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Human Flows Across National Borders and Regional
Integration in Northeast Asia (Summary)

Tsuneo Akaha
Professor of International Policy Studies and Director, Center for East Asian Studies, Monterey Institute of
Internationa Studies, California
Visiting Scholar, Peace & Governance Programme, United Nations University

There are today approximately 175 million people
living in a country other than their country of birth and
about one out of every ten people living in developed
countries is an "immigrant". Even in Northeast Asia,
immigration and other human flows across national borders
are growing and will continue to grow. This region
represents about 28% of the world population, but only
11.7% of the immigrant population of the world. Russia
leads all other countries in this region as a recipient of
foreign-born residents, followed by Hong Kong, Japan,
South Korea (ROK), China, North Korea (DPRK), Macao
and Mongolia. The growing cross-border human flows in
the region cannot but present both opportunities and
challenges to the region as awhole, to each of the countries
in the area, the host communities, and, of course, the
border-crossing individuals themselves. Based on an
international joint research project organized by the Center
for East Asian Studies of the Monterey Institute of
International Studies and the Peace & Governance
Programme of the United Nations University, this paper
analyzes the current trends in cross-border human flows
and their implications for regional integration. Through a
comparison with other regions where integration has made
substantially more progress, including the EU, NAFTA,
and the ASEAN regions, the author identifies obstacles to
regional integration in this area of the world. The absence
of a shared civilization or cultural commonalities and
historical experience in region-wide problem solving, such
as in Europe, and the absence of a hegemonic leader, such
as the United States in the NAFTA process, are two of the
most fundamental obstacles to regional integration in
Northeast Asia. However, the growing human flows are
potentially a very important integrative force between the
countries of the region and should be welcomed.

Human flows can cushion the impact of the legacies of
history on contemporary international relations, help reduce
differences in development and economic structures, and
raise the level of interdependence among the economies of
the region. They can aso contribute to the development of
transnational non-governmental linkages and to weakening
the dominance of the state and its institutions over domestic
and international affairs. Moreover, cross-border human
linkages can deepen mutual understanding and facilitate
collective problem solving between the peoples of the
region, thus contributing to the development of a common
identity.

Those crossing borders can raise the awareness in each
country of the non-traditional security problems of
neighboring countries. Among the problems facing the
region are overpopulation in some areas and under-
population in others, labor shortages in some areas and
unemployment in others, underemployment of women,

HIV/AIDS, the SARS epidemic, regional disparities in
economic development, a lack of minority assimilation or
accommodation, ethnic and cultural friction, illegal
migration, human trafficking, the graying of the population
and associated social welfare problems, defectors and
potentially substantial refugee flows, and national identity.
Some of these problems are "human security” problems.
On the other hand, without effective management of human
flows across national borders, this phenomenon can
exacerbate some of these problems.

Against the background of globalization, cross-border
human flows cannot but grow in the future in this and other
parts of the world. In Northeast Asia, economic
interdependence is gradually deepening through market
forces. As market economies continue to grow in China,
Russia, and Mongolia, so will the complementary linkages
among the economies of the region. Social integration
proceeds through networks of individuals, enterprises, and
other groups and organizations whose activities transcend
national borders. Cultural integration will also deepen
through exchanges between individual citizens, business
organizations, and civil society groups. This region also
needs integration through cooperation in non-traditional
security fields, such as environmental protection, resource
management, the control of illegal trafficking in drugs,
weapons, and humans, the containment of the HIV/AIDS
and SARS epidemics, counter-terror measures, and the
management of cross-border human flows. The
development of bilateral and multilateral cooperation
mechanisms in these areas should also be seen as
confidence-building measures.

Japan has important responsibilities, particularly in the
area of human trafficking. A 2002 State Department report
indicates that Japan is making some effort in this field but
this is still inadeguate. Japan will continue to hold many
"pull factors" attracting both legal and illegal migration.
The nation has accumulated unprecedented wealth by
accessing cheap labor and economical resources overseas.
It now has a responsibility to share its economic prosperity
by opening its domestic labor market to foreign workers. A
more open labor regime would also help reverse the
continuing decline in the population and ameliorate the
serious labor shortage problems now facing many areas of
the country. All of this must be done in an orderly fashion,
however, or the influx of many more foreigners into the
country could result in amajor cultural and socia backlash.
It will probably take two to three generations before a
common identity can be established in Northeast Asia.
Human flows are the most direct way to nurture a common
identity and a sense of common destiny. Largely an in-
migration country, Japan must not shirk its responsibilities.
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Changes in Distribution in the Emerging Market of Russia
(Summary)

Eiko Tomiyama
Ph.D. Economics, Niigata University & Keiwa University

Introduction

The globa economy was completely transformed by
the collapse of the Berlin Wall in 1989 and the progressive
globalization of the market economy that resulted from this
led to Russia's debut as an emerging market in front of
global corporations. The liberalization of trade in 1991
marked the beginning of Japanese exports to the Russian
market worth billions of dollars each year. Items imported
by Russia from Japan include household electrical
equipment; information and communications equipment
such as computers, printers, scanners and other computer
peripherals, fax machines and office equipment; and cars.
Moreover, there have been great changes in international
channels consisting of Russian trade and distribution
channels. This paper illustrates the characteristics of and
changes in trade and distribution channels in Russia during
its transition from a planned to a market economy, with a
particular focus on household electrical goods. In this
paper, the term 'household electrical goods' includes
household electrical equipment in a narrow sense, audio-
video equipment, computer equipment and
telecommuni cations equi pment.

1. Changes in trade channels resulting from the
shift from a planned to a market economy
During the Soviet era, the state had a monopoly on
foreign trade, with companies conducting import and
export activities via state foreign trade corporations, which
were affiliated to the Ministry of Foreign Trade. The
liberalization of trade in Russia began as a result of a
decree issued in November 1991 by the president of the
Russian Soviet Federated Socidist Republic. This allowed
all types of company, no matter what the form of their
ownership, to conduct external economic activities,
including intermediary services, without the need to
register this with the state. The state monopoly on trade that
had existed until then ceased to exist. As aresult, in 1991,
more than 12,000 companies and organizations were
participating in trade, compared with the 80 or so trade
corporations under the direct control of the old Ministry of
Foreign Trade before the beginning of perestroika.

2. Changes in distribution channels resulting from
the shift from a planned to a market economy

In the Soviet era, the country had a production-
oriented command economy based on rationing, as opposed
to the consumer-oriented market economy based on
distribution. The wholesale structure during the Soviet era
involved nothing more than the direct supply of goods
procured from manufacturers, in line with the government's
plan, to users and retail outlets, via a distribution
organization that functioned as a distribution center and
warehouse. Accordingly, there was no need for any sales

efforts whatsoever, with prices being determined by the
government. Non-food goods, such as household electrical
equipment, was sold in state-run shops, but the concept of
customer service was lacking in these shops and they
merely acted as distributing agencies, rather than retail
outlets. Shop assistants did not smile and they conducted
transactions with an overbearing attitude, often giving the
impression that they were doing the buyer a big favor by
deigning to sall to them.

The major change with regard to distribution channels
was the 1992 abolition of the state-run distribution
organization. As a result of this, foreign businesses,
including Japanese firms, were required to look for new
distributors that would sell their products throughout
Russia

3.Changes in distribution channels since the
transition to a market economy

As a result of the introduction of financial
independence and self-financing systems to state-run
companies in 1988, the liberalization of trade in 1991 and
the abolition of the state-run distribution organization in
1992, distribution in Russia altered significantly.
Considered from the perspective of a comparison with such
advanced countries as Japan, the US or countries in Europe,
the characteristics of Russias distribution channels during
the transition process from a planned to a market economy
can be summarized as follows.

1) The lack of highly capable distribution companies and
combined import, wholesale and retail functions

The existing state-run distribution system broke down
and many new wholesale companies were created.
However, initially there were hardly any highly capable
wholesale companies.

The emerging dealers did not even have any
warehouses and there were huge variations in their scales
and ahilities. The emerging distributors combined imports,
wholesale and retail functions. Within Russia's distribution
system, the roles of import companies, wholesale
companies and retail companies were often entangled, with
a single company often fulfilling all those functions. Many
import companies were involved in the physical
distribution of goods to retail outlets, with distributors
imported goods themselves.

2) Multistage distribution channels

Russia's distribution channels have multiple stages.
For example, in the case of Canon, after the manufacturer
(the starting point) sells goods to the dealer, the dealer
sometimes retails these to the ultimate customer, but there
are cases in which the dealer sells the goods on to a
secondary wholesaler. Furthermore, as well as retailing
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these goods, the secondary wholesaler sometimes sells
them on to a tertiary wholesaler. Thus, the distribution
channels consist of multiple stages. Compared with
European and American markets, where the share of direct
transactions with retailers is high, wholesalers in Russia
have a great deal of power and the share of transactions
with such wholesalers is high. As a result, distribution is
split into a number of stages and it becomes difficult to
gain a picture of distribution within Russia. Consequently,
it is hard to obtain a rapid understanding of how products
are selling in retail outlets and how consumers are reacting.

3) Therapid increase in wholesale companies

The number of wholesale businesses has risen sharply.
In 1992-94, immediately after the transition to a market
economy, wholesale companies were being formed at a
rapid pace. According to Russian commercial statistics,
34,700 new wholesale companies were registered during
this period. Thereafter, the number grew almost tenfold in
the space of just four years, rising from 41,600 in 1995 to
409,103 in 1999.

4) Multifaceted competition

As the number of distribution companies handling
goods made by foreign manufacturers has risen since the
transition to a market economy was completed, competition
between distribution companies has become extremely
fierce, taking place on avariety of fronts.

Firstly, as there has been an upsurge in the number of
dealers within a single region, such as Moscow,
competition takes place between different legitimate
dealers, between legitimate dealers and legitimate retailers,
and between legitimate dealers and legitimate wholesalers.
The former involves competition between similar types of
distribution channel, while the latter two involve
competition between differing types of distribution
channel.

Secondly, where a territorial approach to distribution
is not taken, unlike in Canon's distribution policy, differing
interregional distribution companies each move into their
competitors' regions, making competition more intense.

Thirdly, competition takes place on a variety of fronts,
as can be understood from the case of Ricoh: in-house
products supplied as OEM goods and sold as private brands
by Russian companies, own-brand Ricoh goods exported to
Russiaand OEM goods all compete with each other.

Fourthly, there is competition between products
purchased through official distribution channels and those
imported to Russia via grey- or black-market distribution
channels.

5) Mass distribution of cheap grey-market goods from a
third country

There is an influx of cheap parallel imports to Russia
from third countries. Parallel imports are also called ‘grey-
market goods'. Grey-market goods are mostly sold in open-
air markets. For example, grey-market photocopiers
account for about 20% of the personal photocopier market
in Russia

6) Mass distribution of counterfeit goods

The products and components developed by Japanese
companies at great expense over a humber of years are
cleverly copied in various countries and regions in Asia,
particularly China, the ROK and Taiwan, and exported to
Russia on a massive scale. Experts estimate that 80% of
video products, 80% of computer programs, 70% of
recorded music, 60% of perfume and 80% of vodka and
other alcoholic drinks sold in Russia are counterfeits.

7) The birth of chain stores on a nationwide scale

Supermarkets, chain stores and hypermarkets began to
make an appearance in large cities, such as central
Moscow, in 1997 and have increased in number
tremendously since then. Chain stores selling household
electrical appliances are also on the increase, with sales of
large household electrical appliances in such shops rising
sharply. This is because Russian consumers have come to
attach a great deal of importance to reliability, safety and
servicing warranties. Other reasons include the enriching of
such customer services as consumer loans, low prices and
loyalty card systems.

Large scale retail companies have been created in
Russia, emerging in the form of hypermarkets, and these
have become larger in scale. In addition to white goods
such as refrigerators and washing machines, large-scale
retail companies also sell household communications and
information technology equipment, such as faxes, printers
and scanners, cameras and binoculars; accordingly, they are
an important sales channel for Japanese companies.

8) The advantage in terms of power of Russia's large-scale
retail companies

Russia's market for household electrical equipment
was a seller's market for a number of years after the
transition to a market economy. Initially, many dealers
competed, wanting to handle the products of famous
foreign manufacturers. At that time, foreign companies had
an advantage over dealersin terms of power.

However, the increase in the number of manufacturers
led to it becoming a buyer's market. Furthermore, large-
scale retail companies were established and their
bargaining power with regard to purchasing increased.
Large-scale retail companies applied countervailing power
to foreign manufacturers, such as Canon, and it became
more difficult for foreign manufacturers to control
marketing channels. Then, in the latter half of the 1990s,
large-scale retail companies gained ground rapidly and
acquired a certain amount of power over foreign
manufacturers.

Conclusion

Firstly, distribution in Russia is rapidly being
modernized, with the emergence of large-scale retail
companies and the entry into the market of foreign-
financed retail companies such as Metro and Rewe. As a
result, the structure of channels in the Russian market has
changed from the manufacturer-driven structure
immediately after the transition to a market economy to one
driven by distribution companies. Japanese companies
frequently exchange information with such large-scale
retail companies and, with further growth anticipated in the



future, they will have to place even greater emphasis on
trade with them. At the same time, they will need to make
good use of local wholesale companies in regions such as
the Russian Far East and broaden their sales network. In
doing so, they will be able to reduce transaction costs,
while also avoiding the loss of sales opportunities.

Secondly, counterfeit goods have circulated widely in
the Russian market, which has a deleterious effect on the
image and credibility of the company producing the
authentic goods, which not only leads to falling sales of
bona fide goods, but could also be the kiss of death for
these companies. Measures to combat counterfeit goods
include the following:

i) In order to counter trademark infringements, an
administrative response is required of Russian
government institutions, which must establish
regulatory controls. In addition, Russia's courts should
institute proceedings in order to sue for damages,
targeting the person who has committed the
infringement.

ii) Manufacturers should produce goods that cannot
easily be copied.

iii) Manufacturers should establish an anti-counterfeit
division within Russia and ask an experienced
specialist research company or law office with
experience in the field to gather information about and
expose companies retailing or wholesaling counterfeit
goods and their sales channels.

iv) Foreign-financed companies that have experienced the
same kind of damage should form an anti-counterfeit
association and collaborate in combatting counterfeit
goods.
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v) Manufacturers should develop manuals that enable
buyers to distinguish between authentic and
counterfeit goods.

vi) Comprehensive company-wide anti-counterfeit
measures should be undertaken and the company's
strong resolve to eradicate counterfeits should be
spelled out clearly.

vii) Manufacturers should also request that the Japanese
government increase its pressure on the Russian
government with regard to the counterfeits circulating
there, lobbying the Russian side to improve its
systems and the way in which these are implemented.

viii) The mass media should be used to educate ordinary
Russians about copyright, in order to ensure that they
gain athorough understanding of the concept.

Thirdly, measures that can be taken to control trade on
the grey market include the following:

i) Manufacturers should take action and conduct checks
of the supply chain in order to verify orders and
eradicate the sources of goods flowing into the black
market.

ii) Manufacturers should implement checks of sales
outlets for parallel imports, taking action against
vendors and demanding that they reduce their sales
inventories.

iii) Manufacturers should use the mass media to inform
ordinary Russians of the drawbacks of parallel
imports.

iv) Manufacturers should adopt a strategy of inducing
consumers to buy goods from legitimate distributors,
by providing support to such outlets.
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Perspectives on Linking the Trans-Siberian and Trans-Korean
Railways

Hisako Tsuji
Senior Economist, Research Division, ERINA

1. Introduction

The Trans-Siberian Railway (TSR) is Russia's main
East-West artery, running 9,297km from Vladivostok to
Moscow. The lineis linked to lines running further west to
such European countries as Finland and Poland. In
addition, it is connected by means of humerous branch lines
to Northeastern China, the DPRK, Mongolia, Kazakhstan
and Uzbekistan. Furthermore, via marine routes starting
from ports such as Vladivostok and Vostochny, it is linked
to such places as the ROK, Japan, the coastal areas of
China, and Vietnam. In the first part of this paper, | will
provide an overall picture of existing links between the
TSR and East Asia.

Since the historic North-South summit meeting held in
June 2000, the reconnection and revival of the Trans-
Korean Railway (TKR) has been the focus of attention. The
purpose of reconnecting the TKR is to establish a new
transportation network that covers not just the Korean
Peninsula but the whole of Northeast Asia, creating a new
Silk Road in the form of a railway linking Asia to Europe.
More specifically, the idea currently being promoted is to
connect the TKR and the TSR to replace the maritime
shipments between the ROK and the Russian Far East that
are currently necessary, thereby permitting cargo to be
transported by rail all the way from the ROK to Europe.
The possibility of connecting the TKR and the TSR and
using the link for through transportation will be discussed
in the latter part of this paper.

2.Current Use of the Trans Siberian Railway
to/from East Asian Countries
The four types of route via the TSR that are currently
used as international transportation routes to/from East
Asiaare asfollows:

i) European Transit: Cargo can be transported from East
Asia to Europe (Finland) via ports in the Russian Far
East and the TSR in 16 to 22 days. Usualy, cargo is
stored temporarily in Finnish bonded warehouses and is
ultimately exported to Russia. At present, this route is
hardly ever used to reach any other European countries,
which use standard gauge rails, as it is not competitive
in terms of cost or time.

ii) Central Asian: Cargo can be transported from East Asia
to Kazakhstan / Uzbekistan via ports in the Russian Far
East and the TSR in about 20 days. In addition, a block
train began operating between Vostochny and Almaty
in February 2003, reducing the journey time by about
one week.

iii) Afghan Transit: Cargo can be transported from East
Asia to Afghanistan via ports in the Russian Far East,
the TSR and Central Asian railways in about 30 days.

iv) Russian Domestic: Cargo can be transported from East

Asia via ports in the Russian Far East and the TSR in
about 17 days, in the case of Moscow.

Each of these routes has competitor routes; consignors
make decisions about which routes to use depending on
their relative competitiveness in terms of cost, journey
time, frequency of service and trustworthiness.

European Transit's biggest competitor is the All Water
route. The latter takes about a month to transport cargo
from ports in Japan and the ROK to Finland, which is
considerably longer than the 16 days that the TSR takes,
but its low-cost service, made possible by its investment in
vast ships that can carry more than 6,000TEU, is its major
weapon. The marine freight rate between Japan and Europe
is particularly low, so the TSR route is consequently unable
to compete with the All Water route. However, as the
marine freight rate between the ROK / China and Europeis
much higher than this, the TSR route is competitive
compared to the All Water route. Since the marine freight
rate between East Asia and Europe rose in 2003, the TSR
route has maintained its relative advantage in freight
transport between the ROK / China and Europe.

The Trans-China Railway (TCR), running between
Lianyungan Port (China) and Kazakhstan via the
Alashankou-Druzhba border crossing, is a competitor to the
Central Asian route. Container block trains run between
Lianyugang Port and Alashankou three times a week. Both
routes can apparently match each other in terms of cost and
journey time, but block trains began to run between
Vostochny and Almaty in 2003, reducing the journey time
between these points by a week, so we can infer from this
that the TSR has the edge at present. However, for cargo
originating in Japan, there are around three shipping
services per week to Chinese ports, which is more
convenient than the two services per month to the TSR, so
many consignors apparently use the TCR. On the other
hand, for cargo originating in the ROK, there is a higher
frequency of sailings to ports in the Russian Far East,
making the route more convenient, so use of the TSR is
higher. The downside of the TCR is the fact that border-
crossing procedures on the Kazakhstan side take several
days.

A route via lran is the main competitor of the Afghan
Transit route. The Iran route is cheaper than the TSR, using
marine transport as far as Bandar Abbas and then running
overland to western Afghanistan. However, transit via the
Iran route has been interrupted on occasion due to the
political situation, so it lacks trustworthiness.

Cargo on the Russian Domestic route is often sent via
Finland. From East Asiait is transported as transit cargo to
Finland via All Water or the TSR, with cargo being
exported to Russia, such as household electrical goods,
being held temporarily in bonded warehouses near the



Finnish border. After it has been confirmed that the
purchaser has paid, a truck is sent from Russia and the
cargo is handed over. The main reason for choosing this
route is that a lower customs duty is charged on goods
entering Russia this way than those entering the country via
ports in the Russian Far East, so it is competitive in terms
of cost.' Other advantages of this route include the
existence of easy-to-use Finnish bonded warehouses and
transit railway charges that have been set far lower than
those for bilateral cargo.

The total volume of cargo on the TSR using the
aforementioned routes has continued to grow steadily over
the last few years, increasing from about 70,000TEU in
2000, to 90,000TEU in 2001 and about 130,000TEU in
2002, according to statistics released by VICS (Vostochny
International Container Services). In 2003, cargo volumes
rose by as much as 50% on the previous year and the total
volume for the year is anticipated to reach 180,000TEU.

Factors behind this increase include 1) the cut in
journey times and the increase in the TSR's trustworthiness
among ROK and Chinese consignors; 2) the spring 2003
price rise on the All Water route, the TSR's competitor in
transit transport to Finland’; and 3) the boom in the Russian
economy and active demand for ROK-produced household
electrical goods and China-produced miscellaneous
everyday goods. What could be a matter for concern is the
fact that if this rise continues, transport capacity will be
exceeded and delays will result.’

Figure 1. Growing Container Volumes
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Several trends have been visible in TSR container
transportation in recent years.

1) A rapid increase in Chinese cargo and a decline in
anese cargo
It was Japan that blazed atrail in TSR transit transport
in the latter half of the 1970s. However, cargo declined in
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the 1990s, due to lower prices on the competing All Water
route, the deterioration in the route's image due to the chaos
arising from the collapse of the Soviet Union, and the
tendency of Japanese companies to transfer their
manufacturing hubs overseas, with efforts to check this fall
in cargo volume ultimately proving unsuccessful.

Figure 2. TSR Transit Cargo to/from Japan
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According to the TSIOAJ (Trans-Siberian Intermodal
Operators Association of Japan), the transit volume has
been declining since reaching the 110,683 TEU mark in
1983; the volume in 2002 was only 1.8% of the peak year.
According to Mitsui O.S.K. Lines, Ltd., TSR cargo
originating in or destined for Japan continued to decline,
totaling about 8,500 TEU (down 8% on the previous year),
with transit cargo accounting for 30%, and bilateral for
70%.

Japanese forwarders are pessimistic about the return of
Japanese cargo to the TSR route. As mentioned previously,

Figure 3. TSR Cargo Volume to/from Japan
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! Piecing together remarks made by those involved in the business, it seems that, in the case of goods carried from Finland to
Russia by Russian transportation companies, the invoices are fiddled and discounts on customs duty are granted.
? The TSR went ahead with a 30% rise in rail transit charges to Finland from 1st January 2003, but the All Water route also

increased its prices, so there was hardly any effect on the TSR.

® There is no accepted figure for the transport capacity of the TSR, as it is partly related to domestic transportation, but
according to experts from the Russian Ministry of Railways, it is around 200,000TEU.
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fares on the All Water route between East Asia and Europe
vary greatly depending on the country. The rate between
Japan and Europe is much lower than that between the
ROK and Europe, or between China and Europe. The key
reason for the low usage of the TSR by Japanese cargo lies
in this cost difference. Unless there is no change in this cost
structure, the TSR route will remain unattractive to
Japanese consignors.

Meanwhile, the ROK made a great leap forward to
become a major exporter in the 1990s, surging ahead as the
main player in exports of household electrical equipment to
Russig, in particular. According to shipping companies in
the ROK, TSR cargo increased 3.3 times on 1991 levelsin
the 10 yearsto 2001.

Furthermore, China has emerged as a major exporter
to Russiain recent years. Due to the momentum created by
the establishment in the autumn of 2000 of a container
route linking Shanghai and Ningbo in China with
Vostochny, exports to Russia using the TSR have
continued to climb sharply. At present, services are also
operating on the Hong Kong - Vostochny shipping route. In
addition, cargo is carried from a number of Chinese portsto
Busan, where it is transshipped and sent to Russia. Cargo
from China includes clothing, everyday items and
household electrical items produced in Korean companies
factories in China; these are exported to Russia either
directly or viaFinland.

Looking at cargo by countries of origin and
destination, in 2001, 77% originated in or was destined for
the ROK, while the figures for China and Japan were 12%
and 11%, respectively; however, the figures for ROK cargo
include Chinese cargo transshipped at Busan. Currently, it
seems that Chinas share is growing significantly while the
shares of Japan and the ROK are declining.

Figure 4. Westbound Versus Eastbound Cargo
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2) An imbalance between westbound and eastbound cargo
and an increase in empty containers

The ratio of westbound to eastbound cargo is
imbalanced, having grown to 71 : 29 from 66 : 34 in 2001.
In connection with this, the volume of empty containers is
on the increase. Empty containers accounted for 18.4% of
all cargo in 2002. The increase in empty containers does
not only have repercussions for the cost of using containers,
but also has an effect on the efficiency of work at
Vostochny Port. This phenomenon is believed to be caused
by the increase in Chinese cargo, which tends to be headed
in one direction only.

3) A rapid rise in bilateral cargo

Although we can see a dlight increase in transit cargo,
we can also see that bilateral cargo is growing rapidly. The
ratio of transit to bilateral cargo has become almost evenly
divided, shifting from 61 : 39 in 2001 to 48 : 52 in 2002. In
particular, the increase in westbound bilateral cargo
signifies an increase in ROK cargo destined for Central
Asia and Chinese cargo destined for the domestic market in
Russia

4) An active approach on the part of the ROK forwarders
The active approach on the part of forwarders in the

ROK has played a significant part in the increase in TSR
container cargo. Forwarders in the ROK have been creating
a business environment that has strengthened the
competitiveness of the TSR route. For example, the attempt
by multiple shipping companies to become involved in the
Busan-Vostochny shipping route succeeded in reducing’
marine transport fares by encouraging competition. In
addition, the forwarders themselves own containers and
reduce the burden on consignors by allowing them to use
them. In contrast, Japanese forwarders do not have their
own containers, so consignors have to lease containers,
which in turn pushes costs up. Furthermore, major
forwarders receive bulk discounts on rail transport fees.
The ROK's forwarders have been picking up Chinese cargo
at such places as Dalian, Tianjin and Hong Kong,
transshipping it a Busan and then sending it via the TSR
route.

There are several issues that must be dealt with in the
future with regard to the ROK's and China's use of the
TSR, which at present appears to be going smoothly.

1) Transfer of manufacturing sites overseas

Most of the ROK's exporting companies have
domestic production bases, but it is likely that in future
there will be an increasing trend towards shifting
production bases overseas to countries where labor costs
are low, as has been the case in Japan. In this case, the
volume of export cargo originating in the ROK will
decrease and the country may well go down the same path

* Originally, Transorient Shipping Co., Ltd. (ajoint venture between FESCO and Hyundai Merchant Marine) had a monopoly
on the Busan - Vostochny route, but in 2001, other shipping companies were given permission to run services on the route and
around five companies decided to take advantage of this. As a result, the marine transport fares for transit cargo fell by 30-
35%. In contrast, the joint service run by FESCO and Mitsui O.SK. Lines still has a monopoly on the Japan - Vostochny

route.



as Japan.

2) Tariff competition versus All Water
The All Water route, which is the main competitor of

the European Transit route, is moving towards the
introduction of gargantuan ships, so it is possible that they
will go on afurther low-price offensive. On the other hand,
Russian Railways has increased its rates occasionally in the
past. For example, it increased transit fares by about 30% in
January 2003. It announced a further increase in chargesin
October 2003, citing security reasons, but ended up having
to back out of this move due to strong objections among
users. Such fare increases may reduce cost competitiveness.

3) Improvement of the TCR route
The TCR route, which is the main competitor of the

Central Asian route, could well embark upon efforts to
speed up its transport times and improve its level of
service. For instance, China Railways has a plan to increase
the double-track and electrified sections of the railway
between Lianyungang and Alashankou’. It is also looking
into the possibility of running a container block train
between Tianjin and Alashankou, with some cargo already
being transported directly from Tianjin to Alashankou,
without transshipment at Lianyungang Port.

4) Possible challenge from Mongolia

The Mongolian route could become a competitor to
the TSR. Chinese exports to Russia and Finland will
increase further and, if anew Tianjin ~ Ulaanbaatar ~ Ulan-
Ude ~ TSR ~ Europe route were developed, this route
might have an advantage in terms of time, compared with
the existing option of transit to the TSR via Busan.

3. Possible TKR Routesand Plansfor Reconnection

Since the historic North-South summit held in 2000,
when the reconnection and revival of the TKR became the
focus of attention, both Koreas have been involved in joint
efforts to bring the project to fruition. The TKR
reconnection project has an important political significance
as a symbol of North-South cooperation. In addition, the
idea of connecting the TKR and the TSR is being
promoted.

Four Trans-Korean railway lines were constructed
during the Japanese colonial period: the Gyungui Line
(Seoul ~ Sinuiju), the Gyeongwon Line (Seoul ~ Wonsan),
the Mt. Kumkang Line (Seoul ~ Mt. Kumkang) and the
Donghae North Line (Samcheok ~ Anpyun). Unfortunately,
these lines were severed following the division of the
peninsula.

In April 2002, the ROK and DPRK governments
agreed to make the reconnection of the Gyungui Line along
the west coast the highest priority, with the Donghae North
Line along the east coast as the second priority. No
agreements have so far been concluded between the ROK
and the DPRK regarding the reconnection of Gyeongwon
Line and Mt. Kumkang Line. The factors considered in
setting priorities appear to have been the ease and cost of
construction, usefulness after completion and military
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constraints.

| would now like to discuss current status of each line
in terms of their disconnected sections, the progress of
construction work and plans for the future.

1) Gyungui Line
The Gyungui Line is a route that runs to the DPRK

from Busan in the ROK via Seoul, traveling north along the
west coast to Sinuiju and then on to China. Before the
Second World War, this corridor was an important
transport route linking Japan and Northeastern China, but it
had to be severed when the Korean Peninsula was divided
in two. However, since the North-South Summit in June
2000, the momentum for reconstructing the Gyungui Line
between north and south has increased and railway
construction work has taken place on the ROK side. In
September 2002, work to clear mines began on the DPRK
side, with reconstruction of the lines continuing throughout
2003.

Of the 486km stretch between Seoul and Sinuiju, the
12km between Moonsan and the MDL (Military
Demarcation Line) was disconnected before the
reconnection project commenced. In 2002, the Gyungui
Line was extended northwards from Moonsan to Dorasan
on the ROK side. All that remains to be donein the ROK is
construct 1.8km of track in the DMZ (demilitarized zone).
The agreement of the Ministers of Defense of both
countries will be needed before this can take place. The
total cost of construction on the ROK side is estimated at
90.3 hillion won.

Mine clearance work on the DPRK side has been
completed, with construction of the 15.3km stretch between
Gaesung and the MDL scheduled for completion in 2004.
In addition, four-lane 20 meter-wide highway is due to be
constructed in parallel with the Gyungui Line, running
between the unification bridge and the MDL (5.1km) on the
ROK side.

The completion of work on the railway and the road
on both sides of the divide should make trade quicker and
easier, with cargo traveling overland, rather than using
marine transportation, asis the case at present. North-South
trade was worth $402.957 million in 2001, rising to
$641.730 million in 2002. Trade between the two countries
takes place on four regular and irregular shipping routes,
including Incheon ~ Nampo and Busan ~ Rajin. The cost of
marine transport between Incheon and Nampo is about
$720/TEU, but it is estimated that this would fall to
$200/TEU if the Gyungui Line were used, and the journey
time is also expected to decrease considerably. The most
immediate use for the Gyungui Line could be the transport
of industrial materials between the ROK and the planned
Gaesung Industrial Park.

Furthermore, there is potential for the Gyungui Lineto
be used for trade between the ROK and Northeastern
China, providing an alternative to the marine transport on
which the ROK is currently dependent.

2) Gyeongwon Line
There are a number of possible options for a route

° 76.6% of the TCR (4,100km between Lianyungang and Alashankou) is double-track, but only 28.8% is electrified.
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Disconnected Sections of the TKR

Route Disconnected sections Dl(ir?gce Progress
Gyungui Line (Seoul~Sinuiju) ROK: Dorasan~MDL 18 Completed
DPRK: Gaesung~MDL 15.3 Under construction
Gyeongwon Line (Seoul~Wonsan) ROK: Shintanri~MDL 16.2
DPRK: Pyonggang~MDL 14.8
Mt. Kumkang Line (Seoul~Mt. Kumkang) ROK: Chulwon~MDL 325
DPRK: Nekumkang~MDL 84.1
Donghae North Line (Samcheok~Anpyun) ROK: Cheojin~MDL 9.0 Under construction
ROK: Chegjin~Gangnung 127.0 Planned
DPRK: Onjungri~MDL 18.5 Planned
Donghae Central Line (Samcheok~Pohang) ROK: Samcheok~Pohang 171.0 Planned

running up the east coast of the Korean Peninsula to Rajin
via Wonsan in the DPRK and Khasan in Russia. Initialy,
several routes linking Seoul and Wonsan were proposed.
These included the reconstruction of the Gyungwon Line,
the use of the Gyungui and the Pyongra (Pyongyang ~
Rajin) lines, and a line branching off from the Gyungui
Line. Russian experts have carried out field studies into
some of these options,® but it was agreed in April 2002 that
the reconnection of the Gyeongwon Line would be
assigned a low priority, mainly due to the presence of
military facilities along the Gyeongwon Line on the DPRK
side. Instead, it was agreed in April 2002 that the Donghae
Line between north and south should be connected.

31km of the 222km Gyeongwon Line between Seoul
and Wonsan is disconnected: 16.2km between Shintanri
and the MDL on the ROK side, and 14.8km between
Pyonggang to the MDL on the DPRK side. The
construction plan was drawn up in the ROK, with the cost
of the work estimated to reach 86.8 billion won.

3) Mt. Kumkang Line
On the Mt. Kumkang Line, the sections between

Chulwon and the MDL (32.5km) on the ROK side, and
Nekumkang and the MDL (84.1km) on the DPRK side are
disconnected. The ROK side has drawn up a plan for
construction work, but there are no plans to reconnect this
line at present.

4) Donghae North Line

As mentioned above, it was agreed in April 2002 that
the Donghae Line between north and south should be
connected. In September 2002, a ceremony was held
simultaneously on both sides of the border to commemorate
the commencement of work on the Gyungui and Donghae
lines.

The line is disconnected between Cheojin and the
MDL (9.0km) on the ROK side, and between Onjungri and
the MDL on the DPRK side. The ROK is planning to
construct a single-track line on its own side, at an estimated
cost of 74.8 billion won.

The DPRK side appeared to have finished clearing
mines by the end of 2003, and construction work is
expected to continue on both sides in 2004. Furthermore,
the ROK is planning to extend the line southward as far as
Busan. More specifically, the Donghae North Line will be
extended from Cheojin to Gangnung (127km), with the
Donghae Central Line being constructed between
Samcheok and Pohang (171km) by 2010. Along with the
existing sections, these new sections of track will permit
direct rail transportation from Busan to Russia via
Gangnung and Wonsan. The total cost of construction is
estimated at 2,441.2 billion won.

Even assuming that the entire Donghae Line is
completed, it is thought unlikely that it will carry many
passengers or much cargo between North and South, due to
the geographical conditions. It could, however, be used for
international transportation.

Firstly, a route linking the ROK with China's Jilin
Province, via Chongjin and Rajin in the DPRK section of
the Tumen River area, is conceivable. Yanbian Prefecture,
in the east of Jilin Province, is home to many ethnic
Koreans and many ROK companies have established bases
there. At present, a marine route is used for transporting
cargo between the ROK and Yanbian, but it would be
possible to transport it overland if this route were
completed.

The second possibility is that of connecting the ROK
with Russia's Primorsky Territory. There is potential for the
connection of the Donghae Line with the TSR. Thiswill be
discussed later.

4. Linking the TKR and the TSR

Now let us consider the potentia for and profitability
of linking the TKR, upon which work has aready started,
and the TSR.

There are four possible routes. The first three use the
Gyungui Line and China's railways, while the fourth uses
the Donghae Line.

® According to a media source in the ROK (JoonAng llbo, April 8, 2002), Russia and the DPRK conducted a joint study of
the 700km between Tumangang, Wonsan and Pyonggang, concluding that 130 tunnels and 742 bridges require immediate
repair work and estimating the total cost for repair work at $2.2 billion.
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Possible Routes Linking the TKR and the TSR

Name Route

Distance

(km) Transshipment point

Manzhouli/ Zabaikalsk | Sinuiju ~ Dandong ~ Shenyang ~ Harbin ~ | 8,437(Dandong~ Moscow) | Manzhouli/ Zabaikal sk
Manzhouli ~ Zabaikalsk ~ Chita~ TSR

Kazakhstan ~ Russia~ TSR

Mongolia Sinuiju ~ Dandong ~ Shenyang ~ Beijing ~ | 9,007(Dandong~ Moscow) | Erenhot/ Zamyn-Uud
Erenhot ~ Zamyn-Uud ~ Ulaanbaatar ~
Naushki ~ Ulan-Ude ~ TSR

TCR Sinuiju ~ Dandong ~ Shenyang ~ Beijing ~ | 9,735(Dandong~ Moscow) | Alashankou/ Druzhba

Zhenzhou ~ Alashankou ~ Druzhba ~

Tumangang/ Khasan

Ussuriysk ~ TSR

Wonsan ~ Rgjin ~ Tumangang ~ Khasan ~ | 9,437(Khasan~ Moscow)

Tumangang/ Khasan

1) Manzhouli/ Zabaikalsk route

This route acts as an extension to the Gyungui Line,
connecting the Korean Peninsula and the TSR via
Northeast China. Starting from Sinuiju, the northern end of
Gyungui Line, and passing through Dandong, Shenyang,
Harbin and Manzhouli, before crossing the border to
Russig, the route meets the TSR at Chita. The distance is
8,437km from Dandong to Moscow or 9,382km from
Busan to Moscow. This route is the shortest of the four
options, but has the following drawbacks:

i) Transshipment is required at the Manzhouli /
Zabaikal sk border crossing due to the gauge difference
between China and Russia. The existing transshipment
station can be used, but the border station is often
crowded and it takes more than 2 days to cross the
border.

ii) The route uses the Chinese railway for about 1,800km.
Some sections are crowded, such as Shenyang ~
Harbin, and it will be necessary to obtain the
cooperation of Chinese Railways before container
block trains can be run.

iii) The route crosses two national borders - DPRK/China
and China/Russia - as well as the frontier between the
two Koresas.

2) Mongoaliaroute
This route runs through China and Mongolia, from

Sinuiju to Ulan-Ude, passing through Dandong, Shenyang,
Beijing, Erenhot, Zamyn-Uud, Ulaanbaatar and Naushki.
The total distance is 9,007km between Dandong and
Moscow, or 9,952km between Busan and Moscow. This
route is about 500km longer than the Manzhouli /
Zabaikal sk route, and the following factors should be taken
into consideration:

i) Transshipment isrequired at the Erenhot / Zamyn-Uud
border crossing, due to the gauge difference between
Chinaand Mongolia. There is a modern transshipment
station at the border, which is used for the container
block trains that run between Tianjin and Ulaanbaatar.

ii) This route passes through one of the most crowded
sections of the Chinese railway, between Beijing and
Shenyang. It will be necessary to obtain the
cooperation of Chinese Railways before container
block trains can be run.

iii) Mongolia has only single-track railway lines.
iv) The route crosses three national borders, as well the

frontier between the two Koreas.

3) TCR route

This route runs from Sinuiju to the TSR via Dandong,
Shenyang, Beijing, Zhenzhou, Alashankou, Druzhba, and
either Lokot or Petropaviovsk. The estimated total distance
is 9,735km between Dandong and Moscow, or 10,680km
from Busan to Moscow. The total distance will depend on
the specific routes taken in Kazakhstan and China. This
route is the longest of the three that use the Gyungui Line
and has many drawbacks:

i) Transshipment is required between Alashankou and
Druzhba due to the gauge difference between China
and Kazakhstan. This border crossing is notorious for
time-consuming CIQ procedures.

ii) The route uses the Chinese railway for about 6,000km,
so it will be necessary to obtain the cooperation of
Chinese Railways before container block trains can be
run. There is concern that railway tariffs may rise due
to the long distance involved.

iii) The route crosses three national borders, raising
concerns about efficiency in border-crossing
procedures.

4) Tumangang/ Khasan route

This route connects the east coast of the Korean
Peninsula with the Russian Far East via Rajin, Tumangang,
Khasan and Ussuriysk by rail, without once requiring cargo
to be loaded onto a ship. The total distance is 9,437km
from Khasan to Moscow, or 10,737km from Busan to
Moscow. Although the total length is longer than the three
routes that use the Gyungui Line, the route may have the
edge on them, in that it does not transit China or Mongolia.
In fact, Russian Railways have great expectations for this
route because, if cargo could be sent from the ROK by rail
via the DPRK, marine transport fees would not be required
and it would be possible to make it more price competitive
than the current route, which combines marine and TSR
elements. However, many problems are likely to be
encountered in devel oping this route:

i) Transshipment is required at Tumangang / Khasan
border due to the gauge difference between the DPRK
and Russia and a transshipment station would have to
be constructed for this purpose.

ii) The DPRK's domestic railways, especially the
Pyongra Line, which passes along the east coast, are




ERINA REPORT Vol. 56 2004 February

extremely dilapidated single-track lines, so a vast
amount of investment would be required before block
trains could run on them. The Pyongra Line contains
many tunnels, bridges and steep curves.

iii) About 800km of this route runs through the DPRK, so
cargo from the ROK would have to pay transit fees to
the relevant authority in the DPRK. In addition, the
trains would have to travel some 500km within the
ROK from Busan, thereby pushing up rail transport
costs.

iv) It would be necessary to construct new railway
facilities on the ROK side, as mentioned before.

v) Reconnection work on the Donghae North and Central
lines has already been delayed, reflecting their lower
priority compared with the Gyungui Line.
Consequently, it is difficult to predict when the
Donghae Line will be reconnected.

5. Obstaclesto Continental Linkage
Let us now look at common problems affecting the
possible routes.

1) Railway conditions and power shortages in the DPRK
One potential obstacle to all four routes is the fact that

North Korea's railways are beset by technical problems that
could prevent container block trains being run.

The DPRK's railway system lags far behind that of the
ROK in terms of double-track rails and automatic signaling
systems, although a greater proportion of the railways in
the DPRK is éectrified than in its southern neighbor. The
DPRK uses an electric traction system (DC3kv), while the
ROK combines a different type of electric system
(AC25kv) with diesel locomotives, so some means of
switching between these two systems will be required when
connecting the railways of the two countries.

Furthermore, the DPRK's domestic rail network
consists of extremely dilapidated single-track lines, so a
vast amount of investment would be required before block
trains could run on them. The question is, who will provide
the financial assistance that the DPRK requires in order to
upgrade its railways?

Furthermore, although the railway is electrified, the
DPRK's trains often come to a standstill due to power
shortages. This fundamental stumbling block must be
solved before block trains can run through the DPRK.

2) Different gauges
Two different types of gauge are used for railways in

the region, making transshipment necessary wherever these
two types meet. Formerly Soviet countries (Russia, Central
Asian states, etc.), Mongolia and Finland use broad gauge

(1,520mm) rails, while China, the Korean Peninsula and
Europe (other than Finland) use standard gauge (1,435mm).
Therefore, transshipment occurs at the borders between
China and Russia, China and Kazakhstan, and the DPRK
and Russia. Transshipment is time-consuming as well as
costly in most cases.

3) Border crossing
With regard to the soft aspects of border crossing as

well, there are many borders that are inefficient in terms of
procedures (Customs, Immigration and Quarantine) and the
time required to complete them. In particular, in Russia and
Kazakhstan, there are problems with the efficiency of
border-crossing and customs inspection procedures.

Generally speaking, the greater the number of
discontinuous points, the lower the efficiency of multi-
modal transportation.

4) Cooperation with neighboring countries
International cooperation is necessary in linking the

railways of adjacent countries. China's cooperation is
particularly important in the three possible routes using the
Gyungui Line, since busy sections of its railways would
need to be used. Furthermore, collaboration with Mongolia
is necessary in the Mongolia route, while Kazakhstan's
cooperation iskey in the TCR route.

5) Economic competitiveness
The success of these four overland routes connecting

the TKR and TSR will depend on whether the new routes
would be economically competitive with such existing
routes as All Water or the combined marine and TSR route.

Some people assume that, if cargo could be sent from
the ROK by rail without once loading it onto a ship, marine
transport fees would not be required and the route could be
made more price competitive than the current combined
marine and TSR transport system. However, the overland
routes have to cover long distances. In particular, the TCR
route will run along Chinese Railway's track for 6,000km.
What kind of fee will have to be paid to China Railway?
Similarly, the railway authorities of Kazakhstan, Mongolia
and the DPRK could charge fees for the transit of block
trains. The higher these fees, the less competitive the route
will be.

Another question is how much would Russian
Railways charge for using the shorter section of the TSR in
the cases of the three routes that use the Gyungui Line?
Unless their charges are much lower than the current transit
fee applied from Vostochny, the three routes will not be
competitive.

In order to obtain a redistic idea of through rates, a

Comparison of the Railway Systems of the ROK and the DPRK (2002)

ROK DPRK
Total length of track 3,129 5,214
% Double-track 321 3
% Electrified 214 79
% Automatic signal system 274 12
Traction method Electric (AC25kv) or Diesel Electric (DC3kv)

Source: Korea Railroad Research Institute



consultative team incorporating representatives of each
railway authority should be established.

6) Opposition from the maritime industry

In the combined marine and TSR route used at
present, maritime industries such as shipping companies
and ports have important roles, both in the ROK and the
Russian Far East. In other words, the existing route
generates many jobs as well as high profits in East Asia,
including the Russian Far East. Were the marine section of
inter-modal transportation to be replaced by rail transport,
profits in the maritime industry would be slashed, resulting
in massive job losses. Vostochny Port, for instance, might
lose its major container business. It is highly likely that
these industries, as well as the governments of the areas in
which they are based, including Primorsky Territory, will
take political action to defend their livelihoods. It is
unlikely that Moscow will be able ignore the anguished
appeals of even the more far-flung regions of the country.

6. Conclusions

1) The proposed overland routes connecting the TKR and
the TSR pose many problems. It is necessary to conduct
thorough studies of the technical and economic
difficulties. The highest priority has to be assigned to a
survey of the condition of railway infrastructure in the
DPRK; this should be conducted by a multilateral team
of experts.
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2) International cooperation with China, Mongolia and
Kazakhstan is necessary in order to make plans for the
overland routes that function as an extension of the
Gyungui Line.

3) An improvement in the political and economic
environment of the DPRK is a prerequisite for
connecting the TKR and the TSR, especialy via the east
coast route. This will be the key to obtaining
international financial support for improving railway
infrastructure in the DPRK.

4) Russia and the ROK cannot ignore the impact that
improved cross-border rail links would have on maritime
industries.
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Technical Cooperation Through Peer
Partnership -
A New Japanese Approach to Aid Delivery:
Local Government asan Actor

Hitoshi Y oshida
Visiting Researcher, ERINA

1. The Internationalization of Japan's Local
Authorities

1) Intrinsic Changes in the Japanese People

The number of Japanese leaving Japan to go overseas
in 1998 was 15.8 million (1 person in 8 each year). In the
same year, the number of foreigners registered as resident
in Japan was 1.51 million (1 person in every 80 living in
Japan). Consequently, the number of international
marriages (in which one spouse is Japanese and the other of
foreign nationality) is rising rapidly: in fiscal 1997 the
figure for the whole of Japan stood at 28,251 marriages (1
in every 27 marriages), with the greatest number taking
place in central Tokyo, where 7.9% (or 1 in 12) of all
marriages were international ones. Japan can no longer be
described as aracially homogenous nation.

2) The Scale of International Activities

A) As of 1st April 1998, Japan's local authorities had
concluded sister city agreements with 1,304 local
authorities in 58 countries. Although this is only about
60% of the figure for the United States, it is about 80%
of the figure for the European Union (comprising 15
countries) and about 1.4 times and 4 times higher than
the figures for Chinaand South Korea, respectively.

B) Spending on international projects by local authorities



has run into more than 100 billion yen for the nine years
from 1993, and is equivalent to one-seventh of the
budget of the Ministry of Foreign Affairs (Table 1). Of
this, spending on international cooperation projects rose
from 7 to 8% of total spending on international projects
from 1994. This is equivalent to just one-hundred-and-
fiftieth of the Japanese government's ODA' budget for
international cooperation, but it is one-tenth and half the
size of Austria's and Luxembourg's international
cooperation budgets, respectively. When considered on
a global scale, Japan's local authorities have been very
dynamic in their international activities.

2. Changes in the Attitude of the Government and
the Diet Towards L ocal Authorities

1) The Japanese Government's Objectives in Cooperating
with Local Authorities

A) Applying to ODA the know-how held by local
authorities with regard to such issues as local
government, city administration and public services. In
doing so, it was trying to develop programs that directly
target local citizens in developing countries and
improve the quality of international cooperation
projects.

B) Strengthening the complementary relationship between
the government and local authorities, and promoting the
participation of local groups and citizens at the local
authority level. In doing so, it was seeking to achieve
good PR in the eyes of the Japanese people, as well as
increasing the organizational strength of international
cooperation groups.

2) Changes Related to the Government (Figure 1)

A) Since 1998, the government's views about ODA
implemented by local authorities have changed for the
better. In 1998, the Ministry of Foreign Affairs, the
Cabinet and an upper house research group successively
advocated partial cooperation with local authorities in
thefield of ODA.

B) As aresult, the Medium-Term Policy on ODA (2000 -
2004) was endorsed by the Cabinet in 1999. This policy
referred, albeit briefly, to cooperation with local
authorities.

3) Changes Related to the Diet

In 1998, the Upper House Advisory Committee on
Foreign Affairs compiled a twenty-point proposal regarding
ODA and outlined the essential features of a basic law on
ODA. In relation to aid in which the Japanese people can
participate, it cites the importance of strengthening
collaboration with local authorities. In response to this, the
ruling Liberal Democratic Party established an
investigation team to consider a basic law on ODA (chaired
by Ichita Yamamoto); this team is looking into various
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aspects of such a law, including cooperation with local
authorities.

4) Changes Related to Governmental Cooperation
Organizations

A) In 1999, the Japan International Cooperation Agency
(JICA), which administers grant aid, established a
domestic projects division. It has strengthened
collaboration with local authorities and NGOs through
such activities as the hosting of trainees, the dispatch of
experts and the creation of project plans.

B) In 2001, the Japan Bank for International Cooperation
(JBIC), which administers the loan side of Japan's ODA
program, began providing yen loans with the
collaboration of local authorities.

3. Sectors in Which Local Authorities Implement
Cooperation

1) Outline

A) Around 10 cooperation projects are implemented by
each prefecture every year. If those implemented by the
municipal authorities below prefectural level are
included, the figure for international cooperation
projects implemented annually by local authorities
stands at almost 1000.

B) Local authorities' international cooperation activities
have focused on such areas as environmental
conservation, healthcare, education, agriculture,
regional development, disaster relief and the protection
of cultural assets. The following is an overview of
projects in the environmental conservation, healthcare
and agriculture fields, which are the most common
sectors for local authority assistance.

2)Environmental Conservation

A) The majority of projects fall into the environmental
conservation category. International cooperation in this
field mainly takes the form of technological transfer and
human resource development through the dispatch of
experts and the hosting of trainees.

B) Other forms of cooperation in this field include joint
research into environmental conservation measures and
cooperation in creating environmental conservation
plans. One example of this is the Dalian Model
Environment Zone Development Plan (1996 - 2000),
which was implemented by Kitakyushu and the Chinese
city of Ddlian.

C) There are also many nature conservation projects, such
as tree-planting projects. One example of this is the
Yellow River Friendship Forest Collaboration Project
(1998 - 2002), which was implemented by Y amaguchi
Prefecture and Shandong Province.

3) Healthcare
A) The next most common field in which projects take

1

ODA stands for official development assistance and is the generic term for the Japanese government's international aid to

developing countries. It is broadly divided into grants (money given as a gift) and loans (which have to be paid back with a
low sum of interest). Japan's ODA budget for 2002 was 910.6 billion yen, accounting for about a quarter of the total global

ODA budget.
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place is healthcare. The main forms of cooperation are
the dispatch of experts and the hosting of trainees.
However, there are also many joint research projects.
One example of this is the Prostate Cancer Early
Detection and Early Diagnosis Project, which was
implemented by Miyagi Prefecture and Jilin Province.
Projects in the healthcare field aso include the transfer
of public health systems as well as education and
dissemination activities. One example of this is the
Mother and Child Health Card Project being
implemented in Indonesia by Saitama Prefecture.

B

~

4) Agriculture

A) In the field of agriculture as well, the main forms of
cooperation are the dispatch of experts and the hosting
of trainees, with the aim of achieving technological
transfer. In addition, there are many joint research
projects aimed at improving crop varieties and
cultivation technology.

B) Technological transfer mainly focuses on the transfer of
cultivation technologies for specific crops. One example
of this is the Project to Support the Self-Reliance of
Y oung People in Mongolian Agriculture (2002), which
was implemented by Shariki Village in Aomori
Prefecture and Dornot Aimag in Mongolia.

C) There are also many joint research projects that will
have mutual benefits. One example of this is the Joint
Research Project Aimed at Selecting Chinese-Grown
Soybeans Suitable for Processing (1998), which was
implemented by Niigata Prefecture and Heilongjiang
Province.

5) Overall Characteristics

A) Cooperation takes place in fields that fall within the
remit of local authorities domestically as well, such as
environmental conservation, agricultural technology,
urban planning and the protection of cultural assets, and
involve the transfer of know-how and technology
relating to 'public goods.

B) In addition to independent projects implemented by
local authorities, the number of international
cooperation projects that involve society as a whole,
including NGOs, research institutes, educational
institutions and businesses, isincreasing.

C) Hard cooperation projects, such as those involving the
construction of facilities and the provision of expensive
equipment, tend to be small in scale and few in number.

D) Characteristics of local authority projects not seen in
ODA include cooperation projects based on the
assumption that they will benefit both parties, such as
joint agricultural research.

4. Case Study: Medical Cooperation Between
Niigata Prefecture and Heilongjiang Province

1) Overview of International Cooperation

A) In 1979, Niigata City, the capital of Niigata Prefecture,
concluded a friendship city agreement with Harbin, the
capital of Heilongjiang Province. In 1983, Niigata
Prefecture signed a friendship treaty with Heilongjiang
Province. Since then, based on that treaty, both sides
meet each year to discuss the content of their

cooperative initiatives and it has evolved into a dynamic
relationship.

B) One example of this is fact that between 1984 and the
end of 2001, Niigata Prefecture hosted a total of 181
government-funded students (and trainees) from
Heilongjiang Province. In addition, Niigata City has
hosted 71 government-funded students from Harbin.

C) Itisnot only loca authorities of Niigata Prefecture that
are involved in international exchange. For example,
more than 30 groups play a supporting role in Niigata
City's international exchange and cooperation activities
with Northeast Asia, including three research ingtitutes,
five universitiesand 21 NGOs (Figure 2).

2) Heilongjiang Province and Harbin City Medical
Technology Cooperation Project

A) The aim of this project, in which Niigata and
Heilongjiang are equal partners, is the transfer to both
sides of medical technology relating to leukemia.

B) Japanese hospitals, which are skilled in Western

medicine, will provide Western therapeutic techniques

for leukemia to the Chinese side. At the same time, they
will receive information about treatments that use
traditional Chinese medicine. This will lead to an
improvement in medical technology in both Japan and

China, as well as improving the welfare of the citizens

of Niigata Prefecture.

In October 2001, a group from the Prefectural Cancer

Center made a study visit to China and engaged in the

exchange of medical technology with Heilongjiang

Provincial Hospital. During this visit, a specialist doctor

gave a lecture on the chemotherapy treatment of

leukemia; this lecture was well received and became the
catalyst for the cooperation project.

D) The prefectural government took on the role of
coordinator in 2001 and a regional cooperation group
was established, comprising representatives from major
medical institutions within the prefecture, such as
Niigata Prefectural Cancer Center, Niigata University
and Niigata Citizens' Hospital. Niigata Prefecture then
applied to the Japanese government for funding as an
ODA project.

E) In 2002, this project was adopted as one of the Japanese
government's ODA projects. At present, it is a three-
year plan running from 2002 to 2004, with
technological transfer due to be implemented using the
ODA budget. In fiscal 2003, a team of Chinese doctors
and nurses has spent six months in Niigata, while a
team of Japanese doctors and nurses was dispatched to
Heilongjiang for a shorter period.

C

~

5. Conclusion and I ssues

1) Japan's loca authorities are involved in the transfer of
technology and know-how regarding 'public goods'
through international cooperation in fields that fall
under their remit in Japan as well, such as
environmental conservation, healthcare and agricultural
technology. In particular, they have begun to play a
vital role in cooperation that directly targets local
citizensin the recipient country.

2) However, given the severe economic downturn, it is



becoming difficult to gain the Japanese people's
approval for international cooperation, as it does not
contribute directly to improving their lifestyles.

3) In particular, the following two actions are necessary in
order to promote cooperation in which local citizens can

participate.

A) Expanding the use of the central government's ODA
budget and relieving the burden on local finances.

B) Contracting out projects as much as possible, in order to
promote the involvement of NPOs, universities and
research institutes in international cooperation. Greater
disclosure of information about contracting systems,
standards for selection and evaluation methods are

needed.

4) Thus, it is necessary to strengthen regional cooperation
between the government, local authorities and NPOs.
By doing so, it is anticipated that an increased spillover
effect will be seen to arise from ODA, from the
government to local authorities, and thence to provincial

NPOs.

Figure 1. Amount of Spending on International
Projects Independently Funded by L ocal
Authorities (Initial Budget)

150,000
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Table 1. New Trends in the Government and Diet:
Cases Where International Cooperation by
L ocal Authorities has been Affirmed

Date

Details

Jun 1997

Jan 1998

27 Jan 1998

Economic Planning Agency Committee
on Economic Cooperation PolicyC 0 00
000000 Oreleases Towards Sustainable
Economic Cooperation0 00000000
oDoooog

Economic Planning Agency Committee
on Economic Cooperation Policy releases
Towards Further Reforms of Economic
CooperationD 00D OOO0OODOOOOO
oo

Council on ODA Reforms for the 21%
Century (Advisory Body to the Minister
for Foreign Affairs) releases its Final
Report
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03 Jun 1998

17 Sep 1998

Oct 1998

1 Aug 1999
Nov 2000

Dec 2001

4" House of Councillors Committee on
International Issues0 0000000000
0000 Mmdeliversits Final Report to
Chairman Saito, proposing strengthened
Diet participation in ODA and the
drawing up of an outline of a draft Basic

Law on ODA.

LDP House of Councillors Project Team
on the Basic Law on ODADOOOOODO
oDAODDODODNDOODOOODO
(Chaired by Ichita Yamamoto),
Announcement of a draft Basic Law on
ODA (the Y amamoto Draft)

JICA International Cooperation Training
Centre0000000000OO0Oreleases its
1999 Basic Survey on Promotion of the
Community Participation Model of
Cooperation - Participation of Local
Authorities in International Cooperation
Projects. Phase 1 Report

Release of the Interim Report on ODA
JCA International Cooperation Research
Centre releases its Participation of Local
Authorities in International Cooperation
Projects. Phase 2 Report

Japan Bank for International Cooperation
(JBIC) commissions a Survey of Local
Authority Involvement from Mitsubishi
Research Ingtitute

Table 2. Organizational Chart of International

Cooperation
International Japanese Private Aid
Ingtitutions Governmental Foundations
7 ODA L
A
Grant| |Project Grant| |Project Grant| |Project
Application Application Application
A4
Local
Authorities
A
Grant | | Project Application
Disclosure of Information | | Project Cooperation
A 4

Regiona Groups
Companies, NPOs,
Universities, Research
Institutes, Individuals, etc.
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m Donors Endorse Mongolia's New
Framework for Poverty Reduction and
Pledge US$335 Million for the Coming Year

Enkhbayar Shagdar, Visting Ressarcher, Research Divison, ERINA

1. Brief overview

The 10th Consultative Group (CG) Meeting for
Mongolia was held on November 19-21, 2003 in Tokyo.
Donors from 16 countries and 14 international
organizations, as well as representatives of the private
sector and civil society, met with Mongolian ministers and
officials to review progress on the economy over the past
year, to discuss critical issues facing the government in the
coming year, as well as to improve implementation and
enhance partnerships in order to achieve better results.
Initiated by the Japanese government, these meetings began
to be held in 1991 and Japan has hosted seven of the ten
meetings that have taken place so far. It was decided that
further meetings will be held in Mongolia, with the next
meeting due to take place in Ulaanbaatar in November
2004. Donors pledged a total of US$335 million to support
Mongolia's development effortsin the coming year.

The meeting began with informal discussions on
donor coordination and aid effectiveness over the past
decade, with progress being made on key thematic
discussions concerning the Millennium Development Goals
(MDGs), governance, and urbanization. The two days of
formal sessions were opened by the co-chairs, H.E. Ch.
Ulaan, Mongolian Minister of Finance and Economy, Mr.
lan Porter, World Bank Country Director, and Mr.
Masatoshi Abe, Senior Vice-Minister for Foreign Affairs,
representing the hosts.

Mongolian Prime Minister Mr. N. Enkhbayar gave a
closing address to the CG meeting, thanking the donor
community for its generous support for the developmental
efforts of Mongolia since the early 1990s and reconfirming
his government's commitment to continuing its agenda for
private sector-led growth and sustainable development. He
also emphasized the need to shift from managing transition
to managing sustainable development.

2.The Shift from Managing Transition to
M anaging L onger-Term Development

At the meeting, the government of Mongolia presented
its Economic Growth Support and Poverty Reduction
Strategy (EGSPRS) - the government's own vision for
growth, poverty reduction, and the achievement of the
MDGs that will guide both its own programs and donor
support. Delegates stressed that the government and donors
must focus on trandating the EGSPRS into specific sectoral
and cross-sectoral implementation plans to boost economic
growth and reduce poverty and rising inequality. Donors
commended Mongolia's progress on stabilizing the
economy and achieving continued improvements in
economic growth; GDP growth in 2003 is projected to
reach 5.3%.

Mr. Ch. Ulaan emphasized that the key challenge now
for Mongolia is the implementation of the EGSPRS in
order to support the shift of focus from managing the

transition to managing longer-term development. This
longer-term development strategy will focus on
ecologically and economically sustainable growth in
agriculture, mining, industries involved in the processing of
raw materials of agricultural origin, tourism and other
services. The EGSPRS will form the platform for the
medium-term strategy for Mongolia and it is vital to
enhance not only the government's efforts to reduce
poverty, but aso the roles of NGOs and the private sector,
which have begun to take the lead in the country's
economic development process.

Delegates welcomed ongoing reforms in the public
sector and encouraged the government to deepen public
sector reforms and stressed the need for greater private
sector-led investment and job creation in order to promote
continuous economic growth. The importance of continued
improvement in the investment and business environments
for the private sector, ensuring fairness, transparency, and
an appropriate regulatory framework, as well as continued
attention to good governance was emphasized, along with
the necessity of raising public sector productivity and
efficiency, rationalizing the size of government, and
improving transparency and accountability in the
implementation of budgets. Other key issues include the
development of a sound public investment program linked
to the budgetary process that will prioritize investment, and
achieving a more optimal mix of investment in key
infrastructure and service delivery systems.

Delegates commended the government for its progress
in judicial reform and encouraged it to build upon this,
noting the importance of greater transparency, participation
in and the dissemination of information to civil society,
strengthened public complaint mechanisms, and the
effective combating of corruption. Poor collaboration with
civil society with regard to government policies, programs
and interventions were condemned at the meeting, in the
statement made by the representative of Mongolian civil
society.

The government and donors emphasized the
importance of rural development and service provision in
order to reduce poverty and achieve the MDGs, and
emphasized the necessity of addressing the needs of the
most vulnerable groups, especially children in difficult
circumstances. The UNDP's Mr. Hafiz Pasha, Assistant
Secretary General and Regional Director for Asia Pacific,
expressed his concern over the government's plan to
privatize social services and underlined the need for the
government to take on greater responsibility by setting and
overseeing national standards to guarantee access by
vulnerable citizens to quality health and education services.
Furthermore, he highlighted the fact that many laws
regulating the use of economic resources and services,
which were adopted during the course of economic reform
programs, hardly give any consideration to access by
vulnerable groups to productive resources. In order to
prevent further marginalization of these groups, which
currently account for over a third of the population, it is
important to ensure that they have access to productive
assets, including information. Prior to the Constitution
adopted in 1992, there were around 30 laws in Mongolia,
mostly regulating administrative, family or criminal



matters, but now there are 264 laws regulating all aspects
of lifein Mongolian society.

Delegates al so agreed that attention needs to be paid to
the challenges of rapid urbanization and urban poverty.
Donors commended the government's efforts in this area,
including the fruitful dialogue during the June 2003
Ulaanbaatar City Development Conference. Internal
migration from rural to urban areas, especially to
Ulaanbaatar, has increased over the past 2-3 years due to
livestock losses arising from consecutive dzuds in recent
years and the lack of employment opportunities in rural
remote areas; if this trend continues, half of the population
will live in Ulaanbaatar by 2015. The majority of migrants
is aged between 15 and 40 and represents a significant
share of the urban unemployed. A representative of the
ADB emphasized that the challenge for the government is
to adjust the alocation of scarce resources in response to
these population shifts. This migration may be viewed as an
opportunity driven by market forces rather than a problem,
with new residents driving economic growth in urban areas.

3. Coordinating Aid and Making it Mor e Effective

Implementing the EGSPRS effectively will require
more efficacious use of both domestic and external
resources. As Mr. Hafiz Pasha (UNDP) noted, the EGSPRS
alows all partners to make a start on making policy more
coherent, even though it is not fully geared towards
effective poverty reduction and the implementation costs of
the EGSPRS and MDGs have yet to be estimated.

Mr. Motohide Y oshikawa, Deputy Director-General of
the Economic Cooperation Bureau, Ministry of Foreign
Affairs briefly outlined the ODA Japan has provided to
Mongoliain the past and its role in the country's economic
development since 1991. Mr. Yoshikawa said that Japan
provided roughly 70% of major bilateral ODA and 43% of
total ODA to Mongolia during the last decade, explaining
that Japan's assistance was initially extended as a response
to emerging needs faced by Mongolia in its politica and
economic transition period, while later assistance shifted its
focus to medium- and long-term development needs, such
as developing infrastructure in the energy, transport and
telecommunications sectors, as well as funding human
development. Furthermore, he stated that Japan has
recently revised its ODA Charter to call for more effective
and efficient implementation of its devel opment assistance.
Consequently, in consultation with the Mongolian
government and other stakeholders, Japan is currently
formulating a 5-year Country Assistance Plan for
Mongolia, which is due to start in 2004. Mr. Y oshikawa
also commended the plan for its timeliness and
compatibility with the recently compiled EGSPRS.

During the CG meeting, the Ministry of Finance and
Economy of Mongolia presented a report entitled "ODA
Contributions and their Effectiveness for Mongolia".
Mongolia began to receive ODA in 1991 and had received
a cumulative total of US$2.4 billion by the end of 2002; of
this, grants accounted for 51.8% (Figure 1). In addition,
US$119.5 million was provided in the form of commercia
loans.

In the report, the effectiveness of ODA was evaluated
according to the 3 stages of economic development that
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have been experienced since the country began its
transition to a market economy. These are: (i) overcoming
economic crisis: 1991-1993; (ii) establishing the basis for
further economic growth: 1994-1999; and (iii) improving
the economic structure and reducing poverty: 2000
onwards. It concludes that the ODA received by the
Mongolian government was both necessary and generally
effective. The report states that "Development assistance
provided by the donor community has become "a
germinating seed" for overcoming the economic crisis and
the transition to a market based economy, and has thus
played an important role as the basis for accelerating the
transition process and establishing sound foundations for
further development”.

Figure 1. ODA Disbursementsto Mongolia 1991-2002

T

300.0
91 | 92 | 93 | 94 | 95 | 96 | 97 | 98 | 99 |2000 2001|2002
[JGrants| 45.7| 50.5/123.8|119.3(140.3|108.3| 98.6|102.8{125.3| 94.6|125.8| 87.2
[Loans |110.8| 87.6| 71.3|101.6| 69.2| 79.5|144.7|104.6|113.0| 79.0| 87.1| 87.2

200.0 =

0.0

Source: Ministry of Finance and Economy of Mongolia "Effectiveness and
Contributions of Official Development Assistance for Mongolia*
prepared for the Mongolia CG Meeting 19-21 November 2003,
Tokyo.

Donor representatives also made statements regarding
the effectiveness of aid to Mongolia based on their own
evaluations, with mixed results. The ADB's Country
Assistance Program Evaluation (CAPE) was carried out to
evaluate the bank's activitiesin Mongoliain the past decade
and examine the appropriateness of the projects and
programs based on a sound strategy and timely sector
analyses. According to the CAPE, ADB assistance to
Mongolia lacked a guiding strategy in the early years and
the focus was placed on urgent infrastructure rehabilitation.
Although a multi-year strategy was formulated in the later
stages, there was a clear gap between project design and
analysis, as well as thematic and economic studies.
Furthermore, it noted the existence of a problem with
regard to donor coordination. This year, JCA, USAID and
GTZ have all rolled out new strategies for their
development assistance to Mongolia; the World Bank and
ADB are going to do the same in the coming 6 to 8 months.
"How well we coordinate our future work will be a major
determinant of our effectiveness, | believe," said the ADB
representative.

The UNDP representative emphasized that, "...loans
without growth will ultimately lead to a credit squeeze, and
potentially a debt crisis' and stressed the urgent need to
avoid overlapping and conflicting donor-supported
programs that are wasteful and place a heavy burden on the
public sector, resulting in high transaction costs upon
implementation.

Donors agreed that, although both bilateral and
multilateral aid during the transition years in Mongolia has
had a positive impact on the economy, the impact on
longer-term poverty reduction and sustainable growth has
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not lived up to expectations. This was due in part to the
lack of proper aid coordination between the government
and donors, as well as the government's limited capacity to
utilize assistance effectively. Donors welcomed the
government's decision to establish a working group to
follow-up these issues.
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