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Toward a closer Regional Cooperation in Northeast Asia
in the Context of PECC and APEC
(Summary)

Ippei Yamazawa
President of the Institute of Developing Economies / JETRO

History and Characteristics of PECC and APEC

Economic cooperation in the Pacific region began at
the end of the 1960s as dialogue conferences between
businessmen and economists. The Pacific Basin
Economic Council (PBEC) for businessmen was
established in 1967, and the Pacific Trade and
Development Conference (PAFTAD) was established in
1968 as a conference for economists. Late Prime Minister
Ohira proposed an idea of* Pacific Rim Solidarity” in his
inauguration address. Then he organized thé Pacific
Basin Cooperation Study Group,” of which | was a
member. When late Prime Minister Ohira and the
Minister of Foreign Affairs, Saburo Okita, paid a visit to
Australia and New Zealand with an interim report
submitted by the group, then Australian Prime Minister
Malcolm Fraser strongly agreed with their ideas, and they
decided to hold the first meeting of the' Pacific
Community Seminar” in Canberra in 1980. Participating
countries were five industrialized countries, five ASEAN
countries and the Republic of Korea (ROK). Since then, a
General Meeting had been held every year and a half,
organized by each member country in turn. Since 1996,
the General Meeting has been held every two years.

What has been done at these gatherings? First of all,
an internal committee in each member country, e.g. the
Japanese National Committee for Pacific Economic
Cooperation (JANCPEC) in Japan, was established. Japan
hosted the Sixth General Meeting of PECC in Osaka in
1988. Participants have been broadened, and at the
present, 25 countries and regions participate in the
organization.

PECC is unique in that it is a tripartite participation
of individuals from business and industry, government,
academic and other intellectual circles. Participants can
discuss freely without any specific responsibility. Five to
six years after its establishment, a small secretariat with
six to seven staff was set up in Singapore. Before that, the
secretariat was changing with the different host countries,
and continuity could not be maintained. Also, task forces
were established, such as the Pacific Economic Outlook,
the Trade Policy Forum, triple T (Telecommunications,
Transportation, and Tourism) and the Financial Markets
Development Project Group.

Then, APEC began as a ministerial meeting among
ministers of foreign affairs and ministers in charge of
international trade of the member countries. The rotation
of the APEC chair is unique. It rotates annually among
members and every alternate ministerial meeting is held in
an ASEAN economy. The fact that ASEAN is now
moving towards the center of APEC is testament to
successful ASEAN diplomacy. The number of member

economies was 12 at first, and it has been expanded to 21
economies at present. In 1993, when the United States
was the host country, summit meetings began. Because
leaders of major economies, such as President Clinton of
the United States and General Secretary Jiang Zemin of
China attend the meeting, APEC meetings have become
very important media events. In 1994, the very ambitious

“ Bogor Declaration of Common Resolve” was set out at
the second meeting of APEC held by Indonesian President
Suharto. In this declaration, the economic leaders agreed
to achieve the goal of free and open trade and investment
in the region no later than 2010 for the industrialized
economies and 2020 for developing economies. In order
to translate the Bogor goals into reality, Japan and other
member economies drew thé Osaka Action Agenda.” It
specified two action areas: Trade and Investment
Liberalization & Facilitation (TILF) and economic and
technical cooperation (Ecotech). Then, in 1996, at the
Manila meeting, the Manila Action Plan for APEC, the
final and concrete plan, was adopted and was to be
implemented from the beginning of 1997. The fact that
this kind of plan could be implemented just two years after
its initial introduction in 1994 could be seen as epoch-
making.

Regarding APEC organization, it has the Informal
Meeting of Economic Leaders and the Ministerial Meeting
under it. Economic leaders and Ministers meet only once
a year. Under these meetings, there is the Senior Officials
Meeting, which has four to five meetings annually. The
Secretariat, with 20 to 30 staff, was also established.
Besides these organizations, there are three standing
committees; the Budget and Management Committee, the
Committee on Trade & Investment and the Economic
Committee. There are also about 13 working groups.
Sectoral Ministerial Meetings, such as those of Trade
Ministers, Financial Ministers, Transportation Ministers,
etc., are also held.

There is a huge difference between PECC and APEC.
PECC is composed of three different areas, and basically
it is an informal meeting. On the contrary, APEC is an
entirely official meeting. However, since PECC was
established earlier than APEC, PECC could serve to help
prepare for the establishment of APEC in many ways.
Firstly, the characteristics of PECC are that it is informal
and voluntary. Secondly, each member economy hosts in
turn, and when they are hosting, they are very enthusiastic,
but when their turn is over, they tend to lose interest.
Thirdly, member economies first became a member of
PECC, then APEC. In this way, these two organizations
have been expanded.

As APEC was established, PECC faced a serious
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identity crisis. Many things were discussed, such as what
PECC can do. PECC has been changing its role to support
APEC in various fields. As | mentioned, PECC is
composed of three groups. However, recently
governments are not seriously participating. Since
governments have APEC to deal with, it is too much to
think about PECC too. Business people did not participate
in large numbers from the beginning. In addition, since
the APEC Business Advisory Council (ABAC) was
established, business people have made many suggestions
to the APEC, and many have moved to ABAC. As a
result, only academics remain. So, at present, PECC is
working as a think-tank to support APEC.

Assessment of APEC

What has APEC done? As a matter of fact, APEC
had its peak when the Economic Leaders Meeting began
and meetings in Bogor, Osaka, and Manila were held.
Around that period, we had great expectations for APEC.
The title of the first report submitted by the Eminent
Persons Group was' The Asia-Pacific Economic
Community,” like the European Economic Community.
This indicates that such a great expectation existed.
However, expectations have returned to reality, and
people have realized that there are many things APEC
cannot achieve. In terms of liberalization, APEC
proposed unique plans, so-called” individual action plans
(1AP).” | evaluated IAPs of individual members by scores,
but they amounted to no more than the Uruguay Round.
The plan for China is great, but China will implement it
only on the condition that China joins WTO. On the other
hand, facilitation is progressed in some fields, such as the
standardization of customs procedures and the issuing of
visas. There are so-called collective action plans (CAP),
which every economy is implementing together. These
are rather well progressed.

Ecotech should also be an area of interest. This is an
idea that technologically advanced economies support
developing economies. This has not progressed much.
Research and seminars have been held, but have not
resulted in effective measures. The main reason is that
ODA of individual countries and international aid
organizations, such as ADB, have not been taken into
account. In order to encourage successful cooperation in
Northeast Asia in economic terms, we should take these
things into consideration from an early stage.

Taking into Account Lessons from PECC and
APEC's Experiences

Both PECC and APEC have advanced their plans
without official agreements between governments from
the beginning. This is informal and functional integration.
In other words, it is market-driven. This is success and
can be a good lesson for Northeast Asia. Secondly, I think
that role sharing among three participants groups, as in
PECC, was correct. Among these three groups, academics
and scholars in particular could play a great role with
dissemination of research and information. ERINA has to
play this kind of role in cooperation with various research
institutes.

Then, APEC has some free trade agreements that

governments participate in. How APEC could have
relationship with these agreements was an agenda at the
Eminent Persons Group. The outcome was that
developing the region by focusing on specific subregion
was seen as difficult. A good example is the issue of the
development of the Greater Mekong Subregion (GMS).
APEC has done almost nothing to aid this development,
because APEC has neither the necessary funding nor the
expert technology and knowledge. 1 think the fact that the
GMS development has not really involved APEC
indicates APEC’s limited role in Northeast Asian
economic development.

I suggest some points for the promotion of Northeast
Asia economic cooperation as follows. Firstly, an informal
and functional approach should be taken as a first step.
Secondly, it should be advanced with three participating
groups, like PECC. In this case; governments” should
include not only central governments but also local
governments. Also, Northeast Asia is not well known in
the world, so public relations efforts are necessary.
Participation in the Task Forces of PECC in the fields of
commodity flow, transportation, environment, energy, etc.
must be a first step towards positioning Northeast Asia in
PECC. Also, infrastructural improvement is focused in
Northeast Asia because development is difficult to
progress without such improvements. To achieve the
infrastructural improvement, Northeast Asia must depend
on bilateral ODA and international aid organizations.
Therefore, different from PECC or APEC, utilizing ADB,
or establishing an organization like the Northeast Asia
Development Bank, should be considered as a first step.

To raise awareness about Northeast Asia within
APEC is also important. In order to do this, | would like
you to appeal to members of ABAC. You should focus on
fields which business is very interested in, such as energy
and tourism. Also, China will host APEC in 2001. China
is very enthusiastic to take initiatives. It is necessary to
draw the attention of APEC to Northeast Asia of this
occasion. APEC has looked at the South of Asia, as an
ASEAN economy has hosted APEC every two years so
far, but it is important that it shifts its interest to the North
in order to achieve balance.

Japan-Korea Free Trade Agreement

Japan and the ROK have had active relations in trade
and investment. However, they have stagnated for about
the last 10 years and the relationship between them has
been less significant. In the process of recovery from the
financial crisis in Asia, momentum to reexamine the
bilateral relationship has increased. When late Prime
Minister Obuchi visited the ROK in March 1999, he
proposed the Japan-Korea Economic Agenda 21. As a
part of this, the Institute of Developing Economies in
Japan and the Korea Institute for International Economic
Policy (KIEP) began joint research on the Japan-Korea
Free Trade Agreement (FTA). Although it was joint
research, they were about to make individual reports
because it might be necessary to explain to people in both
countries. However, as these two reports should have the
same messages, a joint communiqué was published. Our
aim for the joint research is a comprehensive approach



including the promotion and facilitation of investment and
mutual certification of standards. Lowering customs
tariffs is only a small part of the goals.

What kind of effects is expected if this agreement is
signed? First of all, if customs tariffs and other non-trade
barriers are removed, trade sectors in which the ROK has
strong competitiveness, e.g. apparel and fishery products,
and sectors in which Japan has strong competitiveness,
e.g. sophisticated machinery and metal products, would
increase. Since the average tariff rate of Japan is 2.9%
and that of the ROK is 7.9%, exports from Japan to Korea
would naturally increase. As a result, a large problem
would occur, as the ROK’s trade deficit with Japan would
increase further. However, this would not be the only
effect. This is what we would like to say in the reports.
Not only would there be exchange in the above mentioned
products, but also there would be a steady increase in
intra-industry trade between Japan and the ROK, in which
both countries mutually export and import low-end and
high-end products, such as machinery, metal and services.
To activate this would be a larger effect. Both Japan and
the ROK are competitive in these sectors, and the tariff
rates would be more or less nil. Japan’s rate is almost 0%
and the ROK’s is about 3%. These effects are often not
visible on the CGE* calculations.

There are three ways in which this trade would be
activated. Firstly, competition between Japanese and
Korean enterprises would intensify. Secondly, a strategic
alliance between them would be created. Then, when
European and American enterprises enter the integrated
market, they would invest in production in the ROK and
export to Japan, because costs are higher in Japan than in
the ROK. We call these effect§ dynamic effects.” In
order to integrate the two markets, both countries must
cooperate in concluding agreements on investment,
implementing other trade facilitating measures,
technology cooperation, and steady exchange rates
between the Japanese yen and the Korean won.

Other countries, such as China, the United States and
Australia, are concerned about such a movement between
Japan and the ROK. We have two messages for them.
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First, the Japan-Korea FTA aims at creating a closer
relationship between two neighboring economies, not at
excluding other countries. If this attempt is successful, the
results will definitely contribute positively to other
countries. Secondly, the Japan-Korea Free Trade
Agreement would be consistent with the rules of WTO /
GATT.

Individual negotiations have started between the two
governments following the Economic Agenda 21.
Customs tariffs should be lowered before all negotiations
are finished. For example, if both governments announce
at the Soccer World Cup in 2002 that Japan and the ROK
will conclude the FTA in 10 years time, thus creating a
closer relationship between the two countries, mutual
investment made by the private sector would occur. The
effect of such an announcement would much larger than a
3% or 5% lowering of tariffs. However, at a symposium
recently held in the ROK, some panelists, particularly
Korean panelists, demonstrated rather passive opinions. |
was very disappointed, but I think this should not be seen
as mere economic discussion, but inevitably includes
psychology and emotion coming from the history of the
two countries. Following many such symposia in both
academic and business fields, both governments would
start negotiations. At the summit meeting between
Japanese Prime Minister Mori and Korean President Kim
in June 2000 in Seoul, they both welcomed the results of
the research and said that they would make efforts
following the directions the research results show. It is
natural that the way to complete the FTA is not easy,
because Japan and the ROK have to be reconciled after
resolving the accumulated problems of history. However,
as the relationship between both countries is very
important, we cannot fail. | think we must implement the
procedure slowly but steadily.

(Translated by ERINA based on the speech at the Second
Plenary Meeting of the Northeast Asia Economic
Conference Organizing Committee, June 6, 2000 in
Niigata)

! CGE (Computable General Equilibrium) models conduct numerical simulations, assuming simultaneous equilibrium in
each market of goods/services and production factors (capital and labor), and is mainly used to evaluate policy effects.
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Exchanges between Local Governments in Japan and China

(Summary)

Hitoshi Yoshida
Visiting Researcher, Research Division, ERINA

1. Awareness of Problems

Progressive countries, such as European countries
and Canada, are trying to adjust themselves to the new era
through multiple diplomatic relations, which promote the
participation of people in the diplomatic field. These
countries are strengthening their comprehensive
diplomatic power as nations by reflecting people’s will.
They are encouraged to actively participate in
international cooperation in cooperation with international
organizations, local governments and NGOs.

The Japanese have tended to think that international
exchanges by local governments are weak. However, this
has been changing recently. Among international
exchanges made by local governments, exchanges
between Japan and China have experienced dynamic
changes. This relationship between Japan and China led
by local governments is playing a significant role in
international exchange and cooperation, and is acting as a
part of diplomatic policy. In this article, the current
situation, the achievements of and movements by local
governments, which are important factors in the process of
the diversification of diplomacy, are discussed by looking
at the relationship between Japan and China.

2. Exchanges between Local Governments in
Japan and China

Since the normalization of diplomatic relations
between Japan and China in 1972, particularly since the
1990s, exchanges between local governments in Japan and
China have been rapidly developed. As of April 1, 1998,
39 prefectures and 832 municipalities out of 3,300 local
bodies in Japan have sister-city affiliations with 1,304
municipalities in 58 countries in the world. The number
of affiliations with municipalities in the United States is
393 (30% of all), which is the largest, followed by 252
with China (19%). Then, Australia is in third place with
89 (6%) and the ROK is in fourth with 74 (5%), which is
rapidly increasing. This indicates the diversification in the
Asia-Pacific region. The number of sister-city affiliations
with China was 261 as of March 1, 1999, which is the
largest number at the prefectural level and second to the
United States at the municipal level.

Looking at this from the viewpoint of China, Japan’s
percentage is even higher. As of the end of 1999, the total
number of sister-city affiliations of China was 937, in
which the number of affiliations with Japan is the largest
at 203 (21.4%), followed by the United States with 134
(14.3%), Russia with 49 (5.2%), the ROK with 48 (5.1%)
and Auwustralia with 42 (4.4%). At all levels, Japan is the
first. For local governments in both Japan and China, the
bilateral relation of both countries is becoming the most
important part of international relations.

Characteristics of international cooperation projects

by local governments between Japan and China are as
follows: 1) these projects have begun to bear technology
and know-how transfer of public goods” in the areas of
local government, such as environmental protection,
agricultural technology, city planning and cultural asset
protection; 2) cooperation in physical aspects, such as the
construction of facilities and expensive machinery, is
mainly on a small scale; 3) also, different from ODA,
many cooperative projects for mutual benefit, such as joint
research in the agricultural field, have been implemented.

A concrete example is thé¢ the Dalian China
Environmental Model District Concept” between
Kitakyushu and Dalian, as a creation of an environmental
protection plan. The establishment of th& Research
Center for Acid Rain” for research on air pollution and
monitoring by Hiroshima Prefecture, Hiroshima City,
Sichuan Province and Chongging City, is an example of a
cooperative project on the physical aspect of
environmental protection. Also, there are many joint
research projects in the agricultural sector. An example is
a project for improving paddy rice, soybeans, and spring
wheat, conducted by Hokkaido, Heilongjian Province and
Alberta Province in Canada.

3. External Relations Activities of Local
Governments in China

Regarding the external relations policy of Chinese
local governments, the following is an example from a
policy of Liaoning Province in relation to Japan. The goal
of their policy in relation to Japan in 1998 was to promote
industrial adjustment through international exchange.
There are three major points. 1) To promote industrial
structural adjustment by researching the processing
industry, which has limitations of production activities
inside Japan, and trying to attract them to the province. 2)
To implement reform of state owned enterprises’
management and technology by researching Japanese
enterprises, which have an interest in the Chinese market,
and promoting joint ventures. 3) To implement
technology training and measures for labor power surplus
simultaneously by exporting labor, such as technicians of
enterprises.

The Liaoning government is working hard on
infrastructure improvement, such as the construction of
international airports, international seaports, highways and
international industrial parks to realize the above
mentioned external relations policy. The most noteworthy
point is that the Liaoning government also considers
improvement on thé soft” side, such as the expansion of
international information exchange, as important. The
following are major policies towards Japan for 1998: 1) a
special organization under the direct control of the Vice
Governor of the province conducts hearings with
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representatives of foreign companies and deals with their
troubles to improve administrative services for foreign
companies; 2) each department of the provincial
government tries to develop and maintain individual
relations with Japan and the Liaoning government holds
business talks for investment and discussions about
external relations projects with local governments by
dispatching large scale economic and trade missions to
Tokyo, Osaka, Kanagawa and Toyama; 3) also for local
enterprises, the government supports the systematic
expansion of exchange with the Chamber of Commerce,
industrial bodies and friendship organizations to promote
exchanges among the same sectors with foreign
enterprises.

A characteristic of external policy towards Japan in
Liaoning Province is an attempt to reform local
industries’ structures in cooperation with industrial
structural adjustment in Japan. Policy towards Japan and
policy for local industries form an industrial policy in
Liaoning Province. Through this strategy, Liaoning
Province has been successful in introducing foreign
investment. The accumulated number of investments at
contract base was 18,181, and the invested amount totaled
US$30.8 billion in 1998 (US$1=¥130). Investments are
increasing by more than 1,000 every year at present. The
number of investments from Japan is 2,818, and the
amount invested is US$5.1 billion, both of which are 15 to
16% of the total. Liaoning Province is in second place in
terms of investments for Japanese enterprises, next to
Shanghai City.

4. Comparison of Organizations for International
Exchange between Japanese and Chinese
Local Cities

Why can Chinese local governments form and
implement external relations policies individually? The
main reason could be the fact that power is devolved to
local governments, because China adopts socialism.
However, another reason is because of the status of the
intellectual infrastructure in the region. As it can be seen
from the distribution of research institutes and
universities, organizations for external relations are
concentrated in the Tokyo area in Japan. However, in the
case of China, these are relatively dispersed.

Looking at the distribution of thé intellectual
infrastructure” for exchange in Northeast Asia (Russia,
China, the DPRK and the ROK) in Niigata City, Toyama
City, Kanazawa City and Fukui City in the Hokuriku-
Shinetsu Area in Japan, and Shenyang, Changchun,
Harbin and Dalian in the Northeast area of China, the area
of intellectual infrastructure,” in which cities in China

have a relative advantage is in the number of research
institutes for international relations, universities and local
libraries. There are 200 18 times more international expert
research institutes, 100 8 times more universities for
undergraduate and graduate courses than in Japanese cities
in terms of the number of organizations. Also, provincial
libraries in China have 30 5 times more books than
prefectural libraries in Japan. Moreover, these Chinese
libraries have several ten thousand to one hundred
thousand foreign books written in Russia, Korean, etc.
while Japanese libraries are somewhat lacking in such
books. On the other hand, Japanese cities hold an
advantage in the number of NGOs. Other areas are almost
the same or incomparable. In terms of quality exchanges,
the subject country for Japanese organizations tends to be
China, while a rather small number deal with the DPRK
and the ROK. On the contrary, in this respect, Chinese
organizations have more balance.

Local governments in China form an external
relations policy by utilizing this intellectual infrastructure.
There are 12 expert research institutes for international
relations in Chinese cities, but there are only 2 or none at
all in Japanese cities. Local governments in China involve
these institutes in policy making through study meetings,
contracted research, etc. When local government is to
research and study external relations policy, the number of
research institutes and researchers is very different
between Japan and China. This is a factor causing
differences between them.

5. Conclusion

Exchange between local regions in Japan and China
has been rapidly developed in the 1990s. The relationship
between Japan and China has been the most important
bilateral relationship for local governments in terms of
both quality and quantity. Since intellectual infrastructure
has improved in both countries, local cities have reached a
level where they can develop various international
activities by themselves. They already have equal
partners with strong mutual interests. In the current
situation, significant effects can be expected, not only in
international exchanges, but also in international
cooperation. However, having assumed that the absolute
factors to decide the scale of intellectual infrastructure are
population and economic power, the possibility that Japan
will be able to increase the number of intellectual
infrastructural organizations to the same level in each city
is small. Therefore, Japanese cities need cooperation with
neighboring prefectures and surrounding countries in
order to raise the scale of intellectual infrastructure and
the quality of services.
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Table 1. Self Suffiency Ratios 1995 [
01 00 0O0XdD-eO

1100 1200 1300 2100 2200 2300 2900 3010 3020 3030 3040 3050
gon goo gon gooo gomod gooon gooodo goomoog goooooo gomogo gon gmoon
Notheast Chinall
goooooo 1.0270 1.1030 1.3620 0.9780 1.4020 0.4600 0.7540 1.1600 1.1680 1.2670 1.31200 0.5740
Other Chinald 0 O O O O O [} [} [} | m} O
pooooo 0.9950 1.0020 1.0250 1.0570 0.9300 0.9050 1.2010 1.0330 1.2740 0.9620 1.5490 0.9750
ROKO O O O O O ] O O ] ] O O
ooo 0.8790 0.5130 1.0070 0.1460 0.00001 0.0240 0.8990 0.9180 1.4630 0.7270 0.9730 0.8700
DPRKO ] O O O O ] m} m} O O O O
oooo 1.0000 1.0130 1.0090 0.9830 0.00001 0.7630 1.0230 0.9740 1.0200 0.9620 0.9680 0.8930
Far East Russial] 0 O O O O O [} [} [} | m} O
oooooo 0.9310 1.0270 2.9580 0.7540 0.8880 1.8500 0.0000 1.1450 0.1680 1.5570 1.0750 1.3060
Other Russiall O O O O O ] O O ] ] O O
ooooooo 0.9690 0.9630 0.2540 1.0380 1.4530 1.6880 0.0000 0.7700 0.3940 1.1120 1.2370 1.0880
Mongoliall O O O O O O O O O O O O
ooooo 1.054 0.000 0.000 0.922 0.000 1.175 1.001 0.903 1.023 0.477 0.000 0.000
3060 3070 3080 3090 3100 3110 3120 3130 3140 3150 3160 3170
gomog ooo gomooog goooo oooog gog oog oon goood ooood oogog oooogooo
Notheast ChinaO
ooooooo 0.3080 0.9280 1.3550 0.3350 0.3640 1.0480 1.4610 1.1140 0.6240 0.8970 0.7240 1.0190
Other ChinaO O O O O O O O O O O O O
oooooo 1.0990 0.9500 0.9110 1.0870 1.1820 1.0260 0.9700 0.9660 1.0920 0.8350 1.0660 0.9650
ROKO 0 O a O O O [} [} ] O O O
0ooo 0.9580 0.8960] 0.8310 1.3160 1.0670 0.95200 0.9410 0.6180 1.1030 0.6940 1.2730 1.1640
DPRKO [} O O O O O [} [} [} | [} O
oooo 0.9970 0.9680 0.9400 0.9310 0.9610 0.9960 0.9900 0.8960) 1.0670 0.9700 1.0320 0.7590
Far East Russial] O O O O O O O ] O 0 O O
oooooo 1.0530 0.86001 1.2160 0.8920) 0.4640 1.0510 1.0090 1.7960 0.3120 0.2950 0.1900 0.2140
Other Russiall 0 O a O O O [} [} ] O O O
ooooooo 1.4810 1.1170 1.4250 1.1100 0.3710 0.9340 1.3580 1.62200 0.8850 0.8860 0.9140 0.9060
Mongoliall O O O O O O O O O O O O
gooooo 0.144 0.060 0.000 0.000 0.376 0.734 0.000 0.080 1.000 0.009 0.012 0.151
3190 3200 3210 4000 5000 6000 7000 8000 9100 9200
googoooag goood gooogog oo googdoo oon oon gog googoog oooooogg
Notheast Chinal
goooooo 1.3280 0.2800 1.4530 0.9910 1.2460 1.0800 0.9730 1.08900 1.0220 1.0940
Other Chinal O O O O O O O O O O
oooooo 1.0080 1.2800 1.7470 1.0010 0.9910 0.9920 1.0030 0.9910 0.9920 0.9920
ROKO 0 O a O | O a O a O
ooo 1.0390 0.4920 1.2770 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000
DPRKO 0 O O O O O [} [} [} |
oooo 0.9330 0.9310 0.9460 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000
Far East Russial] O O O 0 0 0 O O O O
oooooo 0.3040 0.2940 0.9250 1.0290 1.2980 1.3210 1.9280 1.9280 0.9320 1.0230
Other Russiall O O O O O O O O O O
ooooooo 0.8890 0.8950 0.9220 0.9990 0.9850 0.9910 0.9690 0.9690 1.0050 0.99801
Mongoliall n] O O O O O O O ] O
gooooo 0.006 0.087 0.638 1.000 1.000 1.000 1.000 1.000 0.000 1.000

Note : See Table 4 for Code Number.
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Table 2-A. Notheast China : Multipliers of Inverse Matrix[]
j20000000000000000

Table 4 ford Impact [
code numberOMultiplier
Oo0oooDooooog

Table 4 ford Sensitivityd
code numberd Multiplierd
00o0oooooooo

Table 4 forCCombined[
code numberO Multiplierd
OO0o0Oooooooa

goog gooo gooo

goboood 3210 1.9895) OO 3070 3.38490]1 00 0O 307 0 5.13220
goo 4000 1.90540 00O 3120 2572000000 600 O 4.30240
goobobooon 3170 18397 00O 0O 600 0 2.53540 000 3120 4.20950
oomoog 3030 1.80670) OO 1100 2492200 00O 110 0 4.00440
oon 3110 177850 D OODOODO 9100 230310000000 9100 3.95250
ooo 6000 1.76710 0O MO0 2200 21005000000 3170 3.77670
gooan 3150 1.74730 000 7000 2.012900 000 920 0 3.75570
goo 3070 1.74730 D O0OOOO 500 0 2.00980 0 O0ODODO 5000 3.67710
goboogooo 9200 1.74630 00 0000OODO 9200 2.0004000000O0OOO 7000 3.56670
gooooo 5000 l.e67200 00 DO0ODO OO0 3170 1937000000000 220 0 3.52940
gooooog 9100 1.64940 00O 3110 1.68140 000 3110 3.45990
ooomooo 3010 1le403 00O 0OODO 3080 1648800 0MMIDOO0OO 308 0 3.36720
goo 3120 1.63750 000 3130 1.4839000 00 3130 3.19730
goo 3130 1602300 OnpOonO 3210 13777UupoOoOoOoOon 3210 3.08610
ooo 1200 159930000000 316 0 1.3504000000 316 0 3.08380U
oobooooan 3190 158940 000D oon 3010 133470000mogn 3010 3.06770
oon 7000 1.55380 0000 00O 3150 1303300000 3150 3.05070
gomooog 3080 1.54850 0000 2100 1.2994000000 2100 2.97490
goo 8000 15363 0000 3030 12610000000 3030 2.72460
goo 1100 151220 000 4000 1.17850]000O 400 0 2.62710
gomog 2200 1.42890 OO0 D OO 3020 1l.ai3o00O0onOO 3020 2.60410
ooo 1300 138770000 8000 1.0908000 00O 800 00 2.55300
gooon 3160 1.37420 000 1300 1.04150000 1300 2.53880
good 2100 125370 00000 3140 10397000000 3140 2.42910
gooan 3140 1188900000 OODO 3190 10147opoOoboOoOoOO 3190 2.28880
gobooooo 3020 1.17580 OO0 1200 0.9395 0 00O 1200 2.22860
oobooon 2900 1l.1e450 000000 2900 o0.83e00j0CO OO0 2900 2.00050
ooo 3040 1.06110 0O 00O 3050 o0.73100 0000 3050 1.69240
omooo 3050 0.87640 O OO 3040 0.631300000 3040 1.60730
gooan 2300 O0.71180 0D OO 2300 057530000000 2300 1.28720
gooan 3090 0.64350 00000 3090 0.40830jU0000O0O 309 0 1.05180
gooon 3100 0.58320 OO OO 3100 o0.3%06j0 000D 3100 0.97380
gomoo 3060 0.54680 DO OO 306 0 0.33180j0 0 MO0 306 O 0.87860
googn 320 04547 | 00000 320 0.2955 |0 0000 320 0.7501

Note : See Table 4 for Code Number.
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Table 2-B. Notheast China : Multipliers of Inverse Matrix(J
02-B00000000000DODODODODOO

Table 4 forO Impact [
code numberOMultiplierQ
0o0ooooooog

Table 4 ford Sensitivityd
code numberd Multiplierd
O00oooooooo

Table 4 forCombined
code numberC Multiplier™
O00O0Dooopooao

gooo gooo gooo

goo 1300 1.84810 000 7000 3.38540 000000 500 0 4.87740
goo 3110 1.82450 O OOOOO 5000 3.1382000 00O 700 0 4.84410
goo 3130 1.76050 O OO 600 0 3.00440 000 600 0 4.33770
oobooo 5000 1.73920 00O 1100 241690000 1100 4.08360
ooooo 3090 171410 000000 2200 2.0563f 0 00O 307 0 3.66040
ooo 1200 1.69530 0 OO 3070 201120000 3130 3.46500
goo 3040 1.68150 000 3130 170450000 3110 3.34600
uomooo 3030 1.66780 OO 3120 16910000000 220 0 3.30060
goo 1100 1.ee670 OO DO 3110 1.521500 000 3120 3.28720
oomoo 306 0 165210 00O MOOoOOd 3080 140120000000 303 0 3.02420
ooo 3070 164920 00 MIO0OO 3030 1.356500000 1300 2.90620
omogo 3050 164310000 8000 131000001000 3050 2.88190
goo 4000 1.620200 00000000 9200 1.2557000O0 304 0 2.87650
gobooaoo 3210 16166 0000 3050 1.2388jUO 000000 920 0 2.83040
goo 3120 1.59610 00O 3040 119510000000 306 0 2.82890
gobooooo 9200 157470000 4000 1.10100000 4000 2.81210
oooooog 9100 1.4986c] 00MMIDODO 306 0 1.17v6800 00O 8000 2.76870
ooo 8000 145870000 00OOO 3210 1147700000000 3210 2.76430
goo 9000 14587 0000 0ODOO 9100 1.133400000 3090 2.68880
goo 6000 133340 000Mmogn 3010 1.067100000 1200 2.66360
gomog 2200 124420000 1300 1.058100 0000000 920 0 2.63200
gomoooo 3080 119610000000 3090 09747 OO OOO 3090 2.59730
ooooo 2300 114400000 1200 0.96830j 00 0MMIDOOO 301 0 2.16490
ooomooo 3010 1.09780 OODODO 2100 o.9033fooonO 230 0 2.00340
good 2100 09739 OO0 Od 2000 0.85940 0000 2100 1.87720
gooano 3100 0.6963 OOOO 3150 0.51560 00000 3100 1.20340
goooo 3140 04941000000 3100 o0.5071000000 3150 0.96570
goboooooo 3190 048210 00000 3140 03321000000 314 0 0.82620
ooooo 3200 046590 00000000 3190 0311600 0ODOODOO 3190 0.79370
gooano 3150 04501000000 3200 0.296800 00000 3200 0.76270
goooboooo 3170 034220 00000000 3170 0.2829000DOOODO 3170 0.62520
gooano 316 0 0.3057J 0OOOO 316 0 o0.20790j0O OO0 316 0 0.51360
goobooboo 3020 0.20110 0 OO0 O QO 3020 0.1713fj0 000000 3020 0.37250
gooogdn 290 0.0000 | OO DO OOO 290 0.0000 (OO O0OOO 290 0.0000

Note : See Table 4 for Code Number.



Table 3-A. Impact Muttipliers of final Demand[ 00000 D00 Private Consumption OO0 0 O Fixed Investment [

03J00o00ooooooooooooooon 0000000 Government Consumption
[ Notheast Chinall CNCT) O O  Other Chinal COJ O 0  ROKIKORLL [ 0 00000 DPRKO &
0ooooo0 00000000000000| 0000000 00000000000000 ooo ooo 0ooo oooo oooo oooo
CP CG | CP CG | CP CG | CP CG |
Intraregional Multiplier O 1.7800 1.8680 2.0520 2.2380 2.2340 2.493[ 1.7160 1.5660 1.981( 1.8880 1.6100 2.4130
oooooOooo o O 0 0 0 0 O 0 0 ] O 0 0
Interregional Multiplier O ] O O O O O O O O O O O
ODoe000D0O0OO0 OOOO(ECPDO O 0 0 0.0320 0.0390 0.038L]| 0.0040 0.0010 0.003[] 0.0450 0.0180 0.0410
0 ooooooeon 0.4610 0.2830 0.3730 0 0 O 0.0220 0.0050 0.022[] 0.0250 0.0090 0.0230
0 00 (KOR)O 0.0200 0.0140 0.0240 0.0130 0.0090 0.015L] 0 0 o 0.0010 0.0000 0.0010
0 00O (DPRK)O 0.0030 0.0010 0.0040 0.0000 0.0000 0.000L]| 0.0000 0.0000 0.000(} O 0 0
0 00000 (FER)D 0.0130 0.0080 0.0200 0.0000 0.0000 0.001L]| 0.0010 0.0000 0.001[] 0.0010 0.0000 0.0010
0 0oooooo©R)p 0.0090 0.0070 0.0250 0.0050 0.0040 0.0110] 0.0040 0.0020 0.006[] 0.0050 0.0020 0.0130
0 oooo(mmo)o 0.00000 0.0000 0.0000 0.0000 0.0000 0.000L]| 0.0000 0.0000 0.000[] 0.0000 0.0000 0.0000
0 00 (®)o 0.50600 0.3130 0.4450 0.0500 0.0530 0.065L] 0.0300 0.0080 0.032[] 0.0770 0.0290 0.0790
External Multiplier 0 00O (JAPAN)O 0.0150 0.0110 0.0330 0.0120 0.0080 0.025L] 0.0290 0.0180 0.086( 0.0120 0.0030 0.0160
00000000000 00oo(UsA)D 0.0080 0.0050 0.0110 0.0110 0.0060J 0.012[] 0.0360 0.0130 0.053(} 0.0010 0.0000 0.0000
00O (Othern)d 0.0500 0.0300 0.0510 0.0790 0.0500 0.104L 0.0900 0.0350 0.112[] 0.0250 0.0100 0.0330
00O Domestic(c)d 0.0730 0.0470 0.0950 0.1020 0.0650 0.142[] 0.1550 0.0660 0.252[] 0.0380 0.0140 0.0500
(a+b+c) 2.359 2.228 2.592 2.390 2.351 2.699 1.902 1.641 2.265 2.003 1.654 2.542
[Far East Russiall FRE(] O 0O  Other Russiad OR(J O 0 Mongoliad MO[J O
goooooa 0ooooo O0o0o0bo0opo0oO0ooob00 DO0bOO00oO0bOmboOoooooao ooooo poooao ooooag
CP CG | CP CG | CP CG |
Intraregional Multiplier O 1.5040 1.7200 1.6050 1.5650 1.7200 1.6050] 1.7170 1.7220 1.492(]
gooooOooo o ] m] O ] O O m] O 0
Interregional Multiplier 0 0 0 O (CP)O 0.0860 0.0180) 0.0090 0.0030 0.0010 0.0000] 0.0050 0.0050 0.0210
Obe000O0000 OOOOOO(Cod 0.1470 0.0270 0.0140 0.0090 0.0020 0.0010 0.1370 0.2410 0.5410
O 00 (KOR)O 0.0170 0.0070 0.0160 0.0050 0.0020 0.0070] 0.0500 0.0510 0.028(]
O 00O (DPRK)O 0.00000 0.0000 0.0000 0.0000 0.0000 0.0000] 0.0000 0.0000 0.000(0
O 00000 (FER)I ] m] O 0.0460 0.0280 0.0210 0.0030 0.0050 0.0070
O 0000oooo(©OR)D 0.3440 0.2930 0.4570 O O O 0.1870 0.3740 0.3770
O oooo(mo)d 0.00000 0.0000 0.0000 0.0000 0.0000 0.000L]| 0 0 ]
O 00 (b)o 0.5940 0.3450 0.4960 0.0640 0.0320 0.0290] 0.3820 0.6770 0.9740
External Multiplier 0 00 (JAPAN)O 0.0050 0.0030) 0.0110 0.0020 0.0010 0.0050] 0.0090 0.0190 0.050(]
00000000000 ooodusAD 0.02200 0.0080 0.0140 0.0130 0.0050 0.0100] 0.0090 0.0140 0.023[
00 0O (Othern)O 0.0440 0.0230 0.0730 0.1770 0.0620 0.1280] 0.1340 0.2170 0.2570
0 0 Domestic(c)d 0.0720 0.0350 0.0980 0.1920 0.0680 0.1430] 0.1510 0.2500 0.330(]
(a+b+c) 2.170 2.099 2.199 1.821 1.819 1.778 2.250 2.649 2.796
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Table 3-B. Market shares of Final Demand, Direct and Indirect]
U3 dooooooooogooogo

Cor}?sriL\JﬁtSti%nD cGQoﬂ\geJ;r;ggLDD Inv';isxt?‘r?eDntD In(;;giiesiunﬂ Dom%sticl] Notheaséchmaﬂ Other(D:hinaD RODKD DPSKD FarEastDRussia] Other IEussiaD MongDOIiaD JapDanD USDAD OthDerD TotDaID
0o0oodd googdd god googdd god 00j0jooooooono oogd 0000 Jgooo0ooooodogogood ood ooood oooo 0od
000000 (ENd 0.33910 0.08570 0.25500 0.05080] 0.730601 O 0.14570 0.01290 0.00510 0.00730 0.00370 0.000000 0.040200 0.01140 0.0430C]  1.000001
0oooooEo)n 0.36690 0.08630 0.29580 0.04990 0.798901 0.01800 O 0.00870 0.00030 0.00110 0.00100 0.00010 0.03170 0.03240 0.10780  1.000000
00 (ROK)O 0.38750 0.06650 0.32720 0.00410 0.7853[1 0.00130 0.01070 O 0.00000 0.00030 0.00170 0.00000 0.03000 0.04290 0.1278]  1.000000
000 (DPRK)O 0.44490 0.08880 0.41810 0.006200 0.9581[1 0.00430 0.00150 0.00020 O 0.00010 0.00000 0.000000 0.01840 0.00000 0.0176C]  1.000001
00000 (FER)D 0.29070 0.14080 0.10650 0.08190 0.619901 0.02310 0.008600 0.01090 0.00030 O 0.29270 0.00010 0.04400 0.00570 -0.0052(] 1.000000
000000 (©OR)D 0.41680 0.20370 0.18680 0.027000 0.834401 0.001600 0.00880 0.00480 0.00030 0.01370 O 0.0003  0.01030 0.01170 0.11410  1.00000
0000 (MO) 0.5255 0.1058 0.1479 -0.0330 0.7463| 0.0022 0.0621 0.0136 0.0000 0.0001  0.0001 0.0970 0.0257  0.0528 1.0000
Table3-C. Market Shares to JapanO
0300000oooov7oooooon

ooog (CN)O 0| oo0 (DPRK)O 0| oooo (Mo)O O

gomao (2200 0.1140 | DOOODO (302)0 0.1390 | OODOOO0O (321)0 0.8450

0ooooog (302)d 0.1060 | O OO (2100 0.0930 | ODOOO (230)0 0.3600

0oO0moo (301)0 0.0920 | 00O (313)0 0.0740 | OO (110)0 0.1070

00 (312)d 0.0800 | O O 0000 (3150 0.0980

0oooo (3100 0.0750 | ODOOOO (FER)O O 0000 (3200 0.0980

0 0| 00O (1200 0.7960 | DO OODO (308) 0.084

ooooon (Coy)n 0| DooooDo (8210 0.4660

0ooooog (302)d 0.0970 | OO (313)0 0.1450

00 (304)0 0.0810 | 00D (202)0 0.1400

| 0| ODoomoo 3010 0.0760

00 (ROK)O o| D O

00 (130)0 01220 | O0DOO0DOO (OR)O 0

goooog 302)d 0.0910 | OO (1200 0.5430

0000 (310)0 0.0840 | 00O (313)0 0.1770

00 (312)0 0.0800 | ODOODOO (321) 0.112

Ooog (230) 0.070

Note : See Table 4 for Code Number.
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Table 4. Industrial classification for the |-O tables (34 sectors)O
0400000000000

110000 Agriculture O

120000 Forestry

130000 FisheryO

2100000 Coald

2200000000 Crude oil & Natural gasOd
23000000 Metal mining O

20000000

30100000000
20000000
30 0MDO0O0

Other mining O
Food & Tobacco O
Textiles & Appareld
Wood productst]

304000 FurnitureO

50000 Pulp & Paper O
p600MI0O0O Printing & Publishing O
307000 ChemicalsO

800 MO Q Petroleum & Coal products [
30000000 Rubber products O
3100000OOo Leather products

311000 Ceramicsl]

312000 Iron & Steeld
313000 Non-ferrous metals O
31400000 Metal products [0
31500000 General machinery O
31600000 Electrical machinery O

317000000C0ODO
31900 opooooo

AutomobilesO
Other transport equipmentd

32000000 Precision instruments
32100000040d Other manufacturing O
400000 Construction O

500 0 00000 Electric power & GaslJ
600000 Trade O

700000 Transportation [

goo Communicationd

olo0nooogn
2000000000

Finance & Real estatel]
Other services

A Multiregional Input-Output Table For Northeast Asia 1995

Compilation And Analysis

Shuntaro Shishido
Visiting Researcher, Research Division, ERINA

For the first time, a multi-regional input-output table
for Northeast Asia has been compiled for 1995 by a
research group of the ERINA and a fundamental I-O
analysis has been conducted. The table covers seven sub-
regions: Northeast China, other parts of China, the ROK,
the DPRK, Far East Russia (FER), other parts of Russia
and Mongolia. Production and external trade flows are
desegregated into common 34-sectoral categories. The
basic formula for the 1-O table and modelling is the
Chenery-Moses type. The analysis reveals a) various
interdependencies between each region-throwing light on
potential growing sectors and b) a high level of economic
dependence on Japan, especially through their export
markets.

Table 1 indicates sectoral self-sufficiency ratios for
each sub-region which are directly computed in the I-O
table. The ratios vary centering around 1, which implies a
perfect self-sufficiency.

Tables 2-A & 2-B indicate row sums of inverse matrices
(impact multipliers) and column sums of the same

matrices (sensitivity multipliers) for Northeast China and
Far East Russia respectively. The values are on an output
basis.

Table 3-A indicates impact multipliers on a demand
basis induced by three final demand components for each
sub-region. These values are direct and indirect impacts
obtained by using the multi-regional inverse matrix noted
above.

Table 3-B indicates direct and indirect market shares
for each sub-region distinguishing domestic and external
final demand.

Table 3-C indicates sectoral market shares depending
on Japan for each region. They are shown only for those
more than 7%, derived from the same inverse matrix
analysis which also generates Table 3-B.

For further details on compilation of the 1-O table
and theoretical discussions, see an article by S. Shishido &
T. Akita et al in the forthcoming® The Journal of
Econometric Study of Northeast Asia” (JESNA), Vol.2,
No.1.
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Agriculture in Primorskiy Krai and Northeast Asia

P.Ya. Baklanov, M.T. Romanov, A.A. Stepanko
Pacific Geographical Institute
Far East Branch Russian Academy of Sciences,
Vladivostok

Introduction

Northeast Asia differs greatly in population density.
The differences in climatic conditions for agriculture are
also vast. The basins of the three largest rivers (Yangtze,
Huai He and Amur) are the main agricultural regions.
However, both in Russia and China, the Amur River
territories are agriculturally less developed. This area
holds significant potential for food production, and in the
future, agricultural development in Northeast Asia will
move to the northern areas.

In Primorskii Krai, agriculture is primarily developed
in the largest agricultural zone of Northeast Asia, i.e. in
the Amur River Basin. Only some small areas of
agricultural land are located in the valleys of rivers
flowing to the Sea of Japan.

Agroecological zoning helps estimate conditions for

agricultural development in Primorskii Krai, including its
three oblasts?, eight provinces and four districts (Figure 1).
The main characteristics of natural conditions and the
territorial differences in these conditions are shown in
Table 1.

The whole complex of factors such as topography,
soils, climate and external natural phenomena of these
districts determine the following opportunities for
agricultural development (Table 2).

In Primorskii Krai, the total area of arable lands
exceeds 700,500 hectares (ha). The per capita arable land
is less than half of the average in Russia (0.34 ha
compared with 0.71 ha). Arable lands are confined to the
zone of intensive economic development and high
population density. Mostly, these agriculturally developed
areas are flat and suitable for cultivation.

Table 10

Natural conditions of the cultivated districts

Province Average [ Frost-free O Amount of O ThicknessO | A sum of more | Vegetation O
temperature of [ period O precipitation] of snow [J active 0 period O
the warm O (days) (mm) cover (cm) temperatures O (days)
season (D ) (D )\ o
Zapadnayall 16-180 105-1100 750-80000 > 600 1400-18000 1000
(western) O 0 0 O O O O
Sikhote Alin 0 0 O O O O
Zapadnayall 13-150 90-1100 800-85001 50-600 1400-18000 80-1000
(western) O O O m] O O O
Sikhote Alin 0 0 O O 0 0
Pribrezhnayald To 17 100-120 7000 30-40 1700-1800 100
(coastal) 0
Pr_edgornaya o 18-200 120-1400 700-7500 30-400 1600-19000 110-1300
(piedmont) 0 0 O O O O
Prikhankaiskaya-[ 20-25 150-160 500-650 15-20 2300-2500 160
Ussuriiskaya
Partizanskaya 20-250 1700 650-8000 20-250 2300-25500 1400
Razdolnenskaya To 200 1900 9000 20-250 2300-240000 140-1500
KhasanskayalJ 20-25 195-200 700-900 10-15 2200-2600 135-140

"W sum of temperatures for the period when the average daily temperature is more than 100 .

Compared with arable lands, haying lands and
grasslands (447,800 ha) occupy lower and damp
territories. Haying lands include flood plains (11%), dry
plains (44%) and wetlands (45%). Besides, only 40% of
these lands are suitable for mechanized cultivation.
Between 1989 and 1998, similar to arable lands, the total
area of haying lands and pasture decreased by 43.5% or
344,600 ha in absolute terms. Continental plantations were

mostly reduced. They decreased to 1,800 ha (more than
two times).

About 28% of agricultural land is pasture. Pastures
are subdivided into dry lands (68%) and the rest are wet
lands. Fallow soils account for 11,300 ha located mostly
in the districts with grain farming that has grown over the
last few years.

! Oblast is the largest subdivision in geographical distribution of agricultural lands.
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Table 20
Potential for agricultural land use O
i Possibilities for O i
Natural oblasts,[ ActualD MaX|mum o Existing O additional O _Poss'lble -
- agricultural O | possible level of O - ditie direction of 0
provinces[] o ; agricultural O cultivation of )
and their indexes cultivation 0 agricultural O lands (ha) v agriculturalll
of lands (%) cultivation (%) agriculturall] land use
lands (ha)
E-Khankaiskaya-[1 11.180 20.000 822,9540 646,0000 Vegetation, [
Ussuriiskaya [ 0 0 0 0 herbs, fruit-0
Oblast O O 0 0 growing
E-a Predgornayal] 4.850 10.000 214,7170 228,0000 Fruit-growing,
(piedmont) O 0 0 0 0 vegetation, O
Province 0 [ O 0 herb planting
E-b. O 20.74 35.00 608,237 418,000 Vegetation,[
Prikhankaiskaya-[J fruit-growing, O
Ussuriiskaya O herb planting
Province
D-Sikhote Alin 0.630 1.000 41,1300 24,6900 Vegetation, U
O O O O herb growing, O
0 0 O 0 dairy-meat, [
0 0 O O cattle-breeding
D-a Western 1.00 1.00 21,762 - -
Sikhote Alin O
Province
D-b Tsentralnayal 1.000 1.000 7,7490 -0 -
(central) Sikhote O 0 0 0 0
Alin Province 0 0 O O
D-c Pribrezhnayall 0.320 1.000 11,6190 24,6900 Vegetation, O
(coastal) Province 0 0 O O dairy-meat, O
O O 0 0 cattle-breeding, O
0 0 O 0 herb planting
F-Yuzhno (south)-O 3.40 8.80 85,976 135,700 Vegetation, 0
Primorskaya fruit-growing, O
herb planting
F-a Partizanskaya [] 2.160 8.0001 42,2870 114,00001 Vegetation, O
Province 0 0 0 0 fruit-growing
F-b Razdolnaya O 12.560 15.000 20,1290 3,9000 Herb planting
Province O 0 0 O
F-c Khasanskaya [ 5.70 10.00 23,560 17,770 Fruit-growing, O
Province herb planting

The Present Status

In 1998 in Primorskiy Krai there were 498 collective
agricultural enterprises. By the end of 1993, many state
farms and collective farms were transformed into 160
communities of various types, 12 cooperatives, and 1
subsidiary agricultural farm of the industrial enterprise.
Large numbers of joint stock companies and other
enterprises with new legal status were formed. In total,
only 10 collective farms and 26 state farms have retained
their former legal status.

In 1992-1993, 5,110 new farms were registered, but
in 1994 the total number decreased to 4,998 farms. Their
total land area was estimated at 77,900 ha (15.6 ha
average). By January 1995, the numbers of registered
farms decreased to 4,100, whereas in 1998 it was 3,064,
dropping further to only 2,426 by 2000.

In the 1990s, no principle changes occurred in the
structure of sowing areas of all categories of farms (Figure 2).

From 1990, areas producing potatoes and vegetables
expanded. Between 1990 and 1999 the potato fields
increased by 49%, while vegetable growing plots
increased by 23%. Wheat fields and other grain growing
fields expanded by 132%, mainly replacing fodder areas.
From 1990, total fodder area was reduced by 217,700 ha
(62%) because of financial constraints and livestock
reduction (Table 3).

However, the total number of individually owned
sheep and goats increased because their breeding requires
less grasslands and is considerably cheaper. Poultry
farming also increased by 1.3 million heads, but then
dropped to only 2.3 million, or 4.8 million less than in
1990.
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Figure 2 O
Changes in sowing areas under agricultural crops
1000
800
600
400 A
200
0 |
1980 1985 1990 1991 1992 1993 1994 1997 1998 1999
[l the whole sowing areal]
[l sowing area under grain crops[]
[ sowing area under technical cropsQ
[0 sowing area under potatoes and vegetables[
l sowing area under fodder-crops
Table 30
Productive livestock on the farms of all categories [J
(thousand of heads)O
|
Years Large horned [J Including cows Pigs Sheep and [ Horses
cattle goats
19810 432.80 161.10 462.50 9.90 10.30
19860 439.90 153.80 482.70 14.50 9.30
19910 406.40 147.00 364.00 16.40 8.80
19920 368.00 139.90 313.00 18.10 7.70
19930 338.60 132.60 299.60 19.90 7.20
199400 305.40 126.30 261.00 21.50 NAO
19950 232.70 109.20 192.80 20.30 5.80
19960 196.20 99.20 136.90 23.50 5.30
199700 160.70 83.60] 101.70 22.50 4.70
199800 143.10 77.90 82.70 22.40) 4.00
1999001 128.10 70.20 76.40 23.30 NAO
2000 124.4 67.90 84.5 26.1 NA
[l
In the 1980s, large agricultural enterprises in poultry, produce 75% of poultry products and a considerable share
pig-breeding and hothouses were much more efficient. of pork. In the 1990s, the changes in the economic policy,
However, in the 1990s, financial conditions changed radical reforms and deep crisis caused financial
drastically, causing problems with supplies of heat and difficulties, negatively affecting agricultural production
power, shortage of prefabricated fodder, fertilizers and (Figure 3 and 4).
peat. These large enterprises, however, continue to
Figure 30

Products of livestock-breeding
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Figure 40
Gross plant growing output (thousand tons)O
(all categories of farms)
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By 1987 one could observe a slow and stable rise in
agricultural production, especially cattle breeding, that is
less dependent on weather. Nevertheless, since that time

(especially after 1990) one can notice a reverse tendency
(Table 4).

Table 40
Agricultural production in Primorskii Krai, 1990-1999
Years 1990 1992 1993 1994 1996 1997 1999
Volume of output , compared O 93.0 86.6 89.6 77.0 98.5 85.5 79.9

with the previous year (%)

Between 1990 and 1999 the production of meat, milk
and eggs dropped and by 78.8%, 61.2% and 69.8%
respectively. From 1987 to 1999, in physical volume the
output in various branches of the agricultural sector
dropped from 2 to 5 times, while rice production fell
seventeen-fold.

Redistribution of land and reduction in the share of
labor-intensive crops in collective farms led to the
increased weight of full-time farms and individual
household plots. Their combined share in the production
of potatoes increased from 5% in 1990 to 93.4% in 1999,
and in vegetables from 36% to 81%. The farm-based

production and individual cattle-breeding now provide
71.5% of meat, 67.8% of milk and 29.1% of eggs.
Nevertheless, the main increase in output is associated
with vegetable-gardens, while full-time farmers produce
only 3 to 5% of the total agricultural output in Primorskii
Krai.

Before 1991, one of the most serious problems that
impeded developmental of the agricultural sector was the
gap between wholesale prices for industrial goods for the
agricultural sector and agricultural products. In the 1990s,
however, this gap increased further (Table 5).

Table 50

Prices for agricultural raw materials and industrial goods for agriculture O
(year-on-year average)

Indexes of prices] 1992 1993 1994 1995
Index of prices fdd agricultural raw O 7.90 8.80 4.00 2.80
materials 0 0 0 0
Index of prices for industrial O 20.1 11.0 7.6 3.2
production for agricultural needs

This worsened price ratio badly affects the financial
position of agricultural enterprises,which can no longer
afford to buy agricultural equipment, fertilizers and seeds
in the quantities required. For example, in 1997 compared
with 1985, usage of mineral fertilizers dropped to 6%,
whereas organic fertilizers were used at a level of 3%.
During this period, the number of new tractors decreased
by 125 times and harvesters by 3 times.

As a result, the yield of agricultural crops and
productivity of cattle was considerably reduced. In relative
per head terms, in 1997 compared with 1987, the milk
production fell by 770kg (a 30% reduction). However, the
total amount of egg production decreased by 10.5% with a
considerably small number of hens. In addition, the 1990s
saw a 30% reduction in vegetable yield when compared
with the 1980s.



In 1985-1990, when agricultural production in
Primorskii Kray peaked, it provided only 53% to 61% of
required meat and meat products and 45% to 48% of milk
and dairy products. The bakery industry in the region was
mainly dependent on grain shipments from other regions.
At the same time, Pimorskiy Krai was self-sufficient in
poultry and potatoes.

A decline in the agricultural sector has prevailed in
all categories of farms for the last two years. The number
of livestock has also decreased. Total "losses" in the
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agricultural farms of Primorskiy Krai in 1997 compared
with 1990 as a decrease in output are shown in Table 6. It
should be mentioned, however, that previous levels of
output are not easy to restore due to limited purchasing
power and reduced consumption. The losses were caused
by both extensive and intensive factors, including the
decrease of sowing areas and number of livestock. The
losses caused by intensive factors were estimated by
comparing indexes of intensive factors, such as

productivity of animal husbandry and crop yields.

Table 60
Estimated agricultural loss in Primorskiy Krai, 19970
(million US$)
Volume of output”* Reduction in O Losses caused by
Total O
Branches 1997 compared O - - |
1990 1997 with 1990 Extensive 0| Intensive O osses
factors factors
Plant-growingO 440.200 224.10 49.1%0 36.4%0] 63.6%[] 216.10
Cattle-breedingO 985.30 212.60 78.4%0 71.0%0 29.0%0 772.70
TotalO 1,4255 436.7 68.0% 63.4% 36.6% 988.8
““Th dollar (US) equivalent by the official rate of national currency
Origins of the crisis
The crisis has affected both collective enterprises and
individual farms. (Figure 5 and Table 7).
Figure 50
Trends in individual farm registration
6000
» 5000
£
& 4000
© 3000
(]
o]
£ 2000 ﬂ/
>
c
1000 —
o T T T T T T T T
1991 1992 1993 1994 1995 1996 1997 1998 1999
years
am@um Number of farms
emil== Number of farms that stopped their activity
Table 70
Trend of Individual farms
Indexes 1991 1992 1993 1994 1995 1996 1997 1998 1999
Number of farms 1,734 3,854 4,998 | 4,100 3,804 3,412 3,064 2,525 2,426
Total of lands assigned to O
farmers (thousand ha) 290 | 608 778 | 734 | 740 | 666 | 567 | 581 | 612
Average size of plot (ha) 167 | 158 156 | 179 | 195 | 195 | 185 | 230 | 252
Number of farms that O
stopped their activity - 171 776 1,634 2,224 2,708 | 3,100 3,698 3,864
(by increasing total)

— 34 —
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The creation of new individual farms was intensive in
1991-1993, when there was a belief that the authorities
seriously intended to encourage privatization and new
types of economic activities in rural areas. From 1993,
however, the number of individual farms began to shrink.
By 1993, 605 farms were self-liquidated, followed by 858
closures in 1994, 590 in 1995, 484 in 1996, 392 in 1997,
598 in 1998, and 166 closures in 1999. In total, during all
these years, 3,864 farms were self-liquidated. In other
words, the number of self-liquidated farms during this
short period was larger than the number of farms in

operation.

Lack of effective governmental assistance and
extremely high cost of credit (100% a year and more) and
lowered purchasing capacity and consumption determind
the actions of both individual farmers and collective
enterprises. In 1998, the total output of the individual
farms decreased by 6,105 tons of grain (62%), 591 tons of
soybeans (17%), 359 tons of meat (31%), 2,120 tons of
milk (40%), and 874,000 (41%) of egg production. The
crisis proved to be the worst since 1938 (Table 8).

Table 80
Increase in agricultural output in all categories of farms(
(times, the 1940 indexes are adopted as a unit)

p:g’(;’fc‘t’i;'i 1950 | 1960 | 1965 | 1970 | 1975 | 1980 | 1985 | 1990 1995 | 1996
GrainOJ 0980 | 1.200| 1690 | 2060 | 1970 | 2700 1570| 1.620| 0960 1090
SoybeansD | 2.190| 0090 | 4590 | 4410 | 3.840 | 2900| 3400 3.820| 2070 2470
Potatoesl | 1280 | 1.630| 1.920 | 2370 | 2.680 | 2.300| 2500 0840| 2.320| 2.370
Vegetablesd | 0.260 | 0.990| 1.230 | 1510 | 1270 | 2000| 1450 0620] 1.280| 1.290
MeatOl 0390 | 1500 | 1700 | 2.400 | 2050 | 3.800| 3.930| 4530 1520 1500
MilkC 0980 | 1.600| 2000 | 2.300 | 1520 | 2000 2090| 2320 1.130| 1.050

Eggs 1.00 390 | 3.60 660 | 682 | 1300 | 1750 | 17.50 | 948 | 9.15

External factors Koreas.

Agriculture in Primorskiiy Krai also depends on
inter-regional and other external factors. Firstly,
fertilizers, lubricants and agricultural equipment come
from other regions of Russia, including the Volga River
provinces, the Ural, Siberia and Khabarovskiy Krai. In the
last few years, seasonal labor from China and North Korea
has also been introduced.

At present, local production (foodstuffs, in particular)
satisfies only 50-60% of the local needs. Food is imported
from China, the United States, Australia, New Zealand
and Vietnam. Imported products, such as grain, corn, rice,
vegetables, fruit, meat and dairy products, compete with
the local products. Some types of imported food have
replaced local products completely. The volume of
imports is staggering: in 1997 food imports reached
US$312 million.

In total imports, the share of meat and meat products
was 31%, while the share of vegetables, fruit and
processed food was 14%. The geography of imports also
changed dramatically in favor of Asia-Pacific exporters,
replacing traditional partners including Bulgaria,
Moldavia, Kazakhstan and other Central Asian countries,
as well as Southern Siberia.

In 1999, the Regional Statistical Committee reported
that the combined share of 90 foreign countries in the
foreign trade of Primorskiiy Krai reached 96%, while the
share of 11 republics of the CIS dropped to only 4%,
partly because of extremely high transport costs. The
combined share of China and the United States is 70% of
the total external trade of Primorskiy Krai. On the other
hand, in the future, when the agricultural sector recovers
from a crisis, bringing new land into use and making a
transition to new productive and ecologically clean
technologies, it is likely that Primorskiy Krai will be able
to export some types of agricultural products to the
countries of the region, including Japan, China and the

It is indeed possible to solve the current problems,
but only if the government changes its current economic
policy. The experiences of such countries as China in the
late 1970s, the United states in the early 1930s, Japan in
the 1950s, South Korea in the 1960s and Russia's own
experiences in 1907 to 1911 demonstrate that it is
possible. In Primorskii Krai, producers involved in
agricultural business experience difficulties caused by
tariffs for heat and electric power, transportation,
equipment and fertilizers.

Also, the less favorable climate in Primorskiy Krai
requires a wider use of electricity and heat, and its
geography increases transportation costs. A proactive
government approach to these issues could support the
efficiency of the agricultural sector. As the world's
experiences demonstrate, government support is necessary
to launch a normal reproduction process. Conventional
taxation could become an instrument of government
support.

The agricultural sector of Primorskiy Krai needs
large investment. Various studies and estimates reveal that
it is possible to considerably increase the production of
rice, soybeans, buckwheat, vegetables, and significantly
expand cattle-breeding, honey production and medical
plants cultivation if investment resources are available.

Various branches of food processing, including
vegetable oil, canned vegetables, meat and dairy ventures
could be attractive for foreign investment. Involvement of
foreign investors could involve reconstruction and
technical modernization of existing enterprises such as
"Dalsoya" (Ussuriisk), Primorkiy Sakhar, Arsenevskiy
Food Combinat, Spasskiy Canner, and meat processing
and dairy plants in a number of towns. Construction of
small and large enterprises and processing plants in
Vladivostok, Nakhodka, Ussuriysk and the Lake Khanka
environs is also possible. The average investments into



relevant projects could range between US$1 million and
US$10-15 million, and it is realistic that the investors will
see a return on their investment in 3-5 years. Considering
the sizable imports of processed food and agricultural
commodities by the Primorskiy Krai and other Far Eastern
provinces, one can expect that both domestic and larger
regional opportunities for marketing agricultural products
can be explored.
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Sakhalin Offshore Oil and Gas Development:”

Prospects and Problems in Multilateral Cooperation

Dr. Martha Caldwell Harris,
Senior Fellow, Atlantic Council of the United States*

Challenges to Redefint Energy Security” in Asia

Over the past 30 years, Japan and other nations have
pursued energy security” with the objective of reducing
national dependence on foreign oil imports. Today, Asian
nations need to think in new ways about energy security.”
There are a number of reasons for this. Firstly, in the next
20 years, Asia will need much more energy as economic
growth resumes at a high rate. The US Department of
Energy predicts that by 2010 Asian developing countries
will consume 24.3 million barrels of oil a day, about the
same amount as the United States at that time. How will
Asia meet those needs? Given the growing importance of
China and India as energy importers, countries in Asia
will need to work together to ensure that region wide
energy requirements are met in order for any country to
enjoy energy* security” in the future.

Secondly, the global energy marketplace is becoming
more integrated. In the past, buyers were at the mercy of
suppliers. Traditional thinking about energy security led
to a focus on building “ special relationships” between
buyers and sellers, solidified through long-term contracts.
Today, buyers and investors have choices and new players
are competing to supply energy as efficiently as possible.
In order to take advantage of the potential gains of an
integrated global energy marketplace, Asian countries will
need to adjust national policies and build new foundations
for deeper economic cooperation that also takes account of
energy security concerns.

Thirdly, energy development and use involves
environmental impacts that extend beyond national borders.
How can Asian countries meet energy needs while
protecting the environment at the same time? In the
absence of common regulatory frameworks and, in some
cases, limited scientific data and engineering experience, it is
not surprising that disputes over environmental effects have
emerged as critical variables in large-scale energy project
development. Finding consensus among environmental
groups, economic and political experts, as well as companies
from countries like Japan and Russia that have yet to sign a
formal peace treaty is, in these circumstances, very
challenging — but also necessary.

Finally, the roles of government and industry are
changing dramatically. The private sector is taking a
stronger lead role, while governments find their
capabilities to direct investments and set priorities for
energy policy more limited today than even a decade ago.

But government policies and regulations can still make a
big difference in determining whether an energy project
will materialize. Private sector initiative is more
important than ever, so governments must find new ways
of working with — rather than against — the market, while
at the same time working to enhance national interests and
regional security.

Offshore oil and gas development projects near
Sakhalin illustrate why we need to think in new ways about
energy security in Asia, where regional cooperation is
increasingly a prerequisite for energy security. Although it
appears inevitable that Asia will import more oil from the
Middle East in the future, Asia also has resources that have
not been developed. Oil and gas deposits in the Russian Far
East and offshore Sakhalin could significantly contribute to
meeting Asia’s energy needs and enhance energy security
by supplementing imports from outside the region with
supplies from nearby fields. In addition, by using more gas
and environmentally friendly energy technologies, countries
in the region could address the growing problems of
pollution and global warming. Today, Asia’s use of gas is
low (5%) compared to the global average of 23% of total
primary energy supply. Experts expect Asia’s gas demand
to grow rapidly, more than doubling by 2010. Cooperation
in energy development could help to meet energy
requirements and provide a foundation for cooperation in
other areas among Russia, Japan, South Korea, China and
the United States. Looking ahead 20 years, such
cooperation could lead to more extensive trade,
technological cooperation, sustainable development and
enhanced security in Northeast Asia.

I visited Sakhalin in late May of 2000 in order to learn
more about the progress on the offshore oil and gas projects,
as well as the obstacles. Although | had talked to experts in
the United States and Japan, | felt it would be useful to meet
people directly involved in the projects and to hear the
perspectives of the regional administration and local Russian
experts.2 This research is part of a larger project on the
subject of redefining energy security” supported by an Abe
Fellowship. 1 also visited Seoul, seeking to learn more about
Korean perspectives because Korea will play a key role in
Northeast Asian gas as a growing consumer in the next two
decades.

Promise and Problems of Sakhalin’s Offshore Oil and Gas
Ever since the first oil was produced onshore in

U This research was assisted by a grant from the Abe Fellowship Program of the Social Science Research Council and the
American Council of Learned Societies with funds provided by the Japan Foundation Center for Global Partnership.

Abe Fellow, Visiting Researcher, Institute of Energy Economics, Japan

2 The American Business Center on Sakhalin arranged meetings and provided assistance in preparation and in interpretation.
Numerous Russian, Japanese and US Government officials, industry officials, and experts on environmental and energy

issues provided input and assistance.
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Sakhalin in 1928, oil and gas development has included a
history of extraordinary efforts (such as production in
adverse circumstances during World War 1) and tragic
lows (such as the 1995 earthquake that killed two thirds of
the population of an oil base at the northern end of the
island). When offshore drilling began in 1968, engineers
set records in drilling wells under severe conditions in the
Sea of Okhotsk, where waves reach 7-8 meters, fogs are
dense, storms frequent and ice conditions extremely
difficult. Prospects of developing an estimated billion
tons of crude oil and 3.6 trillion cubic meters of gas —
significantly greater than the onshore resources that have
been depleted — have inspired heroic efforts to gain the
“ treasure of Okhotsk.”

A first-time visitor to Sakhalin is impressed by the
beauty of the place. Stretching more than 1200 kilometers,
Sakhalin has the feel of a frontier that is fresh, open to
many possibilities and demanding. My visit came at an
interesting moment. Russian President Vladimir Putin had
just announced a reorganization of federal administration
designed to eliminate contradictions between federal and
regional laws and regulations and increase central control.
His representative in the region, a former military general,
will reside in Khabarovsk — many hundreds of miles from
Yuzhno-Sakhalinsk, the capital of Sakhalin. As | arrived,
summer drilling was about to resume, and the Sakhalin II
consortium team targeted a substantial increase in oil
production for the 2000 season (from one million barrels to
13 million barrels). In addition, a historic North-South
Korean summit was scheduled for June and a Japanese-
Russian summit for late summer. All of these
developments suggested at least the potential for
significant change in Northeast Asia with important effects
on energy and security.

In order to promote energy cooperation in Northeast
Asia, it is important to understand and realistically analyze
the obstacles if they are to be surmounted. One of the
primary obstacles is political tension that makes potential
partners (both government and industry) wary of
cooperating. In this context, the commitment of Japan and
Russia to concluding a peace treaty by the end of this year
is important, but the task is proving to be very difficult.
Similarly, recent efforts toward peaceful cooperation on
the Korean peninsula suggest that this part of the world
could look much different in a decade than it has for the
past 50 years. Lack of normal relations among nations
makes it difficult to build the trust and confidence that is
needed to sustain costly projects that require long
timeframes for completion.

Some of the biggest obstacles to oil and gas
development offshore Sakhalin relate to short-term economic
signals that discourage investment in infrastructure needed to
expand production and to move the product to consumers.
Some say that Sakhalin’s offshore deposits could produce as
much as 2.5 trillion cubic meters of natural gas, while more
conservative estimates are in the range of 1 trillion cubic

meters.® The Sakhalin | project alone could produce 2.5
million barrels of oil and 15 trillion cubic feet (421 billion
cubic meters) of gas, but realistic projections are difficult
because of mixed results from drilling in recent years.
Although these are well below estimates for potential total
gas production for East Siberia and the Sakha Republic
(Yakutia), these figures do not include the potential for fields
farther out in the Sea of Okhotsk. Production of as much as
54 billion cubic feet of offshore gas by 2020 could certainly
help to address Northeast Asia’s needs. In light of its
proximity to Japan, the largest market in Northeast Asia
today, the development of Sakhalin gas in the next decade is
particularly attractive.

Asia’s demand for gas is projected to grow sharply in
the next two decades. Japan, Korea and Taiwan are today
the world’s largest importers of LNG. South Korean
demand for natural gas is projected to grow from 12.6
million tons (17.6 billion cubic meters) in 1999 to almost
21 million tons (29.4 million cubic meters) in 2010. If
Japan implements structural reforms that promote
distributed energy generation and fuel cell-powered
vehicles, the Mitsubishi Research Institute projects that
Japan’s demand for natural gas could rise to 86.5 billion
cubic meters annually by 2010 and more than 100 billion
cubic meters a year by 2020. China’s demand may be as
high as 96 billion cubic meters by 2010 and more than 200
by 2020, according to the China Energy Institute. There’s
no question that Northeast Asia will need more gas. What
role Sakhalin’s offshore fields will play remains an open
question, but the potential is great due to the considerable
resources located there and the commitment of major
international consortia to development.

But difficult drilling conditions and other factors
combined make offshore Sakhalin projects a costly
investment. Investors in Sakhalin I, the project that has
progressed furthest, have already provided $1.3 billion.
Investments include shareholder capital as well as project
financing from international financial organizations.
Ultimately, this project alone will reportedly require $10
billion in investment. This means that when Sakhalin II
comes to fruition it will be one of the largest private
investments in Russia. Another $20 billion in investment
will be required, primarily for Sakhalin I, although it is
difficult to predict the costs in advance of exploration.

At present, prospects for financing are colored by a
surplus of LNG in Asia, due to long-term contracts signed
and facilities built or started before the Asian economic
downturn. Officials responsible for regulation of the
offshore shelf stress the need for construction of on LNG
facility within the next few years, with 2006 as a target
date. Regional administration officials are working
actively with the marketing department of the Sakhalin II
project to secure new Asian customers for LNG from
Sakhalin. They acknowledge that the need to formulate a
legal framework for the projects resulted in some delays,
but anticipate that a production sharing agreement for

% See Oil and Gas of Sakhalin, pp. 124-5 for an estimate of 2.5 trillion cubic meters, Al Troner, “ Japan and the Russian Far
East,” for Baker Institute Study, May 2000 for an estimate of 1.82 trillion cubic meters (50-65 trillion cubic feet), and
Michael J. Bradshaw, “ Going Global: The Political Economy of Oil and Gas Development Offshore Sakhalin,” in

Cambridge Review of International Affairs, Summer/Fall, 1998.

45 —



Sakhalin 111 will be approved this year or early next year
by the Russian Duma. President Putin visited Sakhalin
and Stressed the importance of PSA’s and foreign
investment in September 2000. This will be an important
positive signal likely to increase confidence among
foreign investors.

Another major factor affecting the economics of the
projects is the absence of a pipeline network in the region, in
particular in Japan. Although a number of companies,
politicians and academic experts in Japan are actively
promoting pipeline construction projects and feasibility
studies, there is no general agreement yet on how to proceed.
While some say that pipelines should only be built when
demand has grown, others argue for building a pipeline
infrastructure that permits open access as a stimulus for
fostering energy market competition in Japan and other
Northeast Asian countries.* Pipeline project promoters on
Hokkaido, the northernmost island of Japan and only 40 km
from the southern tip of Sakhalin, believe that a pipeline to
Hokkaido alone could make economic sense. Most
informed observers, however, say that construction of a
Japanese national trunk pipeline infrastructure is necessary.
Moving Sakhalin gas to the industrial center of Japan and
beyond would require an investment of as much as $38
billion, according to the Mitsubishi Research Institute.
However, a number of options are under consideration,
including a less costly pipeline to Niigata on the west coast
of Japan (1,300 km from Sakhalin), from which gas could be
piped through existing lines to Tokyo. The relative
advantages of pipelines built onshore or offshore and how
piped gas competes with LNG are major issues of discussion
and debate today as feasibility studies progress. >

The Sakhalin Il project members, including Shell,
Mitsui and Mitsubishi, are focusing on LNG production,
in light of the difficulties associated with pipeline
construction in the near-term. Russian regulators of the
projects say that the issue of how much and what type of
infrastructure development is needed must be decided on
the basis of market signals, but that companies must fulfill
their commitments to build infrastructure such as LNG
facilities. The dilemma is that unless major investments
are made in the near-term, there will be no supporting
infrastructure to bring Sakhalin gas to the market when it
is needed in the later part of the this decade and beyond.

A more competitive marketplace allows for more
consumer choice and flexibility in fuel switching, as well as
more economic efficiency. Oil and gas development also
means trade for Sakhalin. In 1998, 46.8% of Sakhalin's
trade was related to oil and gas. Energy development has
made the major contribution to Sakhalin’s trade® Sakhalin,
which experiences power shortages and relies for a good
share of its electricity production on inefficient coal-fired
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plants, has local energy-related requirements. Sakhalin
officials, with assistance from Japan, are planning to move
to 100% gas-fired power generation within the next decade.
Upgrading of existing gas-fired plants and the building of
new ones will provide benefits in terms of reliability and
reduced pollution and CO2 emissions. On the Kuril Islands
nearby, plans are under way to use thermal and wind power
— appropriate energy choices to take advantage of local
conditions and to preserve the natural beauty of the islands.

For Japanese and US investors, as well as Sakhalin,
the Russian Far East and countries in the region,
environmental issues have moved to the center of
attention. The United States and Russia have highlighted
Sakhalin oil and gas development as a promising area for
cooperation. High-level policy statements issued in the
late 1990s have referenced the importance of
environmentally responsible development, but a
systematic joint effort has not been initiated. In the past
year concerns about environmental effects were raised in
some high profile debates over plans for discharge of
waste by-products (drilling muds and cuttings) from the
Sakhalin | project and in charges that Sakhalin Il caused
fish to die in a bay on the eastern side of Sakhalin. The
companies have attempted to address these concerns by
adjusting plans for drilling and undertaking studies and
environmental monitoring, all of which add substantially
to the costs of the projects. Nevertheless, risks of oil spills
and potential negative effects on fisheries and endangered
species are issues that require further study and
coordination.

The absence of commori* rules of the road” (legal and
regulatory frameworks) also make energy development in
Asia difficult. European nations and Japan have signed the
energy charter and are working to implement common
approaches to ensure rights of transit. In Asia, however,
each country has different approaches to regulation of
energy investments, including environmental standards.
Russia has not ratified the charter.” Asia has no emergency
oil supply disruption mechanism similar to the IEA,
although Japan is a member of the IEA and the organization
is extending its dialogue with China and other non-member
states in Asia. Uncertainties about the details of Chinese
energy plans and contradictions among various Russian laws
also present obstacles.

Prospects for Cooperation on Environmental Issues

Despite these obstacles, the potential benefits of
cooperation in Sakhalin’ s offshore oil and gas
development are compelling. | came away from my visit
with a great deal of admiration for those involved in
various aspects of offshore oil and gas development and
encouraged that the process of building consensus and

4 One of the most articulate spokesmen for this perspective is Dr. Kengo Asakura of Mitsubishi Research Institute, who is
also Deputy Secretary General of the Northeast Asian Natural Gas Pipeline Forum.

5 For an analysis of the costs and economic issues associated with pipeline and LNG infrastructure, see Asia Pacific
Research Center, Natural Gas Infrastructure Development: Northeast Asia Costs and Benefits, Tokyo, Japan, 2000.

In 1997, Sakhalin’s trade amounted to $1147 per person, well above the national average for Russian regions. Data
provided by the Ministry of Foreign Economic Relations.

7 Although Russian energy officials have indicated that charter ratification is a priority, it has been difficult to persuade
certain elements in the Duma. One set of issues relates to the fact that the charter has implications for Russia's trade

relations with former Soviet Union states.
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cooperation, although difficult, is moving forward.

There is no question that delays and contradictory
regulations and legislative disputes leave many frustrated
with the pace of the projects. Company officials must
secure more than 1,000 permits for each project and
uncertainty about such fundamental questions as whether
tax exemptions will be maintained is a continuing
concern. Companies have found it difficult to get tax
refunds (VAT) that are due. Revisions to the tax code,
harmonization with PSA provisions and other issues
relating to taxes affecting energy sector projects are major
issues for investors that are currently under discussion.
Understanding who has regulatory authority over which
aspects of the projects and how to obtain needed approvals
is a major task for the firms involved. Some pursue a
strategy of working with local officials while others take
their case directly to Moscow.

The growing complexity of decision-making reflects
the myriad of interests at stake — including participating
companies from Russia, Japan and the United States,
regional and federal administrators and legislators,
affected industries such as fisheries, environmental
groups, as well as scientists and technical experts. From a
long-term perspective, the arduous process of building
consensus on technically complicated and politically
sensitive environmental issues illustrates the development
of mechanisms that may provide a foundation for sound
decision-making in the future.

Russian federal laws covering oil and gas exploration
were developed to deal with onshore activities. Applied
to offshore activities, the laws and regulations are among
the world's strictest in terms of environmental provisions,
and the standards have not been met and may not be
measurable using conventional laboratory techniques.
Russian oil companies have a very poor record with
regard to environmental pollution caused by onshore
facilities.® Inconsistencies between federal and regional
and local laws and regulations are also a general problem
in Russia today and not limited to energy fields. These
inconsistencies were highlighted by President Vladimir
Putin as a prime reason for a new regional reorganization
plan announced in May 2000. The offshore fields lie
within the 12 mile territorial limit. As a result, regional
authorities have a say, but federal authorizations remain
critical to the projects. The regional administration and
Duma must work with federal officials who have delayed
instituting some needed reforms that the investors in the
offshore projects and local officials have seen as
necessary. These delays have been frustrating to Sakhalin
officials, including Governor Igor Farkhutdinov, who has
communicated directly with President Putin about a
number of issues regarding the Sakhalin offshore projects
that have not been resolved at the federal level and caused
a near stall in the projects.

At the center of the controversy over environmental
issues is the local environmental committee, chaired by
Natalia Onishchenko. Under Onishchenko’s leadership,
the committee has attempted to strike a balance that
permits development while ensuring environmental
protection. Although environmental activists have
criticized the efforts of the committee as inadequate, the
committee has prosecuted seven cases and imposed fines
for violations of environmental regulations. In a culture
where information sharing is the exception rather than the
norm, the committee is the one organization that has
attempted to assemble all relevant data when disputes
have arisen and to conduct a professional, neutral review.

In 1999, three environmental issues relating to oil
and gas development offshore Sakhalin received
widespread public attention. One incident involved the
death of a huge number of fish in a bay on the East Coast
of Sakhalin. Environmentalists contend that 5000 tons of
herring died and that the cause was the Molikpaq offshore
production platfom.® The Environmental Committee
collected information from the environmentalists,
Sakhalin Energy and the participating companies in the
Sakhalin Il project, and a number of experts at various
Russian research institutions on Sakhalin and in other
areas of Russia. The tests for toxic contaminants in the
dead fish did not confirm the charge that offshore
production caused the death of the fish.1® Although the
Environmental Committee chair notes that it is difficult to
be" 100 percent certain” based on the existing evidence,
the research institutes consulted generally concluded that
the death of the fish may have resulted from an increase in
temperature caused by a blockage of ice around the mouth
of the bay. Local enforcement agencies, including the
Sakhalin Fish Inspection authority at Okha, which has
investigative responsibility, accepted this conclusion.

The most controversial environmental dispute arose
in 1999 over the Sakhalin | project’s plans for dealing with
by-products from drilling. Led by ExxonMobil, the
project planned to discharge the mud and cuttings into the
ocean. The State Environmental Committee (federal
level) determined that this would violate Russian
regulations or laws, but the Prime Minister’'s Office
subsequently gave a special exemption to this
determination. The Committee was subsequently merged
into the Natural Resources Ministry, a change many see as
a direct response to its stance on this issue. The
companies, however, were unwilling to proceed lacking a
positive determination by the State Environmental
Committee. The companies submitted a revised proposal
to reinject the byproducts into the ocean floor. This
proposal was approved in April 2000, but obtaining all the
necessary permits needed for Sakhalin | to resume work
this summer on one exploratory well has been a time-
consuming process. Environmentalists who raised

8 Stanislov Patin, Environmental Impact of the Onshore Oil and Gas Industry, East Northport, New York: EcoMonitoring

Publishers, 1999.

9 Dmitry Lisitsyn, Director of Ecological Watch of Sakhalin, interview, May 23, 2000.
10 Samples from the fish taken by the environmentalists were reportedly taken one month after the problem was first
detected. Only one of those samples showed a concentration of environmental contaminants. A number of experts have

questioned the sampling procedures.
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concerns that discharge into the open ocean would
endanger fish call the determination requiring use of the
reinjection technique a victory, despite the fact that such
discharges are conducted in offshore drilling areas in other
parts of the world.

Scientists at the SakhNIRO Ecological Research
Laboratory note that at present there is inadequate data to
confirm that changes in the marine life (such as a decrease
in plankton) are directly attributable to offshore drilling.
Due to the turbulence of the ocean waters, more data
collection will be needed in order to provide a basis for
assessments of potential impact in the longer term.
Nevertheless, a number of experts disagree that reinjection
is the best approach, noting that careful monitoring of
discharge would provide a better baseline for an
environmental assessment. Whether the considerable
additional costs associated with the reinjection approach
will be justified in terms of reduced risk of damage to the
environment remains an open question.

A third area of environmental controversy centers on
oil spills, including a spill that occurred in September
1999 from the Vityaz Marine Terminal, part of the
Sakhalin Il project. Although disagreement continues
over exactly how much oil was actually spilled, most
experts say that it was comparatively serious. News of the
spill stimulated great concern -- not only on Sakhalin but
also in Japan where members of the Diet (parliament) and
fishery interests have been watching developments
closely. A group of experts on oil spill prevention
prepared a report, which highlights the danger of oil spills
to this biologically rich marine area. The report includes a
detailed list of recommendations The company
(Sakhalin Energy) agreed to pay a fine, although it did not
agree with conclusions about the amount of oil spilled.

Efforts to address environmental issues associated with
offshore oil and gas development have spawned a host of
new companies and organizations, many of them involving
international cooperation. Improved environmental
monitoring is key to assess damage caused by accidents and
to provide a basis for sound regulation. The Environmental
Company of Sakhalin, for example, has conducted studies
for Sakhalin | that supported the plan to discharge into the
ocean. The company hopes also to participate in monitoring
of the area as reinjection proceeds. Each major project has
contracted with experts to assess potential environmental
impacts. The Russian Geographical Society, which has
recently reestablished its Sakhalin branch, has a proposal for
an environmental monitoring project!?> There is clearly a
need for deepened international cooperation in sharing data
and in ongoing monitoring efforts.  Such cooperation will
have to surmount reluctance to share information and the
fact that environmental analysis done for companies is
generally proprietary.

New companies and organizations have also
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proliferated to deal with background surveys and oil spill
prevention. Competition for contracts and resources had
intensified to the point that one observer described it as a

“ free for all.” The DMVR Emergency Response Center,
EcoShelf and other organizations are working on various
projects, including research and hands-on operational
plans for dealing with responses. Research done in
cooperation with Japanese organizations has shown the
potential damage to fisheries (which are by some accounts
the most important fishing zone in the world) from oil
spills offshore Sakhalin.

Regional governments and other organizations in the
United States, Japan, Russia, South Korea, and other
nations have for years cooperated to establish the Northern
Forum, with its secretariat based in Alaska. The Forum
and other international organizations are working on
problems such as the need for mutually recognized
certification of experts who can gain quick access to
emergency locations, as well as customs and other legal
differences that impede cooperation. Memories of a
recent oil spill near the coast of Japan that involved a
Russian vessel are painful. In that case, Russian experts
were unable to board the ship, due to customs regulations.
Joint oil drill exercises have included Japanese and
Russians, and the US has provided grants for the purchase
of emergency response equipment. However, more will
need to be done to enable hands-on, practical cooperation.
Cooperation between Japan and Russia, in particular, is
needed to flesh out the specifics of what various actors can
do in the event of a spill. An MOU with Japan’s Maritime
Disaster Prevention Center (under the Japanese Ministry
of Transportation) must be fully implemented. In
addition, a comprehensive review of company plans for
dealing with spills would also be useful to identify where
the gaps lie and how best to integrate them with the
regional and federal emergency response programs.

Recent positive steps indicate momentum is building
for cooperation. The Governors of Hokkaido and
Sakhalin have signed an agreement to cooperate, and
Sakhalin experts look forward to Alaska's signature of an
amended agreement. Improvements in vessel monitoring
are planned in order to improve control of tanker traffic.
But there is also a potential for redundancy and
competition. Fisheries leaders plan to establish a satellite
monitoring system. There is nothing approaching the US
unified committee to coordinate and clarify responsibility
among the numerous actors and levels of administration.
Thus, despite the encouraging signs, much remains to be
done and there is a real urgency for tangible international
cooperation in environmental monitoring and oil spill
response. Success in dealing with these issues will have
significant impacts on the pace and nature of offshore oil
and gas development.

11 Dan Lawn, Rick Steiner, and Jonathan Wills; Sakhalin’s Qil: Doing it Right; Applying Global Standards to Public
Participation, Environmental Monitoring, Oil Spill Prevention and Response and Liability Standards in the Sakhalin Oblast
of the Russian Federation," Publication of Sakhalin Environment Watch and the Pacific Environment and Resources

Center, November 1999.

12 The Society members claim that their methodology is cost effective and that Russian law requires the use of Russian

scientists.
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Requirements for Economic Leadership

I encountered a surprising range of views with
respect to the likelihood of Sakhalin becoming a major
supplier of oil and gas to Northeast Asia. In many ways,
Japan is the most logical customer and partner, given its
proximity, large energy market and the prominence of
economic issues in the September 2000 summit between
Japanese Prime Minister Mori and Russian President
Putin. Some of the closest observers, however, remain
pessimistic. Unlike the situation a few years ago when
Japanese industry leaders like Mr. Anzai of Tokyo Gas
championed projects in the Russian Far East, there are
only a handful of truly energetic private sector leaders in
Japan promoting Sakhalin development. Japanese electric
industry leaders remain focused on nuclear power and
LNG; they are generally skeptical about the economic
rationale of pipeline gas.

These understandable reservations notwithstanding,
some Japanese experts talked of & real possibility” of a
Japanese-Russian peace treaty in view of the fact that
younger and more energetic people have now taken the
helm in the Russian foreign ministry. In MITI as well
there is a marked change in atmosphere, now that Japan
has embarked on a wholesale review of its energy policy
and plans for building additional nuclear plants have been
scaled back. Today gas looks like the fuel of the future
and Sakhalin’s resources are close at hand. In addition,
energetic younger trading company, think tank experts and
academics have built an international network with
counterparts in other Northeast Asian countries. Together
they share a vision of a networked Asia with gas as the
lifeblood of the integrated market.

This context has inspired some new ideas that require
government as well as private sector action. One proposal
would be for the Government of Japan to subsidize the
purchase of Sakhalin oil and gas through official
development assistance. This would require a change
from current Japanese policy, which does not provide
ODA to Russia, perhaps an exception for Sakhalin.
Another approach would require the government of Japan
to support building of pipeline infrastructure in Japan
through low interest loans, based on agreement to
facilitate use of existing national highway and railway
land rights. Kengo Asakura of Mitsubishi Research
Institute has developed an economic scenario analysis that
shows the feasibility of supplying 30 million tons annually
of pipeline gas to Japan by 2010 if Japan provides
incentives for use of co-generation equipment® This
scenario assumes that gas imports from Russia (including
LNG) would be limited to 30% of Japan’s requirements
for security reasons. The Baker Institute (Rice University)
also favors investment in a national pipeline system in
Japan because of its expected payoffs in terms of
efficiency, competition and diversification of gas suppliers
to Japan, as well as the stimulus it would provide to

Russian export projects.

In South Korea, however, the focus of attention today
is Siberian gas rather than gas from Sakhalin. Even before
the recent North-South summit, proposals for gas pipeline
and electricity grid connection projects were being
discussed as blue-sky schemes. Plans for market
deregulation and division of the Kogas (the national
monopoly) have been developed. In the near-term,
additional imports of LNG are the most attractive, but
South Korea has been actively pursuing cooperation with
Russia in Siberia and the President of Kogas proposed
work with Russia on a gas development in Irkutsk. As
long-term contracts begin to expire in the later part of this
decade, Korea will need more gas and it makes sense from
a Korean perspective to keep the options open. At this
point, no one knows exactly how new gas import contracts
will be negotiated, in view of the division of Kogas.

In addition to prospects for warmer political
relationships among a number of countries in the region,
one economic factor will have an important impact on the
future of gas in Northeast Asia. Although for the present
ample supplies contracted earlier in long-term contracts
dampen incentives for investment in costly infrastructure
projects, most close observers anticipate that this situation
will change in the course of the next decade as shorter
term contracts are negotiated by buyers who have the
leverage to garner more flexibility. If Sakhalin gas is in
the first wave of shorter term contracts, this would provide
an additional incentive to buyers in the region. In
addition, a principle of open access to infrastructure such
as LNG terminals and pipelines would reinforce trends
toward greater reliance on market competition.
Governments could provide leadership by cooperation in
development of common rules of the road for transit, as
well as environmental and safety regulation.

Conclusion

In thinking about the future of Sakhalin’s offshore oil
and gas projects, the decisions that will be most important
in the next few years are those that will be made by
Russian officials. If overlaps in jurisdiction, contradictory
regulations and discriminatory treatment that favors
Russian firms over foreign-based companies are ended
and firm commitments are made to honoring and
expanding the PSA’s, Russian officials will provide strong
incentives to foreign investors. Clarifying tax treatment
for cooperation among PSA projects would also help to
encourage cooperation in infrastructure development,
environmental assessments and emergency response. If
they cooperate with other countries in working out transit
rights, cooperation in environmental monitoring and
emergency response, prospects for Western loans and
grants as well as private investment, will increase.

At this stage it is too early to say whether President
Putin’s regional reorganization will have these effects.

18 Kokudo Kansen Gasu Paipurain Seibi to Saharin - Hokkaido Jukan Paipurain [National Trunkline Gas Pipeline Plan for

Linking Sakhalin and Hokkaido], May 9, 2000.
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The decision to simplify regional administration, like the
decision to eliminate the State Environmental Committee
(federal level) and to incorporate it into the Ministry of
Natural Resources at the federal and regional levels, is
being watched closely by all concerned parties. Those
who are committed to Sakhalin’s development — both on
Sakhalin and in other places — hope that the strong
support for PSAs and foreign investment articulated by
President Putin will produce concrete results.

The news that Marathon Oil was selling its shares in
the Sakhalin Il project to Royal Dutch/Shell illustrates the
challenges that these projects pose for the investors who
must consider cash flow and returns to shareholders in the
near term. Shell is well positioned to take a consolidated
leadership role in the project, particularly as it moves
toward the stage of gas production and sales. Nevertheless,
Marathon’s decision to swap its 35.7% share in the
Sakhalin 11 project for assets near the UK and in the Gulf
of Mexico underscores the importance of the economic
calculus to the corporations involved and the need to
demonstrate results. Although large oil companies like BP
Amoco and large electric power companies like Tokyo
Electric make annual investments of more than $10 billion,
they look carefully at the prospects of near-term returns
when investing in large infrastructure projects.* Sakhalin
must compete with other sites for oil and gas development
around the world and the projects must show progress in
order to ensure that they continue to be viewed as priority
projects.

The United States has an interest in the Sakhalin
projects, both in terms of the contribution they could make
to address Asia’s energy security dilemma, as well as to
Russian economic development. Support for technical
cooperation, such as US Government funding for
environmental monitoring and analytical equipment, will
yield significant benefits. The US-Russian regional
initiative, launched in 1997 as a joint effort of the
governments, provides a framework for governmental
cooperation that promotes technical training and other
forms of cooperation. The objective is to promote a
collaborative effort among the United States and Russia,
regional representatives, and the private sectors of both
countries to set priorities for improving the business
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climate, enhancing social services, supporting investment
and supporting democracy. Activities supported include the
development of a business plan for the Sakhalin
Development Agency, training for companies involved in
US-Russian projects, and projects to support sustainable
development (in areas such as energy efficiency,
environmental management). US AID has given $750,000
grant to the State of Alaska to assist the Russian economy
through environmental monitoring and other projects. The
World Bank and other international organizations could
also play a larger role in promoting gas trade in Northeast
Asia by supporting regional assessments that identify
opportunities, economic issues and environmental effects.

Japan, as Northeast Asia’s major gas consumer today
and the market closest to Sakhalin, also has major interests
at stake. Despite the keen interest on the part of many
industrialists and some politicians, however, Japan needs
to build a consensus on next steps and this will require
private and public sector involvement. In moving
forward, Japanese experts familiar with environmental
engineering, infrastructure development and fisheries
management experts, as well as non-governmental
organizations interested in Northeast Asian security, need
to be more deeply engaged.

Sakhalin is a good example of new forms of
multilateral cooperation in Northeast Asia that are driven
primarily by private sector interest. The evolution of
processes for building consensus on controversial
environmental issues, the learning by doing that joint
ventures provide and the forward-looking thinking of
experts in the region who have the vision to imagine a
new and more integrated energy market are all strong
assets. The challenge is to work through the problems and
to demonstrate positive and environmentally friendly
results in the near-term so that confidence increases and
cooperation expands in a timely fashion. This is the best
way for Sakhalin to fulfill its potential as an energy
producer for the region and as a growing regional
economy that provides economic benefits to its citizens.
Sakhalin oil and gas development challenges us to
redefine concepts of “ energy security” in order to take
account of these common interests.

14 BP Amoco has joined up with Petro China to work on gas distribution in the Yangtze Valley of China and bought 20% of

the Chinese firm's initial public offering.
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TEL 025-222-31410 000
FAX 025-222-9505
E-MAIL webmaster@erina.or.jp

The Northeast Asia Economic Conference
2001 in Niigata

The Northeast Asia Economic Conference 2001 in Niigata will be
held from February 8 to 9, 2001. We will appreciate your
participation

1. Date and Location
(1) Date: February 8, and 9, 2001 (Thursday to Friday)
(2) Location: Hotel Niigata, Niigata, Japan

2. Organizers

(1) Organizers: Niigata Prefecture, Niigata City, the Economic
Research Institute for Northeast Asia, the Federation of the
Chamber of Commerce and Industry of Niigata Prefecture, and
the Niigata Association of Corporate Executives

(2) Co-organizer: The United Nations

3. Program

Thu, Feb. 8 a.m. Opening Ceremony, Keynote and Special Addresses
p.m. Session 1, Session 2

Fri, Feb. 9 a.m. Session 3
p.m. Special Session, Concluding Session

4. Sessions

- Transportation Network in Northeast Asia: Towards Dissolution
of its Discontinuous Points

- Promotion of the Environmental Industry in Northeast Asia: A
step towards Economic Growth and Climate Change Mitigation

- Promotion of Trade and Investment in Northeast Asia: To
Reduce Investment Risks

- Frameworks for multilateral cooperation: Prospects of a Liaison
Network

For further inquiries, please contact Research Division, ERINA.
6-1178-1 Kamiokawamae-dori, Niigata 951-8068, JAPAN

Tel: +81 25 222 3636 Fax: +81 25 222 9505

E-Mail webmaster@erina.or.jp
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