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EXECUTIVE SUMMARY

An Expert Group Meeting on the "Development of Transition Economies in 
North-East Asia through Intra-Regional Trade Expansion and Subregional Economic 
Cooperation" was held at Jilin University, China, on 30 June and 1 July 1993. This 
meeting was organised under the auspices of the United Nations Economic and Social 
Commission for Asia and the Pacific (ESCAP), in collaboration with Jilin University, 
China, and the Institute of Korean Political Studies, Seoul National University, Republic 
of Korea. Funds for this study and the organization of the meeting were generously 
provided by the Government of the Republic of Korea under a project funded through the 
Republic of Korea-ESCAP Cooperation Fund.

The participating countries were: China, Japan, the Republic of Korea, the 
Russian Federation and Mongolia1. Participants included scholars and policy makers 
from the countries concerned.

1 The Democratic People's Republic of Korea was also invited but could not participate.

The immediate objectives of the meeting were:

1. To provide a forum for experts and policy makers to articulate their views on the 
prospects and problems of economic cooperation in order to encourage the 
development of the transitional economies and of the North-East Asian 
subregion;

2. To evaluate the development potential of the subregion through trade expansion;

3. To suggest policy alternatives that may help the countries of the subregion to 
effectively respond to trade-related cooperative endeavours.

The longer term objective was to promote regional economic cooperation 
through cooperation in the subregion.
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Subregional cooperation should not be confused with regionalism in the sense of 
a closed economic alliance, which subdivides the world market and increases trade 
barriers. If on the other hand, subregional cooperation is in the form of open regionalism, 
trade barriers would be reduced and this would ultimately lead to regional and global 
cooperation. Subregional cooperation of this type is consistent with the overall 
objectives of the General Agreement on Tariffs and Trade (GATT). Promoting such 
cooperation is an important objective of the work programme of ESCAP.

The North-East Asian subregion includes countries with different political and 
economic systems as also economies at different levels of economic development. It 
includes Japan and the Republic of Korea, which are at an advanced level of economic 
development; China, which is already on a high growth path; Mongolia, which is an 
economy in transition; as well as the Democratic People's Republic of Korea, and the 
eastern part of the Russian Federation. The subregion has experienced a high rate of 
growth in the last decade. Economic interdependence, primarily through trade, is on the 
increase. Geographic proximity, improved political environment and economic 
complementarities indicate that there is significant potential for further economic 
cooperation to the benefit of all the countries concerned.

The countries in the subregion have clearly indicated their wish to cooperate. 
Several non-governmental international symposia, some with government support, have 
been convened, while scholars and officials have put forward many ideas on cooperation 
both at the subregional level and at narrower levels.

SUMMARY OF PAPERS PRESENTED

Professor Woo Ik Yu points out the importance of the geopolitical potential in 
North-East Asia. In terms of location, access to natural resources and raw materials, 
labour supply, and a potentially large market, this subregion has certain significant 
advantages. Moreover, capital, technology and management can be supplied by the 
developed countries in the region.

However, there are obstacles to cooperation. Obstacles such as political 
conflicts, historical background, inadequate socio-economic institutions and a limited 
market. Professor Woo then talks about the two sub-rims: the Pan-East Sea (Sea of Japan) 
sub-rim and the Pan Yellow Sea sub-rim. These coastal zones would benefit from the 
formation of economic areas and be the basis for future development axis in the entire 
subregion. Professor Woo recommends open regionalism to overcome frictions and 
conflicts that exist in the area. He assigns a leading role to Japan in the development of 
the regional economy. He also calls for environmental preservation.
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The paper presented by Professor Liu Zhongshu and Professor Chang Xin 
focuses on China's opening to the outside world. They describe the Tumen River Area 
Development Programme, which is an important step towards regional cooperation. The 
programme is supported by the United Nations Development Programme (UNDP) and it 
has been approved by the State Council of China. The programme would greatly 
facilitate trade, and development through trade.

The development of East Liaoning Peninsula, with Dalian city as its focal point, 
would further open the economy and develop trade. Participants noted that frontier trade 
between China, the Russian Federation and the Democratic People's Republic of Korea 
has been expanding steadily, reflecting a horizontal pattern of trade. It is also observed 
that China's trade with Japan and with the Republic of Korea is primarily bilateral, 
reflecting a vertical division of labour. With expansion of trade, this pattern may change. 
It is therefore recommended that domestic markets should be opened further and 
industries in north-east China should be developed, so that Chinese export can change 
from primary products to labour-intensive manufactured products.

The ESCAP secretariat paper (presented by Mr B. Raychaudhuri) points out that 
economic interaction in the subregion has been growing in the last decade. China has 
taken a leading role in this. Non-governmental trade relations between China and the 
Republic of Korea have expanded; China and the Russian Federation have restored their 
cooperation; and there is a thriving border trade between China and her neighbours. 
Japan's investments in China has also increased greatly in recent years. There is however, 
a possibility of bilateral trade friction between Japan and the Republic of Korea unless 
their industrial structure develops in a complementary way, or develops in the context of 
strong multilateral trade in the subregion.

Strong complementarities exist in the subregion, both in resource endowments 
and in the industrial structures. These suggest that expansion of trade by exploiting the 
comparative advantages would be of great benefit to the countries. Moreover, the 
political environment in the subregion at present is more favourable for cooperation and 
some multilateral initiatives have been already taken, such as the Tumen River Area 
Development Programme. This would facilitate maritime trade of all the countries 
concerned and be of great use in the development of the Democratic People's Republic of 
Korea and Mongolia.

The paper notes that flows of investment from Japan and the Republic of Korea 
into the other countries are likely. However, the absorptive capacity of some of these 
countries is low, as are labour skills. In general, it is essential to simplify or reformulate 
rules and regulations governing trade and investment, improve the institutional 
framework and build up an adequate infrastructure of transport and communications.
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Several possible forms of cooperation are suggested. Among these are: 
introduction of partial tariff preferences; setting up of special economic zones; 
establishing joint projects; coordinated development of infrastructure; and a common 
approach towards environmental protection.

Professor Chao Fengbin's paper points to the tendency towards sub
regionalization. Subregionalization can assume the following three types: around the 
ocean rim areas; "triangular" regionalization in the areas bordering rivers; and coastal 
inland regionalization - from coastal areas to northern inland areas. However, "regional 
conglomeration" at the state level is lacking in North-East Asia, as compared to other 
areas in the world or even other areas of Asia. Ideas and proposals about economic 
cooperation have come mainly from non-governmental sources, largely from academic 
circles.

Professor Chao Fengbin emphasises the need to use the localities as the main 
component of regionalization. He also supports the idea of transnational free trade zones, 
which could be set up in key areas. The role of foreign direct investment is also stressed. 
The idea of an "Economic Circle Around the Yellow Sea" is discussed in detail. Here 
again, the focus is on local level economic cooperation based on geographical proximity 
and economic complementarities. For its success however, the circle will need a 
coordinating institution.

Prof. Chao Fengbin suggests that Cooperation should be at three levels: (a) the 
development of window cities - these should be the key cities which develop as 
connecting points; (b) cooperation zones, centred around the window cities; and 
(c) hinterland cooperation circles, which would cover wider zones.

Professor Seonghwan Oh's paper discusses trade patterns and prospects in the 
subregion. During the period 1960-1989, the weight of North-East Asian countries in 
world trade increased from 8.9 per cent to 13.9 per cent. Intra-region trade has gown at 
an annual rate of 11 per cent in the 1980s, but the weight of it in the total trade volume of 
the countries of the subregion is still quite low. Trade with countries outside the 
subregion is more important than trade within it.

Moreover, there are two distinct trade blocs in the subregion. China, the 
Democratic People's Republic of Korea and the Russian Federation are in one bloc, and 
the Republic of Korea and Japan in the other. There is more trade within each bloc than 
between the blocs, with Japan as an exception. It is important to note that the United 
States has a substantial interest in trade with the North-East Asian countries. Japan's 
economic position gives it a special role in the subregion. Professor Oh describes the 
trade pattern between the Republic of Korea, Japan and the United States and concludes 
that the importance of the United States to Japan and the Republic of Korea has not 
reduced in the last few decades

iv
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He raises two important points in this context. First, how to keep the United 
States market, while substituting import of raw materials and food from the subregion for 
imports from the United States. Second, the export structure of Japan and the Republic 
of Korea must develop in a complementary way, rather than in a competitive way. This is 
because the industrial structure and trade pattern of the Republic of Korea has been 
following those of Japan, with a time lag.

As far as trade between the countries of the subregion is concerned, 
manufactured products have a high weight in the exports of Japan and the Republic of 
Korea, followed by the Democratic People's Republic of Korea, the Russian Federation 
and China, in that order. The exports of food and raw material show a reverse order. 
Food and raw materials import is the highest in Japan, followed by the Democratic 
People's Republic of Korea, the Russian Federation, the Republic of Korea and China.

Professor Oh concludes that economic complementarities suggest that 
cooperation would greatly benefit the countries concerned. However, cooperation should 
not be narrow and closed to the rest of the world. Dependence on the United States 
market continues to be high. He also points out the importance of Japan's position in 
North-East Asia. And finally, that the trade structure of the countries should evolve rather 
than be static.

Professor Yuhei Ogawa presents the Japanese perspective on North-East Asia's 
development. There are two active movements in the area of economic interaction. One 
is to change the international division of labour using capital from Japan. Japan built 
supply bases in the now Newly Industrialized Economies (NIEs), and is relocating 
assembly and processing bases to the ASEAN countries and China. The other is the 
regional economic exchange between China, the Republic of Korea, the Democratic 
People's Republic of Korea and the Russian Federation. In the case of the latter, local 
level cooperation is important. This movement may promote "internally motivated 
economic exchange", rather than "externally motivated economic exchange", which is 
promoted by the former movement.

Local economic exchange is a viable alternative to national level economic 
exchange. Internally motivated development is voluntary, autonomous and less harmful 
to the environment. In this regard, Prof. Ogawa describes the expanding local level 
exchange in the subregion - in particular the exchange between China and the Republic 
of Korea, and China and the Democratic People's Republic of Korea. This is referred to 
as "Economic Exchange among Yellow Sea Rim Localities".

The border areas of China, the Russian Federation and the Democratic People's 
Republic of Korea have planned the Tumen River Area Development Programme, with 
the cooperation of Japan and the Republic of Korea. The programme includes the 
development of port facilities and an export processing zone in the Tumen river delta. In
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the opinion of Professor Ogawa, the localities of Japan, rather than the Government of 
Japan, must play a key role in the development of the North-East Asian Rim.

Dr Kang-Wong Lim in his paper points out that traffic volume in both goods and 
passengers is increasing in the subregion, but there are capacity constraints preventing an 
increase in transportation. These constraints are due to lack of cooperation between the 
countries, low level of stocks, and lack of agreements on commercial air routes. Dr Lim 
feels that demand for transport of goods will increase rapidly and the first step is for the 
countries to cooperate in the use of existing facilities. Railroads are fairly well developed 
in the region, if the countries cooperate, then most cities and ports can be connected and 
Eurasian landbridges can be completed. This would save maritime traffic distances. 
Maritime traffic is increasing faster than any other mode of transport and new shipping 
lines are being proposed and development of ports assuming high priority, especially in 
China. Air transport is not well developed in the subregion. Most routes connect to 
countries outside the region, and there are few connections within the region. Lim 
suggests that airline agreements between the Democratic People's Republic of Korea and 
the Republic of Korea would be extremely useful. The other important suggestion is to 
construct oil pipelines. The eastern areas of the Russian Federation has natural gas, 
whereas the other countries in the area suffer from energy shortage. A heavy investment 
will be required to construct the pipelines. Here too, the will to cooperate is the first step.

Dr Rentsengiim Batmend discusses the problems of economic cooperation in 
North-East Asia, through creating a Free Trade Zone and the inclusion of Mongolia in it.

There are some "growth triangles" in Asia, for example, South China's growth 
triangle and Johor-Singapore-Riau growth triangle. Growth triangles are based on 
economic complementarities, geographical proximity, political commitment and policy 
coordination on the part of the governments concerned. Another requirement for a 
successful growth triangle is infrastructure development. For the Tumen River Area 
Development Programme, the development of infrastructure will be crucial.

Dr Batmend analyses the basic patterns of trade in North-East Asia. Distinction 
can be based on cash or barter trade. The bulk of the trade between China and the 
Russian Federation, China and North Korea, the Russian Federation and Mongolia and 
between the Russian Federation and North Korea, continue to be on the basis of barter. 
Distinction can made according to the type of sectors: national trade or border trade or 
individual trade. The last type is growing rapidly.

At present the trade/gross domestic product ratio is rather low in Mongolia, 
North Korea and the far eastern area of the Russian Federation. The priorities to be set 
for trade expansion include the development of border trade; liberalisation of regulations 
on trade by individual businessmen and traders; confidence building in trade and 
economic relations; establishing a database; a network of trade support institutions; and 
promotion of foreign direct investment.
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Dr Batmend discusses the Tumen River Area Development Programme which 
has the potential to develop into a major industrial complex, a transportation hub, a centre 
of light industries, a centre for trade and finance and an anchor for a Euro-Asian 
landbridge. Mongolia would greatly benefit from joining this Programme. It would help 
Mongolia to have access to the ports, exploit fully its natural resources, improve 
availability of capital, and integrate its infrastructure with that of the subregion.

Subregional cooperation on the environment is discussed by Professor Jung Wk 
Kim. With rapid industrialisation in some of the countries, especially in China, pollution 
of the air, rivers and the oceans is likely to increase. Westerly winds carry air pollution, 
the rivers carry pollution into the Yellow Sea, and land reclamation projects are 
destroying the natural habitat of many species.

Professor Kim has several recommendations about cooperation to preserve the 
environment, among these are: the establishment of a new regional organisation, a 
regional plan for the protection of the environment, involving non-governmental 
organizations in environment issues, and strict control of trade in toxic wastes. 
Governments of the North-East Asian countries have agreed on environmental 
cooperation, but there has not yet been any concrete outcome.

The development of the far eastern area of the Russian Federation is discussed 
by Professor Rafik Aliev. In recent years, the area has experienced a slump in economic 
activities. Only Primorye has shown trade expansion due to the Vladivostock Free Trade 
Zone. The goal of the economic reforms has been privatization, yet many impediments 
remain. Professor Aliev mentions restrictive official policies, lack of a legal basis for 
differentiating between federal and municipal properties, etc. The composition of 
exported goods has not shown any major change - mainly raw materials and consumer 
goods. Policy of the central government for the far eastern area has not succeeded. 
There are very few joint ventures and the conditions are not yet favourable for foreign 
investment. Professor Aliev suggests that local authorities should be given the 
responsibility of foreign economic activities, so that the development of this area is 
linked to the development of North-East Asia.

Prof. Ji Chongwei discusses China's plans for the development of Pudong (east) 
Shanghai. Shanghai has historically been the most important trading city in China, but its 
east side is undeveloped. It has an excellent geographic location in the middle of China's 
north-south coastline. The plan includes building a new harbour, a duty free area, export 
goods processing area, and technology-oriented new industries. It will be a highly 
advanced centre of trade, finance and business by the beginning of the next century.

The development of east Shanghai would help the Changjiang delta. Since 
Shanghai is not far from Kobe and Yokohama in Japan, Pusan in the Republic of Korea 
and the eastern ports of the Russian Federation, its growth will help the entire subregion.
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MAJOR ISSUES AND CONCLUSIONS

There was a consensus among the participants of the meeting that:

1. North-East Asia forms an economically viable subregion;

2. Considerable benefits would accrue from cooperation;

3. Future benefits outweigh the difficulties and costs involved in efforts to 
cooperate.

Modalities of economic cooperation need to be worked out that would be 
acceptable to all the parties.

Factors favouring economic cooperation

In the past, meaningful cooperation had not been possible, due to strong 
ideological and political differences. With the end of the cold war era, global tensions 
have reduced. The last decade has witnessed an easing of political tensions in the 
subregion. Diplomatic relations have been established where there were none before, 
existing relations have improved and efforts are being made to solve territorial disputes. 
The present environment is much more favourable for economic cooperation. This, 
together with the fact that some of the erstwhile "closed economies" are opening up to the 
world economy, provide an opportunity to work towards subregional cooperation.

The first step towards economic cooperation is expansion of trade and 
investment. The participants emphasised existing economic complementarities in the 
subregion. Strong complementarities exist both in resource endowments and in economic 
structures. Japan and the Republic of Korea, the two economically advanced nations in 
the subregion, enjoy superiority in capital and technology, but lack natural resources and 
have high labour costs. China lacks capital, but has a large workforce and a relative 
superiority in certain technologies and natural resources. The eastern area of the Russian 
Federation is rich in natural resources, but suffers from a serious shortage of labour, 
capital and technology, the Democratic People's Republic of Korea and Mongolia are 
deficient in capital and technology, but enjoy a relative advantage in certain natural 
resources.

Japan is the most industrialized nation in the subregion, followed by the 
Republic of Korea, China, the Democratic People's Republic of Korea, the eastern areas 
of the Russian Federation and Mongolia. On the other hand, production costs in 
agriculture are much higher in Japan and the Republic of Korea. These strong 
complementarities indicate the likelihood of economic gain through specialization on the 
basis of comparative advantage and economic growth through cooperation in trade.
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The economies in transition in the subregion lack the necessary infrastructure 
and economic base. The difficulties in their attempt at economic growth can be 
overcome to some extent through assistance from neighbouring industrialized economies. 
They, in turn, can supply the industrialized nations with the much needed raw materials 
and natural resources.

Rising labour costs and a strong yen led Japan to transfer some of her 
production facilities to NIEs. Later, the Republic of Korea followed Japan's example. 
When labour costs and real estate values increased in NIEs and their currencies became 
strong, industries started being relocated to the ASEAN countries, and in the last few 
years, to China. China is already a large recipient of investments from Japan. The 
transition economies may also receive such investments in the future.

Impediments to cooperation

At present, there are several obstacles in the way of economic cooperation in 
North-East Asia.

The countries in this subregion have different political and economic systems. 
Japan and the Republic of Korea are economically advanced nations with open 
economies and reliance on the market. The Democratic People's Republic of Korea is a 
centrally planned economy. China, a centrally planned economy, is moving towards 
greater market orientation, as is the Russian Federation. Differences in ideology can 
sometimes cause differences in the perception of the main issue viz., subregional 
economic cooperation. Indeed, all existing formal economic cooperation arrangements 
are between countries with similar political and economic systems.

There are politically sensitive issues that remain unresolved and stand in the 
way of the trust and confidence which are essential for any meaningful cooperation. In 
addition, infrastructural bottlenecks need to be eased before a smooth and continuous 
flow of trade and investment is possible. Procedures regarding customs, foreign travel, 
quality control, industrial standards, and transit passage also need to be simplified and 
streamlined to facilitate trade. Issues regarding tariff and non-tariff barriers must be 
clarified at the levels of both policy and procedure. Policy coordination is required in the 
areas of credit facilities, exchange rates and the removal of other institutional barriers.

These problems can be resolved only if the countries concerned are committed 
to the idea of economic cooperation. The need to trade, and the benefits from trade are 
obvious.
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Trade pattern and prospects

The countries in the subregion have been involved in extensive trade and 
economic exchange, even when formal arrangements have been absent. Therefore, the 
full potential for cooperation is yet to be explored, and the existing trade pattern and 
prospects for investment have been discussed in several of the papers.

Within the subregion, the largest trading nation is Japan. Trade between Japan 
and the Republic of Korea is of the highest value, US$ 25 to 30 billion in 1989-902 
followed by the trade between Japan and China which was worth US$ 20 billion in the 
same year? China's non-governmental economic and trade relations with the Republic 
of Korea amounted to US$ 3.8 billion in 19904 Border trade between China, the Russian 
Federation, the Democratic People's Republic of Korea and Mongolia has expanded 
steadily, although the volumes are still quite low. None the less, the weight of North-East 
Asian countries in world trade, has increased from 8.9 per cent to 13.9 per cent during the 
period 1960 to 1989?

There are two distinct trading blocs in the subregion. Japan and the Republic of 
Korea are in one bloc, and China, the Democratic People's Republic of Korea and the 
Russian Federation in the other. There is active trade within each bloc, but little across 
the blocs. Only Japan has a reasonable share in the trade with the latter bloc. Both Japan 
and the Republic of Korea have large volumes of trade with the United States of America. 
Bilateral trade between Japan and the United States is the largest, amounting to US$ 140 
billion in 1989-906 The volume of trade between the Republic of Korea and the United 
States was of US$ 30 to 40 billion.7

2 Marcus Noland, "The Northeast Asian Economy in the 1990s: Economic Outlook and Development 
Potential", in Northeast Asian Economic Cooperation, perspectives and challenges. Korea Institute for 
International Economic Policy, 1991, p. 28.

3 Ibid, p. 29.

4 Shi Miu, "The Economic Development Strategies for the Coastal Areas of China and the Northeast Asian 
Economic Cooperation", p. 99.

5 Sheonghan Oh, "Trade Pattern and Prospect in the North-East Asian Area", paper presented at the Expert 
Group Meeting on the Development of Transition Economies in North-East Asia, through Intraregional Trade 
Expansion and Subregional Economic Cooperation, 1993.

6 Marcus Noland, p. 28.

7 Ibid, p. 28.

Trade prospects in the subregion will be largely guided by the trade pattern 
between Japan and the Republic of Korea in the future. Increased trade friction between 
the two countries is predicted, because of competition in high technology products. This 
may lead to protectionism, unless their export structures develop in a complementary 
way, or develop in the framework of a strong multilateral trading system.
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Prospects for trade between Japan and the Republic of Korea with the United 
States cannot be ignored when economic cooperation in North-East Asia is the issue in 
question. Dependence on the United States market continues to be very high, and this 
must be taken into consideration. The question is how to preserve the United States 
market, while substituting raw materials and food from the North-East Asia subregion, 
for those from the United States. In this context, it was noted that the inclusion of 
Mexico in NAFTA may drive some part of the imports of the United States away from 
Asian countries to Mexico. On the other hand, cooperation in North-East Asia may be an 
effective counterbalance to NAFTA.

Several participants in the meeting stressed that the composition of trade in the 
subregion reflects a vertical division of labour. Japan and South Korea export capital, 
technology, electronic goods and other high-technology products. The others supply 
agriculture and resource-based products or labour-intensive manufactured goods. North- 
East Asia, therefore, largely represents a case of north-south cooperation.

The composition of trade may not undergo a drastic change with the expansion 
of trade. Mongolia and the Russian Federation are likely to specialize in resource-based 
products, the Democratic People’s Republic of Korea - in light manufacturing, Japan and 
the Republic of Korea - in capital, equipment and high-technology goods. Multilateral 
trade expansion may change China's present dependence on primary product exports, to 
the export of labour-intensive industrial products.

Investment prospects

Foreign direct investment is extremely important for the transition economies. 
It would help them to build their infrastructure, without which industrial development 
would not be possible. It would also help restructure their industries, finance their debt 
burden, and in the long run, change the pattern and composition of trade within and 
outside the region. Japan is the largest supplier of foreign direct investment in the 
subregion. Japan's investment was highest in the Republic of Korea - US$ 284 million in 
1990, for a cumulative total of US$ 4.1 billion? This is followed by investment in China, 
which was US$ 349 million in 19909. The United States of America is the second biggest 
investor in the region. The Republic of Korea's investments in the subregion are also 
increasing.

8 Ibid, p. 30.

9 Ibid, p. 30.

Increasing labour costs in Japan and the Republic of Korea (and similar 
difficulties in the NIEs) should guarantee a steady flow of investment from these two 
countries to the others. China already receives a substantial investment from Japan - a
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cumulative value of US$ 2.8 billion by 1990.10 However, the absorptive capacity of some 
of these countries is limited. Infrastructure is inadequate, requisite labour skills are not 
available and the rules governing foreign investment are either badly formulated, or too 
restrictive.

10 Ibid, p. 30.

Development of infrastructure

Subregional cooperation in infrastructure development has been stressed by 
more than one participant, as existing facilities are inadequate. Yet, the first step is to 
cooperate in the use of existing facilities. Railroads can be extended to link the major 
cities and ports; airline connections within the region need to be increased. New ports 
and shipping lines should be built to cope with the increasing maritime traffic. 
Construction of oil pipelines, although extremely expensive, would connect the oil 
producing areas to the other areas in the subregion.

Cooperation in environment protection

Cooperation in environmental protection and preservation has been discussed. 
Industrialization would increase air and water pollution. A regional plan for environment 
protection, a regional organisation, stricter rules, the involvement of non-governmental 
organizations have been suggested.

The role of local-level cooperation

Economic cooperation can be pursued at many levels: at the level of the national 
governments, at the level of the local governments and at the level of individuals. Many 
of the papers stress that cooperation at the local, rather than national level should be 
promoted, at least as a first step.

Ideas put forward in the past and reiterated in these papers include "Yellow Sea 
Rim Economic Zone" or "Economic Circle Around the Yellow Sea", "Sea of Japan Rim 
Zone", etc. Some arrangements already exist in the subregion, through local level efforts. 
For instance, the cooperation in the Yellow Sea rim area between China, the Republic of 
Korea and the Democratic People's Republic of Korea is again a local level effort, based 
on proximity and economic complementarities.

Local economic exchange has been referred to as "internally motivated 
development", which is spontaneous and less harmful to the ecosystem as compared to 
"externally motivated development”, where the initiative is from outside. Local travel 
cooperation can bypass the frictions involved in national level economic exchanges.
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Growth triangles

Growth triangles such as the one between Johor-Singapore-Riau or the South 
China growth triangle, are again based on geographic proximity and economic 
complementarities. These require commitment on the part of the governments concerned 
and coordination in policy. Participants at the meeting felt that there was scope for the 
development of growth triangles in the North-East Asian subregion.

The role of Japan

Japan is the most economically advanced nation in the subregion. It is also the 
largest trading country in North-East Asia. Japan has a trade surplus vis-a-vis the other 
countries. For all these reasons, the role of Japan is considered to be extremely 
important, both in economic cooperation and in the economic development of the 
subregion. Already, considerable investment from Japan has come to China, although the 
share of China in Japan's total investment is not very high.

Technology transfer from Japan through trade and investment has been 
important in the industrialization of many Asian countries. Japan has relocated some of 
its processing and assembly bases to China, where labour costs are low. This would 
accelerate industrialization in China, and may in the future, change the trade pattern from 
a vertical one, to a horizontal one.

However, the environment for investment in some of the economies in the 
subregion must improve before large direct investment from Japan can be attracted.

Local level cooperation from Japan has also been suggested. Localities of 
Japan, e.g. coastal cities and ports the Yellow Sea, can play a key role in the development 
of North-East Asia.

Official development assistance (ODA) from Japan, has been very important in 
the past. The Democratic People’s Republic of Korea has received a large amount of 
ODA since the 1970s. Since some of the economies in the subregion have become 
industrialized, the importance of ODA has declined. However, availability of funds has 
increased. One must bear in mind that political factors are important in determining 
ODA.

Development of key cities and ports

Development of certain key cities and ports may be an initial step towards future 
economic cooperation. In this context, the plans for the development of Pudong (east) 
Shanghai was discussed. Pudong Shanghai will be developed into an advanced centre of 
trade, especially entrepot trade, and industry. Its linkages to the hinterland and its
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proximity to cities and ports in Japan, the Republic of Korea and the Russian Federation, 
will help in the development of the subregion.

Free Trade Zones and Special Economic Zones

The establishment of Free Trade Zones has been emphasised by several 
participants. There area already a few such zones in the area. The Tumen River Area 
Development Programme, as a special zone, is discussed in many of the papers. It is a 
multilateral effort, sponsored by the United Nations Development Programme. It would 
greatly benefit maritime trade in the subregion and help in trade and development of the 
Democratic People's Republic of Korea and the far eastern area of the Russian 
Federation. China has officially approved the projects and initial steps have already been 
taken to launch the programme.

Subregional organization

The need for a subregional coordinating organization was felt by many of the 
participants. Some have suggested coordinating organizations for specific tasks such as 
environmental cooperation, or development of a transportation network. It was also felt 
that a regional organization could promote a preferential trading area. But in the context 
of North-East Asia, with disparities in political systems, levels of development and trade 
regimes, it may be difficult to form a preferential trading area in the near future. Many 
obstacles - political and socio-economic, need to be ironed out before this is possible.

However, a consultative forum would be useful. It could focus on trade and 
investment policy issues and promote multilateral trade.

Economic cooperation in this subregion is, no doubt, a desirable aim. The scope 
and level of cooperation can be expanded gradually. To begin with, there can be 
cooperation in trade and exchange rate policies; introduction of partial tariff preferences; 
setting up special economic zones; establishing joint industrial or agricultural projects; 
developing transportation network in a coordinated way; developing a common approach 
to protection of the environment; establishing a North-East Asia development fund.

Alternatively, cooperation within a smaller sphere may be the starting point. For 
example, cooperation in the Yellow Sea rim area, involving China, the Republic of Korea 
and Japan; or the Tumen River Area Development Programme, involving China, the 
Democratic People's Republic of Korea and the Russian Federation. In this regard, the 
possibilities of smaller multilateral cooperation should not be forgotten while the larger 
and longer term objective of subregional cooperation is pursued.

xiv
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I. The North-East Asia Economic Area: 
Geopolitical Potentials and Problems

Woo-ik Yu
(Seoul National University)

I. Background

The bipolar world which has been so far familiar to the North-East Asian 
countries since the end of World War Two, is rapidly reshaping into a less familiar 
multipolar world. It seems that there is no dominant principle, structural or functional, 
that governs this global change which is generally called globalization and/or 
regionalization.

National boundaries in production, distribution and consumption of goods and 
services are getting lower. Free trade zones and multinational corporations are thriving. 
What is the reality of the regionalization? How can globalization be accompanied by 
regionalization?

First, it may be a process of recovery: Political grouping of nations on the basis 
of ideology prohibited the 'natural' development of economic cooperation among 
geographically closer nations. Now after the era of cold war, spatial accessibility, 
functional complementarity and economies of scale etc. are operating as important 
factors. The result is the formation of regional and subregional economic blocs.

Second, it is a logical consequence of the development of the market economy. 
Goods are produced in mass and can be transported cheaply into other neighboring 
markets. They enjoy comparative advantages and economies of scale.

Third, in a modern welfare state, a nation's power is widely defined in economic 
terms, and the traditional military associations between neighboring countries are giving 
way to economic ones. There is a realization that a nation's safety would be best
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guaranteed through its economic wealth, welfare of the people and cooperative 
association with other national economies.

European Union (EU) and North American Free Trade Agreement (NAFTA) are 
leading the trend. In Asia, the Association of South East Asian Nations (ASEAN) is 
following the trend, East Asian Economic Group (EAEG), Asia Pacific Regional 
Cooperation (APEC) and many others are proposed or are under consideration. In North- 
East Asia, Pan Yellow Sea Rim and Pan East Sea (Sea of Japan) Rim have been proposed. 
North-East Asian countries are to form a more closely related regional economic 
organization than at present, the conception of which has been hindered under the 
ideological confrontation of so called cold war era after 1945. In spite of complicated 
historical background and cultural heterogeneity, the area is endowed with enormous 
potential for economic development through mutual cooperation.

II. The Geopolitics of North-East Asia

1. Geopolitical way of thinking

Geopolitics as a scientific discipline faded out after World War Two. Critics of 
geopolitics as science, focused on its deterministic character. But it was rejected by the 
academic world because it had been used in the past to promote the interests of particular 
nations or ideologies. The Nazis distorted it's theories and concepts to justify Germany's 
growth at the expense of its neighbors as "natural". Post-war German geographers did 
not want to be associated with this concept and gave up an important geographic 
tradition. The situation in Japan was not much different after the War.

Though once stigmatized, geopolitics is not to be completely discarded. It still 
offers one of the most useful ways of thinking for locational problems. No evidence is 
available, but it can be easily shown that in many strategic decisions of the world powers, 
geopolitical considerations have been important.

Alfred Thayer Mahan (1840-1914) in his book The Influence of Sea Power upon 
History (1892), emphasized the importance of controlling the sea lanes for a state to 
protect its commerce and wage economic warfare. He therefore advocated a large navy. 
According to Mahan there have been six fundamental factors that have affected the 
development and maintenance of sea power: geographical position; physical formation of 
a state; extent of territory; population; national character; and the character of the 
government. In the Problem of Asia, Mahan recognizes a core area in Asia and the 
erstwhile Soviet Union's domination of it: He assumes a struggle between Soviet land 
power and British sea power. This notion of confrontation between land power and sea 
power has taken its place in the center of the geopolitical world view.

2



Prospects of Economic Development through Cooperation in North-East Asia

Sir Holford J. Mackinder's (1861-1947) approach to global strategy was similar 
to that of Mahan, but with a different emphasis and different forecasts. In his The 
Geographical Pivot of History (1904), Mackinder expressed the view that there was a 
Eurasian Core Area that, protected by inaccessibility from naval power, could shelter a 
land power that might come to dominate the world. This Eurasian Core Area Mackinder 
called the Pivot Area. Later he broadened this strategic concept into Theory of Heartland:

Who rule East Europe commands the Heartland,

Who rules the Heartland commands the World Island,

Who rules the World Island commands the World.

(in Democratic Ideals and Reality, 1919)

Mahan and Mackinder made a significant contribution to our perspectives of the 
world, and in a broad sense their assumptions about core area or heartland were 
substantiated. However there were three major weaknesses in his work. First, he did not 
give enough weight to the growing power of North America; second, he failed to explain 
the seeming contradiction between his thesis of the power of the possessors of the 
Heartland and the relative weakness of the Russian Federation until World War Two. 
Third, he didn't take into account the growing importance of air power and other 
technological developments. Like Mahan, he oversimplified history and relied too much 
on determinism.

Nicholas John Spykman (1893-1943) saw, however, the real power potential of 
Eurasia in what Mackinder called "Inner Marginal Crescent". He called this "the 
Rimland". Spykman, therefore, composed his own dictum:

"Who controls the Rimland rules Eurasia,

Who rules Eurasia controls the destination of the world."

Spykman advocated the Allies to base their postwar policy on preventing any 
consolidation of the Rimland. This policy became fundamental in the anti-communist 
position of the western powers. The so called "containment" strategy seems to be rooted 
in this perspective.

Saul B. Cohen identified a "shatter zone", a region of chronic instability in 
which states appear, disappear and reappear with frequently changing names and 
boundaries. Cohen regarded the Middle East and south-east Asia as shatter zones 
(Geography and Politics in a World Divided, 1963).

Lin Piao, late defense minister of China, offered a theory of world revolution 
that viewed the world as similar to a city and the surrounding countryside (1965). The
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rich, industrialized, largely Western countries, represent the city, and the poor, 
agricultural countries, largely former colonies of Western countries, represent the 
countryside. The poorer areas would gradually convert to communism and eventually 
overwhelm the cities. It is later reflected in "core-periphery" concept.

It is true that all these geostrategic views have flaws, but they have an 
outstanding holistic perspective which is good for analyzing the interdependent world. 
As shown above, geopolitical concepts, despite many differences, were characterized by 
an "acceptance of the proposition that confrontation was endemic in the system". Within 
this general perspective, notions of hegemony and dominance have tended to prevail and 
manifest themselves in many ways. It was in geopolitics revived after the seventies, that 
humanistic approaches began to take place.

2. North-East Asia: the merging area

In North-East Asia as in Europe, the two main geostrategic theories (of 
heartland and rimland) have been experimented and practiced. Land power and sea 
power confronted each other in the name of political ideology. Korea, divided into two 
and having undergone a hard civil war, was actually the scapegoat of this confrontation. 
Besides the historical background, many aspects of the political picture of this area in the 
last century could be explained through this kind of geostrategic confrontation. Most of 
them were coated with ideological differences.

In an era of intercontinental ballistic missile (ICBM) and space travel, the 
military aspect of traditional geostrategy is becoming less useful. Moreover, ideological 
confrontation and the so called cold war are coming to an end. Consequently, geopolitics 
of peace and cooperation is gaining importance. Economic cooperation on regional basis 
is beginning. The formation of economic blocks shows it. It is, however, just the starting 
point. Cooperation in cultural and ecological fields will follow. One cannot predict the 
exact progress of the matter but the block economy should develop into a world 
economy. It is also possible that globalization does not occur at all, and economic 
cooperation remains at the national and regional level. Anyhow, the formation of 
regional blocks is the trend that prevails and will last at least for several decades to come.

North-East Asia comprises 6 or 7 nations: China (including Taiwan, Province 
of China), the Russian Federation, Mongolia, Democratic Peoples' Republic of Korea, 
The Republic of Korea and Japan - facing the Pacific to the east and surrounding the East 
Sea and Yellow Sea. The land power and sea power that have been in confrontation in 
the area are merging, changing the former area of military conflict into a new area of 
economic cooperation. This means that the geopolitics of North-East Asia is changing.

The geopolitical properties of the area are recovering from the past political 
constraints. We may call it recovery because iron and steel is better used for tools than
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for weapons. The military map is being reshaped into an economic one. The interaction 
between nations will be defined by the movement of goods and services, rather than by 
munitions and hostile words.

The area has the biggest geopolitical potential in the world: it is located in the 
middle of the largest continent and the largest ocean of the globe, so that it enjoys the 
best access to the largest deposits of raw materials and market. In the mid-latitudes of the 
northern hemisphere, the area is blessed with optimal climatic conditions for human 
activities. Now the political obstacles have been removed, and the intra-regional 
interactions are increasing rapidly.

To survive in the midst of global economic competition, to cope with the trend 
of regionalization, and to be prosperous together in peace, a multilateral cooperative 
system of countries in this area is essential.

III. Potentials and Problems

1. Prospects and Potentials

If international politics changes from war to peace and from confrontation to 
cooperation, so will the geopolitical perspectives change from a military-strategic to an 
economic, cultural and ecological ones, creating a new area of economic integration.

As mentioned above, North-East Asia has the potential to grow into the largest 
and most powerful economic area in the world, for the following reasons:

First, the area occupies a central location in the largest economic sphere - the 
Asian continent and the Pacific Ocean.

Second, it possesses large deposits of important raw materials, like coal, oil and 
natural gas, iron, timber, agricultural products, etc.

Third, it has a large population with high density, which determines the potential 
size of labour supply and market. The people are ready to learn, they are tolerant and 
diligent, which is essential for a high quality of labour.

Fourth, the area is indeed heterogeneous, but on the whole it belongs to one 
cultural group: it is homogeneous in terms of confucianistic tradition and the use of 
Chinese characters.

Fifth, high technology, capital and managerial know-how can be supplied to the 
developing countries in the area. Former socialist countries can also share the 
experiences of their neighbors regarding market economy.
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2. Problems

Compared to Europe and North America, there are several obstacles in the way 
to a North-East Asian Economic Area:

First, there are still political and military confrontations in the area, which are a 
legacy of the cold war. These are relics of ideological confrontations that will not last 
long, but are active enough to hinder free interactions.

The second problem is the complicated historical background, especially in the 
relations with Japan. All the four nations consider Japan to be not yet ready to establish 
cooperative relations with its neighbours.

Third, the military, political and economic ties of the United States of America 
to the nations in the area are so strong, that no nation would dare to participate in the 
regional organization, if it is an exclusive one. In other words, it seems impossible for the 
area to organize a powerful economic area to compete with EU and NAFTA in the near 
future.

Fourth, the Russian Federation, China and Japan may try to exercise dominance 
over other nations.

Fifth, every country is looking for markets for their own products, but it seems 
that there is no big market in the area. To be successful as an economic area, the region 
should have at least one big market, which is usually the most developed and rich country 
in the area, like the United States of America in North America. In North-East Asia, 
however, Japan, which is the only nation who can play this role, is not likely to substitute 
for the United States in being an absorber of Asian goods.

Sixth, the level of economic development and trade relation of each country is 
so different that a horizontal combination of national economies would hardly function. 
A vertical combination would of course work, but in this case, the development disparity 
would emerge in favor of Japan, resulting in structural dependencies.

Besides, the socio-economic institutions, as well as physical infrastructure of 
each country are diverse and often inadequate to support efficiently economic activities.

IV. Development of Spatial Structure

With the increasing interactions in the area, a new spatial structure will evolve. 
Centers and subcenters will emerge, which will be linked by development axes across the 
area. Tokyo, Seoul, Beijing and Shanghai, all of which are growing to world cities, will
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function as development centers, and compete hard to acquire the leading position, i.e. to 
be the dominant hub center of North-East Asia. Harbour cities like Vladivostock, 
Chongjin, Dalian, Tianjin, Qingdao, Pusan, Fukuoka, Shimonoseki, Osaka and many 
others are expected to get new impulses for growth, and will function as subcenters.

North-East Asia Economic Area comprises two sub-rims: the Pan-East Sea 
(Japanese Sea) Rim and Pan-Yellow Sea Rim. The coastal zone of both rims will benefit 
most by the formation of the economic area and also contribute actively towards further 
development of the area. These two ring-shaped coastal zones offer the basis for the 
formation of future development axis in the entire area. The main development axis will 
be the coastal belt stretching from Komsomolsk - Khabarovsk - Vladivostok over 
Manchuria (- Jilin - Changchun - Shenyang -) and/or the Democratic People's Republic 
of Korea (Chongjin - Hamhung - Sinuiju - Dalian -) - Tianjin, Qingdao to Shanghai.

The secondary development axis, started in Japan, is expected to run northward 
along the Korean peninsula from Pusan over Seoul and Pyoungyang, splitting from here 
into two directions: in the east, after crossing the primary axis in Tumen River Basin, it 
will stretch northward to connect the area with Europe via TSR (Trans Siberian Railroad) 
and BAM (Baikal-Aumr Mainline) over Siberia. In the west, after crossing the primary 
axis at Bohai Rim (Sinuiju - Dalian - Tianjin - Beijing), it will be connected westward to 
the main line of inland China, which may remind us of the Silk Road.

Along with these coastal axes, trunk lines of transportation and communication 
network will be built, and industrialization and urbanization will proceed rapidly, the 
effects of which are expected to spread over the rest of the area soon.

The East Sea and the Yellow Sea will be very important in the future. Keeping 
peace and order in these two sea areas will be one of the most vital tasks for the stability 
of the area, not to mention the ecological significance of them for sustaining development 
and for the survival of the people.

V. Concluding Remarks

If Mackinder called the North Atlantic "the Midland Ocean", and designated it 
as "the main geographical habitat of Western civilization", the Pacific will be the World 
Ocean and the habitat of the Global Civilization in the 21st century, with the Yellow Sea 
and East Sea being the inner yard.

The concept of North-East Asia Economic Area asks for a revolutionary shift in 
the way of thinking. The area of the most serious confrontation will become the largest 
economic zone of the world. There are still many socio-economic and other obstacles in 
the way. Following statements could be made regarding the future of the North-East 
Asia Economic Area:
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First, the development will be slow to begin with but it will gain momentum 
over time.

Second, introducing a kind of open regionalism and "soft" organization would 
help the area to get along with intraregional frictions as well as interregional conflicts. 
Cooperation will begin with the enlargement of trade volumes followed by direct 
investment and free trade arrangements, and the final stage will be integration into an 
economic community.

Third, the question is open, as to whether the organization will evolve and reach 
the final stage at all, or whether it will only become a pan-Pacific Rim Organization. 
However, a regional economic bloc, even if loosely organized, seems to be inevitable.

Fourth, Japan has a leading role in the development of the regional economy. 
At the same time, its responsibility as a developed nation with capital and technology 
cannot be overemphasized.

Last, but not least, attention should be given to environmental preservation. 
One cannot overate the importance of the environment, especially when industrialization 
is going on with unprecedented rapidity and scale.
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II. Opening to the Outside World in North-East China 
and Economic Cooperation in North-East Asia

Liu Zhongshu 
Chang Xin 

(China, Jilin University)

I. Background

Northeast China, with rich natural resources, a strong industrial base and great 
development potential, is an important part of North-East Asia. Its development and 
opening have a great impact on the economic cooperation of the whole area. In this 
paper we discuss its future development trend and economic cooperation in the area.

I. New Pattern of Opening to the Outside World in Northeast 
China

Since Deng Xiaoping's speech during his inspection tour to the south China, 
China's economic reform and opening to the world economy has moved into a new stage 
of development, and north-east China's opening to the outside world has begun to take a 
new step forward. The main manifestations are:

1. The Tumen River Area development has made substantial progress. United 
Nations Development Programme (UNDP) proposed to invest US$ 300 billion in the 
Tumen River Area and to build the area into another Hong Kong, it has become the focus 
of world attention. In 1992, the State Council of China confirmed the Programme for the 
Development and the Frontier Economic Cooperation Zone Along the Lower Reaches of 
the Tumen River. Recently Jilin Province and Tokyo have set up a joint venture 
corporation - the Tumen River Development Industrial Company, Ltd. situated at the 
lower reaches of the river. In 1992, 1693 companies were approved and set up with 
international investment of US$ 5,800 million in the city. Its industrial production
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increased by 28.3 per cent; its total sum of import and export reached $1,200 million - 
two and half times that of last year. All this shows that economic development of the 
lower reaches of the Tumen River has made a substantial progress.

2. A New Goal has been set for the East Lianing Peninsula's opening to the 
outside world. In December 1992, Dalian City, situated at the far south of the peninsula, 
has set a new development goal after ten years' reform and opening - that is to build 
Dalian into a North Hong Kong in about twenty years. The goal, which has been listed 
in the programme for the new economic development of Dalian City is "to further its 
opening, to develop activity the port economy centred on entrepot trade by means of its 
advantages as a Large port and a hub of communication in north China, to perfect its 
urban functioning, to turn it into a centre of trade, finance, information and tourism in 
North China, and to play the same role as Hong Kong in Northeast Asia.” Dalian's 
opening to the outside world has given an impetus to the entire East Lianing Peninsula's 
opening. Finally, with Dalian taking the lead, with Dadong, Yingkou and Jinzhou 
situated at its sides and with Shenyang, Anshan Liaoyang and other cities being its 
hinterland, a new pattern of opening to the outside world will take shape.

3. The frontier trade between the Russian Federation, Democratic People's 
Republic of Korea and China has been developing rapidly.

With the rapid growth of the Coastal cities opening to the outside world, the 
inland frontier trade between the Russian Federation, the Democratic People's Republic 
of Korea and China has also been developing rapidly. Statistics show that the volume of 
frontier trade between the former Soviet Union and China in 1988 amounted to SF 1.96 
hundred million more than the total of 1983 through 1987. In the late 1980s and early 
1990s it doubled. Although the total volume of trade decreased in 1991, the frontier trade 
increased greatly. For example, the volume of frontier trade of Heilongjiang Province 
with the Russian Federation reached SF 6.1 hundred million between January and August 
1991.

With the great increase in the volume of frontier trade between the Russian 
Federation and China, the internal structure has undergone great changes. The first 
change is in the variety of goods, which has increased from a dozen to thousands; the 
second is in the types of trade, which have developed from barter to such types as 
processing trade and joint production.

As a result, a zone open to the outside world has been formed in north-east 
China. All the development areas in the zone have shown the following common 
characteristics in opening to the outside world and the goals and measures of regional 
economic development:
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a. Large-scale development of basic facilities is given priority for the all round 
development of the zone.

Programmes have been drawn up to develop basic public facilities not only for 
the Tumen River Area development, but also for the East Liaoning Peninsula's 
opening and the construction of Heilongjiang's frontier cooperation areas. For 
example, in the programme for the Tumen River Area development, an overall 
construction of inland port groups along the Tumen River, airports, railways, 
highways and telecommunication facilities are proposed, which will need an 
investment of US$ 300 million. In the programme for Dalian's development, a 
large-scale development of basic facilities is involved to extend the old ports, 
railways, highways and airports, and to build new ones, which will need an 
investment of US$ 150 million. If these programmes are realized, basic 
facilities such as railways, highways, ports, harbours and telecommunications 
will be much improved. By that time, the zone open to the outside world will 
have been developed with Dalian, Hunchun, Heibe and Shuifehe being the 
gateways leading to inland north-east China. Dalian leads to the inland areas of 
Liaoyan, Anshan, Shenyang and Siping with Dandong and Yengkou Jinzhou to 
its sides to form the East Liaoning Peninsula open zone, which will develop into 
the Round-the-Yellow-Sea Economic Cooperation Area together with the 
Shandong Peninsula, Republic of Korea's west coastal development area and 
Japan's Kyushu industrial area. Hunchun, with three extensive railways of 
Tumen-Tonghua, Tumen-Changchun and Tumen-Harbin, helps to form a 
completely open industrial town group, which will develop into the Round-the- 
Sea-of-Japan Economic Cooperation area, together with Japan's coastal area, the 
Sea of Japan, the Russian Federation's Vladivostok and the Democratic People's 
Republic of Korea's Chongjin. Heihe and Shuifenfe links the Russian 
Federation and the eastern part of north-east China through the establishment of 
inland navigation systems connecting Heilong River, Washuli River, Shonghua 
River and Lenjiang River, which will develop into the North Economic 
Cooperation Area together with Japan's Hokkaido and the Russian Federation's 
Sakhalin. The formation of the above three big economic cooperation areas will 
surely promote economic cooperation in North-East Asia.

b. The main goals are to develop export-goods industries to establish financial and 
trade centres, in order to form a multi-functioning international economic 
centre.

Because each country in North-East Asia has its own specific conditions, the 
strategic goals of developing regional economies are different from one another. 
For example, in the Far-east Development Programme of the Russian 
Federation, development of local natural resources is the strategic goal; whether 
in the development of Sakhalin Area or in the assumption of establishment of 
Vladivostok Free Economic Circle. North-east China is rich in labour and in
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transport and communication. Therefore, its goal is to develop new and high- 
tech industries and export-goods processing areas. At the same time, each 
region has set its own more specific goals according to its own geographical 
position, and present industrial and technical basis and structures. For example, 
Dalian city will intensively develop industries producing export goods such as 
food, textiles and clothing as well as new and high-tech industries. In the 
Hunchun City's development programme, the key industries to be developed are 
automobiles, chemicals and agriculture based ones suitable to the specific 
conditions of Jilin Province. In Heilongjiang Province's development 
programme, open zones along the rivers and frontiers are to be established with 
Heihe and Shuifenhe being the gateways. Labour-intensive industries of export 
goods are to be emphasized in its development, and to establish financial and 
trade centres is an important part of its goal while the old industries centred in 
such cities as Harbin, Qiqihar and Daqing are changed into new and high- 
technology ones.

Each region regards the establishment of financial and trade centres as an 
important component in its strategic goals while developing export goods 
industries. In Hunchun City's programme, the goal is set to establish a financial, 
trade and international communication centre in order to link north-east China 
with the countries along the Sea of Japan. In Dalian's programme the goal is 
also set to establish a financial and trade centre in order to link the countries in 
the Asia Pacific region.

From the above strategic programmes, we can see that in the twenty first 
century, a number of international communication centres will be established in 
north-east China, and they will perform an important integrated function of 
finance, trade, and export-goods processing. They will develop and play an 
increasingly important role in Japan's and the Republic of Korea's structural 
transfer of industries and in the development and change of international 
division of labour.

c. The key nations of the area exporting funds and technology are Japan and the 
Republic of Korea and the international division of labour between Japan, the 
Republic of Korea and China will be developed at different levels.

In the context of China's import of funds and technology on a large scale, north
east China will surely become the main area for investment by Japan and the 
Republic of Korea because of its geographical position, historical tradition and 
other factors. For example, of the direct investment made by Japan in China, 
14.8 per cent has gone to north-east China and Inner Mongolia (12.8 per cent to 
Liaoning Province alone); surpassing the share of investment to Guangdong, 
Fujian and Hainan the three coastal provinces in the south. Japan is the largest 
investor in north-east China next to the area of Hong Kong. Take Liaoning
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Province for example, it received Japanese direct investment of over US$ 20 
million, amounting to 6 per cent of its total foreign direct investment; while in 
Dalian City, Japanese investment came up to 50.9 per cent of its total. In 
addition, direct investment made by the Republic of Korea has just begun in 
small scale, mainly in Shandong, Liaoning and Yanbian, but it has developed 
rapidly. Therefore, north-east China will surely become the key area for Japan 
and the Republic of Korea to invest.

IL Characteristics of Regional Economic Cooperation in North-East 
Asia

With the relaxation of the political situation in North-East Asia, and the 
economic cooperation among the countries, the area has begun developing rapidly. 
However, the countries have different social systems and great differences in their levels 
of economic development. These factors make it different from other economic areas in 
the following ways:

1. In the countries of North-East Asia, the characteristics of internal trade 
structure is based on natural economic connections.

Economic cooperation in North-East Asia is different from that of European 
Union and North American Free Trade Agreement (NAFTA), because the last 
two do not depend on agreements or policies that connect them, but have 
developed spontaneously on the basis of natural economic connection, which 
shows clearly the interdependence of internal trade in the area. Although 
north-east China's dependence on internal trade in North-East Asia counts only 
to 23.98 per cent on the whole, it is higher than other areas in China. Take 
export for example, the volume of export of north-east China to other countries 
in North-East Asia is 44.0 per cent of its total volume, which is nearly double 
the average volume of the whole country. However, it does not include the 
export to the Republic of Korea; if this is considered, the proportion will be 
higher.

The economic relationship formed on the basis of national economic 
connections in North-East Asian Countries, is an internal strength that concerns 
each of their economic future. This strength will be enhanced with the 
development of science and technology and the spread of international division 
of labour and will promote the development of their economic cooperation. 
However, it must be pointed out that the cooperation in North-East Asian 
countries are only in exchanges of products, especially industrial and primary 
products. Compared to the cooperation between Japan and other newly 
developed countries in Asia , they have just started. Therefore, the economic 
cooperation in North-East Asia should be developed to a higher level.
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(million US dollars, per cent)

Table 1. The export of Northeast China to other countries in North-East Asia, 1992

Japan China Russian
Federation

Democratic 
Peoples 

Republic of 
Korea

Global (A)/(B)

Liaoning 25,464
(40.3)

14,777
(2.6)

9,632
(1.7)

249,873 560,000 44.6

Jilin 18,065 
(24.0)

16,086 
(21.4)

1,853 
(2.5)

36,004 75,172 47.9

Heilongjiang 17,209 
(15.8)

35,895 
(33.0)

7,630 
(7.0)

60,734 108,659 55.8

TOTAL 260738 66,758 19,115 346,611 743,381 46.6

Proportion in the
National Total Volume

21.6 37.6 52.1 19.9 10.4 -

Source: Yearbook of Social Economic Statistics of Liaoning, Jilin and Heilongjian Provinces.

2. A multiple axis trade structure will be formed by developing a horizontal 
division of labour.

At present, the international division of labour in North-East Asia, especially 
between Japan, the Republic of Korea and China, is primarily vertical. It is 
reflected in trade between Japan and China and the Republic of Korea and 
China. Though manufactured goods exported from China to Japan has 
increased recently, primary products account for a large proportion in the 
exports of north-east China. Take for example Liaoning Province, the most 
advanced in industry of the three provinces in Northeast China; its export 
volume of primary products amounts to 57.2 per cent of its total exports - more 
than 20.4 per cent of that of the national average. In the China-Republic of 
Korea trade, China mainly exports primary products such as cotton, raw silk 
yarn, corn, coal and oil; while the Republic of Korea exports to China 
manufactured products such as plastic products, clothing, electronics and 
machinery. Therefore the division of labour between the Republic of Korea and 
China is mainly vertical. In view of the development of international trade after 
World War II, this kind of vertical division of labour has resulted in the 
deterioration of trade conditions in the developing countries, and hindered the 
development of multilateral economic cooperation. In the economic 
cooperation between China and Japan, and between China and the Republic of 
Korea, the vertical division of labour hinders the international circulation of 
funds and transfer of technology, and makes economic cooperation difficult.
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Though the vertical division of labour predominates, horizontal division of 
labour has begun to develop rapidly. This is not only seen in the trade of 
manufactured products between Japan and the Republic of Korea, but also in the 
development of China-Russian Federation frontier trade. Recently, with the 
development of China-Russian Federation frontier trade, a great change has 
taken place in the structure of products. At present, China mainly exports to the 
Russian Federation manufactured products like light industrial goods, clothing, 
family appliances etc., while it imports from the Russian Federation steel, 
chemical fertilizers and automobiles. From the structure of products, we can see 
that the trade between the Russian Federation and China is primary horizontal.

This horizontal division of labour between the Russian Federation and China has 
to some extent, changed the old pattern of vertical division of labour in North- 
East Asia. China's export of manufactured products to Japan and the Republic 
of Korea, will change the situation of heavy dependence on Japan and the 
pattern the regional economy centred around Japan, thus promoting the 
formation of trade structures with multiple centres.

3. Economic cooperation systems of multiple levels are to be formed with Japan, 
the Republic of Korea and China as the centres.

There are two main characteristics in the regional economic cooperation system. 
One is that Japan, the Republic of Korea and China are the centres because they 
play an important part in them. As is shown in Table 2, in 1990 the trade 
between Japan and China and between the Republic of Korea and China 
amounts to 78.76 per cent of the total volume of trade in the region; and though 
China-the Republic of Korea trade has recently started, it surpassed China- 
Russian Federation trade.

Table 2. Proportions of trade of North-East Asian countries, 1990
(per cent)

Country Japan Republic of 
Korea

China Russian 
Federation

Democratic 
People’s 

Republic of 
Korea

Japan - 25.89 11.13 4.29 0.28

Republic of Korea 18.79 - 2.30 0.55 -

China 17.62 3.03 - 2.75 0.57

Russian Federation 4.84 0.58 2.78 - 2.35
Democratic People’s

Republic of Korea
0.45 0.03 0.23 1.50 -

Source: Author's estimates.
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The other characteristic is that the countries are at different levels of 
development. There an economically advance country viz. Japan and a newly developed 
country viz. the Republic of Korea, and developing countries like Mongolia, the 
Democratic People's Republic of Korea and China. Japan mainly provides funds and 
advanced technology and products, the Republic of Korea mainly provides secondary 
technology and products, and China mainly provides labour-intensive primary products.

The system of international division of labour of multiple levels have two 
meanings. One is that industries will be promoted with economic development of each 
country in the region. For example, north-east China will change its base of supplying 
products into a base of exporting labour-intensive industrial products; the Republic of 
Korea will gradually change from an exporter of labour-intensive industrial products to 
an exporter of funds and technology. At the same time, each country, in its regulation of 
industrial structures, will turn from industries with no advantages to those with 
advantages in trade with other countries. The other one is to carry out economic 
cooperation between countries similar in economic development, which will help form 
horizontal trade of goods and all the productive elements between one country and 
another to realize mutual development and prosperity. Therefore, all this will mitigate the 
contradiction between the south and the north and create an objective base for carrying 
out multiple-sided economic cooperation in North-East Asia; as a result, the development 
of the regional trade will be greatly promoted.

III. Conditions for the promotion of cooperation in North-East Asia

Some favourable factors to promote the regional economic cooperation have 
already appeared in North-East Asia. But there are also a lot of difficulties. Facing the 
situation of co-existence of difficulties and hopes and of challenges and chances, every 
country in the region should take an active interest and join in cooperation. So the 
measures that should be taken are:

1. Independent development of each country is to be strengthened and its domestic- 
development is to bring along the development of the regional economic 
cooperation.

The key to the development of regional economic cooperation in North-East 
Asia is to strengthen and promote the independent economic development of the 
developing countries in the region.

In view of the present conditions, position and role of north-east China in 
regional economic cooperation, its economic development will include the 
following:

a. Reform of the economic systems will be deepened; socialist market 
economy systems would be perfected; obstacles resulting from political
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and economic systems in economic cooperations be cleared away as soon 
as possible in order to make the economic systems suitable for international 
cooperation; natural economic connections between north-east China and 
the other countries in North-East Asia will be strengthened with market 
economy being the tie.

b. The industries in north-east China are to be improved so that their standing 
in North-East Asian cooperation will improve. As mentioned above, 
though north-east China depends heavily on the trade in the region at 
present, its exports are largely of primary products. To change this requires 
that the industrial structure is improved quickly, labour-concentrated 
industries is developed on a large scale, and the proportion of manufactured 
goods to be increased so that the base of exporting primary products is 
developed into a base of labour-concentrated industries exporting 
manufactured products.

c. Domestic markets will be opened further; preferential policies will be 
made to import funds; duty-free trade areas will be established among the 
areas along the sea, river and the frontier areas on the present base of 
opening politics. These areas will take the lead and help along the inland 
areas.

2. Multilateral economic cooperation, centred on north-east China, will be 
carried out at all levels.

North-east China holds a very special position in North-East Asia. First, its 
favourable natural and geographical conditions and its relationship with other 
countries of the region throughout history are advantageous to economic 
cooperation among the countries in the region. Secondly, north-east China has a 
relationship involving a vertical division of labour with Japan and the Republic 
of Korea and a horizontal trade relationship with the Russian Federation and the 
Democratic People's Republic of Korea. Therefore, it lies at the intersection of 
vertical and horizontal relationships in the compound multilevel systems of 
division of labour, thus forming the ties of economic cooperation between 
different countries. Finally, north-east China has a population of one hundred 
million, which is favourable to develop labour-intensive industries on a large 
scale and is may become, in the future, the largest market in North-East Asia. 
All this naturally makes it the centre of economic cooperation in North-East 
Asia.

Specifically, cooperation includes the following two kinds:

The first is the economic cooperation between north-east China, Japan and the 
Republic of Korea. North-east China will change its present situation of 
exporting primary products by improving its industrial and export structures, 
carry out productive economic cooperation with Japan and the Republic of
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Korea, establish international division of labour in industries, and develop the 
present bilateral economic cooperation between China and Japan and between 
China and the Republic of Korea into a trilateral one among China, Japan and 
the Republic of Korea.

The second is the economic cooperation of many kinds with the Russian 
Federation and the Democratic People's Republic of Korea, centred on the 
frontier trade. On this base, multilateral economic cooperation will be 
established to make use of Japan's funds and technology and China's labour 
force in tapping and processing the Russian Federation's natural resources and 
then to ship the products to Japan and the Republic of Korea. Thus, a united 
and continuous processing and producing system will be formed.

In short, economic cooperation at all levels will help improve the trade 
conditions of the developing countries, promote their progress of 
industrialization and then carry out multilateral economic cooperation in the 
region.

3. Direct international investment is important for regional trade development.

International investment plays an important part in promoting international and 
regional trade. Direct international investment made by transnational 
corporations makes up about 52 per cent and 57 per cent of total import 
respectively. Meanwhile, in the newly industrialized countries and some 
developing countries, this kind of investment will play a greater part in 
promoting their import. According to the statistics of the UN, the import 
brought about by this kind of investment in Singapore, Brazil and the Republic 
of Korea amounts to 90 per cent, 40 per cent and 25 per cent of their total 
import respectively. From this, we can see that the direct international 
investment is an important factor to promote international trade.

In North-East Asia, the leading role that the international investment plays in 
international trade is also very important. The reasons are:

a. Direct international investment made by Japan and the Republic of Korea in 
North-East Asia will promote the regulation of the regional industrial structure, 
speed up improvement of the regional industries, reform the pattern of the 
regional trade which is primarily horizontal, and promote regional multilateral 
economic cooperations.

b. Direct international investment will change the pattern and promote a situation 
where developed countries buy resources from, and sell technology to, 
developing countries, and thus speed up the industrialization of the developing 
countries.
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c. Direct international investment will help establish systems of international 
division of labour in the region on a mutually complementary basis, in which 
each North-East Asian country can bring its own strong points into full play and 
satisfy its own needs. In this way, the regional economy will merge into an 
organic whole.

In order to realize this development mode, Japan, as an economic superpower in 
the region, should play the part of supplier of funds and technology and actively transfer 
its funds and technology to the countries in the region to bring about their economic 
development. The development of those countries will, in turn, be sure to increase 
Japan's political and economic position in Asia and in the world, and finally the whole of 
North-East Asia will prosper.
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III. Prospects in the North-East Asian Subregion for 
Economic Cooperation and Development 

through Trade Expansion

(ESCAP Secretariat)

The North-East Asia subregion, with its diversity and complementarities, has a 
tremendous potential for economic cooperation. Countries within this subregion, namely, 
China, Japan, Mongolia, the Democratic People’s Republic of Korea, the Republic of 
Korea and the Russian Federation have, in fact, been contemplating joint economic 
initiatives for the development of this area. Different options have been discussed in the 
context of cooperative endeavours to develop trade and trade-related aspects such as 
infrastructure and transportation, and practically all such schemes reflect the desire of the 
constituent countries for cooperation among themselves.

This is encouraging and, in part, is the result of trends towards the emergence of 
this subregion as a new "growth pole" in the world economy in the coming decades. 
While this shift of focus in global activity is partly due to the growing weight of Japan 
and the newly industrialized economies and areas of this subregion (that is, the Republic 
of Korea, the area of Hong Kong, and Taiwan province of China) in the world economy, 
the economic vitality emerging in the North-East Asian subregion has also been a major 
contributing factor.

The present status, of course, is that the countries of the North-East Asia 
subregion, in spite of their great growth potential, have not explored the possibilities open 
to them. In the past, this could be ascribed to the separation of economies in the 
subregion owing to political differences which rendered any meaningful economic 
cooperation impossible. However, with the end of cold war between the world's major 
countries, global tensions have reduced significantly which has created an enabling 
environment to economies with geographical contiguity to profit from and stimulate their 
growth prospects through cooperation for joint endeavours to achieve common 
objectives.
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North-cast Asia is an area with a wide variety of industrial enterprises, as well as 
abundant natural resources such as coal, timber, minerals and agricultural products. For 
the subregion as a whole, labour supply, and availability of open land and fresh water 
pose no problem. All the countries of the subregion, therefore, stand to gain from 
cooperation for development in terms of exploiting mutual complementarities in 
production based upon comparative advantage generated by resource endowments, and 
subsequent exchange of goods and services.

Despite lack of formal arrangements for cooperation in the past, countries of the 
subregion have been enjoying the benefits of economic interaction. In the process, 
China, as a major country in this area, has taken an active part in economic and technical 
cooperation. For example, between China and the Republic of Korea, non-government 
economic and trade relations have expanded gradually from about US$ 19 million in 
1979, to US$ 3.8 billion in 1990. Following the normalization of their relations, China 
and the Russian Federation have speedily restored their economic, trade, scientific and 
technical cooperation. Thus, the border trade between China and the Russian Federation 
reached US$ 300 million in 1990. Furthermore, in addition to trade by agreements 
between the central governments, some of China's border provinces have carried on 
border trade with the neighbouring republics of the Russian Federation, the Democratic 
People's Republic of Korea and Mongolia. In fact, China's yearly trade with the 
Democratic People's Republic of Korea amounted to US$ 600 million in 1990. Economic 
relations between China and Japan have also developed rather speedily and though 
Japanese investment in China forms just one per cent of its total investment abroad, the 
absolute amount reached about US$ 2.4 billion by 1990 - this constitutes around 12.5 per 
cent of total foreign investment in China. As regards trade, bilateral trade between China 
and Japan stood at approximately US$ 19.3 billion in 1988, a level that was as much as 
2.8 times the trade value achieved in 1978. In fact, in 1988, trade with Japan formed 
about one-fifth of China's foreign trade value in that year. In recent years, the 
development of trade and technological cooperation has also been significant elsewhere 
in the subregion. For example, according to one estimate, the Republic of Korea's annual 
trade with the former Soviet Union reach US$ 900 million in 1990.

The views on cooperation opportunities in the subregion are many and in this 
paper, some of the more well-known arguments and perceptions in favour of trade 
expansion for development are briefly reviewed. It is understood, of course, that a mere 
mention of any proposal or suggestion for cooperation in the North-East Asia subregion 
in the following, does not in any way imply support on the part of the United Nations, or 
the United Nations Economic and Social Commission for Asia and the Pacific in 
particular.

It has been pointed out that the feasibility of more intensive cooperation in 
North-East Asia is real, and its full potential is not being tapped. The resources and 
economic structures of the countries in the subregion, as mentioned earlier, are highly

22



Prospects of Economic Development through Cooperation in North-East Asia

complementary. Japan and the Republic of Korea, for example, have an obvious 
superiority in capital and technology. But they are handicapped by poor natural resources 
and high labour costs. The eastern part of the Russian Federation boasts of rich natural 
resource endowment but has only a sparse population leading to a serious shortage of 
labour, as well as deficiency of capital and technology. China has a huge work force, 
cheap labour and a relative superiority in certain natural resources and technologies, but 
lacks capital. The Democratic People's Republic of Korea and Mongolia have also 
relative abundance of certain natural resources, but lack capital and technology. As far as 
the levels of industrial structures is concerned, Japan ranks as the first with the Republic 
of Korea in the second place; China, the Democratic People's Republic of Korea, the 
eastern part of the Russian Federation and Mongolia follow roughly in that order. At the 
same time, agricultural production entails high cost in Japan and in the Republic of 
Korea. For all these reasons, the existing complementarities in the subregion are vast, so 
that the possibilities of economic gain through specializing in production on the basis of 
comparative advantage are real. Consequently, the potential for cooperation and 
development through trade cooperation is significant.

It is thus argued that regional cooperation would give full play to synergies in 
North-East Asia's economies which, in a sense, are more complementary than Europe's. 
The steady expansion of exchange even without a formal development framework 
testifies to this reality. The table below is illustrative.

Another argument in favour of economic cooperation in the subregion at this 
juncture is that diplomatic relations among countries in the area have changed markedly 
for the better. Each of the countries is seriously engaged in normalizing its relations 
where such had been non-existent in the past, and a high level dialogues for establishing 
diplomatic ties and resolving territorial disputes are very common. While some areas of 
friction still persist, these are few and the general scenario is the one of improved mutual 
relations between North-East Asian countries which has created a better environment for 
economic cooperation. The present circumstances, therefore, present a window of 
opportunity to get cooperative endeavours for development under way as each of the 
countries is receptive to the establishment of economic linkages to stimulate and 
reinforce growth prospects. In fact, at a non-governmental level, several international 
conferences, such as the present one, concerning economic cooperation in North-East 
Asia have been held already. From these, many ideas to form "economic spheres" 
encompassing areas contiguous to particular seas have evolved; however, an unequivocal 
sanction for such schemes by member governments is still not forthcoming.

An important proposal for subregional cooperation in North-East Asia is the 
Tumen River Area Development Programme (TRADP) for which some formal 
discussions have taken place between the concerned countries under the auspices of the 
United Nations Development Programme (UNDP). In these, China, the Democratic 
People's Republic of Korea, the Republic of Korea and Mongolia have been the
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* Strength o Weakness - Not applicable

Capital Techno
logy

Manage
ment

Labour Energy Raw
Materials

Agri
culture

Live
stock

Industry

China (north-east) 0 0 0 * * * * - -

Japan * * * 0 0 0 0 0 *

Democratic People’s 
Republic of Korea 0 0 — * — * 0 0 —

Republic of Korea * * * 0 0 0 - - *

Mongolia 0 0 - - - * 0 * -

Russian Federation 
(Far East) 0 - 0 0 * * 0 - 0

Studies in Trade and Investm
ent 7

Source: Geographical Institute. Changchun (quoted in Far Eastern Economic Review. 16 January 1992).
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participants, while Japan and the Russian Federation have been invited as observers. The 
thrust of the programme is that maritime trade of the subregion will be greatly facilitated, 
since China will not have to ship its exports to Japan from more distant and busier ports 
on the Yellow Sea. The trade of the Russian Federation and China with the Republic of 
Korea could be accomplished more directly. Development in the area will also help the 
Democratic People's Republic of Korea to revitalize its economy and participate in world 
markets, while Mongolia will be able to export its products with easier access to ports. 
The ultimate objective is to develop the Tumen River Area into a dynamic hub like 
Singapore or Rotterdam.

However, decisions on how to fulfil this long-term goal will be ultimately made 
by the participating governments, keeping in view: (a) their evolving social, economic 
and legal systems; (b) the principles of environmentally sound and sustainable 
development, the needs of the people; and (c) efficiency and cost-effectiveness. To date, 
countries concerned have expressed somewhat divergent views regarding development 
concepts and approaches, and future possibilities will depend much on reconciliation of 
these differences. In particular, the provision of legal safeguards and guaranteed access 
for transit trade is a very important issue where progress could perhaps be only at a very 
slow pace. Another critical problem is that of raising adequate financial resources to 
implement the programme, as a large part of its success depends on several large-scale 
infrastructure projects, in particular those for specialized terminals for different types of 
cargo. Also of a critical nature is the extent of support to the proposal by the Democratic 
People's Republic of Korea, but this conference is not the proper forum to discuss such 
likely pitfalls of the scheme in great detail.

Turning to the theme of trade prospects for the subregion, much will depend on 
the pattern of production specialization among the countries of North-East Asia. Some 
studies have been done on prospective changes in the trade patterns of Japan and the 
Republic of Korea. These studies point to the possibility of increased bilateral trade 
frictions between these two countries in the coming decade, for two reasons. The first is 
that expansion of inter-industry trade will put pressure on import-competing sectors, as 
both countries are gradually moving into similar industrial structures. The second factor 
is that unless the inter-industry trade expansion is cast in a strong multilateral trading 
system, there is likely to be fierce competition in high technology products and, in turn, 
could lead to strong rivalry and resort to protectionism. For other countries, such trade 
projections are not available, but the likely composition of expanded trade will be in one 
which some economies, notably Mongolia and the Russian Federation, would specialize 
in resource based minerals as the mainstay of their exports, China and the Democratic 
People's Republic of Korea in light (and, for China, also labour-intensive) manufactures, 
while the Republic of Korea and Japan would be the suppliers of high technology goods 
and capital equipment.
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Trade relations are complemented by investment relations. Given the growing 
labour shortages in Japan and the Republic of Korea, who are also the two relatively 
capital rich countries, investment flows should be forthcoming to exploit subregional 
complementarities. At the same time, however, particularly in Mongolia, the absorptive 
capacity of the receiving economy and availability of the requisite labour skills will be a 
critical factor, particularly in Mongolia. Other issues, such as the receptiveness of the 
foreign investment laws in the host country, as well as the availabilities of adequate 
infrastructure will also be relevant considerations. Needless to add, given the relatively 
low level of development in Mongolia, and the substantial debt burden of the Russian 
Federation, the volume of official capital inflows and overseas development assistance 
inflows will also determine the pace of growth of the economy, its absorptive capacity 
and trade-related sectors.

A special feature of North-East Asia that distinguishes it from other groupings 
based on geographical contiguity is that the subregion includes the world's largest 
centrally planned economies, as well as two of its most dynamic capitalist countries. 
Current events in this subregion thus point to the possibility of rapid growth if the forces 
of cooperation can be properly harnessed. In this sense North-East Asia represents a case 
of North-South cooperation as distinct from South-South cooperation which characterizes 
other cooperative arrangements in Asia and the Pacific, such as, the Association of South- 
East Asian Nations, South Asian Association for Regional Cooperation and the Economic 
Cooperation Organization. To that extent, it also carries the potential of posing an 
effective counterbalance to the emerging threat of the North American Free Trade 
Agreement (NAFTA), where too, a large developing country (Mexico) has established a 
free trade area with two large developed countries, Canada and the United States of 
America.

The case for establishing closer economic ties in North-East Asia, especially 
through trade and investment expansion, is thus very strong. The contents of such 
cooperation could take various forms. Among others, the following forms of cooperation 
could be contemplated: (a) coordination of economic policies, or even, consultations on 
trade and exchange rate policies; (b) introduction of partial tariff preferences; (c) setting 
up of special economic zones; (d) establishing joint industrial, agricultural and natural 
resource based projects; (e) building of infrastructure facilities for transport, 
communications and energy in a coordinated way; (f) expansion of tourist facilities and 
promotion of tourism from within the subregion; (g) setting up of a North-East Asia 
development fund; (h) establishment of a human resources development centre, 
especially for trade personnel, in the subregion; and (i) dealing with environmental 
problems through a common approach.

The above are only some very preliminary ideas for cooperation and they 
require far more intensive study than is possible within the scope of this paper. It is true
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that countries in the subregion have different political and economic systems, and wide 
disparity exists in the degree of their openness to the world. Also, several political 
disputes still remain unresolved. But, overall, the favourable factors outweigh the 
unfavourable. Provided that participating countries are serious in their desire for 
cooperation, the possibilities of establishing fruitful ties for joint activities in diverse 
fields is high. Trade could be the starting point of such cooperation, as trade is the core 
of all autonomous integrative economic forces. As such, the compulsions for trade 
expansion are strong and the beneficial results are easy to assess. Of course, discussions 
between Governments are necessary, and conciliatory attitude is required to overcome 
minor issues of friction, and feasibility studies are indispensable before any proposal for 
cooperation can be seriously considered. But what is required is action and the 
commitment of the authorities concerned to pursue cooperation. It is, therefore, this 
aspect that needs the foremost attention to turn North-East Asia into a hinterland of hope 
for the continued prosperity of the larger Asian and Pacific region.
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IV. Adaptability to Developing Tendency of "Sub
regionalization" in North-East Asia and Building 

up the Free Economic Zone around 
the Yellow Sea

Chao Fen Bin 
(China, Jilin University)

The purpose of this paper, is to make some suggestions about building a Free 
Economic Zone Around the Yellow Sea. In order to delineate its international context 
and objective conditions, we must start with the analysis of the general situation of 
economic development in North Asia.

I. The General Situation of Economic Development in North-East 
Asia

The problems about the economy in North-East Asia have been discussed for 
many years and the ways of solving some of them have been agreed upon by the 
academic circles in different countries. However, some of them still need further 
discussion. The fundamental one is how to understand thoroughly the situation in North- 
East Asia in order to grasp the process of economic development in this area. This is the 
starting point of our study.

First, owing to the strengthening of multipolarization and economic 
regionalization, and to the growing stability and development of the Asia Pacific region, 
there has been a rapid development of bilateral and multilateral economic cooperation of 
North-East Asian countries. Economic ties in the area have become closer; economic 
regionalization is obviously speeding up; but regional conglomeration in North-East Asia 
is making a slow progress. With an improvement of political relationship among the 
North-East Asian countries, the regional economic conglomeration should take-off. But, 
in the predictable future, there is little possibility of this economic conglomeration.
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The strengthening of economic regionalization in North-East Asia in the last few 
years has mainly shown in the following aspects:

1. The countries and areas that were at cold war for a long time have restored 
and improved their economic relationship on the basis of mutual benefits and 
complementarity. For example, business contacts between the Republic of Korea and 
China, and between the Russian Federation and other North-East Asian countries have 
developed rapidly. Trade between the Republic of Korea and China started in 1978 on a 
small scale and was basically indirect through a third country. The volume of trade only 
amounted to US$ 7, 94 million. In 1992, before the normalization of relations between 
the two countries, the volume of trade increased to US$ 80 million. Since normalization 
in August of the same year, not only has trade increased but also cooperations in funds 
and technology have made great progress. In 1993, the volume of trade increased to 
US$ 100 hundred million. In the past, the economic relations between East Asia and 
Siberia of the Russian Federation, with other North-East Asian countries were extremely 
limited. Since the end of the cold war their economic contacts with the Republic of 
Korea, Japan and northeast China have increased each year. The development of trade 
between the Republic of Korea and the Russian Federation is striking - from no trade 
with each other in 1988, to a trade of US$ 8.9 billion in 1990. Economic relations 
between China and the Russian Federation, especially in frontier trade, is growing rapidly 
and the volume of trade reached US$ 38.9 billion in 1990.

2. Another important sign of economic development is in regional economic 
relations, for these have undergone a change. A report issued recently by the Asian 
Development Bank points out that the situation in and outside Asia impels Asian 
economies to develop "inwards", and constantly increases regional cohesion. Economic 
regionalization is shown in the change of trade structures. For example, the growth of 
trade between Asian countries surpassed that with outside countries in the 1980s; in 1987 
export within the Asian countries was 35 per cent of its total volume; and it increased to 
40 per cent in 1991. Though America's export to Asian countries still holds sway, its rate 
is in decline, but Japan's export in Asian markets keeps rising each year. The tendency 
towards regionalization in Asian economic and trade relations, reflects the progress in the 
regionalization of North-East Asia. According to the statistics of trade published by the 
northeast Asian countries, regionalization in trade has been increasing very rapidly, 
although the volume of intra-region trade is still lower than that of trade with countries 
outside the region.

3. In recent years, the development of economic regionalization in North-East 
Asia is reflected not only in the general increase in regional economic development but 
also in the development of regional multilateral trade relations and the pattern of labour 
division. At present, there is a three-level pattern of labour division of economically 
advanced, newly industrialized and developing countries in the region. Basically, it is a
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vertical division of labour, but it is not static. With economic development of North-East 
Asia, there is a tendency towards both vertical and horizontal patterns. Economically 
advanced countries like Japan and the Republic of Korea, transfer more and more of their 
funds, technology and industries to North-East Asia in order to reduce production and 
transportation costs and enlarge markets. Japan has moved many of its production bases 
to other Asian countries, making its import from Asia surpass 50 per cent of its total 
volume of import. As a result, the traditional vertical division of labour has been 
transformed into a mutually beneficial pattern of a horizontal one, and the formation of 
new horizontal structures of trade has been promoted.

All the countries in North-East Asia have put forward a variety of ideas of 
regional conglomeration. Among them the following four are most typical: "Economic 
Circle Around the Yellow Sea" by the Republic of Korea; "Large Vladivostok Free 
Economic Zone" by the Russian Federation; "Free Economic Zone of The Tumen River 
Delta" by China. However, the ideas were within academic circles and among the 
people. So far, no government in the area has officially put forth any such idea, although 
some of the ideas are in fact supported or recognized by the governments concerned. 
Some of these have in fact, entered into the stage of planning and implementation, 
although others have not.

In addition, North-East Asia is far behind other Asia-Pacific areas in regional 
conglomeration. Some of the subregional conglomerations have already made great 
progress. For example, in the Australia-New Zealand Free Trade Zone, duties on goods, 
tariff and licensing systems have been abolished. The Association of Southeast Asian 
Nations, made slow progress in the past, but in the 1990s it has gained momentum. It 
was decided to turn it into a free trade alliance by 2008. In November 1992, the Council 
of South-East Asian Free Trade Zone was established. All member countries of the 
Council have reached an agreement on the implementation of the common effective 
preferential customs duties. Viet Nam and other neighboring countries are trying to join 
the alliance, and it may be enlarged to eight or ten member countries. In South Asia there 
is a cooperative alliance of the following seven countries: Bangladesh, Nepal, Maldives, 
Bhutan, India, Pakistan and Sri Lanka. South Asia is one of the poorest economic areas 
in the world and there are serious political problems; but they have finally reached an 
agreement and have founded the economic alliance on December 8, 1985 according to 
The Charter of Regional Cooperation Alliance of South Asia, thus becoming another 
regional economic group.

Therefore, the present situation in North-East Asia is that, regional development 
in economic relations is progressing rapidly, but the conglomeration at state level is 
relatively slow, that is, the two do not synchronize.

Of course, world economic regionalization does not always synchronize with its 
conglomeration. The fundamental reason lies in the multiplicity and complexity of the
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political and economic structures. There are capitalist and socialist countries; highly 
advanced, moderately advanced and developing countries. The countries are different 
from one another in terms of social system, administration and economic development. 
Additionally, the area is one in which historically there were confrontations and rivalry. It 
is common for countries in different stages of development to organize into an economic 
group, but not for countries with different social systems.

Secondly, another important feature of North-East Asian economic development 
is the local "sub-regionalization", which developed very rapidly. The special pattern of 
regional development in North-East Asia manifests itself not only in contrast or 
imbalance between regionalization and conglomerization, but also in an imbalance of 
regional development between the area as a whole and its parts. In the progress of the 
recent economic regionalization in North-East Asia, local economic exchange and 
cooperation in each country has been increasing, leaving the regionalization of the whole 
area far behind. The speed of development in an individual country is much faster than 
the regionalization course of the whole North-East Asia. These two contrasts, that is, the 
contrast between regionalization and conglomerization, and that between pan
regionalization and conglomerization, describe the situation of the present economic 
development in North-East Asia.

The so-called "sub-regionalization" refers to the regionalization of the whole 
area. The sub-regionalization of the area not only focuses on the regional cooperation 
between countries, but also on that between the vicinity areas. It is a tendency based on 
the internationalization of the regional economy.

The development of the local subregional cooperation in North-East Asia will, 
in the long run, make the whole area merge into an economic organic whole, and move to 
a higher level of development. The sub-regionalization of the area is nothing but a 
transition period in the course of economic integration of the whole area.

The sub-regionalization of economic cooperation in North-East Asia is mainly 
divided into three types:

1. The regionalization around the ocean areas. This refers to regional 
economic cooperation areas such as "The Economic Circle Around the Yellow Sea", "The 
Economic Circle Around the Sea of Japan" and "The Economic Circle Around Bohai." 
The Economic Circle Around the Sea of Japan includes Japan, the Republic of Korea, the 
Democratic People's Republic of Korea, the east coast areas the Russian Federation and 
north-east China. Though there are economic cooperations between the above countries, 
the leading role is now actually played by the local governments of the coastal areas of 
those countries; for example, Niigate of Japan, Pusan of the Republic of Korea, 
Vladivostok of the Russian Federation, and Jilin and Heilongjiang of China. The 
Economic Circle Around the Yellow Sea includes Lianing, Hebei, Shandong Jiangshu,
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Tianjin and Shanghai, the areas along the West Sea of the Korean Peninsula, and North 
Kyushu and southeast Japan.

2. The growing triangular regionalization. This refers to such areas as the 
Yangtse River, the Yellow River, the Liao River, and the Tumen River; of which, the most 
noticeable are the Tumen and Yangtse. The Yellow River Delta and the Liao River Delta 
are included in the subregional economic cooperation of Bohai area. The idea of the 
Tumen River development, the focus of world attention, is of great importance not only 
to North-East Asia but also to Eurasia. It is a programme of transnational free economic 
zone between the Russian Federation, the Democratic People's Republic of Korea and 
China, and neighboring countries such as Japan and the Republic of Korea. The 
Shanghai Delta is not only an important component of the Economic Circle Around the 
Yellow Sea but also a "growth triangle" which is centered on the development of the new 
Pudong area. These "growth triangles" will become an important development pattern of 
North-East Asian sub-regionalization.

3. Coastal/inland regionalization. At present, the border economic exchange 
and trade has been developing swiftly among the three provinces of north-east China, the 
Far East and Siberia of the Russian Federation, Ulaanbaatar of Mongolia, and the 
Democratic People's Republic of Korea.

The three countries involved can be mutually complementary and in terms of 
resources, industry and market demand. In future, they will cooperate with one another, 
and at the same time they will import funds and technology from Japan and the Republic 
of Korea to develop multilateral cooperation.

The inland border regional cooperation has developed spreading from the 
coastal areas to the northern inland areas, with gradual improvement of relationship 
between North-East Asian countries and with the normalization of border economic 
exchange. So it has great future prospects.

The following points should be kept in mind in developing economic 
regionalization:

1. International trade cooperation is carried out with the localities as the main 
component. It is very important to have the idea of "internationalization of localities". 
China stresses on the strategies of developing the economy of coastal areas, Japan on the 
areas along the Sea of Japan, the Republic of Korea on the areas along its west sea, the 
Russian Federation on the Far East coastal areas and the Democratic People's Republic of 
Korea on the areas at the lower reaches of the Tumen River. Then they participate in the 
local-international division of labour and develop multilateral economic cooperations of 
different kinds on the basis of mutual complementarity. This economic 
internationalization of localities has great vitality.
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2. The principal way to realize it can be that of "international regional 
development programmes"; or can be that of transnational free trade zones to choose 
some special locations to turn the limited resources into greatest benefits. Economic 
internationalization is usually in the form of alliance of customs duties, common markets, 
economic integration and so on, but these are unsuitable to North-East Asia at present 
because of its pluralistic structure mentioned above.

Take for example, the development programmes of the Economic Circle Around 
the Yellow Sea and the Tumen River Areas. The best way is to enlarge the international 
exchange and cooperation through the development of key areas into a relatively loose 
and flexible international economic cooperation area.

It means that local development programmes are carried out at the beginning to 
promote subregional economic cooperation and development, whereby international ties 
are strengthened and free economic zones are established gradually.

3. In the regional economic cooperation of North-East Asia, we should not 
only pay attention to the development of trade within the area, but also to the free transfer 
of factors of production and direct foreign investment. Generally the regional economic 
zone obtains benefits and forms economies of scale through free trade within the area. 
But the economy of North-East Asia is different, because what is important in this region 
is the complementarities and transfer of funds, technology, labour force and resources. 
The final formation of the economic cooperation circle in North-East Asia depends, to a 
large extent, on the scale and effect of the transfer of funds and technology from highly 
advanced and moderately advanced countries to the developing ones. Therefore, in Order 
to ensure successful local transfer, preferential policies must be adopted for foreign 
investment, by providing low cost labour force, freedom to foreigners conduct businesses 
and ensuring a stable political situation.

4. A common order and mechanism of international cooperation and 
exchange can be established among the countries of different political systems on the 
basis of a market economy and international practice. To establish an economic order of 
linking the socialist economies with the capitalist ones, it is important to respect the 
market mechanism and handle international economic relations according to international 
practice. If not, the country may keep its own system at home and handle international 
economic relations according to international practice and through the market 
mechanism. Alternatively, it may develop some special areas at home and link them with 
the international economic system. At present conditions in North-East Asia as a whole 
are not appropriate for establishing such an order and mechanism; there is a long way to 
go. But some organizations for promoting regional economic cooperation have already 
appeared in the areas around the Yellow River, at the lower reaches of the Tumen River 
and along the north border.
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II. The Planning of the Economic Circle around the Yellow Sea

The planning of the Economic Circle Around the Yellow Sea was first put 
forward by Korean academic groups, and is becoming a shared idea of the pertaining 
countries. The present stage of the circle is the sub-regional economic alliance of the 
bordering countries around the Yellow Sea (China, the Republic of Korea, Japan, and the 
Democratic People's Republic of Korea), which focuses on local economic cooperation. 
The academic groups of all the countries concerned, believe that the Economic Circle 
Around the Yellow Sea should include Liaoning, Hebei, Shandong and Jiangshu 
provinces and Shanghai and Tianjin cities, the coastal areas along the West Sea of the 
Korean Peninsula and the Kyushu area of Japan. There is another view that it should not 
include Shanghai of China and Kyushu of Japan because of their geographical position. 
The regional economy should take natural geographical conditions as its prerequisite. It 
is incorrect to ignore the geographical environments, but it is not scientific to hold the 
theory that geography alone decides everything.

The determination of an economic circle requires considering two factors: 
natural geography and economic relations. The former is a prerequisite; the latter is a 
determining factor. In addition, international economic strategies and policies of the 
countries involved in the economic circle also have some influence on the determination 
of the economic circle. Japan for example, does not belong to the circle in view of its 
geographical position, but policies adopted in its southeast areas are clearly directed to 
the circle. Shanghai belongs to the Economic Circle of East China, but in view of the 
orientation of its strategies, it mainly tries to develop the economic cooperations with 
such North-East Asian countries as Japan and the Republic of Korea. So it is more 
inclined towards Economic Circle Around the Yellow Sea.

In the formation of the Yellow Sea Circle, the international economic 
cooperation was more in the areas along the Bohai Bay; the places where investment was 
made were Shandong Province, Tranjing City and other coastal cities.

The scope of the circle keeps increasing. By the 1990s it had developed the 
whole Shandong Peninsula, the Liaodong Peninsula and Tianjing and Shanghai areas, 
thus forming a greater Economic Circle Around the Yellow Sea.

At present, the conditions are ripe for establishing close-knit organizations or 
conglomerates of subregional economic cooperation. The conditions are as follows:

1. Bilateral trade between countries tends to develop into multilateral trade, 
thus making trade within the region exceed that outside the region. This is the basic 
condition for economic regionalization.
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2. Free transition within the region of such important productive elements as 
capital, technology, and labour is guaranteed, and this is an important foundation for 
regionalization.

3. The comparatively stable international division within the area which 
prepares for the mutually adaptable market mechanism and shared market goals.

4. International institutions for coordination of strategic aims.

It is of decisive importance to organize institutions competent in international 
coordination, conducive to the promotion of economic regionalization to a higher degree. 
It is necessary to have further agreements between countries, regional governments and 
academic circles on establishment of the Yellow Sea economic cooperation and 
coordinating institution. In fact, the North-East Asian countries have a common 
awareness of and a common interest in the economic exchange cooperation in the areas 
around the Yellow Sea.

It is not accidental that the Republic of Korea put forward the idea of Economic 
Circle Around the Yellow Sea because 1) Since the mid 1960s, the Republic of Korea's 
outward economic development has been concentrated along its east coast shore and most 
of its key industries have been placed in areas of the southeast seashore. But in the 1980s 
it had to transfer its focus on the regulation of industrial structure and its outward 
economic development to the west seashore, because of the imbalance in its economic 
development at home. This is a strategic choice in the Republic of Korea's economic 
development; 2) The difference in economic development in different parts is increasing. 
For example, the south of Cholla-Pukto and Cholla-nomdolag is far behind the other 
areas in economic development, which makes the people along its west seashore 
resentful; 3) Excessive dependence on the markets, funds and technology of the United 
States and Japan leads to confrontations, which forces it to change its trade policies, to 
look for new trade partners, and to adopt multilateral trade policies; 4) the Republic of 
Korea, according to its "North Diplomatic Policies", actively develops and normalizes her 
relations with China and other socialist countries. In this context, the Republic of Korea 
issued The Programme of Redistribution of Industries and The Programme of 
Comprehensive Land Development in 1986. According to the two programmes, priority 
will be given to the areas of its southwest seashore or the Yellow Sea. In 1988, she 
officially announced "The development strategies for the west sea shore", to enhance the 
construction of basic facilities there, to actively seek economic contacts with China and 
finally, to realize the idea of Economic Circle Around the Yellow Sea.

Japan assumed an ambiguous attitude to the idea and put forward another idea 
of the Economic Circle Around the Yellow Sea. As early as the 1960s, Japan proposed a 
regional economic development assumption of North-East Asia. But since then Japan has 
never clearly proposed an official programme for the cooperation in Asia-Pacific area and
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North-East Asia. It does not mean that the Japanese government does not wish to take 
the lead in North-East Asian economic cooperation but that perhaps the political and 
economic conditions there are not ripe yet. Although the Japanese government does not 
take an active role outwardly, yet it encourages the local governments to participate in 
subregional economic cooperation. Thus, such cities as North Kyushu and Fukuoka 
facing the Yellow Sea are very keen to develop economic cooperation with the other 
areas of the Yellow Sea and volunteer to play the role of an intermediary in the economic 
exchange between the Republic of Korea and China.

The Democratic People's Republic of Korea has been seeking a new way to 
develop her economy outward since the issue of the Joint Operated Enterprise Law. 
Recently she has made six laws concerning foreign nationals: Foreign Investment Law, 
Cooperation Law, Foreign Enterprise Law, Laws of Free Economic Trade Areas, Foreign 
Exchange Law, and the Law of Foreign Enterprise Income Tax. The aim of these Laws is 
to gradually perfect the legal environment and investment environment to make use of 
foreign funds and develop the outward economy. This shows that the Democratic 
People's Republic of Korea wishes to develop economic cooperation with other North- 
East Asian countries.

China plays a very important role in forming and developing the Economic 
Circle Around the Yellow Sea. Coastal cities and provinces around Bohai such as 
Shandong, Hebei, Liaoning and Tianjun have further opened up in recent years and 
carried out more preferential policies to attract foreign investment. The Bohai area is the 
golden seashore of China's north coast and has an important position in China's opening 
to the outside world and in coastal development strategies. The area around Bohai has 
two levels: one refers to the area around the Bohai and some parts along the Yellow Sea 
including 17 cities or areas, viz. Dendong, Dalian, Yingkou, Panjin, Jinzhou, Jinsi, 
Qinhuangdao, Tangshan, Tianjun, Changzhou, Huimin, Dongyeng, Weifang, Yantai, 
Weihai and Qingdao. It is an important door of north China's opening to the outside 
world. It has an area of 172,600 Km2 with an urban area of 18,600 Km2 and a population 
of 68,390,000 with 18,310,000 in the city. The other refers to the areas both around the 
Yellow Sea and Bohai. It has more than 100 cities, large and small, with an area of 
520,000 Km2, and a population of 200 millions. Its advantage is in its geographical 
position with a wide area of hinterland, rich marine and mineral resources, and the 
political, economic and cultural center of the nation: Beijing.

It is also the largest concentration of industries in northern part of China. 
According to the statistics of 1989, there are 18.7 industrial enterprises every 100 square 
kms in this area. Its density is 28 per cent higher than other cities in China. The total 
value of industrial output has reached 142 million yuan, which is higher than that in other 
cities by 90 per cent, the proportion of total value of output between light and heavy 
industries is 48 to 52, with 1,179 million yuan of light industries, and 1,277 hundred 
million yuan of heavy industries, which shows a balanced development. The

37



Studies in Trade and Investment 7

establishment of a science and technology base has developed well. There are 153 
development institutions engaged in independent research in natural science and 
technology in Tienjun, 147 non-independent ones; 126 in Dalian 60 which are 
independent; and 52 in Qingdao, of which 11 are attached to the Central Government and 
29 to Shandong Province. Other cities in the area like Yantai, Jinzhou, Tangshan and 
Weifang also established a number of research institutions which have played an 
important role in our socialist economic construction. Since the 1980s it has established 
5 economic and technological development areas and more than 2,000 foreign 
investments; the total sum of foreign trade in 1989 reached a hundred million US dollars. 
It has also expanded international coordination of different kinds, especially economic 
cooperation with Japan, the Republic of Korea, the Russian Federation, Mongolia, and 
the Democratic People's Republic of Korea, which has become one of the strategies in the 
coastal areas of China.

III. Establishing Subregional International Coordinating Institutions
- A Necessary Step to Promote the Formation and 
Development of Economic Circle Around the Yellow Sea

From the above analysis, it is not difficult to see that we are already prepared for 
establishing a regional multi-national free economic zone along the coast of the Yellow 
Sea. What needs to be done is that the pertaining countries should take substantial steps 
and measures to strengthen regional international economic cooperation. It is my belief 
that establishing the Yellow Sea economic cooperating and coordinating initiations, is one 
of the most important step, and indispensable for the Yellow Sea Economic Circle to 
develop into a free economic zone.

At present, different kinds of regional cooperative organizations have already 
been formed, which can be categorized into three types according to their compactness of 
organization and their integration into the economy; they are the compact type, the semi
compact type and the loose type. The first type has developed following the examples of 
community and conglomerates, such as European Union (EU) and North American Free 
Trade Agreement (NAFTA). The second type has developed in the form of international 
coordinating organization, such as the Association of South-East Asian Nations and 
Central and Southern American Economic Cooperation System. The third type has 
developed as an international coordinating organization or conference, such as the 
Council of Ministers for Asian and the Pacific Economic Cooperation. The regional 
features of North-East Asia fit the third type, but the area around the Bohai and Yellow 
Sea fits the second or somewhere between the second and the third, that is, to taking the 
form of relatively compact international coordinating organization. However, no matter 
what form it takes, it must be a regional international coordinating organization which 
suits the sub-regional economic cooperation of the Yellow Sea Circle.
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As for the nature of cooperative organization, there are three possible forms: 
first, civilian coordinating organization, second, non-official coordinating organization 
with official participants, and third, official coordinating. But, as far as the Yellow Sea 
Economic Circle and the sub-regional economic cooperation are concerned, I suggest we 
organize the second type of coordinating establishment in this area, that is, the civilian 
coordinating organization with official participants, or the semi-official coordinating 
institutions with combinations of both official and civilian participants. The so-called 
"official" here refers to the local governments and their representative of the coastal 
areas, and "civilian" refers to the manufacturing organization, enterprise groups, and 
academic associations and their representatives.

The present civilian or semi-official international cooperation organization of 
the Yellow Sea Economic Circle should have the following characteristics: 1) the 
organization represents the local economic entities but does not directly represent the 
state or central government; 2) the organization is purely an economic cooperation 
establishment, but is not a political group of any kind; 3) the organization should function 
to coordinate economic cooperation between the countries in the circle, and should not be 
an entity or conglomerate. The sub-regional economic coordinating organization of this 
kind will, as the Yellow Sea Economic Circle grows, change its functions. Along with it, 
the scope and form of economic cooperation of the peripheral area of the Yellow Sea will 
also change and thus enter into a new stage.

Three cooperative levels, both connected and separate from one another are 
forming in the Yellow Sea area. First, the Window Cities - these are headquarters and 
connections between the countries in the area. Window cities are central cities, coastal 
points and connecting points of transportation, such as China's Dalian, Tienjun, Qingdao, 
Shanghai; the Republic of Korea's Inchon, Kunsan, Mokpo, Pusan; the Democratic 
People's Republic of Korea's Sinuiju, Nampo, Sariwon, Haiju; and Japan's Kitakyushu, 
Fukuoka, Nagasaki, and Shimonoseki. Second, the Cooperative Zones - these are the 
bases for the countries within the Yellow Sea Economic Circle to undertake economic 
exchange and cooperation. The cooperative zones are often centered around the window 
cities, and should be those that have very solid foundation for manufacturing, with 
relatively advantageous position regarding equipment and transportation, and with greater 
potential for development.

In China, the southern part of Liaodoing peninsula centered at Dalian, the 
northern coastal area of the Bohai Bay centered at Tienjun, eastern part of Shandong 
peninsula centered at Qingdao, and the Lower reaches of the Yangtse River centered at 
Shanghai, are of this kind. In the Republic of Korea, there are the western coastal areas 
of Inchon, Kunsan, Asan to Mokpo, and the coastal areas of the South Sea entered at 
Pusan. In the Democratic People's Republic of Korea, there are the western Korean Bay 
areas around Nampo, the Southern zone of the Yellow Sea around Nampo, and the
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southern zone of the Yellow Sea around Haeju. In Japan, it is mainly the southwestern 
part centered at Kitakyushu, Fukuoka and Nagasaki. These are the rapidly developing 
local international economic cooperative areas in the Yellow Sea Circle. (3) The 
Hinterland Cooperative Circle. These are the wider and dependable zones in Yellow Sea 
Circle, and within direct reach of the window cities and cooperative zones. In China, 
there are the northeast central part around Beijing, the provinces of Shandong and Honan 
centered at Jinan and Zhengzhou, and the zone along the Yangtse River centered at 
Nanjing. In the Republic of Korea, there are the economic centers at Seoul, the central 
scientific and technological developing area centered at Taejon, and the west coastal 
economic zone centered at Kwangju. In the Democratic People's Republic of Korea, 
there are the economic centers at the capital city, Pyongyang, and the Yellow Sea area 
centered at Sariwon. In Japan, the middle and western part of Hongshu can be made into 
a hinterland cooperative circle.

The dividing lines between the above three levels, especially the hinterland 
circles, should not be too sharp. Generally speaking, the entire Yellow Sea Economic 
Circle should take window cities as its centers, cooperative zones as its bases, and the 
hinterland cooperation as the peripheral level; thus forming a three-level international 
economic cooperation region.

As a result, the entire Yellow Sea Circle may be organized as a two-level 
coordinating establishment:

1. The Yellow Sea Circle urban cooperative organization, could be called 
"The Council of the Yellow Sea Circle economic cooperation". This would be a semi
compact organization whose members could be the following 16 cities: Shanghai, 
Tienjun, Qingdao, Dalian, Inchon, Kunsan, Mokpo, Pusan, Nampo, Haeju, Siniuju, 
Sariwon, Kitakyushu, Fukuoka, Nagasaki, and Shimonoseki. The council would consist 
of official or civilian representatives from the 16 cities. The president's office should be 
held in turn by the city representatives from the four countries, with 3-4 year term. The 
function of the council should not be only to coordinate the economic cooperation 
between the member cities, but also to coordinate that in the Yellow Sea Circle.

2. The Yellow Sea Circle Regional cooperative organization, which could also 
be called "The Yellow Sea Circle Economic Cooperation Conference". This would be a 
loose type of organization. The members would include the counties and provinces of 4 
countries along the Yellow Sea coast and their hinterland with their officials or civilians 
as representatives. These are China's Liaoning, Hobei, Shandong, and Jiangsu; the 
Republic of Korea's Kyonggido, Chungchen-namdo, Chonra-bukdo and Chonra-namdo; 
the Democratic People's Republic of Korea's Pyongan-namdo, Pyongan-bukdo and 
Hwaughae-bukd and Japan's Fukuoka, Nagasaki, and Yumaguchi. It will be a more 
extensive and looser subregional coordinating organization than the "Council of the 
Yellow Sea Circle City Economic Cooperation." Apart from the members mentioned
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above, the members of the council can also officially join it. Its main function would be 
to discuss jointly the economic cooperation relations within the circle. The president's 
office can be held by turns by the local representative from the pertaining countries with a 
4 year term. Actually these two coordinating organizations are based on the common 
goals of the Yellow Sea Economic Circle and are mutually dependent on each other.

However, the former will play the role of a coordinating center, and so the city 
cooperative council may establish a standing institution (secretariat).

It should hold a plenary session once a year, and local cooperation conference 
once every two years. The secretariat may be set up in Qingdao. In 1986, China 
established an organization called "Connecting Council of Mayors and Commissioners of 
China's Bohai Area" and set up an allied agency there. This organization will play a 
pioneering role in further strengthening the international cooperation in the Yellow Sea 
and Bohai areas.
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V. Trade Pattern and Prospect in the 
North-East Asian Area

Seonghwan Oh 
(Seoul National University)

I. Introduction

Although economic cooperation among the North-East Asian countries has been 
often discussed both in the academic circles and among policy practitioners, it still 
remains at the hypothetical level. However, discussions evidence the possible benefits 
from future cooperation.

The background of these discussions is as follows. First, recent rapprochement 
among the countries in North-East Asia along with a global trend of detente suggests 
great potential for mutual cooperation among countries with different ideologies and 
economic systems in the region. It is evident from rapidly increasing commercial 
relations, cultural exchanges, and even diplomatic relations that closer economic 
interactions will benefit the countries in the region. Second, complementarity of these 
countries in terms of endowments further strengthens the necessity for economic 
cooperation which will help them resolve problems which they face now: economic 
difficulties of Democratic People's Republic of Korea, development plan of China, the 
need for developing the Far East area of the Russian Federation, relative backwardness of 
the East Sea side of Japan, and the Republic of Korea's need to restructure the industrial 
structure. These problems may be solved through economic cooperation, thanks to the 
endowment distribution that is complementary to each other. Third, recent trends to form 
economic blocks such as European Union (EU) and North American Free Trade 
Agreement (NAFTA) prompt these countries to respond to these trends. That is, the new 
structure of the world economy caused by economic regionalism necessitates economic 
cooperation in this region.
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This paper tries to analyze trade patterns of the North-East Asian countries and 
suggest prospects for future trade patterns. Analysis of the trade pattern is important, 
since trade is the beginning of economic cooperation. Such an analysis requires a 
sufficient and precise data set. Unfortunately, the trade data for the countries in the 
region, except for Japan and the Republic of Korea, are limited, imprecise and unreliable. 
Insufficient data limit the depth of this research, but the need for research overrides the 
constraint. One must make the best use of the limited data and suggest future directions 
for economic cooperation through trade in this region.

Section 2 will examine the characteristics of trade in the region by looking at 
recent trade patterns and trends in trade. This will provide a macro-perspective for future 
development in the region and suggest some principles that have to be kept in mind when 
economic cooperation in this region is advanced. Section 3 will analyze the trade pattern 
and its transition between the United States, Japan and the Republic of Korea in the past. 
This analysis will give us a glimpse of a desirable trade pattern among the North-East 
Asian countries in the future Section 4 will analyze the trade structure between the North- 
East Asian countries more concretely and relate it to the endowment distribution. This 
analysis will confirm and strengthen the results obtained in Section 2 and Section 3. 
Finally Section 5 will bring out the conclusions.

IL Trade Trend and Structure among Countries Related to the 
Region

Specifically, the North-East Asian region covers the Republic of Korea, the 
Democratic People's Republic of Korea, Japan, the three northeastern provinces of China, 
and the far eastern area of the Russian Federation. However due to the severe limitation 
in the data for the last two areas, they are included as a whole. This inclusion is 
problematic, especially for the Russian Federation, because the Russian Federation is 
more of a European country. Also, the United States of America is included in the 
analysis since its economic relationship with the Republic of Korea, Japan and China 
cannot be ignored.

Table 1 shows export-import trends of the North-East Asian countries and the 
United States of America during the past three decades. During the 1960-89 period, 
world trade has expanded at an annual rate of 10.7 per cent, with its size increasing 22.2 
times. This rapid growth reflects free trade emphasized in the General Agreement on 
Tariffs and Trade (GATT). We find in Table 1 that, among the countries in the region, 
capitalist countries such as the Republic of Korea and Japan have recorded much higher 
trade growths than that of the world. In contrast, the growth rates of the socialist 
countries such as the Democratic People's Republic of Korea and the Russian Federation 
are far below the world level. China showed a low annual expansion in trade before 1975 
like the Democratic People's Republic of Korea and the Russian Federation, but its trade 
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growth rate has accelerated since the late 1970s due to its open door policy. Reflecting 
mainly the Republic of Korea's and Japan's rapid expansion in trade, the weight of the 
North-East Asian countries in world trade has increased from 8.9 to 13.9 per cent during 
30 years. Another noticeable fact in Table 1 is that the trade balance of the United States 
which had shown a surplus since World War II turned into a deficit in the 1980s, while 
Japan's trade balance recorded a strong surplus in the same period. This fact implies a 
certain role for Japan in the economic cooperation in the region as discussed below.

To diagnose the future possibilities in economic cooperation between the North- 
East Asian countries, we have to examine the export-import pattern among these 
countries and with the rest of the world. Table 2 summarizes the export-import of these 
countries during the 1980-90 period. First, it is evident that the Republic of Korea, the 
Democratic People's Republic of Korea and China depend substantially on the 
intraregional trade while the dependence of Japan and the Russian Federation on the 
region is relatively low.

Second, Japan has shown trade surpluses in the inner region trade throughout 
the period, while other countries have suffered from trade deficits continuously. Even in 
the year 1980, when Japan experienced a trade deficit of US$ 10.7 billion, Japan recorded 
US$ 4.2 billion surplus in the regional trade. In 1989, Japan showed a trade surplus of 
approximately USS 9 billion in the regional trade. This fact combined with accumulated 
surpluses of Japan in world trade during the 1980s, suggests that Japan will have to play a 
certain role in economic cooperation in the region. Third, the inner region trade has 
grown at an annual rate of 11.0 per cent during the 1980s, while the total amount of trade 
of the North-East Asian countries has been growing more rapidly. The weight of the 
regional trade seems to be still low, considering complementarity in the endowment 
distribution of the region.

Tables 3-7 show trade partners of the North-East Asian countries. It is 
noticeable from the tables that these countries form two trading blocs and within the 
same bloc, trade is very active whereas across the blocs there is very little. The 
Democratic People's Republic of Korea, China and the Russian Federation are in one 
block and the Republic of Korea and Japan in the other one that is closely connected to 
the United States. Concentration of the Republic of Korea and the Democratic People's 
Republic of Korea in the within-bloc trade is most striking. This concentration reflects 
diplomatic and political relationships in the region. Only Japan has a non-trivial share in 
trade with the socialist bloc. Reflecting the total size of Japan's trade, the trade with the 
socialist bloc explains about 5 per cent of Japan's trade while Japan's weight in the 
socialist countries is substantially high. The Democratic People's Republic of Korea 
depends on Japan for as much as a quarter of its total trade and China depends on Japan 
for about 20 per cent of its total trade.
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Also it is noteworthy that the United States has a substantial interest in trade 
with the north-east Asian countries. The Republic of Korea and Japan depend heavily on 
trade with the United States, (about 30 per cent of their trade). China and the Russian 
Federation's trade with the United States explains about 10 per cent of their total trade. 
Moreover, the importance of the United States to China is increasing rapidly. Only the 
Democratic People's Republic of Korea is isolated from the United States.

The analysis in this section can be summarized as follows. First, the trade 
within the bloc is very active but trade outside the block is nominal. Second, the 
importance of the United States in north-east Asian regional trade should not be ignored 
when economic cooperation is furthered. Third, Japan's economic position in the region 
reflecting its accumulated trade surpluses, should be taken into account. Japan also 
should recognize its role and duty in regional economic cooperation.

III. Trade Pattern between the Republic of Korea, Japan and the 
United States

The trade experience in the past between the Republic of Korea, Japan and the 
United States suggests future trade patterns in the North-East Asian region. The 
Republic of Korea's experience can be very useful to China and the Democratic People's 
Republic of Korea. Of course, the experience of these three countries cannot apply 
directly to the two socialist countries. As long as China pursues its open door policy 
further and if the Democratic People's Republic of Korea follows the Chinese path for its 
development, the experience of the Republic of Korea can be a model for them. Besides, 
analysis of the experience of the three countries can give us an idea of the role that the 
United States may play when regional economic cooperation is enhanced.

Tables 8-1 and 8-2 show the transition in the commodity composition of trade 
between the Republic of Korea and the United States during the 1972-89 period. Among 
the Republic of Korean exports to the United States, the share of raw materials declined 
from 33.4 per cent to 8.9 per cent during the period, while that of capital goods rose from 
11.3 per cent to 31.3 per cent, because of the rapid increase in transportation equipments 
and machineries. The share of durable consumption goods' increased from 14.9 per cent 
in 1972 to 26.6 per cent in 1989. Among durable consumption goods, audio products 
such as recorders and pianos showed a rise in their export share, but the share of TV sets 
and sports equipments declined. The share of non-durable consumption goods in exports 
of the Republic of Korea to the United States remained relatively stable, but it declined 
from 38.3 per cent to 32.2 per cent, reflecting a substantial decline in garments export. 
The share of foods decreased from 2.3 per cent to 1.1 per cent and its importance in the 
Republic of Korea's exports was quite low throughout the period considered.
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It should be noted that in the Republic of Korea's imports from the United 
States, the share of food in 1989 drastically declined to a fourth of that in 1972, whereas 
that of capital goods doubled during the period - from 23.6 per cent to 43.3 per cent. 
Among capital goods, machineries, electronic equipments and transportation equipments, 
all increased their shares in the Republic of Korea's imports. Although the share of 
consumption goods remained at the 1-2 per cent level, the share of durable goods 
increased appreciably, reflecting the Republic of Korea's demand for high quality 
consumption goods in the late 1980s.

Now let us examine the transition in the trade pattern between the Republic of 
Korea and Japan during the three decades. We can find easily from Tables 9-1 and 9-2 
that heavy industry products kept their lion's share in the Japan's export to the Republic of 
Korea and expanded continuously, while the share of light industry products kept 
declining. More specifically, machineries and electronic equipments led the increase in 
the share of heavy industry products, from 5.2 per cent to 28.5 per cent and from 9.0 per 
cent to 23.3 per cent, respectively. However, the share of chemical products decreased 
from 33.1 per cent in 1960 to 14.0 per cent in 1990.

The share of light industry products in Japan's export to the Republic of Korea 
declined from 23.3 per cent in 1965 to 10.9 per cent in 1990, led by a big decline in 
garments and textiles. Finally, export of food and raw materials remained at a low level 
throughout the period. These facts reflect relative endowments of Japan and the Republic 
of Korea, and the Republic of Korea's rapid industrialization.

Again, reflecting the Republic of Korea's industrialization during the past three 
decades, Japan's imports from the Republic of Korea went through a drastic transition in 
commodity composition. The share of food in Japan's imports from the Republic of 
Korea declined from 35.5 per cent in 1960 to 12.6 per cent in 1990. Raw materials, that 
comprised almost a half of the total import in the early 1960s, reduced to 2.7 per cent. In 
contrast, the share of manufactured products in the imports recorded a dramatic increase 
during the period, from 7.0 per cent to 79.1 per cent. Textiles and garments rose from 6.5 
per cent in 1965 to 32.0 per cent in 1975, but, after 1975, kept declining. Chemical 
products, machinery and equipments, which were not imported at all in the 1960s, 
showed a rapid growth since the 1970s.

Finally, Japan's trade with the United States went through a change similar to 
that with the Republic of Korea during the 1960-90 period, with food being an exception 
as Tables 10-5 and 10-2 show. Japan's export to the United States showed an increase in 
heavy industry products. In its imports from the United States, the share of raw materials 
declined, while that of manufactured products increased. It is a special feature that food 
import maintained its share of about 20 per cent.
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More specifically, the share of light industry products that recorded 58.5 per 
cent of the total export to the United States in 1960, declined to 7.6 per cent in 1990 - 
only an eighth of the 1960's level. In contrast, the heavy industry products' share in 
export to the United States tripled during the period, from 32.7 per cent to 90.2 per cent. 
A rapid growth in machineries and equipments is most remarkable, with its share of 17.2 
per cent in 1960 increasing to 82.7 per cent in 1990.

On the other hand, it is noteworthy that food kept its share around 20 per cent in 
the Japan's import from the United States. This high share of food suggests that, with 
further economic cooperation in the region, Japan is likely to substitute imports from the 
region for those from the United States. Raw materials and ores explained 47.3 per cent 
and 11.5 per cent of the total imports from the United States in 1960, but were reduced to 
14.7 per cent and 3.2 per cent in 1990, respectively. This reduction came from Japan's 
effort to diversify sources of imports in the past. Finally, the share of manufactured 
product in imports from the United States increased from 33.4 to 59.9 per cent during the 
period.

This analysis brings out two main points about the transition in the division of 
labour between these three countries. First, the importance of the United States to Japan 
and the Republic of Korea has never reduced throughout these transitions. Second, the 
Republic of Korea has been following the trade pattern of Japan with some time lag. 
These two characteristics in the trade between the Republic of Korea, Japan and the 
United States imply that the following two facts should receive serious consideration 
when economic cooperation in the region develops further. First, how to keep the United 
States market while substituting raw materials and food in the region for those from the 
United States. This is a serious problem that has to be resolved. The second problem to 
be considered is how to coordinate the Republic of Korea and Japan when constructing 
the international division of labour in the region. These two countries' export structures 
have to develop into complementary, rather than competitive, ones.

IV. Trade Pattern between North-East Asian Countries

The previous section has analyzed the transition of the trade pattern between the 
United States, Japan and the Republic of Korea. This section tries to analyze the trade 
pattern between the North-East Asian countries. Using these two analysis, the next 
concluding section will suggest some directions for furthering economic cooperation in 
the region through international division of labour.

Tables 11 and 12 show the commodity structure of the North-East Asian 
countries' intraregional trade in 1989. As will be discussed below in detail, this one year 
trade pattern reflects well the endowment distribution of these countries. There are two 
caveats however: this commodity structure is not the one that reflects the total trade of 
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these countries and therefore, shows only comparative advantages of them in the region. 
Second, the scale effects exist substantially in the tables, so that each country’s share in 
the commodity type does not reflect comparative advantages of that country directly. In 
fact, the trade size of Japan, the Republic of Korea and China in the total reaches about 
85 per cent.

First, we analyze the commodity structure of each country in the inner-region 
trade. In the case of the Republic of Korea, the share of manufactured products including 
machineries and transportation equipments is about 80 per cent of the total export, while 
food export explains about 13 per cent. The Republic of Korea's imports in the region 
concentrate on manufactured products (about 90 per cent of its total import) especially, 
machineries and transportation equipments compose 50 per cent or so of the total 
regional import. This phenomenon reflects the size effect of the trade between the 
Republic of Korea and Japan and the fact that the Republic of Korea depends heavily on 
Japan in those items.

Almost all exports of Japan are manufactured products while its major imports 
from the region are foodstuffs (16 per cent or so), raw materials (24 per cent or so) and 
manufactured products (60 per cent or so). China's export commodity structure shows 
that the major item is manufactured product (44 per cent or so), followed by raw 
materials (34 per cent of so) and food (19 per cent or so). However, heavy industry 
products explain only 10 per cent of the export. In imports, manufactured products, 
including heavy industry products are dominant items whereas the weight of food and 
raw materials are trivial. In the case of the Democratic People's Republic of Korea, 
manufactured products centering on light industry products occupy 80 per cent or so of 
the total export, and food and raw materials form about 10 per cent and 5 per cent 
respectively. The major items of the Democratic People's Republic of Korea's import are 
manufactured products (approximately 60 per cent) and raw materials (more than 30 per 
cent) including fuels. Finally, the Russian Federation's exports to the region are fairly 
even; food and raw materials explain about half, and manufactured products, the other 
half.

This commodity structure may contain biases that arise from regional 
characteristics (that is, it does not reflect comparative advantages of these countries as a 
whole) and historical aspects (that is, some countries in the region had been isolated from 
each other). But it gives a relatively clear view of the comparative advantage of North- 
East Asian countries. Manufactured products have high weights in the exports of Japan, 
followed by the Republic of Korea, the Democratic People's Republic of Korea, the 
Russian Federation and China in that order in 1989. Export of food and raw materials 
shows a reverse order. On the other hand, the weights of food and raw materials in 
import is highest in Japan, followed by the Democratic People's Republic of Korea, the 
Russian Federation, the Republic of Korea and China in that order. But a direct 
interpretation of this order can be misleading because of aforementioned reasons.
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From the same tables, the share of each country in the respective commodity 
trade can be seen easily. In food and livestock export, China (50 per cent) and the Republic 
of Korea (37 per cent) occupy major positions and the shares of other countries are quite 
low. Japan (78 per cent) imports most of food and living livestock and the Russian 
Federation (13 per cent) follows after Japan. China is the biggest exporter of raw materials 
(47 per cent) and the Russian Federation (26 per cent), Japan (16 per cent), the Republic of 
Korea (10 per cent) and the Democratic People's Republic of Korea (2 per cent) follow in 
that order. Japan is a major importer of raw materials and China, the Republic of Korea 
and the Russian Federation have similar weights (15-10 per cent). China exports 59 per 
cent of the total regional export of fuels, the Russian Federation, 25 per cent and Korea. 
Japan imports most of its fuels (72 per cent) and the Democratic People's Republic of 
Korea (14 per cent) follow after Japan, reflecting its heavy dependence on China. The 
Republic of Korea's import of fuel constitute about 10 per cent of the total.

In chemical products, Japan is the largest exporter (65 per cent), and China (13 
per cent), the Republic of Korea (11 per cent) and the Russian Federation (11 per cent) 
make up the rest, the Republic of Korea's import explains 72 per cent of the total 
chemical products import and China, Japan and the Russian Federation follow in that 
order. Japan again exports two thirds of the total export, leading other countries. In the 
manufactured products export, Japan's share is about half of the total export, but the 
imports are distributed rather evenly among Japan (29 per cent), China (29 per cent) and 
the Republic of Korea (25 per cent). In machineries and transportation equipments, 
Japan is a definitely the leading exporter (82 per cent) and the Republic of Korea has a 10 
per cent market share. In imports, the Republic of Korea explains about a half of the total 
trade and China's import is about 30 per cent. Most of other manufactured products 
exported by the Republic of Korea explains about a half of the total trade and China's 
import is about 30 per cent. Most of other manufactured products are exported by the 
Republic of Korea (48 per cent), China (22 per cent) and Japan (20 per cent); while Japan 
is a major importer (64 per cent).

As discussed above, the scale effects are quite strong. That is, the Democratic 
People's Republic of Korea ranks last in almost every item. The Republic of Korea is the 
largest importer in the region of machineries, transportation equipment and chemical 
products; but this reflects just the fact that the Republic of Korea is a major trade partner 
with Japan in the region. Putting aside these scale effects, we can see that, in the export 
of heavy industry products, Japan leads all other countries, followed by the Republic of 
Korea, the Russian Federation and China. In the export of light industry products, the 
Republic of Korea is first, followed by China, Japan, the Democratic People’s Republic 
of Korea and the Russian Federation in that order. For food export, China and the 
Republic of Korea are in relatively favorable position whereas the Russian Federation, 
the Democratic People's Republic of Korea and Japan are the importers. Finally, China 
and the Russian Federation have a comparative advantage in raw materials, and Japan 
and the Republic of Korea import most of those raw materials.
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The distribution of comparative advantages of the North-East Asian countries is 
a direct result of the endowment distribution between these countries. From a simple 
economic perspective, the above complementarity in the endowment distribution implies 
a great potential for development in the region through economic cooperation. The two 
major production factors, labour and capital, are abundant in the region. In addition, 
there is no shortage of natural resources and technologies. Economic complementarity 
between the North-East Asian countries will be a natural basis for economic cooperation 
in the region.

V. Conclusion

Economic complementarity in the North-East Asian countries makes economic 
cooperation in the region promising and beneficial to the countries concerned. However, 
unresolved political, diplomatic and military barriers still make it difficult to predict when 
and how further economic cooperation will be realized. Thus, for the time being, 
economic cooperation in the region will concentrate mostly on the form of trade. That is, 
trade is the easiest way to cooperate without resolving all barriers.

While promoting trade in the region further, the following points that have been 
discussed in the previous analysis are to be kept in mind. First of all, economic 
cooperation in this region should not be narrow, confined to the region and closed to the 
rest of the world. As found in sections 2 and 3, trade within the region is still limited and 
the dependence on the United States as a major market has been and will continue to be 
important. Thus, avoiding a narrow regionalism, the North-East Asian countries have to 
find a way that will expand cooperation in the region. It has to be remembered that 
narrow regionalism only causes trade frictions with outsiders, hurting economic 
cooperation in the region indirectly.

Second, special consideration has to be given to Japan's position in the North- 
East Asian area. Not only has Japan accumulated an enormous surplus that could be an 
important source of capital necessary for regional development, but it has also 
accumulated trade surpluses even when it was in trade deficits with other countries. This 
fact implies that Japan should play a certain role in furthering economic cooperation in 
the region.

Third, the trade patterns in the region have to be organized not in a comparative 
static sense but in a dynamic sense. As found in the transition of trade patterns between 
the Republic of Korea, Japan and the United States, the comparatively advantageous 
position of each country has to be defined in a dynamic context. The trade structure of 
each country has to evolve, rather than remain static. In other words, international 
division of labour in this region has to be established in the prospect of the future. Thus, 
a certain coordination between countries is required.
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(Millions of US dollars)

Table 1. Trade trends

Rep. of Korea Japan Democratic People’s 
Rep. of Korea

Russian Federation

Export Import Export Import Export Import Export Import

1960 32.8 343.5 4055 4491 - - 5562 5629
1965 175.1 463.4 8452 8196 - - 2281 2464
1970 835.5 1983.3 19318 18881 341.0 377.5 3856 3644
1975 5081.0 7274.4 55840 57880 805.9 1155.3 17568 12560
1980 17504.9 22291.6 129812 140524 1641.5 1712.4 32426 38789
1985 30283.1 31135.7 175683 129480 1285.2 1899.9 34705 44653
1989 62371.0 61556.0 274597 209635 1950.0 2840.0 40042 57193

China USA North-East Asia World

Export Import Export Import Export Import Export Import

1960 1889 1764 20612 15075 8.78%* 9.06%* 131492 134897
1965 1152 1337 27532 21431 7.29%* 7.10%* 165500 175000
1970 1573 1499 42590 39756 9.31% 8.95% 278473 294789
1975 5924 6321 108113 105880 10.76% 10.49% 791700 812400
1980 18139 19505 220786 256984 15.58% 17.67% 1280500 1261100
1985 27329 42480 213146 361626 14.94% 13.24% 1802500 1886200
1989 51751 58316 363807 493652 14.79% 12.98% 2912200 3002000

Source: International Trade Yearbook.
Direction of Trade Statistics.

*: Democratic People’s Republic of Korea excluded.
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Table 2. Regional trade in North-East Asia

(Millions of US dollars, %)

Source: Direction of Trade Statistics.

Export Import
1980 1985 1989 1980 1985 1989

North- 4700 7915 11791 5683 17191 13854
China East Asia 25.91% 28.96% 22.78% 29.14% 40.47% 23.76%

World 18139 27329 51751 19505 42480 58316

Rep. of North- 3183 5289 15175 5938 8222 19709
Korea East Asia 18.18% 17.47% 24.33% 26.64% 26.41% 32.02%

World 17505 30283 62371 22292 31136 61556

Democratic North- 441 1026 1326 826 1615 2107
People’s Rep. East Asia 26.86% 79.84% 68.00% 48.25% 85.00% 14.19%
of Korea World 1642 1285 1950 1712 1900 2840

Russian North- 1949 3267 6198 3056 4962 6454
Federation East Asia 6.01% 9.41% 15.48% 7.88% 11.11% 11.28%

World 32426 34705 40042 38789 44653 57193

North- 13674 22770 28233 9440 12293 27298
Japan East Asia 10.53% 12.96% 10.28% 6.72% 2.49% 13.02%

World 129812 175683 274597 140524 129480 209635

North- 23947 40267 62719 25123 44283 69422
North-East East Asia 12.00% 14.95% 14.56% 11.27% 17.74% 17.82%
Asia World 199524 269285 430711 222822 249649 389540
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(Exports) (Millions of US dollars, %)

Table 3. Exports and imports of the Republic of Korea

1985 1986 1987 1988 1989

Japan 4,546 5,426 8,437 12,004 13,489
(15%) (15.60%) (17.84%) (19.18%) (21.63%)

Democratic People’s 
Rep. of Korea — — — — —

Russian Federation 59.7 49.9 67.2 111.6 207.7
(0.19%) (0.14%) (0.14%) (0.18%) (0.33%)

China 683 668 813 1,809 1,438
(2.25%) (1.92%) (1.72%) (2.98%) (2.31%)

USA 10.789 13,920 18,382 21,478 20,987
(35.62%) (40.00%) (38.86%) (35.40%) (33.65%)

EC 3,255 4,315 6,600 8,134 7,441
(10.75%) (12.40%) (13.95%) (13.40%) (11.93%)

World 30,283 34,792 47,301 60,679 62,371
(100%) (100%) (100%) (100%) (100%)

(Imports)

1985 1986 1987 1988 1989

Japan 7,557 10,869 13,657 15,847 17,612
(24.27%) (34.25%) (33.29%) (30.59%) (28.61%)

Democratic People’s 
Rep. of Korea — — — — —

Russian Federation 62.3 63.9 133.1 133.1 391.7
(0.20%) (0.20%) (0.32%) (0.32%) (0.33%)

China 607 615 673 1,387 1,705
(1.95%) (1.94%) (1.64%) (2.68%) (2.77%)

USA 6,554 6.548 8,761 12,706 15,824
(21.10%) (20.63%) (21.36%) (24.52%) (25.71%)

EC 2,971 3,321 4,641 6,046 6,678
(9.54%) (10.47%) (11.25%) (11.69%) (10.85%)

World 31,136 34,734 41,025 51,812 61,556
(100%) (100%) (100%) (100%) (100%)

Source: Direction of Trade Statistics.
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(Exports) (Millions of US dollars, %)

Table 4. Exports and imports of Japan

1985 1986 1987 1988 1989

Rep. of Korea 7,159 
(4.07%)

10,557 
(5.01%)

13,344 
(5.77%)

15,442 
(5.83%)

16,491 
(6.01%)

Democratic People’s 
Rep. of Korea

249 
(0.14%)

185 
(0.09%)

216 
(0.09%)

239 
(0.09%)

196 
(0.07%)

Russian Federation 2,772 
(0.19%)

3,178 
(0.14%)

2,587 
(0.14%)

3,131 
(0.18%)

3,069 
(0.33%)

China 12,590 
(7.17%)

9,936 
(4.72%)

8,337 
(3.60%)

9,486 
(3.58%)

8,477 
(3.09%)

USA 66,684 
(37.96%)

81,926 
(38.88%)

85,071 
(36.75%)

90,245 
(34.06%)

93,954 
(34.21%)

EC 21,128 
(12.03%)

31,122 
(14.77%)

38,305 
(16.56%)

47,172 
(17.80%)

47,986 
(17.48%)

World 175,683 
(100%)

210,718
(100%)

231,332 
(100%)

264,961
(100%)

274,597 
(100%)

(Imports)

1985 1986 1987 1988 1989

Rep. of Korea 4,144 5,334 8,173 11,827 12,931
(3.20%) (4.18%) (5.42%) (6.31%) (6.17%)

Democratic People’s 177 170 240 323 294
Rep. of Korea (0.14%) (0.13%) (0.16%) (0.17%) (0.14%)

Russian Federation 1,438 1,988 2,368 2,772 2,990
(1.11%) (1.56%) (1.57%) (1.48%) (1.43%)

China 6,534 5,727 7,478 9,861 11,083
(5.05%) (4.49%) (4.96%) (5.26%) (5.29%)

USA 26,099 29,410 31,957 42,267 48,253
(20.16%) (23.04%) (21.18%) (22.54%) (23.02%)

EC 9,371 14,173 17,862 24,163 28,137
(7.24%) (11.10%) (11.84%) (12.89%) (13.42%)

World 129,480 127,660 150,907 187,483 209,635
(100%) (100%) (100%) (100%) (100%)

Source: Direction of Trade Statistics.
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(Exports) (Millions of US dollars, %)

Table 5. Exports and imports of the Democratic People’s Republic of Korea

1985 1986 1987 1988 1989

Rep. of Korea - — — - —

Japan 161.0
(25.93%)

154.3
(23.74%)

217.3
(28.63%)

293.3 
(33.31%)

267.5 
(34.63%)

Russian Federation - 642 
(9.88%)

717 
(9.45%)

882 
(10.02%)

891 
(11.54%)

China 222.5
(35.84%)

255.2
(39.27%)

214.7
(28.30%)

212.3
(24.11%)

166.7
(21.58%)

USA 0.5 
(0.08%)

- - - -

EC 66.8 
(10.76%)

76.8
(11.82%)

110.1
(14.15%)

60.7 
(6.89%)

48.4
(6.27%)

World 620.9 
(100%)

649.9 
(100%)

758.9 
(100%)

880.6
(100%)

772.4
(100%)

(Imports)

1985 1986 1987 1988 1989

Rep. of Korea - - - — —

Japan 274.3
(25.93%)

20.37
(23.74%)

237.6
(28.63%)

262.7
(33.31%)

215.8
(34.63%)

Russian Federation - 1,079 
(13.01%)

1,329 
(12.00%)

1,736 
(14.66%)

1,492 
(12.12%)

China 263.0
(31.65%)

280.8
(33.85%)

304.8
(27.51%)

379.7 
(32.07%)

398.5 
(32.37%)

USA - - - 0.1 
(0.01%)

-

EC 60.3 
(7.26%)

80.2
(9.67%)

201.0
(18.14%)

109.8 
(9.27%)

138.7
(11.27%)

World 831.0 
(100%)

829.5 
(100%)

1,107.8 
(100%)

1,184.1 
(100%)

1,231.2
(100%)

Source: Direction of Trade Statistics.
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(Exports) (Millions of US dollars, %)

Table 6. Exports and imports of China

1985 1986 1987 1988 1989

Rep. of Korea 607 
(2.22%)

615 
(1.96%)

673 
(1.71%)

1,387 
(2.91%)

1,705 
(3.29%)

Japan 6,091 
(0.14%)

5,079 
(16.19%)

6,392 
(19.19%)

8,046 
(19.88%)

8,180 
(15.08%)

Democratic People’s 239 255 277 345 362
Rep. of Korea (0.87%) (0.81%) (0.70%) (0.72%) (0.69%)

Russian Federation 1,037 
(3.79%)

1,230 
(3.92%)

1,247 
(3.15%)

1,476 
(3.90%)

1,699 
(3.28%)

USA 2,336 
(8.55%)

4,017 
(8.39%)

3,916 
(7.67%)

4,746 
(7.13%)

4,720 
(9.12%)

EC 2,283 
(8.35%)

4,017 
(12.80%)

3,916 
(9.92%)

4,746 
(9.95%)

4,720 
(9.12%)

World 27,329
(100%)

31,367
(100%)

39,464 
(100%)

47,663 
(100%)

51,751 
(100%)

(Imports)

1985 1986 1987 1988 1989

Rep. of Korea 683 668 813 1,809 1,483
(1.67%) (1.54%) (1.88%) (3.27%) (2.46%)

Japan 15,178 12,463 10,087 11,062 10,105
(35.72%) (28.81%) (23.33%) (19.98%) (17.32%)

Democratic People’s 245 281 236 234 183
Rep. of Korea (0.57%) (0.64%) (0.54%) (0.42%) (0.31%)

Russian Federation 1,017 1,472 1,291 1,802 1,945
(2.39%) (3.40%) (2.98%) (3.25%) (3.33%)

USA 5,199 4,718 4,836 6,633 6,918
(12.23%) (10.90%) (11.18%) (11.98%) (11.86%)

EC 6,151 7,757 7,274 8,176 8,777
(14.47%) (17.93%) (16.82%) (14.77%) (15.05%)

World 42,480 43,247 43,222 55,352 58,316
(100%) (100%) (100%) (100%) (100%)

Source: Direction of Trade Statistics.
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(Exports) (Millions of US dollars, %)

Table 7. Exports and imports of Russian Federation

1985 1986 1987 1988 1989

Rep. of Korea 62.3 63.9 133.1 178.3 391.7
(0.18%) (0.19%) (0.37%) (0.47%) (0.98%)

Japan 1,307 1,807 2,152 2,520 2,718
(3.77%) (5.34%) (5.90%) (6.70%) (6.79%)

Democratic People’s - 1,079 1,173 1,638 1,768
Rep. of Korea (3.19%) (3.65%) (4.62%) (3.73%)

China 924 1,338 1,173 1,638 1,768
(2.66%) (3.95%) (3.22%) (4.36%) (4.42%)

USA 402 551 427 592 713
(1.16%) (1.63%) (1.17%) (1.57%) (1.78%)

EC 14,736 12,028 13,653 13,791 14,957
(42.46%) (35.54%) (37.46%) (36.68%) (37.35%)

World 34,705 33,844 36,448 37,598 40,042
(100%) (100%) (100%) (100%) (100%)

(Imports)

1985 1986 1987 1988 1989

Rep. of Korea 59.7
(0.13%)

49.9
(0.12%)

67.2
(0.15%)

111.6
(0.22%)

207.7 
(0.36%)

Japan 3,049 
(6.83%)

3,496 
(8.14%)

2,845 
(5.66%)

3,444 
(6.94%)

3,376 
(5.90%)

Democratic People’s 
Rep. of Korea

- 642 
(1.49%)

717 
(1.63%)

882 
(1.78%)

891 
(1.56%)

China 1,141 
(2.56%)

1,353 
(3.15%)

1,372 
(3.13%)

1,623 
(3.27%)

1,869 
(3.26%)

USA 2,665 
(5.97%)

1,372 
(3.19%)

1,628 
(3.71%)

3,033 
(6.11%)

4,698 
(8.21%)

EC 10,454 
(23.41%)

10,658 
(24.81%)

11,714 
(27.70%)

13,133 
(26.46%)

15,145 
(26.48%)

World 44,653 
(100%)

42,951 
(100%)

43,888 
(100%)

49,635 
(100%)

57,193 
(100%)

Source: Direction of Trade Statistics.
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(Millions of US dollars, %)

Table 8-1. Exports to the United States of America by the Republic of Korea

1972 1975 1980 1985 1989

Total 759.0 1536.3 4606.4 10754.1 20639.0

Food 2.25% 3.81% 2.67% 1.35% 1.17%

Raw materials 33.35% 22.63% 19.28% 15.50% 8.92%

Capital goods 11.25% 14.56% 22.99% 26.79% 31.11%
General machinery 2.04% 2.04% 3.06% 5.58% 11.25%
Electric 7.84% 10.27% 8.87% 9.88% 13.76%
Transportation 0.50% 0.96% 7.61% 8.48% 3.86%

Non-durable consumption 38.25% 40.72% 36.37% 35.61% 32.21%
Garments and textiles 31.57% 29.24% 22.74% 21.25% 18.10%
Shoes 5.40% 7.61% 10.34% 10.56% 10.98%

Durable consumption 14.89% 11.76% 18.67% 20.75% 26.59%
TV 0.65% 1.22% 4.01% 3.15% 1.24%
Audio 0.71% 1.71% 0.83% 2.31% 3.52%

Source: Trade Statistics.

(Millions of US dollars, %)

Table 8-2. Imports from the United States of America by the Republic of Korea

1972 1975 1980 1985 1989

Total 647.20 1881.1 4890.2 6489.3 15910.7

Food 41.08% 33.02% 24.28% 12.38% 10.54%

Raw materials 33.70% 38.74% 47.45% 46.04% 41.92%

Capital goods 23.56% 26.62% 26.32% 38.94% 43.34%
General machinery 8.10% 8.63% 8.37% 13.27% 18.83%
Electric 10.66% 9.17% 8.86% 15.60% 14.22%
Transportation 4.03% 8.12% 7.98% 8.05% 8.06%

Non-durable consumption 0.37% 0.18% 0.42% 0.44% 1.49%

Durable consumption 1.28% 1.36% 1.54% 2.20% 2.71%

Source: Trade Statistics.
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(Millions of US dollars, %)

Table 9-1. Exports to the Republic of Korea by Japan

1960 1965 1970 1975 1980 1985 1989

Total 100.0 180.3 818.2 TIA-1.1 5368.3 7097.2 17457.2
Food 0.9% 0.2% 13.7% 0.2% 1.5% 0.2% 0.3%
Raw materials 4.7% 4.0% 3.4% 5.2% 4.6% 3.0% 4.5%
Light industry products n.a. 23.3% 22.2% 17.5% 13.7% 13.4% 10.9%
Textiles 8.2% 20.2% 18.4% 10.8% 5.9% 5.3% 4.1%

Heavy industry products 76.5% 71.5% 59.2% 74.9% 77.8% 81.4% 82.5%
Chemical 33.1% 28.5% 10.8% 19.5% 15.6% 14.1% 14.0%
Metals 6.7% 15.8% 12.2% 15.5% 18.9% 14.8% 11.0%
Machinery 36.8% 27.2% 36.2% 39.9% 43.3% 52.4% 57.6%
General 5.2% 14.2% 17.4% 18.3% 19.7% 25.0% 28.5%
Electric 9.0% 6.8% 8.8% 13.1% 16.9% 21.2% 23.3%
Transportation 21.3% 4.0% 8.5% 6.9% 3.8% 3.1% 2.8%

Others 6.2% 1.1% 1.6% 2.3% 2.3% 2.0% 1.7%
Source: White Papers, MITI.

(Millions of US dollars, %)

Table 9-2. Imports from the Republic of Korea by Japan

1960 1965 197C 1975 1980 1985 1989

Total 18.6 41.3 229.0 1308.0 2996.3 4091.9 11706.7
Food 35.5% 37.3% 18.2% 26.5% 19.5% 19.2% 12.6%
Raw materials 48.4% 44.6% 34.1% 8.62% 6.3% 3.5% 2.7%
Ores 8.1% 6.5% 4.0% 3.5% 0.1% 12.9% 4.0%
Manufactured products 7.0% 11.6% 43.7% 60.4% 72.8% 62.8% 79.1%
Chemical 2.4% 7.9% 4.9% 4.9%
Machinery 2.6% 12.9% 12.0% 12.2% 18.0%
Textiles 6.5% 24.1% 32.0% 29.4% 29.4% 25.4%
Others 13.1% 23.6% 23.6% 30.8%

Others 1.0% 1.3% 1.6% 1.5%

Source: White Papers, MITI.
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Table 10-1. Exports to the United States of America by Japan
(Millions of US dollars, %)

Source: White Papers, MITI.

1960 1965 1970 1975 1980 1985 1989

Total 1082.9 2479.2 5939.8 11148.6 31367.3 65177.6 90322.4

Food 6.8% 3.4% 2.3% 1.5% 0.8% 0.6% 0.3%
Raw materials 2.0% 0.8% 0.4% 0.3% 0.2% 0.2% 0.2%

Light industry products 58.5% 36.6% 23.7% 10.4% 8.5% 8.6% 7.6%
Textiles 26.6% 17.8% 10.0% 3.9% 1.9% 1.6% 0.9%

Heavy industry products 32.7% 58.3% 72.4% 85.3% 89.1% 89.6% 90.2%
Chemical 1.6% 1.9% 2.7% 3.1% 2.4% 2.2% 2.7%
Metals 13.9% 27.9% 21.8% 22.4% 13.3% 7.1% 4.7%
Machinery 17.2% 28.5% 47.8% 59.8% 73.4% 80.4% 82.7%
General 3.2% 3.7% 6.9% 8.5% 10.7% 15.6% 23.5%
Electric 9.8% 15.2% 22.4% 17.9% 16.4% 23.0% 21.5%
Transportation 0.8% 6.4% 15.4% 29.1% 40.9% 36.8% 32.8%

Others 0.0% 0.9% 1.2% 2.6% 1.4% 1.0% 1.7%

Table 10-2. Imports from the United States of America by Japan
(Millions of US dollars, %)

1960 1965 1970 1975 1980 1985 1989

Total 1545.3 2366.1 5559.6 11608.1 24408.0 25793.0 52368.6

Food 7.9% 23.8% 14.6% 21.4% 21.2% 19.7% 20.1%

Raw materials 47.3% 36.3% 29.7% 27.1% 26.2% 17.5% 14.7%

Ores 11.5% 8.7% 13.7% 16.4% 8.6% 7.6% 3.2%

Manufactured products 33.4% 31.1% 41.4% 34.6% 52.7% 59.9% 74.2%
Chemical 9.6% 7.5% 7.2% 6.7% 13.2% 9.8% 18.0%
Machinery 17.3% 17.6% 25.4% 18.9% 29.3% 34.2% 25.4%
Others 6.5% 6.0% 8.8% 9.0% 10.2% 15.9% 30.8%

Others -0.2% 0.2% 0.6% 0.5% 0.6% 2.6% 2.1%

Source: White Papers, M1TL
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Table 11. Regional exports, by commodity, of North-East Asian countries

(Millions of US dollars, %)

Rep. of Korea- 
NEA

Japan- 
NEA

China- 
NEA

Russian 
Federation- 

NEA

Democratic People’s 
Rep. of Korea- 

NEA

NEA 
Total

Food and livestocks 1,662,513 80,221 2,246,869 365,250 118,778 4,473,631
13.05% 0.28% 18.51% 6.13% 9.14% 7.31%

Beverages and cigarettes 31,769 6,191 25,389 1,599 460 65,409
0.25% 0.02% 0.21% 0.03% 0.04% 0.11%

Raw materials 379,283 612,732 1,791,203 975,147 58,080 3,816,444
2.98% 2.11% 14.76% 16.37% 4.47% 6.24%

Fuels 442,537 152,686 2,384,694 1,017,891 67,831 4,065,638
3.47% 0.53% 19.65% 17.09% 5.22% 6.64%

Fat and wax 1,284 17,873 17,230 2,387 0 38,775
0.01% 0.06% 0.14% 0.04% 0.00% 0.06%

Chemical 562,347 3,433,298 668,526 584,835 16,613 5,265,619
4.41% 11.82% 5.51% 9.82% 1.28% 8.61%

Manufactured 3,512,349 8,192,902 2,431,007 2,051,026 415,594 16,602,878
27.56% 28.20% 20.03% 34.44% 31.96% 27.13%

Machinery and 1,979,939 14,244,390 330,531 757,965 29,510 17,342,336
transportation 15.54% 49.03% 2.72% 12.73% 2.27% 28.34%

Other manufactured 4,030,482 1,659,690 1,871,770 172,686 591,081 8,325,710
31.63% 5.71% 15.42% 2.90% 45.46% 13.61%

Miscellaneous 141,250 649,451 371,493 27,074 2,265 1,191,533
1.11% 2.24% 3.06% 0.45% 0.17% 1.95%

Total 12,743,750 29,049,436 12,138,712 5,955,860 1,300,213 61,187,973
100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

Source: Direction of Trade Statistics.
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Table 12. Regional imports, by commodity, of North-East Asian countries
(Millions of US dollars, %)

Rep. of Korea- 
North-East 

Asia

Japan- 
North-East 

Asia

China- 
North-East 

Asia

Russian 
Federation- 

North-East Asia

Democratic People’s 
Rep. of Korea- 
North-East Asia

North- 
East Asia 

Total

Food and livestocks 241,012 3,821,626 132,751 737,707 87,897 4,920,994
1.22% 15.80% 0.92% 10.83% 4.08% 7.31%

Beverage and cigarette 7,877 41,967 14,653 5,263 2,190 71,950
0.04% 0.17% 0.10% 0.08% 0.10% 0.11%

Raw materials 592,099 2,525,601 615,609 407,267 57,512 4,198,088
3.01% 10.44% 4.26% 5.98% 2.67% 6.24%

Fuels 465,834 3,198,598 147,270 18,665 641,836 4,472,202
2.36% 13.22% 1.02% 0.27% 29.80% 6.64%

Fat and wax 15,397 13,251 2,120 10,986 897 42,652
0.08% 0.05% 0.01% 0.16% 0.04% 0.06%

Chemical 2,459,127 1,005,157 1,790,010 484,321 53,566 5,792,181
12.48% 4.15% 12.39% 7.11% 2.49% 8.61%

Manufactured 4,670,146 5,343,436 5,258,138 2,312,376 679,059 18,263,166
23.71% 22.09% 36.39% 33.94% 31.53% 27.13%

Machinery and 9,746,026 1,807,700 5,583,610 1,536,202 403,033 19,076,570
transportation 49,48% 7.47% 38.64% 22.55% 18.71% 28.34%

Other manufactured 1,288,102 5,906,187 479,165 1,275,658 209,070 9,158,281
6.54% 24.41% 3.32% 18.72% 9.71% 13.61%

Miscellaneous 213,027 528,880 425,254 124,711 18,814 1,310,686
1.08% 2.19% 2.94% 1.83% 0.87% 1.95%

Total 19,698,648 24,192,502 14,448,580 6,813,166 2,153,875 67,306,771
100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

Source: Direction of Trade Statistics.

Prospects of
 Econom

ic D
evelopm

ent through Cooperation in N
orth-East Asia



Studies in Trade and Investment 7

References

1. The Bank of Korea, Monthly Bulletin, various issues.

2. Gong, G., "North-East Asia Economic Cooperation: Implications for the United
States and U.S. Policy."

3. KIEP, Direction of Trade Statistics, various issues.

4. Kim, C., International Economic Order, Trade Management Press, 1985 (in
Korean).

5. Noh, J„ "North-East Asian Economic Cooperation," KIEP, 1991. 3 (in Korean).

6. Noland, M., "The North-East Asian Economy in the 1990s: Economic Outlook 
and Development Potential," KIEP, 1991.9.

7. Scalapino, R., "Political Economic Changes in the North-East Asia: The Prospects 
for Cooperation," KIEP, 1991. 9.

8. Traders Association of Korea, Current Trade, various issues.

9. , Trade Statistics, various issues.

10. United Nations, Year Book of International Trade Statistics, various issues.

64



VI. A Plan for the Development of North-East Asian 
Rim: A Japanese Perspective - Local Economic 

Exchange and Economic Cooperation of the 
Northern Kyushu Area in Japan

Yuhei Ogawa 
(Japan, Seinan Gakuin University)

I. Introduction

The world economy is fast becoming borderless. A sharp increase in the trade of 
commodities and services and international financing, large-scale transfers of production 
facilities, and extensive movement of workers are taking place throughout the world. 
East Asia is no exception. The transfer and retransfer of production facilities by Japanese 
companies, re-import of their products into Japan, plant transfers by many companies of 
the Newly Industrialized Economies (NIEs) into the Association of South-East Asian 
Nations (ASEAN) countries and China, and the influx of Asian labor into Japan and the 
NIEs have been continuing since the second half of the 1980s.

It should be noted that the disappearance of economic borders in East Asia is 
advancing in parallel with the definite easing of international tensions through 
establishment of diplomatic relations and better political environment.

Under these circumstances, active movements to form two economic zones are 
under way in East Asia. One is a movement to restructure the international division of 
labour using Japanese capital. This movement aims at building supply bases of original 
equipment manufacturing (OEM) and component parts in the NIEs and assembly and 
processing bases in the ASEAN countries and China. Accelerated since the second half of 
the 1980s when the strong yen took hold, and the investment environment of the NIEs 
began to deteriorate, this movement has created rapid industrialization in the ASEAN 
countries and China. This industrialization has been carried out under the leadership of 
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companies from Japan and the NIEs. However, from the standpoint of the ASEAN 
countries and China, it has been carried out under pressures from abroad. This 
industrialization has also brought with it accelerated environmental pollution.

Another movement is the promotion of regional economic exchanges under the 
leadership of China, the Russian Federation, Republic of Korea and the Democratic 
People's Republic of Korea. In this movement, local, rather than central areas are playing 
important roles. Though slow in progress, this movement has the possibility of 
promoting an internally motivated economic exchange that gives closer consideration to 
the autonomy of individual partners. Some regions bordering on the Sea of Japan, for 
example, Niigata, Toyama, Fukui, Kitakyushu, Fukuoka and so on, have plans to 
participate in or lend cooperation to this movement. It deserves careful attention as it has 
a chance of becoming an alternative to the division of labour that has been, and is still, 
being carried out under the leadership of Japan.

IL Economic Friction with the United States of America and the 
Building of Assembly and Processing Bases in the ASEAN 
Countries and China

The rapid growth of industries in the ASEAN countries and China is primarily 
due to the rapid expansion of direct investment in the "transplanted" factories owned by 
Japanese and NIEs companies. Forced to revalue the yen and open its market under 
pressure from the United States, many Japanese companies have moved their factories, 
particularly those including labour-intensive processes, to China and the ASEAN 
countries. The object of this movement is to change the Japanese industrial structure into 
a domestic-demand-led one and to take advantage of the strong yen through the transfer 
and retransfer of their production facilities into the ASEAN countries and China.

Seeing that strong yen has taken hold, smaller businesses in Japan started to 
"transplant" their factories overseas. They chose the ASEAN countries and China in 
preference to the NIEs because the NIEs had several problems of their own, such as the 
strengthening of import restraints, graduations from the Generalized System of 
Preferences (GSP), and monetary revaluation caused by mounting friction with the 
United States and the soaring of their domestic labour costs.

After a steep increase, the number of Japan's investments in the manufacturing 
sector of the NIEs reached a peak of 478 in 1987, followed by a sharp drop. Instead, 
Japan's investments in the manufacturing sector of the ASEAN countries and China 
reached 581 in 1989, and accounted for 42 per cent of Japan's total investment in the 
manufacturing sector in 1991 (see table 1). The sharp increase in Japan's investment in the 
manufacturing sector of the ASEAN countries and China has brought about an increase in 
the re-import of finished products, especially electric appliances, from these countries.
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Table 1. Japan's Investments in the Manufacturing Sector (number)

NIEs ASEAN China ASEAN+China (%) World

51-84 3175 1905 11 1916(18.1) 10573
1985 164 86 51 137 (19.1) 718
1986 322 90 38 128 (13.0) 981
1987 478 238 58 296(19.4) 1528
1988 365 439 116 555 (30.9) 1798
1989 289 495 86 581 (38.0) 1829
1990 154 467 113 580 (38.0) 1528
1991 141 383 178 561 (41.9) 1338

Source: Ministry of Finance, Japan.

Japan's import of finished products started increasing suddenly in 1986, 
reaching US$ 100 billion in 1989 and doubling the 1986 figure. Significantly, the import 
of finished products from the ASEAN countries and China tripled in the same period. 
Allowing for the time lag between the approval and start-up of direct investment 
business, it is easy to assume that the rush of Japan's investments since 1987 will 
continue to increase the re-import of finished products from these areas. This means a 
further expansion of industrial production in the ASEAN countries and China, and their 
restructuring as major assembly and processing bases under the specialization system 
operated under the leadership of Japanese capital.

Following Japan, many companies in the NIEs started making inroads into the 
ASEAN countries. This was because the NIEs, who had strengthened their export drives 
into the market of the United States by taking advantage of the strong yen since 1985, 
also suffered from the strengthening of import restrictions, monetary revaluation, and 
their graduation from the abolition of GSP that resulted from the increase in friction with 
the United States. For the time being, the export of their products from the ASEAN 
countries and China to the United States will cause no friction and will remain unaffected 
by the increasing value of their own currencies. In addition, they benefit not only from 
cheap labour but also from the GSP the United States offers to the ASEAN countries. 
Actually, the recent labour shortage and soaring wages in the NIEs have increased their 
investment in the ASEAN countries and China.

Constituting a part of the specialization system operated under the leadership of 
Japanese capital, the ASEAN countries and China are now serving as assembly and 
processing bases for Japanese companies. This movement will surely promote the 
industrialization of the ASEAN countries and China. But such industrialization under 
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pressure from outside also accelerates environmental pollution. For example, the major 
inroads made by many companies of Japan and the NIEs have remarkably advanced the 
industrialization of Thailand. But there is serious environmental pollution in the 
country's capital Bangkok, where many factories have been located. Of the 31,809 plants 
built in the 1980s, according to the statistics announced by the Government of Thailand, 
20,707, or 65 per cent, may cause pollution. Of these polluting plants, more than 70 per 
cent are discharging untreated waste water.

As is well known, many companies from Japan and the NIEs made strong 
inroads into Thailand during the 1980s. Therefore, it may safely be said that many of 
their factories are included in the polluting firms. Joining the specialization system led 
by Japanese capital has meant not only the transfer of production bases by Japan and the 
NIEs, but also the transfer of environmental pollution.

III. Local Economic Exchange as an Alternative

The industrialization of Japan caused serious environmental disruption, which 
has not been completely cured in spite of the long time and the huge amount of money 
spent. In this respect, even the NIEs, which could have benefitted from the advantage of 
being a follower, made the same mistake as Japan. The ASEAN countries and China 
must have been well aware of the courses their predecessors have taken. Then, why did 
they choose the same path of industrialization as Japan and the NIEs that have 
necessitated extensive and serious environmental disruptions? The answer is simple: 
there was no other choice for them because the division of labour is always one-sided.

The restructuring of specialization was started by Japan and the NIEs, not by the 
ASEAN countries and China. The ASEAN countries and China were forced into the 
system of specialization and a path to assembling and processing industries. Thus their 
industrialization has been carried out under foreign pressures.

Here, an unforced, voluntary autonomous development selected by the people of 
each locality, with due consideration for its ecosystem, is defined as a "internally 
motivated development". A "local economic exchange" is proposed as a means to 
guarantee the realization of the "internally motivated development."

Regional economic exchange contrasts with the conventional economic 
exchange on a nation-to-nation basis. As stated before, the national economic exchange 
is liable to result in the forcing of specialization, which is mostly beneficial to economic 
superpowers, on relatively less developed countries. In comparison, the local economic 
exchange builds up a closer "face-to-face" relationship between individual localities. 
Local economic exchange based on a closer relationship between the partner localities 
will guarantee and promote their "internally motivated" development as they give serious 
consideration to the freedom and independence of each other.
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IV. Local Economic Exchange and North-East Asian-Rim Economic 
Zone

1. Economic Exchange between China and the Republic of Korea; China and 
the Democratic People's Republic of Korea; and the Yellow Sea Rim Economic Zone.

a. Local Economic Exchange between China and the Republic of Korea

Several powerful hubs of local economic exchange are coming out in East Asia. 
One good example is a regional economic exchange between China and the Republic of 
Korea. The Republic of Korea can supply cheaper capital and consumer goods as 
compared to Japan. China can also get funds and technologies from the Republic of 
Korea. A practical solution found for this problem was to separate business and politics. 
On this principle, China, while having no relationship with the Republic of Korea at all, 
tacitly allowed private economic relationships between Chinese localities and enterprises 
and their counterparts in the Republic of Korea To put this principle into practice, the 
Chinese government designated the peninsulas of Shantung and Liaotung, which are 
across the Yellow Sea from the Republic of Korea, as the "Coastal Open Economy Area" 
(in 1988) that is authorized to do overseas trade and introduce foreign capital.

On the other hand, the Republic of Korea set about developing the west coast 
area of the country with the intention of turning it into a base of economic exchange with 
China. The object of the Roh Tae Woo government's "Basic Plan for the Regional 
Development of the West Coast District" is to stabilize the society of the Republic of 
Korea by developing Chungcheong Do and Jeonra Do, which are the basic support areas 
for the opposition party, through the promotion of economic exchange with China. While 
the construction of a harbor and an industrial complex is under way in Asan, Kuk Dong 
Oil Co., Ltd., which has a dedicated heavy oil refinery in Seosan, purifies the crude oil 
from Shengli Oil Field in Shantung and supplies the obtained raw naphtha to Hyun Dai 
Petrochemical Co., Ltd. and Samsung General Chemical Co., Ltd. in neighboring sites. 
Full-fledged economic exchange with China has already started in the west coast of the 
Republic of Korea.

The Republic of Korea's heavy and chemical industry products, such as steel, 
electronic devices and equipment, chemical fertilizers and synthetic fibers, and primary 
products, such as petroleum, coal, cereals and raw fibers of Shantung and Tungpei in 
China are highly complementary to each other. Their trade in 1988 exceeded US$3 
billion. With the expansion of their trade scale, the conventional way of conducting 
business by way of Hong Kong has become increasingly inconvenient, and the demand 
for direct trading has naturally increased.
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The groundwork for direct trading has been prepared. Exports of the primary 
products of Shantung and Tungpei to the Republic of Korea are made through Tiensin, 
Tsingtao, Weihai and Talien in the Po Hai district that are adjacent to them. Because of 
the correspondent agreement concluded between the Bank of China and Korea Exchange 
Bank in October 1988, trade accounts between the two nations can now be settled 
directly. A joint venture transport company established in April 1988 is now providing 
direct transportation services between Pusan and Inchon of the Republic of Korea and 
Tiensin and Talien of China. Pusan and Inchon are also directly connected with Shanghai 
and Tsingtao by means of chartered vessels. This shifting to direct trading pushed up the 
volume of business between the two nations to USS 3.8 billion in 1990, US$ 5.7 billion 
in 1991, and USS 8.2 billion in 1992 when their trade agreement came into effect and 
diplomatic relations entered into.

The Asian Games of September 1990 started the direct traffic of people between 
the two countries, with visas issued on board the ferry connecting Inchon and Weihai. 
The start of two ferry services between Inchon and Tiensin at the end of 1991 and 
between Inchon and Tsingtao in May of this year, have strengthened the connection 
between Inchon and the Po Hai rim district. The number of passengers using the ferry 
services is more than 250 thousand as of end of May 1993.

Table 2. The Numbers of Passengers by Sino-Korean Ferry Services

1990 1991 1992 93. 1-5

Inchon - Weihai 9,195 78,825 85,672 27,611
Inchon - Tiensin - 642 35,112 12,495

Source: Inchon Chamber of Commerce and Industry.

Direct investment by companies of the Republic of Korea has also become full
blown. The number reached 181, worth US$ 166 million by the end of 1991 and 426, 
worth US$ 360 million as of the end of 1992. The invested areas are noteworthy. The 
majority of the Republic of Korea's investments in China arc made in Shantung, Hepei 
and Liaoning. Investment in these three provinces plus Tiensin accounts for 60 per cent 
of the Republic of Korea's total investment in China, both in amount and in number.

As far as direct investment by the Republic of Korea's local companies at the 
West Coast area is concerned, investment by local companies of Inchon reached 20 as of 
June 1993. After last July, investments to China under $5 million are exempted from pre
examination. The Republic of Korean companies suffering from the steep rise in labour 
costs will make more investments in China, whereas individual localities of China must 
select such investments as are conducive to their internally motivated development.
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b. Local Economic Exchange between China and the Democratic People's 
Republic of Korea

We have little knowledge of China's economic exchange with the Democratic 
People's Republic of Korea. There is border trade between Dandong of China and Sinuiju 
of the Democratic People's Republic of Korea being located on the bank of the Yalu 
River. The value of trade reached USS 32 million in 1991, US$ 40 million in 1992.

Table 3. Border Trade between Dandong and Sinuiju (1991)

(USS million)
Trade in Cash Barter Trade Visiting Relatives Total

20 11 1 32

Source: The Author's Interview at Dandong.

The types of border trade are shown on Table 3. Half the amount of trade is 
bought in cash (hard currency) by the Democratic People’s Republic of Korea. It appears 
that the Democratic People's Republic of Korea used to buy some materials for industry 
in cash which she could not get from her border trades with Jilin Province.

The Korean Chinese in Dandong visit their relatives in the Democratic People's 
Republic of Korea and in the Republic of Korea and trade with them. 17 thousand of 
them went to the Democratic People's Republic of Korea, 4 hundred of them to the 
Republic of Korea in 1991. The value of their trade reached USS 1 million.

There is also voluntary trade amounting to Y 3-4 million without any official 
control, conducted at Dalu Islet in the Yellow Sea. Chinese and Koreans go to the islet by 
ship and trade. Participation in this voluntary trade from the Republic of Korea will 
increase as China enters into diplomatic relations with the Republic of Korea. Dandong 
being approved for establishment of "border economic cooperative zone", intends to 
promote the development of the economy by means of border trade with both North and 
the Republic of Korea.

Such economic exchanges among China, the Republic of Korea and the 
Democratic People's Republic of Korea may be called the "Economic Exchanges among 
Yellow Sea Rim Localities", as the exchanges are among the Po Hai area of China and 
the west coast of North and the Republic of Korea. If the northern Kyushu area of Japan, 
having close geographical and historical relationships with them, joins in their economic 
exchanges, a new Yellow Sea Rim Economic Zone will be formed to further the 
internally motivated development of the individual participating regions.
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2. Development of the Tumen River and the Formation of the North-east 
Asian-Rim Economic Zone

Another area of regional economic exchange can be found in the economic 
cooperation between border areas, centered on private border trade called frontier trades. 
With the normalization of their national relationship, private trade between the border 
areas of China and the Russian Federation have resumed. Similar private trade are also 
made in the border areas of China and the Democratic People's Republic of Korea. They 
are all barter trades. The volumes of border trade between Heilongjiang Province and 
the Russian Federation, and between Jilin Province and Hamgyongpuk Do of the 
Democratic People's Republic of Korea are shown in Table 4.

(US$ million)

Table 4. China's Border Trade with the Russian Federation and the Democratic 
People's Republic of Korea

1987 1988 1989 1990 1991 92.1-10

Heilongjiang - Russian 
Federation

11.3 51.9 205.7 247.6 366.8 n.a.

Russian Federation - 
Heilongjiang

11.9 43.4 143.1 270.6 375.3 n.a.

Total 23.3 95.3 348.7 519.2 742.1 n.a.

Jilin - Hamgyongpuk Do 40.5 54.2 71.4 13.2 43.9 55.2
Hamgyongpuk Do - Jilin 45.1 53.8 68.3 18.5 39.5 61.5

Total 85.6 108.0 139.7 31.7 83.4 116.7

Source: Yearbook of Heilongjiang and the Author's Interview at Jilin Province.

Started spontaneously and being highly complementary, these barter trade are 
increasing rapidly. Joint ventures, exchange of labour and technology are also starting. 
With the participation of neighboring localities of Japan and the Republic of Korea, these 
movements will grow into the building of the Japan Sea Rim Economic Zone.

Border areas of China, the Russian Federation and the Democratic People's 
Republic of Korea have a development plan to achieve their internally motivated 
development with the cooperation of Japan and the Republic of Korea. It is known as the 
Tumen River Area Development Programme, which aims to develop through the building 
of port facilities and a export-processing-zone in the lower reaches of the Tumen River.

The Tumen River flows mostly along the Korea-China border, and along the 
Korea-Russia border over a distance of 15 kilometers between Fangchuan of China and 
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the Sea of Japan. The border agreement with the erstwhile Czarist Russia and with the 
erstwhile Soviet Union permitted Chinese vessels to navigate over the lower reaches of 
the Tumen River. But their navigation was banned when the Japanese army blockaded 
the mouth of the river. The situation remained unchanged until recently because of the 
Korean War and the confrontation between China and the erstwhile Soviet Union. But 
when the Russian Federation recently approved the restoration of China's navigation 
rights in their negotiations over the settlement of the border, a direct route from Jilin to 
the Sea of Japan was opened. As a consequence, that sea board of Japan - Niigata for 
example, is now at a distance of only 800 kilometers from Jilin Province.

Also, direct sea routes can be opened to connect Jilin with Pusan and Pohang on 
the east coast of the Korean peninsula. Then there will be two local economic exchanges, 
one among Po Hai rim area of China, the west coast of the Korean peninsula and northern 
Kyushu area of Japan, and the other among Jilin and Heilongjiang of China, the east 
coast of the Korean peninsula, the Far East area of the Russian Federation and the Sea of 
Japan seaboard of Japan. The former is the Yellow Sea Rim Economic Zone that has 
been proposed for some time, and the latter is the Japan Sea Rim Economic Zone. And, 
these two economic zones will be able to unify and develop into the North-East Asian- 
Rim Economic Zone in the near future.

When considering the construction of a port in Fangchuan, the mouth of the 
Tumen River must be improved, because it is too shallow to permit the transportation of 
large vessels. But the development of the Tumen River is too expensive to start. A down- 
to-earth plan is for China to lease any port from the Democratic People's Republic of 
Korea, because China can use her existing railways and the ports of the Democratic 
People's Republic of Korea. Fortunately, the Democratic People's Republic of Korea has 
decided to provide a special area called the Sunbong-Rajin Economy Trade Zone, and 
plans to raise the transit capacities of Rajin and Chongjin Ports to prepare for the use of 
China and the Russian Federation.

According to the latest report, the Russian Federation agreed with China that 
China could lease the Zarubino Port from the Russian Federation. China has a plan to raise 
the transit capacities of the port and to build a railway between Hunchun and the Zarubino 
Port. The North-East Asian Economic Committee which consists of some Japanese 
companies also agreed to loan the Jilin Provincial Government US$ 50 million for the 
purpose of expanding the port and building the railway. Consequently, Jilin Province will 
be ready to go out to the Sea of Japan. If that seaboard of Japan and the east coast of the 
Republic of Korea, (which will be able to make active local exchange with the north-east 
region of China) lend their cooperation on a local basis, it will not be difficult to form the 
Japan Sea Rim Economic Zone and the North-East Asian-Rim Economic Zone.
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V. The Role of the Northern Kyushu Area in Japan

Japan is requested to play her part in the development of the North-East Asian- 
rim by the localities concerned. In the author's opinion, it is not the Japanese 
Government but the localities of Japan that have to play an important part in the 
development of the North-East Asian rim. The reason is as stated above.

Regarding northern Kyushu located on the point of contact of the Sea of Japan 
and the Yellow Sea, economic cooperation on a local basis has been suggested as follows. 
Northern Kyushu has two large cities with a population of 1,000,000. One is Fukuoka, 
the other is Kitakyushu. Fukuoka and Kitakyushu should lend their "pull-cooperation", 
not their "push-cooperation". "Pull-cooperation" means introductive cooperation, 
expanding import for example.

Fukuoka and Kitakyushu have many local firms engaged in food-processing, 
intermediate product industry and assembly industry. So, Fukuoka and Kitakyushu can 
and have to import a number of semi-finished goods and finished goods for general 
purpose from the localities of North-East Asian-rim. These local firms in Fukuoka and 
Kitakyushu should process or assemble the imported goods into the finished goods suited 
for Japanese taste, and sell prospective customers in Tokyo and Kansia area.

Fukuoka and Kitakyushu are also requested to introduce foreign capital from the 
localities of North-East Asian-rim. Fortunately, Kitakyushu Foreign Access Zone (FAZ) 
was authorized by the Japanese Government lately. The local firms from the North-East 
Asian-rim area are able to make their investment in Kitakyushu FAZ. They can also joint 
with the local firms in Kitakyushu and Fukuoka, manufacture finished goods suited for 
Japanese taste and sell them in Tokyo and Kansai area.

The Techno-Super-Liner (TSL) is being developed in Japan. If the TSL goes 
into service, it takes only half a day from the Sea of Japan sea board and northern Kyushu 
area of Japan to the localities of the Japan Sea rim. It is hoped that the Eurasia land 
bridges in North-East Asia will turn into reality by that time. Mongolia has a plan to 
build a railway between Choibalsan and China's Alsan that will be connected to the 
existing railways of the Russian Federation and China. If the plan is materializes, 
Mongolia could get her outlet to the Sea of Japan through a short route and the shortest 
Eurasia land bridge would also turn into reality.
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Notes

1. For further details, refer to Chapter 1 of "The Age of Symbiosis for Asia" 
(Doyukan, 1991) written by the author.

2. The NIEs' dependence on exports to the U.S. was as high as 37 per cent in 1986. 
The dependence of the Republic of Korea and Taiwan Province of China was 
particularly high, standing at 40 per cent and 48 per cent respectively. The United 
States efforts to reduce its trade deficit with the NIEs has therefore been directed 
mainly to the two countries.

3. But nowadays the export of the NIEs products of the companies of the NIEs from 
the ASEAN countries and China to the United States has caused friction with the 
United States.

4. The NIEs' investment in the ASEAN reached US$ 12.8 billion in 1990 alone, 
more than doubling Japan's investment of USS 5.9 billion. While Hong Kong's 
investment in China created jobs for nearly two million people in Kwangtung 
alone, investment of Taiwan, Province of China, in China amounted to USS 754 
million dollars, in 2503 officially registered businesses, at the end of March 1991.

5. According to the information obtained by the author, the crude oil produced in 
China accounts for 30 per cent of the whole.

6. People of Heihe and Blagoveshchensk on the China-Russia border are making an 
interesting exchange (refer to the aforementioned book of the author).

7. The route is as follows: Kitakyushu/Fukuoka-Zarubino (Rajin/Chongjin) -Tumen 
-(trans-China railway) -Choibalusan -(trans-Mongolia railway) -Chita -(trans- 
Siberia railway) -Europe.
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VII. International Cooperation for Regional 
Transportation System in the 

North-East Asian Countries

Kang-won Lim 
(Seoul National University)

I. Introduction

The world is now moving toward the goal of economic prosperity freeing itself 
from political and ideological confrontation. As the two super power countries in the 
North-East Asian region, the Russian Federation and China, begin to adopt market 
principles in their economic activities, international cooperation in the Region emerges as 
a new concern.

Economic and geographical conditions of the North-East Asian region countries 
are more favourable for economic cooperation compared to other regional subregions 
such as the European Union (EU), and the North America Free Trade Agreement 
(NAFTA). The potentials of economic cooperation in North-East Asia have long been 
obvious due to the geographical proximity of the countries and their economic 
complementarity in terms of natural resources, labour, technology and capital.

Economic cooperation necessarily brings about increased demand for 
transportation and communication. Without adequate supply of transportation the 
subregion cannot flourish. A coordinated transportation system in North-East Asia will 
contribute not only to the advancement of its regional economy but also to strengthening 
the ties with the EU. It is by extending and rehabilitating both the highway and railroad 
networks, that the two continents may eventually come closer. This paper, intends to 
examine the current conditions of transportation systems and related problems in the 
countries of North-East Asia and suggest policy directions to build a coordinated 
transportation system in the region on the principle of mutually-beneficial cooperation.
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IL Transportation Problems and Prospects

1. General Status of Infrastructure

Traffic volumes of passengers and goods between the North-East Asian 
countries are very rapidly increasing since China, the Russian Federation and other 
socialist countries took steps toward transforming their institutions. Table 1 shows trade 
volumes of the Republic of Korea with some socialist countries. During the past years, 
the trade volumes between them have been increasing at the rate of 50-100 per cent per 
annum.

However, it is fair to say that the transport volume presently generated among 
them is far short of the true demand because of many capacity constraints, attributable to 
factors such as the following;

- lack of cooperation for the regional transportation system

- poor level of infrastructure stocks

- the policy of isolation of the Democratic People's Republic of Korea.

Lack of cooperation is the underlying cause of limited transportation in the 
Region. For instance, commercial air route agreements between related countries have 
got to be made. Traffic volumes of passenger and cargo will increase, once commercial 
agreements for air transport network and/or scheduled sea line service between the 
Republic of Korea and China inclusive of the Russian Federation and the Democratic 
People's Republic of Korea are made on full scale.

Secondly, the poor condition of infrastructure in North-East Asia (with a few 
exceptions), is considered a stumbling subregion. Table 2 shows that the stock level of 
transportation infrastructure in the countries of North-East Asia is far short of the 
standard level of other developed countries.

Inadequate infrastructure in North-East Asia may have resulted partly from such 
causes as scarce population density, freezing cold climate and vast land area. But more 
decisive cause must have been the political confrontation which had long persisted and 
negated economic cooperation in any form among them. Economic cooperation can be 
viable only upon a well-developed transportation system.

Since the Russian Federation and China started adopting an open-door policy, 
the situation seems to be changing. The progress toward cooperation in North-East Asia 
would have been faster if the Democratic People's Republic of Korea had joined in.
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2. Transportation Prospects

Transportation demand of passengers and goods between the countries of North- 
East Asia is rapidly increasing in recent years, but it is lamentable that the traffic volume 
is seriously restrained by the lack of transportation facilities. Development of industrial 
activities in China and the availability of natural resources in the region, necessitate better 
transport facilities among them. Considering the market potential in terms of population 
size and development perspective, the development of transportation network will be 
more than paid for, not to mention its impact on conducing economic development in the 
Region. The comparative advantages of each country can be best exploited only through 
transportation networks to link them up adequately. Table 3 shows some major economic 
indicators for the future in China.

As the economic development plan is successfully carried out in China and joint 
venture investments proliferate around the region, transport demand for commodities 
such as agricultural products, light industrial goods, manufactured goods, timbers, natural 
gas and petroleum, coal and minerals will continually expand in addition to rapid growth 
of demand for passenger travel. But such economic development could result only after 
prior development of the infrastructure. The first step toward development of 
transportation network in the Region is cooperation in the use of existing facilities and 
then moves toward investment in a complete system.

III. Policy Directions for Regional Transportation System

1. Maritime Transportation and Port Development

Maritime transport is considered an international transport mode which is least 
influenced by any discord between the transporting parties. For that reason, it has been 
possible to keep up trade between countries with ideological and political differences. It 
is also the mode of transport that can be most easily and swiftly restored.

Among the countries of North-East Asia, maritime transport has long been the 
only mode enabling economic interaction between countries even at the time of political 
dispute. It is quite natural that maritime traffic is increasing faster than other traffic in the 
Region from the start of the era of detente. Table 4 shows the rapidly increasing cargo 
volume handled in major ports of China. During the past 35 years, the marine freight in 
China has grown at 9.7 per cent per annum.

China is now pushing forward ambitious plans for developing her ports. 
Regarding major ports in the Republic of Korea and the Democratic People's Republic of 
Korea and the proposed shipping lines between them, these are located on the west coast 
of Sinuiju, Nampo, Haeju in the Democratic People's Republic of Korea and Inchon, 
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Kunsan, Mokpo, Kwangyang and Pusan in the Republic of Korea. Located on the east 
coast are Najin, Chongjin, Kimchaek, Hungnam, Wonsan in the Democratic People's 
Republic of Korea and Donghae, Pohang, Ulsan, Pusan and Kwangyang in the Republic 
of Korea.

In contrast to the observance of links between the Republic of Korea and the 
Democratic People's Republic of Korea, shipping lines between other countries are fairly 
well developed.

2. Railroad Network

Railways are the arteries of the regional transportation system. Of all surface 
transportation, railway is the transportation mode which is fast and can carry massive 
loads at relatively low cost. Consequently, railroad transportation competes well with air 
transportation for passengers and with maritime transportation for freight. For 
moderately long-distance transportation both for passengers and freights, railroad is 
considered superior to other modes of competing transportation in terms of cost, speed, 
safety and reliability.

Socialist countries like China, the Russian Federation and Mongolia have so 
far depended almost entirely on railways. As seen in Table 2, the railroad system is 
relatively well developed in the region. In terms of railroad density, the three provinces 
of Liaoning, Jilin and Heilongjiang in north-east China rank highest, second only to the 
Democratic People's Republic of Korea.

Two principal ports on the south coast of the Korean Peninsula, Kwangyang and 
Pusan, which are considered to be the hub ports for trans-Pacific sea routes, could be 
connected via railways to other principal cities such as Pyongyang, Wonsan, Nampo and 
Chongjin in the Democratic People's Republic of Korea; Shengyang, Changchun, 
Beijing, Harbin, etc in China; Ulanbaatar of Mongolia; and major cities of the Russian 
Federation. Landlocked Mongolia has recently succeeded in securing its way toward sea 
outlets of Nakhodka and Tianjin via railways, but she can also eventually reach the trans
pacific hub ports of Kwangyang and Pusan.

The development of the transcontinental railroad system is most desirable. 
Cooperation between the railway systems of the Republic of Korea and the Democratic 
People's Republic of Korea could complete the Eurasia Landbridge connecting the 
Pacific rim hub ports of North-East Asia with those of the Atlantic ocean, inclusive of 
most of major cities dispersed in between. Railroads starting from Kwangyang or Pusan 
via Trans-Siberian Railway or Trans-Manjuria Railway to European cities could save 30- 
40 per cent of the distance to be traveled by maritime traffic.
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In order to make such scheme into reality, close cooperation is necessary for 
management and operation of the railway system over the respective countries. Since the 
Russian Federation has adopted the wider-gauge railway track, while most of other 
countries have the standard-gauge, it is necessary in addition to install the terminal 
facilities for transshipment. In order to develop a fully-integrated landbridge system, 
hardware facilities such as track alignment, integrated multi-modal terminals, signal 
control etc. should be improved. But it is more important to develop the soft-ware 
management system such as pricing, principles of cooperation and coordination, business 
and handling procedures etc.

3. Air Ways and Airports

North-east Asian countries are in the region where air transportation is least 
developed so far. Despite the potential for air travel, the ideological and political conflict 
among neighboring countries in the region has hindered the development of air 
transportation. There are now 27 international airports in the Region - 14 in Japan, 6 in 
East China, 3 in the Republic of Korea, 1 in the Democratic People's Republic of Korea, 
2 in the eastern parts of the Russian Federation, 1 in Mongolia and 95 scheduled 
international direct air routes among the operating airports in the region.

However, most of the direct air routes from the airports in the Region connect 
with countries outside the areas and few connect within the region. Recently, many lines 
have started operating between Japan and Chinese cities such as Beijing and Shanghai, 
but direct air routes crossing the Democratic People's Republic of Korea and connecting 
the Republic of Korea, north-east China, eastern parts of the Russian Federation, and 
Mongolia are far from being realized. The lack of connecting air routes in the region 
could only be solved by cooperation between the countries concerned.

Based upon the forecasts of the International Air Transport Association (IATA), 
the annual average air traffic growth rates in the countries of North-East Asia is 
significantly higher than those of other areas in terms of scheduled numbers of 
passengers. Establishing direct air routes flying over the Democratic People's Republic 
of Korea and north-east China and connecting the cities of North-East Asia with the 
direct linear routes would greatly contribute to promoting air transportation industry in 
the region.

It is crucial to establish an air transport network between the Republic of Korea 
and the Democratic People's Republic of Korea, which will allow China and Japan to 
shorten the current air routes. In the absence of official diplomatic ties between the 
Republic of Korea and the Democratic People's Republic of Korea, efforts could be made 
to establish an indirect air transport network first. It could start from cooperation 
between airline companies of the two countries to set up a mutual cooperation system 
ranging from interline traffic services to joint operation. Establishing air routes via 
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commercial agreement between airline companies together with formation of air traffic 
control organization conducted by the International Civil Aviation Organization (ICAO) 
will eventually lead to the establishment of full direct air transport network in the Region.

4. Pipelines

As the eastern parts of the Russian Federation are endowed with rich natural 
resources such as natural gas, timber and other minerals, cooperation for transportation 
development is the key factor to bring regional economic development. The regional 
economy of North-East Asia is characterized by complementarity in capital, labour and 
natural resources.

Natural gas reserves in Yakutsk is the world's largest natural gas field, whereas 
most of the industrialized countries of North-East Asia are under serious energy shortage. 
As the estimated quantity of natural gas deposits in Yakutsk is known to amount to some 
3,500 billion cubic metres, the construction of pipelines for transporting the natural gas 
into neighboring areas and cities of eastern parts of the Russian Federation, north-east 
China, the Democratic People's Republic of Korea, the Republic of Korea and Japan, 
would be easily justified. The continuing high rate of economic development and 
industrialization in North-East Asia requires the development and supply of clean energy 
in the region. As maintaining a clean environment becomes an important agenda for 
international cooperation, the economic feasibility of the Yakutsk natural gas pipeline 
project would assume greater economic importance. This project would require more 
than US$ 20 billion for construction of about 6,000 km of pipeline. Ways should be found 
to push the project ahead. The pipeline would probably have to link Yakutsk to 
Skovorodino, Blagoveshchensk, Khabarovsk, Vladivostok in the Russian Far east; 
Pyongyang in the Democratic People's Republic of Korea, Seoul in the Republic of 
Korea, and then Kitakyushu in Japan. Alternatively, the route may include Chinese cities 
such as Harbin, Changchun, Shenyang and Beijing in between. The success of the 
mammoth project hinges more on the political will to cooperate for economic 
development, than on the ability to mobilize capital for investment into it.

IV. Concluding Remarks

As the world moves toward dismantling ideological and military antagonism in 
search of economic development, the countries of North-East Asia have unprecedented 
opportunities for economic progress. However, this requires cooperation between the 
North and the South in the region.

Transportation sector needs cooperation the most, because it must work on a 
network system and not on links and/or nodes. Having entered into the era of economic 
subregions such as EU and NAFTA, an economic subregion of North-East Asia is more 
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than justified. Transportation network is the backbone of such an economic subregion in 
North-East Asia.

Apart from the need for an economic subregion, it should also be recognized 
that transportation system is a basic need enabling trade to benefit each member country. 
In order to take advantage of the historic opportunity confronting us, it is imperative to 
make the efforts to build transportation networks covering the countries of North-East 
Asia with maritime and port facilities, railroad networks, airways and airports, pipelines 
and so on.

Building a regional transportation system in North-East Asia would greatly 
contribute to the well-being and prosperity of each member country. Not only would it 
save travel time and cost, but also the development of regional economy would be 
promoted by exploiting the comparative advantage of each area in the Region to the 
fullest extent. It would undoubtedly favourably affect the shaping of political relations 
too. If we fail to cooperate and build the regional transportation system in time as 
indicated above, it is evident that enormous economic loss will have to be borne by all 
the concerned countries in North-East Asia.
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Table 1. Trade volume of the Republic of Korea with selected areas

(Million dollar)

Source: Korea Trade Promotion Corporation and Korea Customs Administration.
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Year 1985 1986 1987 1988 1989 1990 1991 1992

Total 1,438 1,609 2,027 3,541 4,044 5,491 7,818 9,616

Total Export 850 900 982 1,887 1,854 2,640 3,533 5,210
Import 588 709 1,045 1,654 2,190 2,851 4,285 4,406

Total 1,161 1,336 1,679 3,087 3,143 3,848 5,811 8,218

China Export 683 715 813 1,700 1,438 1,580 2,371 4,493
Import 478 621 866 1,387 1,705 2,268 3,440 3,725

Russian Total 102 133 200 278 600 889 1,202 860
Federation Export 60 65 67 100 208 519 625 365

Import 42 68 133 178 392 370 577 495

East Total 175 140 148 176 301 754 805 538
Europe Export 107 120 102 87 208 541 537 352

Import 68 20 46 89 93 213 268 186



Table 2. Country profile and transportation in North-East Asia

85
Source: Allan Rodger, ed. The Soviet Far East, p.3 and p. 191. W.B.Kim and B.O.Campbell, eds., Proceedings of conference on Economic Development in 

the Coastal Area of Northeast Asia (Europe Publications Ltd., Statistical Survey: The Far East & Australia, 1992).

Country and 
region

Area 
(1000 sq. km)

Population 
(1000)

Population 
density (persons/ 

sq.km)

Road length 
(km)

Rail length 
(km)

Road density 
(km/1000 

sq.km)

Rail density 
(km/1000 

sq.km)

Former Soviet Far East (1989) 6,216 7,941 1.3 21,158 7,727 3.4 1.3

Maritime Kray 166 2,260 13.6 2,058 2,475 3.4 0.3

Khabarovsk Kray 825 1,824 2.2 4,133 1,295 29.9 7.8

Amur Oblast 364 1,058 2.9 4,094 - 2.2 -

Kamchatka Oblast 472 466 0.9 1,038 - 2.2 -

Magadan Oblast 1,199 543 0.5 2,997 - 2.5 -

Sakhalin Oblast 87 709 8.1 2,183 817 25.1 10.2

Yakut USSR 3,103 1,081 0.3 4,655 124 1.5 0.04

North-East China 1,970 119,110 60.5 127,266 17,088 64.6 8.7

Heilongjiang 454 35,100 77.3 41,399 5,045 91.2 11.1

Jilin 187 24,030 128.2 16,785 3,488 89.6 18.6

Liaoning 146 36,760 266.0 36,152 3,558 248.1 24.4

Inner Mongolia 1,183 21,220 17.9 32,930 4,998 27.8 4.2
Mongolia (1989) 1,565 2,000 1.3 3,950 1,807 2.5 1.2

Democratic People's 
Republic of Korea (1989)

125 21,370 170.6 23,000 5,024 184.0 40.2

Republic of Korea (1990) 100 43,520 439.5 55,778 3,120 557.8 31.2
Japan (1990) 378 122,783 329.3 1,095,021 27,012 2,898.4 71.5

Total 10,354 316,724 30.6 1,326,173 61,778 128.1 6.0
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Table 3. Some major economic indicators for China

Economic Indicators 1980 2000 Annual Average 
Growth Rate (%)

GNP (Billion US$) 285.5 1,140 7.2

Per capita GNP (US$) 291 800

Manufacturing Production (100 M.) 7,077 28,000 7.2

Food Production (100 M. Won) 3.2 4.93-5.3 2.2-2.6

Population (100 M.) 9.8 12.2 1.15

Foreign Trade (100 M. $) 378 1,600 7.2

Coal (100 M. t) 6.2 12.0 3.4

Oil (100 M. t) 1.0 2.0 3.2

Electricity (100 M. Kwh) 3,006 7.2

Autos (1000 veh.) 22 120

Source: Korea Institute of Industry and Technology Information.

(Thousand ton)

Table 4. Cargo volume handled in major ports of China

Year
Port 1952 1957 1965 1978 1984 1985 1986 1987

Total 13,680 34,430 67,790 192,209 267,280 302,190 331,730 351,978

Dalian 1,510 5,880 10,570 28,640 40,160 43,810 44,290 46,100
Qinhwangdao 1,810 2,830 4,780 22,190 35,790 44,190 48,730 53,790
Tianjin 740 2,840 5,490 11,310 16,110 18,560 18,180 17,213
Yantai 260 480 980 4,580 6,740 6,890 6,910 10,825
Qingdao 1,750 2,210 4,480 20,020 24,220 26,110 28,010 30,700
Lianyun 460 1,050 2,650 5,940 9,000 9,290 9,490 8,940
Shanghai 6,560 16,490 31,940 79,550 100,660 112,910 126,040 128,840
Ningbo - - - - 5,970 10,400 17,950 19,400
Huangpu 470 1,860 4,700 10,500 16,680 17,720 19,170 -

Guangzhou 120 790 2,200 9,479 11,950 12,310 12,960 17,000

Souce: Korea Maritime Institute, Current Conditions and Prospects of China's Maritime Industry,
30 December 1989.
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VIII. The Development and Opening of Pudong 
Shanghai: An Economic Cooperation of 

North-East Asian Countries

Ji Chongwei 
(China, Center for Economics and Social Development)

I. Pudong Development's Objective and its Status in China's 
Development Strategy

In the 1980s, China emphasized south China's cooperative area, especially the 
Zhujiang River Delta in its opening to the outside world, thus forming an economic 
cooperation area with Hong Kong-Shenzhen-Guangzhou as its axis and bringing along 
the rapid development of Guangdong and some other provinces. In the 1990s China has 
entered the new stage of opening up and accelerating the realization of the socialist 
market economy system. China must establish on the mainland, new international 
centers of finance and trade, to extend its economic opening to the world in the 1990s and 
in the 21st century, while valuing Hong Kong's significance as the bridge between China 
and abroad. As a result, the Central Committee of the Chinese Communist Party and the 
State Council of China made a strategic decision of a Special significance in 1990: 
"Make the development of opening of Pudong Shanghai as the locomotive, and let 
Pudong take the lead of a new economic leap in the district of Changjiang River Delta 
and the whole Changjiang River Valley. Construct Shanghai an international center of 
economy, finance and trade as soon as possible". The strategy is to have two wings in the 
north and the south respectively, and a break through in the middle, so as to realize the 
new opening pattern.

Shanghai has an excellent geographic and strategic location. Shanghai is a 
hinterland on the west Pacific coast, and is in the middle of China's north-south coastline. 
It is the point of intersection of "the Gold Coastline" and "the Gold Waterway". It is a 
hub of marine transportation and air transportation in communication with other countries 
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in Asia, America and Europe. Shanghai Harbour has services with more than 600 ports 
and harbours of over 160 countries or areas around the world and can handle up to 
130,000,000 tonnes of cargo a year. Shanghai's international air service extends to, 
almost every big city of Asia, America and Europe, Shanghai has a land area of 6,341 km 
with a population of 13.45 million. It is the biggest city in China, and one of biggest in 
the world. Secondly, Shanghai has great historical importance. The Qing Dynasty 
declared it a trading port in 1843. It had become the largest industrial and commercial 
city in China and the Far East, as early as the 1930s. In 1936, its total export volume 
amounted to 55 per cent of that of the whole country and 1 per cent of that of the world, 
which surpassed that of Hong Kong and Yokohama. It had more than 100,000 foreign 
residents, and was referred to as "New York City of the East" and "No. 1 Metropolis of 
the Far East". Its economic scale and the internationalization level surpassed those of 
Hong Kong, Tokyo and Singapore. Thirdly, Shanghai has powerful composite economic 
strength. Its gross social output value, gross value of industrial output, and some other 
indices are the highest among the ten largest cities of China. In 1991, the gross natural 
product of Shanghai accounts to 857 hundred million yuan (RMB), 1.5 times that of 
Beijing, 2.5 time that of Tienjun and 2.2 time that of Guangzhou. Its technology level is 
also the best in China.

For 40 years, Shanghai developed in the pattern of a purely industrial city 
because it was restricted by the closed-door policy and the planned economy. The 
function of international trade and finance was on the wane and so was tertiary industry. 
In addition, a greater share of its financial revenue was sent to the central government, so 
the scope for self-development was weakened and the projects for basic facilities and 
public utilities were not very well developed. As a result, it has been gradually surpassed 
by areas such as Hong Kong, Tokyo and Singapore.

The Huang River passes the city of Shanghai from the north to the south, 
dividing the city into Puxi and Pudong districts ("Xi means west and "Dong", east in 
Chinese). The old city of Shanghai lies in Puxi, with developed industry, dense 
population, crowded transportation, and a polluted environment. While Puxi has little 
space left for further development, Pudong, on the whole, remains a vast undeveloped 
area. Thus, in order to vitalize the Shanghai economy, and strengthen the city's function, 
the Shanghai citizens must enlarge the city's space, and construct a modernized east 
Shanghai. This concept had undergone deliberation and planning for many years until 
the end of 1980s, when the city government made the final decision on the blueprint of 
Pudong development.

The plan for the New District of Pudong is to develop an area of 350 square 
kilometers. The population in the district now is 1,380,000. It is separated from the Puxi 
City proper by only the river. There are iron and steel, shipbuilding, engineering and 
glass industries along the riverside; but there is a vast piece of land to be developed from 
Pudong to the mouth of Changjiang. The two cross-river bridges and the under-river 
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tunnel, which were built lately, can connect Pudong to Puxi. Pudong will be subdivided 
into four distinctive regions which have different focal points. With its industry, 
commerce, finance, science, education and manpower base, Shanghai will develop its 
exports, its export-oriented economy and take the lead in the economic development of 
the Changjiang Delta and the hinterland of the Changjiang River Valley, which runs 
through the east, middle and west sides of China and has a population of 300 million. 
According to the strategic idea - "Rejuvenate Shanghai, develop Pudong, serve the whole 
country, be geared to the needs of the world", the development objective of Pudong New 
District is to build Pudong into a modernized new district, with reasonable industrial 
structure, advanced transportation network, excellent facilities, convenient and quick 
communications system and fine natural environment. It is necessary to absorb foreign 
capital and connect with the international economy. Equal stress will be laid on both 
economic development and the transformation of the city. The three industries: 
infrastructure, financial trade, and the advanced and new technology will move ahead of 
the rest.

The Pudong development project is a long term one and will be carried out in 
three periods: the starting period is from 1991 to 1995; the key development period is 
from 1996 to 2000; the overall construction period is the early part of the next century. 
By 2000, the urban area of Pudong will cover 100 Km2; the duty-free area and the new 
harbour area of Waigaoqiao, the financial trade area of Lujiazhu, export goods processing 
area of Jiqiao, and the high-technology area will be built. Thus Pudong will be turned 
into a highly advanced center of international trade, finance and business with a number 
of fund-concentrated and technology-concentrated new industries. With the 
reconstruction of the old Puxi district and the construction of the new Pudong, Shanghai 
will develop into a new center of international economy, finance and trade in the West 
Pacific and become a modernized international metropolis. With the increase of China's 
position in the world economy, Shanghai will be the new economic link to Asia, America 
and Europe.

IL The Development of Pudong and Shanghai's Rejuvenation

On 18 April 1980, Premier Lipeng of the State Council declared in Shanghai 
that the Central Committee of the Chinese Communist Party and the state Council of 
China had decided to enhance the development of Pudong district and to carry out 
policies for economic and technological districts and for the special economic zone. The 
State Council has agreed to carry out ten major preferential policies. In order to put these 
policies into effect, the city government of Shanghai, the People's Bank of China, the 
Ministry of Finance, and the Customs Head Office promulgated certain measures; the 
regulatory regime of Waigaoqiao bonded area of Shanghai; the guidelines for land 
management in the new district of Pudong, for construction management, production, and 
regulatory regime for foreign investment and joint ventures in Shanghai were issued. In 
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order to encourage foreign investment, its regulations, which abate and exempt the 
income tax of enterprises and the industrial and commercial consolidated tax, help 
improve the soft environment of investment in Shanghai.

During the past three years or more, the development and opening of the 
economy have been advancing at a good pace in Pudong. 1) The ten infrastructure 
projects have progressed quickly. By the end of 1991, the Nanpu Bridge over the south 
Huangpu River was completed and opened to traffic ahead of time. Another bridge will 
be completed this year. The main thoroughfare, Yanggao Road, which runs through 
Pudong from the north to the south was opened to traffic in 1992. Waigaoqiuo Bonded 
Area has been closed, the construction of Lujiaozui Finance and Trade District, 
Zhangjiang Science and Technology Area and Jinqiao Processing Area have all begun 
and have absorbed a large number of projects. All the ten infrastructure projects, except 
for Waigaoqiao Power Plant, will be finished ahead of time by the end of this year. 
2) Under the policy "Let Finance go ahead and trade rejuvenate the city, more than 30 
Chinese and foreign finance organizations have been set up along the two sides of the 
Huangpu River, among which are 14 foreign capital banks which have invested USS 500 
million or 2 billion Renminbi as the foundation capital. The new district's environment 
to circulate the necessary funds is greatly improved. More than 100 foreign trade 
companies are stationed in Pudong, and are establishing branch companies. More than 
160 international trade companies have been allowed to be setup in the Waigaoqiao 
Bonded Area. In Lujiaozui District, 600 thousand square meters of modernized 
commercial institutions are being built or will be built, and more than 100 skyscrapers 
will be constructed. 3) The new district's continuing improvement of the investment 
environment, successfully absorbs a great many domestic and foreign investment 
projects. There is an upsurge of investment of domestic and foreign merchants. By the 
end of 1992, the new district of Pudong had authorized 737 companies with foreign 
investment. The gross invested capital by agreement is US$ 4 billion; capital that can be 
used directly inside is US$ 1.56 billion. The branches of the Central Government and 
other cities and provinces found 1410 enterprises and will invest 9.3 billion Renminbi. 
The characteristics of these investment project are: the scale is large, the starting point is 
high, many of the enterprises are tertiary and enterprises with densely distributed capital 
and technology. 4) After the readjustment of the administrative division of Pudong, the 
Pudong Administrative Committee was established on new Year's Day of 1993. The 
Pudong Administrative Committee administers construction work in the New District 
under the direct leadership of the city government of Shanghai.

With the development of Pudong, the entire city of Shanghai is deepening its 
reform, extending its opening, and has now entered a new phase of fast development. In 
the 1980s, Shanghai's investment in energy resource, transportation and public utilities 
was 23.34 billion Yuan Renminbi, 10 billion Renminbi was invested in 1992 and 12 
million Yuan Renminbi will be invested this year. The investment of the two years equals 
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the total of the past ten years. In the 1980s the gross product of Shanghai grew at the 
annual rate of 7.4 per cent, lower than the average increase rate of the country. In 1990 
and 1991 it began to catch up with the rate of increase of the country. In 1990, 105.4 
billion Yuan Renminbi was reached. The rate of increase was 14.8 per cent, two per cent 
higher than the country's average rate of increase. The industrial structure is regulated so 
that it can become more suitable. A fresh development impetus has appeared in the 
tertiary industry which had been withering for a long time. The proportion of tertiary 
industry output value in Shanghai's gross product has increased from 21.1 per cent at the 
early 1980s, to 33.1 per cent in 1992. In the recent years, fostering a modernized market 
is the focal point of the reform. The first batch of option markets for metal and coal have 
been established and set in motion. With Pudong's successful development and opening, 
Shanghai will further develop into an economic, financial and trading center in east Asia 
and in the world, and will promote the economic rejuvenation of the Changjiang River 
Valley and China.

III. The Foreground of Economic Cooperation between Shanghai 
and Other North-East Asian Countries

1. Shanghai has been China's largest foreign trade port since it opened its port 
150 years ago. The substantial content of the port is domestic transit trade. The port also 
has some international transit trade. For example, in the late 18th century, before Japan 
opened its ports, its imports and exports goods with Europe and America were transited 
through Shanghai. Shanghai is close to Japan's Kobe and Yokohama and to the Republic 
of Korea's Pusan. It is not far from the ports of the far eastern areas of the Russian 
Federation. Goods to The Democratic People's Republic of Korea and Mongolia can be 
directly transported through railways. Moreover, Shanghai has mutual complementarities 
with the countries mentioned above. In the future, Shanghai will become the main port 
of trade for south-east China, mid-east China and other countries in North-East Asia. The 
railway between Wulumaqi and Galamutu is now open to traffic. From now on, goods 
from Japan and the Republic of Korea to Europe or the Middle East can be transported by 
railway through Shanghai port or Lianyungang Port. In this way, both distance and time 
of transportation will shortened and transit trade through Shanghai will increase.

2. The investment environment is fine. The success rate of foreign funded 
enterprises set up during the last 14 years is higher than 95 per cent. In 1992, the profit 
of the "three-capital" enterprises was 86.4 per cent. These two ratios are higher than 
those of other places. The Shanghai Waigaoqiao Bonded Area and the New District of 
Pudong, will provide much better investment environment and conditions for 
entrepreneurs of North-East Asian countries after preferential policies similar to the 
policies of free ports are practiced. This is why the Japanese entrepreneurs who are 
famous for their prudence in investment have come to Pudong.
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3. Although the stock market and the real estate market have not been 
initiated in the past, the impetus to develop is strong. They should be standardized 
according to the international practice and linked up with the stock market in Hong Kong 
and other places. So, besides investing and setting up enterprises directly in Shanghai, 
investors from East Asian countries can also invest in stock, real estate and in money 
markets.

4. In the development of science and technology cooperation and labour 
service cooperation, Shanghai is a base with great strength in science and technology. It 
has a galaxy of talented people with more than 400 thousand scientific achievements in 
1992 alone, among which 8,492 come up to the advanced world standards, 230 come up 
to the first place or are of initiative importance in the world. So, Shanghai will not only 
be capable of importing advanced technology from abroad, but also be capable of 
exporting advanced technology. China and the other North-East Asian countries can 
learn from one another, reinforce scientific and technical exchange, and cooperate for 
mutual benefit. Exchange of personnel for observation and training can also be of great 
help. Shanghai has great capabilities to cooperate with the North-East Asian countries, 
especially in computer software projects, the designing for architecture, light textile 
industry, and the export of advanced labour power, etc.

In brief, the rejuvenation and rise of Shanghai will benefit not only the 
economic development of China but also the economic and technological cooperation of 
the North-East Asian countries.
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IX. North-East Asian Economic and Trade Cooperation 
through New Growth Triangles

Rentsengiin Batmend
(Office of Deputy Prime Minister of Mongolia, Ulaanbaatar)

I. Introduction

The world's political and economic environment has been changing very rapidly 
since the late 1980s. Establishment of diplomatic relation between the Russian Federation 
and Republic of Korea, and between China and the Republic of Korea exemplify this. 
The world political environment is now favourable for both the developed and the 
developing countries. At the same time economic performance of many countries is 
declining, in particular, the economies of the United States of America and Western 
Europe. Meanwhile, the economy of the newly industrialized Asian countries have 
demonstrated permanent growth within the more competitive world trade environment, 
through intra-regional and inter regional economic cooperation and trade promotion.

One of the important developments in world trade in the 1990s is the 
strengthening of the regional trade blocs such as European Union (EU) and North 
American Free Trade Agreement (NAFTA). There have been various proposals for 
regional trade and economic cooperation involving trade liberalization in the Asia-Pacific 
region as well. Recently, localized economic cooperation zones have emerged in Asia - 
"Growth Triangles", which exploit complementarities between geographically contiguous 
areas of different countries, to gain a greater competitiveness in export promotion. And 
such Growth Triangles seem to be the solution to the practical problems of regional 
integration among countries at varying stages of economic development and with 
different economic systems.

This paper will discuss problems of economic cooperation in North-East Asia, 
particularly in the Tumen river delta, through creating New Free Trade and Economic 
zone (TREZ) and inclusion of Mongolia in it.
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II. Lessons of the Growth Triangles

There are several growth triangles in Southeast Asia, which attract attention 
worldwide. One of them is South China's growth triangle. It includes the areas of Hong 
Kong, Taipei and four economic zones in Southern China. The members operate under 
different political and economic frameworks, their cooperation and integration being 
driven solely by mutual needs and private sector initiatives.

The Johor-Singapore-Riau growth triangle is another example of successful 
cooperation in Southeast Asia. This growth triangle has taken form as a result of 
economic imperatives and political will. Constraints of land and labour have resulted in 
sharp increases in the cost of doing business in Singapore. This has also been affected by 
the appreciating Singapore dollar. The unique feature of development of the Growth 
Triangle has been the blend of government initiative and private entrepreneurship. The 
critical factor which faces the Triangle today is competition from other areas within the 
Asia-Pacific rim.

All activities and economic performance of the growth triangles is well-known 
and several international level discussions were organized about the important lessons 
from this.

First, one of the important requirements of cross-border development such as 
this is political commitment from participants. Of course there are other important 
factors as comparative advantage, geography, cultural affinities, and business links.

I. Economic complementarities

The foundation of a growth triangle is economic complementarity among the 
parties involved, which could come from the differences in their stages of economic 
development or from differences in factor endowments. The areas of Hong Kong and 
Taipei, and also Singapore have built up strong industrial sectors and well developed 
financial markets. Shortage of unskilled labour and scarcity of land have pushed up 
labour costs and property prices and reduced their competitiveness in the world market. 
On the other hand, there is an ample supply of both labour and land in the neighbouring 
areas which lack capital and management skills. The redistribution of labour-intensive 
industries from the developed areas to the relatively less developed areas could be 
mutually beneficial. A broader basis for economic complementarity can be found in the 
Tumen Delta area which combines the capital and technology of Japan and the Republic 
of Korea , the natural resources of the Russian Federation, China's abundant labour and 
the agricultural resources and Democratic People's Republic of Korea's natural resources.

However, it can be argued that these economic complementarities do not 
necessarily come from the parties which are geographically located in the growth 
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triangle. This is evident when one considers that the objective of a growth triangle is to 
attract foreign investment. From the receiving country's point of view, there is no 
difference whether the capital or technology come from one of the partners of the triangle 
or from outside the triangle. In fact, economic complementarity among the parties 
located within the Tumen Delta is rather weak. Capital is expected to come largely from 
Japan and the Republic of Korea, which are not physically located in the proposed 
triangle. Furthermore, since a growth triangle usually has an export oriented production 
structure, its output depends largely on external markets rather than internal markets, thus 
reducing the importance of economic complementarity within the triangle, as far as final 
demand is concerned.

2. Geographical Proximity

Empirical studies have shown that countries tend to trade with their neighbours 
because of minimized transportation and communication costs. Hence, it is not surprising 
that geographical proximity is one of the most compelling factors for capital from Hong 
Kong to move to Guandong; or investment from Taipei, China to flow to Xiamen; or 
from Singapore to Johor and Batam.

3. Political Commitment and Policy Coordination

Political commitment of the governments involved and policy coordination 
among the parties are key factors for the success of a growth triangle. At the national 
level, it requires special policies applied in the area concerned, including appropriate 
policies relating to tariffs, employment regulations, real estate, finance and investment as 
well as foreign exchange. All these policy directives and initiatives need to be strongly 
supported and implemented by both central and local governments. For example, high 
level government commitment was crucial in the relaxation of Indonesian regulations on 
direct foreign investment in Batam which presently include 100 per cent foreign equity 
ownership; local processing of investment applications and agreement for the private 
sector to set up industrial estates.

In the Tumen Delta triangle, political commitment has been assured from the 
very start of the development programme. In addition, the United Nations Development 
Programme has played an important role in promoting and designing the Tumen Delta 
growth triangle.

Compared to the above mentioned two triangles, formal policy coordination 
among the members of the southern China triangle is relatively weak, having been 
spurred largely by market forces and private sector initiatives. However, government 
policies are still crucial in determining whether economic linkages actually take place and 
to what extent.
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4. Development of Infrastructure

Infrastructure development is the single most important factor for the creation of 
an economic environment for the development of a growth triangle. In the southern China 
triangle for example, preparation of four Special Economic Zones has involved large 
scale land development and capital construction. In the first stage of development, 
infrastructure construction took place in the form of water supply, power supply, roads 
and navigation lines open to traffic, telecommunication open to business and land 
leveling.

Infrastructure development is likely to play an even more important role in the 
Tumen Delta growth triangle where infrastructure is almost non-existent at the present 
time.

a. The Importance of Trade Expansion in North-East Asia

The development of intra-subregional and third country trade among the 
participating countries generates the demand for improvements in the physical, and legal 
infrastructure linking them. A growing volume of trade through or within the Tumen 
River Area will permit the financing of these improvements.

The three Riparian Territories: the Democratic People's Republic of Korea (and 
in particular Hamgjong Pukto Province), Jilin and Primorski are all undertaking 
considerable efforts to strengthen their participation in international trade, both intra-sub- 
regionally and extra sub regionally. This is obvious in the priority attached to the 
development of Free Trade Zones and the rapid progress in their implementation in each 
of the three Riparian Territories. Trade development is clearly a point of common interest 
and a common denominator of the participating countries. It is essential that the 
projected infrastructure development be determined by the existing and future demand 
for improved trade support services.

Development of trade will strengthen economic relations among the 
participating countries in the short and medium term. It not only creates the volume of 
traffic required to finance major infrastructure improvements, but it also places economic 
relations among the participating countries on a more stable footing, as it multiplies the 
number of enterprises and institutions with a vested interest in further improving 
subregional economic relations. Trade promotion activities among the participating 
countries will yield direct and tangible results, and the risk of failure is low. This holds 
true because first, present trade level is clearly below its potential, and secondly, the 
interest of enterprises and trade support institutions in the participating countries in trade 
expansion is pronounced.
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b. Basic Patterns of Trade among Nations of North-East Asia

(i) Types of trade

In order to understand the present patterns of trade in the participating countries, 
it is essential to distinguish different types of trade.

First, there is the distinction between cash and barter trade. Over the past two 
years, China and the Russian Federation have decided to conduct future foreign trade 
with each other and with the Democratic People's Republic of Korea, not on the basis of 
barter any longer, but in terms of cash trade. This decision however, has not been 
implemented in practice. The bulk of China-Russian Federation trade, China-Democratic 
People's Republic of Korea trade, the Russian Federation-Mongolian and the trade 
between the Russian Federation and the Democratic People's Republic of Korea 
continues to be conducted as barter trade, for a number or reasons related to foreign 
exchange availability, the condition of the banking sectors and the greater flexibility of 
barter trade arrangements. Trade with the Republic of Korea is conducted on a cash 
basis.

Second, a distinction has to be made according to who conducts the trade. In 
principle, one may distinguish between the following three forms:

• National trade of the more important product groups is conducted like a 
monopoly by limited number of national foreign trade corporations.

• Border trade is handled by authorized companies from the border provinces and 
regions. It primarily involves goods produced and consumed in the border 
areas.

• Individual trade consists of the transactions of individual entrepreneurs traveling 
to neighboring countries and selling and buying goods. These transactions are 
not recorded in official trade statistics. They have grown rapidly in recent years, 
and are thought to be far from negligible.

The existing orientation towards barter trade, complicates the assessment of 
present structures and trends in intra-subregional trade.

c. Quantitative indicators on intra-subregional trade

At present, trade orientation of the region is low in comparison to the Asian 
norm. Export ratios (e.g. export/Gross Domestic Product) were around 9 per cent for 
Jilin, around 7 per cent for North Korea, around 8 per cent for Primorski and around 7 per 
cent for Mongolia.
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In the past, the geographic and economic position of the four participating 
countries has been clearly under-utilized. Integration of the Riparian Territories into 
international economy has been slow. This has restrained the pursuit of economic 
complementarities and comparative advantages. In fact, the Tumen River Area is a center 
of concentric circles, which are increasingly trade oriented towards the outside.

d. Priorities for Trade Expansion among the Participating Countries

Development of border trade: The backwardness of the Riparian Territories in 
the past is closely related to the low level of border trade. Although border trade has been 
growing at the above mentioned average rate over the past few years, it continue to be 
small. The United Nations Conference on Trade and Development/General Agreement 
on Tariffs and Trade (UNCTAD/GATT) mission report states that, Jilin's border trade was 
10 per cent of its total foreign trade in spite of its common border with the Russian 
Federation and the Democratic People's Republic of Korea. The major advantage of 
border trade is that, it helps to intensify bilateral relations among the Riparian Territories 
and tends to be more adapted to local circumstances.

Liberalization of individual trade: Trade by individual business persons is 
growing rapidly. The advantage of individual trade is that a large number of people in 
Riparian and Hinterland Territories can assess demand and supply conditions and the 
resulting business opportunities in the subregion. This is an important step towards 
developing border trade. It is bound to have a positive effect on formal trade, as well. 
Moreover, this type of trade encourages the diffusion of production technology and 
marketing know-how within the Tumen River Area. However, individual trade should be 
liberalized in terms of the value and the weight that individuals are allowed to take across 
the border and in terms of customs regulations.

More effective barter trade deals: Barter trade deals are the most common form 
of trade among the neighbouring four countries. Their principle advantage is that they do 
not require any of the scarce foreign exchange. On the other hand, it has the severe 
disadvantage of high transaction cost, because it is difficult to find a partner who is 
interested in two sides of the transaction. Trilateral deals are even more difficult to put 
together.

Confidence-building in trade and economic relations: Distrust and economic 
isolation inherited from the cold-war period are not yet fully eliminated from this region. 
Closer economic cooperation requires a higher degree of predictability in economic 
behavior and compliance with rules and regulations which have been agreed upon. 
Confidence among the riparian countries must be developed and protected by all parties 
concerned.
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Establishing a data base on trade of participating countries: Basic information 
on trade and economic relations among the five participating countries is indispensable 
for many reasons. They are the basis for planning the infrastructures upgrading within 
TREZ. Second, they are indispensable for presenting and promoting the Tumen River 
Area and North-East Asia in general, to outside traders and investors. The present 
availability of trade data is very limited and available data are often contradictory.

Subregional networks of trade support institutions: Trade expansion in the 
subregion will be facilitated by an upgrading of trade support services in the participating 
countries. This requires closer collaboration and network building among trade support 
institutions and departments of statistics for preparing trade and industrial data. The 
United Nations Economic and Social Commission for Asia and the Pacific can be of great 
help.

Promotion of direct foreign investment: Direct foreign investments (DFI) are 
powerful instruments for promoting economic cooperation. Investment among the four 
participating countries is growing. Investment from other third countries is likely to 
accelerate once the major infrastructure problems are solved and preferential market 
access for firms in the TREZ to all riparian countries is negotiated.

III. The concept of Tumen River Area Economic Zone development 
and Endowment of Mongolia

One of the potential Growth Triangles or Free Trade and Economic Cooperation 
zones in Asia would be the Tumen River Delta Economic Zone, which includes Jilin, 
Lioning and Heilungjan provinces of China, the Democratic People's Republic of Korea 
and the Republic of Korea, Primorski province of the Russian Federation and Mongolia.

A meeting convened by United Nations Development Programme (UNDP) in 
Ulaanbaatar, capital of Mongolia, in July 1991, was attended by twelve government 
officials of the four countries. This historically significant meeting concluded with a 
joint proposal to cooperate in the Tumen project. This initiative was given top priority of 
the first four inter-country projects ever proposed by the North-East Asian recipient 
member countries of UNDP. The Tumen delta has attracted worldwide attention after the 
1991 Pyongyang conference on North-East Asian Regional Cooperation sponsored by 
UNDP, which revealed Tumen River Area Development Program (TRADP).

The Tumen River Delta Area is relatively undeveloped because it has been a 
military zone for the last 60 years. Political changes during the last few years have made 
this region more peaceful. The countries in the region have decided to open up this area 
to take advantage of its strategic location, both politically and geographically, for 
industrial development and transportation. Since TRADP's take off in 1991, several 
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meetings of Program Management Committee were held in Seoul and Beijing, and the 
last one in Pyongyang in May 1993. Remarkable progress has been made, starting with 
master plans of transportation and telecommunication, and feasibility studies on forestry 
and water supply. The Riparian Countries agreed to lease land to Tumen River 
Development Corporation and to establish a Coordinating Committee for three riparian 
countries and a Coordinating and Consultative Committee of five participating countries. 
The TRADP became an internationally supported project.

TRADP holds the potential to develop into the following:

• A major industrial complex for the development of the natural resources located 
in region.

• A transportation hub, serving a hinterland consisting North-east provinces of 
China, the Russian Federation Far East, Mongolia and North-eastern part of the 
Democratic People's Republic of Korea.

• A major light industry center which will generate large volumes of cargo.

• Major trading and financial center.

• An eastern anchor for a Euro-Asian landbridge.

The success of Tumen River Area Development Program will be determined by 
the ability to develop these activities over the entire period of implementation. Of course, 
the commitment of the three riparian countries and their contribution to this project and 
the business environment for attracting international business will be crucial for TRADP.

Mongolian involvement in TRADP and participation in North-East Asian 
Economic Cooperation seems likely, because:

First, Mongolia is a landlocked country, it needs access to the seaport for 
diversification of its international trade and economic cooperation at least in the North- 
East Asian subregion.

Secondly, she needs better exploitation of natural mineral resources and 
agricultural land for its sustainable development.

Thirdly, Mongolia suffers from capital shortage and needs to restructure its 
technology which will require direct foreign investment.

Fourthly, Mongolia should integrate its infrastructure with the real and financial 
infrastructure of the region. This is one of the preconditions for sound business 
environment in Mongolia.
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Mongolia prides itself on having the highest per capita arable land in the region, 
with a great potential for agricultural and livestock development, and abundant natural 
resources. But it suffers from a critical shortage of capital and technology and a small 
domestic market. The country is land-locked and far from the Asian growth centres. Even 
untapped natural resources are worthless unless they can find competitive markets. This 
means that the mere existence of resource complementarities, including natural and human 
resources, does not evolve into mutual economic exchange. This is demonstrated in the 
paucity of trade among Tumen Delta Countries. Natural resources can be created, 
transported, transformed, and transacted whenever they can see potential profit opportunities.

However, Mongolia with a shortage of capital, human and technological 
resources, cannot fully exploit her natural resources by herself. She needs subregional 
economic cooperation on the basis of mutual benefits and equity.

In the past, Mongolian trade and economy had been integrated with that of the 
former Soviet Union and eastern European countries. Trade and economic cooperation 
with North-East Asian market countries had been closed. The former Soviet Union 
accounted for more than 90 per cent of the total trade volume of the country. But with 
the collapse of the former Soviet Union trade reduced from US$ 1,234 million in the 
1980s to mere USS 472 million in 1991. As for market concentration, the former Soviet 
Union, purchased over 80 per cent of Mongolia’s exports and supplied more than 90 per 
cent of its imports. Mongolia's exports declined to US$ 368 million, and imports to 
around USS 400 million in 1992. Mongolia's exports mainly consist of minerals such as 
copper and molybedium concentrate, flourspar, leather goods, and cashmere. These are 
highly land based products and Mongolia will continue to specialize in these products as 
long as it can secure its export markets.

Present infrastructure of Mongolia

At present Mongolia is linked to the outside world through the Trans
Mongolian railroad, which is linked to the Trans-Siberian trunk line and China's rail 
network. Mongolian cargo is shipped through Pacific ports of the Russian Federation, 
viz. Vladivostok, Nakhodka and Vostochny, and through Tianjin port of China. Railroads 
in Mongolia, are the main mode of transport handling international trade. The total 
length of her railroads is about 1,800 Km. The Trans-Mongolian line, passing through 
Ulaanbaatar from the Russian Federation border to the Chinese border in the South is 
about 1,300 Km long. Its capacity for transit cargo is about 3 million tonnes per year. It 
presently carries a volume of 1.5-2 million tonnes. The Eastern Mongolian railroad 
connecting Choybalsan with the Russian Federation network was constructed in 1938. It 
is used mainly for the delivery of goods from the Russian Federation to Mongolia with 
the domestic distribution by road transport. Its length is 238 Km. This line was extended 
to Tamsagbulag in 1939 as a narrow-gauge line for military purpose and the line was 
constructed to sub-standard specifications. The trunk has been removed.
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For the close cooperation in the North-East Asian subregion Eastern part of 
Mongolia would be connected with TREZ through Tumen-Jilin railroad linkage of China 
and Mongolia-Jilin railroad will become a modern East-West trunk line from Choybalsan, 
Mongolia to the Tumen River Port Complex. It will standard gauge connection up to 
Choybalsan city of Mongolia and over there will located an inland port which is an 
intermodal transportation hub where cargo is relayed from a seaport clear customs. For 
the Tumen River zone, several ports of the Russian Federation and the Democratic 
People's Republic of Korea will be free ports where cargo will be traded between North- 
East Asia and the rest of world.

Natural resources of Eastern Mongolia

In terms of volume and variety of mineral resources, Mongolia ranks among 
Asia's potentially richest countries. The geological survey which has done in last period 
identified more than 80 types minerals in Mongolia. The Eastern pert of Mongolia, 
Dornot, is one of the best survived area, where located main deposits of different 
minerals as polymetals, uranium, zinc, lead and gold with total reserves several billions 
of tonnes.

Polymetals

There is six polymetal deposit as Ulaan, Tsav, Tumurtiin ovolo and other. They 
are located in distance of from 2 to 160 Km to railroad. The total reserve of these 
deposits have been estimated about 100 million tonnes of ore or more than one million 
tonnes of pure metals. The proven reserve of the gold and silver is more than ten 
thousand tonnes.

Uranium

Four deposits have been discovered and about 10 occurrences of uranium as in 
Dornot, Mardai, Gurvan bulag and other which are located at 3-20 Km from railroad. 
The total reserves of these deposits more then 30 billion tonnes of ore.

Coal

Mongolia one of the richest countries in coal reserves. There is about 100 
billion tonnes of coal in Mongolia. In the Eastern Mongolia the coal deposits and 
occurrences was discovered in Choybalsan and Tamsag basins. The proven reserves of 
approximately 20 coal deposits is 2.5-3.0 billion tonnes of coal.
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Table 1. Orders of magnitude of intra-regional trade flows in North-East Asia
(US$ million)

Exporting country Importing country

China
Democratic 

People’s 
Republic of 

Korea

Russian 
Federation

Republic 
of Korea

Mongolia Subtotal Share Japan % Exports

China — 358 2,239 3,441 30 6,608 9.8 12,024 62,091
(90E1) (90E1) (9112) (90E1) (9013) (89E1)

Democratic People’s 124 - 457 106 n.a. 687 35.4 298 1,940
Republic of Korea (9011) (9114) (9112) (9013) (89E5)

Russian Federation 2,140 446 - 577 642 3,805 7.7 3,356 49,390
(9011) (90E4) (9112) (90E4) (9013) (90E6)

Republic of Korea 2,317 6 625 - 5 2,953 4.1 12,356 71,870
(91E7) (90E2) (90E2) (90E2) (91E2) (91E2)

Mongolia 11 n.a. 420 0.4 - 431 54.4 8 793
(9011) (9114) (9112) (89E2)

Subtotal 4,592 810 3,741 4,124 677 13,944 7.5 28,042 186,084

Share % 8.6 28.4 5.7 5.1 56.3 6.8 12.0

Japan 6,131 176 2,564 21,120 10 30,001 - 287,040
(90E3) (90E3) (9112) (90E3) (90E3)

Total imports 53,345 2,850 65,510 81,525 1,202 204,432 234,588
(9011) (8915) (9016) (9112) (8912) (9013)

Sources: 1. China Statistical Yearbook 1990. Trade between Heilogjiang Province and the (former) USSR reached reportedly Swiss France 1.2 billion in 1989
(INTERTRADE, May/June 1991:24). This implies that about 20 per cent of total bilateral trade is handled by this province.

2. Korea Foreign Trade Association.

3. OECD Monthly Trade Statistics, Series A, November 1991.

4. Business International, Doing Business in Central and Eastern Europe, Full-year data figure extrapolated from 1st half 1991.

5. Economist Intelligence Unit, North Korea Country Report, 3, 1991.

6. IMF, Direction of Trade Statistics Yearbook 1991, and quarterly issues.

7. Data proviced by Chinese Authorities, including US$ 1.3 billion of trade through Hong Kong.

Note: The information in brackets indicates first of the year to which the data refer, secondly whether the data have been reported by the exporting (E) or importing (I)
country; the last number refers to the sources as listed below.

Prospects of
 Econom

ic D
evelopm

ent through C
ooperation in North-East Asia105



Studies in Trade and Investment 7

References

1. Aage Holm and Richard Stauffer, Politicaleconomy for the TRADP Concept and
Strategy, March 1992.

2. Ding Shicheng, North-East Asia take off-Development of Turnen River area 
(1991, August).

3. Min Tang and Myo Thant, Growth triangles: Concetual issues and operational 
problems EDRC.

4. Hirokazu Shiode, The multilateral Development Cooperation Focusing on Tumen 
River Area. February 24-26, 1993.

5. Hiroshi Kakazu, The Emerging Growth Triangles in the Asia Pacific Region with 
particular emphasis on Tumen River Delta.

106



X. Environmental Cooperation in North-East Asia

Jung Wk Kim 
(Seoul National University)

I. Introduction

The world economy is expected to grow tenfold in the coming half century due 
to improvement in the standard of living and growth of population. But the same 
processes that are intended to achieve the well-being of human beings are threatening the 
very existence of human being on this planet. Tenfold economic growth means tenfold 
production, and tenfold production means tenfold consumption of resources and tenfold 
environmental destruction, if human beings insist in continuing the present way of life. 
The earth does not have enough resources and environmental capacity to support such 
economic growth.

World oil reserves are estimated to be about 1.35 x 1012 barrels. At the present 
rate of consumption, the production of oil will reach its maximum in the year 2000 and it 
will be depleted by the year 2050. If the consumption rate increase ten times, depletion 
will come much sooner. Coal reserves are estimated to be about 7.6 x 1012 tons. At the 
present rate of consumption, the production of coal will reach its peak in 2100 and it will 
be depleted by 2500.

The world economy is sustained by continuously consuming such resources as 
minerals, soil, water, forest, and ocean, many of which are not renewable. Even though 
some of them are renewable, we are consuming them much faster than the renewal rate, 
so that we are losing forest, soil and other resources at an alarming rate at present.

Environmental problems associated with the consumption of energies and 
resources impose serious threats. Global warming resulted mainly from the accumulation 
of carbon dioxide in the atmosphere, ozone layer depletion caused by the use of chloro
fluoro-carbons (CFCs), decertification from deforestation, ecologically-inadequate 
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development of agricultural land, and extinction of biological species caused by 
destroying habitats are the signs of environmental crisis on this planet.

Recognizing this crisis, the United Nations is urging each country to adopt a 
new method of development called Environmentally-Sound and Sustainable 
Development (ESSD). The main theme of the United Nations Conference on 
Environment and Development (UNCED) held in Rio de Janeiro in June 1992 was 
ESSD.

As the environmental problems are globalized, the need for international 
cooperation to solve them increases also. The Rio Declaration adopted at the UNCED 
reaffirmed the need and urged that every effort should be made by the international 
community to help the afflicted states. The non-governmental organizations (NGOs) are 
forming international networks to monitor mankind's common environment and to seek 
ways to preserve it.

Such international cooperation on environment is urgently needed in the region 
of North-East Asia. The economic activities in this region are highly concentrated and 
are expected to grow further in the coming century. The transport of air pollutants, water 
and marine pollution, and environmental problems associated with industrial activities in 
this region impose serious threats to the well-being of peoples in this densely populated 
region. Therefore, the states in this region should cooperate closely to exchange 
information, to transfer technology, and to formulate policies to preserve the endangered 
environment.

II. Environmental Problems in North-East Asia

1. Air Pollution

North-East Asia is geographically distinguishable from other parts of the world: 
Japanese islands to the south separate this region from the Pacific Ocean in the east, 
Himalaya Mountains and the Pamirs to the west from western Asia, and Ural and Altay 
Mountains from Europe.

Westerly wind prevails in this region, so that air pollution in China can be easily 
transported to the Korean Peninsula and Japan. For example, Yellow Dusts originating 
from Alashan Desert in Upper Yellow River, Gobi Desert, or Taklamakan Desert are 
widely observed all over this region. In the Republic of Korea for example, heavy 
Yellow Dusts were observed between April 1 and April 10, 1993. Typical wind vectors 
analyzed during this time showed that north-westerly wind in Mongolia and northern 
China could carry air pollution from China to Korea and Japan.
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Wind trajectory analysis also showed that dusts from Gobi Desert could be 
transported to the Democratic People's Republic of Korea and the Republic of Korea and 
Japan just in three or four days.

In recent years, China has shown remarkable economic growth: the growth rate 
of Gross National Product in 1992 was 12 per cent, which was the world's highest. At 
that rate China will be an economic superpower by early next century. Along with 
economic success, China will produce enormous amount of air pollutants. The amount of 
SO2 generated in China was estimated to be 16 million tonnes in 1988, but it increased to 
17.5 million tonnes in 1990, which is about twenty times that in the Republic of Korea. 
The amount of air pollutants generated in this region is expected to reach the world's 
highest in the near future.

The wind pattern in this region is such that air pollution from one state can be 
carried to any other state within this region. The wind trajectories to Seoul during the 
period May 1986 to April 1987 usually blow from northern China to Seoul during winter 
seasons and from southern China and Japan to Seoul during summer seasons. From this 
result it is possible to infer that air pollution in highly populated and industrialized areas 
in the Korean peninsula, China, and Japan are closely interrelated.

Acid rains were observed even in a remote island called Baiknyung-do, which is 
located along the West Coast of the Republic of Korea. And it was observed that the 
acidity of the rains increased with westerly wind, which suggests that the acid rains in 
this island are affected mainly by the air pollution from China.

2. Marine Pollution

The Yellow Sea surrounded by China and the Korean Peninsula, is a semi
closed sea, the area of which is about 400 thousand square kilometers. It is about 1,000 
kilometers long from south to north, 700 kilometers wide at maximum from east to west, 
about 44 meters deep in average, and the maximum depth is 100 meters. Due to the 
winds in the area, a cold current is formed and proceeds to the south along the Chinese 
coast, and a warm current comes up to the north along the coast of the Korean peninsula. 
The mixing of water within the Sea is very active due to the currents. However, since the 
Yellow Sea is shallow, small, semi-closed, and relatively stagnant, the capacity to tolerate 
water pollution is limited.

The major sources of pollution in the Yellow Sea are: Han River carrying 
pollution from Seoul City, Yellow River and Yangtze River carrying enormous amount of 
suspended solids and other pollutants, coastal cities like Tianjin, Dalian, and Chengdu, oil 
spills from oil search operations and ship wrack, and others.
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The Republic of Korea is busy developing the West Coast area to prepare for the 
21st century, assuming that the Yellow Sea would be the centre of commerce and 
industrial activities in the coming century. The 21st century is often called "West Coast 
Era" in the Republic of Korea. Large-scale reclamation projects are going on or are 
planned in most areas along the West Coast. Reclaimed land is either developed as 
industrial area or as rice paddies. The removal of mudflats during the reclamation will 
reduce the pollution-purification ability of the Sea, and the construction of industrial 
bases will increase the pollution loading to the Sea.

It seems that China also has ambitious plans to develop huge industrial bases 
along the coast. The development along the Bohai Bay will have a very serious impact 
on the environment of the Yellow Sea.

If the countries do not take precautions, the Yellow Sea would be seriously 
polluted in the near future.

The Sea of Korea (which is also called Sea of Japan) is encircled by the Korean 
Peninsula, Russian continent, Sakhalin, and Japanese islands, and has a very limited 
access to the Pacific Ocean. But, the Sea is not as endangered as the Yellow Sea, because 
it is deep and not as stagnant because of ocean currents. However, dumping of wastes in 
the Sea can affect all the states along the Sea because of alternating currents. For 
example, the Koreans and the Japanese are deeply concerned over the rumour about the 
dumping of radioactive wastes in the Sea by the former Soviet Union.

3. Other Environmental Issues

During the process of industrialization the import of technologies and capital is 
inevitable, especially for developing countries. Formerly, the developed countries used to 
export pollution-intensive industries to developing countries, possibly because of loose 
environmental standards in the latter countries. The Republic of Korea began 
industrializing in the nineteen-sixties. Many transnational corporations (TNCs) were 
invited to Ulsan/Onsan Industrial Complexes in the sixties and seventies. Most of those 
TNCs in the industrial complexes turned out to be pollution-intensive.

Since North-East Asian countries except Japan, are newly developing countries, 
it is very likely that pollution-intensive industries will be concentrated in this region 
because industrialized countries avoid them. TNCs used to adopt double standards, i.e., 
strict standards in industrialized countries and loose standards in developing countries. 
International organizations including the United Nations urge that TNCs adopt globally 
uniform standards and upgrade pollution control technologies in developing countries. 
They can do it because they have both technology and capital. The economic density in 
North-East Asia is expected to be the highest in the world in the next century. Therefore, 
without strict environmental control, it will be impossible to have a decent environment 
in this region in the next century.
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Destruction of habitats is considered to be the main reason for the rapid 
extinction of biological species in the world. Wetland, especially tidal wetland, is an 
important habitat in this region. Tidal mudflats support marine ecosystems and wetland 
birds. Ninety per cent of the fishes in the coastal waters are supposed to be linked to the 
intertidal organisms in the mudflats. Reclamation of wetlands is considered to be one of 
the main reasons for the rapid disappearance of fishes in the Yellow Sea in recent years. 
And these intertidal organisms in the mudflats are the main food source for waders. 
Therefore, many migratory birds flock to these mudflats. Migratory shorebirds in this 
region spend summers in east Siberia and winters in South-East Asia or even in Australia. 
During their migration in spring and fall, the birds stop at the wetlands in the Korean 
peninsula, China, and Japan for a few days. The organisms in the mudflats are the energy 
source for their continuing migration. Therefore, the removal of tidal mudflats in these 
countries is a serious threat to the birds.

III. Strategies for Environmental Cooperation

1. International Cooperation Proposed at UNCED

The Rio Declaration, Climate Change Treaty, Biodiversity Treaty, Principles of 
Forests, and Agenda 21 adopted at the UNCED, stress the importance of international 
cooperation on environment.

Principle 2 of the Rio Declaration says that states have the responsibility to 
ensure that activities within their jurisdiction do not cause damage to the environment of 
other states. Principle 9 of the declaration says that states should cooperate to strengthen 
endogenous-capacity building for sustainable development, by improving scientific 
understanding through exchange of scientific knowledge and transfer of technologies. It 
is stated in Principle 18 that states shall immediately notify other states of any disaster or 
emergency that may produce harmful effects on the environment of those states, and that 
every effort shall be made by the international community to help states so afflicted.

The Climate Change Treaty, Biodiversity Treaty, and Principles of Forests are 
based on the need for international cooperation. The same spirit of international 
cooperation stated in the Rio Declaration is reflected in these treaties.

Article 4 of the Climate Change Treaty, signatories are committed to exchange 
information between all parties and to coordinate with other parties to achieve the 
objective of the treaty.

In the Biodiversity Treaty, Article 14 states "each contracting party shall 
introduce appropriate procedures requiring environmental impact assessment of its 
proposed projects that are likely to have significant adverse effects on biological diversity 

111



Studies in Trade and Investment 7

with a view to avoiding or minimizing such effects and, where appropriate, allow for 
public participation in such procedures", - and "promote, on the basis of reciprocity, 
notification, exchange of information and consultation on activities under their 
jurisdiction or control which are likely to significantly affect adversely the biological 
diversity of other states or areas beyond the limits of national jurisdiction, by encouraging 
the conclusion of bilateral, regional or multilateral arrangements, as appropriate". Article 
17 of the treaty urges contracting parties to facilitate the exchange of information 
including results of research, surveying, and others.

In Principles of Forests, Principle 15 states: "Pollutants, particularly air-borne 
pollutants, including those responsible for acidic deposition, that are harmful to the health 
of forest ecosystems at the local, national, regional and global levels should be 
controlled".

Agenda 21 adopted at the UNCED is a code of action to prepare the world for 
the environmental challenge of the 21st century. It also acknowledges that international 
cooperation should support and supplement national efforts, it specifies what and how 
governments can cooperate.

The United Nations acknowledged the importance of Non-Governmental 
Organizations (NGO) activities, and Global Forum, a formal international NGO 
conference endorsed by the UN, was held in Rio along with the UNCED. Thirty-six 
alternative treaties were made at the Global Forum. The NGOs touched nearly all the 
subjects associated with environment, including sensitive subjects like militarism, 
transnational corporations, and nuclear energy, which many governments would not like 
to discuss. There is a treaty called 'Treaty for NGO cooperation and Sharing of 
Resources’, which is to promote active cooperation and the exchange of information and 
resources among NGOs locally, nationally and internationally. Fundamentally, all NGO 
treaties are based on international cooperation. International cooperation and exchange 
of information are more harmonious among NGOs than among governments.

2. Strategies for International Cooperation

The scope of international cooperation should include environmental 
monitoring, exchange of information, transfer of environmental technology, prevention of 
environmental pollution from affecting other states, and international joint efforts to 
recover damaged environment.

International cooperation should not be limited to cooperation between 
governments. Cooperation between NGOs is very important because NGOs can 
effectively initiate grassroots movements and monitor if government's environmental 
policies go wrong. After the Global Forum, NGOs are actively organizing regional and 
global network to monitor environment and environmental policies and to exchange 
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information and opinions. The international NGO networks are becoming effective 
pressure groups for governments to enact environmentally-sound and sustainable 
development policies. There are many environmental issues which need regional 
cooperation in North-East Asia, but the problem is that it is virtually impossible to 
contact NGOs in communist countries. These countries had better pay attention to 
international NGO group meetings and find ways to send delegates to those meetings. 
From these countries, any environmental experts will be acceptable even though they are 
not NGO members, as long as they do not represent governments.

However, cooperation between governments is the most powerful tool to solve 
the regional environmental problems. In other regions of the world, there have been 
various regional treaties or organizations to solve the regional environmental problems, 
such as transboundary air pollution, transboundary river basin management, and marine 
pollution. In North-East Asia, such issues are being discussed only in recent years. 
Between the Republic of Korea and Japan, symposiums have been held three times since 
1988 under the objective of promoting environmental cooperation in North-East Asia. 
And later after the UNCED in 1992, there have been several international symposiums 
and conferences to promote regional cooperation. Governments in the region easily 
agreed on the necessity of the regional cooperation. But aside from that there is no 
tangible outcome of the meetings yet.

The important environmental issues to be discussed in the regional cooperation 
are protection of marine pollution, protection of marine biological resources, protection 
of intertidal wetlands, management of transboundary river basin, protection of wildlife 
including migratory birds, transboundary atmospheric pollution including acid rain and 
Yellow Dust, radio-active wastes, trade of wastes, environmental management of 
transnational corporations, environmental monitoring, exchange of information, transfer 
of technology, and others.

The marine environments in this region are rapidly deteriorating. Each related 
state should survey the marine environment under a systematic regional plan and 
exchange survey data and other scientific information. Based on the analysis of the 
synthesized results, future strategies should be discussed between states in the region. In 
order to carry out such missions, existing relevant institutions in each state need to be 
strengthened and new regional organizations need to be established to synthesize 
outcomes and monitor marine environment. Paris Treaty and Helsinki Treaty need to be 
reviewed for reference. The Paris Treaty, effectuated in 1974, was aimed to control 
marine pollution originating from inland. Helsinki Treaty, signed in 1974 but effectuated 
in 1980, was to protect the environment of the Baltic Sea.

The transboundary atmospheric pollution imposes a serious threat not just on 
human health but also on vegetation, soil, and water in the long term. The Economic 
Commission for Europe Convention on Long-range Transboundary Air Pollution in 1979 
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needs to be reviewed for cooperative programmes for systematic monitoring, assessment, 
and information exchange. North America has a similar system to cope with 
transboundary air pollution problems. Their experiences will be very helpful in solving 
the same problem in this region. To assess the nature of long-range atmospheric 
transport, exchange of scientific knowledge on transport modelling is necessary.

Numerous toxic chemical substances are newly manufactured in recent years, 
and many countries have neither accurate information on them nor proper technology to 
handle them. Therefore industries, especially transnational corporations, need to adopt 
globally acceptable standards and disclose environmental information about the toxic 
chemicals and manufacturing processes of those chemicals. For this purpose, 
international cooperation is compulsory; especially NGOs activities are encouraged 
because of their unprejudiced attitude on environment. The trade of toxic chemical 
wastes used to be a serious threat to the environment of developing countries. There 
must be some regional regulations regarding this trade. Principally, trade of toxic wastes 
should be banned except a few inevitable cases. Dumping of toxic wastes including 
radioactive wastes in open sea must be closely regulated also. There must be a certain 
treaty to ban this and a regional organization (or organizations) to monitor it.

IV. Conclusions

North-East Asia is one of the most economically-dynamic regions in the world 
and is still growing very fast to become possibly the world's greatest economic center in 
the next century. Because of high economic density in this region, environmental stresses 
have built up very rapidly in recent years and it will reach an unbearable level in the next 
century. Yet because of the political situation in this region, environmental cooperation 
among governments used to be insignificant. In order to solve the environmental 
problems such as transboundary atmospheric pollution, marine pollution, protection of 
biological resources, and others, international cooperation is essential. International 
cooperation does not just means cooperation between governments but also mean 
cooperation between NGOs. To cope with such environmental problems, it is necessary 
to have regional treaties to regulate inadvertent acts and to encourage international 
cooperation to solve problems, and organizations to monitor environment and to 
synthesize strategies.
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XI. Development of the Far Eastern Areas of the 
Russian Federation and North-East Asian Policy

Rafik Aliev 
(Russian Academy of Science)

I. Introduction

At many recent conferences and symposia the problems of economic 
cooperation around the Sea of Japan have been discussed. At first it might seem rather 
strange, because such cooperation has been present for a long time. This is evident from 
the figures provided by the participants of these symposiums in their papers.

Moreover, the well-known Japanese economist, Professor H. Kanamori, the 
defender of the concept of the East Asian Economic Zone, recently said at a conference in 
Tokyo (Jan. 26, 1993) that such a zone already exists. As a criterion of the zone existing 
he considers a category of "Natural Economic Territories", once suggested by the 
American scholar from University of California at Berkeley, Professor R. Scalapino.

In reality there is already some degree of trade cooperation. The question is 
about an integrated economic zone like the European Union or the North American Free 
Trade Agreement.

In principle the potential for such cooperation does exist. The rich natural 
resources of the far eastern areas of the Russian Federation, the technological capability 
of Japan and the Republic of Korea, the agrarian-resource potential of three northeastern 
provinces of China, and the industry and mineral resources of the Democratic People's 
Republic of Korea demonstrate mutual complementarity. The most important point is the 
consensus on the necessity of establishing the Sea of Japan economic zone.

But, while realizing such possibilities, one should not ignore the problems.
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One of the scholars from Hawaii, Prof. Won Bae Kim writes: "From a simple 
economic perspective, the region in question has a great potential for development 
because capital and labour - the two key elements of regional development - are 
sufficiently available in the region as a whole. Capital, if (!) artificial barriers are 
removed, is likely to gravitate toward places with abundant labor and resources".

It is obvious that it will take a long time to form an integrated economic zone in 
this area. Even Western Europe, despite similar political systems, culture and economies 
has taken decades to reach this goal.

It is more difficult to stimulate this process in the region of the Sea of Japan. 
This is not only because of different levels of economic development and different 
political systems and incompatibility among the participating nations but also because of 
the psychological, cultural, historical and nationalistic factors.

The task of the scholar is to recognize all these problems, to take into account 
all the factors preventing economic cooperation and to find ways to solve them.

Proceeding from this assumption I would like to clarify some problems relating 
to the Russian Federation.

IL The Development of the Far Eastern Areas of the Russian 
Federation

I am not going to dwell on economic potential of the far eastern area of the 
Russian Federation, because it has been discussed in many books and papers. I turn at 
once to economic problems in the far eastern area of the Russian Federation.

The economy of the region, closely connected with the economics policy carried 
out by the Moscow government, is experiencing a slump that began before Gaidar's 
reforms were initiated. In 1991, industrial production in Russia dropped by 5 per cent, in 
the Far East by 7 per cent. Practically in all industries except electric power and canned 
fish manufacturing output decreased (the best year for most items was 1988). Coal 
output decreased during the 3 years by 20 per cent, steel smelting by almost 25 per cent, 
timber harvesting - by 32 per cent during 4 years, cement production - by 10 per cent, 
fish harvesting - by 11 per cent.

Production decrease was not similar in all the industries. As a result, the 
structure of industrial production changed considerably. Share of engineering industry 
and forest harvesting decreased significantly but the share of non-ferrous metal output 
grew. Engineering industry was influenced by reduction of military orders after 1989. 
Military engineering forms over one third of the total regional engineering industry.
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Military orders reduction affected almost all the enterprises. Until the beginning of 1992 
there was still hope that at least in some enterprises military order for the manufacturing 
of expensive and high quality machinery will continue but it did not happen. Military 
budget reduction resulted in military machinery production slump at all the military 
enterprises without exclusion.

The situation took a turn for the worse from the beginning of 1992. In 
Primorski territory, the most developed area of the far eastern area of the Russian 
Federation, during the 9 months (January-September) of 1992, industrial output 
decreased by 10.2 per cent, food production by 12 per cent, and light industry production 
by 22.0 per cent, which, it is true, did not fall as much as the federal level which was at 
least 20 per cent (by another estimate - 60.6 per cent). In Khabarovsk territory, industrial 
output decreased by 13 per cent during January-July.

During the recent years the standard of living of the people of Primorye, has 
decreased dramatically. In 1990 and 1991, the average wages per month (363.4 to 650.0 
rubles) were below those paid in other regions of the Russian Far East (435.5 to 798.4 
rubles). This trend continued in 1992: Primorye - 8,450 rubles, other parts of the region 
- 8,500-9,000 rubles. The minimum of living standard requires a per capita of 8,255 
rubles (!). It should be noted that in Primorski prices increased by 21 times whereas the 
wages increased only by 12 times. Similar situation has been prevailing in the whole far 
eastern area of the Russian Federation.

Nevertheless, under such unfavorable circumstances new economic structures 
are being created.

One of the main goals of economic reforms carried out presently in Russia, is to 
change the ownership of the national property through privatization.

During 1992, following ways of privatization were stipulated by the "1992 
Governmental Programme of Privatization of the Federal and Municipal Property in 
Russian Federation":

• sales of common stock of joint-stock unlimited companies;

• auction sale of enterprises;

• sales of enterprises on competitive commercial basis (the number of competitors 
may be conditioned);

• sales of enterprises on a competitive non-commercial (investment) basis;

• sales of realties of companies which have been liquidated or are being 
liquidated;

• redemption of leased property.
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The process of establishing market relations and competition is possible, 
provided that privatization is complete and is accompanied by widened economic and 
judicial independence of private enterprises. In other words, the production sphere 
should be "commercialized" and all the enterprises should become joint-stock companies. 
The main goal of the economic reforms is to change the ownership, i.e. instead of state- 
owned (one should interpret this as "no-man's) property, there must be only private and 
joint-owned property.

Industry, construction and transportation systems are considered to have good 
prospects in the realm of privatization. The process of privatization of large enterprises 
will not be completed very soon. Most probably, change of proprietorship will be 
effected through the establishment of joint-stock companies.

In 1991, the proportion of leased enterprises was 7.4 per cent, while by 1 July 
1992, the figure totalled 10.3 per cent. But their share in production output (volumes of 
services), is still considerably below the level that should correspond to their share in 
total number of enterprises.

In Primorye the process of privatization of federal and municipal property has 
been significantly speeded-up during the last few months. The sum raised through 
privatization of enterprises has amounted to 443 ml rubles (September 1992) and the total 
number of private enterprises came to 169. The lion's share in this number is represented 
be retail shops (49.7 per cent), catering enterprises (11.8 per cent), public utilities (16.6 
per cent) which is 50 per cent in proportion to the number of state-owned enterprises. By 
September 1, 1992, 871 claims have been submitted for ownership of enterprises of food 
industry, construction and agricultural complex. The methods of privatization may be 
distributed as follows, depending upon their shares in the aggregate sum obtained as a 
result of privatization (percentage):

• sales of common stock belonging to joint-stock companies

• auction sales 62.0

• sales on a competitive basis 25.0

• leasing followed by redemption 13.0

The main problem impeding the process of privatization is the lack of legal 
basis for differentiating between federal and municipal properties, on the one hand, and 
between the regional and town-owned properties, on the other. A thoroughly developed 
legal basis for privatization does not exist, which is accompanied by low proficiency of 
the inadequate material supply of the privatization bodies.
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The general picture of the new economic structure is shown below.

(number)

Table 1. New Economic Structures

July 1991 October 1992

Concerns and associations 118 300
Joint-stock ventures 352 500

Small private companies 1,493 3,500

Cooperative societies 2,471 2,300
Trading banks 23 120
Joint ventures 87 320

Private-owned farms 1,734 3,624
Area of a single private-owned plot, average (in hectares) 16.7 15.0

Area of private-owned plkots (in hectares) 29,028 54,700

Unfortunately, there is no reliable statistical data to precisely define the share of 
these new economic structures in the regional economies. Still, it goes without saying 
that their percentage is almost negligible, or their influence is not tangible either in the 
sphere of production or in the sphere of consumption. For example, in the far eastern 
area of the Russian Federation as a whole, non-state enterprises comprise about 12 per 
cent of the total number, in Primorski and Khabarovsk territories about 15 per cent, but 
they provide only 9 per cent of total production. The regional economy similar to that of 
the Russian Federation in general, remains socialist in structure, i.e. it is state-owned and 
state controlled despite all the proclaimed reforms.

III. Economic Relations with Foreign Countries

As far as economic relations with foreign countries are concerned, Primorye is 
ahead of both the rest of the far eastern area of the Russian Federation and the central 
regions of the Russian Federation. Thus, despite the fact that during the first half of 1992 
the country suffered a reduction in export and import volumes by 35 per cent and 24 per 
cent respectively (as compared with the same period in 1991), Primorye could boast of a 
steady expansion in foreign trade. The previous year saw an even greater advance which 
was due to the fact that Vladivostok had become an open city.

Despite a pronounced tendency towards an increase in the volume of exports, 
there still exist certain negative aspects. The volumes of maritime coastal and borderland 
trade are decreasing. The volumes of direct manufacturer-to-customer exports are falling. 
The volumes of commodities exported through the Ministry of Foreign Economic 
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Relations, are decreasing as well. It was the official initiative of Moscow to reduce the 
export quotas. Moreover, Primorski region can obtain the quota to export only three 
commodities, namely, fish and fish products, timber and mineral fertilizers.

(million rubles)

Table 2. Volumes of Foreign Trade Conducted by Primorye

1988 1991 1992 
(January-June)

EXPORT, total 119.7 772.3
(100%)

7,009.6
(100%)

Foreign Ministry 83.9 501.8 1,753.5
Soyuzcoopvnesthtorg, etc. (65%) (25%)
Maritime coastal trading 21.1 4.5

(0.6%)
1.4

Export by enterprises and 14.8 240.1 1,149.5
organizations (direct contracts) (31.5%) (16.4%)
Manufacturer-to-customer direct 12.1 21.7
export operations (1.5%) (0.3%)
Other export operations and transactions 13.6

(1.8%)
4,083.7
(58.3%)

IMPORT, total 308.7 2,200.0

Source: Author's estimates.

Note: Drastic increase in prices during the first half of 1992 should be taken into consideration.

Moscow has put strict limitations on transactions with foreign currencies with 
the result that enterprises are losing interest in foreign economic relations. To make 
matters worse, 1 July 1992, was marked with the adoption of new taxes on imports which 
were accompanied by increase in customs tariffs. These measures curtailed many of the 
economic privileges granted to the far eastern area of the Russian Federation which, in its 
turn, drastically worsened the availability of consumer goods in the region.

Referring to the above table, it should be noted that the item "Other Export 
Operation and Transactions" appeared to be most successful since its share is 58.3 per 
cent; but the Regional Department of Statistics gives no detailed information as to what it 
comprises.

As for the nature of exports, it is traditional, i.e. it is practically unaltered from 
the past: raw materials and consumer goods accounted for 100 per cent (1992, 1st half), 
whereas in 1991 it was 99.1 per cent.
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Table 3. Export/Import Operations with Foreign Countries 
(manufacturer-to-client direct contracts)

1991
(thousand converted rubles)

1992 (January-June) 
(thousand US dollars)

Export Import Export Import

Total 159,829.2 231,618.0 144,435.4 188,676.1
China 93,348.3 172,163.7 41,433.2 123,392.0
Japan 40,119.3 23,388.0 80,501.6 43,134.6
Republic of Korea 12,787.0 9,085.0 4,643.6 1,015.1
Democratic People’s 

Republic of Korea
2,742.5 10,336.0 393.5 63.0

New Zealand 3,892.5 1,847.4 391.5 457.1
United States of America 1,097.7 3,853.1 - 551.2
Singapore 4,655.7 5,978.1 - 330.7

Source: Author's estimates.

Just as in the recent years, the two neighboring countries - China and Japan 
account for the lion's share in the volume of Primorski's regional exports, despite the fact 
that Primorye is trading with 34 countries. Mainland China accounts for 67.8 per cent 
and 49.5 per cent (in 1991 and the first half of 1992, respectively); Japan: 16.2 per cent 
and 37.1 per cent; Republic of Korea: 5.6 per cent and 1.7 per cent; Democratic People's 
Republic of Korea : 3.3 per cent and 6.14 per cent, New Zealand: 1.5 per cent and 0.25 
per cent; the United States and Singapore: 1.3 per cent and 2.7 per cent respectively 
(1991).

During the last few years there was a real boom in the establishment of 
companies with foreign participation (joint ventures), which are involved in foreign 
trading conducted by the region. By September 1992, in Primorye 320 joint ventures 
were legalized (to be compared with some 100 joint ventures established in the 
Khabarovsk region and the total of 600 joint ventures established throughout the far 
eastern area of the Russian Federation). It should be noted that businessmen from China 
participated in 54 joint ventures; American entrepreneurs took part in the establishment 
of 38 joint companies and Japanese businessmen created 30 companies with local 
participation.

Table 4 represents the state of affairs in this sphere.
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Table 4. Joint Ventures Registered in Primorye

1989 1990 1991 1992 
(January-June)

Total number of joint venture 
(registered by Ministry of Foreign 
Economic Relations)

13 24 59 63+

Production output (thousand 
rubles)

629.7 21,556.2 238,667.1 381,452.8

Personnel, 101 921 2,611 2,074++
incl. Russian citizens 87 870 2,279 1,535

Exports (thousand converted 
rubles)

177.0 3,516.5 62,232.3 18,683.9+++

Imports (thousand converted 
rubles)

44.0 2,013.0 98,254.0 119,981+++

Sale in domestic market for 
currency (thousand converted 
rubles)

112.0 1,639.7 3,789.8 9994+++

Sale in domestic market for rubles 
(thousand rubles)

364.0 27,486.4 184,322.7 251,997.6

Note: "+" - total-320(1 September 1992)
"++" _ January-March 1992 
"+++" - US$, thousand

In spite of the seeming dynamics of growth in the domain of entrepreneurship 
with foreign participation in Primorye (as compared with the rest of the Russian Far 
East), it does not profoundly influence the development of the economy in the region. 
Joint ventures produce small volumes of commodities and services as compared with the 
regional aggregate social product (the ratio is 99 percent to 1 percent). There is an 
unfavorable environment for any type of investment these days, the foreign ones being no 
exception. This statement is fair even for the Free Economic Zones (FEZ), including FEZ 
Nakhodka. The main factors restraining foreign investment are lack of privileges and 
guarantees for investors and absence of laws legalizing transfer of profits (repatriation of 
profits) - in the context of nonconvertible national currency, undeveloped domestic 
markets, information gaps (no customs statistics about volumes of exported 
commodities), inferior proficiency of the new businessmen and entrepreneurs, lack of 
services (hotels, communication system, etc.).

In other words, in spite of all the attempts to reform the existing economy 
continues to be largely a socialist one, with all the resulting after-effects.

124



Prospects of Economic Development through Cooperation in North-East Asia

To some extent this situation could be corrected by an active foreign policy of 
Moscow in the region. Let us see what kind of policy we are experiencing now.

IV. The Policy in the Asia Pacific Region

After M. Gorbachev came to power there have been some changes in the policy 
of the former Soviet Union toward the Asia Pacific Region. This was obvious in 
Gorbachev's speeches in Vladivostok (1986) and Krasnoyarsk (1988). It was recognized 
that Japan has become a great economic power, and that other countries of the Asia 
Pacific Region, including China, were rapidly developing. The backwardness of 
economic development of Soviet Far East was also recognized, not only compared to the 
neighboring countries, but with other parts of the (former) Soviet Union. It was made 
clear that the (former) Soviet Union had failed to develop its Asian territories and a new 
strategy was required.

Such frankness created an atmosphere of trust in the Asia Pacific Region and 
even led to normalization of relations with China and to the establishment of diplomatic 
ties with the Republic of Korea.

As to the far eastern areas of the former Soviet Union, the plans for its economic 
development failed. In this connection I would like to stress one important feature of 
both former Soviet and present Russian Federation Foreign Policy. This consists of a 
lack of convergence between the proclaimed slogans and real actions on the one hand, 
and of discrepancy between the goals and the capability of country to realize them, on the 
another hand.

Unfortunately, these discrepancies continue in the policy of the present 
administration, particularly in Asia. It means that the relationships, for example, with 
Australia, New Zealand, Canada, and the Association of South-East Asian Nations 
(ASEAN), will be based purely on trade grounds.

The Russian Federation could make a real contribution to economic cooperation 
in the Sea of Japan. But this has not yet received the importance it deserves within the 
hierarchy of diplomacy.

But an analysis of foreign economic activities of the two most important 
provinces viz., Khabarovsk and Primorski territories, shows that their policy reflects the 
same "globalism" like Moscow's, instead of concentrating on cooperation around the Sea 
of Japan.

Moreover the important project of Tumanko which could be a stake of economic 
cooperation in this region has been worked out without participation of the Russian
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Federation due to the negative attitude of Khabarovsk and the tolerant position of 
Primorski officials.

It is expected that the central leadership would make efforts for establishing 
favourable conditions for foreign investment in the far eastern area of the Russian 
Federation as long as the far eastern area of the Russian Federation continues to depend 
on decision of Moscow. The fact is that in the last few years the government has taken a 
hardline position both towards export and towards foreign capital to be invested in the 
economy.

Besides, one cannot but mention the decree on the Kurile islands of December 
8, 1982, that has provoked Japanese-Russian relations. The decree gives Kuriles the 
status of Free Economic Zone. Nevertheless no development is likely to occur on these 
islands because in reality all privileges given according to decree will be intercepted by 
Moscow and Sakhalin authorities.

Russian Federation's foreign policy in Asia and the domestic policy of Moscow 
toward the far eastern area of the Russian Federation are neither constructive nor wise. 
This kind of policy worsens the economic situation in the far eastern area of the Russian 
Federation and hampers the endeavors of Russia to enter the economic cooperation in the 
Sea of Japan.

An alternative policy could be as follows:

V. Alternative Version of Russian Federation's Policy in the North- 
East Asia

Based on reality, it needs to be recognized that Asia will not be central in the 
foreign policy of Moscow. Historically, geographically and economically its ties to 
Europe have been stronger and Europe has been and will be the main focus of the 
Russian Federation policy. The other important policy focus is towards the former 
republics of the erstwhile Soviet Union. The third focus is on the military-security 
problems to be solved with the United States of America and the North Atlantic Treaty 
Organization (NATO). In this connection, it is worth noting that the conclusion of Gerald 
Segel, a scholar from the Royal Institute of International Affairs in London, that "the 
Soviet Union has consistently remained far more interested in European and superpower 
politics than the complex events in Asia".

So, all the foreign economic activities in North East Asia must be transferred to 
the local authorities in the far eastern area of the Russian Federation; the development of 
which will be tied to the North-East Asian countries rather than with other parts of the 
Russian Federation due to geographical reasons.

126



Prospects of Economic Development through Cooperation in North-East Asia

For the fulfillment of these tasks, a special committee should be set up which 
would be responsible for foreign economic cooperation in North-East Asia. The existing 
Far Eastern Association, organized on the basis of representatives of the former soviet 
union is evidently not suited to the above mentioned tasks. This new body or committee 
could take over, the function not only in the sphere of economic activity in North-East 
Asia, but also the function for coordinating the plan of economic development in the far 
eastern area of the Russian Federation. So this committee has to be like the government 
of the far eastern area of the Russian Federation possessing both economic and political 
authority.

To do so, there may be a problem with Moscow. This subject has been long 
discussed within Russia and abroad. For example, Prof. Manabu Suhara from Nihon 
University (Tokyo), considers: "Decentralization of authority to local government and 
function are essential, especially to the Far East". Another Japanese scholar, Prof. Sueo 
Sekiguchi from Seikei University (Tokyo) wrote. "If the Far East Russia obtains a high 
autonomy in policy making, far greater than in the past, however, there is a possibility 
that the region can develop much faster". Prof. TWU Jaw-Yann from Nagoya University 
supposed that "Authority over foreign trade used to be centralized in the office in 
Moscow, but now the regions and the manufacturing corporations have a voice in the 
decision-making process". Unfortunately, it is too early to reach such conclusions. As 
mentioned above, Moscow was strengthening intervention in the regional matters, 
including economic matters.

The expert on the far eastern area of the Russian Federation, Mark Valencia 
from Hawaii's East-West Center considers that the problem could be solved through 
increased autonomy of the far eastern area of the Russian Federation, that is, "the 
"Center" would protect the region from political or economic domination by neighbors at 
the same time refrain from such domination itself'. The fact is that Moscow is not likely 
to "refrain" from its domination. Only an emergency situation could force it to do that.

Another problem is the problem of cooperation between provinces and krais in 
the far eastern area of the Russian Federation. Earlier I considered that it is more 
convenient for each province or krai of the far eastern area of the Russian Federation to 
act abroad separately. Now I recognize that it is impossible, considering that Moscow is 
too far away and disinterested. So it is hardly able to cope with such problems as energy, 
water supply and physical infrastructure in the far eastern area of the Russian Federation.

Integrated regional cooperation needs some kind of institutional framework, 
covering first of all the Sea of Japan Rim. Many scholars suggest the same idea for the 
entire North-East Asia or East Asia. For example, Prof. H. Kanamori prefers to talk 
about "Organization for East Asia Economic Cooperation and Development"; Prof. Sueo 
Sekiguchi calls it "North-East Asian Council for Trade Promotion".
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Certainly this broader region also needs an institutional body, but we have to 
concentrate on the Sea of Japan Rim and therefore support the idea of organizing some 
kind of Sea of Japan regional forum with a standing committee and a secretariat. This 
Forum can conduct negotiations on all the problems in the region. It could be sponsored 
by companies interested in economic cooperation around the Sea of Japan. The 
governments of provinces facing the Sea may also have to finance this Forum to some 
extent.

Furthermore, it is necessary to organize an international regional institute of the 
Sea of Japan to be involved in the investigation of economic projects for this region. The 
reason is as follows. For example, the project of Great Vladivostok was prepared by the 
Engineering Consulting Firms Association, Japan, under the auspices of UNDP. The 
Tumen project was formulated by UNDP with the participation of scholars mostly from 
China. Each of these projects has both positive and negative aspects. But the most 
negative aspect is the incompatibility of these two projects. If such projects could be 
made by an Institute such as the above mentioned, it might take into account the interests 
of all the participants. Besides, the Institute could accumulate statistical information 
about all regions and provinces around the Sea of Japan, and give advice to business to 
act and organize different conferences and symposiums concerning the regional 
problems.

There are a number of obstacles on the way to establishing an integrated 
economic pole in the Sea of Japan. One of the main problems is the economic crisis in 
Russia. But it is not a simple economic crisis, it is a crisis of the system which may 
change to a free market economy. This crisis contains hope. I believe this hope will 
become a reality.
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Annex I

Introductory speech by ESCAP

Distinguished guests, ladies and gentlemen,

Let me say how happy U.N. Economic and Social Commission for Asia and the 
Pacific (ESCAP) is to be sponsoring the first part of this Symposium with the assistance of 
the Government of the Republic of Korea. I am happy to see experts from Jilin University of 
China and the Seoul National University of the Republic of Korea, as well as participants 
from China, Japan, the Republic of Korea, Mongolia and the Russian Federation present 
here. It is regrettable that participants from the Democratic People's Republic of Korea could 
not make it to this important meeting. However, the record of the deliberations of this 
meeting and its conclusions will be available to all for consideration.

ESCAP, which is the regional arm of the United Nations for Asia and the Pacific 
region, has a special interest in fostering economic cooperation in Asia including 
synergistic cooperation between groups of its member countries. In fact, promotion of 
regional cooperation was one of the three central themes adopted under the work 
programme of ESCAP at the 48th Commission Session held in April 1991 in Beijing. 
However, ESCAP's interest in promoting regional cooperation and similarly subregional 
cooperation has to be distinguished from promoting "regionalism", that is, creation of 
"closed" regional alliances. In our view, subregional or regional trading blocs being 
advocated as a pragmatic policy by some policymakers in a world stalemated over trade 
liberalization, can only lead to fragmentation of world markets and increase barriers to 
trade. Such a situation, in our opinion, would be welfare reducing, even if short term 
gains are perceived to accrue to members of such blocs. On the other hand, if 
subregional cooperation takes the form of "open" regionalism by improving trading 
possibilities and reducing barriers to trade, such cooperation could, in our opinion, act as 
a building block for regional and indeed global economic cooperation. Therefore, efforts 
at subregional cooperation must be consistent with the overall objectives of the General 
Agreement on Tariffs and Trade (GATT) and reinvigorate multilateralism. Such regional 
economic cooperation is an important objective of ESCAP's work programme.
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In the same spirit, ESCAP attaches great importance to enhanced subregional 
economic cooperation in North-East Asia because of the great potential for such 
cooperation. Two factors deserve special mention as far as economic cooperation in this 
area is concerned. First, there are significant complementarities amongst economies of 
this subregion. North-East Asia region has capital surplus economies like Japan and the 
Republic of Korea on the one hand, and labour surplus and resource rich areas like north
east China, far eastern areas of the Russian Federation, the Democratic People's Republic 
of Korea and Mongolia on the other. These subregional complementarities are reflected 
in the higher rate of growth of intra-region trade, compared with the overall growth of 
trade of the countries of this subregion. Secondly, there are new possibilities arising out 
of the ongoing transition in the economic systems of China, Mongolia, the Democratic 
People's Republic of Korea and far eastern area of the Russian Federation. As these 
economies open their doors, new and exciting possibilities for cooperation will emerge 
which will intensify not only trade but also the flow of investment and technology.

It is our hope that this Symposium will enable useful deliberations on the new 
possibilities and be successful in evolving a consensus on the policy requirements for the 
rapid development of this subregion. These policies should, in our view, assist in the 
exploitation of complementarities based on exchange of goods and specialization in 
production according to the comparative advantage of each country, specially each 
economy in transition. Subregional cooperation would also enable smoother 
restructuring of the constituent North-East Asian economies through accelerated 
promotion of intra-intra-regional trade and transfer of technology.

Initiatives like the Tumen River Area Development Programme, the Vladivostok 
Project and other such multinational programmes deserve attention of the governments 
concerned and the scrutiny of experts. Obvious possibilities for cooperation exist in the 
areas of infrastructure planning and development, particularly in the fields of transport, 
communications and environment. These are, what can be called, the "hardware’' of 
economic development and support for these important programmes is being organized at 
national and international levels. These initiatives deserve full support and assistance.

However, in addition to the "hardware" of economic cooperation, I would 
recommend that some attention should also focus upon what can be called the "software" 
of economic cooperation. By this I mean areas like trade facilitation and the reduction of 
tariff and non-tariff barriers in the sub-region. Attention to these issues will also expand 
inner-region trade and investments. As far as tariffs are concerned there already exists a 
framework for regional cooperation in the Bangkok Agreement. It would be advisable 
for countries in North-East Asia to consider using this Agreement to forge closer 
cooperation in this subregion as well as in the Asia-Pacific region as a whole. More 
importantly, in the area of non-tariff measures, there is great scope for reduction in 
impediments to subregional trade and for the harmonization of regulations in the 
subregion.
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As far as impediments to trade are concerned, the major issues deserving 
attention in the subregion are:

(1) transport bottlenecks and the need for streamlining transport arrangements and 
simplifying transport regulations in the subregion;

(2) simplifying cumbersome customs and trade procedures and improving trade 
facilitation arrangements;

(3) easing constraints on manpower flows and travel restrictions on businessmen 
and skilled workers and executives;

(4) coordinating policies for export credit and exchange rate in the region.

There is also considerable scope for trade expansion in this subregion by 
harmonizing policies in areas like industrial standards (including postal and 
telecommunication standards), banking regulations, quarantine regulations, quality 
control procedures, labelling and packaging requirements and other areas that fall within 
the scope of technical barriers to trade.

Therefore, action on these tariff and non-tariff issues both at the policy and 
procedural levels is, required to foster economic cooperation in this subregion, and at the 
same time, to lay the foundation for expanding cooperation in the Asia-Pacific region 
with which the North-East Asian economies are inextricably linked. With these words, I 
wish this Seminar success.

Thank you.
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Annex II

Keynote speech by the Seoul National University

Since the end of the cold war that lasted more than forty years and the 
breakdown of the world order of bipolar structure, the world today is experiencing 
tremendous historical changes. These changes are keenly felt in the region of North-East 
Asia, where two divided nations from the time of the cold war still exist. Exemplified by 
the signing of official diplomatic relations between the Republic of Korea and China in 
August 1992, relationships among the nations in the region is shifting from one of enmity 
to one of amity, providing favourable conditions, under which the peoples can come into 
more frequent contact as well as widen the spheres of cooperation.

Regionalism is the keyword in the emerging new world order. This 
phenomenon is not entirely new since in the 1950s and the 1960s moves towards regional 
communication and cooperation were taking place in Europe, South-East Asia and Latin 
America. The European Union (EU) was a definite step towards regional economic 
integration among its European member countries. Today's regionalism is characterized 
by ensuring a large regional market among member nations with geographical proximity 
and thereby enhancing bargaining power against other regions. In this sense, regional 
cooperation serves as the basis for global cooperation. It is also important to point out 
that this phenomenon of regionalism is coinciding with the diffusion of power in world 
politics.

In North-East Asia, political and military confrontations are rapidly being 
replaced by political and economic collaboration. Several factors favour such 
collaborations for the nations in the region. To begin with, their relatively homogeneous 
cultural and historical backgrounds as well as their comparative advantages make it easier 
for these nations to set similar policy goals. The long history of their cultural interactions 
and political exchanges clearly illustrates the importance of mutual cooperation, 
especially given the their geographic proximity. In the economic sphere, considering the 
fact that the most important endowments for developments are labour, capital, technology 
and natural resources, the economies of North-East Asian countries happen to possess
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relatively high comparative advantages. These advantages provide sufficient incentives 
for the nations to increase not only volumes of goods trade, but also free movements of 
labour, direct investments as well as exchanges of technology. Specifically, Japan and the 
Republic of Korea are relatively more advanced in terms of capital and technology, 
whereas China, the Russian Federation and the Democratic People's Republic of Korea 
have advantages in labour and natural resources. These cultural, historical and economic 
conditions provide enough reasons for the nations in North-East Asia to collaborate in the 
post-cold war period. In fact, with the emergence of the new world order and endeavours 
by respective governments, some concrete improvements in different areas of exchange, 
including that of diplomacy, have crystallized.

Although the prospects for further improvement in regional cooperation is 
bright, there are, nonetheless, several critical obstacles that need to be eventually 
removed. One should not underestimate for instance, the vital impact of the collapse of 
the old world order, on the rapidly altering political conditions in North-East Asia. In 
some ways, the end of the cold war was the result of continuous effort in the former 
socialist countries to promote policies of reform and liberalization. The elites in these 
countries finally came to the conclusion that ideological confrontation would not improve 
economic well-being and that international cooperation would provide favourable 
conditions for the necessary economic development. The conclusion of the cold war has 
undoubtedly contributed to the basis for further improvement in the political climate of 
the region. However, one should not forget that this basis is only the starting point and 
that common goals and policies need to be set and implemented in order to ensure strong 
regional cooperation.

A critical obstacle to a strong regional cooperative structure in North-East Asia, 
is the existence of different economic systems. As pointed out earlier, for the member 
countries of the region to set common goals it is essential that they have similar policy 
orientation. Hence, in the region of North-East Asia, the important task for all of the 
countries is to overcome this difficulty. The experience of the European Union shows 
that removing such obstacles is a long-term process and that the member nations should 
not lose patience.

Another important potential problem is the differences in the levels of 
economic development in North-East Asian countries. Ideally, the more similar the 
levels of economic development, the easier it is for them to collaborate for common 
prosperity. In some cases the differences are profound, and therefore prescriptions need 
to be sought that would solve problems caused by them. Since reducing the differences 
in the levels of development as well as utilizing the relatively high comparative 
advantages in the respective economies could be contradictory policy goals should be set 
to carry out both tasks simultaneously and successfully. To this end, concrete projects 
would create opportunities for the countries to cooperate more closely, and increase 
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demand for development projects in the region. The on-going development project of 
Tumen River is one such case in point.

In order to establish a strong cooperative structure in North-East Asia, a few 
principles need to be emphasized. First, the dynamism which is so visible in the region 
should not be hindered in any way. There should be enough flexibility in the cooperative 
structure, which would accommodate rapid changes from the development of the region. 
Secondly, the diversity in the region should be preserved. Only when each nation's 
unique historical, cultural and social characteristics are respected and appreciated, that 
the differences that exist among nations can be overcome. Thirdly, creating a regional 
cooperative structure in North-East Asia should be a gradual process. Optimism alone 
will not do, but explicit common policies and active implementation of them will be 
necessary.

The region of North-East Asia has had a long history of complex international 
relations. Nations in the region sometimes went into war against one another, sometimes 
they collaborated on friendly terms. Today, in the last decade of the 20th century, the 
prospect for establishing a peaceful cooperative structure in the region is bright. Potential 
gains from exchanges of goods, labour, capital and technology are higher than ever 
before, which also means that potential losses from not cooperating are correspondingly 
high. This simple economic fact renders a strong basis for all nations in North-East Asia 
to actively participate in establishing a stable cooperative structure, especially now that 
the international political conditions highly favour such moves. Only when regional 
prosperity and peaceful co-existence are assured, will North-East Asia as a region 
contribute to stable international economy and world peace.
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Annex III

Statement by the United Nations Development 
Programme in the Republic of Korea

It is a pleasure to be here today to participate in this international symposium on 
economic cooperation among countries of the Northeast Asian rim. Although I 
understand other meetings have been held in Changchun on this topic, this meeting is 
unique in being officially organized by China and the Republic of Korea. I would 
therefore like to extend my warmest congratulations to the organizers - Seoul University 
and Jilin University - for undertaking this excellent initiative.

UNDP is currently undertaking a number of what we call "Sub-regional" 
initiatives to improve collaboration and coordination among the countries of Northeast 
Asia in support of their common development interests. The most notable among them is 
the Tumen River Area Development Programme involving cooperation between China, 
the Russian Federation, the Democratic People's Republic of Korea, the Republic of 
Korea and Mongolia. It is about this Programme that I propose to speak briefly today. 
However, we are developing two other programmes for the development of temperate 
agriculture and for the promotion of coal-based energy efficiency and control of 
atmospheric pollution that also involve exchanges of information and experience between 
the same Northeast Asia countries except the Russian Federation. All these programmes 
are intended to overcome any political barriers to effective cooperation through emphasis 
upon common interests in support of national development.

I am sure most of you are familiar with the broad outlines of the Tumen River 
Area Development Programme from newspapers and other sources. In the remainder of 
my presentation, I would like first to apprise you of the latest developments in the 
Programme, and secondly, give you an idea of the follow-up actions that will be 
undertaken in the months ahead.
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The Vision

The Tumen Area Development Programme involves five original member 
countries - China, the Russian Federation, the Democratic People's Republic of Korea, 
the Republic of Korea and Mongolia. The area receiving attention is rich with natural 
resources - especially timber, minerals, oil, coal, grains and other farm products. It also 
possesses abundant cheap labour, deep all-weather port facilities and rail and ocean links 
to the large overseas markets of Europe and Japan, respectively. The Programme is 
intended to foster the development of a broader trade bloc comprising northeast China, 
the Democratic People's Republic of Korea, the Republic of Korea, Japan, Siberia and 
Mongolia, comprising an area:

- with nearly 300 million people, about 10 per cent of Asia's population;

- with a potential market almost the size of the European Community;

- with 20 per cent of Asia's land mass;

- with a collective GNP of US$ 3 trillion;

- with possession or access to the world's richest financial markets; and

- with almost one third of the world's trade.

From the geo-political standpoint, the Tumen Area Development Programme 
has the important attraction of helping to open up a new Northeast Asia trade zone 
centered on the Sea of Japan—a potential offset to any increasing protectionism in Europe 
and North America. It is an exciting prospect.

The Tumen Area Development Programme is already stimulating strong 
collaboration and political agreements among the original five participating member 
countries, as I will describe in a minute. On a commercial level, the Tumen area has 
already been declared a special economic zone by the riparian countries concerned - 
China, the Democratic People's Republic of Korea and the Russian Federation - and in 
anticipation of major economic expansion, it is already stimulating investments in the 
development of transport, infrastructure, local industry and services. Private foreign 
investors have agreed to a $50 million credit for a railway expansion linking the Chinese 
and Russian rail systems between Hunchun and Zarubino, and for the further 
development of Zarubino port facilities. Moreover, there recently have been decisions on 
over 200 new joint ventures in the Hunchun area, enlarged airport facilities in the 
Vladivostok area, and improved port and road facilities in the Rajin and related areas of 
the Democratic People's Republic of Korea.

Various UNDP-financed consultants and inter-governmental working groups 
have recently developed revised plans for the development of telecommunications and 
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transportation infrastructure in the Tumen area. Other recent studies include the initial 
assessment of water and forestry resources. In the meetings of the Programme 
Management Committee of the Tumen River Area Development Programme, there has 
been growing focus of attention on the need to develop bankable investment projects in 
the industrial and agricultural sectors, but also for supporting physical, economic and 
social infrastructure. Members have endorsed an immediate industrial strategy giving 
priority to light industries, agriculture, services, forestry, hydrocarbon, and processing 
industries. For the longer term, members have given priority to heavy industries 
employing environmentally-advanced technologies for the processing of raw materials 
and energy resources.

In overseeing the various work programmes, members have emphasized the 
importance of taking into account existing national, provincial and local plans and 
development programmes, as well as existing and new facilities. There has also been 
growing awareness by all riparian country representatives that they must provide 
improved data and other information on their border areas to facilitate better, more 
reliable studies for investor consideration. While all members have stressed the 
importance of generating quick investments achieving rapid growth, they have endorsed a 
set of environmental standards, guidelines and programmes to ensure that growth and 
development are sustainable in the longer run.

In the course of discussions among member countries, a common vision of the 
desired characteristics of a future Tumen River Economic Zone has emerged. There is 
consensus that the Zone should have the following characteristics:

- coordinated customs and tax systems with advantages for the early years of 
investment;

- systems of bonded goods;

- free transit of materials and goods between units within the zone;

- ease of currency movements, investments, and trading in stocks;

- long-term property ownership/leasehold arrangements;

- modern passenger and cargo airport facilities;

- modern and coordinated passenger and cargo seaports;

- integrated rail services serving the Zone, the surrounding areas and the 
hinterland as well as services to Europe;

- office and hotel facilities;

- modern telecommunications networks;

- adherence to environmental standards;

141



Studies in Trade and Investment 7

- efficient use of energy resources;

- attractive environment for investment decisions and financing; and

- professional management of Zone facilities on an integrated basis.

Outstanding Institutional Issues

At its Programme Management Committee Meeting held in May 1993 
Pyongyang, members agreed in principle on four critical legal and organizational issues 
that had proved earlier to be contentious. These included the following:

First, that Tumen riparian countries should lease land and existing and new 
facilities and installations to a multinational Corporation which would facilitate or 
manage Tumen River Economic Zone infrastructure and operations, commerce and 
industry, international business services, housing and related social services.

Second, that Tumen riparian countries would establish a Tumen River 
Development Coordinating Committee which would be the highest policy-making body 
for the area's development, and would ensure protection of riparian country vital interests.

Third, that a Tumen River Area Development Corporation will be established as 
an independent business entity with a Board of Directors comprised of representatives of 
all five member countries and of foreign investors. The Corporation would be guided by 
the decisions of the Tumen River Area Development Coordinating Committee on social, 
political and main economic issues relating to sovereignty. The Corporation would be run 
by professional managers recruited internationally.

Fourth, that the five founding members would create an Intergovernmental 
Coordination and Consultative Commission for the Tumen Area Development 
Programme. The members would invite representatives of other interested governments 
to serve as full members. International-organizations and multilateral development banks 
would be invited to attend meetings as observers.

These critical decisions are contained in two legal agreements that will be 
signed by the parties concerned on 10 September in the Russian Federation. In addition, a 
draft Charter of the Corporation will be endorsed at that time.

Priority Future Activities

With these institutional arrangements settled, member countries are likely to 
quickly refocus their attention away from internal organizational and institutional issues 
to external issues critical for rapid investment and development. The external focus is 
likely to be on the quick establishment and functioning of the various coordinating 
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committees mentioned earlier, but particularly on the early functioning of the Tumen 
River Area Development Corporation. This Corporation will bear prime responsibility for 
promoting and guiding Tumen area investment and trade activities through its contacts 
with other interested governments, development banks, bilateral donors, capital markets 
and foreign investors.

To facilitate the work of the Tumen Area Development Corporation, the Tumen 
Area Development Programme will give increasing priority in the months ahead to the 
undertaking and/or completion of a broad range of pre-investment studies on priority 
transport, telecommunications, power, water and other infrastructure requirements. It will 
also being carrying out feasibility studies on priority industrial investment requirements 
and on the promotion in foreign markets of grain, coal, timber and other natural resource 
exports from the Tumen hinterland. The Corporation will also be giving increasing 
priority to the development of tourism infrastructure and services.

It is UNDP's intention to draw to the extent possible on Northeast Asian 
expertise and institutions in the further development of the Tumen River Economic Zone. 
As many of you are renown experts on Northeast Asia in your respective fields, I would 
hope that some of you might be able and willing to contribute through your research and 
in other ways to the implementation of the Tumen River Area Development Programme.

Thank you.

143



ESCAP STUDIES IN TRADE AND INVESTMENT

No.

1. Strengthening Capacities in Trade, Investment and the 
Environment for the Comprehensive Development of Indo
China (ST/ESCAP/1482)

2. Regional Cooperation in Export Credit and Export Credit 
Guarantees (ST/ESCAP/1438)

3. Expansion of Manufactured Exports by Small and Medium 
Enterprises (SMEs) in ESCAP Region (ST/ESCAP/1457)

4. Toward a More Vibrant Pepper Economy 
(ST/ESCAP/1494)

5. Sectoral Flows of Foreign Direct Investment in Asia and the
Pacz/zc (ST/ESCAP/1501)

6. Review and Analysis of Intraregional Trade Flows in Asia 
and the Pacific (ST/ESCAP/1506)

7. Prospects of Economic Development through Cooperation in 
North-East Asia (ST/ESCAP/1472)

For more information, please contact:

Director
International Trade and Economic Cooperation Division
Economic and Social Commission for Asia and the Pacific (ESCAP)
United Nations Building
Rajadamnem Nok Avenue
Bangkok 10200, Thailand
Tel:+66 2 288-1234
Fax: +66 2 288-1000
Email: inf.unescap@un.org

n.org



