issue.
With no specific actions on how we will bring back the abductees, we first
have to identify who the abductees are. It will take many years. Therefore, as
Mr. Nikai has said, we need to have an alternative way or channel for a regional
framework of multilateral cooperation in Northeast Asia. In Sendai, Mr. Nikai
referred to our potential participation in the Greater Tumen River Initiative
(GTI). This is a narrower scope of cooperation. All the neighboring countries,
China, ROK, Mongolia, and Russia are members of the GTI, but Japan is not.
There is further potential in the GTI’s structure for participation, under the
consultative commission (referring to the slide), for example, there are some
GTI such as the Northeast Asia Ex-Im Bank association and local cooperation
committees.
Although the Japanese government is not part of the GTI, one very rural
prefecture, Tottori Prefecture, has participated in the Northeast Asian Local
Cooperation Committee. So, there is room under the GTI structure for
participation. Therefore, we are now trying to join this Northeast Asia Ex-Im
Bank Association which is still in a very preliminary stage. Next year, under
the G20 process, we have the D20, D meaning development. Many long-term
investors joined the D20. In Japan, JBIC and the Development Bank of Japan
played the leading role. We are going to invite Deputy Prime Minister Aso as
a keynote speaker for the G20 meeting in Osaka. We are coordinating this with
the Ministry of Finance for participation in the Northeast Asia Ex-Im Bank
Association.
Another important player in this scenario is Russia. Russia is a member
of Northeast Asia Ex-Im Bank. The head of the Ex-Im bank from Russia was
a deputy prime minister of Russia. He was the main key player in Japan-Russia
affairs until six months ago. We have a good memorandum of understanding
(MOU) of cooperation in financing in the Russian Far East. We signed this
MOU in Vladivostok. This is given great importance by Russia because it is
Japan’s only channel of economic cooperation with Russia. We have had some
important dialogue with the countries of Northeast Asia. Now, every piece seems
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to be coming together.
On the topic of the AIIB, I had several meetings with the AIIB President
Jin Liqun. Based on my understanding, there are two reasons why Japan did
not participate in the AIIB. One is geopolitical concern, especially regarding
the Chinese One Belt Road Initiative. The other one is the possible duplication
of efforts by the AIIB and the ADB. I had a talk with ADB President Nakao,
a friend of mine. The ADB was concerned that ADB staff would transfer to
AIIB, but two years later, nobody has transferred from the ADB to the AIIB
perhaps because living conditions in Manila may be better than in Beijing.
Another issue with the AIIB is that it is not a development bank. As Dr. Katz
has mentioned, the AIIB is providing financing for the state of Oman, for
example, which is a high-income country. I asked the AIIB President, Jin Liqun,
why there are substantial loans to Oman, a high-income country. He said that
it is because the AIIB is not a development bank and therefore does not have
a development bank mandate. He said that the AIIB is an investment bank. If
there’s an investable project, they invest.
I must point out the shift in the concept of a development bank. Since the
Clinton administration era, the president of the World Bank has shifted the focus
of the Bank’s loans from infrastructure to poverty alleviation. This concept still
is alive. The main focus of the World Bank is not infrastructure. Originally,
the World Bank had sovereign to sovereign loans but because of fiscal problems
of the donor countries, they will not lend the funds directly. Therefore, the
projects are usually private public partnership (PPP) and using some private
capital to fund infrastructure. Therefore, that concept of a very development
bank like that of World Bank in years past has been shifted. The ADB has
its own private window under separate organization. The Japanese government,
especially the Ministry of Finance, pushes policy measures through the ADB
through the ASEAN+3 (10 countries plus China, Japan, and Korea). This
framework we launched is the Credit Guarantee Investment Facility (CGIF) in
which JBIC is a shareholder. The Korea Exim Bank and China Exim Bank are
also shareholders. The current CEO is from JBIC. He is retiring. The new one
is coming from China. The important point is that the ADB is also a shareholder.

Review of Current Situation and Recent Developments in Northeast Asia Regional Cooperation Relevant to Financial Cooperation

185

This is why Japan opposed participation in the AIIB as it is seen as duplicating
the work of the ADB. If we have the support of the ADB as shareholder, we
don’t have that concern. That’s my recommendation as a possible solution.
There are no other frameworks wherein China, ROK, Japan, Mongolia, and
Russia are together, other than the Eastern Economic Forum formed in Vladivostok.
For Russia, President Putin is pushing the development of the Russian Far
East because it’s a missed area of opportunity in terms of income. The Russian
Far has continued to decline economically in the past 20 years. The three
Northeastern provinces of China are also lagging behind China’s economy. They
are a relatively less developed area. On the Korean Peninsula, we have North
Korea, the least developed country in the region. For Japan, I will always say
that Japanese rural areas along western seaports are less developed. And
Japanese communities under framework are always a donor, not a beneficiary.
But now we need to focus on the concept of a Northeast Asian Bank for
Cooperation and Development (NEABCD), different from the conventional
development banks. We need to define narrowly and definitively that we want
to focus on cross-border projects. In these cross-border projects, we are not just
dealing with national governments but also provincial, municipal governments.
They have different agendas for capital use. Niigata, for example, has a different
view than Tokyo. In the same way that Vladivostok has a different agenda from
Moscow. Connectivity is very important. If we pick up one of the most important
agenda topics of China’s One belt initiative, it is connectivity. In Beijing, I
signed an MOU with the China Development Bank for cooperation with
third-world countries, but our targeted market for cooperation between China
and Japan is for Thailand’s Mekong River and the other is for Africa. That’s
our main agenda right now. Northeast Asia is more complicated because Japan
and China are both in Northeast Asia. There’s a difference with the concept
of third world countries.
Regarding US-Japan relations, Japan remains a strong ally of the United
States. However, we are very sensitive to the trade agenda of Mr. Trump. I
had meeting with Prime Minister Abe in which he asked for advice for his first
meeting with Mr. Trump. I advised him to not discuss this issue. You can play
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golf with him and be socially friendly, that’s the key. Donald Trump doesn’t
want to be lectured. He dislikes professors. We are carefully coordinating for
the TPP with the United States and the EU. The outlook turned from negative
to positive.
In a nutshell, 2019 is the right time to promote a Northeast Asia
Development Bank as a key development agenda for cooperation as well as a
key channel to support North Korea. The year 2019 may be the starting point
for a new type of regional cooperation framework. We must reiterate that a
Northeast Asian Development Bank is not a typical conventional development
bank and that it will avoid duplication efforts.
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Perspective from Korea
Jae Hyung Hong

It is my great pleasure to participate in this ad hoc meeting. China has
shown a good positive attitude towards the proposal for a Northeast Asia
Development Bank. It is good time to move forward. Japan has changed towards
a more positive stand especially for the next G20 meeting in June 2019. As
has been mentioned before, although the United States cannot provide capital,
the United States can give its blessing to encourage other countries to participate
in this NEADB. On the Korean side, we have no alternative but to push forward
with the NEADB. For example, the Korean government has conducted studies
on the feasibility of a railroad link to North Korea. These projects require a
lot of money. The South Korean government cannot shoulder this without the
help of international development banks like the NEADB. We must put this
agenda on a fast track.
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Perspective from China
Liu Ming and Zhang Jianping

Do We Still Need the NEABCD?
The question has arisen, ‘do we still need the NEABCD’. The answer is
still yes on three counts. There is an increasing demand for peace, an increasing
demand for regional cooperation; and increasing Our increasing demand for
peace requires a political approach (in addition to economic), it stems from
change in Korean Peninsula; relationship improvement between China and
Japan; a the “Chinese Dream” and “a Community of a Shared Future for
Mankind”.
The increasing demand for regional cooperation can be seen in the
US-China trade issue. The OECD has warned that global economic growth will
slow down in 2019. The recent Xi and Trump meeting was good news, but
the result was just a temporary memo. Another evidence of demand for regional
cooperation is Japan’s now leading role in market economy and free trade.
Japan’s economic growth in 2017-2018 was good, but more improvement is still
needed to continue the trend. Japan’s participation in bilateral and multilateral
trade agreement is very impressive. China is well aware of the economic
influence of Japan and South Korea. South Korea’s economic performance has
also been good, but its economy faces some challenges. The situation with North
Korea appears to be changing for the better, giving us some confidence, but
this could worsen again if we do not act and seize the opportunities.
From China’s point of view, it is expected that the negative effect of
China-US trade relations will continue for a while. China recognizes that the
situation on the Korean peninsula has improved, but that mutual trust must grow.
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China has also put a lot of emphasis on the Belt and Road initiative, but this
will require a long time to see results. In addition, China is experiencing some
domestic investment trouble. Thus, Northeast Asia is the best choice for China’s
future cooperation.
Clearly there is an increasing demand for development. In Dr. Stanley
Katz’s original estimate of demand (in 1997), Northeast Asia’s needs were
projected (low estimate) to be USD 7.5 billion per year. The 2005-2006 Nankai
report projected a need of USD25 billion per year. And now, what is the
projection? I could be USD 75 billion. The demand for development is both
bottom up and top down, in addition to upgrades needed for existing
infrastructure in the developed countries in the region.
Table 1. Projected Demand in Northeast Asia
($ billion)

Sector

Country/Area

Northeast
PRC

DPRK

Mongolia

Russian
Far East

Period covered

2010-20

2011-20

2010-15

2013-25

Crossborder

Total

Transport

12.6

4.3

0.7

4.0

0.8

22.4

Energy

31.0

1.0

0.8

0.9

1.2

34.9

ICT

4.0

0.0

0.1

0.0

0.1

4.2

Environment

1.2

0.0

0.1

0.0

0.1

1.4

48.8

5.3

1.7

4.9

2.2

62.9

Total

DPRK = Democratic People’s Republic of Korea, PRC = People’s Republic of China.

China has shown a willingness to take a leadership role in regional
cooperation. President Xi has called for strengthening cooperation in Northeast
Asia for regional peace and prosperity. At the 2018 Fourth Eastern Economic
Forum, Xi proposed that countries in Northeast Asia should build up mutual
trust to safeguard regional peace and tranquility; deepen cooperation to achieve
mutually-beneficial and win-win outcomes; learn from each other to consolidate
their traditional friendship; and take a long-term perspective to realize integrated
and coordinated development. “The Chinese side is willing to continue to work
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with all other sides to constantly consolidate unity, build up mutual trust, explore
effective ways to maintain lasting peace and stability in Northeast Asia, and
make unremitting efforts to achieve peace, stability and development in the
region,” said Xi.
Following this, we need to provide a detailed plan for President XI’s
speech. The Work Plan n for this on the Chinese side might be through the
following channels:
 Channel 1: Tianjin Approach
 Channel 2: Mr. Jiang Zhenghua’s Approach
 Channel 3: Central Government Approach
 Channel 4: Think Tank Approach
 Channel 5: Other Approach (media or outside)

Road Map and Strategy: What Shall We Do Now?
Our aim now is to move forward in 2019 and 2020. One plan may be to
follow the China approach. This is also a good time to propose a ChinaJapan-Korea leader summit. The G20 in 2019 in Japan also affords opportunities
to promote the NEABCD. A remaining question or ‘factor X’ is the United
States.
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Perspective from the United States
Mead Treadwell

I would like to begin by reiterating that there is nothing that happens in
all of the Arctic without the same kind of issues in Northeast Asia, without
the Asian market connection, without the need for infrastructure. One of my
favorite books is a memoir, it is geographical, political, and commercial. It
includes a letter written and published in 1848 by Aaron Palmer who was sent
by the United States to discover whether or not there was any business to be
done with our neighbors in Asia. In this letter (which becomes a book) addressed
to President Polk, Palmer spoke of the whaling in Pacific, mining that was
happening in Siberia, he spoke of the value of the Aleutians and suggested that
maybe someday the United States should be working with Northeast Asia to
develop our respective economies. I love this book because many of the
arguments that were made in 1848, a long time ago, are still current arguments
for today. I also want to say that, as we develop the Arctic, the first person
to argue for Arctic Development Bank was Nikolai of Republic of Sakha
(Yakutia) who gave several papers on this concept at the time that Russia was
emerging from the Soviet era. He saw the need to see much greater capital
investment in Northeast Russia and proposed that. Scott Mayer Minerd has
produced several papers on why we need an Arctic Development Bank. In
reference to Mr. Maeda’s comments, moving from a sovereign wealth model
of a development bank to credit guarantees in encouraging private investments
is exactly what we were doing in our team. I’m particularly interested as we
go on with this, about what we do and what we can do to make the United
States be more interested.
We obviously have US-China challenges. President Trump’s biggest concern
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is the denuclearization of North Korea, and the United States has not had a
very broad discussion in public about what kinds of incentives to offer the North
Koreans. Frankly, I think the notion of throwing new incentives out there is
a difficult one to begin with. We did see a major revision of the Overseas Private
Investment Corporation. By legislation last year, this was an agency that was
destined to die at the beginning of the Trump Administration. Instead,
miraculously, it received new mandates very quickly through Congress as the
United States saw this as its way to help join the global infrastructure issues.
Finally, as far as the China Belt and Road concept, it is been discussed. I was
in a meeting now a year-and-a-half ago in Dalian China with the Ministry of
Oceans. It was shortly after that China expanded its view of the Belt and Road
to include the Arctic.
I believe that one major observation here is that a potential tie between
the United States and a Northeast Asia Development Bank is the Arctic. I'll
give you a couple of reasons. I was recently with Russian ambassador to the
United States. He told me that in his time as ambassador to the United States,
the US-Russia relationship was not very good except for two things. One is
cooperation on space and the other is cooperation in the Arctic. The United
States and the Russians had come together to establish a traffic system in the
Bering Strait during the toughest times of US-Russia relations simply because
we want to protect who lives there. My feeling and Kislyak’s is that if we were
joined at the hip in some way, the idea of making Arctic shipping boring in
the same way that we made Aviation boring is important. Today, 10,000 people
will cross the Arctic and our aviation systems are joined at the hip. We made
global aviation much more seamless. It’s about time that we do the same way
for Arctic shipping.
In parallel to your efforts in the last four years, we are continuing to look
at the idea of a seaway development. This is legislation that the Alaska
delegation has proposed to produce a Seaway Development and Cooperation.
The way we build the seaway development infrastructure, working with shipping
authorities, would be to reach out to work with shipping authorities in East Asia,
Canada and the other Arctic nations, and Europe to make Arctic shipping a
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reality and reliable thing to happen. What is necessary for this reality is actually
what the Northeast Asian Development Bank is also thinking. You need ports
that work. You need an LNG bunker. You need ice breakers. You need a system
of tariffs to pay for whatever credit guarantees might come along (and in this
case the treasury would be providing the credit guarantees). Ultimately, you need
a system.
The Arctic is different to say Panama or the Suez Canal in that there’s
no sovereign owner. By all means we need to work together. To put this into
perspective, 18,000 ships a year use the Suez Canal. The Russians just completed
a study that about 10% of that could go through the Arctic economically. If
they pay what the Russians are now charging for marine services through the
Arctic that’s about USD 900 million a year in shipping services revenue. That
is the kind of revenue possibility that would support credit guarantees to build
the kind of icebreakers in the kind of port facilities needed, the kind of
assistance that’s necessary.
Whether this concept becomes a customer of a Northeast Asia Development
Bank or it becomes a US parallel shareholder, the general concept is this. We
do have good relations with Russia in the Arctic. We do have a combined need
to develop something more than a Russian Monopoly in Arctic shipping. We
do have a combined need to get basic facilities there, and there will be
infrastructure financing needs. So, I put this forward as one possible US avenue
to build upon the cooperation that should be stronger than non-objection.
Second, I wanted to say is just that Alaska’s economy is thoroughly
dependent on Northeast Asia. We would not have a fishing industry without
Japanese investment. We would not have air cargo industry without the strong
participation of the Korea, China, Japan, and Taiwan. We would not have a
timber industry had it not been for the first Japanese investment, and I can I
can go on. At this point, we have looked at the opportunity of what there is
or what we might do if trading with North Korea were to happen. The idea
of energy is interesting in terms of bringing energy quickly to North Korea.
We have had visitors from we had diplomats from North Korea to come visit
us essentially talking about food cooperation.
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There has been quite a bit of mineral processing that’s happening in
Northeastern China. Some of it happens in North Korea now. Frankly, I believe
that one of the things that people are looking at with North Korea is greater
shipping between the Korean peninsula and Europe. The maritime shipping
aspect is something we can have cooperation on too. Right now, we have a
very difficult situation with Russia because of the Ukraine issue. In some ways
it has been more convenient for Russian-Japanese cooperation, Russian-Chinese
cooperation. Frankly, an argument I would make in the United States for the
Northeast Asian Development Bank is that this is a multilateral process that gets
us into a position with Russia where we’re not now. There is opportunity that
US investors and businesses are missing out on that I believe they would like
to see. Finally, I would just like to say that I helped start a small private USD
400-million-dollar fund to invest in Pan-Arctic investments. We now own 16
hotels and a very large telephone company. We have investment from China.
We have markets across Asia. I am now just a shareholder of the company and
just left as an officer for another opportunity. I don’t know where many
American investors want to invest in Russia right now without some sort of
better sovereign guarantee that you can get, and that’s at least another argument
to make in the United States for this. I’m going to close by saying that we
talked to our delegation about Northeast Asia opportunities and made clear that
there are real investment opportunities and real trade opportunities, and real job
opportunities for Americans that will come out of the concept we are forming
here. I look forward to discussion on what we can do to make the United States
more attentive to this proposal and process.
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Commentary
Inessa Love

Some of you have been involved in this project for 18 years and I have
learned about it in just one and a half hours, so my knowledge of what you
are doing is limited. What I think I could offer is maybe a summary of what
I got out of this discussion and some questions that an outsider of the project
may ask you to consider. I am from the Ukraine, so I may be a little bit biased.
I spent 10 years at the World Bank and six years at the University of Hawaii.
I teach development economics. At the World Bank, I conducted research on
financial development and my PhD is from Columbia University. The development
of financial markets is one of my specialties as well as development economics.
Although, I have some background relevant for this project, this is my first time
to hear about the Northeast Asia Development Bank. What I drew from the very
interesting discussions here is that there are two main goals. One is peace or
political stability. That is definitely a big goal in the region. The situation with
North Korea is obviously precarious. You also mentioned the Russia-Ukraine
conflict. I would say Russia is a political risk. Also, America is a political risk
given the current situation of the trade war. So, there are a lot of political risks.
The political situation in the world is shaky, especially in Northeast Asia given
the situation on the Korean peninsula.
If peace is the first priority, then the next question is what is the best
strategy to support denuclearization, or to open the door of North Korea in any
way possible. Where is that opening of the door? It could be the Arctic or
anything that North Korea could “bite”, so to speak. Is there a large infrastructure
project that has been contemplated that will entice North Korea to join the world
community? I think of achieving political stability and having North Korea be

196

Momentum for Building a Northeast Asian Economic Community: Emerging Challenges and Opportunities

involved in the world economy in in some way, that is ways to find that
“opening”. The same could be said of Russia, where is that opening? Likewise,
for America, where is the opening that would get the United States interested
in this NEABCD project? What I gathered thus far is that the United States
is not interested in the AIIB given the trade conflict with China. It is not clear
how to get the US involved and interested. It sounds to me like the United
States needs to be involved in order to access capital markets. Thus, getting
US backing would be important even if the US does not provide capital directly
because the US’s reputation could open the door to international capital markets.
So, my question is, if the goal is peace, is the bank structure the right vehicle
to support peace? Because if we are contemplating other structures, a trade
union, a currency union, or even a travel union could be a foot in the door.
There could be some other ways. I am just throwing out ideas. The bank can
be a separate entity from the union. If there is some way that North Korea could
be involved, whatever form that takes would be a foot in the door.
Let me speak about the second goal which is economic development. The
two goals reinforce each other. There is no economic development if there is
no peace. It is also possible that peace can support economic development. We
know that poverty leads to conflict and conflict leads to poverty. Though economic
development and peace are mutually reinforcing goals, they are separate and
different goals. In terms of economic development, what I got so far is an
emphasis on infrastructure development. That is definitely an important aspect.
Here a specific list of infrastructure projects could be a good start. There are
other economic goals like poverty alleviation that are also very important. I
know this has not been your focus, but I just want to put it back there. There
are also other important goals like the environment that would probably affect
everyone in the region starting with China. I already mentioned trade. A trade
union in the region could support these goals. Trade guarantees and credit
enhancement have been mentioned which are good avenues because if the goal
is private capital mobilization, then credit guarantees and enhancement could
be very helpful.
From what I know from development economics, what is really important
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is property rights and institutional development. As you said, nobody would
invest in Russia if you cannot get your money back. Why would you invest
in something that could be confiscated later. Institutional development is very
important. With property rights, private capital could flow easily if there is
institutional arrangements that guarantees investors will get their money back.
These are the first requirements for mobilizing private capital— property rights
and return to investment. Another point that has not received much attention
is the growing impact/mission capital from foundations and other capitals
specific to social impact. Perhaps this can be mobilized for Northeast Asia.
My final comment is specifically about the NEABCD and how to avoid
the pitfalls that the AIIB is facing and how this new entity that is being
contemplated would avoid being in competition with existing entities such as
the World Bank, the ADB, and others. There should be a niche for this particular
organization. Whenever I advise my graduate students on doing research, first
I tell them that they have to ask, “What are the gaps in the literature?”. For
the purpose of the NEABCD, ask, “What is it that these other organizations
are not doing?” After identifying these gaps, what are the best strategies to fill
these gaps? Also worth considering is how to work together with existing
organizations such as the AIIB, ADB or World Bank.

Role and Justification:
Why Is the NEABCD Necessary to
Meet NEA Financing and
Technical Assistance Needs?
Overview1)
Lee-Jay Cho and Stanley Katz

Background
The idea for a Northeast Asia Development Bank (NEADB) was first
discussed by Dr. Ma Hong and his associates in China and independently
introduced into the Northeast Asia Economic Forum Meeting in Tianjin on 2-7
September 1991, by Duck Woo Nam, former Prime Minister of South Korea.
As the former President of the Chinese Academy of Social Science, Dr. Ma
was instrumental in the opening of the Chinese economy under the leadership
of Deng Xiaoping and Zhao Zi Yang. Dr. Ma was President of the State Council
China Development Center (CDC).
The 1993 Annual Conference of the Northeast Asia Economic Forum in
Yongpyeong, South Korea, recommended that governments in the region
carefully study its feasibility. The forum selected Dr. S. Stanley Katz, former
1) Based on a paper by Cho Lee-Jay and Stanley Katz, NIRA Review 8(1), Winter 2001.
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executive vice president of the Asian Development Bank (ADB) to conduct this
study, and his proposals have been elaborated in a series of papers that have
been presented at annual meetings and workshops since 1994.
These efforts eventually led to the creation of an Ad Hoc Committee for
the establishment of the Northeast Asian Development Bank that met in Tianjin,
China, from 11 to 13 May 2000. The committee once again emphasized the
strong need for an NEADB and the unique role it would play in helping to
finance infrastructure investment and economic development in the region, a role
not currently performed by existing institutions.
The committee concluded that by acting as an impartial multilateral
mechanism for the transfer of capital from developed country capital markets
to the Northeast Asian region, and by helping to disseminate technology,
information and to provide education, the NEADB would contribute importantly
to economic development. These activities would therefore strengthen
interdependence and contribute to regional peace and stability.

What Area Would an NEADB Cover?
Our focus here is on Northeast Asia in which we include Northeast China,
Mongolia, the Korean peninsula, the Russian Far East, and Japan. This covers
a vast land area with tremendous differences in factor endowments.
The Northeast Asian region has enormous economic potential. The Korean
peninsula, for example, could serve as a hub of transportation, telecommunications,
energy exchanges (including natural gas), and related services for that area, if
integrated systems could evolve. But with the exception of Japan and South
Korea, the potential is underdeveloped because of the low level of technology
and the poor quality of infrastructure, including transportation, modern ports,
communications, fiscal services, reliable energy supplies, and stable institutions.
Benign regionalization, as opposed to malignant regionalization, can stimulate
competitive forces, enhance growth, and develop dynamism in the global market.
Different countries or areas within the region have attained different stages of
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industrial development, industrial structure, and demographic transition. These
differences manifest themselves in wage levels, quality of labor, and level of
industrial technology. In the process of regionalization, the synergy of comparative
advantages can be reinforced by the complementarity that exists between
different industrial structures, technological levels, and demographic features.
Interactions among these factors can generate dynamism in an economy as a
whole, and this will be the force behind economic integration in Northeast Asia.
By encouraging economic cooperation and integration and a combination
of the maturity of older economies with the potential vitality of the newer ones,
we can achieve rejuvenation of the former and stimulation of the latter. Perhaps
the most viable and expeditious approach to regional economic cooperation and
integration is to start with functional cooperation in sectors such as transportation,
energy, telecommunications, and finance.

Developing a Regional Transportation and Logistics System
Transportation infrastructure is an important key to the integration of
Northeast Asia. the physical condition of existing transport infrastructure in the
region must be considered, an infrastructure that is more than several decades
old. Its low quality, deterioration, outdated design, and other weaknesses suggest
that it will not meet the minimum standards future transport services will require.
Furthermore, the poor condition of the existing transport infrastructure will
compound the burden of traffic movement as present equipment life cycles come
to an end. Consequently, very sizeable investments are required to replace the
existing infrastructure. The ability to finance this development to continue the
region’s present pace of economic growth is crucial.

Natural Gas as a New Energy Source
Future dynamic economic growth in Northeast Asia depends on the availability
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of sufficient energy sources, and to meet this demand the use of natural gas
must be expanded. The proposal for an international pipeline system for
Northeast Asia has been drawing increasing attention. This project would be a
means of developing a multinational, cooperative, corporate institution that
would bind the member nations in a common interest. Most important, it would
contribute to energy security and peace. Building the necessary infrastructure
for the transportation of natural gas, however, will require enormous capital
investments. But because of the abundant reserves of gas in the region, and the
strong projected future demand for it, generating the necessary financial resources
in Northeast Asian and elsewhere in the world is feasible. Japan must secure
adequate supplies of energy for continued economic growth and stability during
the coming century, and China’s demand for oil and gas will also grow substantially
over the long term. If the project for a pipeline system for Northeast Asia were
realized, designed, planned and carried out multi-nationally, stretching from the
Russian Far East, Mongolia, China, and the Korean peninsula, and linked to
Japan, with Japan taking the initiative with its capital and technology, it would
be an important step toward the dynamic and peaceful economic development
of Northeast Asia in the twenty- first century.

Developing Telecommunications Infrastructure
Revolutionary change is taking place in information technology, and recent
technological innovations are changing how business, government, and other
sectors of economic life and social life operate. Economic globalization has been
hastened by electronic communication, much of it through North America and
Europe, and it is enjoying a major influence in Northeast Asia. The dramatic
increase in the use of the Internet and a concomitant expansion of networks
in Japan, Korea, and underscore the telecommunications dimension of potential
economic growth. Intraregional communication infrastructures, however, are
inadequate, and more information highways need to be built and related facilities
expanded. The increasing demand for submarine cables, landline fiber optic
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cables, and digital telephone exchanges, mobile telephones, and relay stations
must be met. The expansion of Internet communications will also require
extensive Internet and computer network development, satellite launches, MSS
(mobile satellite system) installations, software development and personnel
training. All this will call for enormous capital that must be mobilized to realize
the region’s potential for growth. We must also meet the challenge of national,
legal, and institutional barriers to effective telecommunications

The Rationale
A study sponsored by the Northeast Asia Economic Forum concluded that
financing for the Northeast Asian infrastructure must come from three main
sources: (1) private sector credits and investments; (2) bilateral official
assistance; and (3) the existing multilateral development banks (the ADB and
World Bank). Studies have revealed that financing that can reasonably be
expected from existing multilateral financial institutions, governments, and the
private sector will fall far short of meeting the region’s projected needs for
financing infrastructure. Even in the most optimistic forecasts, these studies
estimate that maximum financing from these sources will be $2.5 billion a year,
which would leave an annual investment deficit of $5.0 billion (some more
recent forecasts put this at much higher). It is highly unlikely that additional
funds would be made available for infrastructure investments in Northeast Asia
by the three sources outlined above. A new regionally oriented development
bank, such as the NEADB, would provide an important part of the additional
financing that could be effectively employed in expanding and improving
Northeast Asia’s infrastructure base. Its purpose would be to supplement the
capital transfer activities of the ADB, the World Bank, and private and official
sources, thereby ensuring a more adequate flow of capital to Northeast Asia for
infrastructure.
Since long-term capital is potentially available in international capital
markets to finance the region’s projected net capital investment needs, the issue
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is how to tap these resources, in other words, how to mobilize and transfer
intermediate funds from international capital markets to the region. After
evaluating the alternatives, we have concluded that a new financial mechanism
should be established, one that is capable of intermediating long-term capital
from international capital markets to Northeast Asia for infrastructure investments.
The proposed NEADB would supplement, but not supplant, the financing
provided by the existing multilateral financial institutions (the ADB and the
World Bank). NEADB financing would be primarily directed to infrastructure
projects that would benefit the countries and the region as a whole. The Bank
would also provide technical assistance in the identification, design, evaluation,
and implementation of these projects.

Who Pays?
The prospective regional shareholders in the proposed bank would be China
(including Hong Kong and Macau), Japan, South Korea, Mongolia, and Russia.
Participation by Taiwan is also highly desirable because of its economic strength
and extensive capital resources. The United States would be expected to be a
major participant among the nonregional members, along with the European
Union, Australia, and New Zealand.
The proposed capital structure for the NEADB suggests an initial
capitalization of $20 billion, of which 50 percent would be subscribed and paid
in for shares over five years, and 50 percent would be subscribed (but not paid
in) in the form of callable capital shares (that is, a form of “safety-net”
commitment that would require no disbursements by shareholders).
It is assumed that the regional countries’ share of the Bank’s capital would
be $12 billion, representing 60 percent of the NEADB’s total capital. The 40
percent balance ($8 billion) would be available for subscription by nonregional
nations.
Referring to the model of the Asian Development Bank, the subscribed
capital constitutes the largest part of the ADB’s financial resources: 93 percent
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of it is callable capital, and the remaining 7 percent being paid-in capital. In
other words, 93 percent of the ADB’s capital does not represent cash payment;
it represents a form of payment guarantee by the member governments. The
7 percent, or $3.3 billion, represents the actual cost of creating and running the
ADB incurred by all member countries. On the basis of this $3.3 billion, the
bank would thus be able to mobilize as much as $87 billion (net of the Special
Fund), using as leverage the confidence of lenders in the guarantees of sovereign
states in the form of subscribed callable capital shares.
This is the basic difference between commercial banks and an official
multilateral development bank. Let us hypothetically suggest that a regional
member country was to subscribe to 5 percent of the new Bank’s proposed
shares (12.5 percent of the regional total); its total financial commitment would
be $1 billion. Half that, or $500 million, would be paid to the Bank in exchange
for shares. The payments would be made in five annual installments of $100
million each. The balance of the country’s commitment would be “callable” and
would remain uncalled except in the unlikely event of a major financial failure.
(All existing multilateral development banks have similar callable shares; and
none has ever called, or expects to call, any of these shares.) Under these
assumptions, the annual governmental budgetary cost for a purchase of 5 percent
of the NEADB’s shares would be $100 million for five years.
Thus, depending on these countries’ subscriptions to the Bank’s capital
shares, Japan’s estimated cost for five years would be $500 million a year, and
the annual payments for Korea and China would be $250 and $200 million,
respectively. Apart from financial activities, the NEADB would be entrusted to
carry out diverse auxiliary functions, including research on the subregion’s
economies, studies on policy issues, collecting and disseminating information,
and educating and training public officials in the region. These kinds of auxiliary
functions are especially important because the former socialist countries of
China, Russia, Mongolia, and North Korea are in need of technical assistance
to help them make the transition to market economies.
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Some Political Implications
Provided that North Korea gives up its destructive military capabilities, the
economic assistance can be aimed at inducing Pyongyang to gradually open its
doors to the outside world and to become a member of the regional and global
community through economic and political reforms. The proposed NEADB fits
this purpose perfectly. The United States would be able to pursue its foreign
policy at much less economic cost than it would without a development bank
in the region.
The problem for South Korea is that its financial resources are limited,
given its status as a medium-sized, mid income country, and the NEADB would
significantly lessen the financial burden on South Korea in future economic
cooperation and integration of the peninsula. China, a giant economy has much
to gain from the NEADB through its access to financial resources and technical
assistance. The NEADB would be able to help promote mutual understanding
and cooperation between China and the rest of the member nations and help
to maintain peace and security in the region and elsewhere in the world.

Conclusion
The Northeast Asian Development Bank has been proposed to help fill the
region’s long- term infrastructure financing needs and thereby to accelerate the
region’s economic development and integration. As proposed, it would become
an important institutional vehicle for mobilizing funds in international capital
markets for the region’s infrastructure needs. These funds would be raised by
bond issues and transferred through the Bank’s lending operations to finance
imports of equipment and services for infrastructure investments in Northeast
Asia.
Such transfers and investments, along with associated technical advice and
assistance, are a necessary first step in developing the region’s resources, in
attracting private enterprise, banking, and investments, and in creating a long-
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term Northeast Asian market for goods and services. Besides serving these
functions, the NEADB would ensure that the projects it helped to finance were
in priority sectors of the region as a whole. It would also ensure that the projects
were free of inappropriate payments and that they could meet internationally
accepted standards of technical, economic and financial feasibility. Moreover,
the Bank would provide a means for spreading a significant part of the costs
of developing Northeast Asia from the countries of the region to international
capital markets.
From a broader fiscal policy perspective, the Bank could help to avoid the
mismatching of funds and investments that has proved injurious to Asian nations
in recent years. The purchase of shares in the proposed Bank would represent
a sound investment for countries inside and outside the Asia-Pacific region. The
return on investment, in terms of the purchase of goods and services from each
nation’s exporters under bank-financed projects, would be a multiple of the
amount of paid-in investment in the Bank’s capital. Along with the capital flow,
more effective transfers of industrial technology, managerial skills, and knowhow can be promoted through the proposed regional bank.
By having the member countries of this region, including North Korea, join
this financial institution, cooperative efforts toward economic development in
a regional framework would be better facilitated than through bilateral
intergovernmental agreements. Present positive political trends provide an
unparalleled opportunity to think boldly and to be innovative about the institutional
framework for regional economic cooperation in Northeast Asia.
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A Review of the Ad Hoc Committee on the NEABCD and
the Brief on the Establishment of the NEABCD
Liu Ming

The history of the Ad Hoc Committee on the NEABCD shows the
continued level of interest and demand for such an institution in Northeast Asia.
It also is indicative of the rigorous study and analysis that the NEABCD
proposal has undergone.
Table 1. History of the Ad Hoc Committee

Text of the Brief on the Establishment of the (NEABCD)
The Northeast Asia Economic Forum (NEAEF) respectfully proposes that
the Governments of the People’s Republic of China, Japan, and the Republic
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of Korea examine and consider the proposal to establish the Northeast Asian
Bank for Cooperation and Development (NEABCD), hereafter referred to as The
Bank.
The Bank is envisioned as a regional mechanism to attract capital for
regional development projects, further the economic cooperation and regional
integration of Northeast Asian nations, and promote social and economic
development within Northeast Asia, in a fiscally, socially and environmentally
responsible manner.
The proposal to establish The Bank is a major recommendation and the
result of a multi-year effort by the Northeast Asia Economic Forum (NEAEF).
The NEAEF is a regional nongovernmental organization created in 1991 to
sponsor and facilitate research, networking, and dialogue relevant to the economic
cooperation and development of Northeast Asia.
The NEAEF has distilled agreement about the basic concept of establishing
The Bank in a collaborative effort of eminent experts of the nations of Northeast
Asia, particularly the People’s Republic of China, Japan, the Republic of Korea,
and the United States as well. The NEAEF has held six meetings of the Ad-Hoc
Committee for Establishing the Northeast Asian Bank for Cooperation and
Development – the first one in 1999. The NEAEF has also established the
NEABCD Advisory and Steering Committee, chaired by Dr. Stanley Katz,
former Vice-President of the Asian Development Bank. The Advisory and Steering
Committee is composed of prominent members with extensive financial experience
in Northeast Asia. Many of the members have experience working with
international financial institutions and national development banks currently and
in the past. The Committee is a part of the Research Center for Financial
Cooperation in Northeast Asia, also established under the leadership of the NEAEF.
First, with regard to providing justification for The Bank, there is a
consensus that Northeast Asia needs a regional development and financing
institution. There is a genuine need and opportunity for such a new financial
institution in the post-crisis environment. It is 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. Northeast Asia’s
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financing requirements neither fit the profile of a traditional developing region,
nor are the region’s needs similar to slow growth, large industrialized markets,
like North America or Europe. There is a specific need within Northeast Asia
for an institution that can facilitate large-scale cross-border infrastructure and
energy development projects for regional development, as well as promote
investment by the private sector to improve the technological and innovative
capabilities of Northeast Asia.
The second important justification for The Bank is the consensus among
experts that the existing multilateral development banks (the MDBs, including
the World Bank and the Asian Development Bank, ADB) have not met and
cannot meet Northeast Asia’s financing needs for regional development and
cross-border infrastructure projects. This is primarily due to the fact that the
multilateral financial institutions have shifted away from their traditional main
focus on infrastructure development, especially large-scale infrastructure projects.
The World Bank, as the world’s biggest development bank, has shifted toward
the principal goal of poverty reduction and thus mainly invests in the poor areas
of Latin America and Africa. In a similar vein, the involvement of the ADB
in specific and concrete development projects in Northeast Asia is extremely
limited, since the ADB focuses more on Southeast Asia, Southwest Asia, and
Central Asia. The Northeast Asian region accounts for only 4% of the Asian
Development Bank’s total investment. It is not anticipated that any of the MDBs
will change their programs to respond to the needs of Northeast Asia or provide
financing at adequate levels to promote regional development. At the same time,
The Bank shall not be a clone of the existing regional development banks, since
they have shifted away from functions that The Bank intends to pursue for the
region. The Bank will, of course, form a complementary cooperative relationship
between other international financial institutions in order to maximize the overall
benefits they could provide.
For the above reasons it is compelling to have a Northeast Asian development
bank that focuses on the region and provides financing for the region’s
development needs and technical assistance.
In distilling a common essence of agreement on the basic concept of
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establishing The Bank, the NEAEF envisions that The Bank’s primary organizers
(the Governments of Japan, Korea and China) should agree upon the main
organizational and operational issues and parameters in the establishment of the
new Bank. These main issues likely include:
 The size, capitalization and financial structure of The Bank, including
the distribution of shares among regional and non-regional countries.
 Methods of identifying, financing (equity investment, debt financing, and
guaranty) and administering cross-border projects.
 Scope of participation by private and public sector banks and by the
Economic Development Agencies.
During the process of deliberating The Bank proposal, the organizers may
ultimately decide to add other issues as required, in addition to the above main
issues. The NEAEF has prepared documents that address these main issues for
the organizers’ consideration. The organizational and operational issues noted
above and other related issues have been discussed and analyzed in papers and
reports prepared by and for the previous meetings of the NEAEF (available as
background materials). In addition, information has also been obtained from the
MDBs (World Bank, ADB, AfrDB, IADB), which have a considerable history
in dealing with most of these organizational and operational issues in establishing
a development bank.
The NEAEF has determined that there is a common agreement that it is
time to move The Bank proposal forward on a fast-track basis. This brief for
the Establishment of the Northeast Asian Bank for Cooperation and Development
has been prepared to facilitate a fast-track approach to moving the proposal
forward for high-level governmental support. Specifically, it is hoped that the
governments of China, Japan and Korea will examine and consider the proposal
to establish a Northeast Asian Bank for Cooperation and Development. The
NEAEF’s NEABCD Advisory and Steering Committee is prepared to provide
technical backstop and coordination and further information.
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Recommendations of the Study on the Establishment of
the Northeast Asian Development Bank:
The Tokyo Foundation Draft
Chiba Yasuhiro

The Tokyo Foundation conducted the research project titled, “The establishment
of a Northeast Asian Development Bank (NEADB) and Japan’s Cooperation
Policies” in 2002. The reports and recommendations in this presentation are the
collective results of project team efforts from the above research project. In
keeping with this aim, the project team was composed of twelve members
including advisers from various areas and countries.
It was concluded that the NEADB would play a pivotal role in multilateral
and multinational cooperation in Northeast Asia. The project team came up with
five policy proposals for the establishment of the NEADB. Through its
investigations, which also encompassed regions (and nations) that have a connection
with Northeast Asia as well as international agencies—the team gathered
opinions from a sweeping spectrum. Based on a series of study meetings, the
project team proposed establishment of an NEADB as an issue that ought to
be addressed without delay.

Policy Proposals and Action Phases
Five policy proposals emerged from the study:
 Proposal 1: The plan back in the early 2000s was to declare the
inauguration of the NEADB at a trilateral summit of the leaders of
Japan, China, and South Korea:
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 Proposal 2: Establish a preparatory committee for the foundation of
the NEADB
 Proposal 3: Expeditiously perform feasibility studies of projects involving
regional cooperation in Northeast Asia
 Proposal 4: Create the Northeast Asian Platform as an NEADB support
structure.
 Proposal 5: Formulate a grand design for regional economic security
in Northeast Asia that springs from the NEADB
The team also envisioned three action phases. Phase I was to be dedicated
to consensus-building program, Phase II to promoting the NEADB’s establishment,
phase III was to be the opening of business and development.

A New Concept and Paradigm
The concept of new NEADB evoked a vision for regional cooperation in
Northeast Asia that establishes a paradigm:
 Philosophy: Peaceful. coexistence, interdependence, confidence building,
and respect for the interests of the region's inhabitants
 Fundamental policy: Multilateral regional cooperation that respects the
autonomy of nations (and zones) within the region and is open to
participation by local government bodies, non-governmental
organizations (NGOs), and private capital
 Framework: A new Northeast Asia for the twenty-first century,
reconciling a trio of principles: market, social, and international
 Orientation: The permanent establishment of a system of values that
respects cultures, the environment, and intra-regional decentralization of
authority, new values cleansed of all traces of hegemonism and free from
discrimination against the region as well as from the centralization of
authority.
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This plan and vision were submitted back in 2002 to the then Chief Cabinet
Secretary Yasuo Fukuda in July 2002 together with the report of the research
project as a policy recommendation. There is thus a long history of cooperation
among researchers, experts and interested parties in investigating and promoting
the NEADB.
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Update on Northeast China and Efforts Toward
an NEABCD
Liu Lanbiao

In this section I first discuss why the Northeast region of China is far
behind compared to other regions in China. Secondly, I will discuss what is
needed now for the bank. Thirdly, I want to provide updates on China’s efforts.
Fourthly, I will discuss current difficulties. And finally, I make some
suggestions.
Northeast China is experiencing a loss of its young population, most young
people move to the large cities like Beijing or Shanghai and their surrounding
areas. The young educated people move out. To change this situation, it is
important to establish a mechanism for young people to stay in this area. It
must be a mechanism that addresses investment, job opportunities, to realize
common benefits. We are mainly talking about three aspects, economic,
environmental, and peace. Of course, we want to change the situation at hand,
but it is more important to establish a new mechanism through which the bank
can play a major role--as an engine to mobilize the protection and build hope
in our localities. The geopolitical situation in this area continues to present
difficulties and dangers, namely because of the situation on the Korean
peninsula. Although there has been some progress here. If we can get to real
peace, that will be the time for the northeast region of China to play an
important role in the world economy.
I want to emphasize the China’s attitude on establishing the bank is always
positive. By the end of February 2019, we should have an updated briefing
report on this and I will put together all the suggestions, together with our
research center. I will report this to the Tianjin leadership. Tianjin for a long
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time has supported the establishment of the NEADB. Thus, the report will be
submitted to the Tianjin leadership and we hope it will go through China’s
senate as a proposal. Through that channel, we can reach the central government.
Before coming to this meeting, I talked to the people in charge, including
the Central Communist Party. I want to coordinate this information. We will
push forward.

Strategies, Future Plans, and Activities
Establishment of the NEADB to Support
North Korea’s Economic Development
Jai-Min Lee

Recent Changes in the Northeast Asian Region
This year, we have seen dramatic changes in the political scenes of the
Korean peninsula. South Korea and North Korea held three summit meetings
in April, May, and September. On June 12, the United States and North Korea
held the first summit meeting in Singapore since the cease-fire of the Korean
War in 1953. It is expected that North Korean leader Kim Jong-un might visit
South Korea soon, and perhaps Trump and Kim will hold a second summit next
year.
With a series of historic summit meetings, there is a significant lessening
of political uncertainty in the Northeast Asian region due to North Korea’s
continued provocation. North Korean leader Kim Jong-Un declared that he
would focus on developing the country’s economy rather than developing
nuclear weapons. We might expect peace and prosperity in Northeast Asia and
in the Korean peninsula in the near future.
Owing to such positive progress, the Northeast Asian region is expected
to gain great momentum in economic development and cooperation. We are well
aware of the huge economic development potential of the Northeast Asian
region; however, this potential remains unrealized because of the political
obstacles caused by the North Korean issue.
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Thus, ensuring peace in the peninsula will allow us to undertake the
pending economic tasks we’ve been waiting for a long time. It also means that
we have a great opportunity to promote the establishment of the Northeast Asian
Development Bank (NEADB). I think this is the best time to discuss the
NEADB.

Support for North Korea’s Economic Development
Peace on the Korean peninsula is vital to the security of neighboring
countries and maintenance of global peace. For stability and peace in the
peninsula, we should allow North Korea to participate in the activities of a
global society and achieve economic prosperity. In fact, this is the most
important task for the economic bloc in Northeast Asia.
On the other hand, North Korea is considered the only area in the world
that remains underdeveloped. The lack of infrastructure in the nation is so severe
that developing infrastructure is imperative. Accordingly, injecting development
financing into North Korea will result in economic growth and the transition
to a market economy, improving the nation’s economic level, and ultimately
serving as a catalyst for peace and stability on the Korean peninsula.
Developing the North Korean Economy will require significant funding. A
report released by the Financial Services Commission of South Korea in 2014
estimated that it would take $140 billion over the next 20 years to build
infrastructure such as railways, roads, electricity and telecommunication
facilities. Meanwhile, the Korea Development Bank estimated in 2017 that the
development cost of North Korea would reach $621 billion over 20 years which
is $31 billion per year.
In fact, after the recent summits, many development projects in the region
around North Korea have begun to be raised. Among them, considerable
attention has been given to the construction of the Trans-Korea Rail (TKR) on
the Korean peninsula and its connection to the Trans-Siberia Rail (TSR) or
Trans-China Rail (TCR), and the construction of gas pipeline between Russia
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and South Korea through North Korea.
As part of efforts that South Korea has pushed for in inter-Korean projects,
the United Nations Security Council on the 23rd of November granted a
sanctions exemption to enable the two Koreas to conduct a survey on reconnecting
railways across their border.
Meanwhile, South Korea’s President Moon Jae-in and Russian President
Vladimir Putin exchanged opinions on the resumption of the logistics business
of the Rajin-Khasan Project during Moon’s visit to Russia last June. The project,
which South Korea decided to participate, was designed to improve rail transport
on the border between North Korea and Russia.
As such, there is active discussion on helping North Korea develop its
economy and its cross-border projects. In this regard, we need to consider the
financial sources to meet the demands of development.

Financial Sources for the Economic Development of North Korea
There are diverse scenarios in terms of financial sources. First of all, the
existing multilateral development banks (MDBs) could be promising financial
sources. Among them, the World Bank, ADB, and AIIB are plausible candidates.
Some South Korean experts have opinions that support going through the
existing MDBs as a fast-track to supply money to North Korea. However, a
major obstacle in this route is that North Korea is not a member of any MDB.
As a first step, North Korea will have to join the IMF, as MDBs demand
IMF membership for receiving development funding. To join the IMF, North
Korea should disclose its present economic condition and offer comprehensive
data. The IMF needs such data to determine North Korea’s stake, which is
equivalent to its voting power in the international organization. It usually takes
around two years from application to admission.
To avoid this difficulty, they propose to form special trust funds to assist
North Korea within the MDBs. In some cases, non-member countries have
received assistance from special trust funds of the MDBs. In fact, many experts
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consider establishing a special trust fund in the World Bank as the most
plausible way to assist North Korean development.
However, I do not agree with this view owing to following few reasons:
As the trust fund is operated only with contributed money, its volume is
limited. That is, such special trust funds cannot produce a multiplier effect in
mobilizing funds, as they have no borrowing.
The development of North Korea requires a huge amount of money over
a long-term period. Therefore, a special trust fund cannot finance the required
scale of development in North Korea.
Second, existing MDBs, especially the World Bank, do not provide
financial support to commercial projects and high-income nations. When North
Korea begins economic development, many private companies from South Korea
and other countries will seek to invest in various commercial projects.
There are many cross-border projects between North Korea and South
Korea, North Korea and China, and North Korea and Russia. Among them,
South Korea, China and Russia are not eligible countries for World Bank
assistance. Therefore, World Bank funds may be used for humanitarian aid to
North Korea, rather than for the economic development of North Korea and its
neighboring Northeast Asian countries.
Third, existing MDBs cannot focus exclusively on North Korean development,
as they have many active programs and projects across the globe. I wonder if
they can allocate adequate human resources and budgets for North Korea.
When North Korea begins adopting a market economy, it will require
systematic assistance. Besides financial assistance, the country will need technical
assistance in transitioning to a market economy from socialist economy. A
special organization, which is exclusively responsible for North Korea and the
Northeast Asian region should undertake such tasks.
I think the utilization of existing MDBs could be a secondary vehicle, not
the main source of finance. The primary financial source should be the establishment
of the NEADB, as a new MDB, which can focus on development projects in
North Korea and the Northeast Asian region.
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Considerations in Establishing the NEADB
We have discussed the establishment of NEADB and have drawn several
blueprints for a long time. Therefore, it will not take long to establish the bank
if core countries reach a consensus about the necessity of NEADB. I suggest
the following considerations in the establishment of the NEADB:

1) Core members
First of all, the following six countries should join the NEADB as core
member countries: South and North Korea, United States, China, Japan and
Russia. These countries are directly involved in maintaining the security and
peace in the Northeast Asia region. In the past, they were participants in the
six-party talks that discussed North Korean issue.
It is very important to attract the United States is a core member country.
Although the United States is not a regional nation, its participation from the
beginning will be very important. In the past, the United States had held an
unfavorable attitude toward discussions of establishing the NEADB because of
its poor relations with North Korea. However, the summit between President
Trump and Kim Jong-un seems to have considerably mitigated this political
obstacle. It is expected their relationships could improve much more in near
future, despite a delay in denuclearization talks between Washington and
Pyongyang.
Furthermore, President Trump promised to help North Korea develop
economically if it de-nuclearizes. Therefore, the signs indicate that the United
States will not be as reluctant to participate in NEADB as it used to be. The
participation of the United States in the Bank will be very important as it could
promote the collaboration of other countries. In addition, its involvement could
improve the Bank’s creditability, giving it a high ranking, such as a AAA, which
is necessary to raise money at a low cost in the international capital market.
Countries such as China, Japan and Russia are also hoping for the security
and stability of Korean peninsula and the Northeast Asian region. China
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especially could get the opportunity to develop its three northeast provinces,
which share borders with North Korea, while Russia could also strengthen its
New Eastern Policy to develop its Far East, which borders North Korea.
Japan, threatened by the North Korean provocations, strongly hopes to
improve its relationship with North Korea, and many Japanese companies are
interested in the development of North Korea’s natural resources.
Owing to the dramatic turnaround in North Korea issues, these countries
might even compete to participate in the development of North Korea. I cannot
find any reason for them to oppose the NEADB.
South Korea should take a leadership in establishing the NEADB. As South
Korea has the most direct involvement in terms of peace on the peninsula, it
is expected to shoulder a considerable portion of the expenses for the economic
development of the North. Nevertheless, as South Korea alone cannot bear all
of the expenses, multinational cooperation is essential. Therefore, South Korea
should make maximum efforts to ensure that the United States, China, Japan
and Russia participate in the NEADB.
Once these six countries have an agreement, the EU, Mongolia and other
nations could join the Bank. Existing MDBs such as the World Bank, ADB,
AIIB and EBRD could assist as co-financiers to the Bank.

2) NEADB’s business activities
The NEADB needs to benchmark the EBRD, when it designs its business
activities. As the EBRD was established to support the socialist countries after
the East European nations began economic development by adopting market
economy system, the experiences of the EBRD would provide precious
know-how to the NEADB. The EBRD played a leading role in securing the
nuclear safety of the Eastern Europe bloc in the early stages of its establishment.
The EBRD’s support measures are divided into two sectors: financial
support and technical support. The types of financing include project financing,
co-financing, equity financing, guarantee and underwriting. EBRD loans have
no eligibility restrictions, that is, it provides financing to commercial projects
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and high-income countries. In fact, a major portion of EBRD loans were for
financing foreign investment projects in East European countries.
I would like to suggest that the NEADB should focus on attracting foreign
investors to North Korea and the Northeast Asian region through loan
guarantees, equity investment, and co-financing with commercial banks.
Meanwhile, the NEADB might need an exclusive aid window to assist
non-commercial projects or program in North Korea. That is, the NEADB
requires ODA agencies such as IDA of World Bank, and ADF of the ADB
to finance North Korea’s social infrastructure under more concessional terms
and conditions. The ODA agency would provide technical support on grant-type
aid to North Korea when it attempts to make the institutional arrangements
necessary for a market-oriented economy.

3) GTI utilization
To establish the NEADB, a primary agent should assume a leadership in
setting up the bank. I would like to suggest we use the organization and
functions of the Greater Tumen Initiative or GTI.
The Greater Tumen Initiative (GTI) (originally known as the Tumen River
Area Development Program) is an intergovernmental cooperation mechanism in
the Northeast Asia region, supported by the United Nations Development
Program (UNDP). It is the only Northeast Asian consultative body with a
secretariat dedicated to the development of the region.
The member countries of the GTI include four Northeast Asian countries:
China, Russia, Mongolia. and South Korea. North Korea held membership until
2009, and Japan is now taking part in the GTI Local Cooperation Commission.
The GTI has undertaken the tasks to increase mutual benefits and common
understanding, to strengthen economic and technical cooperation, and to achieve
sustainable development in the Northeast Asian region. I think GTI could
undertake the task of forming the NEADB at working level.
At the NEAEF annual conference in Tohoku in August 2018, Mr. Nikai
Toshihiro, Member of House of Representatives in Japan stressed that GTI could
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play an important role in Northeast Asian economic cooperation. We can hope
that Japan will remain involved in the GTI, and that North Korea will rejoin
the GTI in the near future.
Currently the GTI has no means to finance development projects. Therefore,
it should create a special trust fund ( a GTI Fund) that can finance multiple
infrastructure projects within North Korea and the Tumen River area. Potentially,
the core member countries of NEADB should take majority shares in the fund.
As it was formed under the sponsorship of the UN, any UN member country
can join the fund.
The GTI has operated the NEA Exim bank Association, which consists of
China Exim bank, Korea Exim bank, VEB of Russia, and the Development Bank
of Mongolia. It is desirable that this association take the initiative in
implementing the GTI Fund. The Association can utilize the Exim bank network
to communicate with its members and it can utilize the banks’ staff to implement
the Fund program.
The GTI has already examined eligible projects in the Northeast Asian
region. These projects were involved in various sectors such as transport, trade
and investment, tourism, energy, and environment. We will be able to prioritize
among those projects for the special trust fund.
When launched, its funding capacity, loan experience and business network
would be incorporated into the NEADB. Therefore, it would serve as a
transitional facility that would eventually become the NEADB.

Summary and Conclusion
We have seen a dramatic turnaround of the political issue of the Northeast
Asian region this year, with summit meetings between North and South Korea,
and North Korea and the United States. With significant mitigation of the
political risks of North Korean nuclearization, this is the right time to promote
the establishment of NEADB. In promoting the Bank, I suggested considering
a few aspects.
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First, the United States should participate in the Bank as a core member
country along with the regional countries--South and North Korea, China, Japan
and Russia.
Second, the Bank needs to benchmark the EBRD when designing its
business activities and types of financing. Development projects in the Northeast
Asian region will require financial support, along with technical support for
North Korea’s institutional transfer.
Third, to set up the NEADB, we need to use the GTI as a primary agency.
Therefore, we should create a special trust fund within the GTI, which will
support the development of North Korea and its neighbors, instead of other
MDBs such as the World Bank.

Promoting the Northeast Asia
Development Bank
Zou Lixing

Commemoration of the Thirty Years of Cooperation between the
China Society of Socio-Economic Systems Analysis Research and
NEAEF
In commemoration of the 40th fortieth anniversary of reform and opening
up, the Chinese Society for Social and Economic Systems Analysis (CASS) is
celebrated its 30th anniversary. On December 2, 2018, the seminar was
organized in Beijing Science and Technology Hall. More than 200 experts,
government and business representatives attended the meeting. Mr. Jiang
Zhenghua, Vice-Chairman of the Ninth National People’s Congress, Mr. Chen
Yuan, Vice-Chairman of the Twelfth National Political Consultative Conference,
and some famous experts made important speeches. The conference also honored
six people with the Lifelong Honor Award and there were two winners of for
outstanding contributions.
Guided by Qian Xuesen’s theory of system science, the Society promotes
the innovation and practice of social system engineering with the method of
comprehensive integration from qualitative to quantitative. In 1984, it was jointly
established by the Development Research Center of the State Council, the State
Sports Reform Commission and the Ministry of Aerospace Industry. In 1988,
it was formally established with the approval of the State Science and
Technology Commission. In 1992, it was registered with the Ministry of Civil
Affairs as an academic association at the national level. At present, there are
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nine special committees such as the China Asia-Pacific Special Committee.
Over the past 30 years, the Society has adhered to the organic combination
of social sciences and natural sciences, actively explored “Dacheng Wisdom
Science” with Chinese characteristics, vigorously promoted the innovation and
practice of social system engineering, created a precedent for applying an
integrated system approach to study social and economic issues, and became
a strategic platform and test station to provide decision-making advisory services
for top-level design of central policies through a cross-science serving society,
service reform and service development.
More than 250 macro-analysis reports and major thematic reports have been
completed. In 1994, the Central Leading Group of Finance and Economics
officially issued a paper listing the Institute as one of the eleven designated units
that regularly consulted the Central Committee.
In July of 1989, the APAC Specialized Committee was established under
China Social and Economic Systems Analysis Research Association. Successive
presidents of the Committee have been Bin MA, Jian SONG, Zhenghua JIANG
and Ping ZOU. The current president is Lixing ZOU, the executive president
is Jianping ZHONG. With an illustrious team of experts, the Committee works
closely with NEAEF to study the socio-economic issues of APAC in a systemic
way and promote cross-regional communication, cooperation, and development.
Since 1992, the Committee has participated in or helped to organize 23
annual conferences of NEAEF held in China, USA, South Korea, Russia,
Mongolia, Japan and North Korea. The Committee has long studied cooperation
between Northeast Asia countries in economy, finance, energy, environmental
protection, tourism, demographic health and longevity. The Committee has also
recommended young people from China to join NEAEF’s Young Leaders
Program.
With the support of the Tianjin Municipal Government, the Committee has
set up a Research Center for Northeast Asia Financial Cooperation in China’s
Nankai University and works with experts to study and promote the establishment
of a Northeast Asia development-oriented financial institution.
In the new era, the Committee will not forget its original intention to deepen
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research, promote cooperation, and strive to create a special think tank.

Current Situation and Challenges
Presidents Trump and Xi agreed to a trade armistice of sorts at the G20
summit. One of the darkest clouds hanging over Wall Street somewhat dissipated
when China and the United States agreed to shelve any new tariffs and reset
discussions, at least temporarily halting an increase in their tensions over trade.
This is a good thing. However, this is only temporary, and the basic problems
have not been solved. Sino-US trade disputes are long-term, sometimes intense
and sometimes moderated, which will be a normal situation.
Generally speaking, the current situation remains three-fold and three-fold
unchanged.
The three changes are as follows: firstly, the increase of international
complex variables, especially the changes in unconventional security and some
hot spots, may bring new variables to the international situation; secondly, the
fundamental transformation of Sino-US relations from traditional strategic
cooperative relations to strategic competitive relations; and thirdly, the United
States seems to have adopted China as a main factor. On the Chinese side,
China’s domestic economy is under great downward pressure, which is not only
a factor for China, but also a factor in the international environment and has
an effect on market changes.
The three invariables are as follows: the mainstream direction of world
peaceful development has not changed; the foundation of China’s sustainable
and stable development has not changed; the political space, technological space,
and market space for China's sustained growth are still large; and China’s
determination to reform and open up has not changed.
In such a situation, the question is how to properly resolve domestic and
foreign contradictions needed to explore effective ways of thinking, and insist
on the use of systematic balanced thinking analysis to solve the development
of imbalances and inadequacies.
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Strategic Consideration and Suggestions on Actively Promoting
the Establishment of the NEADB
This year, profound changes have taken place in the world’s political and
economic situation. In particular, tensions on the Korean Peninsula have eased
markedly, which has had a positive impact on the whole region of Northeast
Asia. Sino-Japanese relations and Sino-Korean relations have shown a trend of
improvement. Russia’s strategic willingness to increase cooperation in the
development of the Far East has been strengthened. The atmosphere of seeking
common ground while reserving differences in politics and mutually beneficial
economic cooperation among countries in the region has become increasingly
strong.
In September 2018, General Secretary Xi Jinping elaborated on the Fourth
Oriental Economic Forum held by Russia on the cooperation and development
of Northeast Asia, stressing that “a harmonious, mutual trust, unity and stability
in Northeast Asia is in line with the interests of all countries and the expectations
of the international community”, and pointied out that “we should focus on
enhancing cross-border infrastructure interconnection.” Interoperability, trade
and investment liberalization and facilitation will promote market, capital and
technology flows, optimize resource allocation and industrial structure, jointly
build an open regional economy, and strive to build an economic circle in
Northeast Asia. Given that there are also potentially positive changes in the
US-North Korea relation, this is a good strategic opportunity period to strengthen
financial cooperation in Northeast Asia and to actively promote the establishment
of the Northeast Asian Bank.
The basic principles for this should be: Adhering to the tenet of “cooperation,
fairness, efficiency, innovation and responsibility”, adhering to the principle of
“cooperative planning, cooperative construction, cooperative development and
win-win cooperation”, and following the principles of “strategic mutual trust,
policy support, expert management, business model, risk sharing, social responsibility
and common development”, a bank for Northeast Asia is developing in terms
of the preparation and operation of the bank.
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The main measure are as follows: First, give full play to the important role
of local think tanks. Through the Northeast Asian Financial Cooperation
Research Center and other research groups, we will further improve the
feasibility plan, provide advisory services to relevant departments, and win the
support of governments and bankers in Northeast Asia through non-governmental
diplomacy.
Second, give full play to the initiative of local governments. The Tianjin
Municipal Government has long paid attention to and participated in the research
work of the scheme of the development financial institutions in Northeast Asia.
Binhai New Area can be used as the base, giving full play to its location
advantages, and putting forward the preparation model of the Bank of Northeast
Asia for the participants to study.

Promoting Financial Cooperation
in Northeast Asia
Li Zheguang

There is a Chinese Sayings: A far-off relative is not as helpful as a near
neighbor. This saying illustrates the importance of those near to us, in other
words, regional factors are important and in Northeast Asia, increasingly
important. Why, consider the following:
 Background—The process of economic and financial integration has
stagnated after the global financial crisis, and trade protectionism has
re-emerged.
 Needs—Regional economic cooperation has become a natural response
(hedging the world factor risk ) to the deterioration of the international
trade environment.
 Feasibility—With the easing of political tensions in Northeast Asia, the
inherent needs of economic cooperation among Northeast Asian economies
continues to increase.

Increasing Importance of Regional Factors
According to Ayhan Kose, Director of the World Bank Group, the average
contribution of the global component to fluctuations in the output growth rate
fell from 13% in 1960–1984 to 9% in 1985-2010. On the other hand, the average
contribution of the regional component to fluctuations in the output growth rate
rose from 11% in 1960–1984 to 19% in 1985–2010.
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What is the situation of financial cooperation in Northeast Asia? Contrary
to conventional wisdom, in 1995–2015, intra-regional trade in East Asia (mostly,
China, Japan, and Korea) increased by only 2.15%. In addition, processing trade
and intermediate goods account for a relatively high proportion. If this factor
is removed and only final demand is considered, the proportion of trade within
this region will still decline.
The challenges of cooperation in the financial sectors are even more
prominent. Why? Because of insufficient development of a financial market,
financial intermediary, financial institutional arrangements, and financial reform.
The financial links between countries are very weak.

Why Do We Use the NEABCD as a Breakthrough, Part I?
The strategy to promote cooperation by developing a common financial
market is not successful for two reasons:
1) A banking-dominated financial architecture is more popular in less
developed economies. The operation of financial markets is said to be dominated
by market mechanisms (the invisible hand). However, in less developed
economies, there are too many market failures, requiring the involvement of
development financial intermediaries. The key to the whole network is the
density of interconnectedness among each economy. 2) Unsatisfactory real case.
The “10+3” finance ministers and the central bank governors signed the Chiang
Mai Initiative to develop the Asian Bond market, since then, they have increased
various cooperation mechanisms. However, in times of the global financial
crisis, no mechanism has been activated.
The takeaway of this is that intensifying a financial cooperation network
by strengthening a financial intermediary system is a rational choice in a
less-developed region.
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Why Do We Use the NEABCD as a Breakthrough, Part II?
From an academic perspective the NEABCD offers comparative advantages.
The NEABCD is a development financial intermediary, just between commercial
finance and policy finance; it is an effective complement to the existing
multilateral financing supply system by solving the problem of insufficient
supply of financial services due to market failure.
Besides, it can effectively cope with the simultaneous failures of the market
and government failure because of three advantages: The first advantage of the
NEABCD is to solve the critical problem of information asymmetry. The
NEABCD will work closely with the government, and the information is
relatively complete and is conducive to making scientifically-sound decisions.
The second is the scale effect advantage, this is more suitable for large
infrastructure project financing, by strengthening the weak connection points
which can form an agglomeration advantage, namely, establishing a complete
industrial chain, infrastructure support, and a form a synergy in Northeast Asia.
Third, the NEABCD has a unique cross-cycle advantage with government
support and international financial markets due to a high credit rating score,
which can effectively avoid the pro-cyclical problem of commercial finance.

Research Agenda
 The following is a proposed research agenda for the NEABCD:
 Robust estimations on the funding needs for interconnection and
economic integration projects in Northeast Asia
 The institutional nature and purpose of the NEABCD
 Hierarchical structure of membership
 The corporate governance of the NEABCD
 Feasible scheme for equity structure and capital raising
 The headquarter of the NEABCD and its feasible options
 Relationship with existing multilateral banks
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 Service tenet and business positioning of the NEABCD
 Specific strategy to initiate the NEABCD

The NEADB: Securing the Attention of
the United States
Mead Treadwell

The concept of getting the attention of the United States in this is a very
interesting point. Let me let me just start out by saying that I was a member
of the US Arctic research commission for almost 10 years. I was appointed by
President Bush and served under President Obama as well and helped bring
China into the Arctic Council, and Japan and Korea in this council. I have
promoted Arctic cooperation with our Asian partners for many years. Also, in
the mainstream of my business as lieutenant governor of Alaska I was
particularly interested in growing infrastructure and trade between the United
States and Asia. Why would an Alaskan be sitting in this room? The point that
I would make is that when I sit down with representatives from Japan, Korea,
and China on the Arctic we are less looking at North Korea, but we are often
looking at the Russian Far East. The issue of infrastructure in the Russian Far
East is a very, very important for the Arctic. China has included the Arctic in
the Belt and Road initiative. There have been several parallel discussions on
the idea of an Arctic Development Bank. So, it has been very interesting for
me and for Governor Steve Cooper to be part of this discussion. What we found
in the Arctic development discussions is very similar to what we heard Mr.
Maeda talk about here and the discussion that Dr. Liu Ming had here too. We
have to move beyond the World Bank donor model to add to a public-private
partnership model that uses debit guarantees and other debt enhancement to help
attract private investment. If you can do that, then the whatever the large number
is of infrastructure needs are likely to be ranked by productivity or rate of return.
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As a discussant, I just wanted to emphasize that point. I believe that makes
this concept attractive. The second thing I want to say is that while there is
a trilateral Arctic discussion of Japan, Korea, and China there is also a very
interesting situation in the north. We put political differences aside and we work
on common problems. An example of this is that if you fly from Detroit to
Shanghai, you may be flying over Canada, you may be flying over Alaska, you
may be flying over Russia, and we have made aviation boring. There’s no longer
a big difficult issue between nations, and when the United States sanctions went
on Russia a few years ago, somebody in Russia threatened to take down the
global aviation system in response to the sanctions. Somebody else reminded
the Russians that we drop at least 500 million dollars a year on Russia as
“pennies from heaven” when a Korean airline flies over Russia on its way to
Europe as an example. So, despite our political differences, we kept transportation
seamless. We have much more to do and that will open up energy supplies
to Asia, mineral supplies to Asia, and so forth. I just wanted to make the point
that there is something we can work on.
From the United States, we have two problems, we have a binary problem
with North Korea which says we will join North Korea if they will drop the
nuclear program. With Russia, it is not so easy a problem. We wish Russia
weren’t doing some of the things it has done, including the situation in the
Ukraine. We wish airplanes did not get shot down when they shouldn’t have
been shot down with passengers. We never know what may happen next, and
so the idea of getting the United States to join a bank which is ultimately going
to invest in Russia is very, very difficult, unless it is tied to these mutual
common things that we want to make boring, like we have done with transportation.
If we are going to enable large amounts of new cash to flow to Mr. Putin
for something else, that won’t fly in Washington. On the other hand, if we are
going to say Russia should not have a monopoly on Arctic shipping, that’s good
for China, good for Korea, good for the United States, good for Japan, then
we might together invest in ice breakers or ports or LNG transfer sites or
something along those lines. I think North Korea is the least of our problems
compared to Russia. We have not had much discussion here with Russia frankly
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because North Korea had a modus operandi which is to appear to be very
irrational and get the world to negotiate, then back down. Get what you want
and maybe stay there. The hope is that that we see North Korea actually
fundamentally change.
I don’t think we have that much leverage on Mr. Putin. It is somewhat
disturbing to the United States to see China and Japan Korea rushing into the
Russian Far East without the United States there. It’s very disturbing to me as
an Alaskan because we see opportunities there too and we can’t go. So, we
would like to see Russia somehow resolve a little bit better on this. Recently,
I was with former Russian Ambassador Kislyak. During the toughest time of
US relations, he and I helped put together a shipping agreement in the Bering
Strait because we wanted to save lives. We can try to get the United States
to do this as a US-North Korea thing, but if what needs to be done is in Russia,
then it is going to be very hard to bring the United States to the table unless
there is something else.
Before leaving the US agenda, I wish to mention two things. One is in
the United States and Canada, I think it should be very well understood, Alaska
and Alberta, and especially British Columbia, are all now counting on Chinese,
Korean, and Japanese markets to pay for major infrastructure. We have a rail
project which is a USD 17 billion project. We will have two LNG projects soon
that include British Columbia and maybe a new one coming in northern Alaska
that are entirely dependent on the Asian market. For that reason, part of the
incentive may well be that if it is a Northeast Asia/Arctic development, the
United States and Canada would say, “yes, come in let’s talk about these things
together”. So, for shipping, for rail, for LNG, it is important. Another point I
want to make is that because we now have Nancy Pelosi to run the house or
we think we will have her and Mitch McConnell to run the Senate, there are
very few things Republicans and Democrats agree on, but the one thing they
do agree on is infrastructure. If Republicans and Democrats agree on demonizing
China on trade, which is to me unfortunate, either way the infrastructure card
should be used in that it would help in the United States.
Another thing to take very seriously is OPIC (Overseas Private Investment
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Corporation). This was targeted by conservative Republicans to kill just like we
had targeted the Ex-Im Bank to kill. The Ex-Im Bank is seriously wounded,
but it will not die. It can only make loans at USD 10 million dollars. But OPIC
has gone from being the weakling to an incredibly strong financial institution
which is destined, perhaps because of the Belt and Road initiative, to also
participate in infrastructure deals in Asia.
Finally, I just want to say that in the same way that we talked about the
municipality of Tianjin and other regional governments that have an interest in
infrastructure, Canada has an infrastructure bank that perhaps could participate.
Alaska has an infrastructure bank which could participate. The Alaska Industrial
Development and Export Authority only has 1 to 2 billion dollars, but still has
a capability to participate. In addition, in our discussions about an Arctic
infrastructure Bank, we have had substantial conversations with one of the
richest sovereign wealth funds in the world which is Norway—there is an interest
in the Danish Pension funds, Norwegian Pension funds.
In terms of a bank for Northeast Asia, there may or may not be a meeting
with Kim from North Korea in Washington sometime in the spring of 2019,
and there may be an opportunity there. But there may or may not be a meeting,
the meeting with Putin in Argentina was cancelled after all. Thus, there may
or may not be an opportunity there. There was a rather productive meeting between
Trump and Xi and there is some expectation of a follow-up and progress there.
The planning for the G20 in Japan is an important opportunity if we can
convince Japan. I think that for many different reasons, Japan is probably the
best neutral player to bring this forward. If China brings it forward, I think there
may be resistance. I will say very frankly that it will be in the same way that
Japan and the United States had suspicions about the AIIB. It is probably best
that China is not the first to bring this forward. So, we can encourage Japan
to bring it forward because they are the host for the G20. South Korea can
also raise the issue with the United States, probably more easily than China.
If we can find the right champion and I would say, if you can tie it to some
US interest besides just North Korea, that is the best way forward in getting
the attention of the United States.

The NEADB: Considerations and
Recommendations for Energy
Terry Surles

My understanding of the NEADB based on discussion and studies is the
its main focus would be on infrastructure needs. The funding needs for this may
be as much as $75B for future development. The projections are over half for
energy, that is, USD 34 billion out of USD 62 billion (in another analysis) and
this doesn’t count transportation. Another takeaway is the suggestion to begin
with the Greater Tumen Initiative (GTI) as a start in terms of institutionalization
as this already includes most of the countries of the region in some way. Finally,
it has been proposed that the situation in North Korea will require a new
Marshall Plan of sorts.
When we look at development needs generally (globally) we find that over
1.5 billion people lack access to electricity. The consequences of this include a
need for manual pumping and water transport; back breaking labor to meet basic
needs; lack of nighttime lighting for commerce; safety; and education; and lack
of income generating opportunities. That is, these people are trapped in a
subsistence lifestyle. Things could get worse and not just for more underdeveloped
areas. An additional problem is climate change and its impact of energy, for
example. One impact is the flooding of power plants and other infrastructure.
Vietnam hosted an APEC Meeting on Facilitating Renewable Deployment
recently. Here are some of the results and recommendations that may be useful
and applicable to Northeast Asia and discussions on a financing mechanism for
the region:
 International standardization is critical for raising capital and supporting
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consistent government policies
Bankability—legal and financial services will want to have a mechanism
for properly evaluating the technology and company worth
Product certification is very useful for obtaining capital
 Consistent government policies
But be flexible in responding to new technologies and other events
 Make effective use of national resources
Develop national training programs for enhancing intellectual capacity
 Collaborate on a regional level
Collaborations between APEC countries create consistency
The focus areas of the Stanford Sustainable Finance Initiative may also be
relevant to Northeast Asia and an NEADB based on the new and projected
realities associated with climate change and a need for sustainability:
 Catalyze private spending
Design financial vehicles and business strategies tailored to specific risk
and opportunities associated with new low-carbon infrastructure and
national energy, mobility, and agriculture transitions.
 Measuring, disclosing, and managing climate risk
Explore frontier of risk metrics and management, including application
of big data analytics and artificial intelligence to computation of physical
and transition risks to companies, and portfolio.
Work collaboratively with financial institutions to develop new
commercial products in insurance, hedging, and customized risk
management.
 Addressing stranded assets
Examining stabilization and securitization funding strategies to accelerate
transitions.
 Transforming Systems
Funding disruptive and transformative technologies that will
fundamentally change the energy landscape.
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California’s experience with an energy imbalance market (EIM) may work
as an analogy for some parts of Northeast Asia. EIM establishes regional
coordination. This regional market system was launched in 2014 to increase
coordination and interconnection among the California Independent System
Operator (CAISO) and other Western Basin organizations; this was expanded
to the Southwest power pool in 2017. CAISO oversees the operation of California’s
electricity market generated and transmitted by member utilities. These are the
first steps in reaching outside California to address California’s duck curve
(electricity ramping). The EIM enables real-time coordination (15- and 5-minute)
ad reserve sharing across a larger resource base. Such a system helps reduce
curtailment and over generation. The linkage of the Northwest with EIM could
give it more opportunities for lower cost power from the South. That is,
California’s curtailment problems could be the Pacific Northwest’s benefit to
meeting demand in mid-day or helping with winter peaks. The demonstrated
benefits during the first two years include reductions of system costs, renewables
curtailment and GHG emissions. This current market is and will be help for
the short-term imbalances, but the success of this market suggests the need for
a day ahead market. This is evidence of the benefits of a regional approach,
something that applies to Northeast Asia.
One more thing to consider is that in the California experience—and this
would apply to Northeast Asia—government remains a critical part of the
equation, some recommendations for this are:
 Financial instruments (loan guarantees, etc.) must be available to
overcome challenges
 Regulatory and institutional approaches must remain flexible
 Public/private partnerships for technology development
 Laws should promote the insertion of new, environmentally-acceptable
technology, but not “pick winners”
 Should lead public education and information dissemination
 Must link public policies with technology development and scientific
findings
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Appendix I: The Sendai Statement
The Sendai Statement
27th Annual Conference of the Northeast Asia Economic Forum
Held at Tohoku University, Sendai Japan
9–10 August 2018
The 26th Annual Northeast Asia Economic Forum (NEAEF) The 27th
Annual Conference of the Northeast Asia Economic Forum (NEAEF) was held
in Sendai, Miyagi Prefecture, Japan from August 8-11, 2018. Hosted by Tohoku
University and its Graduate School of Economics and Management, International
Research Institute of Disaster Science (IRIDeS), and Center for Northeast Asian
Studies, leaders and experts from China, Japan, Mongolia, Russia, The Republic
of Korea, The United States, Uzbekistan, and the European Union gathered to
advance the NEAEF mission of facilitating research, networking, and dialogue
relevant to the economic and social development of Northeast Asia. The 2018
Forum addressed themes covering Japan’s role as a facilitator of regional cooperation,
supporting the integration and development of Northeast Asia, cross-border
infrastructure and special economic zones (SEZs), tourism cooperation, financial
cooperation, energy, and the environment. This breadth of topics highlights the
vast potential for cooperation in Northeast Asia and made for an engaging,
multidisciplinary conference.
The conference was officially opened by Dr. Lee-Jay Cho, Chairman of
the NEAEF, who warmly welcomed the distinguished guests and participants
and thanked NEAEF’s partner organizations for making the conference possible.
He also thanked Tohoku University for graciously hosting the 2018 Young Leaders
Program on its prestigious and historic campus. Welcoming and introductory remarks
were then added by the Country Representatives: Park Kwan-Young, Former
Speaker of the National Assembly, Republic of Korea; George Ariyoshi, Former
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Governor of Hawai’i; Wang Shuzu, Former Vice Mayor, Tianjin Municipal Government
and Executive Vice Chair of the Research Center for Financial Cooperation in
Northeast Asia; Pavel Minakir, Academician and President, Economic Research
Institute, Far East Branch, Russia Academy of Sciences; and Ganbold Baasanjav,
Mongolia’s Ambassador to the Republic of Korea. All speakers were grateful
for the continued hard work of the NEAEF and enthusiastic for another successful
conference.
The Keynote Address of the 2018 NEAEF was delivered by the Honorable
Mr. Toshihiro Nikai, Member of the Diet and Secretary-General of the Liberal
Democratic Party. Mr. Nikai struck an optimistic tone, highlighting how recent
political developments such as meetings between North and South Korea and
the US-North Korea agreement on the denuclearization of the Korean Peninsula
have breathed new life into regional integration efforts. He emphasized that,
although these agreements will be difficult to fulfil and despite historical tensions,
the barriers to regional economic cooperation are not insurmountable. Mr. Nikai
suggested that Japan can play an important role in facilitating this and proposed
that Japan begin to participate in the Greater Tumen Initiative (GTI). Japan’s
Bank for International Cooperation could help finance infrastructure in the
region and collaborate with regional import-export banks with an eye to
developing a Northeast Asian Development Bank (NEADB). He concluded by
highlighting Japan’s and the Liberal Democratic Party’s existing efforts to
promote regional cooperation, which, if successful, could connect with broader
efforts in the Asia-Pacific to usher in new levels of peace and prosperity.
Session one, dedicated to the theme of “Building a Northeast Asia Economic
Community and its Extended Regions”, began with a presentation on the Asian
Financial Cooperation Association’s work to build a regional financial cooperation
platform that can meet the demands of the high-tech industrial revolution
unfolding today. A presentation was then given on the Russian Far East, and
the possibility of creating an extended Northeast Asian Economic Community
based on the complementary structures and resources of economies in the region.
Following these two thought-provoking presentations, an expert committee of
discussants held an engaging question-and-answer session among themselves and
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with distinguished members of the audience. Discussion touched on ChineseRussian financial cooperation in developing the Russian Far East, how best to
economically engage North Korea, and the possibility of pursuing Northeast
Asian economic integration based on the backbone of a China-Japan-South
Korea free trade agreement that could be expanded to include cooperation with
Mongolia, Russia, and eventually North Korea.
The second session focused on “Cross-border Infrastructure and Special
Economic Zones in Northeast Asia”. An important theme was improving
relations with and the regional integration of North Korea. Speakers highlighted
North Korea’s desire to open its economy and experiments with SEZs. International
sanctions were identified as undermining the effectiveness of these zones and
it was widely agreed that there is much to learn from further exploring their
success and failure both in North Korea but also Russia. At a global level, a
process of regionalization in logistics was identified, along with related
opportunities for unlocking more efficient cooperation in Northeast Asia such
as developing point-to-point shipping services and harmonizing customs and
information processing. It was noted that several regional visions for cross-border
infrastructure are under consideration, including Northeast Asia supergrids, rail
networks, and highway networks. These have the potential to benefit the region
as whole and reduce the trade dependencies of North Korea and Mongolia. A
common message from all the feasibility studies is that these initiatives are
technically feasible, economically possible, but in need of greater political support.
Session three addressed the topic of “Financial Cooperation in Northeast
Asia” by exploring the impact of recent political and economic developments
and presenting possible ways forward to finance the future development of the
region. An international panel of former government and finance officials drew
on their rich background of professional experiences to analyze the opportunities
presented by current trends including progress on the Korean Peninsula, the
emergence of new development financing institutions such as the Asian Infrastructure
Investment Bank (AIIB), and growing international cooperation in developing
the Russian Far East. The session then opened up into an illuminating discussion
of future prospects for multilateral and cross-border cooperation. Discussants
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explored the roles of existing cooperative financial institutions and mechanisms,
underlining the need for an inclusive multilateral cooperation platform dedicated
to the Northeast Asian region and noting the timeliness as well as the potential
political and economic benefits of a NEADB.
The fourth session was dedicated to “Energy and Environment in Northeast
Asia”. A key underlying trend was the digitization and electrification of energy
systems, which offers great potential for improved resiliency, sustainability, and
affordability. Several data-rich presentations covered Japan’s and Korea’s
progress in developing renewables and improving energy efficiency, critical for
moving away from coal and realizing the Paris Agreement. The fluctuating
fortunes of nuclear energy were also highlighted as a trend that requires our
attention. Participants agreed that the potential for energy cooperation in Northeast
Asia is great, with a regional supergrid identified as one way of boosting the
uptake of renewable energy. It was highlighted that, as this occurs, it will be
important to study global experiences of integrating high levels of variable
renewable energy into grid systems. Japan’s ability to share its expertise in
energy efficiency was also noted, along with the potential of a NEADB to align
government coordination and financing. Finally, key policy recommendations
from the session included pursuing consistent yet flexible regulatory approaches
that can change with rapidly developing technology. This will require policymakers
to work closely with universities and the private sector to stay scientifically
informed. Further training of government officials will also be required, along
with the ongoing review of the appropriateness of government financial instruments.
Session five, devoted to tourism cooperation in Northeast Asia, examined
ongoing and potential challenges and opportunities for regional international
tourism. Presenters pointed out the role that cross-border tourism can play in
reconciling historic border disputes and battles and outlined some of the
challenges presented by the high volume of tourism in popular areas. Discussion
also covered the need to promote tourism in a sustainable way, take into account
the interests of local communities, and identify the spending habits and preferences
of guests to take appropriate policy measures. The session closed with a
reflection on the value of improving not only the quantity but the quality of
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person-to-person exchange through small-scale cross-border hospitality.
The panel on “Natural Disasters and Regional Cooperation” focused on
lessons from the 2011 Great Eastern Japan Earthquake. Presentations highlighted
how the triple disaster bucked historic trends due to its magnitude and complexity.
This led to developments in the thinking regarding disaster response and
resilience, away from a logic of expecting infrastructure to protect us and towards
integrated thinking involving land use, evacuation, and resilience. The role of
insurance in disaster management and for promoting resilience was also explored.
In parts of Northeast Asia this remains underdeveloped and could a site of future
regional collaboration.
Northeast Asia is a complex region with its fair share of tensions, but this
year’s conference has embodied a sense of optimism and possibility for
cooperation that has been buoyed by recent political developments. With continued
dedication, it is clear that greater functional economic cooperation in our region
can be realized.
The NEAEF expresses its sincere appreciation for the support provided by
the Freeman Foundation and other sponsors of the Young Leaders Program
(YLP), now in its thirteenth year. This year’s YLP fellows represented China,
Japan, Republic of Korea, Mongolia, Russia, the United States, and Kenya and
included students from the host institution Tohoku University. The continued
participation of the young leaders in the conference and the NEAEF is important
to ensuring a long-term future of cooperation and friendship in Northeast Asia
and spreading the values of the Forum.
The 2018 Conference represented further progress towards the NEAEF
goals and promoting understanding and relations among the peoples of Northeast
Asia, North America, and Europe. The NEAEF and the University of Hawai’i
College of Social Sciences express their sincerest gratitude to the Korean
Institute for International Economic Policy, Tohoku University, and all volunteers,
participants, partners, and cooperating institutions, including:
 China Asia Pacific Institute
 KB Kookmin Bank
 Korea Energy Economics Institute
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Korea Asia Pacific Institute
Japan Bank for International Cooperation
Japan Electric Power Information Center
HITACHI
Nankai University
Track2Asia

Appendix II: Agenda for 27th Annual
Conference of the Northeast Asia
Economic Forum
27th Annual Conference of the Northeast Asia Economic Forum
August 8-11, 2018
Sendai, Japan

Organized by
Northeast Asia Economic Forum
Korea Institute for International Economic Policy
College of Social Science, University of Hawai‘i

Hosted by
Tohoku University
Graduate School of Economics and Management
International Research Institute of Disaster Science (IRIDeS)
Center for Northeast Asian Studies

Cooperating Institutions
China Asia Pacific Institute
KB Kookmin Bank
Korea Energy Economics Institute
Korea Asia Pacific Institute
Japan Bank for International Cooperation
Japan Electric Power Information Center
HITACHI
Nankai University
Track2Asia
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August 8
Venue: Hotel Metropolitan Sendai, Ginga Room, 21st Floor

August 9
Venue: Chi no Yakata 知の館
(Tokyo Electron House of Creativity), Tohoku University
9:00 – 9:40

Opening Ceremony
Chair
Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
Welcoming and Introductory Remarks
Remarks on behalf of the Country Representatives
Kwan-Young Park, Former Speaker of the National
Assembly, Republic of Korea; President of National
Development Institute
Wang Shuzu, Former Vice Mayor, Tianjin Municipal
Government, Executive Vice Chair of the Research Center
for Financial Cooperation in Northeast Asia
George Ariyoshi, Former Governor of Hawai‘i
Pavel Minakir, Academician and President, Economic
Research Institute, Far East Branch, Russia Academy of
Sciences, Russia
Ganbold Baasanjav, Ambassador to the Republic of Korea,
Mongolia

9:40 – 10:05 Keynote Address
Nikai Toshihiro, Member, House of Representatives (Diet),
Japan; Secretary-General, Liberal Democratic Party
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10:35 – 12:15 Session 1: Building a Northeast Asia Economic Community
and its Extended Regions
Co-Chairs
Hyung-Gon Jeong , Senior Research Fellow, Korea Institute
for International Economic Policy
Cai Jiming, Center for Political Economy Tsinghua
University, National People’s Congress Deputy, Board
Member for Finance Committee, National People’s
Congress
Presenters
Zhao Xianfeng, Asian Financial Cooperation Association
Deputy Secretary-General
Guo Yanjun, Director, Institute of Asian Studies, China
Foreign Affairs University and Coordinator for Trilateral
Cooperation for the Ministry of Foreign Affairs
Sergei Sevastianov, Director, Asia Pacific International
Institutions and Multilateral Cooperation Studies Center
Oriental Institute-School of Regional and International
Studies, Far Eastern Federal University
Yamaguchi Tsuyoshi, Member, House of Representatives
(Diet) and Former Deputy Minister of Foreign Affairs,
Japan
Discussants
Sangmin Nam, Interim Head of Office, UNESCAP-ENEA
Glyn Ford, Director, Track2Asia, European Union
Liu Ming, Associate Professor, School of Finance, Nankai
University
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13:15 – 14:45 Session 2: Cross-border Infrastructure and Special Economic
Zones in Northeast Asia
Co-Chairs
Yamaguchi Tsuyoshi, Member, House of Representatives
(Diet) and Former Deputy Minister of Foreign Affairs,
Japan
Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
Presenters
Glyn Ford, Director, Track2Asia, European Union
Anthony Michell, President, Korea Associates Business
Consultancy
Inoue Satoshi, Professor, National Graduate Institute for
Policy Studies, Japan
Sangmin Nam, Interim Head of Office, UNESCAP-ENEA
Discussants
Pavel Minakir, Academician and Director, Economic
Research Institute, Far East Branch, Russia Academy of
Sciences, Russia
15:00 – 16:45 Session 3: Financial Cooperation in Northeast Asia
Co-Chairs
Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
Wang Shuzu, Former Vice Mayor of Tianjin Municipal
Government, China
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Presenters
Maeda Tadashi, Governor and Representative Director, Japan
Bank for International Cooperation
Hyunghwan Joo, Former Minister of Industry and Resources,
Korea
Stanley Katz, Former Executive Vice President, Asian
Development Bank
Jai-Min Lee, Professor, Korea Maritime University; Former
Vice President, Korea Export-Import Bank
Discussants
Jae Hyung Hong, Former Deputy Prime Minister and
Minister of Finance, Republic of Korea and Chairman,
Presidential Nomination Supervisory Commission for the
Democratic Party, Korea
Liu Lanbiao, Vice Dean, School of Finance, Nankai
University, Deputy Director of the Research Center for
Financial Cooperation in Northeast Asia
Liu Ming, Associate Professor, School of Finance, Nankai
University, Secretary General of the Research Center for
Financial Cooperation in Northeast Asia
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Friday, August 10
Venue: Chi no Yakata 知の館
(Tokyo Electron House of Creativity), Tohoku University
9:00 – 10:15 Session 4: Energy and Environment in Northeast Asia
Co-Chairs
Stephen Cowper, Former Governor of Alaska
Kyung Sool Kim, Senior Research Fellow, Korea Energy
Economics Institute
Presenters
Tanabe Yasuo, Special Representative for External Relations,
Hitachi, Ltd.
Haksik Yoo, Associate Research Fellow, Korea Energy
Economics Institute (presentation in absentia)
Iinuma Yoshiki, Director, Research Department, Japan
Electric Power Information Center
Terry Surles, Senior Advisor, California Institute for Energy
and Environment, UC/Berkeley.
Discussants
Tarui Nori, Professor of Economics, University of Hawai‘i at
Mānoa
Kenji Sumida, Former President, East-West Center; Secretary
General, North American Committee, Northeast Asia
Economic Forum
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10:30 – 12:00 Session 5: Tourism Cooperation in Northeast Asia
Co-Chairs
Kojima Takashi, Member of Prefectural Assembly, Niigata,
Japan and Chairman, Northeast Asia Tourism Forum
Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
Presenters
Akihiro Iwashita, Professor, Hokkaido University
Brendan Bussmann, Public Affairs and Strategic
Development Consultant and S. Ray Cho, University of
Nevada
Konishi Yoko, Senior Fellow, Research Institute of
Economy, Trade and Industry (REITI), Japan
Discussants
Yasuhiro Tsuboi, Managing Director & Board Member,
Japan Tourist Bureau (JTB)
Denise Konan, Dean, College of Social Sciences, University
of Hawaii at Manoa
13:00 – 14:15 Panel Discussion on Natural Disaster and Regional
Cooperation
Panelists
Imamura Fumihiko, Professor of Tsunami Engineering,
Director, International Research Institute of Disaster
Science, Tohoku University
Liu Wei, Professor & Vice Dean, School of Finance, Nankai
University

260

Momentum for Building a Northeast Asian Economic Community: Emerging Challenges and Opportunities

Elizabeth Maly, Assistant Professor, International Research
Institute of Disaster Science, Tohoku University
Discussant
Tarui Nori, Professor of Economics, University of Hawai‘i at
Mānoa
14:30 – 15:15 Closing Session
Lee-Jay Cho, Chairman, NEAEF
Statement

Appendix III: Agenda for the Honolulu
Ad Hoc Group Meeting on Financial
Cooperation in Northeast Asia:
Proposal for the Northeast Asia Bank
for Cooperation and Development
Revisited
December 2-4, 2018
Honolulu, Hawaii

Organized by
The Northeast Asia Economic Forum
The Korea Institute for International Economic Policy (KIEP)

In Cooperation with
the Research Center for Financial Cooperation in Northeast Asia
China API
Korea API
Japan Bank for International Cooperation (JBIC)
Korea Export-Import Bank
University of Hawaii College of Social Science

Venue
The New Otani Kaimana Beach Hotel
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Sunday, 2 December 2018
6:00 – 8:00 PM

Pre-Meeting Discussion
Welcoming Remarks:
Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
Kwan-Young Park, Former Speaker of the National Assembly,
Republic of Korea; President of National Development
Institute
Hyung-Gon Jeong, Senior Fellow and Representative of
Korea Institute for International Economic Policy
(KIEP), Korea
Toast by:
Wang Shuzu, Former Vice Mayor, Tianjin Municipal City
Maeda Tadashi, Governor, Japan Bank for International
Cooperation (JBIC)

Monday, 3 December 2018
9:00 – 9:30

Opening Remarks
Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
Kwan-Young Park, Former Speaker of the National
Assembly, Republic of Korea; President of National
Development Institute
Hyung-Gon Jeong, Senior Fellow and Representative of
Korea Institute for International Economic Policy (KIEP),
Korea
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Session 1A: Review of current Situation and Recent
developments on Northeast Asia Regional
Economic cooperation relevant to Financial
Cooperation
Overall update
1.
2.
3.
4.

Chinese perspective
Japanese perspective
Korean perspective
US perspective

Co-chairs:
Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
and Wang Shuzu, Former Vice Mayor, Tianjin Municipal
City
Presenters:
Stanley Katz, Former Executive Vice President, Asian
Development Bank
Zhang Jianping, Director General, Center for Regional
Economic Cooperation Director General, Institute of West
Asia and Africa Chinese Academy of International Trade
and Economic Cooperation, MOFCO and Liu Ming,
Associate Professor, School of Finance, Nankai University
Maeda Tadashi, Governor, Japan Bank for International
Cooperation (JBIC)
Jae-Hyung Hong, Former Deputy Prime Minister and Minister
of Finance, Republic of Korea; and, Hyung-Hwan Joo,
Former Minister of Industry and Resources, Korea
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10:45 – 12:00

Session 1B (continuation): A review of previous meetings
Presenters:
Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
Discussant:
Inessa Love, Professor of Economics, University of Hawaii
at Manoa

1:30 – 3:30

Session 2: Role & Justification: Why is the NEABCD
necessary to meet NEA financing and technical
assistance needs?
Chair:
Maeda Tadashi, Governor, Japan Bank for International
Cooperation (JBIC)
Presenters:
Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
Stanley Katz, Former Executive Vice President, Asian
Development Bank
Review and Discussion of The Brief on The Establishment
of Northeast Asia Bank for Cooperation and Development
Presenters:
Zou Lixing, Senior Researcher and Vice-President, Institute
of Research China Development Bank
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Discussants:
Zhang Jianping, Director General, Center for Regional
Economic Cooperation Director General, Institute of
West Asia and Africa Chinese Academy of International
Trade and Economic Cooperation, MOFCO and Liu
Ming, Associate Professor, School of Finance, Nankai
University
Chiba Yasuhiro, Vice Chairman, Northeast Asian Studies
and Exchange Network, Japan and Former Professor of
Economics, Akita Keizaihoka University, Japan
3:45 – 4:45

Session 3
1. The size, capitalization & financial structure (paid-in
and callable shares, etc.) of the Bank; the distribution
of shares among regional and non-regional countries
2. Locations of the Bank’s headquarters and satellite
offices
3. Nationality of the Bank’s senior executive officers and
size and composition of the Board of Directors
Co-chairs:
Hyung-Gon Jeong, Senior Fellow and Representative of
Korea Institute for International Economic Policy
(KIEP), Korea and Lee-Jay Cho, Chairman, NEAEF
Presenters:
Zou Lixing, Senior Researcher and Vice-President,
Institute of Research China Development Bank
Liu Lanbiao, Vice Dean, School of Finance, Nankai University
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Tuesday, 4 December 2018
9:00 – 12:00

Session 4A
1. Suggestions for research on methods of identifying,
financing and administering cross-border projects
2. The need for concessional financing (a “soft window”)
for least-developed country borrowers of the region
Co-Chairs:
Mead Treadwell, Former Lieutenant Governor, State of
Alaska and Lee-Jay Cho, Chairman, NEAEF
Presenters:
Li Zheguang, Visiting Professor, University of California,
Los Angeles
Jai-Min Lee, Professor, Korea Maritime University; Former
Vice President, Korea Export-Import Bank

1:30 – 3:30

Session 4B (Continuation)
1. Scope of participation (co-financing, parallel financing,
research, project identification, etc.) by private and
public sector banks and by the economic development
agencies of Japan, China and Korea
2. Division of labor for implementing the research
activities among the institutions involved in Northeast
Asia; and time frames and deadlines
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Session 5: Future Plans and Activities:
Identifying or developing a consultative mechanism and
steps and procedures necessary for involving the relevant
Government financial policy institutions for establishing
NEABCD; and coordinated efforts and preparations to
bring the proposal for NEABCD to key decision makers
in the three countries of China, Japan and Korea
Chair:
Lee-Jay Cho, Chairman, Northeast Asia Economic Forum
Discussants:
Jae-Hyung Hong, Former Deputy Prime Minister and
Minister of Finance, Republic of Korea
Zou Lixing, Senior Researcher and Vice-President,
Institute of Research China Development Bank
Terry Surles, Senior Advisor, California Institute for
Energy and Environment, UC/Berkeley and Former
Interim Energy Administrator, Hawaii State Energy Office
Mead Treadwell, Former Lieutenant Governor, State of
Alaska

4:45 – 5:00

General Discussion

5:00

Closing by Lee-Jay Cho, Chairman, NEAEF
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