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This year witnessed political tensions resulting from a series of provocative 
nuclear and missiles tests in North Korea and from domestic political unrest, 
culminating in the abrupt leadership change in the Republic of Korea. All these 
events pose enormous challenges for minimizing the risks of military 
confrontation and war in the Northeast Asian region. A significant dampening 
factor on these possibilities is the real progress made in recent decades in 
economic cooperation and integration within the region, which contributes to 
reducing military action in the Korean Peninsula. North Korea, however, still 
remains the critical gap in an otherwise productive network of dynamic regional 
economic growth. 

For Northeast Asia, there is a continuing and growing need for promoting 
peaceful economic interactions and research on a common basis for cross border 
economic cooperation for the future common good, as a means of ameliorating 
political tensions and frictions in the Korean Peninsula and Northeast Asia. 
Toward this end, the KIEP–NEAEF collaborative project seeks to fulfill the need 
for timely and forward-looking research activities by focusing on some of the 
critical components, such as strengthening economic cooperation with China and 
exploring future scenarios of North Korea as an integral part of broader regional 
economic cooperation in the region. This collaborative work on Northeast Asia 
remains essential in carrying out activities aimed at building a future Northeast 
Asian economic community on the basis of the strong network the NEAEF has 
built over the years for functional economic cooperation, through discussions 
and consultations among stakeholder country experts on issues such as cross 
border infrastructure development and financial cooperation.

This volume in the series of proceedings volumes is titled Sustaining the 
Momentum for Building a Northeast Asian Economic Community and comprises 
summaries of research presentations and discussions on building a Northeast 
Asian economic community presented at the planning meeting in Honolulu and 
at the Annual Conference of the Northeast Asia Economic Forum in Hong Kong, 
China, in 2017. The results of this project represent activities that have been 
contributing to efforts toward regional economic cooperation and have been 

Preface
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KIEP is grateful to Dr. Lee-Jay Cho, Chairman of NEAEF, for his leadership 

in implementing the project, and to the authors of the presentations, conference 
participants and discussants who contributed to this volume.

Drs. Lee-Jay Cho and Hyung-Gon Jeong would like to extend their 
appreciation to the NEAEF staff for their assistance in the course of the successful 
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for their editorial review and editing of this volume.
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The Northeast Asia Economic Forum (NEAEF) is a regional nongovernmental 
organization created in 1991 to sponsor and facilitate research, networking, and 
dialogue relevant to the economic and social development of Northeast Asia. 
The Forum is also committed to promoting understanding and relations among 
the peoples of Northeast Asia, North America, and Europe.

NEAEF’s main objective is to conduct research and conference activities 
aimed at functional economic cooperation in areas such as cross-border energy, 
transportation and logistics infrastructure development, and capital mobilization. 
NEAEF holds annual conferences, workshops, and seminars for planning, 
facilitating, coordinating, and implementing international and interdisciplinary 
solutions to common policy problems. It is the only nongovernmental regional 
organization in which all the nations of Northeast Asia and the US are consistent 
and active participants.

Over the years, NEAEF has promoted regional economic cooperation and 
integration in Northeast Asia aimed at building a Northeast Asia Economic 
Community. 

Despite some interruptions, there have been remarkable progresses in the 
countries in the region except for North Korea which has been the critical gap 
in an otherwise productive network of dynamic regional economic growth.

This year, 2017, political tension from provocations by a series of nuclear 
and missiles tests in North Korea and from domestic political tensions culminating 
in the abrupt leadership change in South Korea resulted in enormous challenges 
for the Northeast Asia region and efforts to minimize the risk of military 
confrontation and war. In this context, the real progress made by the countries 
in economic cooperation and integration in the region (except North Korea) has 
had a significant dampening effect and contributed to reducing military action 
in the Korean Peninsula.

In Northeast Asia, there is a greater and continuing need for promotion of 
peaceful economic interactions and dialogue and research on common ground 
for cross-border future economic cooperation, as alternatives to political tensions 
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in the Korean Peninsula as well as current frictions that may have implications 
for intraregional economic interaction. To this end, NEAEF seeks to fulfill the 
need for timely and forward-looking research and dialogue by focusing on critical 
components, such as strengthening economic cooperation with China and 
exploring future scenario for North Korea as an integral part of broader regional 
economic cooperation in Northeast Asia. This is one of the reasons that the 
collaborative work of the Korea Institute for International Economic Policy 
(KIEP) and NEAEF on Northeast Asia remains vital to carrying out activities 
aimed at building a Northeast Asian economic community. NEAEF has developed 
the basis of a strong network for functional cooperation, namely, regular 
discussions and consultations among stakeholder country experts on issues, such 
as cross border infrastructure development and financial cooperation. NEAEF 
has continued to maintain and encourage a cooperative networking approach to 
community building.

With that in mind, our work continues with functional economic cooperation 
on issues such as regional trade, cross-border energy, transportation and logistics 
infrastructure development, and capital mobilization. We also continue to examine 
the positive potential of a rapidly rising cross-border population movement and 
tourism in Northeast Asia, and how best to serve the interests and needs of 
individual subregions and localities by promoting interlinkages among them and 
with the broader regional initiatives. In essence, our focus on functional economic 
cooperation allows us to take a much broader and inclusive approach to an 
economic community building.

For the year 2017, NEAEF in collaboration with KIEP focused on:
1. The broader issues of a Northeast Asia Economic Community in the 

context of economic development and cooperation with China and in 
the Korean Peninsula.

2. Providing a Japanese perspective and vision for a Northeast Asia 
Economic Community.

3. Chinese, Russian and Mongolian perspectives on the Tumen River area 
development and other SEZs in Northeast Asia.

4. Rapidly increasing trends in the movement of people through tourism 
across national borders and the implications for economic cooperation, 
promoting mutual understanding of culture and people. 



The ultimate goal is to sustain the momentum toward cooperation despite 
the international tensions in Northeast Asian and continue to strive toward 
developing a Northeast Asia Economic Community in the future, thereby 
contributing to regional stability and peace.

The planning meeting for Regional Cooperation and Strategies for a 
Northeast Asia Economic Community during April 6-8, 2017 in Honolulu, 
Hawaii, was organized in collaboration with KIEP and University of Hawai‘i 
College of Social Sciences. The meeting discussed the four broad themes and 
specified the plan for this year’s activities in the context of the special budgetary 
situation also for the current year.

The 26th Annual Northeast Asia Economic Forum(NEAEF) was held in 
Hong Kong, China, from 16-18 August 2017. The event was hosted by the 
Institute for China and Global Development (ICGD) at the University of Hong 
Kong. NEAEF, in cooperation with KIEP, invited prominent experts, resource 
persons, and participants from all the countries of Northeast Asia and the United 
States as well as Europe to participate in the conference. Participants from China, 
Japan, Mongolia, Russia, South Korea, the United States, and the European Union 
gathered to advance the NEAEF’s mission of facilitating research, networking, 
and dialogue relevant to the economic and social development of Northeast Asia.

The 2017 Forum, starting with the first session on China’s Belt and Road 
Initiative (BRI), in the context of cross-border economic cooperation and 
infrastructure developments in Northeast Asia, including the Korean Peninsula, 
addressed various issues and themes. The following sessions in sequence 
examined and discussed 1) regional tourism trends and prospects, 2) economic 
and financial cooperation, and 3) energy and environmental issues. Speakers and 
participants agreed on the emerging role of Northeast Asian countries given the 
challenges in recent years of the rise of populism and nationalism in world 
politics, a wave of protectionism in global trade relations, and intensification 
of security concerns in the Asia-Pacific region.

Dr. Lee-Jay Cho, Chairman of the NEAEF, officially opened the Forum, 
welcoming the distinguished participants, and noted that Hong Kong’s success 
as a major finance and trade nexus and as a model for the development of 
institutions for Northeast Asian financial cooperation. Next, Wang Shuzu, former 
Vice Mayor of Tianjin, China, spoke on the role of the NEAEF in promoting 
regional cooperation and collaboration in Northeast Asia. Park Kwan-Young, 



former Speaker of the National Assembly of the Republic of Korea, underscored 
the importance of the NEAEF for problem-solving in Northeast Asia. Stephen 
Cowper, former Governor of Alaska, emphasized the Forum’s impact on the 
process of creating solidarity in the region. Pavel Minakir, Academician in the 
Far East Branch of the Russian Academy of Sciences, touched upon the space 
for development for the NEAEF, highlighting the importance of removing 
language barriers between Northeast Asian nations. The Mongolian Ambassador 
to the Republic of Korea, Ganbold Baasanjav, concluded the opening remarks, 
describing the role of the NEAEF as a vanguard for establishing the regional 
architecture of economic cooperation. He cited the Forum as a factor in 
strengthening Mongolia’s eagerness to participate in integrative processes in 
Northeast Asia.

The Keynote Address of the 2017 NEAEF was delivered by Kawamura 
Takeo, Former Chief Cabinet Secretary, Member of the House of Representatives 
of Japan. Mr. Kawamura, by recognizing the diversity among Northeast Asian 
countries, discussed the consequent challenges and opportunities. Mr. Kawamura 
expressed deep hope for the great potential of the Northeast Asian region in 
terms of geographical proximity and economic advantages based on 
complemental factor endowments. He also emphasized the role of regional 
cooperation initiatives, such as China’s BRI and Japan’s “Partnership for Quality 
Infrastructure.” Mr. Kawamura stressed the importance of cross-border 
infrastructure development, trade and economic cooperation, and solving 
diplomatic and political issues between countries.

The first session, on “China’s Economic Development and Northeast Asian 
Regional Cooperation in the Context of the Belt and Road Initiative,” was chaired 
by Liu Lanbiao, Associate Dean, School of Finance, Nankai University, China. 
Zhang Jianping, Director General of the Center for Regional Economic 
Cooperation. Liu Ming, Secretary General of the China Asia-Pacific Institute, 
presented on the premises of China’s economic growth and its influence on its 
current market position both regionally and internationally. The key goal of the 
BRI it was explained, as a principal strategy of the Chinese government since 
2013, is to build intraregional connections in five areas—infrastructure, policy, 
trade, capital, and cultural cooperation—with infrastructure currently representing 
the leading priority. The BRI also aims to strengthen peace, cooperation, and 
mutual learning in the world. Implementing the BRI has demanded common 



effort from various nations involved, especially in terms of market openness and 
mutual respect. The presenters also stressed the importance of two other major 
strategies of China: The Free Trade Pilot Zone and the Beijing-Tianjin- 
Hebei-Xiong’an Special Economic Zone. All strategies require cooperation in 
the Northeast Asian region. Northeast Asian countries should take advantage of 
such opportunities and promote cooperation.

The second session, on “Future Tourism Cooperation in Northeast Asia,” 
explored recent challenges and achievements in the region’s tourism industry. 
The session was co-chaired by Dr. Lee-Jay Cho and Mead Treadwell, former 
Lieutenant Governor of Alaska. The presenters were Bo Bernhard, Executive 
Director, International Gaming Institute, University of Nevada Las Vegas and 
S. Ray Cho, Research Assistant, UNLV; Andrew Oh, Director of Paradise Future 
Research, Korea; and Glenn McCartney, Associate Professor in International 
Integrated Resort Management and Acting Associate Dean of School of 
Hospitality, University of Macau. Burnhart and Cho elaborated on the concept 
of the “integrated resort” (IR)—the most expensive real estate developments in 
the world, and they can easily attract stakeholders from the investment 
community. They also discussed the normalization and convergence of a mass 
tourism product, and that we must be mindful of cultural and social factors 
happening at the local level. Japan, for example at the government level has 
decided that it would welcome integrated resorts. Striking the right balance 
between economic globalism and cultural diversity will be integral to both 
continued innovation and long-term sustainability in the Northeast Asia region 
and beyond. Andrew Oh illustrated the first Integrated Resort in Korea, Paradise 
Hotel. Glenn McCartney, spoke on the case of Macau and its successful 
development of IR. The gaming and hospitality industries have large potential 
in Northeast Asia in terms of developing infrastructure to increase tourist flows. 
The countries in Northeast Asia can look to the success of integrated resorts 
(IR) in Las Vegas and Macau as potential models. 

The third session, on “Cross-border Infrastructure and Special Economic 
Zones in Northeast Asia,” was co-chaired by Dr. Lee-Jay Cho and Glyn Ford, 
Former Chairman of the East Asia Policy Committee of the EU Parliament. 

This session started with the update on North Korea by Glyn Ford who 
visited Pyongyang prior to coming to Hong Kong and was followed by a 
discussion of issues in North Korea. Although Korean unification talks have been 



taking place for many years, it was noted that currently, political “games” prevail 
over economic recovery and the development needs for North Korea. Dr. Anthony 
Michel discussed the establishment of special economic zones (SEZ) in North 
Korea, the new developments of SEZs in China, and collaborative efforts by 
other Northeast Asian countries to implement bilateral development projects with 
North Korea. 

The later part of the session was devoted to discussion of interregional 
logistic connectivity in Northeast Asia. The benefits of improving regional 
logistics systems are clear and relate to three trends: regionalization of supply 
chains, transformation from production-driven to market-driven collaboration, and 
the shift from a hub-and-spoke system to a point-to-point system. Currently, the 
nearly twenty seaports in China, Japan, and Korea are connected through a single 
hub-and-spoke system, and there is a strong need for other Northeast Asian 
countries to integrate into this existing infrastructure.

The fourth session was on the principal theme of the NEAEF Conference 
“Building a North East Asian Economic Community and its Extended Regions.” 
It was chaired by Lee Chang Jae, Visiting Senior Fellow at the Korea 
Development Institute and Former Vice President of KIEP. Presenters included 
Hyung-Gon Jeong, Vice President of the Korea Institute for International 
Economic Policy; Guo Yanjun, Director of the Trilateral Cooperation Study 
Center at China Foreign Affairs University; Pavel Minakir; Ganbold Baasanjav; 
and Glyn Ford.

Speakers discussed the potential of deeper economic integration in the region 
following the example of ASEAN and European Union countries. The speakers 
emphasized the importance of solving political tensions between the countries 
of Northeast Asia. The discussants, included Kilaparti Ramakrishna, Head of the 
UNESCAP-ENEA Office, and Sergey Sevastianov, Director of the Asia Pacific 
International Institutions and Multilateral Cooperation Studies Center of the 
Oriental Institute-School of Regional and International Studies, Far Eastern 
Federal University, Russia. They agreed that the number of integrative initiatives 
in the region should be expanded in a timely fashion and that the success of 
these initiatives will be vital for joint sustainable development of Northeast Asian 
countries. The panel members also cited internal challenges in each country of 
the region as significant obstacles to pursuing the path of cooperation.

The fifth session, on “Financial Cooperation in Northeast Asia,” was 



co-chaired by Dr. Lee-Jay Cho and Mayor Wang Shuzu. The presenters included 
Maeda Tadashi, Representative and Chief Executive Officer, Japan Bank for 
International Cooperation; Lee Jai Min, Professor, Korea Maritime University 
and Former Vice President of the Korea Export-Import Bank; Stanley Katz, 
Former Executive Vice President of the Asian Development Bank; and Li 
Zeguang, Chair of the Department of International Finance, Nankai University, 
China. The presentations focused on the BRI, the Trans-Pacific Partnership (TPP), 
and bilateral ties between the countries of Northeast Asia. Speakers discussed 
the prospects of the Northeast Asian Development Bank (NEADB) and admitted 
that the political issues facing this important project have thus far prevented 
it from being established. Stanley Katz put this in the context of political events 
involving other regional banks including the AIIB and the ADB. The discussants, 
included Hong Jae Hyung, Former Deputy Prime Minister and Minister of 
Finance, Republic of Korea; Chiba Yasuhiro, Vice Chairman of the Northeast 
Asian Studies and Exchange Network, Japan; and Zhang Xiaoyan, Former 
Secretary General of the Tianjin Municipal Government, China. They suggested 
that bilateral financial cooperation between Northeast Asian countries represents 
the best interim solution due to simpler procedures to raise financial support 
for investment projects. Public-private partnerships here seem to be an efficient 
approach, since the majority of investment projects in the region concern 
infrastructure development. A recent agreement on the creation of the 
Russia-Japan Investment Fund (between the Japan Bank for International 
Cooperation and the Russian Direct Investment Fund) was mentioned as a positive 
example of bilateral financial cooperation in Northeast Asia.

The sixth session, on “Energy and Environment in Northeast Asia,” was 
co-chaired by Stephen Cowper and Kim Kyung Sool, Senior Research Fellow 
at the Korea Energy Economics Institute. Presenters included Mead Treadwell, 
Former Lieutenant Governor of Alaska; Yoo Haksik, Associate Research Fellow 
at the Korea Energy Economics Institute; Iinuma Yoshiki, Director of the 
Research Department, Japan Electric Power Information Center; Terry Surles, 
Interim Energy Administrator at the Hawai‘i State Energy Office; and Tarui Nori, 
Associate Professor of Economics at the University of Hawai‘i at Mānoa. These 
experts provided an overview of energy projects proposals and coordinating 
mechanisms as well as policies, also emphasizing energy efficiency as well as 
the implication of projects and initiatives for the ‘North’, specifically the Arctic, 



for Northeast Asia. The session provided an overview of energy markets and 
policies in Japan, Korea and China, including the role of nuclear power, 
greenhouse gas emission targets, and the remarkable growth rate of renewables 
in parts of the region, and the support policies that are encouraging this growth. 
Stephen Cowper, Mead Treadwell, and Terry Surles emphasized that, in spite 
of current rhetoric, US energy policy is primarily determined at the state level. 
They agreed that seeking greater efficiency is the most cost-effective approach 
to solving energy problems.

The Young Leaders Program (YLP) participants were an integral part of 
the annual conference this year as has been the case in the previous years since 
the program’s inception twelve years ago in Khavarosk, Russia. Of particular 
note this year is the opportunity afforded to the young leaders in the final YLP 
session to interact with prominent policymakers and experts on major topical 
issues, including energy, finance infrastructure and North Korea. These topics 
were discussed in the conference with passion and enthusiasm on both sides, 
and this session turned out to be most valuable and educational outcome according 
the subsequent evaluation. In addition, a former student of Kim Il Sung 
University, a UK citizen, provided fascinating testimony in the context of the 
discussion on North Korea.

Conclusion

The 2017 project through detailed assessment of regional and international 
developments, as summarized in the brief outlines of the six sessions of this 
year’s annual conference, sustained its momentum in critical efforts toward a 
Northeast Asian economic community. Participants offered in-depth analyses of 
China’s vison of regional economic development and cooperation in the context 
of China’s ‘Belt and Road Initiative,’ cross-border infrastructure development 
and special economic zones, tourism cooperation, financial cooperation, energy, 
and the environment. Their analyses and recommendations are presented here.

This volume titled Sustaining the Momentum for Building a Northeast Asian 
Economic Community is the result of our continued research on building a 
Northeast Asian economic community which includes research and discussions 
presented at the Annual Conference of the Northeast Asia Economic Forum 



(NEAEF) in Hong Kong, China in 2017. 
NEAEF will continue to maintain a strong cooperative network and 

exchanges and strive toward a future Northeast Asian economic community.



Country Representative Statement: China

Jiang Zhenghua

Former Vice Chairman, Standing Committee of the National People’s Congress

Wang Shuzu

Former Vice Mayor of Tianjin

I would like to express my sincere gratitude for being invited to speak at 
the Northeast Asia Economic Forum’s annual conference. At this event, people 
from all countries are gathered to exchange views on regional cooperation. The 
six countries of the region are connected by land or the sea. They have strong 
complementarity in terms of energy, trade, infrastructure, and so on. The forum 
is dedicated to promoting cooperation and development in Northeast Asia, 
including in important challenges, such as how we can promote energy reform 
and environmental protection. In China, we are willing to work with all the 
countries on the idea of regional cooperation

We believe that the Northeast Asia Economic Forum will strengthen 
collaboration within the region. The young people are the future of our region, 
and this economic forum has an annual Young Leaders Program, these young 
people are the next generation of the region. 

On May 14, 2017 President Xi Jinping held a ‘One Belt, One Road’ summit 
in Beijing. He gave speech on this topic. “China will build one belt one road 
into one of prosperity, openness and peace. we hope this forum will give stress 
to this topic. We believe we can set up a new platform for mutual development.”

We should work together with political wisdom and develop mutual trust 
in the region. We believe that only with consistent and collected efforts can 
we meet our destination.

Statements by Country 
Representatives and Keynote Address



Country Representative Statement: South Korea

Kwan-Yong Park

Former Speaker of the National Assembly, Republic of Korea

Twenty-six years ago, this forum was established with a vision to bring 
prosperity, peace, and economic cooperation in the Northeast Asia region. Since 
then, the forum has been held annually, and this marks my 16th time attending 
the forum.

In this year’s forum, we have a main theme of “Northeast Asia Economic 
Cooperation” where issues on regional functional economic cooperation, 
infrastructure development, special economic zones, cross-border tourism 
cooperation, financial cooperation, energy, and environment will be discussed. 
Through this dialogue, I hope that meaningful progress can be made toward 
building a Northeast Asia Economic Community.

Moreover, I would like to express my sincere congratulations on the success 
of the 12th Young Leaders Program (YLP). As a strong advocate of this program, 
I am very proud of the YLP’s achievements. I’m hopeful that young leaders 
of the Northeast Asia region can foster friendship, share their visions and goals, 
and collaborate on building a network that will bring a more prosperous and 
peaceful future for the region.

Reflecting on the past 26 years, we overcame many challenges and 
difficulties for peace and prosperity in Northeast Asia. I would like to end my 
remarks by thanking all of you and wishing the NEAEF to continue its efforts 
toward its vision with your dedicated cooperative partnership. 



Country Representative Statement: United States

Stephen Cowper

Former Governor of Alaska

I would like to thank the Northeast Asia Economic Forum (NEAEF) itself 
for its work in putting this meeting together. Some of you may wonder what 
a representative of Alaska is doing at the Northeast Asia Economic Forum? 
Alaska is deeply integrated into the region. We in Alaska were formerly known 
as “Russian America”. Alaska is only two miles away from Northeast Asia. 
Almost all of the products from Alaska go to Northeast Asia. We belong here. 
The purpose of this organization (NEAEF) is to create solidarity between the 
Northeast Asian nations. And I think we managed to do so. I hope we will 
be able to keep the sense of solidarity.



Country Representative Statement: Russia

Pavel Minakir

Academician and Director, Economic Research Institute, Far East Branch, Russia 
Academy of Sciences, Russia

We are now united by the importance of events in Northeast Asia. We have 
entrusted ourselves with the aim of constructing a common platform for the 
players in the region. It is hard to find the right words to express my gratitude 
for Dr. Lee-Jay Cho and the Northeast Asia Economic Forum (NEAEF). Dr. 
Cho is a great example of a leader for region. I think that the politicians should 
learn from him and his work. I would also like to mention the Young Leaders 
Program which is a brilliant initiative. 

Northeast Asia is a world ‘newsmaker’ in all fields. Over the last 25 years, 
three grand integrative projects were born: the Tumen initiative, Great Eurasia, 
and One Belt, One Road (OBOR). I believe that this, our forum, is one of the 
most successful examples of integration and cooperation in the region. 

At the moment, Northeast Asia is experiencing difficult times: territorial 
conflicts, crisis on the Korean Peninsula, problems with integration and growing 
protectionism in the world. We can confront them only in one way. There are 
other ways of cooperation. such as growing attempts to secure political and 
economic power, but to teach we have to understand that ourselves.

We also defined a way to achieve this goal to construct a platform for 
dialogue. It is impossible to underestimate the success of the NEAEF. The forum 
is a ground for economic and infrastructural construction. It strengthens our close 
collaboration among the participants and encourages intellectual involvement into 
all the topics that impact this region.



Country Representative Statement: Mongolia

Ganbold Baasanjav

Ambassador to the Republic of Korea, Mongolia

It is highly symbolic that we have come together for our annual Conference 
under the theme of Promoting Cross Border Cooperation in Northeast Asia in 
this world’s example center of a freest economy, Hong Kong.

The 26th Annual Conference of the Northeast Asia Economic Forum 
(NEAEF) has convened at a particularly challenging time for the region and 
the Asia Pacific as a whole. While the world economy, including the Northeast 
Asia’s, is experiencing major slowdown and confronting great deal of 
protectionism, it faces a dilemma of structural changes and escalated traditional 
and non-traditional security situations. Of particular concern in Northeast Asia 
and the Asia Pacific is the recent heightened political tension on the Korean 
Peninsula. If not with great efforts and utmost care by all the nations in Northeast 
Asia, the situation may aggravate and might throw the opportunities for 
cooperation into deep uncertainty.

Nevertheless, the Northeast Asia region relentlessly keeps demonstrating its 
tremendous potential for economic cooperation based on rapidly increasing 
socio-economic interconnectedness and interdependence, bringing together 
economies, making borders closer, and unveiling new technologies and skills.

The recent successful developments around China’s One Belt, One Road 
(OBOR) initiative, expanded programs of AIIB, initiative of an Economic 
Corridor set up between Mongolia, China and Russia, Mongolia’s speedy progress 
in an FTA strategy with neighboring countries show that economic interests are 
still the dominant force that determines the future of Northeast Asia and the 
Asia Pacific.

The NEAEF is at the vanguard of building a regional architecture of 
economic cooperation, it continues to make unique contributions, from developing 
dialogue and exchanging expertise to educating the youth.

Mongolia as an active member in economic affairs in Northeast Asia aims 
to fully explore and share its potential to become a landbridge connecting East 



Asia with Eurasia and beyond. Under the new government formed in 2016 after 
the general elections, the vision of promoting cross-border cooperation in 
Northeast Asia has been set in its Action Program as the priority agenda for 
bilateral and multilateral economic cooperation.

It is my belief that the 26th Annual Conference of the Northeast Asia 
Economic Forum will bring us another step toward closer economies, institutions, 
and people, and narrow the differences in Northeast Asia. 



Keynote Address

Kawamura Takeo

Former Chief Cabinet Secretary, Member of the House of Representatives of Japan

Northeast Asia is a region of great diversity. Regarding the economy, the 
region includes countries with different scales of economies, ranging from the 
second largest, China, the third largest, Japan, to relatively small economies such 
as Mongolia. Looking at the industrial structures, China, Korea and Japan have 
strengths in technology and manufacturing, while Mongolia and the Russian Far 
East have abundant natural resources and raw materials. As for population, China 
has more than 1.3 billion people, and Japan and Russia have more than 100 
million people, while the population of Mongolia has several million people. 
We need to keep in mind that North Korea is also located among those countries, 
which has particular characteristics including its political regime.

As I have described so far, Northeast Asia is high in diversity in many 
aspects. However, because of that diversity, the region seems to lag behind other 
regions in the world in building regional partnerships and cooperation. Northeast 
Asia has neither an established a single market such as that in Europe, nor a 
view toward regional market integration, such as the ASEAN Economic 
Community (AEC). I understand the reasons behind the delay in establishing 
regional economic cooperation are, in addition to economic principles, due to 
geopolitical and political factors such as issues related to history or the actions 
and behavior of North Korea. Against this backdrop, regional economic 
cooperation has not been fostered across countries in Northeast Asia, and their 
potential economic strengths have not been sufficiently cultivated.

I would like to provide more of explanation on this point. As Northeast 
Asia does not build regional economic partnerships, the economic activity of 
each country is not able to exceed its territory. Local areas from each country 
belong to the Northeast Asia region, namely Northeast China, the Russian Far 
East, and Japanese municipalities situated along the Sea of Japan, and they are 
located far from economic centers of those countries. For this reason, it is difficult 
for these areas alone to achieve economic development by utilizing their industrial 
advantages. In fact, the economic growth of Northeast China is slowing down. 



The growing rate of the population in those area is in the same situation, although 
the area already far exceeds 100 million people. In the Russian Far East, their 
population was 8 million in the 1990s, but it has decreased to 6 million. Looking 
at Japanese prefectures situated along the Sea of Japan, their GDP falls below 
the national average. Mongolia and the Russian Far East have abundant natural 
resources and raw materials but cannot fully export those resources to other Asian 
countries or other parts of the world because they lack connectivity with other 
Northeast Asian countries.

When viewing Northeast Asia from the perspective of the development of 
regional and global economies rather than that of a single national economy, 
the diversity that Northeast Asia has will be a strong driving force for the region’s 
future economic growth. Also, taking the geographical position of Northeast Asia 
into account, I believe that the region has a high potential to be an important 
player in the global economy.

Speaking of the growth potential in Northeast Asia, Japan and Korea have 
a high level of technology, while China has experience in manufacturing that 
has supported the nations’ economic growth in recent years. Northeast China, 
the Russian Far East, and Mongolia have much room to develop industries by 
utilizing those advantages in the context of regional integration. Furthermore, 
if we successfully combine those advantages with the abundant natural resources 
of Mongolia and the Russian Far East’s energy resources and hydroelectric power 
generation, Northeast Asia could attain a great position in global economic 
competition. However, in order to utilize their industrial ‘strengths’, I believe 
it is essential to enhance regional connectivity within the Northeast Asian region 
through developing infrastructure.

How about viewing the growth potential of Northeast Asia from the 
viewpoint of the global economy? I would like to focus on the regional or global 
infrastructure development initiatives involving the Northeast Asian region. 
Looking at the Eurasian Continent, China promotes its One Belt, One Road 
(OBOR). There are also other initiatives related to Northeast Asia, such as the 
Russian Far East development program and the China–Mongolia-Russia 
Economic Corridor. Looking to the Asian Pacific region, countries located within 
the region, actively discuss the Trans-Pacific Strategic Economic Partnership 
Agreement (TPP) or the Regional Comprehensive Economic Partnership (RCEP). 
Northeast Asia is geographically positioned as an important logistics center for 



marine transport and others to combine the Eurasian Continent and the Pacific 
area, and it would act as the gateway between those regions. In particular, if 
the Northern Sea Route, that has been developed more recently, is more 
commonly used as a shipping route, the Northeast Asian region will become 
more important as a logistics center. From the perspective of establishing a global 
logistics center, it is important to develop infrastructure in Northeast Asia.

Then, the questions are how we can build infrastructure in Northeast Asia 
and how we can make investments to accumulate industries that will form the 
basis for future economic development in the region. I would like to discuss 
the common principles and values that will be necessary for conducting 
investment and business activities in Northeast Asia and for establishing 
infrastructure.

One of the characteristics of Northeast Asia is its diversity. Due to this, 
I feel it is necessary to respect such diversity and make efforts to solve issues 
related to energy, food and the global climate based on the principle of 
“coexistence of human cultures and the global environment.” Among other things, 
I believe that economic development should primarily be for people living in 
the region. People or companies who invest in the region should not make profits 
just for themselves, but they should “coexist with local people” and “grow 
together” by respecting the living environment of the local people. I believe 
if these principles are lost, there will be no sustainable framework for cooperation 
and coexistence.

With these principles in mind, Japan has so far continued to support 
economic development in Northeast Asia. For example, Japan has cooperated 
in building infrastructure in the Northeast China, as well as engaged in programs 
related to human resources or environment in that area, such as public health, 
human resources development, environmental considerations and energy 
conservation. As an example of Japan’s recent cooperation in Northeast Asia, 
I would like to talk about an initiative in the Russian Far East. Last May, Japanese 
Prime Minister Abe and Russian President Putin agreed on an eight-point 
cooperation plan which includes “developing industries and export bases in the 
Far East.” Under this cooperation plan, Japan will extend economic cooperation 
to the Russian Far East in the areas of medical services, housing, water and 
sewerage systems, as well as energy saving; all of which are to enhance local 
people’s “Quality of Life”.



Mr. Abe also announced an initiative called “Partnership for Quality 
Infrastructure” in 2015, and the Japanese government is pushing this plan forward. 
I believe this initiative is also fits with the principle of “coexistence of human 
cultures and the global environment.” When infrastructure is developed, it is 
important to reduce the life-cycle costs which include operation and maintenance 
costs as well as initial capital costs, and to pay due attention to the safety of 
infrastructure, its durability against natural disasters, and compliance with social 
environmental standards. Japan focuses on creating new jobs and bringing new 
technologies to local communities as well when we provide economic cooperation 
or make investments.

 I have been in charge of space policy in the ruling Liberal Democratic 
Party, and leading the Japanese government’s space policy. Our space policy 
has been greatly changing in terms of research and development. Now we are 
focusing on improvements in space infrastructure, such as earth surface or marine 
observation for better communication systems, positioning systems, and disaster 
prevention systems. In the near future, the Japanese government will work on 
the improvement of infrastructure, technologies, and human resources by 
combining big data such as weather data, and AI, which will enrich society and 
protect the security of the public, covering not only Japan but also Northeast 
Asia or the Oceanian region.

I strongly believe that this principle of “co-existence of human cultures and 
the global environment” can be shared across nations, companies and individuals.

Some people might say that issues related to history or geopolitical issues, 
such as the behavior of North Korea, are the first things that need to be solved 
to promote economic cooperation in Northeast Asia. However, looking at Europe 
and although the region is currently affected by the Brexit results, it is true that 
cross-border infrastructure development promoted the integration of economies 
and markets in the region and then contributed to solving diplomatic and political 
issues there. Matured regional economic cooperation could be a cornerstone for 
the stability of politics and geopolitics, and vice versa.



Part I

China’s Economic Development and 
Northeast Asia Regional Cooperation 
in the Context of the Road and Belt 

Initiative



China’s Economic Development and 
Northeast Asia Regional Cooperation 
in the Context of the Belt and Road 
Initiative (BRI)1)

Zhang Jianping and Liu Ming

Whenever we talk about the Belt and Road Initiative (still often referred 
to as the One Belt, One Road Initiative, or OBOR), we know it refers to the 
Chinese government’s initiative from 2013 to now. The Chinese government talks 
about the Belt and Road initiative all the time. It has already become the number 
one strategy of the Chinese government. Basically, the Belt and Road is the 
New Silk Road, and it includes a Maritime Silk Road of the 21st century. That 
is the basic concept.

Background of Belt and Road Initiative

After the 2007, economic growth slowed down. Even now, the world has 
not totally recovered from this and continues to face difficult times. In 2007, 
the world was affected by the US subprime mortgage crisis. Effects from persist 
to today; countries are still struggling.

In 1997, we experienced the Asian Financial Crisis, which started in 
Malaysia and spread through Indonesia, Vietnam, the Philippines and then to 

1) In this volume the terms Belt and Road Initiative (BRI), Bridge and Road Initiative (BRI) and 
One Belt One Road Initiative (OBOR) are used interchangeably.
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Korea. It then spread to Hong Kong. Even 20 years later, it’s influence is still 
felt in all the countries. East Asian countries have a lot of foreign reserves. 
Why? Because in 1997, suddenly, all these countries ran out of foreign reserves, 
so countries are still afraid of this situation happening again, which has made 
them turn to accumulating foreign reserve. This created a global imbalance in 
the past 20 years.

In 1987, the US stock market crashed rapidly. After that phenomenon, we 
were able to see lots of strong fluctuations in Northeast Asia. So, it seems that 
we face a lot of problems almost every 10 years. So now in 2017, we can find 
signals of the next economic crisis.

We are constantly asking how to solve these problems. We know that they 
must be solved, but usually do not know how. Usually, there are two different 
angles and answers, conservative versus openness: 

1. Although no one, or very few, openly say, “I want trade protection 
along with isolation,” though some countries and people may think that 
way

2. Most usually say they want more openness/peace/cooperation (this way 
is more politically correct)

This openness helps in the long run, but countries have the urge to take 
short-term advantages, which will make other countries suffer in the long run. 

In 1978, China started its reform and opening-up policy. In the past 40 
years, we can see why China’s economy has been rising. Although this has not 
been without controversy; some people say it was unsustainable growth. But, 
no doubt, China had made great achievements in the last 40 years. Nevertheless, 
it is important to note some lessons from China; China did so well because 
it insisted on open cooperation and opened up its economy. By 2001, China 
had joined the WTO. 

Internationally we need mutual respect. If we keep up with this principle 
we will succeed. Win–win cooperation is crucially important for that. Mutual 
respect can lead to win–win situations. This is easy to say but hard to reach. 
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There are many political issues that get in the way. It is difficult to achieve 
both a smooth political process and a strong economy. This is why Dr. Lee-Jay 
Cho established the Northeast Asia Economic Forum (NEAEF) so many years 
ago and has continued to promote economic cooperation through it. 

We can find the way when all the people involved benefit from each other. 
In economics we use the term “pareto improvement.” If you can be better off 
without hurting others, you can have pareto improvement.

This is why China in the past 40 years has pursued these market operations. 
Market operation is very important. We have had experience in China with a 
planned economy (everything from the central government). Now the economic 
system is more free, but it still needs some control from government. I think 
the direction in China is to pursue market operations (that is, to be more free).

A key to this is wide consultation, investigating how other countries have 
managed. In the 1980s, China and Japan had good relations (or at least much 
improved). China learned a lot from Japan and the United States at that time. 
There were and are still some political issues, but China is still trying to learn 
from other countries. 

So, when China proposed the Belt and Road Initiative, we can say that 
China can now share its own experience with other developing and developed 
countries. This is why China proposes such policies. We need all the countries 
to the share benefits. Only if you share benefits, will other countries be interested 
in your proposals. This is basically why China proposes the OBOR policies.

How to Do This Belt and Road?

We need more free-flow of economic factors. The Japanese side recognizes 
this and has proposed a Trans-Pacific Partnership (TPP). During some periods 
conservative opinions hold sway, but later on more factor-flows occur. We need 
a more efficient allocation of resources. Also, we want a more integrated market. 
When markets are isolated, it’s very easy for people to be isolated as well. China 
has benefited in the past 40 years in part because it became integrated with 
global markets. This something the Belt and Road should focus on; this and 
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more cooperation.
The Belt and Road Initiative will promote ‘opening up’ and economic 

reforms in China. In the recent years, China has experienced a decline in 
economic growth. If this trend continues, the Chinese economy could experience 
more severe difficulties. That’s one part.

The other part, is that China’s financial sector has some troubles. In 1999, 
China’s money supply and GDP were almost equivalent. But after US subprime 
mortgage crisis, this changed. China printed lots of money, so China’s money 
supply is more than its GDP. At the end of 2016, China’s Money supply was 
2.1 times its GDP. For Japan it is only 1.69, for the United States it is only 
0.6, much lower than China. We have a lot of money in the economy. Sooner 
or later, this can lead to inflation. We also have an overcapacity problem because 
of this issue. This is another reason why we want the Belt and Road Initiative.

The initiative is also in the interest of other countries. The initiative 
represents top market potential in this region, can promote investment and 
consumption, create demands and job opportunities, and enhance people-to- 
people exchanges

China’s Belt and Road Initiative covers a huge part of the world (probably 
2/3 of world’s countries). All these countries’ economic potential should be huge. 
Also, the whole market for this field is huge. Those countries need China as 
well. This doesn’t mean China is doing everything right. We just need to learn 
how to develop smoothly and peacefully for a while to enter the industrialized 
development phase. 

Thus, the Belt and Road initiative is very positive from China’s and other 
countries’ perspectives. We need to work together: Teamwork very important 
for this initiative.

In 2013, China first put forth the Belt and Road Initiative. Back then, we 
called it the One Belt, One Road strategy. But this word is a bit strong. So, 
it has changed from China’s own strategy to an “initiative.” The official term 
now is the “Belt and Road Initiative.” As we can see, the Chinese government 
really wants to engage in teamwork even though it understands that there are 
risks involved. This is not to say that it is a perfect initiative. There are some 
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problematic areas, of course:

1. Negative parts (risks): The Initiative is maybe too ambitious. We don’t 
want any single country to feel alone. If everyone cooperates, we can 
accomplish something together. The Chinese side is not saying, “Here’s 
China, do what we want.” Rather, it’s “Let’s work together and think 
about it.” Nevertheless, this is a challenge. We will need to optimize 
infrastructure and create numerous “hubs” to connect all these points. 
It is an ambitious endeavour.

2. Partnerships: Although we say we want to include all countries, some 
will need to be patient. Some places are riskier, such as areas of the 
Middle East experiencing war. Also, some countries are reluctant to 
join, for example, Vietnam and India (they have stated that the Belt 
and Road Initiative is not good for their own country’s strategies). They 
have not rejected it, but they are reluctant. Many see this as China’s 
ambition to dominate the world. This is not the case, but it can be 
difficult to convince other countries to trust China. 

3. Entering Russia’s backyard. Russia has its own economic union (The 
Eurasian Economic Union). This has some overlap with the Belt and 
Road; we hope we can work together and converge and not have trouble.

China must work hard to try to make other countries feel more comfortable. 
By negotiating politically, diplomatically, I still think we can work together. We 
should work to reap the bigger benefits that cooperation can yield. That’s my 
own perspective and I think Chinese government’s perspective as well.

Opportunities for Northeast Asia

What’s the opportunity for Northeast Asia in terms of the Belt and Road 
initiative? If the Belt and Road Initiative aims ‘westward’ what does it have 
to do with Northeast Asia? I have reviewed several cities’ government plans 
in China. Based on these 5–10 year plans, we can see that every city in China’s 
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Northeast East says that it needs to improve cooperation with Northeast Asia 
to promote the Belt and Road initiative. The whole region of Northeast Asia 
is included in Belt and Road initiative.

So, Northeast Asia is the base, a starting point of Belt and Road. If Northeast 
Asia lacks development, China will have trouble with Belt and Road initiative 
as well. I think all the countries in our region need to take advantage of China’s 
strategy. Even without the Belt and Road, economic cooperation will always 
help us.

We can see why Northeast Asia is so important for China and the region. 
Together with the United States, the Northeast Asia region represents half of 
the world economy. This is huge. The Middle East, Southeast Asia, plus Europe 
together don’t compare with Northeast Asia in economic size. This is not even 
the whole potential for us yet. We all know that Northeast Asian countries have 
not yet reached optimal cooperation yet. Great potential remains to be achieved.

Source: World Development Indicators database, World Bank, February 2017.

Figure 1. Economic volume of Northeast Asian countries
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Figure 2. China’s export destinations, 2015

Source: World Development Indicators database, World Bank, February 2017.

Figure 3. China’s import origins, 2105
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You can see from the figures presented here, the importance of Northeast 
Asia to China. This has been achieved under a less than ideal trading environment. 
Again, the potential is great. We have a lot of room for further development 
and much complementarity to pursue this.

China does not only have one initiative based on the Belt and Road. China 
is pursuing three major initiatives:

1. Free Trade Pilot Zone
2. Beijing– Tianjin–Hebei Integration Xiong’an New Area
3. Belt and Road

Northeast Asia is a key word in Chinese economy. Therefore, it is also 
worth mentioning here the importance of the Tianjin and Northeast Asia 
relationship. Tianjin has become quite proactive in China–Japan–Korea 
cooperation, and also in China–Mongolia–Russia/Central Asia cooperation. 
Tianjin also has lots of trade potential, including its location. I think Tianjin 
is willing to help China’s Belt and Road initiative together with the other 
countries. China has great growth potential, and Tianjin is a leading city to help 
develop the Belt and Road Initiative.



Part II
 

Future Tourism Cooperation in 
Northeast Asia



Integrated Tourism

Bo Bernhard and S. Ray Cho

The Nuclear Program

This section is devoted to discussion of integrated tourism. In 2016, the 
gambling industry brought in around $35 billion; that is bigger than Hollywood. 
Obviously, there is strong growth in this market. What Hollywood is 

Source: PwC.

Figure 1. Distribution of the global casino gaming market by region 2010 and 2015
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doing/making today, is what the gambling industry was doing in 2001. This really 
gives you an idea of the scale of the gambling industry. There are two types 
of contributions from the industry—direct and indirect. Direct refers to tourist 
spending dollars, whereas indirect contributions refer to the jobs created as a 
result of it. This helps us understand the global impact of tourism (the economic 
benefits) and how tourism is a driving force in the global economy. 

The global casino gaming market is a very sizable market. And the largest 
growth is in Asia Pacific. Hong Kong is a very exciting place to discuss this, 
especially with Macau nearby. In the following figure, we can see the difference 
of the distribution of the global casino gaming market by region in 2010 and 2015.

What are hotels, casinos, and resorts? Classification is important. It assists 
stakeholders to make more informed decisions, it helps to improved cost-benefit 
analysis, and it informs policymaking. What is a casino? The concept originated 
in Monte Carlo, it eventually developed into casino resorts. It now may include 
mega-resorts, mega-casinos, mega-casino resorts, and super casinos as well as 
the ‘locals’, ‘regional’, and ‘gaming taverns and bars, etc. Ultimately, these terms 
and definitions are very concept specific. They should be treated with care; as 
this is a very delicate situation culturally (because words like casino/gambling 
are different in different cultures.

Singapore is a good example of the integrated resort (IR). So, what do we 
mean by integrated? Integrated refers to development comprising hotel, retail, 
dining, entertainment, recreation, and other facilities, of which a casino may be 
a part. Categories are not universally applied. So, it needs to be carefully 
addressed. Integrated means integrated consumerism; integrated planning; 
community, urban, or city integrated; and also casino integrated resort. Integrated 
planning means having a partnership with the local community, government, 
tourists, etc. This is key to building a successful integrated product, even if not 
related to gambling. There is also the fact that the term “integrated resort” is 
more palatable than “casinos”.
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Figure 2. Adjusted property EBITDA by IRC, 2015 (selected major IR)

As the previous figure shows, the Singapore IR is massive. In other parts 
of the world, the IR has been less successful up to now. IR regulation in Japan 
for example has experience many setbacks—there has been push back with based 
on organized crime and addiction issues. The United States faced similar issues 
but it’s not exactly the same (cultural differences). We can learn from past 
experiences and try to address some of the challenges associated with gaming 
and casinos. 

Current approaches see the IR as a tourism and cooperation opportunity, 
they emphasize community integration: building better partnerships at the ground 
level and better understanding of the cost-benefit analysis of gaming. Emphasis 
is also placed on integrated multilevel planning. This means coordination at the 
local level, across different functions; coordination at the destination level, across 
inter-destinational ties; and coordination in relation to destination capabilities and 
the strategic use of distributed resources. It also emphasizes cultural 
understanding—there’s a need to consider gambling and culture. There is a good 
deal of opportunity for future research of this. 

When we discuss tourism and cooperation, we need to think about 
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community integration and building better partnerships at the ground level. These 
are huge corporate entities trying to get their foot in the ground and make a 
lot of money. The cost–benefit analysis of gaming needs a lot more research. 
We need coordination at local level and destination level, as well as coordination 
in relation to destination capabilities and infrastructure (for example, 
transportation, airports, highways, how to get tourist in and out safely). 

When we talk about the emerging tourism industry, companies need to 
differentiate themselves. They can differentiate themselves based on the 
experiences they offer. We call this the experience economy. It is less about 
purely providing good or services, it also means ‘staging’ experiences—this is 
the way to competitive differentiation. Right now, there is a global movement 
towards the integrated resort concept. There is a homogenization of the concept. 
Las Vegas has diversified its tourism business model with nongaming. Only 12% 

Source: UNWTO.

Figure 3. Number of international tourist arrivals worldwide from 2005 to 2016, by region (in millions)
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of people go to Las Vegas for only gambling, most want many different 
experiences. When we look at the gaming and nongaming revenue of Las Vegas 
and Macau we see a steady growth of the nongaming. 

Another thing to consider is the potential of cultural tourism, there is an 
economically compelling argument for offering authenticity.

It is important to note that the kind of casinos/resorts that have emerged 
are very expensive capital expenditures, they are the most expensive buildings 
in human history. Before we built cathedrals, but today the most expensive is 
the building of casinos. To put this into context Steve Wynn built what was 
then the most expensive resort at US$3 billion, within five years, there were 
plans for a resort that costs US$10 billion dollars. Why are they being constructed 
at this high cost? Expected profits. The way these profits have soared really 
puts industries like Hollywood to shame. One of the things that is especially 
important to do, as academics, is study the impacts of these massive buildings 
and massive forces of tourism/economics. One of the things we focus on at the 
International Gaming Institute in Las Vegas is exactly this. 

We’ve urged the Japanese Government to really look at the impacts of these 
resorts/tourism. The Marina in Singapore, for example, increased the GDP of 
Singapore by 1.5% (Singapore is a very small country) in the first year it opened. 
But not all impacts are positive.

We look at what these massive economic forces are doing in communities 
around the world. As the world starts to travel more, as we start to see the 
global middleclass increase, we’re only going to see more and more people travel. 
As adults travel, this is how they choose to consume and spend their money. 
Children on the other hand go to Disney and amusement parks. But children 
don’t have money, adults pay for it, and they are willing to do so for their 
children. Disney was very successful at providing the ‘experience’ and variety 
in resorts. But they are now dwarfed by the IR industry. The study of which 
requires a multi-disciplinary team not least because of the profound concerns 
on different areas, such as. crime, regulatory concerns, impacts on families, the 
environment. The growth of this phenomena is fascinating and we’re just starting 
to understand the global impact of these huge casino/resorts.



Paradise City

Andrew Oh

The future of tourism is the integrated resort. Korea is planning a huge 
project in this area. First, I would like to provide a brief history of our company, 
Paradise. The company has been in operation for 50 years and it pioneered the 
casino and hospitality industry in Korea, dating back to 1972. Currently Paradise 
has five casino operations in Korea. It is also involved in the travel industry 
and in construction, and it has a strong interest in art. Paradise built Korea’s 
very first art school in the seventies and it also has a cultural foundation to 
support artists. 

Here, I discuss our newest project: Paradise City. We call it the “art-ainment 
resort” because of the emphasis on art and entertainment. How do you make 
integrated art global? Paradise City when completed will have 65 entertainment 
venues. Everything is to be completed by September 2018. The location is at 
the gateway to Korea: close to Incheon Airport. It is very conveniently located. 
Incheon Airport has been rated best in service for 12 consecutive years.

Paradise City will feature all kinds of entertainment including a luxurious 
hotel and casino. The Casino is only 5% of the total area. The casino is just 
one of part of the entire resort and is designed by the same team that did the 
Wynn casino. In actual size, the resort will be similar to Marina Bay Sands 
in Singapore. It will include a VIP section, where the buy-in is US$5000, also 
included will be private rooms and dealers. But the interior concept is both cozy 
and luxurious—if it looks like gold, it is gold. Moreover, we are moving away 
from the look of the old style of casino. These are not enclosed rooms. We 
have windows and clocks everywhere. We want people to stay because it’s nice, 
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not because they have lost a sense of time and place. 
There is something for everyone. There is of course, the art; there is also 

a bowling alley, several entertainment areas for children, a gym, spas, pools. 
The outdoor pool is a cultural platform, and pool parties take place in this area 
on weekends. This often involves entertainment, K-pop stars. Another building 
there is a pool villa. This is an important venue. Brands like Omega like to 
hold launching events; they don’t want convention centers, they want lifestyle 
spaces. 

We aim to provide entertainment throughout that can be enjoyed by three 
generations. The main point is that Paradise City is a multi-faceted place, it 
is not just a casino, it is an experience.



Future Tourism Cooperation in 
Northeast Asia: The Role of Integrated 
Resort Development

Glenn McCartney

Tourism is the world’s number 1 industry. When you look at the tourism 
industry, it creates the most employment (directly and indirectly), but this also 
has a multiplier effect. Tourism is a big force in the furniture, energy, and 
transportation industry, for example. The biggest challenge in tourism is ‘how 
do you bring people in? How do you attract them? 

China has the biggest travel industry in the world. And in reference to the 
focus of this section, Macau, it is Macau’s biggest market. Chinese visitors spend 
more than the Americans, Germans, and the British in the past 5 years. 

For Macau, 90% of government revenues come from casino tourism (gaming 
and nongaming). However, I would warn those interested in the gambling industry 
and in integrated resort (IR) management, to be careful of squeezing out all 
other industries besides casino tourism, that is, putting all the eggs in one basket

Issues with Regard to Tourism Economy

Here is a list of some issues to consider when discussing a tourism economy:

 How do you more precisely calculate the economic impact of tourism 
to the destination? There are several methods available (input-output, 
multiplier, satellite accounts, etc.)
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 Labor strategy – local and migrant
 Maintaining quality in the tourism system (access points, visitor attractions, 

service deliver)
 Capacity building for sustainable tourism development (how much is too 

much and the issue of physical and social carrying capacity)
 Safety and risk management (negative impact can have a almost instant impact 

on the economy)—political, environmental, terrorism, disasters, health
 Who in the government formulates, manages, controls and master plans the 

direction of tourism (policy, processes, compliance,). An issue accentuated 
when going across jurisdictions. Who essentially leads?

 Tourism supply chains (CSR)
 Sustainability (natural, cultural, social, built) and tourism’s role (climate 

change). This can be a highly polluting industry.

Branding is critical. Image and reputation are the key to success. Las Vegas 
is a great brand, everyone wants to go to Vegas. But the problem with many 
venues is that they do not have a good branding strategy.

Another point to consider is that of collaboration and cooperation. Equitable 
collaboration and cooperation in tourism will enhance economic (and social, 
environmental) well-being. This is what we advocate. Collaboration should be 
seen as a win–win; it is very important to engage community groups. For example, 
when building IRs, you are displacing farmers, what are these farmers going 
to do? How do you engage the local community? Every type of tourism will 
have a negative fallout, need to deal with it responsibly.

In terms of the tourism economy, a range of stakeholders get involved (who 
are affected and well placed to introduce improvements). Pooling of resources, 
know-how, co-branding have positive effects. Decision-making and knowledge 
diffuses—to SMEs, suppliers, community groups. Collaboration and cooperation 
also means engaging local/community entities that are more sensitive to local 
issues. Through collaboration and cooperation other trade and commerce can 
be encouraged. Moreover, consensus can lead to better acceptance of the 
economic changes that will occur. Unfortunately, what happens can be a lack 
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of cooperation. The result: overbudgeting, delays, the blame game, power plays 
and vested interests, appeals, and so on.

What integrated resort means is a ‘vacation village’. All within an IR is 
based on fabricated experiences (which can have shorter life cycles)—so subject 
to resources, can be destroyed and rebuilt. The leverage of an integrated resort 
is that the resort itself is a destination. Destination resorts are powerful attraction 
units. With ‘all under one roof’, integrated resorts offer additional economic 
benefits through gaming and nongaming activities—those with more nongaming 
will have longer stays. 

These tourism destination integrated resorts, if substantial, are dramatic 
enough to shape tourism, employment trade and economic markets, rather than 
these markets shaping them. They set a standard whereupon the next IR is often 
more exceptional in some way than the previous one. There is immense marketing 
power through its product mix offering, KOLs, event and entertainment, and 
co-branding with international companies (hotels, restaurants, events, 
celebrities...). They can offer customized, compelling, integrated marketing, 
experience based, co-creation, and soft selling. 

IRs are everywhere in Asia: Singapore, Malaysia, Korea, China, Vietnam, 
and Japan. Russia has a IR zone outside Vladivostok. Tiger casino is doing well. 
An e-visa has just been implemented in Russia (Vladivostok) for tourists from 
18 countries, including China and Japan, for the Primorye IR zone. Since August 
1, 2017, tourists from these countries arriving via the Vladivostok airport or 
seaport can obtain a visa-on-arrival after filing an application online at least four 
days prior to their visit. It is free and valid for 30 days. If money is involved, 
government makes it work.
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Figure 1. The Primorye IR zone (Vladivostok)

Why not then make the best of it through collaboration regionally? Tourism 
collaboration is possible. Collaboration for conventions and exhibitions, star 
alliance, marketing, etc.

Figure 2. Framework for regional collaboration
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It should be emphasized that there is a constant in responsible tourism 
economic development and the landscape this creates. That is, that a good place 
to visit has to be good place to live. It should be good in terms of the quality 
of life for residents and overseas workers, welfare, education, prices of 
goods/inflation, green spaces, and family considerations.



Part III
 

Cross-border Infrastructure and 
Special Economic Zones in 

Northeast Asia



The Current Situation in North Korea

Glyn Ford

I am a regular visitor to Pyongyang, I have been there four times in the 
past few months. I am involved in a dialogue with members of the public bureau 
and the worker’s party. So, I was there four weeks ago, after the first ICBM 
launch. Pyongyang was full of people. Thousands of scientists, engineers, 
technicians. Everywhere, there were coaches of happy smiling people who were 
feted for success in terms of the ICBM launch.

I was told by the North Koreans that they we will not stand back from 
strengthening their capacity. Certainly, North Korea has their heads down and 
are going for it.

In terms of where we are in North Korea, there are a series of different 
North Korea’s. 

There’s not one North Korea. Pyongyang is a different country from the 
rest of North Korea. Standards of living are higher than they ever have been, 
and if you have money, anything you want is available (e.g. vintage champagne). 
Everyone has mobile phones, laptops, cars, and so on. The really important people 
have 727 on their license plate which is the date of the Great Victory Day, 
which is the day of the Armistice of the Korean War. You can also order pizzas 
online.

Outside Pyongyang, the other rural areas are very different. Outside 
Pyongyang there are entry controls to get in and out. So, Pyongyang is really 
a different country to the rest of North Korea, fenced off. The reason it is fenced 
off is that try to climb IN and not to climb OUT.

In the rural areas, things are better than they were. This was particularly 
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triggered by North Korea moving over to family team system (what they did 
in China with Deng Xiao Ping). Instead of large work teams, they had family 
work teams. Once you produced over quota, that could be sold in the market. 
This leads to significant increases in agricultural production, but probably still 
is not enough for self-sufficiency. Also, there is a distribution problem because 
the roads are bad. In the Northeast, there is still hunger. Not starvation, but 
still hunger. In Hamhung, you can travel and see mile after mile of rusting 
factories.

But, where are the North Koreans at the moment? It’s Pyongyang’s very 
commitment to economic reform that is the barrier to denuclearization. 

As seen by North Korea, to unlock those possibilities, it’s a necessary 
condition for economic renewal that they have a [nuclear] deterrent. The economy 
has been living a lie for around 30 years because they’ve chosen to spend money 
on military that could have been spent elsewhere. In reality, South Korea spends 
five times on military compared with North Korea. The budget for North Korea’s 
conventional military is 2% that of South Korea plus Japan plus the United States. 
They’re in an arms race that they’ve already lost. Also, there’s no way they 
can catch up.

They’ve taken the only option they see: to create a deterrent to enable regime 
survival for family and friends.

Secondly, it gives them an opportunity for growth as they’re not a developing 
country, they are a failed industrial state that has partly collapsed. Last year’s 
4% growth is the fastest growth rate for a period of time. But to kickstart the 
economy, you need to find manpower. They’re looking at decanting some people 
out of the military into the normal economy.

I don’t believe they can continue as they are unless the economy starts 
growing. Currently, they are spending ‘family silver’.

Iraq, Libya, Syria are the examples that Pyongyang considers as an 
unacceptable outcome for the country. North Korea says that they need weapons 
of mass destruction because of what has happened to those places.

There’s some evidence that North Korea is looking around for how to get 
the economy working. You have the Kaesong Industrial Complex (KIC), which 



69The Current Situation in North Korea

was an economic success but was politically dangerous. So, in 2013 it was closed 
down temporarily. Some argued that Kaesong was going to be used to undermine 
the North Korean regime, but two million people depended on the KIC. Internal 
debate over KIC was resolved in 2013: They will reopen Kaesong but just leave 
it alone.

There is also Rason and many other special economic zones that are in 
denial; the problem isn’t the structure of the special economic zones, the problem 
is that no one wants to invest in them because of sanctions and rule of law. 
If you invest in North Korea, you find it very difficult if not impossible to get 
profits out. 

Also, they’re giving “lip service” to early unification. But North Korea is 
more interested in an Irish peace process style—that is, peace without unification. 
Early unification for them would mean assimilation and nothing more.

In addition, North Korea would argue that South Korea isn’t serious about 
having peaceful unification. In past similar situations, the deal is that you have 
to endure the unendurable and accept the unacceptable. Why then does the South 
Korean government have a UN Human Rights office in Seoul that complies a 
list of the victims and the criminals if they do not intend to prosecute them? 
This is a question Pyongyang asks.

Pyongyang takes the view that at the moment it’s better to be apart (two 
nations, one system). Maybe this will change in several generations. Basically, 
for now, they’re going for break in developing nukes and an ICBM program.

There’s a conspiracy between Pyongyang and Washington. Pyongyang 
pretends to be advanced with weaponry, Washington agrees. The problem will 
come when they will stop testing, not when they’re still testing. Because it will 
mean that they have finally developed the weapons.

North Korea has not yet developed re-entry technology (at least not 
adequately) and most importantly, guidance. They’d be lucky to hit the city they 
aimed at. Nevertheless, the US is determined to stop North Korea. There are 
several options proposed for stopping North Korea:
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1. Sanctions
  a. Clearly haven’t worked so far
  b. Will need to take a long time to be effective
  c. Also, North Korea let 3 million people die in famine, so they probably 

won’t even care about sanctions
2. Kinetic solutions
  a. I am not a fan of this option
  b. The US is trying to save the armistice
3. Chinese intervention
  a. They don’t want to save the armistice, but want to save the revolution
4. Dialogue
  a. North Korea is only interested in two sets of parallel bilateral 

negotiations: North–South, North–United States
  b. Talks will not be about getting rid of nuclear weapons, but about a 

comprehensive settlement

North Korea is also concerned about what happens afterward, even if they 
do get an agreement (e.g. unpicking of the Iran agreement by Washington). On 
top of that, there’s a third negotiation that will probably follow the first two. 
Any solution will require similar resources. An agreed framework would need 
around 4.5 billion (paid by South Korea, Japan, the EU?).

Any new settlement will probably cost 4-5 times that amount. They’ll 
probably look for light water reactors and maybe a tidal power plant. 

Who’s going to pay? South Korea? Japan? South Korea is certainly going 
to pay, otherwise the peace process will not be happening at all. The problem 
with Japan’s contribution continues to be the fate of the Japanese abductees. 
This is an unresolved issue that represents a barrier to Japanese contributions. 
China may pay, and there were suggestions that the Bridge and Road Initiative 
could be extended to North Korea. AIIB initiatives also may pay and help with 
the process. The EU put in money last time, but probably won’t do it this time.

During the process, we must build trust which won’t be easy. Neither side 
trusts each other (for good reason). We need peace before prosperity, and 
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prosperity before unification. So, it’ll take a long time. We just need to be careful.
A soft unification in approximately 20 years will be fine. A hard unification 

would lead to something that’ll make crises in Europe and Syria look small. 
Ten million refugees will be in South Korea, and four million in China. There’s 
also the danger if a kinetic strike and an insurrectionary war happening.

There is a light at the end of the tunnel in terms of negotiating a solution, 
but the problem is that we don’t actually have a tunnel.



Update on North Korea’s Special 
Economic Zones

Anthony Michell

The nature of the 4000 Special Economic Zones around the world is very 
diverse. It is estimated that two-thirds of them are failures. Different countries 
use a variety of names for their zones: SEZs, Free Economic Zones (FEZs), 
Free Trade Zones (FTZ) and EDZ. There are also differences between those 
where the E stands for Export and those for which the E stands for Economic, 
and there are huge variations in the meaning of Free between a Western Free 
zone and say a South Korean FEZ in which the main freedom is real estate 
speculation. I shall briefly compare some very successful Chinese FEZs with 
some others which I have argued are suitable for North Korea. I then consider 
the North Korean diversity, comparing the 2013 plan with some interesting cases 
going on at present. In all cases the object of designating a zone is to change 
its economy and induce investment which would not otherwise exist.

There are seven success factors for SEZs
1. Understanding the types of investors the SEZ will/want to attract
2. Rightsizing the vision/plan for the SEZ
3. Location, location and infrastructure
4. Successful marketing
5. Willingness to argue with national authorities to waive the rules
6. Diplomatic support overseas
7. Being less expensive than your direct competitors
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Kim Jong Un and SEZs: The Conventional Assessment

Since Kim Jong Un assumed power, the Byungjin policy of nuclear and 
economic development define his policy. Economic growth and quality of life 
issues are as important as nuclear power. He has tinkered with the modus operandi 
of both farms and state-owned enterprises, creating a dozen SEZs in 2013, 
followed by a second group in 2014, and two more zones in 2015, and one 
more in 2016. 

Some argue that four of these could be considered national priorities—Rason, 
Unjong, Wonsan and Sinuiju (with the extant Hwanggumpyong/Wiwha Islands)—
while the rest are fairly minor in scope, size and potential. These zones have 
a variety of intended functions and ostensibly foreign-friendly economic policy 
options.

However, their slow progress and development also clearly illustrate the 
challenges North Korea faces to get these projects off the ground, given the 
current business and investment environment.

Currently there are 16 locations in North Korea that have been designated 
as regional economic development zones (EDZs): the Chongjin EDZ, Hyesan 
EDZ, Manpo EDZ, Amnok River EDZ, Wiwon EDZ, Hungnam Industrial 
Development Zone, Chongnam Industrial Development Zone, Hyondong 
Industrial Development Zone, Sukchon Agricultural Development Zone, 
Pukchong Agricultural Development Zone, Orang Agricultural Development 
Zone, Chongsu Tourist Development Zone, Onsong Island Tourist Development 
Zone, Sinpyong Tourist Development Zone, Songnim Export Processing Zone, 
and the Wau Island Export Processing Zone.

When I asked North Korean officials how the 16 SEZs were selected? The 
answer was “we didn’t choose them, Pyongyang chose for us. The SEZs are 
mostly around the coast of North Korea.

As mentioned, there are different names for SEZs: e.g. Economic Development 
Zones. There are also seven central-level EDZs: the Rason Special Economic 
Zone, Wonsan-Kumgangsan Tourist Region, Kaesong Industrial Region, Sinuiju 
International Economic Zone, Kangryong International Green Model Zone, 
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Unjong High Tech Development Zone, and the Mubong International Special 
Tourist Zone.

Status of Zones

Between 1992 and 2016, North Koreas announced a steady increase in Special 
Zones. Of all these, Andray Abrahain considers four have the biggest chance 
of success: Sinuiju, Rason, Wonsan-Kumgang, and Unjong.

Figure 1. SEZs and EDZs of North Korea

There was a SEZ workshop in Wonsan, North Korea in 2014; Chosun 
Exchange organized the workshop sessions with the planners of the 2013-2014 
zones in Pyongyang and Wonsan. Chosun Exchange has continued to assist with 
training in subsequent years mainly creating entrepreneurial activities.

However, the UN sanctions of August 2017 have had a strong impact on 
activities. Under sanctions, no new joint ventures (JVs), regardless of area of 
business, can be made with a North Korean entity. No existing JV can increase 
its investment, again, regardless of business. This pretty well puts a final full 
stop on all investment by anyone except Chinese, Russian or Southeast Asians 
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whose activities may or may not be subject to their national government’s 
enforcement of the UN sanctions. These run the risk of secondary sanctions from 
the United States. If the United States proceeds much further with secondary 
sanctions, it risks facing trouble in China whose foreign ministry has recently 
denounced unilateral sanctions. The UN position is that sanctions should not 
affect basic livelihood. 

Hwanggumpyeong and Wihwa

As of today, there is still no visible economic activity in these zones; like 
most of North Korea’s SEZs, they lack even the most basic infrastructure and 
consist mostly of farms and rural areas. Trying to attract investment in various 
sectors like information technology, light-industry, and so on, has basically been 
a nonstarter. In addition, Wiwha and (to a lesser extent, according to locals) 
Hwanggeumpyeong islets suffer from flooding almost every year, thus 
necessitating even more infrastructure investment for them to take off.

Sinuiju

The Sinuiju International Economic Zone will provide opportunity for bonded 
processing, bonded transportation, trade and financial business, tourism, hi-tech 
industry, and various other business activities. To this end, it is planned to develop 
the zone into a comprehensive economic zone with a large-sized, latest IT industry 
area, competitive production area, exports processing area, cargo area, trade and 
financial area, public service area, tourist area and a bonded port, and into an 
international city with an airport and trade port. Encompassing the whole of 
Sinuiju and two ri surrounding it, the zone is already furnished with infrastructure. 
However, it is necessary to upgrade the existing infrastructure and expand its 
capacity and build in its suburbs on a preferential basis. China has invested in 
Sinuiju and there are now several taxi companies. There were some for foreigners 
before, but now, they are also for the citizens. Now, Pyongyang and other cities 
are full of taxis. There are two different companies.
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Bridge over the Yalu

The failure to complete the 2010 new bridge which will revolutionize road 
traffic between Dandong and lead to the upgrading of the road on the Sinuiju 
to Ansan section has been one of the mysteries of Chinese–North Korea relations. 
A source familiar with North Korean affairs in China told Daily NK on July 
24, 2017 that, according to North Korean traders in Sinuiju, a Chinese 
businessman has committed 300 million RMB (about US$44.7 million) to the 
road construction project. The question is whether new UN sanctions will stop 
completion of bridge over the Yalu (between China and North Korea). The 
resumption of work would be a signal that the Chinese do not feel the August 
5 sanctions are as comprehensive as the United States intended.

Rason

In 2016, further commercial, storage, and apartments were under construction. 
In addition, u under Rason’s new regulations, investors will be able to remove 
legally acquired assets from the economic zone without restraints and will be 
allowed to independently plan their production, sales, and profit distribution. 
North Korea also defined the taxes that would apply the Rason Special Economic 
Zone—including transaction tax, management tax, corporate income tax, private 
income tax, local tax, property tax, and inheritance tax—and provided a detailed 
explanation of the tax rates and benefits. One is not supposed to use foreign 
currency in Rason as it’s an experimental zone. But you can freely buy foreign 
currency in that bank.

Unjong

Unjong is the only SEZ located within Pyongyang city limits. Unjong sits 
on the border of Pyongsong City. Unjong’s prominence in state media stretches 
back to 2002, when the Academy of Sciences Unjong Branch signed an agreement 
with Russia’s Academy of Sciences Far Eastern Branch. Little coverage was 
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available until 2011, when discussion about infrastructure began, followed by 
the establishment of the Unjong Hi-Tech Company, the corporate entity entrusted 
with developing this park affiliated with the State Academy of Sciences (SAS). 
In July 2014, Unjong was designated a SEZ. Despite being clustered with other 
zones, Unjong has been placed under the purview of SAS, not MoEE. This could 
be a boon to Unjong, as it has an influential sponsor tasked solely with its 
development, rather than having to exist as one of many SEZs competing for 
MoEE’s attention.

Kyongweon EDZ

In October 2015, KCNA announced the creation of the Kyongwon Economic 
Development Zone in Ryudasom-ri. Like the Onsong Tourist Zone (and only 
51 km downstream) Ryudasom-ri is a small piece of DPRK territory on the 
Chinese side of the Tumen River.

Kangryong Green Model Zone

The DPRK has pushed ahead with the project to develop Kangryong County 
of South Hwanghae Province into an international green model zone.

Northeast Asia Region SEZ

Planned to link Helong with North Korea’s Maofeng (Mabong) International 
Tourism Zone and its port city of Chongjin. What was planned in 2011 on the 
Chinese side as a 30 billion-yuan ($4.36 billion) development intended to 
showcase economic engagement between the two countries has stalled in recent 
months. No reasons have been given in official media. The area around the village 
of Nanping is dotted with half-finished buildings, cranes on empty lots and piles 
of concrete pipes, with only a few construction workers present. Dormitories 
for 20,000 North Korean workers are uncompleted.
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Man’po Special Tourist Zone

According to signboards in Nanping, (a Korean ethnic village in Yanbian 
prefecture), there were plans for 900-million-yuan worth of infrastructure 
investment in the area, including a 10-km (6-mile) train track connecting Nanping 
and the nearby village of Luguo to North Korea’s Musan mine, which has the 
largest-known iron ore reserves in the country. There is no real development 
on the Korean side between the border and the mine. The Chinese side still 
discourages visitors.

Comparison of Advantages in SEZs in North Korea Compared 
with Emerging Economies

Emerging economies have the strengths of being open economies supported 
by international finance. Their weaknesses include a lack of educated labor, poor 
infrastructure, (often) distance from developed markets, and often weak 
governments unable to give effective support.

In comparison, the strengths of North Korean SEZs are: a strong government 
able to give effective support; abundant supply of skilled and educated citizens; 
a common border with China; and a cost of skilled workers lower than in Japan, 
Taiwan or increasingly China. Their weaknesses include the fact that they face 
UN sanctions which prevent US and EU companies from freely investing; blocked 
Japanese and currently Korean companies; and a lack of international Western 
finance.



Building a Regional Logistics System 
for Northeast Asia

Inoue Satoshi

This chapter discusses interregional logistic connectivity in NEA, current 
issues involved in this and challenges ahead.

Why do we need a regional logistics system? The world economy is being 
regionalized, intensifying intraregional trade. We are seeing the regionalization 
of the supply chain. Many companies have relocated closer to their markets to 
minimize costs/time and to regionalize the supply chain. Market-oriented 
production is transforming the physical distribution from the conventional 
transport of goods to logistics/supply chain systems. Regional logistics systems 
are shifting in terms of strategic principles, from hub-and-spoke to point-to-point. 
For this transformation, an integrated approach is essential among countries of 
the region. 

Economies are changing from production driven to market driven. As 
people’s income rise in developing countries, the need for goods has become 
more diversified and shorter in life cycle. To respond to these rapid changes, 
companies have to listen to the voice of the market. Otherwise, no matter how 
efficient a company can produce goods, if there is no demand for it, the company 
will fail. And the quality of the logistics system is just as important as the quality 
of goods.

As mentioned, we are seeing a shift from a hub-and-spoke system to a 
point-to-point system. The hub-and-spoke system is losing its importance in 
global logistics systems, and it will be eventually replaced by point-to-point. 
Changes have already been taking place in air transportation. The quality of 
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logistics systems is definitely much higher with point to point. For Northeast 
Asia to further grow, it is essential to develop a good logistics system.

Source: Japan MLIT Maritime Report, 2017.

Figure 1. World container trade centers around East Asia

Source: Compiles from MLIT Port Statistics, 2011.

Figure 2. Partners of Japan’s containerized trade, 2011
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East Asia handled 58% of the world’s container traffic in 2015, and intra-East 
Asia container traffic is one-third of the world’s total. Nearly 70% of Japan’s 
containerized trade is from North East Asia. To support such an active 
containerized trade with Northeast Asian countries, an extensive network of 
container shipping has been developed over the years. For instance, in Japan–
China trade, nearly 80 weekly loops were provided.

Source: N. Kuroda.

Figure 3. Container shipping between Japan and China/Korea, services and ports of call

So, what is the problem with interconnectivity in the region? What matters 
to us today is not the number of the loops or ports, but transit time (actual 
saving days?) in this region. Take for instance, the Tomakomai port in the 
northern largest island of Japan (Hokkaido), it takes nine and a half days on 
average to sail to Shanghai, whereas it only takes 3.7 days if direct shipping 
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is provided. Basically, it takes an average of 10 days to get to Shanghai (across 
all services), but it would only take three days if direct shipping was available. 
Many containerships do not go directly to Shanghai, instead, they have to stop 
at multiple ports before arriving at the final destination.

Figure 4. Sailing days from Japan’s ports to Shanghai

We need direct point-to-point connectivity to enhance logistics connectivity. 
In the current situation, port-to-port shipping services are yet to be developed. 
Many are based on transshipment at hub ports in the region, resulting in longer 
transit times. Many are based on a loop of multiple-port calling, resulting in 
an unnecessarily longer transit time. The situation, therefore, is far from 
satisfactory to all shippers of the region and for the economies. 
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Figure 5. Current multiple-port and transshipment systems

A better option is what I would call direct container shipping services—
“marine shuttle services.” That is, frequent regular and direct shipping services, 
both container and Ro/Ro services. To materialize this shuttle service, a port 
city or region needs to consolidate its own cargo. We may need a consortium 
of shippers, alliance of partner port authorities, and regional call for business 
proposals from shipping lines. This can be achieved through strong leadership 
and regional initiatives. Government can provide support in expeditious customs 
clearance procedures and financial support. We should be aiming for a network 
of Northeast Asia shuttles among major ports in the region. This can be attained 
by joining forces rather than competing among stakeholders and by sharing best 
practices and experiences among ports. We should work together towards these 
marine shuttles. Only then, will Northeast Asia work as one integrated region 
in terms of logistics.

Moving in the Right Direction

In fact, the business world is already moving in this direction. In March 
2013, as a pilot project of the two countries, Nissan started to import its car 
parts from Korea, using chassis mutually authorized by Japan and Korea 
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governments. As compared to before, lead time from parts suppliers to Nissan 
factory, were reduced from seven days to four 4 days. Costs were also reduced 
due to the fact that there was now no need for double handling at terminals, 
export packing and labeling. The AEO approved logistics system also helps 
customs processing speed-up based on mutual recognition of AEO.

Another good example, is the project called the “North East Asia Logistics 
Network” (NEAL-NET). The project was agreed to by Japan, Korea, and China 
in 2010. It started operations in 2014, providing information on ship 
arrival/departure at ports and container movement in port terminals. It connects 
COLINS, Japan; LOG-INK, China; and SP-IDC, Korea. The participating ports 
are Tokyo, Yokohama, Kawasaki, Osaka, Kobe (Japan); Pusan, Inchon, Kwang 
yang (Korea); and Ningbo, Qingdao, nine other ports (China).

Strengthening Regional Connectivity in Northeast Asia

Although, these are very good signs of moving in the right direction, we 
must still stress the political importance of building up better logistics and 
connectivity in this region, otherwise the region’s great potential cannot be fully 
materialized. To this end the following priorities are proposed: 

 Reducing lead time (transit+waiting time) between ports of the region by
   > Introducing shuttle services North East Asia Shuttle (NEAS)
   > Harmonization of customs processing Mutual recognition of AEO
   > Coordinating information systems East Asia Port Community System
 Evaluate the progress and identify problems by 
   > Developing a “Regional Ports Connectivity Index” 
   > Analyzing statistical and geographical distribution as well as time 

trends of regional ports connectivity
   > Identifying problem ports of poor connectivity and implementing 

improvement measures



Part IV
 

Building a Northeast Asia Economic 
Community and Its Extended 

Regions



China-Japan-Korea FTA: Rationale, 
Prospects, and Challenges

Hyung-Gon Jeong

Why a CJK FTA?

China, Japan, and Korea are the three major trading states of the region and 
they are major global economic players. China, Japan, and Korea’s trade 
interdependence has grown during the past two decades from 11.9% in 1990 
to 19.5% in 2015, but it is still low compared to the EU and NAFTA. The 

Figure 1. Comparisons of intraregional trade
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growing trade interdependence between the three countries is reflected in each 
country’s major trade partner rankings. For Korea and Japan, China is the largest 
export and import partner. For China, Japan and Korea are the top two partners. 
Japan and Korea are the third and fourth major export partners. What’s interesting 
about the figure below is that Korea and Japan’s dependence on the Chinese 
economy has been growing, but China’s dependence on Korea and Japan has 
been declining since the mid-1990s.

Considering the size of economy, the proximity and potential economic growth, 
a CJK FTA seems to be an inevitable process. The growth of trade 
interdependence between the three countries constitutes a powerful economic 
rationale for a CJK FTA. A high-quality FTA is expected to enhance business 
environments in the participating countries as it covers investment and non-tariff 
issues. It represents the potential to create one of the largest economic blocs 
in the world. Thus, China, Japan, and Korea should continue efforts to find areas 
where the three countries share similar interests and look for concrete measures 
to pursue. An FTA is a viable option to spur economic cooperation among the 
three countries.

Current Status of a CJK FTA

From 2003 to 2009, a consortium of national research institutes from each 
of the three countries (KIEP-DRC-IDE-JETRO), which was formed in 2000, has 
conducted a series of studies on a possible CJK FTA. In 2009, the researchers 
recommended to leaders of the three countries to establish an official discussion 
mechanism among government official to discuss a CJK FTA. This was endorsed 
by the leaders of the three countries, and they agreed to establish a joint research 
committee, which would include the participation of government officials, 
scholars, and leading figures of business sectors in order to conduct a feasibility 
study on the CJK FTA. The joint study report was completed in December 2011 
and was endorsed during the CJK Trilateral Summit in May 2012.

In November 2012, a CJK FTA was officially commenced by the economic 
and trade ministers of the three countries. In March 2013, the first round of 
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negotiations took place. Apart from setbacks due to territorial and other 
diplomatic disputes, the three countries have shown determination to annually 
hold three rounds of negotiations. In January 2017, the 11th round of negotiations 
was held in Beijing. Delegates from China, Japan, and Korea discussed goods 
and services trade and investment.

Nevertheless, the slow pace of negotiation should be noted. Despite having 
started back in in November 2012, the general modality is still under discussion, 
and different interests among China, Japan, and Korea make it difficult to resolve 
the CJK FTA negotiation deadlock. 

There have, however, been efforts to move forward. There have been three 
rounds of negotiations per year despite political disagreements; there is a 
two-track negotiations system (ministerial level/working level); and to hasten 
negotiations, China, Japan, and Korea decided to consolidate the two-track 
negotiations system during the 10th round of negotiations. In addition, the 
coverage of CJK FTA discussions is very comprehensive. There are 19 WGs 
and EDs covering: Trade in goods, trade in services, investment, competition 
policies, TBT, SPS, customs, rules of origin, trade remedies, IPR, e-commerce, 
environment, government, procurement, food, and industrial competition.

Benefits of a CJK FTA

A CJK FTA is considered a win-win-win situation for all three countries. 
Further liberalizing of trade and eliminating tariffs, non-tariff barriers, and 
investment hurdles will benefit all three countries.
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Table 1. Simulation of the Scenarios

The scenario in which the three countries agree on a trilateral FTA at the 
same time has the largest economic benefit. One interesting point is that, in 
the case of Korea and Japan, each will see the bigger economic benefits if one 
signs the FTA with China earlier than the other. Also, if only two of the three 
countries sign an FTA, the country that is left out due to a trade diversion effect 
may either not be able to reap any benefits at all or even suffer economic losses. 
China, Japan, and Korea are key players in the world economy. A CJK FTA 
has the potential to serve as an important platform for other mega-FTA 
negotiations.

Intensification of Competition due to Similarity of Industrial 
Structures

The growing similarities between the three countries’ industrial structures have 
intensified competition between the three countries in the domestic and 
international market and are expected to create a significant obstacle to the 
implementation of a CJK FTA. This overlap, in terms of key export industries 
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is expected to create negative ripple effects from the fierce competition resulting 
from the wider market opening.

Table 2. Export Products in the Three Countries

Sensitive Sectors from the Standpoint of Tariff Rates

A CJK FTA could critically undermine those Chinese enterprises which are 
seeking to transition into high value-added manufacturing businesses.

Table 3. Import Ratio of Korea, China, Japan, by Tariff

Note: Based on HS 6 digit codes.
Source: Data updated based on Jeong and Bang (2011), UNCTAD Trains.
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Table 4. Comparative Advantage Index and Tariff Rates of Korea, China, Japan, by Industry

Notes: 1) Regarding the RCA, year 2013 data from UN Comtrade was used for calculation; for 
the tariff rate, year 2009 data from UN Trains was used. 2) The comparative advantage 
and tariff rates can differ depending on items within each industry.

Source: UN Comtrade; Jeong and Bang, 2011.

Table 5. Bilateral Trade Balance of CJK at Individual Industry Level ($100 million)

Note: UN Comtrade database, HS2002 version.
Source: UN Comtrade, data updated based on Jeong and Bang.
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Looking Forward

Tariff dispersion, the economically as well as politically sensitive sectors of 
each country, and the varying level of competitiveness of individual industries 
suggest that the conclusion of a high-level CJK FTA will be no simple task 
to achieve. China’s reluctance toward further liberalization in certain services 
industries to Korea and Japan will lower the overall merits brought by the FTA.

The three countries’ willingness to adopt a flexible and cooperative attitude 
toward economically sensitive sectors will be a critical point for a successful 
and meaningful FTA. A comprehensive CJK FTA would also open more 
possibility to level-up the quality of RCEP, thus creating an important platform, 
which stems from the interest of the East Asian region, for other mega-FTA 
negotiations. It is also important to note the significance of Japan’s support for 
a successful CJK FTA, for it is the only country which participates in both RCEP 
and TPP negotiations. Korea, which already has a high-level FTA with the United 
States and the EU, could play an active role in shaping the outcome of a CJK 
FTA as well as RCEP.

There is another significant hurdle that the three countries need to overcome: 
the rising regional diplomatic and security tension between the three countries. 
Lack of mutual trust has always been a key issue preventing further institutional 
cooperation in the region. A competition for regional leadership between China 
and Japan has resulted in severe diplomatic and political tension.



Building an East Asian Economic 
Community: Process and Dilemma

Guo Yanjun

Building an economic community is not only a market economic process, 
but also, and perhaps more so, a political process (political will). Northeast Asian 
countries have yet to start a political process of economic community building. 
For East Asia; however, economic community building has already started. Thus, 
the focus of this discussion is on East Asia community building rather than 
Northeast Asia.

East Asian Economic Community building began with Malaysia’s proposal 
in 1990: the East Asian Economic Caucus. It drew strong objection from the 
United States. The concept of an East Asian Economic Community (EAEC) 
originated from the proposal to build an East Asia community (EAc) by the 
East Asia Vision Group (EAVG I) in 2001. The EAVG expected that “the 
economic field, including trade, investment and finance, is to serve as the catalyst 
in this community-building process.” After establishment of the East Asian 
Summit (EAS) in 2006, more countries were involved in community building 
in the East Asia region. The EAS ministers noted that they recognized that the 
EAS could make a huge contribution in establishing the East Asia community. 
Even though the EAS was focused on economic building, it is a part of East 
Asia community building. From then on, the EAS focused on economic 
cooperation in these regions and evolved the process of economic community 
building.
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In the 2012 ASEAN PLUS Three (APT) summit, the second EAVG proposed 
realizing an EAEC by the year 2020. This proposal was adopted by the APT 
Commemorative Summit on that year. Since then, we can recognize some of 
the achievements made of the APT:

 Establishment of the ASEAN Economic Community (AEC)
 Launching of the Chiang Mai Initiative Multilateralization (CMIM) 
 The transition of the APT Macroeconomic Research Office (AMRO) to 

an international organization
 Launching of the Regional Comprehensive Economic Partnership 

(RCEP) negotiations 

Source: IMF 2016, Directory of Trade Statistics.

Figure 1. Intraregional trade (%)



99Building an East Asian Economic Community: Process and Dilemma

Economic Performance

Some Findings

What is the current situation in terms of economic performance in the East 
Asia region? The level of economic integration of East Asia (not including Japan) 
in term of trade is low. There remains a lack of a multilateral FTA. China, 
Japan and Korea lag behind in terms of intraregional trade. Currently, the ASEAN 
Economic Community is at a low level. APT countries enjoy a very high level 
of economic integration both in terms of trade and investment and the movement 
of people, but a low level in capital. Nevertheless, the economies of APT countries 
are still very dynamic. In addition, Australia and New Zealand have closer trade 
relations with Asian countries. However, financial cooperation lags far behind 
the trade and investment in this region.

Challenges 

Is the EAEC 2020 a mission impossible? The EAEC aims to realize a region 
of shared interests featuring equitable, inclusive, balanced and sustainable 
development with free movement of goods, services, investment, and people as 
well.

ASEAN

ASEAN sees itself as the “driving force” in regional cooperation; however, 
ASEAN appears more focus on maintaining its “centrality” in the regional process 
rather than acting as driving force. ASEAN’s focus is on enhancing its own 
community building (ASEAN’s) The EAEC does not seem to be a priority. 

China, Japan, Korea (CJK)

CJK account for more than 85% of the region’s GDP. Thus, CJK cooperation 
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is crucial to building an EAEC. It was expected that a CJK FTA would not 
only bring massive economic benefits to the three countries in terms of trade, 
production and economic welfare, but also contribute to introducing suitable 
agreements that would accelerate trade and investment in the region as a whole. 
Unfortunately, the speed of the CJK FTA negotiation process has been rather 
slow. Improvements in the bilateral relations of these three countries a 
much-needed impetus impetus to a CJK FTA.

Vitality of APT

The APT is the main vehicle of East Asian Cooperation and the best platform 
to facilitate the EAEC process. But it has weakened in recent years in the face 
of a rising EAS and other regional frameworks and mechanisms. New multilateral 
cooperation mechanisms, particularly recent ones from China, seem to be moving 
regional cooperation and integration beyond the conventional subregional 
approach toward a more inter-subregional cooperation approach. Therefore, 
finding an answer to ‘how to revitalize APT cooperation’ is crucial for EAEC 
building. 

Membership

Membership issues are often a point of contention in community-building 
processes. When the EAVGI called upon East Asian countries for the first time 
to take steps toward building an East Asian community (EAc), an East Asia 
Free Trade Area (10+3) was one of the key proposals in terms of economic 
cooperation. Whereas in the EAVGII report, it is suggested that the East Asia 
Economic Community seek to create a single-market and production base through 
the establishment of the RCEP, which includes 16 members (10+3+3). Clearly, 
questions over membership remain: What should an EAEC be like by nature? 
Who should be included? 
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Way Forward: An EAEC Blueprint

According to the EAVGII report, the EAEC will consist of the following 
key elements: a single market and production base; financial stability, food 
security; energy security; equitable and sustainable development; and active 
engagement with the world economy. For this agenda to materialize, the EAEC 
blueprint aims to formulate goals, quantitative indicators, approaches of 
implementation, and a timetable. 

In the process of formulating the blueprint, we must pay attention to some 
important issues. First, we must properly handle the relationship between the 
EAEC and other initiatives and mechanisms, such as the AEC and RCEP 
negotiations. Second, given the fact that ASEAN is currently promoting multiple 
regional processes at the same time, it is necessary to take full account of the 
working pressure and practical challenges that EAEC blueprint formulation brings 
to some ASEAN members. Third, a high-level taskforce should be set up to 
review and summarize the progress made in regional integration and to draw 
up the EAEC blueprint as well.

The steps involved: 

1. Authorized by Track I of APT countries, establish a senior task force 
to study and formulate the EAEC blueprint; the ASEAN Secretariat 
provides administrative support, the Network of East Asia Think-tanks 
(NEAT) and the East Asia Forum provide intellectual support.

2. Submit the blueprint to the ASEAN Plus Three Foreign Ministers’ 
Meeting for deliberation; to be adopted by the Leaders’ Meeting; to 
be implemented as the guiding document for the EAEC building. 

3. The Committee of Permanent Representatives to ASEAN Plus Three 
reviews and assesses the implementation of the blueprint and submits 
an annual report to the ASEAN Plus Three Summit. 

To substantiate ASEAN centrality, first, ASEAN needs to fulfill its promise 
to transform itself into a rules-based organization and build a credible AEC. 
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Second, ASEAN should set a clear goal of higher level of commitments for 
the RCEP negotiations while leaving enough flexibility to the least-developed 
members. Third, the Plus Three countries should stand and work together to 
provide strong support for the realization of the AEC and ASEAN 
capacity-building.

The CJK FTA and RCEP should be concluded as early as possible. The 
CJK should be the driving force of EAEC. The RCEP should be prompted not 
only as an economic integration process but also as a process toward a regional 
community in the long run. Politically, ASEAN centrality is supported by all 
the other six members of the RCEP. Economically, APT cooperation has already 
made much practical progress in many areas. Therefore, the APT process can 
be seen as a good foundation for the RCEP process. 

The APT should be revitalized:

 Further promote dialogue, consultation and consensus among APT 
countries and with other major powers in the region for the maintenance 
of peace, security and stability in East Asia region.

 Focus on economic and trade cooperation which mainly includes 
promoting SMEs development through capacity building, technology and 
innovation sharing, increasing access to financial sources; enhancing 
market access and internationalization; enhancing policy and regulatory 
environment, and human capital development.

 Continue to strengthen financial cooperation to ensure regional financial 
stability through reinforcing the CMIM and making full use of the 
AMRO.

 Enhance connectivity in infrastructure development, cultural and 
people-to-people exchanges. ASEAN has shown an appreciation for such 
initiatives as part of China’s “Belt and Road” Initiative, Japan’s “High 
Quality Infrastructure Partnership” and ROK’s annual forum on 
connectivity.

 Promote cooperation in narrowing development gaps. In this regard, 
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ASEAN looks forward to the support from the Plus Three countries in 
implementing of the new IAI Work Plan.

 Promote cooperation to address emerging challenges such as nontraditional 
security issues, including terrorism, cybercrime, aging population, 
communicable diseases, urbanization and poverty alleviation.



The Russian Case

Pavel Minakir

The Russian Economy: Expectations

After seven quarters of decreasing Russian GDP, it showed a positive turn 
in the fourth quarter of 2016—plus 0.3% compared to the fourth quarter of 2015. 
The OECD, IMF, and WB have published forecasts with an estimated gross 
rate for the Russian Economy in 2017 on a level of 101.4%. Russian estimates 
for 2017 put this at 102%. But the more fundamental question is another one. 
Is the slight economic growth based on fundamental changes in structural and 
institutional trends or are these expectations connected with a future drift in global 
oil prices? If the right answer is the second option, then the probability of realizing 
abovementioned forecasts is very low.

The fundamental factors for the Russian economy are net exports and 
domestic demand. There, activization can happen on the basis of massive 
investments only. Domestic sources of investments are hampered by poor 
economic and political institutions and a deficit of confidence. Foreign sources 
of investments are blocked by Western sanctions
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Figure 1. Russia’s foreign trade (US$ billion)

The most optimistic estimation of Russian economic growth for 2017-2020 
is 1.5-2% per year. This means that the Russian economy could see long-term 
stagnation, and even periodic depression in the case of internal or external market 
shocks. One such external shock was evident recently in the form of a new 
US law on Russian sanctions.

The Advantages of and Obstacles in the Way ‘to Asia’

There is room for optimism, and this is based on the potential advantages 
of promoting the ‘way to Asia’. None of the Asian countries hold a hostile 
disposition toward Russia, all the major regional players can be said to have 
good relations with Russia. Unlike Europe, Russia in Asia doesn’t have to deal 
with a desire to use ‘value-based leadership’ to establish advantageous to rules 
of the game. Asia’s approach is more pragmatic.

Although Russia has attempted to make this turn toward the East since 1987, 
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the legacy of history was an impediment. Russia’s new ‘turn to the East’ declared 
at the end of 2012, may be different. I came about after political relations with 
Europe took a turn for the worst, this may actually give Asian partners confidence 
in the irreversibility of this ‘turn to the East’.

Asian countries focus more on Russia as an economic presence, on its 
resource capacity, and on the fact that the acquisition of these resources depends 
on Russia ‘turning to the East’. However, the leading Asian economies maintain 
a high level of nontariff barriers that hinders the liberalization of markets and 
particularly the market entry of new major players in nonenergy goods.

Figure 2. Macro indexes, 2009-2016, %, 2009=100
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Figure 3. Russia’s geographical structure of foreign trade turnover (%)

Russia’s Eastern Policy and the China’s Belt and Road Initiative

China’s Belt and Road Initiative (BRI) represents a potential conflict of 
interest for Russia. 

First, Russia, is experiencing considerable difficulties in maintaining its 
influence in areas of the former USSR, it is thus particularly sensitive to any 
other political and economic influence in the former Soviet Republics of Central 
Asia. Second, BRI could, if not block, then greatly complicate the prospects 
for the Eurasian Economic Union proposed and pursued by Russia. Third, efforts 
and expectations regarding Eurasian transit through Russia via the Trans-Siberian 
and BAM are devalued. Fourth, the shift of China’s focus to the Central Asian 
region and the southern trans-Eurasian transit corridor threatens to devalue the 
means of and efforts invested in the Russian Far East.

Of course, Russia has no real opportunities not only to oppose, but also 
to simply compete with China in providing trans-Eurasian transit. In order not 
to worsen its position as one of the main players in the resource sector of 
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Northeast Asian economy, Russia has at least at a political level supported the 
China’s initiative. For Russia, it is important to maintain this position in Northeast 
Asia because China has persistently pushed it out of its position as the main 
trading partner for countries in Central Asia. China overtook Russia in 2013 
in terms of trade turnover ($ 50 billion against $ 32 billion from Russia) with 
Central Asia. 

Russian Far East: Institutional Attempts

As a part of the national ‘turn to the East’ policy, Russia is trying to 
overcome internal and external problems with the economic development of the 
Russian Far Eastern; it is doing so through institutional efforts. This has taken 
the form of Territories of Advancing Social and Economic development (TASED) 
economic zones, where radical deregulation and large-scale tax incentives have 
been carried out for the domestic and foreign investors.



Mongolia and a Northeast Asia 
Economic Community

Ganbold Baasanjav

The political environment of Northeast Asia remains challenging. There 
continues to be heightened military tension on the Korean Peninsula; a lack of 
strategic trust between major powers; territorial and maritime disputes; as well 
as nontraditional security challenges. However, we can also see major regional 
initiatives toward economic cooperation, such as the One Belt, One Road 
Initiative (China); the Eurasian Economic Union (Russia); NAPCI, Eurasia, Silk 
Road Express (Korea); the ‘Steppe Road’ UB Dialogue Initiative (Mongolia); 
and the AIIB, Gobitec, and Asian Super Grid.

The Mongolian Government’s Action Plan

Mongolia’s Sustainable Development Vision 2030 aims for Mongolia to 
become a transportation “bridge” between Asia and Europe. In addition, the 
Action Program of the Government of Mongolia for 2020 will commence relevant 
studies on concluding Trade Facilitation Agreements with main trade partners 
and other countries and reduce tariff and non-tariff barriers in trade. It also aims 
to enhance multilateral cooperation in transportation, develop transit transportation 
through joining regional integration processes in infrastructure and transportation. 

Mongolia sees itself as a key player in terms of connectivity between Asia 
and Europe. From the Mongolian perspective, it can become a transportation 
“bridge” between Asia and Europe. Mongolia supports the initiative of transport 
corridor development in the Greater Tumen Initiative (GTR), including in Eastern 
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Mongolia as this is crucial for the development of GTR and Mongolia. It also 
supports the Program of Trilateral Economic Corridor in its efforts to conduct 
studies on the Tumen River Transportation Corridor project, also referred as 
“Coast-2” corridor, (Choibalsan-Sumber-Rashaan-Ulanhot-Changchun-Yanji-Zarubino); 
and to pursue FTAs and EPAs with the regional countries to attract investments, 
facilitate trade and services 

Mongolia has actively engaged in a partnership with Japan, resulting in the 
Mongolia-Japan EPA, signed in 2014. The objective of this is to create new 
economic dynamism between Mongolia and Japan through: 

 Liberalizing and facilitating trade in goods and services 
 Facilitating movement of natural persons 
 Increasing investment opportunities and strengthening protection for 

investments and investment activities 
 Enhancing protection of intellectual property 
 Promoting cooperation and coordination for the effective enforcement 

of competition laws 
 Establishing a framework for further reinforcing, broadening and 

deepening bilateral cooperation in all fields relevant to trade and 
investment and improvement of the business environment

 Creating effective procedures for the implementation and operation of 
this Agreement and for the prevention and resolution of disputes

Mongolia’s FTA Strategy

Mongolia also has an active and ambitious FTA strategy. In June 2016, 
its EPA with Japan took effect. As a result, bilateral trade grew by 17% in 
2017, and there is renewed interest from Japanese investors. In October 2016, 
Mongolia commenced a Joint Study on EPA with Korea. This EPA could boost 
trade, investment, industrial and technological cooperation; encourage 
institutional improvement; and reduce dependence on Russia and China. In May 
2017, the start of a Joint Study on an FTA with China was announced.
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Mongolia is also involved in a Trilateral Economic Corridor that is being 
discussed at the summit level among Mongolia, China and Russia. At the third 
summit meeting in June 2016, the parties signed the economic corridor program. 
The Trilateral Economic Corridor includes Mongolia’s Steppe Road, Russia’s 
EAEC and REPR corridor, and China’s Silk Road, OBOR. 

Figure 1. Trilateral Economic Corridor

Outlook for Mongolian Railway Infrastructure

Trade between China and the EU through the Eurasian territory is reaching 
a total value of $600 billion per annum, the equivalent of 3 billion metric tonnes, 
out of which 98% goes by maritime transportation and the remaining 2% by 
railway transportation. Railway transportation between China and the EU is 
expected to reach 20% of total transportation or 600 million tonnes by 2025, 
and is to be carried out by Trans-Asian, Trans-Manchurian and Trans-Mongolian 
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railway. The Trans-Mongolian Railway is the main rail link between Mongolia 
and its neighbors. The current capacity of the main rail link is somewhat near 
24 million tonnes per year, which requires urgent action. The Northern Railway 
project and Dual Track Railway project are key projects in the Economic Corridor. 

Figure 2. Eurasian railway routes by 2025

Figure 3. Economic Corridor, Northern route
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Source: Government of Mongolia.

Figure 4. Railway transit corridors

Source: Government of Mongolia.

Figure 5. Road transit corridors
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Challenges of Implementing the Trilateral Economic Corridor

Challenges remain in implementing the Trilateral Economic Corridor. 
Priority projects must be identified given the importance of railways and road. 
Financing of the projects, especially priority projects, must be secured. The 
financing sources could be a combination of national government, private, PPP, 
and multilateral funders (AIIB, BRICS New Development Bank, SCO Interbank 
Consortium, Silk Road Fund, other national and multilateral financial institutions). 
In addition to financing, the legal environment remains a challenge.



Joint Development of the Russian Far 
East as an Integral Part of a Northeast 
Asia Economic Community

Sergei Sevastianov

The Changing Economic Order in East Asia

Given recent changes, are Europe’s lessons for Asia still relevant; that is, 
is the EU still a model? The European case may be unique. It has a specific 
geopolitical, historic, and political heritage and the United States long encouraged 
deeper EU regional cooperation in a way that it did not in East Asia. Asia’s 
institutions were primarily concerned with protecting fragile domestic sovereignty, 
rather than EU-style integration. ASEAN is an example of this. Deep economic 
integration is simply too difficult without forms of political cooperation.

East Asia continues to face the influence of nationalist forces, beliefs, and 
persistent problems in bilateral ties (THAAD, comfort women, historic issues and 
grievances, maritime territorial disputes.). More recently, it has been confronted 
by the United States’ withdrawal from the TPP. This has led to an uncertain outlook 
for the successful launch of the TPP (some members are encouraging Japan to 
take the leading role, but China would not be happy with that); and it has indirectly 
opened the way for TPP Asian member countries to concentrate more efforts on 
promoting the Regional Comprehensive Economic Partnership (RCEP). 

The RCEP is a signature project for China to promote East Asia economic 
integration. Compared with the TPP, the RCEP is a mid-level FTA and less 
ambitious. Making progress on RCEP negotiations should not be a major issue 
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as six countries (China, Japan, South Korea, India, Australia, New Zealand) have 
already finalized individual FTAs with ASEAN (10 countries) in the form of 
ASEAN+1 FTAs. But, for Japan, the RCEP is not a priority. 

Even with efforts for a TPP or RCEP, the regional lacks adequate economic 
integration institutions. Negotiations on a China, Japan, Korea Free Trade 
Agreement (CJK FTA) have been postponed or even frozen many times (for 
example, from 2012 until 2015, and in 2017 its meeting is still uncertain due 
to bilateral problems between the countries. TRADP was developing steadily 
while strengthening its institutional infrastructure and capability to improve 
economic cooperation in Northeast Asia in different functional areas. However, 
it has experienced several serious drawbacks. In addition, Japan and now North 
Korea, are not participants. The delegations of participating countries led by lower 
level officials (at deputy ministers level).

How to Improve Northeast Asia Economic Cooperation

To improve Northeast Asia Economic Cooperation the physical and 
institutional infrastructure gap must be narrowed. This might involve transform 
the GTI into an international organization, an idea that the Korean government 
is pushing ahead with, and make good use of the multilateral cooperation 
mechanism in establishing regional industrial belts in Northeast Asia. We could 
also promote efficient and low-priced logistics and transportation for industrial 
cooperation or regional development, taking into account the characteristics of 
Northern Area’s industrial structure which is focused on natural resources.

Let us rely on popular logical thesis: If you could not solve the small (core) 
problem, you should firstly try to enlarge it (put it into larger framework). What 
does this mean in our case? When regional economic integration among core 
NEA countries is stagnating, you should try more actively to incorporate the 
transborder territories of the so-called Northeast Asia periphery countries (Russia, 
North Korea, Mongolia) to form bilateral and trilateral transportation corridors 
and then use them and other comparative economic advantages of these 
transborder territories to construct regional industrial belts.
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Transportation Corridors and Economic Cooperation Projects in Northeast Asia

The geographic strategic location of North Korea makes it a key part of 
the proposed Northeast Asia transportation corridors and economic integration 
projects. However, bilateral and trilateral transportation and economic cooperation 
projects with North Korean participation (Russia-North Korea-South Korea and 
others) currently cannot be realized due to the very difficult political and 
dangerous security situation on the Korean Peninsula (see latest UNSC Resolution 
2371, adopted at July 05, 2017). Given this situation, to start the formation of 
a Northeast Asia regional economic community we should rely on the resources 
and territories of two other actors: Mongolia and the Russian Far East (RFE).

To start the formation of the Northeast Asia economic community formation 
we should make the most of the China-Mongolia-Russia and China-Russia 
Economic Corridors. We should promote the establishment of an industrial 
network by utilizing the China-Mongolia-Russia Economic Corridor, the topmost 
development cooperation plan for the transnational cooperation in Northeast 
Asia’s Northern area. The proposed plan outlines that the China-Mongolia-Russia 
Economic Corridor encompasses cooperation in transportation infrastructure, 
customs, economics, investment, tourism, etc. Among the several projects to set 
up major industrial belts in Northeast Asia based on the comparative economic 
advantages of transborder territories, we recommend to start by developing two 
Russia-China projects: the 1st belt (Harbin-Mudanjiang-Suifenhe-Vladivostok) 
and the 2nd belt (Changchun-Yanji-Hunchun-Zarubino/Rason). This takes into 
account that the two belts also overlap with the China-Mongolia-Russia Economic 
Corridor.

Regional Development in the Russian Far East

Development of the Russian Far East is constrained by several factors:

• Small population (RFE 4,5% of Russia)
• Weak economic power (per capita GRP: US$13227 in 2012)
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• Low workforce productivity (40% compared to Korea)
• Cross-border barriers: customs and migration policy
• Underdeveloped infrastructure and industry
• Dependence on state investments

However, there are some promising areas as well. There is strong potential 
for cooperation in resource-based industries such as energy, agriculture, fishery 
and forestry but limited potential for producing added value (high need to develop 
processing industries). Tourism, transportation and logistics, energy and 
environment, and agriculture and fisheries are other promising areas. 

Figure 1. ESPO project

Rejection of the Previous So-called New Energy Politics

Until lately, Moscow was unwilling to give a majority stakes to foreign 
companies in oil and gas projects (NEP). However, in February 2015, Deputy 
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Prime Minister A. Dvorkovich stated that he did not see any political obstacles 
to surrendering shares of over 50% in the strategic oil and gas deposits of Russia 
to Chinese companies, except for projects on the continental shelf of Russia. 
Later, the same conditions were openly proposed for Japanese businessmen. This 
statement indicated a significant change in the Kremlin’s traditional approach 
toward full national control of oil and gas deposits on its territory. 

Figure 2. Power of Siberia gas pipeline

Transborder Cooperation

Russia and China are experiencing growing interest in developing 
transportation corridors between the ports of Primorsky territory and the Chinese 
provinces of Heilongjiang and Jilin: 

• Dalian port is overloaded, making cargo transfer expensive. 
• Jilin and Primorye are interested in the development of a transportation 
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corridor: Niigata (Japan)–Busan (South Korea)–Zarubino (Russia)–Jilin 
Province (China). [Primorye 2 project]

• Heilongjiang and Primorye are interested in development of a 
transportation corridor: ports in Japan and South Korea–ports 
Vostochniy/Vladivostok (Russia)–Heilongjiang (China). [Primorye 1 
project ] Incorporation into Chinese Silk Roads” global strategy.

Figure 3. Transportation and logistics

In addition, Vladivostok has been proposed as a free port with numerous 
incentives for investors. It is being promoted as a center of international 
cooperation in the Asia Pacific Region (APR) to provide such services as: 
logistics; tourism; recreation; culture; education (FEFU). There is now a visa-free 
regime (8 days, 18 countries, all Northeast Asian countries are included).
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Figure 4. Priority development areas

Cross-border Infrastructure Industrial Belts (CBIB)

CBIB represent multinational industrial zone created along the land 
transportation routes across borders. CBIB were conceived to reduce or eliminate 
barriers to economic exchange in Northern Area; free up movement of factors 
of production; and stimulate industrial cooperation. It envisions the establishment 
of three cross-border networks (intermodal transportation, production network 
and city network).

A recent study (2016) by the Korean Institute of Human Settlement (KRIHS), 
based on comparative economic advantages of transborder territories, selected 
three major CBIBs in the Northern Area:

 Harbin–Mudanjiang–Suifenhe–Vladivostok Belt (agro-fishery and wood 
processing, food production, petrochem.) 

 Changchun–Yanji–Hunchun–Zarubino/Rason Belt (agro-fishery products 
processing, food production, bio production)
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 Shenyang–Dandong–Sinuiju Belt (advanced textile and clothing manufacturing, 
advanced equipment, etc.).

Figure 5. Harbin-Mudanjian-Suifenhe-Vladivostok industrial belt

Figure 6. Changchun-Yanji-Hunchun-Zarubino/Rason industrial belt
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Conclusions

Perspectives for East Asia Regionalism

The EU’s serious troubles (resulted in its reduced status as a benchmark) 
have undermined any chance of EU-type institutional innovations occurring in 
East Asia. The consequences of the US isolationism are not clear yet. In theory 
it clears the way for Chinese leadership in economic regionalism in Asia Pacific 
and East Asia. However, being a developing economy, Beijing is not yet ready 
to take this role. Besides, possible attempts by Tokyo to lead the TPP could 
further deteriorate China-Japan relations, and slow down the integration process 
in the RCEP format.

Perspective for Northeast Asia Economic Community

The role of regional institutions and forums:
 CJK should be working in a permanent regime, but bilateral ties are bad.
 Transforming the GTI into an international organization, and making 

good use of this multilateral cooperation mechanism to establish 
industrial belts in Northern Area (NEA).

 Special role of the annual Eastern Economic Forum (EEF) (Vladivostok): 
Promoting international cooperation in RFE priority development based 
on preferential investments regimes (PDA & VFP). Plus new functional 
area for cooperation–at 2017 EEF “Technology park Russian” at the 
Russian Island (at FEFU campus) would be inaugurated. Contributing 
to institutionalization of Northeast Asia cooperation–as an alternative 
integrator for Northeast Asia during times of security crisis on the Korean 
Peninsula. For 2017, the EEF participation of leaders from Russia, Japan, 
South Korea, and Mongolia is confirmed.
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Recommendations

In a new geopolitical reality Russia’s “pivot” to the East became inevitable. 
Thus, we have seen the emergence of new proposals and the realization of existing 
Russia-China, Russia-Korea, Russia–Japan bilateral and trilateral projects in 
Northeast Asia. It makes sense for businessmen from Northeast Asian countries 
to consider active engagement in new projects in the Russian Far East and 
especially in the southern Primorsky region, capitalizing on new favorable 
investments regimes (PDA & VFP). These projects could be bilateral (with local 
business participation at the RFE territory) and/or become a part of future 
industrial belts in Northeast Asia.



Part V

Financial Cooperation in 
Northeast Asia



Financial Cooperation in 
Northeast Asia

Maeda Tadashi

Investment Needs

The two largest countries in Northeast Asia are Russia and China. The 
Russian Far East, however, for many years now lags behind other parts of Russia. 

Source: Presentation by Masahiro Kawai, Graduate School of Public Policy, University of Tokyo, 
2016 NEA International Conference for Economic Development in Niigata.

Figure 1. Needs for infrastructure investment in Northeast Asia
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The same can be said of China’s Northeast. In addition, we have the situation 
of North Korea. How is this to be dealt with? That issue will continue to have 
an effect on Northeast Asia (and beyond). Moreover, we face a huge need for 
infrastructure in this region. The biggest need for infrastructure investment is 
in Northeast China. One estimate puts the total annual investment need for the 
region at US$62.9 billion.

Northeast Asia—Where Initiatives Meet

Several initiatives for economic development and investment have been put 
forward and are being implemented, including China’s OBOR, The Far East 
Development Plan (Russia) and the Trans-Pacific Partnership (TPP). One of the 
issues of contention among actors in the region (e.g., China and Japan) is the 
ambiguity surrounding the concepts, in particular the OBOR concept, as well 
as outdated geopolitical theories (written in 1990s). Thus, we need to clearly 
define the region of Northeast Asia and the concepts and theories we are adopting 
now, otherwise our discussion will be outdated.

 Regarding Russia, Putin has shifted the country’s focus from European 
side to the Asian side (e.g. Far East development plan which includes). 
This focus includes the goals of attracting foreign investment and job 
creation in Far East and Baikal regions. The dramatic population decrease 
of 20% in the region has had a considerable impact in Russia, including 
on its policy.

 It is also important to note that the Japanese priority is NOT China- 
Japan-Korea; the priority is how to keep the momentum of the TPP after 
the United States’ withdrawal. From the US perspective, the priority 
appears to be renegotiation of NAFTA

 Another question is: Will Canada+Mexico also be part of a TPP (?)

At the moment, it seems unlikely that we will read a Trans-Pacific agreement, 
given the situation in the United States under a Trump administration. From 
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the Japanese perspective, there is now momentum building towards agreements 
with Europe. Japan already has a trade agreement with the EU and it is now 
focusing on a trade agreement with the United Kingdom. The initiative for a 
China-Japan-Korea agreement has now lost momentum from a Japanese 
perspective.

Figure 2. Northeast Asia: Where initiatives meet

Japan and Infrastructure Initiatives

Japan’s position toward the OBOR was summarized in comments by the 
Japanese Prime Minister made at a conference on the Future of Asia (June 2017): 
“I would expect that the “One Belt, One Road” initiative will fully incorporate 
such a common frame of thinking, and come into harmony with the free and 
fair Trans-Pacific economic zone, and contribute to the peace and prosperity.” 
Japan’s position is the infrastructure should be open to use by all; procurement 
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should be transparent and fair; projects should be economically viable—to be 
financed by debt that can be repaid and not to harm the soundness of the debtor 
nation’s finances. Japan is ready to extend cooperation from this perspective. 
Japan has also made clear that it welcomes the vision for Far East Russia and 
a base for exports to Asia and the Pacific Region and that it welcomes partnership 
among Russian with Japanese companies. 

Japan has proposed a ‘Quality Infrastructure Initiative’. What does quality 
mean? It means life cycle cost-saving, debt sustainability, alignment with 
development plans, environmental and social considerations and disaster risk 
reduction, good human resources and institutional development. Japan is aims 
for expanded partnerships for quality infrastructure. This initiative includes a 
provision of financing of approximately US$2 billion as a target for the next 
five years to infrastructure projects around the world. Japan has and continues 
to be ready to partner with organizations in this endeavour.

Figure 3. Japan’s financial cooperation with partner institutions
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Recent Initiatives

Support for Project Development

The Far East JPPV was agreed to in April 2017 as a joint initiative between 
Russia and Japan. It includes 17 economic zones). It is to provide project support 
and serve in an advisory capacity. It will coordinate with Russian authorities 
to resolve issues (regarding project support); it is designed to promote investment 
environment improvement; and to be used as an instrument to solve problems 
investors face.

Regarding North Korea, of all the special economic zones (SEZs) in the 
area in North Korea, Rason has best chance of materializing. They can learn 
from the Russian case.

Figure 4. Support for project development

Equity Investment for Enhancing FDIs

JBIC and RDIF both have agreed to invest invest US$500 million each 
through a joint investment framework to seek and realize attractive investment 
projects to promote economic, trade, and investment cooperation between Japan 
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and Russia) (December 2016). We are looking towards a JBIC + RDIF partnership 
in a Russia Japan Investment Fund (RJIF). We are mindful, however, of US 
and European sanctions.

Figure 5. Equity investment for enhancing FDIs

On a Northeast Asian Development Bank

There is great potential and need for a Northeast Asian Development Bank. 
Its focus should not be on sovereign governments (this would lead to geopolitical 
problems), rather, the focus should be on local and municipal government and 
in helping the private sector. Its focus should also be on enhancing cross-border 
infrastructure.



Bilateral Financial Cooperation in 
Northeast Asia

Jai Min Lee

Recent Developments Regarding the NEADB Issue

Tension in Northeast Asia remain high, this is due to the situation with 
North Korea. North Korea has not stopped its provocations regardless of 
international sanctions. South Korea’s new president has proposed a dialogue, 
but has had no answer from North Korea. In addition, the relationship between 
South Korea and China has worsened due to disagreements over the matter of 
THAAD deployment. It is difficult to predict how long such political uncertainty 
will persist in the region. This political uncertainty has made discussion about 
a Northeast Asian Economic Development Bank (NEADB) more difficult. 

However, the New South Korean government’s strategy of restoring inter- 
Korean relations via negotiation might break the current deadlock. It is highly likely 
that the issue of the NEADB will be raised during new presidency of Moon Jae-in.

It is important to identify and establish a viable framework before creating 
the NEADB as political situations improve in the future. Strengthening financial 
cooperation in Northeast Asia is one way we can bring about changes. Strengthening 
the financial cooperation on the NE regions is something we can work on. 

Previous Suggestions for Financial Cooperation in Northeast Asia

Two previous proposals include a 1) joint venture bank of China, Japan, 
and Korea that also involves a Russian bank and the ADB in some capacity; 
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and 2) a multilateral development fund (Northeast Asia fund) rather than a 
development bank. Under this fund, development banks from the three countries 
(Japan, China, Korea) would enter into a ‘co-investment program agreement’ 
to create and international fun. The Fund will provide financial support to 
development projects in the NEA region by attracting many institutional investors 
and commercial banks.

Another suggestion for financial cooperation in Northeast Asia was the 
utilization of the GTI ECA Council (Greater Tumen Initiative, Export Credit 
Agency Council). The GTI is the only Northeast Asian consultative body with 
a secretariat dedicated specifically to the development of this area. In September 
2014, The GTI launched the ECA (Export Credit Agency) council to seek financial 
cooperation opportunities. The GTI ECA can act as a platform for financing 
development projects in NEA. Although, the advantage of the ECA Council lie 
in its ability to utilize ECA network, this has not yet yielded significant results.

Unfortunately, the suggestions listed previously have yet to be realized. That 
is, we haven’t witnessed any case of multilateral financial cooperation to date 
in this region. In retrospect, we should search for a more feasible and simpler 
way for financial cooperation. The previous suggestions were based on 
multilateral cooperation. This multilateral cooperation can be achieved only when 
more than three parties agree. This is quite challenging to achieve, and perhaps 
particularly so in this region (more than I had imagined). 

Bilateral Financial Cooperation

Rationale

Given the challenges to multilateral financial cooperation, it is time we 
examine an alternative: Bilateral financial cooperation. Bilateral cooperation may 
prove to be much more feasible than multilateral cooperation. Bilateral cooperation 
could lay the foundation for multilateral cooperation; it could facilitate multilateral 
cooperation in this area. Starting from bilateral cooperation is a better strategy 
to promote financial cooperation in Northeast Asia.
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Procedure

First of all, development banks of Northeast Asia member countries sign 
an MOU on bilateral financial cooperation. They form a consultative committee, 
if possible, whereby a bank from each country participates in the consultation 
committee. The China Eximbank, JBIC, Korea Eximbank, VEB in Russia, and 
the Development Bank of Mongolia are the most likely candidates. 

Cross-border projects will be the main target for bilateral cooperation. There 
are numerous cross-border infrastructure projects in Northeast Asia, but most 
projects are not undertaken because of insufficient funding. Bilateral financing by 
regional banks is an alternative solution to getting these cross-border projects initiated.

The procedure involved would be relatively simple. It involves a co-financing 
scheme basically financing the project according to its own internal rules and 
procedures. There is no need to set up a special organization for the financing. 
Both financiers can reach an agreement through bilateral negotiation.

Types of Financing

Various types of financing may be considered, including:

 Co-financing using direct loans
   > Two lenders finance under the same documentation and security packages 

but may have different interest rates, repayment profiles and terms.
   > They can invite MDBs, other ECAs and commercial banks as co- 

financiers.
   > Since co-financing scheme has been utilized for many development 

projects by many financial institutions, there will be no procedural 
difficulties.

 Co-guarantee facility
   > Two development banks provide joint guarantees to commercial banks 

that participate in the lending of the projects.
   > This co-guarantee facility will attract many commercial banks to the 
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Northeast Asia projects. 
   > Each development bank can share the total guaranteed amount, while 

they can utilize a counter-guarantee scheme.
   > There are some cases that Northeast Asia’s ECAs cooperated each 

other by using co-guarantee scheme in other projects.
 Re-lending facility
   > It is a bank-to- bank arrangement where one bank extends a credit 

line to other banks.
   > JBIC or Korea Eximbank can provide credit line to the Development 

bank of Mongolia, Russia’s VEB or local commercial banks in China. 
   > Such credit line can fill the financing gap needed to support Northeast 

Asia’s projects.
   > They can also provide credit line to the Northeast Asia’s local 

infrastructure funds like the Far East Development Fund.
 Utilizing public and private partnership (PPP) scheme
   > PPP indicates a public project which is funded and operated through 

a partnership of public sector and private firms.
   > A typical PPP is infrastructure project which is financed and 

constructed by a private sector developer. 
   > However, there are few infrastructure projects developed by PPP 

scheme in NEA.
   > To mobilize private sector capital, NEA’s development banks can 

jointly lend money to the private investors or invest in the projects 
as equity providers.

Private capital participation in public sector has increased dramatically. Most 
cross-border projects in Northeast are infrastructure projects. PPP schemes have 
been widely used in infrastructure development in advanced countries. However, 
there are a few infrastructure projects developed using a PPP scheme in Northeast 
Asia. This may be due to a reluctance by the private sector to participate in 
Northeast Asia PPP projects. The collaboration of two or more development banks 
could facilitate a PPP project in NEA region.
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Conclusion

The current political environment in NEA is not favorable. Nevertheless, 
we should not stop the deliberation about the establishment of an NEADB. We 
have discussed various means of financial cooperation but have not yet realized 
the proposed ideas. To facilitate financial cooperation, we need to start from 
bilateral financial cooperation rather than multilateral. Bilateral cooperation can 
promote many cross-border projects in Northeast Asia. 

Nobody knows exactly when the moment will arrive but we need to set 
up a solid basis for an NEADB. We have discussed various ways of financing 
cooperation projects, however, we have not yet seen the realization of the 
proposed ideas. Unfortunately, none of the existing institutions appear to be 
willing to take leadership in this region yet. To facilitate financial cooperation, 
we may need to start from bilateral financial cooperation. We should look forward 
to seeing any ADB supporting activities for financial cooperation in Northeast 
Asia in the not so distant future.



An Analysis of the Asian Infrastructure 
Investment Bank (AIIB)

Stanley Katz

The second Annual Meeting of the Asian Infrastructure Investment Bank 
(AIIB) was held in Jeju, Republic of Korea, on 16-18 July 2017. The Bank’s 
Management reported significant progress in meeting the Bank’s goals and 
objectives.

 The Bank’s Governors approved membership for thirteen additional 
countries, bringing the total of actual and pending members to 80. This 
compares with 50 members on 31 December 2016. 

 Subscriptions to the Bank’s capital on 31 December 2016 totaled $90 
billion, of which $18 billion was paid-in and $72 billion was callable. 
Approximately two-thirds of the Bank’s paid-in capital was paid in 
non-convertible national currencies. 

 China remains the Bank’s largest shareholder, holding about 26 percent 
of the Bank’s capital shares.  

 The AIIB reports 16 loans in process, most involving co-financing with 
the World Bank (IBRD), the Asian Development Bank (ADB) or other 
multilateral institutions. 

 A Special Projects Preparation Fund was established by a $30 million 
grant from China to facilitate the preparation of projects from low and 
middle-income countries.

 The Bank announced its support for the Paris Agreement on Climate 
Change and for China’s One Belt, One Road (OBOR) initiative.
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Issues to Be Considered

While noting the progress made by the AIIB in 2016-2017, several issues 
remain to be addressed. These issues may prevent the Bank from attaining the 
status of the World Bank, the ADB and other regional banks.  

This section provides comment on two of these issues. As will become clear, 
they may be parts of a larger issue the Bank’s members countries may have 
to face in time. 

 The first issue involves securing funds for future AIIB operations;
 The second involves the possible expansion of the AIIB’s borrowing- 

ountry universe. 

Securing Funds for Future AIIB Operations

The IBRD, as well as the ADB and the regional development banks obtain 
most of the funds they require for their projects by the sale of bonds in the 
financial market of capital exporting nations such as New York, London or 
Tokyo. The countries in which these markets are located are shareholders of 
these Banks, so that bonds sold by the World Bank or the other MDBs are 
backed by the full faith and credit of the various countries. 

The proceeds of the Bank’s bond sales provide funds for on-lending to 
member countries to pay for the goods and services provided by contractors 
and suppliers. The terms and conditions of such on-lending to developing 
countries are typically more favorable (i.e., lower interest rates and longer grace 
and repayment periods) than the countries could secure on their own. 

The IBRD and the regional banks have used this “borrowing-and-on-lending” 
technique as the principle means of securing funds to cover disbursements for 
approved loans for many years. The countries whose markets they have tapped 
to raise money for projects include Great Britain, Germany and other European 
nations, the United States and Japan. 

All but the last two countries are members of the AIIB. Even without the 
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U.S. and Japan, the capital markets of the Bank’s current member countries could 
provide virtually all the funds the AIIB will need during the next several years. 
But these borrowing arrangements have apparently not been discussed with 
member countries by AIIB Management. So, a readily available source of AIIB 
project financing remains on the sidelines.

A review of the AIIB’s organizational documents, including its Financial 
Policies and Strategies, turns up just one reference (Article 16) to the fact that 
the AIIB can raise funds “through borrowing … in member countries or 
elsewhere.” This authorization should be sufficient to trigger arrangements to 
activate it. But apparently it has not. 

Why this “borrowing for on-lending” approach has not become, as it has 
for the IBRD and other MDBs, the “first line of AIIB’s financial offense”; that 
is, the principle means for the AIIB to raise capital for future disbursements 
of its loans. 

It is a relatively simple process. The preparations (i.e., setting the timing 
of bond issues, the interest rates and the amounts) are handled by the managers 
of the bond Issues, and very little AIIB staff work would be required. One must 
therefore wonder if there are other reasons that the AIIB has failed to activate 
its Article 16 authority to borrow abroad.

Perhaps the American and Japanese failure to join the Bank influenced the 
AIIB’s decision. It should not have. The decisions of these two countries were 
based on the view that another bank was not needed for the Asia-Pacific region. 

In addition, US and Japanese membership in the AIIB would require that 
AIIB Bonds sold in the United States and/or Japan would be backed by the 
“full faith and credit” of one of these countries. Consequently, the capital markets 
of these two countries are effectively closed to the AIIB. But there are a number 
of other markets in Member countries in which the Bank could sell its bonds. 

Another possible reason is that China wishes to keep tight control of the 
Bank, and what better way to do so then by controlling its financing?

In any case, during more than a year of operations, it would be reasonable 
to expect the AIIB to hire necessary staff experts to oversee the sale of at least 
one bond issue in one of its member country’s capital markets. 
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The unexplained failure to use the borrowing authority provided by Section 
16 of its By Laws is a significant and puzzling departure from the practices 
and policies of the IBRD, ADB, and the other regional banks.

As a consequence, the Bank will have to find other, more expensive sources 
of financing for its approved projects. 

One possibility would be the recycling of repayments of principal and interest 
on maturing loans. But given the long grace and repayment periods of 
infrastructure projects, this would not be a viable option. 

A second possibility would be to call in the second and later instalments 
of capital subscriptions that are payable in (or convertible into) hard currencies. 
That would not sit well with members who are aware that, in the case of the 
World Bank, the ADB and other MDBs, paid-in capital is used only for “startup” 
purposes—to hire staff, secure office space, housing, transportation, and so on. 
Paid-in capital is not to be used to finance loan disbursements. 

In fact, in the IBRD, ADB, et. al., the second and later instalments of callable 
capital are expected never to be called, and they are held by member countries 
as reserves against any future losses. Funds needed for projects disbursements 
are, as noted, obtained by the sale of Bonds.

A third possibility is the purchase of additional shares by the Government 
of China; and a fourth would be to negotiate access to the New York and Tokyo 
capital markets. These options raise a host of other problems and are not nearly 
as workable as the sale of Bonds in member countries.

The failure of the AIIB to use the authority to borrow aboard (i.e., to sell 
it bonds) granted by Article 16 will likely require the Bank to use paid-in capital 
both for start-up purposes and to cover loan disbursements. That arrangement 
may work in the short term; but a more permanent arrangement is required for 
the longer term. 

Borrowing abroad through the sale of AIIB bonds is the obvious option. 
Unless there are reasons that lead to a contrary conclusion, this technique should 
be availed of as soon as possible. 
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AIIB Countries

According to a recent Brooking Institution study, the rapid expansion of 
China’s manufacturing industries during the past several years has resulted in excess 
capacity in China’s manufacturing sector, particularly in exporting industries that 
face slowing demand. China is betting on the growth and development of markets 
in less-developed country to take up the slack. 

It is no coincidence, as the Brooking’s study notes, that China is investing huge 
amounts of capital and is building special trading relations with third world nations, 
with the expectation that they will become the markets of the future for Chinese exports.

At about the same time (in 2013) that China was pressing for a new Asian 
Infrastructure Investment Bank (the AIIB) to finance Asian infrastructure, it 
launched an ambition proposal to revive the ancient land and sea Silk Route 
from China to Northern Europe—now called, China’s One Belt, One Route” 
(OBOR) or the Bridge and Road Initiative. The route would link China with 
65 other nations across Asia, the Middle East, Europe and Africa. 

This initiative would require more than $5 trillion of investments; and in the 
words of China’s President Xi Jinping, it would be the “project of the century.”

China’s OBOR proposal is centered on investment in transportation and energy. 
It therefore encompasses roads, bridges, gas pipelines, ports, railway and power plants.

As both an opportunity and a red flag, China’s global OBOR initiative and 
the AIIB involve many of the same countries and projects.  

But the OBOR proposal was endorsed by only a few of the countries that 
are members of the AIIB, and only a few of them sent senior representative to 
the “Summit” Meeting on the OBOR held on May 15, 2017. Most countries deferred 
taking a position on the initiative. India opposed part of the plan that involves 
Kashmir. The next Meeting on the OBOR initiative will take place in 2019.

While there is an overlap between the AIIB and the OBOR, there are also 
significant differences between the two institutions. The OBOR is a global initiative 
that will require the participation by most countries of the world. The AIIB has 
a more limited perspective (which it is finding difficult enough to implement).

The AIIB was established as a Bank to finance infrastructure in the Asia 
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Pacific region. References to ‘Asia’ and to the ‘region’ are scattered throughout 
the Bank’s Articles of Agreement. The region is defined to “include the geographic 
regions and composition classified as Asia and Oceania by the United Nations….”

The preamble to the Bank’s Articles of Agreement posits the region’s 
investment needs as the reason for the Bank’s existence. The Articles refer to 
the growth and social development of the economies in Asia; the significance 
of infrastructure in expanding regional connectivity and improving regional 
integration for the people in Asia. (Emphasis added.) No similar language has 
been agreed upon for the OBOR.

It was therefore puzzling for member countries of the AIIB to be informed 
during the Banks’ Second Annual Meeting that the AIIB supports the OBOR initiative. 

In a press interview, Bank President, Jin Liquin, cited three requirements 
for AIIB support: the proposed project must promote growth, be socially 
acceptable and be environmentally friendly. The Asia-Pacific country criterion 
seems to have been downgraded. 

Moreover, the AIIB has approved $1.7 billion of loans, some co-financed 
with IBRD, for nine projects, in Azerbaijan, Tajikistan, Oman and Pakistan. Some 
are clearly outside the Asia-Pacific region; but it is a danger signal that they all 
lie along China’s OBOR corridor initiative. I seem to recall a similar situation 
some years ago that involved a new Bank in which China and Brazil were involved.

It may turn out that the Bank used the first instalments of paid-in capital 
to finance some of China’s OBOR initiative before it was fully vetted by the 
Bank’s member countries. 

The lager risk is that China’s global OBOR initiative, which is fundamentally 
designed to benefit China’s exporters and capital investors, will see an advantage 
in swallowing up the AIIB, in which case, the lending activities of the AIIB 
would simply be folded into the OBOR.

This may be one reason why members’ capital subscriptions rather than market 
borrowing may well be the source of funds for future AIIB loans. It may also 
help explain the absence of the Asian identity of some of AIIB’s recent projects.

AIIB member countries should be aware that a hostile take-over of the AIIB by 
the OBOR could be part of the long-term planning for restoring the old Silk Route.



Northeast Asia Financial Cooperation 
in a New Era

Li Zeguang

Northeast Asia countries have an increasingly important role to play in the 
international economic and financial architecture, which accounts for about a 
24% share of the world GDP. They will play a more important role in shaping 
the new global financial system in the future. Although most of the economies 
in Northeast Asia have benefited from economic globalization, there is a 
significant difference in growth rate and per capita income, and in other economic 
indicators.

Highly Interconnected World Economy through Key Sectors

Globalization and increased integration/connectivity is inevitable, just as an 
interconnected world is inevitable, so is are interconnected financial sectors. 
Energy, materials, and financial sectors play crucial role in connecting 
cross-border markets, and this role has increased over time especially for the 
energy and materials sectors. Because of this close connection, local financial 
shocks and events can be easily amplified and turned into global events—this 
represents a systemic risk.

A Significantly Different Landscape in Northeast Asia Financial 
Cooperation

We must cooperate in the financial area. One way to consider cooperation 
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is through network theory and networks. This can be illustrated as networks 
representing the estimated linkages from capital market data. Nodes (sectors) 
from the same country have the same color. The node size is proportional to 
the degree of the number of significant links.

The financial sector has a very close relationship with the industrial sector 
in all kinds of economies. Most sectors form a central cluster around the US 
and European financial markets. In Northeast Asia, China, Korea and Japan form 
very loosely connected cliques.

Source: Raddant and Kenett, 2016, FRO WP.

Figure 1. Networks
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From a network perspective, we can make two conclusions: The financial 
sector has a very close relationship with the industrial sector in all economies 
(regardless if they are developing/emerging); ad US and Asia markets are loosely 
connected. Obviously, financial cooperation falls behind economic exchanges and 
cooperation in this area. Specifically, the relationship in financial services, 
financial flows and two-way investment which, at present, is much lower in scale 
compared to the relationship in trade.

Necessity of Promoting Financial Cooperation

Why should we emphasize the financial sector and financial cooperation? 
Financial cooperation will promote sustainable economic growth and improvement 
of welfare of the residents within this region (which will also be good for rest 
of the world). Financial cooperation will help promote inclusive finance, which 
could foster more SMEs and increase employment. It will also help improve 
financial stability considering more closely interconnectedness among financial 
institutions and financial markets. In addition, GDP has declined in recent years 
and cannot be expected to reach the levels of the last 20 years. Thus, we need 
to find new driving forces for growth. 

In addition, we have seen the increasing complexity and fragility of the 
financial system and the frequent occurrence of financial crises, especially with 
the “new normal” stage of the sluggish world economy. History shows cross- 
order contagion of financial distress is some kind of high frequent event, so 
we must work together to find new ways to effectively mitigate financial risks.

Through cooperation, we can make the most of new financial technology. 
(such as FinTech digital finance). On the other hand, the rapid development of 
FinTech has brought about the urgency and new challenges in coping with 
cross-border type of regulatory arbitrage. Financial cooperation could also serve 
as a means of promoting an unconventional way to moderate the increasingly 
widespread political disputes and strengthen our communication.
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Source: Bloomberg.

Figure 2. The new economy outperforms the old

Current Dilemma and Potential Advantages for Financial Cooperation

A Chinese saying states that “While prospects are bright, the roads have 
twists and turns”. This seems true for this region where a variety of political 
systems seems to maintain a potential for political conflict. Economic cooperation 
in this region seems to be always disrupted by unexpected events, so is the 
nascent financial and investment cooperation. We have in the region an 
insufficient supply of institutional arrangements for financial cooperation. For 
example, most trade in this region is settled in dollars, and transaction costs 
are relatively high.

However, diversified economic fundamentals provide the potential gains in 
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financial cooperation. For example, an aged society has higher savings with lower 
interest rates; whereas, a fast-growing economy with a younger demographic 
structure will a face shortage of financing. How about we reallocate these 
financial resources, or guide surplus funds into infrastructure projects in Northeast 
Asia? To realize this idea, we must have a convenient, efficient and closely 
connected financial system in Northeast Asia.

Suggestions

Here, five suggestions are put forward:

1. Improve the proposal and push forward the agenda for establishing the 
Northeast Asia Economic Development Bank as a vital part of an 
institutional framework in promoting subregional financial cooperation. 
Besides this, we could diversify the approaches and channels of 
collaboration, not only cover the banking system, but also capital 
markets, boosting the integration of bond market, etc.

2. Developed economies should take more responsibility as central the 
node to form a financial transaction network, intensify the financial 
connectivity among each other, and provide “public goods” (such as 
a cross-border settlement system, currency swap among central banks) 
with positive externality for the long-run in smoothing transaction and 
mitigating financial risks. 

3. Build the policy infrastructure necessary to foster healthy relationships. 
Consolidate regular dialogue and mutual recognition frameworks among 
finance policymakers, practitioners, and researchers.

4. Seek common ground on existing frameworks and platforms, such as 
the One Belt, One Road, ADB, and AIIB.

5. Commission a series of research projects on subregional financial 
cooperation, and investigate and learn from both successful or failed 
cases in financial cooperation.



Part VI
 

Energy and Environment in 
Northeast Asia



The Arctic—Northeast Asia and 
the North

Mead Treadwell

Mead Treadwell, former lieutenant governor of Alaska made a presentation 
on ‘Northeast Asia and the North. In discussions on Northeast Asia, the ‘North’ 
is often omitted. However, the Arctic is very important. From a circumpolar 
perspective, as well as from the perspectives of investment, trade, energy and 
relations with Russia, the ‘North’ is very relevant to Northeast Asia. In terms 
of importance of energy in the ‘North’, one way or another, it is closely tied 
to the Asian economy. Thus, this is a very good time to develop partnerships. 

Current LNG projects of relevance to the region include the Yamal LNG 
Project, bringing 16.5 million tons of LNG. There are also several LNG projects 
of 20 million tons for NSR Transportation. This would not have been possible 
even 10 years ago. This is aided by the double-acting ice breaking oil tanker. 
The Alaska LNG Project, anchored by Prudhoe Bay fields, is significant. It has 
not shipped to market yet because the gas helped produce oil, but it will begin 
selling soon. The resources in Alaska and Canada raise the question of whether 
they should ship LNG directly to Asia. The benefits for Northeast Asia include 
diversity of supply and taking advantage of the technology in the ‘North’. It should 
be noted that Alaska and many regions depend on hydrocarbons and Alaska is 
not oblivious to the negative environmental impacts of this. Alaska is trying now 
to decarbonize its energy supply (with new decarbonization options).

Regarding shipping, using the northern sea route allows rail connections 
to the Silk Road; the Artic can thus be part of the belt. This represents a simple 
math problem: What is the shortest shipping route? By using Northern sea routes, 
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a saving of 40% may be achieved—either going above Russia or down below 
India (from the United States to East Asia). This can serve to link the Bridge 
and Road Initiative with the Arctic route.

Figure 1. Yamal export routes to Far East

Figure 2. Northern sea route versus current route
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Figure 3. World seaborne trade and the Northern Sea route

The key economic characteristics of the Northern Sea route include good 
ice-breaker ships, strong infrastructure, and port hubs. Russia is a leader in ice 
breaking. In a proposed seaway between the United States and Canada: ships 
would travel down river in the US Northeast, going through the Great Lakes 
(Michigan). Another potential link connects Alberta (Canada) to the Alaska 
Railway to transport bitumen by rail; companies are talking to Asian buyers 
about building this railway. There is some competition in Europe over who will 
become ‘the’ Arctic port in this route. Russian President Putin is quite invested 
in this concept—Russia wants Russian city to be the Arctic port.



Changing Energy Policy in South Korea

Haksik Yoo

Korea elected a new president in May 2017, Moon Jae-in, and the Korean 
government has adopted a new direction in energy policy. Energy policy became 
a presidential election issue for the first time ever during Korea’s 19th presidential 
election campaign. Rising public concern over the deteriorating air quality and 
nuclear power safety brought energy policy to the forefront of the presidential 
election. As a candidate, president Moon’s election promises on energy included 
reducing domestic particulate matter emissions by 30% in 5 years through: 

 The temporary shutdown of some of coal power plants during the spring 
season

 Early retirement of 10 aged coal power plants (over 30 years old)
 Mandatory installation of pollution-control equipment to all coal power 

plants
 Canceling all new coal power plant construction plans 
 The entire review of coal power plants that are under construction and 

are of less than 10% percent complete across the entire process

Moon also committed to a review of the all existing nuclear policy. This 
included abandoning a nuclear-focused electricity policy and the gradual 
transition to a zero-nuclear era by developing a roadmap for this purpose. An 
increase in renewable energy, up to 20% of power generation in 2030, and raising 
RPS targets upward were also among Moon’s election promises for energy. 
Moon’s platform would give consideration to environmental and safety concerns 
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as well as to fuel costs when crafting a national energy master plan and electricity 
demand and supply plan. He also said he would provide energy welfare to 
low-income and socially vulnerable groups.

There was an emphasis on fostering new energy businesses that included 
creating a collaboration business model between large companies and mid- or 
small-sized companies. Moon also promised to promote transparency and 
responsibility in overseas resources development projects and promote the 
transition from energy intensive industries to low-carbon and high-efficient ones.

Moon’s actions after inauguration and the public power plant operator’s 
decisions emphasize limiting old coal power plants. President Moon ordered eight 
coal-fired power plants shut down for the month of June, in an effort to improve 
air quality. The eight plants are 30 or more years old and have a combined 
capacity of 2.8GW, accounting for about 2.5% of national total capacity. Starting 
in 2018, the old coal plants will be shut down from March to June, when 
electricity demand is rather low. In addition, the government plans to negotiate 
with coal-power plant operators to permanently shut down 10 old plants within 
President Moon’s five-year term (2017–2022).

Figure 1. President Moon’s actions on a new energy policy for Korea



161Changing Energy Policy in South Korea

The government plans the phasing out of nuclear reactors. President Moon 
has said that his administration would overhaul the nation’s nuclear power 
development policy. Moon said that his administration will stop the construction 
of new nuclear power plants and will not extend the operation of aging reactors. 
Instead, Korea now aims to generate 20% of electricity with renewables by 2030. 
Coal and nuclear power will be gradually replaced by renewable sources. To 
increase the share of renewables to 20% by 2030, 54GW of renewable systems 
(44GW more than that of 2016) must be installed by then.

The REN3020 Action Plan will include new measures to clear the obstacles 
to investing in and running renewable projects. The central government plans 
to ease all local site regulations that require renewable facilities to be installed 
at least 100 meters away from a major road and residential areas. Korea’s Ministry 
of Trade, Industry and Energy (MOTIE) plans to provide unlimited grid connection 
for small-scale solar and wind farms to help them to secure grid connection.

Moon’s policy implies that Korea’s electricity policy will shift in favor of 
renewables and gas at the expense of nuclear and coal. In order to increase the 
share of renewables in power generation up to 20% by 2030, 44GW of renewable 
capacity should be installed by then, which means about 2GW of new capacity 
should be installed every year. If Moon’s policies on Korea’s energy mix are 
fully realized, natural gas demand for power generation will increase by about 
13~20 mil. tons by 2030 from the previous outlook. To make up for the shortfall 
from coal and nuclear power, an increase in gas’s contribution is to be achieved 
by setting a minimum capacity factor for gas plants. The higher reliance on gas 
is good news for Korea’s natural gas power plant operators, who have experienced 
declining capacity over the past few years. Reducing generation from coal and 
nuclear may result in more un-contracted LNG demand in the coming years. 
As the natural gas demand is expected to grow quickly in the long-term, Korea’s 
natural gas import policies should be reexamined. 

There remain some serious concerns over the energy policy direction change. 
There will be many discussions and debates on the transition in energy mix, 
as there are many issues to solve to increase renewables and natural gas generation 
at the expense of base-load power sources of coal and nuclear. There are also 
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concerns over potential electricity price increases when nuclear and coal decrease. 
Ander there are concerns over dependence vis-à-vis the rapid increase in natural 
gas, all of which will need to be imported.

Korea’s new energy policy direction represents a challenging mission. 
However, there is broad consensus over the benefits of a longer-term transition 
to decarbonize national energy systems and lower dependence on nuclear power.



The State of Renewable Energy in 
Major Countries

Iinuma Yoshiki

Renewable energy development is booming worldwide. One reason for the 
boom is the need to reduce CO2 emissions. This has important implications for 
the energy industry in Northeast Asia and elsewhere. The United States is still 
mostly reliant on fossil; the share of renewables in United States is still relatively 
small (except for certain states, such as Hawaii and, California), The EU mostly 
relies on nuclear power, Japan on natural gas, and China on coal. While they 
all have ambitious plans to develop renewables, renewable energy is still accounts 
for a relatively small percentage.

In the past, renewable energy was thought to be too costly to adopt widely. 
With subsidies, this is no longer true. In 2016, renewables reached record low 
costs around the world. By looking at the range of costs in electricity and solar 
PV costs, we can see the competitiveness of renewable energy compared to fossil 
fuels. There has been, for example, a drastic cost reduction in photovoltaics (PV) 
from 2010 to 2016. Wind a solar are becoming cheaper and cheaper. It is 
interesting to note, however, that PV system prices vary by country. An 
international comparison of PV prices shows that among these four countries, 
PVs are most expensive in Japan, followed by Germany and the US, and then 
China.
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Source: IRENA.

Figure 1. Cumulative installed solar and wind capacity

In the United States, policy is helping to drive the growth in renewables. 
Many states have introduced renewable portfolio standards (RPS), that is, 
renewable energy targets (Hawaii’s target, for example is to be 100% renewable 
by 2045). In addition, production credits are encouraging renewables use. The 
EU also has adopted diverse promotion measures. Germany is an important 
example of this; renewables are now the most important source in the German 
power system. Germany has managed to reduce its reliance on fossil fuels over 
time and it aims to be ~75% renewable by 2050. In fact, most countries now 
have some kind of renewable energy support policy that includes, for example, 
feed-in-tariffs (FIT), feed-in-premium (FIP), RPS and competitive bidding. 
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Source: Agora Energiewende.

Figure 2. Costs of renewable energy projects around the globe

China is the largest producer of renewable energy already. It has seen a 
steady increase in wind and solar energy over time and it is rapidly installing 
wind and solar power capacity. Japan has also seen remarkable growth in solar 
energy from 2011. Renewable energy in Japan has shown a strong bias towards 
solar panels (PV). Electricity production from solar saw a sharp rise during the 
2011 to 2015 period; wind, on the other hand remined flat. The Japanese 
government recently revised its system and reduced the purchase price of PVs. 
In its latest energy plan, Japan’s Ministry of Economy, Trade and Industry (METI) 
sees an increase in renewables from 12% in 2014 to 22-24% in 2030 in Japan’s 
energy generation mix. METI’s plan also envisions the reintroduction of nuclear 
power during that period; this remains a great uncertainty.
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Figure 3. China: Installed capacity of wind and solar power



An Update on US Energy Policy and 
Technology Developments

Terry Surles

The broad view is that we should be ready for unanticipated events. Climate 
change will have an impact on water and energy sustainability. At the moment, 
we cannot rely on the US national government to lead climate change policy. 
It is a sign of significant educational failure that the sections of the United States 
where the most people don’t believe in climate change will the most economically 
impacted. However, while the Trump administration does not believe in climate 
change corporate America does. 

It can be said that US energy policy is to not have an energy policy—just 
a collection of laws that are sometimes contradictory. US energy policy is really 
determined and driven at the state level. Therefore, it is more informative to 
look at what’s going on in the states. States remain more effective in developing 
new policies, programs, and addressing (or forcing) changing utility business 
models. States lead the way in developing and setting:

 Energy efficiency and demand-side management standards and goals
   Standards developed for building codes and appliances
   PUCs denying coal-fired applications based on future carbon prices
   Emerging demand response program in California – latest Public Utilities 

Commission (PUC) rulings
 Renewable portfolio standards (RPS)
   Feed-in tariffs and net metering laws and regulations
 Power purchase agreements (PPAs)—Growth of IPP generation (as an 
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example, only 20% of SCE electricity [California] is from their 
generators)

   New PPAs now take into account ancillary services - grid stability, 
reliability, Var support

   Push for grid stability and power quality is leading to new mandates 
for the use of energy storage, two-way meters, other Smart Grid devices

 Transmission and distribution (T&D) investments, access and renewable 
interconnection - “dueling laws”

   Various public (ISOs, state EPA) and private intervenors can drag out 
interconnection time and increase costs for any IPP

   Multi-jurisdictional requirements for transmission lines
 Greenhouse gas emission (GHG) targets for states

Source: Research and Economic Analysis Division, DBEDT.

Figure 1. Solar-related jobs

Across the nation, many states and regions have shown strong leadership 
in creating and implementing policies, programs, and measures that reduce CO2 
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emissions. This leadership will help them comply with national policies (e.g., 
the Clean Power Plan). As in California (and Hawaii), policies and programs 
in other states range from market-based programs and CO2 emission performance 
standards that require CO2 emission reductions from electric generating units 
(EGUs), to others, such as (RPS) and energy efficiency resource standards 
(EERS), that reduce CO2 emissions by altering the mix of energy supply and 
reducing energy demand. Moving forward, there are opportunities for technology 
and policy transfer from Hawaii to other states and vice versa.

Source: ABB, AWEA, GTM Research, Berkeley Lab.

Figure 2. Two-thirds of new utility-scale generation in 2016 was wind and grid-scale solar

State energy policies and regulations are driving change and growth. This 
has an impact not only at the state level but at the national level. When regulations 
in California drive change and growth, this can have an effect on the rest of 
the United States. If California is using more renewables, will the rest of the 
nation use more? In addition, a decoupling is happening in utilities, which raises 
the question: Can utilities remain profitable if they’re not making sales?
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Another example is the State of Hawaii. Hawaii’s effort to break its 
decades-old dependence on crude oil took a major step forward in 2008 with 
the creation of the Hawaii Clean Energy Initiative (HCEI)—a progressive set 
of policies supported by a groundbreaking partnership between the State of 
Hawaii, the US Department of Energy, the military, and the private sector. HCEI 
features a forward-looking agenda with an array of carrots and sticks that is 
guiding Hawaii’s clean energy transformation. The themes underpinning the 
HCEI have been universally embraced, and the initiative has enjoyed bipartisan 
support during the course of three gubernatorial administrations.

Carbon management options for the United States, as elsewhere include 
efforts to reduce carbon intensity (renewables, nuclear, fuel switching); improve 
efficiency (demand side, supply side); and carbon storage (capture and store, 
enhance natural sinks). All options are needed to meet: 1) Affordable energy 
demand, 2) environmental objectives, and 3) security objectives. 

Efficiency is the most cost-effective approach to energy use. A challenge 

Source: NRDC’s Third Annual Energy Report.

Figure 3. Efficiency is the most cost-effective approach to energy use
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to this in the United States is the lack of support from the Trump administration 
and Republicans in Congress. There is much focus on coal; despite campaign 
rhetoric though lots of coal jobs will not happen. There will continue to be lower 
consumption and lower employment in the coal industry. However, the United 
States will also continue to be a big exporter of coal. Given its position as a 
coal exporter and due to natural gas prices remaining low, there will eventually 
be a need in the United States for carbon capture and storage (CCS). 

At the state level (if not national), there is still an emphasis on renewables. 
Two-thirds of new utility-scale generation in 2016 was wind and grid-scale solar. 
The growth of wind and solar is linked to the indigenous available resources. 
This is evident even in conservative states, such as Texas and Iowa. It is also 
clear that state policies result in job growth focused in the renewable energy 
sector. There are more solar jobs in California than there are coal mining jobs 
in the entire country. Production tax credits are encouraging continued investment 
in wind systems. The United States is second in the world in terms of wind/solar 
energy (after China). Wind and solar have become competitive. PPA agreements 
suggest wind is a viable economic competitor with natural gas. 

The problem with wind and solar (unlike natural gas) is that they are 
intermittent. The negative impacts caused by wind and solar variability must 
be addressed. These include: the curtailment impact on IPP profits; grid 
instability; large spinning reserves and the need for fossil fuels for this; and 
rapid ramping (storage, etc.). These issues need to be addressed by new 
technologies to increase flexibility in power supply and delivery: improved 
forecasting; wider area aggregation (transmission); flexible dispatchable generation 
or using load as a resource; and energy storage for transmission, distribution, 
and BTM, for example. Smart grids solutions now offer opportunities. They bring 
together electrical infrastructure and information technologies. 

Changes will continue for the US grid, technology and systems will move 
more quickly than anticipated. Regulators need to be as nimble as utilities. Any 
regulations they develop have to be flexible in order to adapt to technological 
advances and they must consider social/actual costs if various business models. 
Utility business models must change due to changes in technology and 
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government policy. The insertion of new technologies must be considered from 
a systems perspective. Innovative, transformational, disruptive transitions will 
occur. Understanding and developing strategies and architectures for operating 
a much more information-rich distribution grid will required.
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Appendix:
The Hong Kong Statement and Agenda

The Hong Kong Statement 

26th Annual Conference of the Northeast Asia Economic Forum
Held at The University of Hong Kong, Hong Kong, China
16-18 August 2017

The 26th Annual Northeast Asia Economic Forum (NEAEF) was held in 
Hong Kong, China, from 16-18 August 2017. The event was hosted by the 
Institute for China and Global Development (ICGD) at the University of Hong 
Kong. Participants from China, Japan, Mongolia, Russia, the Republic of Korea, 
the United States, and the European Union gathered to advance the NEAEF’s 
mission of facilitating research, networking, and dialogue relevant to the 
economic and social development of Northeast Asia.

The 2017 Forum addressed various issues and themes, starting with the first 
session on China’s Belt and Road Initiative (BRI), in the context of cross-border 
economic cooperation and infrastructure developments in Northeast Asia, 
including the Korean Peninsula. The following sessions examined regional 
tourism trends and prospects, economic and financial cooperation, and energy 
and environmental issues. Speakers and participants agreed on the emerging role 
of Northeast Asian countries given the challenges of recent years: the rise of 
populism and nationalism in world politics, a wave of protectionism in global 
trade relations, and intensification of security concerns in the Asia-Pacific region.

Dr. Lee-Jay Cho, Chairman of the NEAEF, officially opened the Forum, 
warmly welcoming the distinguished participants. He noted Hong Kong’s success 
as a major finance and trade nexus as a model for the development of institutions 
for Northeast Asian financial cooperation. Next, Wang Shuzu, former Vice Mayor 
of Tianjin, China, spoke on the role of the NEAEF in promoting regional 
cooperation and collaboration in Northeast Asia. Park Kwan-Young, former 
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Speaker of the National Assembly of the Republic of Korea, noted the importance 
of the NEAEF for problem-solving in Northeast Asia. Stephen Cowper, former 
Governor of Alaska, discussed the Forum’s impact on the process of creating 
solidarity in the region. Pavel Minakir, Academician in the Far East Branch of 
the Russian Academy of Sciences, touched upon the space for development for 
the NEAEF, highlighting the importance of removing language barriers between 
Northeast Asian nations. The Mongolian Ambassador to the Republic of Korea, 
Ganbold Baasanjav, concluded the opening remarks, describing the role of the 
NEAEF as a vanguard for establishing the regional architecture of economic 
cooperation. He cited the Forum as a factor in strengthening Mongolia’s eagerness 
to participate in integrative processes in Northeast Asia.

The Keynote Address of the 2017 NEAEF was delivered by Kawamura 
Takeo, Former Chief Cabinet Secretary, Member of the House of Representatives 
of Japan. Mr. Kawamura mentioned the diversity among Northeast Asian 
countries and described the consequent challenges and opportunities. Mr. 
Kawamura expressed deep hope for the great potential of the Northeast Asian 
region in terms of geographical position and economic advantages. He also 
emphasized the role of regional cooperation initiatives, such as China’s BRI and 
Japan’s “Partnership for Quality Infrastructure.” Mr. Kawamura stressed the 
importance of cross-border infrastructure development, trade and economic 
cooperation, and solving diplomatic and political issues between countries.

The first session, titled “China’s Economic Development and Northeast 
Asian Regional Cooperation in the Context of the Belt and Road Initiative (BRI),” 
was chaired by Liu Lanbiao, Associate Dean, School of Finance, Nankai 
University, China. Zhang Jianping, Director General of the Center for Regional 
Economic Cooperation, and Liu Ming, Secretary General of the China 
Asia-Pacific Institute, presented on the premises of China’s economic growth 
and its influence on its current market position both regionally and internationally. 
The key goal of the BRI, they explained, as a principal strategy of the Chinese 
government since 2013, is to build intraregional connections in five directions—
infrastructure, policy, trade, capital, and cultural cooperation—with infrastructure 
currently representing the leading priority. The BRI also aims to strengthen peace, 
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cooperation, and mutual learning in the world. Implementing the BRI has 
demanded common effort from various nations involved, especially in terms of 
market openness and mutual respect. The presenters also stressed the importance 
of two other major strategies of China: the Free Trade Pilot Zone and the 
Beijing-Tianjin-Hebei-Xiong’an Special Economic Zone. All strategies require 
cooperation in the Northeast Asian region. Northeast Asian countries should take 
advantage of such opportunities and promote such cooperation.

The second session, on “Future Tourism Cooperation in Northeast Asia,” 
explored recent challenges and achievements in the region’s tourism industry. 
The session was co-chaired by Dr. Lee-Jay Cho and Mead Treadwell, former 
Lieutenant Governor of Alaska. The presenters were Bo Bernhard, Executive 
Director, International Gaming Institute, University of Nevada Las Vegas; S. Ray 
Cho, Research Assistant at the International Gaming Institute, University of 
Nevada Las Vegas; and Andrew Oh, Director of Paradise Future Research, Korea. 
They outlined the specifics of the tourism industry in Northeast Asia, including 
the rising middle class and the impact of financial and security issues on the 
development of tourism in the region. The gaming and hospitality industries have 
large potential in Northeast Asia, provided that development is carried out in 
a cooperative and responsible way. The countries of the region can look to the 
success of integrated resorts (IR) in Las Vegas and Macau as potential models 
for developing infrastructure to increase tourist flows. Glenn McCartney, 
Associate Professor in International Integrated Resort Management, Acting 
Associate Dean of School of Hospitality, University of Macau, spoke on the 
case of Macau and its successful development of the IR model.

The third session, on “Cross-border Infrastructure and Special Economic 
Zones in Northeast Asia,” was co-chaired by Dr. Lee-Jay Cho and Glyn Ford, 
Former Chairman of the East Asia Policy Committee of the EU Parliament. This 
session started with a discussion of issues in North Korea (NK). Although Korean 
unification talks have been taking place for many years, it was noted that 
currently, political “games” prevail over economic recovery and development 
needs for NK. The presenters discussed the establishment of special economic 
zones (SEZ) in NK and collaborative efforts by other Northeast Asian countries 
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to implement bilateral development projects with NK. The last part of the session 
was devoted to discussion of interregional logistic connectivity in Northeast Asia. 
The benefits of improving regional logistics systems are clear and relate to three 
trends: regionalization of supply chains, transformation from production-driven 
to market-driven collaboration, and the shift from a hub-and-spoke system to 
a point-to-point system. Currently, the nearly 20 seaports in China, Japan, and 
Korea are connected through a single hub-and-spoke system, and there is a strong 
need for other Northeast Asian countries to integrate into this existing 
infrastructure.

The fourth session focused on the theme of “Building a Northeast Asian 
Economic Community and Its Extended Regions.” It was chaired by Lee Chang 
Jae, Visiting Senior Fellow at the Korea Development Institute and Former Vice 
President of the Korea Institute for International Economic Policy. Presenters 
included Hyung-Gon Jeong, Vice President of the Korea Institute for International 
Economic Policy; Guo Yanjun, Director of the Trilateral Cooperation Study 
Center at China Foreign Affairs University; Pavel Minakir; Ganbold Baasanjav; 
and Glyn Ford.

Speakers discussed the potential of deeper economic integration in the region 
following the example of ASEAN and European Union countries. The speakers 
emphasized the importance of solving political tensions between the countries 
of Northeast Asia. The discussants, included Kilaparti Ramakrishna, Head of the 
UNESCAP-ENEA Office, and Sergey Sevastianov, Director of the Asia Pacific 
International Institutions and Multilateral Cooperation Studies Center of the 
Oriental Institute-School of Regional and International Studies, Far Eastern 
Federal University, Russia. They agreed that the number of integrative initiatives 
in the region should be expanded in a timely fashion and that the success of 
these initiatives will be vital for the joint sustainable development of Northeast 
Asian countries. The panel members also cited internal challenges in each country 
of the region as significant obstacles to pursuing the path of cooperation.

The fifth session, on “Financial Cooperation in Northeast Asia,” was 
co-chaired by Dr. Lee-Jay Cho and Wang Shuzu. The presenters included Maeda 
Tadashi, Representative and Chief Executive Officer, Japan Bank for International 
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Cooperation; Lee Jai-Min, Professor, Korea Maritime University and Former Vice 
President of the Korea Export-Import Bank; Stanley Katz, Former Executive Vice 
President of the Asian Development Bank; and Li Zeguang, Chair of the 
Department of International Finance, Nankai University, China. The presentations 
focused on the BRI, the Trans-Pacific Partnership (TPP), and bilateral ties 
between the countries of Northeast Asia. Speakers discussed the prospects of 
the Northeast Asian Development Bank (NEADB) and admitted that the political 
issues facing this important project have thus far prevented it from being 
established. Stanley Katz put this in the context of political events involving 
other regional banks including the AIIB and the ADB. The discussants, included 
Hong Jae Hyung, Former Deputy Prime Minister and Minister of Finance, 
Republic of Korea; Chiba Yasuhiro, Vice Chairman of the Northeast Asian 
Studies and Exchange Network, Japan; and Zhang Xiaoyan, Former Secretary 
General of the Tianjin Municipal Government, China. They suggested that 
bilateral financial cooperation between Northeast Asian countries represents the 
best interim solution due to simpler procedures to raise financial support for 
investment projects. Public-private partnerships here seem to be an efficient 
approach, since the majority of investment projects in the region concern 
infrastructure development. A recent agreement on the creation of the 
Russia-Japan Investment Fund (between the Japan Bank for International 
Cooperation and the Russian Direct Investment Fund) was mentioned as a positive 
example of bilateral financial cooperation in Northeast Asia.

The sixth session, on “Energy and Environment in Northeast Asia,” was 
co-chaired by Stephen Cowper and Kim Kyung Sool, Senior Research Fellow 
at the Korea Energy Economics Institute. Presenters included Mead Treadwell, 
Former Lieutenant Governor of Alaska; Yoo Haksik, Associate Research Fellow 
at the Korea Energy Economics Institute; Iinuma Yoshiki, Director of the 
Research Department, Japan Electric Power Information Center; Terry Surles, 
Interim Energy Administrator at the Hawai‘i State Energy Office; and Tarui Nori, 
Associate Professor of Economics at the University of Hawai‘i at Mānoa. These 
experts provided an overview of energy project proposals and coordinating 
mechanisms as they relate to the ‘North,’ specifically the Arctic and the 
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implications for Northeast Asia. The session also provided an overview of energy 
markets and policies in Japan, Korea, and China, including the role of nuclear 
power, greenhouse gas emission targets, and the remarkable growth rate of 
renewables in parts of the region, as well as the support policies that are 
encouraging this growth. Terry Surles emphasized that, in spite of current rhetoric, 
US energy policy is primarily determined at the state level. Participants 
underscored that seeking greater efficiency is the most cost-effective approach 
to solving energy problems.
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Kyung Sool Kim, Senior Research Fellow, Korea Energy 
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