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Background: ASEAN Infrastructure Fund (3/4)

Equity Structure for the AIF
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Special Feature
2013 Northeast Asia International Conference for Economic Development (NICE)
in Niigata

Program

18-19 March 2013
Snow Hall, 2F, Toki Messe Niigata International Convention Center

Organizers
Northeast Asia International Conference for Economic Development Executive Committee

(Niigata Prefecture; City of Niigata; ERINA)

Participants
Approximately 250 persons

B Opening Session: The New Trends in Northeast Asia
18 March (Monday), 13:00 to 15:30 [Snow Hall]

0 Welcome Addresses
IzumipA, Hirohiko Governor of Niigata Prefecture
TsukaDA, Keisuke Vice Mayor, City of Niigata
0 Guests' Opening Addresses
TAkAGl, Seiji Director, Northeast Asia Division, Trade Policy Bureau, Ministry of Economy, Trade and
Industry
NogGucHI, Hideaki Senior Coordinator, Russian Division, European Affairs Bureau, Ministry of Foreign Affairs
0 Keynote Addresses
Northeast Asian History and Peaceful Development
MaGosakl, Ukeru Commentator
The Current Situation and Challenges for Japan-China Economic Exchange
HartToRrI, Kenji Professor, Chuo Graduate School of Strategic Management
Regional Development and Russia's WTO Accession
GORCHAKOV, Victor Chairman, Legislative Assembly of Primorsky Territory

u Session A: Russia after WTO Accession and the Staging of APEC
18 March (Monday), 15:45 to 17:45 [Snow Hall]

O Reports
UMETSU, Tetsuya Director, Overseas Research Department, JETRO
VosTRIKOV, Igor President, Russian Far Eastern Chamber of Commerce and Industry
Horig, Norio Vice-Director, Professor, Center for Far Eastern Studies, University of Toyama
MicHiGaMI, Mayu Associate Professor, Faculty of Economics, Niigata University
SULEYMANOV, Salavat Assistant to the Head, Khabarovsk Japan Center Businesspersons' Club
Bury, Anatoly Deputy Director, Interregional Association of Economic Interaction "Far East and
Transbaikalia"
0 Moderator
Sucimoro, Tadashi Deputy Director-General, ERINA

u Session B: Economic Integration of the Asia-Pacific Region and Japan, China, and the ROK
19 March (Tuesday), 9:45 to 11:45 [Snow Hall]

O Reports
URATA, Shujiro Professor, Graduate School of Asia-Pacific Studies, Waseda University
SHEN, Minghui Deputy Director and Secretary General, Center for East Asian Cooperation and APEC,
Chinese Academy of Social Sciences
CHEONG, In-Kyo Professor, Department of Economics, Inha University, ROK
ZHANG, Yun Associate Professor, Graduate School of Modern Society and Culture, Niigata University
O Moderator
NaxkaJMA, Tomoyoshi Senior Research Fellow, Research Division, ERINA
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u Session C: Energy Cooperation

O Reports
LikHACHEV, Vladimir
GAo, Shixian

MooN, Young-Seok
IToH, Shoichi
Ch. Oyunjargal

0O Information Provision
LAzZAREV, Anatoly

O Moderator
ARrAI, Hirofumi

19 March (Tuesday), 13:15 to 15:15 [Snow Hall]

Deputy Director, Energy Research Institute of the Russian Academy of Sciences

Director, Research Management and International Collaboration Division, Assistant to the
Director General, Energy Research Institute, National Development and Reform Commission
Vice President, Korea Energy Economics Institute

Senior Analyst, The Institute of Energy Economics, Japan

Researcher, Institute for Strategic Studies of Mongolia

Managing Director, Vostochny Port Joint Stock Company, Russia

Senior Research Fellow, Research Division, ERINA

u Session D: Development Finance Cooperation

O Reports
CyHN, Jin
MAEDA, Tadashi
OrLov, Evgeny
Han, Taek-Soo

O Moderator
MIMURA, Mitsuhiro

® Closing Remarks

NISHIMURA, Y oshiaki

19 March (Tuesday), 15:30 to 17:30 [Snow Hall]

Principal Economist, Asian Development Bank

Global Head, Infrastructure Finance Group, Japan Bank for International Cooperation
General Manager, Khabarovsk Branch, VTB Bank

Chairman, Board of Directors, Korea Center for International Finance

Research Division Director, ERINA

19 March (Tuesday), 17:30 to 17:45 [Snow Hall]
Chairperson, Northeast Asia International Conference for Economic Development Executive
Committee, and Representative Director, ERINA

This special feature has been compiled on the basis of recordings of the proceedings at the 2013 Northeast Asia
International Conference for Economic Development in Niigata and various written materials, and the responsibility for
the wording lies with ERINA. The People's Republic of China is referred to as China, the Democratic People's Republic
of Korea as the DPRK, the Republic of Korea as the ROK, and the Russian Federation as Russia. The Japan Sea is known
as the East Sea in the DPRK and the ROK; which name is used for it and for the other place names in this special feature
depends on the version used by the relevant speakers, as transcribed from recordings of the conference.




ERINA REPORT No. 112, JULY 2013

Closing Remarks

NISHIMURA, Yoshiaki
Chairperson, Northeast Asia International Conference for Economic Development Executive Committee, and
Representative Director, ERINA

We enjoyed the participation of a great many people at
the 2013 Northeast Asia International Conference for
Economic Development in Niigata (NICE), which ran over
two days. In addition we received cooperation and support
from the embassies and consulates of each country and the
related institutions in Japan for the staging of the
conference. I would like to express my profound gratitude
as the representative of the Executive Committee for this
conference. I myself listened to the discussions throughout
the two days, and the content was of extremely high density
and the tension was non-stop. In these closing remarks of a
little over ten minutes, as it would be difficult to mention
the issues individually, please allow me to talk on my own
summarization, limiting myself to the important points that
are to be the message of this conference.

If it were an ordinary year this conference would
usually be held at the end of January or the beginning of
February, but this year it has ended up being held at this
time in late March. As I think you will have gathered, this
is because of the impact of the political tension between
Japan and China over the Senkaku Islands issue. We of the
Executive Committee were convinced of the greater
significance of staging this conference, which discusses
economic cooperation, at precisely just such a time, yet
there have been obstacles even in the preparation for
staging the conference, and we had no alternative other than
to delay the conference.

As suggested by this, looking back over this last year,
in one sense it was felt that it was a stormy time for the Sea
of Japan rim. The testing by the DPRK for its development
of nuclear missiles was also shocking. More than that,
however, with the confrontation between Japan and China
over the Senkaku Islands being profound, an impending
sense of crisis was felt of being one step away from a
military clash. The repercussions went as far as economic
problems, and tension remains at the present time also. On
the other hand, however, the APEC summit staged by the
Russian government ended successfully, and in addition
with it achieving accession to the WTO, and as a result of
the path emphasizing the Russian Far East having been
made clearer and having started to take concrete form, the
strengthening of economic relations between Russia and the
nations of the Pacific is nurturing a feeling of stability in
Northeast Asia, and I think its impact will spread widely.
Furthermore, moves toward economic integration have
been seen, including FTA negotiations by Japan, China and
the ROK commencing, and Prime Minister Abe announcing
participation in the TPP negotiations. Although NICE this
time around was comprised of keynote addresses and four
sessions, I think that the content of the discussion can be
divided broadly into three areas.

The first area concerns the problem of the Senkaku
Islands, and in his keynote address Ukeru Magosaki made
clear, if one looks objectively and dispassionately, that
while there is some foundation to the claim of the Japanese
side of "with the Senkaku Islands being Japan's intrinsic
territory, a territorial problem doesn't exist to begin with",
on the other hand there is not absolutely no foundation to
the Chinese view either and it is not completely
unjustifiable. The Chinese side, however, has been self-
assertive only, has made moves as if to try and steal
effective control of the Senkaku Islands by force from
Japan, and the situation is one that is volatile and with the
fear of violence exploding. China is showing the vigor to
catch up with the United States economically, and while it
can be the case that a tendency emerges for a young country
to appear on the world stage with economic and military
force and run to nationalism and expansionism, there has in
addition been the aspect of nationalism being used for
domestic rule and it appears that China's recent moves are
fairly deep rooted. Japan has to seriously tackle this
problem. In the paper for the keynote address, however, the
danger of Japan securing effective control by military force
and the danger of relying on the support of the US military
by way of the Japan-US Security Treaty were pointed out.
It would seem that the most realistic thing is to continue
dialogue, based on the UN principle of the non-use of
military force, and to shelve the issue, but I think that the
starting point is for the Japanese side to at least admit that
"a territorial issue exists" diplomatically in order to start a
dialogue.

In addition, in Kenji Hattori's keynote address the
importance of economic exchange was pointed out. In order
to relativize the Senkaku issue politically and lessen its
weight, and fundamentally stabilize Japan-China relations,
it is essential that Japan and China recognize their mutually-
dependent relationship and develop it, and in so doing it
would seem that further developing economic relations is
the most effective method. Were it to come to a military
clash, and if people's blood were spilt, then Japan-China
economic relations would have to be put on hold for a long
time. There is also the fear, however, that that would lead
to the stagnation of China's economy itself. Visible just
ahead in China are a period where the quality of
manufactured goods rather than the volume will be
emphasized in line with the improvement of the standard of
living and a period where the raising of efficiency will
become the source of economic growth with the excess
rural labor force drying up in due course, and the supporting
of this new economic development will be nothing other
than technological innovation. Whether China's economy
and society can get on the track of technological innovation
as a whole is now being questioned. Because Japan's



technology and technological innovation mechanisms on
the part of China and China's market on the part of Japan
are indispensible for the two sides, I think that the two
countries must pay more heed to deeply mutually depending
on each other. Nationalism has its own momentum, and
controlling it is a difficult problem, but reducing as much as
possible excessive stimuli so as not to cross the line is
important, and moreover it is hoped that the mutual
understanding of people via economic cooperation and
calm interaction will lead to that curbing.

Next is the second area, and in the keynote address of
Chairman Victor Gorchakov it was reported that: the
Russian government successfully staged the APEC summit
and on that occasion projects for energy resource
development, the putting in place of logistical infrastructure
and the development of manufacturing industry were
proposed and discussed; the Russian government is
examining the introduction of an investment tax reduction
system targeting the Far East and Zabaykalye region; and
furthermore the increase in funding for the development of
the Far East and Zabaykalye was decided on under
President Putin. At the same time as that, it was pointed out
that for Russia after accession to the WTO initiatives have
become necessary in order to realize the WTO accession, as
one might put it, including the adjustment of the Russian
economic system to the WTO rules, the studying of the
WTO rules by government bodies and the business world,
and the adjustment of Russia's regional legal system to the
WTO rules. The line by the Russian government
emphasizing the Russian Far East has become yet more
real, and if the realization of the WTO accession progresses
further, it is hoped that Northeast Asian economic relations
will also show remarkable development, and not just
between the Russian Far East and Japan.

The session which focused on and examined the issue
of Russia's WTO accession and the Far East business
environment was Session A: "Russia after WTO Accession
and the Staging of APEC". In it the hope was voiced for the
transparency and predictability of the business environment
via the permeation of common global rules from WTO
accession, and in terms of organizations the roles were
introduced of the Japan-Russia Association to Promote
Interregional Business and the Khabarovsk Japan Center
Businesspersons' Club in the improvement of the business
environment. As the establishment of the former was
proposed at NICE two years ago it has been thus actually
established, and I think it is a matter of great pleasure that
its strengthening is being sought. Additionally in this
session ERINA collaborative researchers also participated,
and it was pointed out that when Japanese firms want to do
business in Russia they cannot overlook the areas of the
characteristic Human Resource Management in Russian
firms and benefit packages, but I think that for the issue of
benefit packages there is interest also from the perspective
of the securing of the labor force in the Russian Far East in
particular. The development tendencies of trade between
Japan and Russia were pointed out, but if these efforts bear
fruit hope will come for further development of trade and
economic relations between the Russian Far East and the
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countries of Asia.

The session which discussed how to handle Russian
energy, when Russia is attempting to set out in earnest on
energy resource development in East Siberia and the Far
East and exports to the east, was Session C: "Energy
Cooperation". It was pointed out from both the Russian side
and from the consuming side, including China and the
ROK, that for the future they must construct a framework
for energy cooperation for Northeast Asia in its entirety,
moving forward via bilateral or multilateral cooperation the
development of Russian oil and natural gas and their export
to China, the ROK and Japan. In particular in Japan's case
the situation has become clearer since the Great East Japan
Earthquake and the Fukushima nuclear plant accident of
two years ago, but being confronted with the task of
diversifying supply sources and transportation routes for
energy resources which are dominated by the Middle East
and the southern route, the task of the creation of networks
and the optimal location within the country of domestic
energy provision bases which are concentrated on the
Pacific side where there is concern over massive
earthquakes, and the task of supplementing with fossil fuels
and renewable energy the lack of energy due to the halting,
resting and decommissioning of nuclear plants, the interest
in and hopes for Russian oil and natural gas is heightening.
In addition it was pointed out that there is the need for the
putting in place of transportation infrastructure across
national boundaries for the export to the nations of the
Pacific of Mongolia's abundant coal resources, and the need
for international cooperation here as well, and the
"establishment of a Northeast Asian Coal Association" was
proposed.

Incidentally, a huge amount of finance will be
necessary for resource development and the putting in place
of transportation infrastructure, and the session which
examined this issue was Session D: "Development Finance
Cooperation". This topic has been discussed at NICE over
many years, but initially the pros and cons regarding the
"Northeast Asia International Development Bank" proposal
were fought over. Recently, however, the international
development bank proposal has been left for the long term
and a funding proposal similar to the "ASEAN
Infrastructure Fund" has come to be emphasized. In
addition, because it is fairly impossible politically as
matters now stand to assume the participation of all the
nations of Northeast Asia, a flexible concept has also been
proposed of establishing a fund through bilateral and
trilateral cooperation to the extent feasible. Setting aside the
propriety of that, in seeking the potential for the creation of
such an infrastructure fund in Northeast Asia, Session D
was a session designed to try to learn by way of case studies
how best to tackle it concretely. In this session the
"Northeast Asia infrastructure fund" concept was proposed,
and moreover the invaluable experience of the ADB was
introduced, including the process up to the establishment of
the "ASEAN Infrastructure Fund", the role played by the
governments of each country and the ADB in that, and the
suggestion for a "Northeast Asia infrastructure fund" from
the "ASEAN Infrastructure Fund". Here there is not time to
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enter into specific matters, but I think this, in considering
future initiatives in accordance with the experience of JBIC,
is extremely helpful. Moreover, I think that the proposal is
also important of a subregional financial cooperation
concept among local governments which takes into
consideration the condition of Northeast Asia in that it does
not wholly consist of entire countries but includes parts of
some countries. | think that the way of thinking of
cooperation among local governments, included in this
concept, is thought-provoking also for the question of
approaches to the establishment of a "Northeast Asia
infrastructure fund".

Because I raise it last it in no way means it is not
important, but the third area is the issue of economic
integration with which Session B dealt. Recent rapid
developments have been seen for this problem area and
many negotiations are to be commenced, including: the
Japan-Mongolia EPA negotiations; the Japan-China-ROK
FTA negotiations; the negotiations for RCEP (Regional
Comprehensive Economic Partnership) which would tie
together the five FTAs with ASEAN which the six nations
of Japan, China, the ROK, India, Australia and New
Zealand have; the FTA negotiations between Japan and the
EU; and participation in the negotiations in the Trans-
Pacific Strategic Economic Partnership Agreement (TPP).

These are based on respective individual concepts, and as
things which are put together via negotiations, it isn't yet
known what form they will take, but basically they are
considered things which will stimulate the development of
the Japanese economy. The negotiations for these many
agreements, however, look as though they will be advanced
in parallel, and while in so doing I think that the future
problem will be how they will be consistently coordinated,
it was pointed out that from the academic perspective there
is also the fear that the "spaghetti bowl" effect will end up
occurring, where the rules get complicated and intertwined.
In addition, there is interest in what will be realized from
each of the agreements in the future, but in the case of
Japan which is starting out from the generally low FTA
liberalization rate, the outlook appears obscure because of
the high degree of liberalization for the TPP and the great
size of the impact on agriculture. In addition, with the
differences in market-economic concept of what kind of
basic rules to construct within the economic integration of
Southeast Asia and East Asia, the problem of which country
will take up the leadership lies ahead. In any event, for the
reason that the subsequent negotiations process will draw
attention regarding the other agreements also and not just
the TPP, I would like to continue raising this topic at this
conference.
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Northeast Asia Coal Market and Mongolia's Export Potential

V. Enkhbold, PhD Candidate, School of Foreign Services,
National University of Mongolia

1. Mongolia's Coal Export
Potential

Mongolia has vast mineral
resources, such as gold, copper,
coal, uranium, rare earth
minerals etc. As of today,
existence of 80 types of mineral
resources, more than 1,000 ore
deposits, and 8,000 mineral
resources have been confirmed.
Mining industry accounted for
24% of Mongolia's GDP and
85% of the country's total
exports in 2011. Mongolia's
potential coal reserves are
estimated to be about 170
billion tons' and around 70% of
which is lignite. Most of these

Figure 1 Mongolia's Coal Resources Map
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reserves are the proven
resources, but most of them have not been developed due to
lack of infrastructure. Coal resources are reserved in 15
main sediment filled basins and more than 120 locations of
coal deposits have been confirmed so far. The "Coal
program" of the Mongolian Government that includes
future development policy was initiated in 2008 and
formulation of the mid and long term plans, including coal
export strategy, is currently in progress. Tavan-Tolgoi is the
country's largest coal deposit, which contains an estimated
6.5 billion tons of coal’. About a quarter of the coal at
Tavan-Tolgoi deposit is high-grade coking coal - a key
ingredient for steel production. The rest is thermal coal. The
coal reserves are massive and located in close proximity to
the surface, which makes Mongolian coal easy to mine.
Although Tavan-Tolgoi is one of the most giant coal
deposits in the world, Mongolia has many other coking coal
deposits with proven resources, such as Nariin-Sukhait,
Ovoot and Khushuut in the southern part of Mongolia.
Mongolia overtook Australia to become China's the largest
coking coal supplier in 2011 owing to its rapid increase of
coal production and competitive export prices. Mongolia
exported 22.5 million tons of coking coal to China in 2011
that was 33.2% higher than a year earlier. The combined
share of Mongolia's top-6 coal exporting companies'
exports accounted for 96% of total coal exports: Energy
Resources (26%), MAK (21%), Tavan-Tolgoi (19%), South
Gobi Sands (15%), Erdenes Tavan-Tolgoi (13%) and
MoEnCo (2%).’

Further, the Mongolian government is keen to

Figure 2 Mongolia's Coal Production and Export,
million tons
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diversify its coking coal export markets. In order to
transport coal to China and other markets in Northeast Asia
(NEA), the Government of Mongolia has formulated a
policy and laid out a plan to build up new railway
connections that link coal deposits in the Gobi Desert with
Russia and China by connecting Mongolia's existing
railway network to the Trans-Siberian railway. Stimulated
by the economic liberalizations of the NEA region,
Mongolian economy is growing rapidly recently and had a
peak growth of 17.5% in 2011. Mongolia's economic
development boom was mainly supported by the mining
developments, especially coal. In 2011, coal exports
accounted for 47% of the country's total exports. Today
coal is a major contributor to the state budget along with

! www.mram.gov.mn
’ www.energyresources.mn
* Customs Authority of Mongolia
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copper. Coal mining firms have become prominent
taxpayers and are creating new jobs. Thus, coal sector has
become a driving force of the economy. About 23 mining
resources and 7.8 billion tons of coal reserves had been
officially registered in 2011. There are 85 officially
registered coal mines in Mongolia, though they vary in coal
qualities.

Mongolian coal exports began in 2003 and reached its
peak in 2011 due to greater demand of China. Mongolia's
coal wealth attracts interests of foreign investors and
multinationals. According to the estimation conducted by
the Ministry of Mining, Mongolia will be able to export
around 50 million tons of coal in 2015, 65 million tons in
2020 and 75 million tons in 2025. Mongolia is targeting
China and NEA as potential target markets for the
Mongolian coal.

In 2011, about 19,000 tons of washed coking coal
from Ukhaa-khudag coal mine was successfully delivered
to Japanese eastern port via Vladivostok sea-port in the
Russian Far East. This shipment was an initial attempt to
supply Mongolian high quality coal to NEA market. If
Mongolia would be able to link its railways with Trans-
Siberian railway, there will be tremendous opportunity to
export Mongolian coal to the NEA market.

2. North East Asia Coal Demand

According to 2011 World Energy Outlook®, there are
861 billion tons of coal reserves left in the world that are
equivalent to 112 years of global coal output. In terms of
energy content, these reserves are approximately 3.2 and 2.5
times larger than those of natural gas and oil respectively.
The International Energy Agency’ argues that coal demand
is strongly correlated with economic growth. Faster
economic growth normally results in faster growth of coal
demand. Power sector will remain the main driver of global
coal demand between now and 2035.

The worldwide energy coal production reached 5.67
billion tons in 2011°, of which China produced nearly 50%
and Russia produced 3.1% of total. China imported 146
million tons of energy coal from Indonesia, Australia,
Vietnam and Mongolia in addition to its domestic
production, while Russia exported 110 million tons to
China, India, Japan and European market. Also, Japan
imported 121 million tons, ROK 97 million tons of energy
coal from Indonesia, Australia, Russia, USA and Canada.
As per coking coal, worldwide production reached 967
million tons in 2011, of which China along produced
52.1%, Russia 8.1%, and Mongolia 2.1%. As Chinese local
productions did not meet its local demand, China imported
38 million tons of coking coal from Australia, Mongolia
and Russia. However, Japan imported 54 million tons and
ROK imported 32 million tons of coking coal from
Australia, Russia, Canada and USA. Thus, NEA countries
represented more than half of the world coal production and
the major consumers, such as China, Japan and ROK,
imported 354 million tons of energy coal and 124 million

tons of coking coal from other markets.

In the NEA region, only Russia and Mongolia
exported coal to other markets. Forecasts and surveys
conducted by different international agencies and consulting
firms argue that in the near future, these two countries could
be potential coal suppliers in the NEA region due to their
geographical proximity. On the other hand, it has been
evident that due to its increasing domestic demand for coal,
China is gradually shifting to be a net coal importing
country, such as Japan and ROK (Table 1).

When China acceded to WTO in 2001 with
commitments to liberalize its market for foreign investors,
Government of China has taken numerous measures to bring
its laws and regulations in accordance with international
norms. As a result, China created comparatively favorable
and competitive business environment in the country, which
led the country to attract increased inflow of foreign direct
investment.

As illustrated in Table 2, Australia and Indonesia are
dominating the NEA coal market. Australia exports both
energy and coking coal, however Indonesia exports mainly
energy coal to the NEA market. Vietnam might impose
limitations on its coal export even though it exported some
amount of energy coal to China.

Coking coal represented 19.2% of Chinese total coal
imports in 2011, whereas those of Japan and ROK
accounted for 39% and 20% of their total coal imports
respectively. North American coal exports share 15% of
ROK's total coal imports and around 4% in the both Chinese
and Japanese coal imports. Here, we can make a judgment
that the North American coal export is less than 10% of the
shares in the NEA coal market. Surveys conducted by some
international agencies and consulting firms argue that shares
of the North American coal in the NEA market would
decline gradually due to emerging coal exporters in the
region with geographical proximities to the market.

Russian coal accounted for 9.8% of ROK's coal
imports and around 6% of the both Chinese and Japanese
coal imports in 2011, whereas Mongolian coal export
represented 10.9% of Chinese total coal imports. Mongolia

Table 1 Northeast Asia Coal Production and Trade in

2011, Million tons

Countries Energy coal Coking coal Brown coal

g g g

31 51 51

AR IR I

~ o= ~ o & ~ | &
China 2,831 -| 146| 504 3] 38| 136 - -
Russia 178] 110 - 78| 14 - 78 - -
Japan - -l 121 - -l 54 - - -
ROK - -l 97 - -l 32 - - -
Mongolia - - - 20| 20 - - - -
World total | 5,670 - -l 967 - -| 1,041 - -

Source: World Coal Association

* www.worldenergyoutlook.org
* www.iea.org
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Table 3 Russia's Coking Coal Production by 2020

coumtics | tmpors | Mithontone | S1%

Indonesia 64.8 352
Australia 32.5 17.6
Vietnam 22.1 12.0

China Mongolia 20.0 10.9
Russia 10.6 5.7
Canada 4.5 2.4
Total 184.0 100
Australia 104.8 59.9
Indonesia 35.5 20.3

Japan Russia 11.4 6.5
Canada 9.6 5.5
USA 6.3 3.6
Total 175.0 100
Australia 447 34.6
Indonesia 40.3 31.2
Canada 14.5 11.2

ROK -
Russia 12.7 9.8
USA 6.1 4.7
Total 129.0 100

Sources: China Customs Statistics, Trade Statistics of Japan, Korea
Trade statistics

became the largest exporter of coking coal to China in 2011
overtaking Australian coal.

3. Russia-China Coal Cooperation

While the economic ties between Russia and China are
tightening up, it provides a favorable condition to increase
competitiveness of Mongolia - a landlocked country
surrounded by these two giant markets. In September 2010,
leaders of Russia and China have agreed to develop their
relationship into a strategic partnership. As a result, in 2012
trade volume of the two countries reached $88 billion and
mutual investment became $4.1 billion. Majority of the
investments made in the energy and coal production, natural
gas, construction of oil pipelines and infrastructure projects.
In 2010, Russian Energy Minister and Head of the Chinese
Energy Authority signed an "Agreement on Russia-China
Energy Cooperation" in the Russian Far Eastern city of
Blagoveshchensk. According to this agreement, Russia will
supply 15 million tons of coal from the Russian Far East to
China within the first five years and another 20 million in
the next 20 years, whereas China will provide $6 billion
loan to Russia. In order to reach these ambitious targets of
coal cooperation, Russia and China have established a state
owned "Ogodzhinsky Energy" JVC aimed at developing
Ogodzhinsky hard coal deposit located in Selemskii district
of Amur region of the Russian Far East. Also, Russian and
Chinese JV "Karakan invest" was set up in Kemerovo to
jointly develop Karakan coal deposit. According to
"Russia's New Energy Strategy towards 2030", Russian
government is keen to move its coal exports from Europe
towards Far East gradually targeting the NEA market.
Therefore, the current Russia-China intensive coal
cooperation is indicating that Russia can be a potential coal

Ne | Coking coal deposits | Annual capacity, Million tons
1 | Alsatskoye 6.8
2 | Elegest 18.0
3 |Eliga 24.0
4 | Mejegeiskoye 9.0
5 |Ulug hem 12.5
6 | Usunskoi 1 4.0
7 | Usunskoi 3 4.5
Total: 78.8

Source: IMC Montan

Figure 3 China's Coking Coal Demand, Million tons
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supplier to China and other NEA market in the near future.

There are seven coking coal deposits with various
reserves are located in the Russian Siberia in the proximities
to Mongolian northern border. According to IMC Montan
consulting firm, Russia would be able to produce almost 80
million tons of coking coal by 2020 for local steel producers
and for exports if the current infrastructure development
projects meet their timelines. In May 2012, construction of
402 km long railway from the city of Kyzyl to the town of
Kuragino was officially launched. The development of
Eliga coking coal deposit in the Republic of Tuva in
Siberia, aims to supply coking coal to NEA market via the
Trans-Siberian railway (Table 3).

On the other hand, China has a huge demand of coal,
especially of coking coal. Though China produced 3.4
billion tons of coal in 2011; it imported 184 million tons of
coal from other countries. According to the Mongolian
Mining Corporation projections, the potential demand of
Chinese coking coal would increase by 7% in 2015 over the
demand in 2012 (Figure 3).

Since 2005, Chinese Government is undertaking
systematic measures to reduce its coal exports and increase
its imports by imposing export taxes and various quotas on
coal exports. As a result, China is shifting from a coal
exporting country into a coal importing country. China
imported 10 million tons of coal in 2003, 51 million in
2007 and 126 million in 2009. China imported 184 million
tons of coal in 2011 that made China as a major coal
importing country in the world overtaking Japan. Rapid
economic growths and pressures from the international
environment agencies led Chinese Government to cut
numerous coal mines in the country, especially minor ones.
This process is creating coal shortages for the Chinese
domestic industries, and on the other hand it increases
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opportunities for the neighboring countries, such as Russia,
Mongolia and Vietnam, to take advantage of the Chinese
growing coal demand.

4. Conclusions

- Although China is the second largest coal
producer in the world, due to its increased
domestic demand China is becoming a net coal
importing country, such as Japan and ROK;

- Mongolia is estimated to have potential coal
reserves of about 170 billion tons, most of which
are the proven reserves. Owing to rapid increase
of coal production, Mongolia overtook Australia
to become the China's largest coking coal supplier
in 2011;

The NEA region represents more than half of the
world coal production and it dominates the world
coal market in terms of both production and
consumption. Thus, in order to boost coal exports
to China and other NEA markets, the Government
of Mongolia has developed a policy and initiated
its railway expansion projects that link Mongolian
major coal deposits with the neighboring
countries' rail routes;

The recent Russia-China strong ties in coal
cooperation will lead Russia to become a potential
coal supplier to China and other NEA markets;
Accordingly, owing to their geographical
proximities, Mongolia and Russia tend to be the
potential coal suppliers in the NEA region.
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HNEFE 30.2 2.1 92.2 14.0 94| A 427 23.6 10.2 18.6 19.1 37.4 49.5
HLF vy Hh 12.0 5.2 335 54 27.7 71 A 40 5.8 AB3 A150 3.5 23.2
AEA 29.3 6.4 20.6 415 74.3 17.1 213 A 410 55.0 427| A 407| A 342
NAOT 27T 1.8 8.7 22.9 9.9 8.1 27.4 39| A113 235 20.5| A 230 A94
7 L— U A53 5.1 38.9 241 A114 14.0 36.1| A 200 82.2 50.0f A 392 a281
THE M 5.3 23.9 28.7 15.1 AQ02 A192 0.8 21.3 48.2 255 50.1 53.2
VYRR 17 03| Aa18.1 A54] A246 7.8 26.6 A 8.1 2.0t 446 31.7 16.1
EE b 54.5 A12 20.3 45| A 163 2.11% 288 A 115 2.0t 51.7| A 395 A122
Fa13dMEABX A 386 4386 1.6 29.5 619 A726 64.9 51.6 2.9% 62.5 58.3 26.1
() [0 7HEESE Q011EMR) ] ; [BREBERNOHSEEREE (2011F)] ; (O TOHSEHEEL (2011F7. 108 ; 201257, 108 ;20135 1 A)) (A> 7EPER

) o

NEERFEERRE RIFEFRL%)

2005 2006 2007 2008 2009 2010 2011 2012 [11-1-68|11-1-98|12-1-68|12-1-98
02 7E# 12.8 14.1 16.1 13.6 A5 6.3 7.2 5.9 5.3 6.2 741 6.3
BHREPEX 12,5 12.9 11.2 10.6 0.7 3.8 4.4 4.9 3.3 37 6.0 5.3
Y EFE 5.5 8.6 7.4 7.6 2.1 3.6 27 2.6 2.2 2.4 1.8 1.9
HLF vy Hh 5.3 10.8 12.8 9.4 1.6 3.1 2.2 2.1 1.5 1.6 A10 A 07
AEHS 19.0 12.9 11.8 9.9 A23 2.2 24 4.2 2.2 1.7 9.2 6.6
NAOT 27T 13.5 13.3 15.3 7.9 36 6.2 3.6 4.9 2.7 1.5 3.2 35
7 L— U 10.6 13.7 12.0 12.8 A25 6.0 18.7 14.3 14.0 18.2 17.5 16.9
THE M 8.3 9.6 10.0 3.1 A 03 4.4 0.5 6.3 2.1 1.5 4.4 6.2
PAVYRZ 14.6 221 7.9 20.0 25 23 3.2 2.0 1.5 4.1 3.6 2.8
a4 Y BiR 9.5 5.4 6.1 8.1 1.9 27 A 07 6.5 0.2 0.4 2.8 4.4
Fa13d MEABX A 13 6.4 12.9 55.9 3.2 8.2 16| 4107 A18 A20 A79 A118

(77 [O2 PHEHEE (20114ERR) ) ; [BREBEXOHSEFEZ 20115)] ; (OO 7OHSEFES (20116, 98 ;201246. 9. 12A)] (AL 7ERERMET) .

HEEMMLAE FIF12R %)

2005 2006 2007 2008 2009 2010 2011 2012 |11-1-68|11-19A8 |12 168 |12+ 1-98
o> 7858 10.9 9.0 11.9 13.3 8.8 8.8 6.1 6.6 5.0 47 3.2 5.2
BHREFPEX 13.3 8.8 9.6 13.6 9.7 7.7 6.8 5.9 5.1 5.3 2.8 4.4
Y NEFNE 12.1 11.9 9.0 12,5 8.2 6.0 7.0 5.4 5.4 5.8 2.3 3.9
DLF vy HE 21.5 11.6 10.1 14.8 10.7 10.2 5.8 5.6 3.8 4.8 1.5 4.0
RiE 12.4 71 9.7 13.5 9.5 7.0 5.6 6.0 3.8 3.8 3.3 4.9
JNSOT AT 13.6 8.7 9.8 14.1 9.5 8.1 7.9 5.4 6.3 6.4 27 3.8
T Li— IV 13.2 9.1 9.6 14.1 9.6 9.4 7.6 7.2 55 5.6 25 5.4
THE M 12.4 8.1 13.3 19.3 13.4 8.5 9.2 8.7 6.5 7.1 4.2 5.7
YU M 14.1 10.4 11.8 13.1 10.7 10.0 6.4 6.0 6.0 57 2.4 4.2
a4 Y BEM 14.5 5.5 11.7 15.0 12.2 9.5 8.9 6.5 5.9 7.0 3.2 5.1
Fa13dMEABR 15.3 11.2 7.5 9.9 17.2 1.4 5.4 6.0 4.1 42 46 4.3

(P (O PHEEE (RER)) ; [EREBREROUSBEFS 20115)] ; (B 7OHLEEES (2011466, 98 ; 201266, 9. 12A)] (B 7EHBERMET) .
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REABABRERE FFRML%)

2005 2006 2007 2008 2009 2010 2011 2012 |11-1-68|11-1-98|12-1-6B|12- 198
o> 7858 11.7 14.1 13.1 3.8 1.8 47 1.1 48 A 10 A 02 3.6 3.8
BHREFREX 10.4 12.1 10.6 3.4 4.0 3.5 1.8 26 2.1 3.0 52 26
Y NFHIE 5.8 6.1 5.1 8.6 1.7 27 35 4.0 26 2.1 54 24
HLF vy HE 6.8 7.1 8.8 4.9 3.9 2.3 5.2 A26 4.1 5.1 A27| A35
A 15.4 15.0 10.6 4.0 6.5 5.9 1.3 25 6.7 59 53 0.4
INAOT 27 HE 8.5 14.3 12.1 A 49 8.4 5.3 A20 0.5 A 32 A 1.3 25 0.0
T L—IVH 9.6 10.3 19.6 11.5 AS55 A16 17.8 13.9 12.6 17.3 29.7 27.8
<HE M 3.1 9.1 6.8 1.0 25 25 0.1 87 A46 A 34 6.9 5.9
CIAVRZ 14.4 14.1 12.4 6.8 A 06 Al A 44 A 22 A 79 A 56| A35 A38
214 BAM 8.3 8.3 5.5 12.0 47 27 A 10 3.2 A 18 A 11 0.5 0.2
Fa3bEABER 17.3 7.2 4.4 5.2 A 81 40, A 125 A 138 20.9 196 A 70 A 66

(WF7) [O2 7HEHESE (2009FhE, 2011ERR) ) ; (O 7OHLEEES (2011F7. 108, 2012F 1. 7. 108 ; 2013F 1 B)] (A 7EMERMET)
*fHE - R HfE

THRAGEREES L—-T))

2005 2006 2007 2008 2009 2010 2011 2012 |[11-1-6A|11-1-9A|12-1-6A |12+ 1-9A
o> 7858 8,555 10,634 13,593 17,290 18,638 20,952 23,693 26,822 22,277 22,622 25,476 25,686
BRERERX 11,508 13,711 16,713 20,778 23,158 25,814 29,421 33,611 27,766 27,890 31,700 31,907
A 13,437 16,168 19,409 23,816 26,533 28,708 33,289 39,751 33,327 31,103 37,523 37,448
HLF vy hith 15,477 18,541 21,815 27,254 31,570 35,748 39,568 43,156 37,425 37,774 41,482 41,323
RiEs 8,926 10,903 13,174 16,805 18,997 21,889 24,433 27,453 23,080 23,379 26,141 26,155
JNNAT R 11,336 12,888 15,884 18,985 20,455 22,657 26,702 30,908 24,404 25,159 28,694 29,078
7 L—IV 9,392 11,111 13,534 16,665 19,019 21,208 24,371 26,859 22,773 23,311 24,840 25,359
XHEM 14,673 17,747 22,102 28,030 32,657 36,582 44,240 51,061 39,578 40,955 47,944 49,286
pAVRR 15,243 18,842 23,346 30,060 32,626 35,848 38,458 44,453 36,140 36,770 42,802 42,710
a5 v EARM 8,190 9,529 11,969 15,038 16,890 19,718 22,886 25,244 21,785 22,056 24,095 24,256
FaabBEBEK 23,314 25,703 30,859 38,317 42,534 46,866 54,314 62,856 50,137 51,306 60,236 60,275

(PR) (O PHEHESE (2009FkE. 20114ERR)) 5 O 7 OHEREEES (201151, 7, 108 ;20125 1, 7, 108 ; 201351 B)] (O 7EMERKMET) o
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20095 | 20104 | 20115 | 2012%F |201241Q|201152Q|2012453Q |20125£4Q | 20135E1Q |20135E28| 3R

EHEGDPHRE HaiERLAL: %) A 13 6.4 17.5 12.3 14.6 14.4 10.5 10.6 - = =
STREER CIniEREALE: %) A 33 10.0 9.7 7.2 8.9 8.6 2.2 9.2 7.1 5.2 0.5
HEEDELREE HRERBLT %) 4.2 13.0 10.2 14.3 12.6 15.4 14.7 14.5 11.4 11.3 9.8
BERXEE (FA) 38.1 38.3 57.2 35.8 50.1 47.5 441 35.8 35.2 37.4 35.2
HRIVEEL—F (b5 FILY) 1,437 1,356 1,244 1,359 1,356 1,320 1,368 1,393 1,397 1,394 1,404
B%HH58 (M2) OZ1E CHai £ %) 27 63 37 19 23 22 18 19 20 16 20
MEZRSOE HEIERAL: %) 1 23 73 24 55 39 36 24 28 26 28
AREELE (%) 17 12 6 4 6 5 5 4 4 4 4
BRIZ (BHUSKI) A 252 A 202| A 1747| A 2354 A 580 A 480 A 954 A 340 A 396 A 89 A 91

i (EAUSKI) 1,885 2,909 4,780 4,385 878 1,375 979 1,153 809 225 303

WA (EBUSKIL) 2,138 3,200 6,527 6,739 1,458 1,855 1,933 1,493 1,205 313 394
ERMBUNE (HERvTILY) A 329 2 A G632 A 1,163 A56] AS519 17 A 605 84 5 AQ
EREYHX (HH x0) 9,017 12,125 16,337| 16,647 3,533 4,004 4,115 4,995 3,015 — —
ERsgEEY#X (BF h>*0) 7,852 10,287 11,382 12,176 2,995 3,055 3,045 3,081 2,469 649 922
BT (T8 1,733 10,320 651 429 123 153 22 132 244 67 105

(F) HEEDM LA, ERAEEY. EBHEE. MERS. TREELRIARME. HBL — M IHAPFHE,
(R EXJNVEFKER [T JHREEE]. [T IBEAR &5 @
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(ERINAFIARF e FALMER  HREE)

20084F | 20094F | 20104F | 20114F | 20124 |12%4-6H | 7-9F | 10-128 |13%#1-3B| 28 38 48
KEERNMBEE (%) 23 0.3 6.3 3.6 2.0 0.3 0.0 0.3 0.9 - — =
RICHEZH (%) 2.0 1.2 4.1 2.2 2.2 0.4 0.8 0.5 0.1 - - =
BEEXTHR (%) A19| A10 58| A1 A13 A 38 A15 A16 2.9 - — —
SETEAEERR (%) 2.8 A 0.1 14.0 5.9 0.9 A 0.1 A 22 0.9 0.1 1.1 A 21 —
KEE (%) 3.2 3.6 3.7 34 3.2 3.3 3.1 3.0 3.3 37 3.3 —
EHIREZ (EHUSKIL) 5170| 37,866| 40,083| 31,660| 38,338 8,521 | 13,341| 13,864 9,391 2,563 4,210 -
Bl (BHUSKI) 422,007 | 363,534 | 466,384 | 555,214 | 547,870 | 140,130 | 133,125 | 139,768 | 135465 | 42,327 | 47,437 -
A (HEBUSKI) 435,275 | 323,085 | 425,212 | 524,413 | 519,584 | 130,431 | 125652 | 129,831 | 129,684 | 40,307 | 44,149 —
HEBL—b (74> /USKI) 1,103 1,276 1,156 1,108 1,127 1,152 1,133 1,090 1,085 1,086 1,104 1,121
EEEDME (%) 8.5 A 02 3.8 6.7 0.7 0.9 A 02 A 09 A19 A 16 A24 -
HEEWME (%) 4.7 2.8 3.0 4.0 2.2 2.4 1.6 1.7 1.4 1.4 1.3 1.2
#{EE% (1980.1.4 : 100) 1,124 1,683 2,051 1,826 1,997 1,854 1,996 1,997 2,005 2,026 2,005 1,964

() EIN#ERE. RICEBRTEH. BTEATR. STEEEENCHBLGVER, £EEYME. HESDEIHERNRLHOER, KEHERITHRE
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