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Special Issue: Energy Security and Multilateral Cooperation

Shoichi Itoh
Associate Senior Researcher, Research Division, ERINA

Energy security issues have become one of the most
serious of every country’s concerns in the contemporary
world. To the extent that ensuring stable energy supplies
is key for their national economies, it is likely to become
politicized. While destabilization of supplies and the
potential fear of possible supply suspension lead to
intensifying competition over procuring finite resources
such as oil, natural gas, coal, and uranium, consuming
countries are pressed to diversify supply routes, to develop
alternative energy resources, and to improve the domestic
energy structure of supply and demand.

Energy demand is skyrocketing in Asia, especially
Chinaand India. The world's biggest consumer, the United
States, has an energy demand which is still on the rise.
The International Energy Agency (IEA) announced in
November 2006 that the total energy demand is projected to
increase by 53% by 2030 from the 2004 level.

Meanwhile, we have seen a strong tendency in the
hydrocarbon producing countries to tighten control of
oil and natural gas fields and the regulation of foreign
capital. Some of them are even attempting to enhance
their international prestige by means of using energy as a
“diplomatic weapon™.

Isit redly fair to suppose that mutual distrust and con
flicts regarding energy security are doomed to follow a
downward spiral ?

While each country is striving to formulate new
energy strategies, both bilateral and multilateral cooperation
frameworks are emerging in the Asia-Pacific which will be
at the heart of global energy marketsin the 21st century.

In this special issue, we will review the perceptions
of energy security and the possibility of regional energy
cooperation from the viewpoints of China, Mongolia, and
Japan.

Zhang Jianping [0 Director of the Department of
International Economic Cooperation at the Institute for
International Economic Research under the National
Development and Reform Commission of the People’s
Republic of ChinaO surveys the current situation of
Chinese energy cooperation with other Northeast Asian
countries and remaining unsolved issues. Firstly, he
summarizes China’'s energy strategy toward 2020.
Secondly, as regards China's energy security strategy, he
reviews the “diversification strategy”, and the “going abroad
strategy”— aiming at multiplying energy cooperation

and the sources of energy imports. Thirdly, he discusses
the competition among the consuming countries and the
lack of an effective cooperation mechanism, after looking
at the development of the energy trade with countries of
the region. Fourthly, he points out a series of issues to be
overcome in designing Northeast Asian energy cooperation:
the existence of heterogeneous economic systems, mutual
distrust, the inseparability of politics and the economy, and
the fact that multilateral cooperation is more difficult than
bilateral cooperation. Lastly, he presents some plausible
scenarios for energy cooperation in Northeast Asia from
China's point of view.

Tumentsogt Tsevegmid (O Infrastructure Operations
Officer at the Mongolia Branch of the World Bank, and
the former Chief of the International Cooperation Division
at the Mongolian Ministry of Fuel and Energy O firstly
summarizes the energy policies section of the National
Development Strategy toward 2021, formulated by the
Mongolian government in 2006. The strategy includes
policy programs such as the “Mongolia Integrated Power
System (MIPS)”, the “National Renewable Energy Program
(2005-2010)", the “100,000 Solar Ger” program, the
“Liquefied Petroleum Gas’ program, the “Coa” national
program, and the “Mongolia Sustainable Energy Sector
Development Strategy Plan (2002-2010)". Secondly, he
reviews the developments of Mongolia's intra-regional
energy cooperation. Lastly, he looks at the prospects
for multilateral cooperation in Northeast Asia from a
Mongolian perspective.

| present the outlines of the Basic Energy Plan of
March 2007 and the New National Energy Strategy of May
2006, published by the Japanese Ministry of Economy,
Trade and Industry (the Agency for Natural Resources and
Energy) with an aim of first structuring the basic materials.
Secondly, | survey the rapid development of the bilateral
and the multilateral energy cooperation frameworks in the
Asia-Pacific. Finally, | shed light on the fact that energy
security, notwithstanding its tendency to entail interstate
conflicts in the past, has become a catalyst for cooperation
in the Asia-Pacific. | also explore the implications and
importance of the United States' proactive engagement in
this region’s energy cooperation, and the way in which the
consuming countries should deal with Russia as an energy
supplier which istrying to strengthen its participation in the
Asia-Pecific.
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Chinese Perceptions of Energy Security and Strategy for the
Future of Northeast Asia

Zhang Jianping, Director, Department of the International Economic Cooperation
Institute for International Economics Research
National Development and Reform Commission, China

Amid its approximately three decades of high-speed
economic growth, China, with the beginning of the 21st
century, began a process of heavy industrialization. After
2003, China fell into an emergency situation of shortages
in coal, electric power, oil and transportation. The prices
of oil, coal, electric power and the like have been rising
continuously. Therefore, energy has become an increasingly
obvious bottle-neck restricting the country's economic and
social development. From now on Chinds energy security
will have to navigate very difficult straits. The government
has raised the significance of energy security problems to
an unprecedented height. Sustainable development and
effective utilization of energy are the basic requirements for
implementing China's sustainable development strategies.
Meanwhile, in the era of globalization, Chinais considering
its own overseas energy strategy and seeking to find stable
oil and gas supplies. Northeast Asia, as a potential major
regional oil and gas supplier, is expected to play a very
important role in China's energy security.

Part |. Basic Contents of and Prospects for China's
Energy Strategy to 2020

In the period of the 11th Five-Year Plan, China's
energy policy is being steered in a new direction. It has
changed from the past emphasis on energy supply to an
emphasis on energy efficiency and energy saving; from
the past monopolistic style of energy management to a
primarily market-adjusted one; and from the past stress
on self-sufficiency to an energy supply balanced by the
utilization of both internal and external resources.

1. General Development Goalsfor Energy

The general aim of energy development is to double
energy consumption, in order to support the realization
of a fourfold growth of the economy by the year 2020.
The demand for primary energy should be kept to within
3 billion tons of standard coal (and 2.1 billion tons of
standard coal in 2010). The proportion of coal within
consumption should be kept to under 60%, as should the
dependency rate of oil imports. The reduction in the rates
of major incidents of pollution should be between 35% and
40%. Thus, a clean and secure energy supply system with
a multilayered structure would be established and a new
mechanism of sustainable energy development would come
into existence.

2. The Priority on Energy Saving and the Advance in
Efficiency in Energy Utilization

The new "National Energy Plan," promulgated in
2004, for the first time formally gave primacy to energy
saving, the realization of the principle of making energy

conservation the top priority. At present, China's energy
utilitization rate is about 32%, and is more than 10
percentage points lower than the international advanced
level. Energy saving and the reduction of energy costs
is regarded as an important way to boost the benefits of
economic growth. By 2010, the energy cost per 10,000
yuan (RMB) of GDP would decrease from the 2002 level
of 2.68 tons of standard coal to 2.25 tons of standard coal,
and in 2020 the amount would further drop to 1.54 tons of
standard coal. The annual energy saving rate would reach
3% between 2002 and 2020. Meanwhile, the energy saving
capacity would expand to 400 million tons of standard
coal in 2010, and further to 1.4 billion tons in 2020, which
is equivalent to the reduction of 21 million tons in sulfur
dioxide emissions.

3. Adjustment and Optimization of the Energy
Structure

China will stick to an energy strategy that has coal as
its principal component, electric power as its centra focus,
and which realizes the full development of different types
of energy including oil, gas and new energies. The country's
energy structure is undergoing a further optimization
process. At present, coal accounts for 70% of China's
energy, so taking coal as the principal component is a
practical requirement. However, once the annual production
of coal reaches 2 hillion tons, its exploitation will become
increasingly difficult and the costs will rise. Thus, the main
direction of development is to optimize the energy structure
and actively develop oil, natural gas, liquefied gas, and
nuclear power, as well as other renewable types of energy
like hydropower, wind power, solar power and biomass
power. Currently renewable energy in China only makes
up 7% of the primary energy supply, with a less than 20%
exploitation and utility rate in hydropower. Less than 2%
of the installed capacity in power-generation is accounted
for by nuclear power, but China has a plan to raise that
amount to 40 million kilowatts in 2020, or 2.5 times the
present level. It also plans to raise the proportion of power
generated by renewable energy by 10% by 2010, and up to
15% by 2020.

4. Adjustment of Industrial Structure and the Phase-
Out of High Energy Consumption Projects

China will abandon the old-fashioned way of
development followed by those countries that preceded it in
becoming developed, and whose industrialization process
featured great expense and pollution. It is striving to work
out a new route. The country is vigorously developing its
new and hi-tech industries with lower energy consumption.
It is taking economic measures to restrict the production
and export of products with higher energy consumption and



which cause a great amount of pollution, and is also using
its industrial policies to encourage the development of
high-tech industries with energy-saving features and lower
energy consumption, as well as lower levels of pollution. In
this way, China may realize the optimization and upgrading
of itsindustrial structure. In this way the 2010 target of a
20% reduction in the energy consumption per unit of GDP
from its level at the end of the 10th Five-Year Plan period
would be achieved. The country recently promulgated
the "Interim Provisions on Promoting the Adjustment of
Industrial Structure" and the "Guidance Catalogue for the
Adjustment of Industrial Structure", placing all projectsin
the eleven high energy-consumption industries — such as
steel and electrolytic aluminum production, which consume
excessive resources and energy, as well as cause severe
pollution of the environment — on the list for elimination.
By rebuilding traditional production, China will find a
way to develop high-tech industries with lower energy
consumption, and thus to reduce energy wastage.

5. Utilization of Both the Domestic and Over seas
Markets: Based Upon National Energy Exploitation
and Participation in World Energy Development
Cooperation

At present in China there is still potential in the areas
of prospecting for and extraction of oil and natural gas,
which should be further exploited. Owing to insufficient
domestic resources, Chinais dependent on the international
market for part of its oil and natural gas supply. One
solution is to import resources via trade, while another
way is to implement the strategy of "Going Abroad",
participating in overseas oil and natural gas exploitation
and setting up overseas bases for energy resources. To date,
Chinas "Going Abroad" for oil has barely started, with just
US$6.7 billion of external investment, or less than 0.5%
of the world total in 2004. The resulting oil share obtained
by China's oil corporations amounted to only 17 million
tons, which is too low when compared with the country's
120 million tons of oil imports in the same year. The target
countries of China's "Going Abroad" strategy are diverse,
but the recent focus has been on Russia, Kazakhstan and
neighboring countriesin Central Asia.

6. Accelerated Advancement in Energy Technologies

A thorough solution to the Chinese energy problem
requires the updating of energy technology to the world
level, the energetic development and spreading of energy
saving technologies, mineral fuel cleaning and the
technology for its effective utilization, as well as new
energy sources and renewable types of energy. A new route
of development in the energy industry is called for, that is
founded on technological advances. The exploitation and
saving of energy resources ought to be led by an emphasis
on scientific and technological innovation. In addition
outdated facilities, technologies and technicians ought to be
replaced by advanced ones. China has become the second
largest energy consumer in the world. A great number of its
present energy technologies and facilities rely on imports.
China's own development capability is very weak. In the
future, while still importing technologies from abroad,
China should stress independent development, and it should
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give technological innovation top priority. China is going
to increase inputs into science and technology, striving to
accelerate the development of energy saving technologies
and the spread of their use.

7. Further Diversification of Energy Sources and the
Enhancement of Strategic Oil Reserves

Energy security plays a vital role in China's global
strategy. China will establish long-term cooperative
relationships with countries and regions such as Russia,
Central Asia, the Middle East, Southeast Asia, Africa,
and Australia. In 2003, China for the first time set up a
national strategic oil reserve system, and marked out a
total of four reserve bases in; Zhenhai District, Ningbo,
Zhejiang Province; Daishan County, Zhoushan, Zhejiang
Province; Huangdao District, Qingdao, Shandong Province;
and Xingang District, Dalian, Liaoning Province. The
first phase of construction received 6 billion yuan (RMB)
of government appropriation, creating a crude oil reserve
capacity of 14 days. According to estimates, 2008 will see
strategic oil reserves reach a capacity of over 35 days.

8. Environmental Policy for Energy Resources

Environmental protection is a crucial constraint on
energy development and utilization. For example, in the
past, the pollution from the final consumption of coal
received more attention than that resulting from the initial
stages of coal-mining. The mining of every ton of coal
took away 1.6 tons of groundwater resources as one of
its costs. Damage done by coal-mining, such as surface
collapse, liquid waste, exhaust gases and waste residues,
exerted a grave influence on the health of residents in
mining areas. In the future, China will strengthen its
environmental protection, take the constraints of energy
and the environment into full consideration, and alleviate
the influences on the environment created by the energy
production and consumption processes. It will strive to
reach a basic realization of a sustainable development
balance between energy and the environment by the middle
of this century. Meanwhile, China is making efforts to
implement the "Clean Development Mechanism” (CDM),
and cut down on greenhouse gas emissions.

9. Energy Pricing, Fiscal and Taxation Policies

China should push forward with market reform
of energy industries and energy management, expand
the reforms in energy pricing, and fiscal and taxation
policies, establish a rational pricing mechanism, improve
energy efficiency and realize its market value via market
mechanisms. The country should bring the adjusting role of
the domestic market into full play, and improve the saving
and efficiency rate of energy with a price leverage based on
market demands. Energy imports are exempted from tariffs.
The government is providing preferential taxation policies
and grants for energy saving products and facilities. The
pricing mechanism of refined oil should be fine-tuned, and
the inverted relationship between the prices of crude oil and
refined oil should be altered by the gradual integration of
the refined oil price into the international market. Through
the formulation of fiscal, taxation, and pricing stimulation,
China can encourage not only the production, sale and
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use of energy saving facilities (and products), but aso the
exploitation and utilization of renewable energy resources.

Generally speaking, Chinese energy policy will put
its focus inside the national boundaries for along period of
time. At present, coal takes the principal position in China's
energy structure, accounting for 70% of the national
total energy consumption. The Chinese government
will stick to its long-term guideline of balancing energy
production, consumption and environmental protection,
taking a supportive stance toward the development
and implementation of clean coal technologies as one
important strategy for the country. Nevertheless, China
has a huge energy consumption volume, which means
domestic resources are insufficient to meet market demand.
Therefore, the government will encourage energy trade and
the participation of competent enterprises into overseas
energy development projects.

Part I1. China's Consideration of Overseas Energy
Strategy

Chinaisagiant energy consumer, as well as an energy
producer. Generally speaking, China resorts to domestic
resources for resolving energy issues. Coal accounts for
around 70% of the total energy production and consumption
in China, 60% of oil consumption depends on domestic
production, and hydropower and gas have a steadily rising
proportion within the total production and consumption
of energy. China's primary energy self-sufficiency rate
was about 94% in 2004, with an external dependency rate
of 6 percent. As ail is the main primary energy source
dependent on international markets, China's external energy
strategy has been developed with a focus on ail. In light
of the growing demand for natural gas, China will rely
more on international markets to seek gas sources. As for
hydro-electricity, Northeast China has started to import
electricity from Russia on a very limited scale, which has
no significant impact on the overall external energy strategy
of China. A countrywide integrated external energy strategy
has not taken shape as yet due to the fragmented nature of
energy management amongst the different sectors.

Considering that the Chinese government has not
formally announced its strategy to capitalize on external
energy, this paper sums up China's energy strategy goals
based on its activities in the international oil market, i.e.,
being active in exploring overseas energy supply channels,
implementing global energy strategies, and building a
world-wide supply network by way of diversification and
"Going Abroad."

1. Diversification Strategy: To Promote Diver sification
of Energy Development Cooperation and Energy
Imports

Currently China relies on the Middle East for 75% of
its oil imports. A strategy of externa energy diversification
is under way in China, shifting from the former "single-
energy diplomacy." China's energy diversification strategy
has come under the spotlight, with its competition with
Japan over Russian oil pipelines revealed. In the past,
Chinafocused more on the Gulf region, South Americaand
Africa, or on offshore exploration and exploitation, than

on Russian and Central Asian oil and gas resources. China
missed the best opportunity to enter the Russian market as it
expressed the opinion that the Russia-proposed oil pipeline-
laying costs would be too high.

According to the forecast of the US's RAND
Corporation, the ideal future oil security strategy for China
should be to obtain one-third of its oil from each of the
Middle East, Russia and Central Asia. That view doesn't
take into account Africa and South America. At present a
quarter of China's oil imports are from Africa. Its energy
supply structure will take anew look at diversification in the
future, incorporating the Middle East, Russia, Central Asia,
Africa and South America. China is developing a global
strategic energy plan, and within the latter geographical
range priority will be given to Russia, Kazakhstan,
Turkmenistan, Iran, Irag, Sudan, Venezuela, and Indonesia,
etc., to expand and strengthen oil and gas exploration and
development by increasing output and share of reserves and
building solid oil production bases.

Qil and gas cooperation will become a significant part
of Sino-Russian economic and trade cooperation. Russia
will give active consideration to extending its oil pipelines
into Ching; it embarked on more railway trade in oil to
increase its oil imports to China to 10 million tons in 2005
and further to 15 million tons in 2006; both parties have
decided to expedite the development of a gas exploitation
cooperation plan, too. In the Central Asian region, China
has been in successful cooperation with Kazakhstan, with
oil pipeline projects under construction. In Africa, it has
teamed up productively with Sudan. China has begun to buy
oil from Gabon, Egypt and Nigeria, €tc., since 2004 and in
the meantime signed oil agreements with Cameroon, and
Equatorial Guinea, etc. Four countries in South America
have been in close negotiations with China over energy
investment. China has promised to invest US$5 billion in
oil and gas projects in Argentina over the next five years,
and invest US$8.5 billion in infrastructure and mining in
Brazil. Venezuela plans to build an oil pipeline through
Colombia to the Pacific Ocean for easier il transportation
to China. China has also reached overall agreement with
Canada on investment in the latter's oil resources.

2." Going Abroad" Strategy for Energy Enterprises

As guided by the energy diversification strategy,
the Chinese government has been encouraging domestic
corporations to implement the "Going Abroad" strategy
to pursue energy cooperation. The major consideration
is that the impact of crude oil's high price on economic
development will be offset and mitigated to a large degree
as long as China has sufficient overseas oil production, and
thus "going abroad" to produce ail is preferable to buying
oil. Various cooperation projects between China and other
countries adopt the form of "shareholding ail", i.e., China
isinvolved in local oil construction projects by means
of equity participation or investment, receiving a certain
share of oil output each year. In its current overseas oil and
gas exploration and exploitation, China has obtained the
right of shareholding, equity participation or independent
exploration and exploitation in Sudan, the Strait of
Malacca, South America, the Gulf of Mexico and Central
Asig, etc. The residua recoverable reserve of the overseas



"shareholding oil" in China's grasp exceeds 0.4 billion tons,
and the realized capacity of crude oil production amounts
to 130 million tons per year. In 2004, China extracted more
than 20 million tons of crude oil overseas.

For energy enterprises, there are three major ways to
go abroad: the first is through futures and spot trading; the
second, through overseas development to obtain refined
oil; and third, through setting up overseas production
bases. Some domestic energy enterprises have taken steps
to aggressively expand the overseas market in the above
three ways. The major oil companies including Sinopec,
CNPC, and CNOOC have expedited their strategic overseas
implementation. Based on data from the Ministry of
Commerce, the above domestic oil operators have been
involved in 65 oil and gas exploration and exploitation
projects in more than 30 countries, having invested US$7
billion in total and, in return, having obtained 60 million
tons of "shareholding oil." Other Chinese corporations are
also pushing forward with overseas acquisition activities.
Sinopec has successfully gained afoothold in Saudi Arabia,
with the largest oil and gas reserves in the world, and
participated in local oil and gas projects in Canada, Iran,
Saudi Arabia, Gabon, Kazakhstan, Y emen, and Ecuador,
etc. CNPC is implementing 44 overseas oil investment
projects covering 18 countries and territories on four
continents. Four major overseas oil and gas production
bases (i.e., North Africa, Central Asia, South America and
Asia-Australia) have been set up. At the same time, there
is still competition and collaboration between China and
major energy consumers, such as Japan, the U.S, and India,
etc.

Part I11. China's Energy Trade in Northeast Asia and
Related Problems

The region of Northeast Asia, despite its relatively
small share of China's energy trade at present, exerts a
pivotal influence on the country's future energy strategies, as
it is one of the important potential energy supply channels
for China and other countries. Whereas the future energy
market of Northeast Asia may be complicated and difficult,
the issue of how to effectively promote energy trade and
international cooperation in the region is a problem of great
importance and one that China should actively research.

1. China's Energy Trade with the other Countriesin
Northeast Asia
A. Sino-Russian Energy Trade: Rapid Growth in Oil
and Electric Power

Firstly, in recent years, the amount of oil supplied
from Russia to China has been growing gradually. In 2003,
China's crude oil import volume exceeded 100 million
tons, of which only alittle over 2 million tons or under 2%
were from Russia. In the same year, Russia exported more
than 200 million tons of oil, and the volume exported to
China was actually under 1% of the total. 2004 witnessed
China's crude oil import volume from Russia grow to
5.4 million tons. Then in 2005, oil exports from Russia
to China reached 7.7 million tons, or over 30% higher
than the previous year. This still, however, lagged far
behind the volume designated in the agreement between
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the two countries. In 2006, Russia exported about 12
million tons of oil to China, accounting for roughly 10%
of Chinese total oil imports[dl]. At present, the main
means of transportation of Russian oil exports to China
is by railway, and an annual average of about 8.8 million
tons of oil reaches Chinain this way. The limited capacity
and high cost of transportation put a restriction on the
growth of Sino-Russian oil trade. Since January 2007,
Russian oil exports have been able to make use of the
China-Kazakhstan Pipeline, and are delivered to China
along the Atasu-Alashankou route. It is estimated that an
annual amount of 1.5 million tons of oil will come by this
route. Besides, Russia is planning to construct another
Far East pipeline, taking Siberian oil to the Asia-Pacific
region including China. The pipeline's planned annual
oil transportation capacity is 30 million tons, and of that
amount, 20 million tons would be for China.

Secondly, natural gas trade between the two countries
has not yet started. Future Sino-Russian cooperation on
natural gas includes a gas supply project from the Republic
of Sakha (Y akutia), Russia, to China, and another one
from the Kovykta gas condensate field in Irkutsk Oblast,
Russia, to China and the Republic of Korea. These two
lines have been confirmed and their western parts have
aready undergone survey. The governments of China and
Russia have declared their plans to construct the natural gas
pipeline and to transport natural gas from Russia to China
within five years. However, to realize this target, the two
countries still have to face tough negotiations on pricing.

Thirdly, Sino-Russian trade in electric power will
develop rapidly. In 2004, Russia supplied 300 million
kilowatts of electric power to China. The two countries
decided to construct a back-to-back direct current grid
interconnection, transmitting electric power from Russia to
Northeast China over the 11th Five-Year Plan period with
a transmission capacity of 600,000 to 720,000 kilowatts,
or an annual electricity supply of 3.6 billion to 4.3 billion
kilowatt-hours. Meanwhile, China and Russia plan to start
working on a direct current power transmission project of
+500 kilovolts, which would be put into operation within
the 11th Five-Year Plan period. Upon completion of this
project, it could transmit 3 million kilowatts of electric
power from Russia to Northeast China, adding up to 18
billion kilowatt-hours per year. In 2006, large-scale electric
power cooperation between China and Russia entered the
implementation period, and the electricity sales contract for
thefirst phase has been signed.

B. The Trend of Shrinkagein the Energy Trade between
China and Japan

China has a certain amount of energy exports to the
Northeast Asian region. Japan is China's main energy
export destination, but its relative position has dropped
noticeably. Japan's proportion of China's energy exports
fell from approximately 50% in 1994 to roughly 20% in
2003. The main exported energy sources are crude oil (prior
to 2004), coal and coa products. In 1978 when China and
Japan signed the "Long-Term Trade Agreement," China
exported about a quarter of its annual production of crude
oil. At its peak in 1985, Chinese crude oil exports made
up 6% of the total Japanese imported volume. China then
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became a net importer of refined oil in 1993, and a net
importer of crude oil in 1996.

The three years 2001 to 2003 still saw Chinas export
of crude ail to Japan stay at an annual level of 3to 4 million
tons. In 2004, the Sino-Japanese trade in crude oil came to
the end. China's coa exports to Japan were 6.5 million tons
or 5.6% of the latter's total importsin 1992, and that volume
grew to 25.65 million tons or 16% of Japanese imports in
2001. An annua amount of about 20 million tons of steam
coal was imported from China, meeting 11% of the total
demand made by the Japanese electricity generating sector.
For Japanese imports of soft coal in 2003, 17% was from
China (according to China's General Administration of
Customs), which made China the second largest soft coal
exporter, after Australia. In 2004, the Sino-Japanese long-
term trade negotiations on coal got bogged down owing to
price problems.

C. Gradual Flourishing of Energy Trade between China
and the Republic of Korea

At present, China's oil imports have undergone a
transformation from a predominance of refined oil to the
primacy of crude ail, and the accelerating pace of crude oil
imports was faster than that for refined oil. The Republic
of Korea has replaced Singapore to become the largest
exporter of refined oil to China. According to the 2003
statistics by China's General Administration of Customs,
37% of the total soft coal imports to the Republic of Korea
were from China, which made it the second largest soft
coal exporter behind Australia. Additionally, Korea Electric
Power Corporation (KEPCO) plans to construct two coal-
fired power plants in China, and this is the corporation's fi
irst undertaking in the Chinese electric power market. The
corporation will invest US$11.5 million to obtain 51% of
the project's shares and the right to operational control for
20 years. The first power generator sets would have an
installed capacity of 110,000 kilowatts, and the second sets
would be capable of 500,000 kilowatts. The power plants
areto be built in Luoyang, China.

D. Thelncreasing Sino-Mongolian Energy Trade

On June 1st 2006, parties concerned with energy
cooperation from China and Mongolia signed the
"Agreement on the Primary Feasibility Studies on
the Construction of Coal Power Projects in Mongolia
Transmitting Electricity to China." The cooperation project
marked out the future prospect that three large-scale fire-
powered generating complexes would be constructed in
Mongolia, and each would contain a pithead power plant
with 6x600,000 kilowatts of capacity and a coalmine with
annual output of 12 million tons. Meanwhile, three direct
current power transmission lines of =500 kilovolts, with
single circuit transmission capacity exceeding 3 million
kilowatts, would be set up to send electricity to China.
Once the construction of the fire-powered plant of 3.6
million kilowatts is completed in Mongolia and enters
into operation, most of the power generated would be
transmitted to China, according to the plan. Benefits for
Chinawould be realized in the utilization of these overseas
resources, and Mongolia would benefit from the capital
injection from China.

E. China's Energy Trade with the DPRK: A Leap in
China's Energy Exports

Since the US stopped its supply of 500,000 tons of
fuel oil to the DPRK at the end of 2002, the latter has
encountered an increasingly serious energy shortage.
Furthermore, owing to the impact of the nuclear crisis,
international aid to the country after 2002 shrank greatly.
Therefore, the country stepped up its energy imports from
China. As seen from China's exports from the Port of
Dandong in Liaoning Province to the DPRK, for the first
half of 2005, the port exported 295,000 tons or US$100
million worth of crude oil, which was a 45.5% increase on
the same period in 2004 (according to Dandong customs.)
In October 2005, China Minmetals Corporation set up a
joint venture in the Ryongdung Coa Mine, which was
the first joint venture set up outside the development zones
in the DPRK, and the first opening up within the country's
energy sector.

2. Main Problems Facing the Energy Tradein Northeast
Asia
A. Competition Induced by Common Demand for
Russian Energy by China, Japan, and the Republic of
Korea

China, Japan and the ROK are the largest energy
consumers in Northeast Asia. They are all countries
with massive capacity in oil refining and petrochemical
processing, being highly dependent on energy imports.
In order to guarantee energy security, all three countries
are eager to strengthen their energy cooperation with
Russia. Hence they became competitors in their oil and gas
strategies. China and Japan have already been engaged in
direct competition for Russian pipelines. Japan regards the
oil and gas resources in eastern Russia as a vital part in its
own drawing up of a new national oil strategy. Japan was
also the earliest in Northeast Asia to develop energy in the
Russian Far East. While Sino-Russian energy cooperation
has unassailable advantages over other countries, present
cooperation islimited in scale and slow in making headway.
Regarding the oil transportation route of Taishet Nakhodka
(and on to China,) Russia is preparing to construct an oil
refinery with an annual processing capacity of 20 million
tons at the terminal of its Far East pipeline, and thus restrict
the scale of oil transportation to China from pipeline
laterals. Both natural gas and electric power cooperation
between China and Russiais stalled by price problems. The
ROK is almost entirely dependent on oil and natural gas
imports, so it is also trying to secure Russian exports. That
country has now become one of the important destinations
for Russian expansion of its exports of energy products in
theregion.

B. Regional Energy Cooperation Affected by
Geopalitical Factors

Northeast Asia is a region with a complicated
geopolitical landscape, which directly affects its energy
cooperation. Sino-Japanese and Korean-Japanese political
relations are greatly strained by the attitude of the Japanese
government in dealing with historical problems. Japan is
very suspicious of China's growth in international prestige,



so its policy toward China is influenced negatively. For
example, even with the absence of initial investment
and technological examinations and assessments, Japan
declared it would make huge investments in the Angarsk-
Nakhodka pipeline in the Russian Far East. China and
Russia have established a strategic partnership, but to
develop the economy and regain national strength is where
Russia's national interest lies. Japan can provide Russia
with the technology and capital it urgently needs, and the
Chinese inability to meet those needs causes Russia to have
reservations in its policy-making towards China. Apart
from the maximization of its national interest, Russia's
changes in the Angarsk-Daging pipeline are due to its hope
to develop the Russian Far East with help from Japan.
The Japanese government also intends to weaken Chinese
regional influence by using Russia. Out of the demands
of strategic interests, the relationship between Japan and
Russia grew rapidly from financial assistance to regional
cooperation, as well as from oil prospecting to military
cooperation. The Korean Nuclear Crisis and the bilateral
relationship between the US and the Republic of Korea are
both factors that affect energy cooperation in Northeast
Asia

C. The Lack of Truly Effective Energy Cooperation
M echanisms

Though Northeast Asia already has a tentative plan
and the first stages of multilateral energy cooperation,
an effective cooperation mechanism has not yet been
established. In their energy cooperation efforts, different
countries basically hold the same concept of a "zero-sum
game," which means that one country's gain comes from
another's loss, instead of a concept of interdependence
under economic globalization and regional integration.
Countries are worried not only because other countries
might gain more income-wise, but also because they might
become dependent on others as a result of the realization
of cooperation. Therefore, many countries adopt a "going
it alone" diplomacy in their oil strategy, resulting in the
failure of their own diplomatic efforts, getting only half
the result with twice the effort. This situation is likely to
result in more competition between countries. At present,
Northeast Asian countries' concept of multilateral energy
cooperation is still a simple form of oil trade. Other
forms of cooperation, like the establishment of a regional
energy market and an international consortium on energy
exploitation have not yet been initiated.

Part. IV. Analysis of a Number of Essential Issues on
Energy Cooperation in Northeast Asia

At the present time, energy issues are becoming ever
more important and critical for many countries in the world,
accompanied as they are by high oil prices. In Northeast
Asiathe energy problem seems more complex than in other
regions of the globe. It's very difficult to undertake dialogue
and cooperation on energy issues among the countries of
Northeast Asia because of the lack of awareness about,
and competitiveness of, the energy issue. Faced with
the problem of energy cooperation in Northeast Asia,
many scholars have tried to make proposals to promote
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cooperation. However, as a first step, some essential issues
on energy cooperation in Northeast Asia should be clarified
so that they can help in degpening energy cooperation.

1. Northeast Asia Energy Cooperation: A Complicated,
Sensitive and Difficult | ssue

For any region, even within a country, economic
cooperation and institutional arrangements are usually
difficult and complicated, to say nothing of the situation
in Northeast Asia, a region with a long-existing complex
and sensitive climate regarding political and economic
cooperation., With the whole world today under pressure
from energy issues, it will be much more difficult
for Northeast Asia to tackle the issue of institutional
frameworks on top of the existing economic cooperation
difficulties, and overlaid with the issues of energy
cooperation.

The difficulty of Northeast Asian energy cooperation
lies in two aspects: the first being the various internal
problems confronting the six countries within this region
in conducting energy cooperation, including the lack of
mutual trust between the countries of Northeast Asia, the
heterogeneity of economic systems, and each country
pursuing energy policies that satisfy only their own demand
patterns resulting from their different energy market
conditions, etc.; the second being the countries of Northeast
Asia's external relations in this open era of economic
globalization—having to consider not only their own
energy supply and demand, but also a variety of complex
political and economic relationships involving the major
energy suppliers and consumers outside the region. It goes
without saying that the US and EU are the most important
actors influencing energy supply and demand in Northeast
Asia

Meanwhile, the limited supply and sources of energy,
combined with competition for energy between China,
Japan and South Korea, has resulted in the delicate and
intricate relationships among them. As such, the complexity
and sensitivity of the energy security issue in Northeast
Asiais greatly magnified. It might be safe to say that this
issue is one of exceptional difficulty, when compared with
other areas of the world. This has arisen from the fact that
Northeast Asia is the epitome of global heterogeneity:
diverse economic and socia systems, different stages of
economic development, and distinct paths of economic
development.

The issue of energy security is vital to national
security. In response to this, we need to have sufficient
knowledge of the long, arduous process of energy
cooperation in Northeast Asia, and need to make an
unremitting effort. During this process, the concerns and
priorities of any country relating to energy cooperation
should be respected by the other countries. All of them
should comply with the principle of "Seek common ground
while maintaining differences’ in dealing with this issue.

2. Can we Separate Economics and Politics when
Addressing the Energy Problem?

We often hear of the the principle of the separation
of politics and the economy, or "cool politics and hot
economy" in studies of Northeast Asian economic
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cooperation. Most of the concepts probably indicate the
political and economic relationships between China and
Japan. From the perspective of theoretical study, political
factors can be separated from economic factors, just as
politics and economics can be separated from one another
theoretically.

However, it is hard to imagine how a national
government could in practice set aside major political
factors and simply push ahead with economic or energy
cooperation in handling major issues concerning national
security such as energy. As energy issues have been
elevated to the level of national security and foreign
relations, they inevitably have a mutually-dependent
relationship with palitics.

In light of this, we should work to realize the following
situation in cooperation:

First of all, some of the countries are required to
reach consensus in the political arena, at least without
political confrontation on dogma or political standoffs.
Such consensus will help create the basic conditions and
atmosphere for multi-level energy cooperation, in particular
for the major energy cooperation issues and projects
requiring a relatively harmonious political atmosphere with
high-level consultation and coordination between countries.

Secondly, some countries need to adopt convergent
energy strategies to create mutually beneficial and
interdependent ties. In the past China and Russia's peculiar
development paths and stages were related directly to the
failure in building strategic energy cooperation as close
neighbors, as China had only a small demand for external
energy, and Russia had an uncertain future regarding
economic development. In the years to come, the major
economies should communicate and coordinate on
economic and energy strategies with a view to building
multilateral cooperation. Each country should have its own
room for growth, while no one country should hinder or
restrict the development of others.

3. Multilateral Cooperation or Bilateral Collaboration?

Whether Northeast Asian energy cooperation takes the
form of multilateral cooperation or bilateral cooperation
reflects the conflict of what is ideal and what is redlistic.
Energy suppliers such as Russia naturally want to have the
maximum possible choice in selecting export destinations,
SO as to gain more advantage, whereas the energy importers
also hope to have a greater number of and more varied
sources of energy imports for the purpose of their energy
security.

Based on the rule "don't put all your eggs in one
basket", multilateral cooperation is the safer option, which
ismore likely to help create a balance of energy exploitation
and trade in Northeast Asia. Building a multilateral
cooperation mechanism is consequently a sensible
requirement. Multilateral cooperation is the ideal goal and
the desired outcome of Northeast Asian energy cooperation,
but it cannot meet the needs of the current situation, as
it may have low efficiency, with higher transaction costs
and slow progress. Just as in the comparison of the thorny
progress of WTO negotiations and the rapid development
of FTAs, bilateral negotiations or multilateral negotiations
with fewer parties are more likely to reach agreement, while

the multilateral talks with more parties are subject to more
failures. It is aways harder to reach plenary consensus at
any time than to reach agreement among small groups. That
is the reason why multilateral negotiations often stumble
during the process of trying to establish Northeast Asian
energy cooperation.

Northeast Asia at present heavily depends on bilateral
collaboration in energy cooperation. How to break through
from bilateral cooperation and enter into multilateral
cooperation and what kind of process is required for the
above shift is a problem to be explored. In theory, the
countries involved in bilateral collaboration will turn to
multilateral cooperation only when they find their total
transaction costs are higher than those under multilateral
cooperation.

In reality, existing bilateral collaboration, other than
multilateral cooperation, is primarily the result of the lack
of mutual trust between Northeast Asian countries. With
rivalry and conflict stretching back to the beginning of
20th century, there are still political and economic tensions
between the countries of Northeast Asia. Without mutual
confidence-building there is a low possibility of successful
energy cooperation. Therefore, it is paramount for the
countries concerned to treat each other with sincerity
and enhance mutual trust. Secondly, the competition
between China, Japan and South Korea is of no benefit to
the establishment of multilateral cooperation. The three
countries are all oil importers and major petrochemical
processors with high capacity in oil processing. It is
expected that China, South Korea and Russia will have a
relatively bright future in power cooperation for reasons of
geography but there is still alot to be done in oil and gas
pipeline construction and transportation.

4. Institutional Frameworks or Project Implementation
First?

Actually there has been a history of Northeast Asia
pursuing multilateral cooperation going back to the
beginning of this century. Such a process serves to highlight
a lot of new progress in the establishment of multilateral
cooperation mechanisms, and also the high degree of
difficulty entailed.

Some scholars and officials therefore propose to
first initiate major projects (e.g. oil and gas pipeline
construction) and then to facilitate the creation of
collaboration mechanisms via the operation of those
projects. It is a practical idea, but the question is whether
mechanism building and project operation contradict, con
flict with, or oppose one another? Does it mean that to
advance in one area we have to retreat in another?

As we can see from the current development of
Northeast Asian energy cooperation, the Russian oil and
gas pipeline construction projects remain in the process
of continuing negotiation, consultation and compromise,
despite the many "stories." At the same time multilateral
cooperation is being driven forward gradually. The two
options should therefore be complementary. The Northeast
Asian countries have lost a great deal of precious time in
the past, when we did not have sufficient demand and the
conditions for energy cooperation. At present we have
the demand but not the adequate conditions. We cannot,



however, start to act only when all the conditions have
reached maturity.

To have al the people of the Northeast Asian countries
benefit from energy cooperation as early as possible,
we should approach energy cooperation by two paths
simultaneously. We may apply the "from-easy-to-tough”
principle to investigate the appropriate mechanisms for
energy cooperation; for example, we can make an attempt
at multilateral financing mechanisms as the first step,
and eventually pursue building a Northeast Asian Energy
Community.

5. The Key to Pushing Forward Institutional Structures
in Northeast Asian Energy Cooperation: Identify
Directions and Foci

With the various existing barriers and problems, the
establishment of Northeast Asian institutional cooperation
on energy has a long way to go. The central question that
any institutional framework should address is the desired
destination, which could become more realistic and
achievable through cooperation. One practical issue, i.e.,
that China and Japan have not yet participated in building
multilateral mechanisms, should be noted and watched.
That is quite normal because the two economic powers are
confronted with many issues and lack the due conditions
for cooperation.

The countries concerned need to identify directions
and foci, and work out the details through studies and
discussion to promote the establishment of an institutional
framework for Northeast Asian energy cooperation. For
instance, what issues need to be highlighted in defining the
major goals and contents of an institutional framework?
What is the main form that deliberations should take
— meetings between people from the energy sector or
between high-level officials? What conditions are required
for setting up an energy community? How to fulfill those
conditions with all of the stakeholders participating in the
arrangement? And, how to remove the existing barriers?

We should also propose bold hypotheses for the
future and a schedule for the institutional framework,
forecasting the situation five or ten years ahead, based
on our studies. For instance, European energy importing
countries have had a smoother process of energy
collaboration, in comparison, as they are at quite similar
levels of development. Does Northeast Asia need such
a precondition for energy cooperation? In terms of the
principle "from easy to diffiicult” the first step is to establish
a simple Northeast Asia oil or gas alliance, followed later
by a Northeast Asia energy alliance. All these kinds of
questions call for in-depth analysis. With the key issues
resolved, the institutional framework of Northeast Asian
energy cooperation will move ahead steadily.

Part V. Scenarios for Northeast Asian Energy
Cooperation and Possible Schemes for Cooper ation

1. China's Energy Policy: General Self-Sufficiency in
Energy Supply Led by Coal

China has a structural shortage of energy types like ail
and natural gas, so the shortfall has to be made up through
both domestic and international markets. Presently the
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scale of energy trade between China and other Northeast
Asian countries is small, accounting for a relatively small
proportion of China's total volume of imports and exports
for the main types of energy. Chinese coal exports to Japan
and the Republic of Korea are decreasing. A mid- and long-
term outlook shows that Russia and Mongolia will become
the essential energy-trade channels for China

2. Great Efforts in Expanding the Regional Energy
Tradein Northeast Asia

At present, the volume of energy trade in the Northeast
Asian region is limited, but its growth potential is large,
given the prospect of wider cooperation in the future. This
is of long-term strategic significance for various countries
in the region. The countries concerned should mutually
respect each other's national circumstances, and try to
mutually understand each other's points of interest. They
should make compromises at the earliest opportunity
concerning the pricing of oil, natural gas, electric power,
and investment in oil and natural gas pipeline construction.
Meanwhile, energy infrastructure construction should
be further promoted so as to lay the foundations for the
expansion of energy trade and the reaping of common bene
fits.

3. Establishment of the Regional Energy Cooperation
Mechanism in Northeast Asia to Accord with the
Common Interests of Various Countriesin the Region

Nowadays with the increasing pace of economic
globalization and regional integration, Northeast Asian
economies are becoming increasingly interdependent, and
energy security has turned into a security problem at the
regional level. The common demand for Russian energy
has provided a basis for energy cooperation in Northeast
Asia. As al three are energy demanders with an intention
of safeguarding common interests, China, Japan and the
ROK should explore ways to establish a regional energy
cooperation mechanism and an energy network with Russia
as the supplier. This would make for the achievement of a
steady and secure energy supply, the formation of strong
purchasing power, and the solution of the "Asia Premium"
problem in Middle East crude oil supply.

4. Deepening of Energy Cooperation via Multiple
M easures

The expansion of energy trade in Northeast Asia
calls for the enhancement of both the faculties for
intergovernmental coordination and mutual trust between
countries. It also requires the promotion of regional
economic development as well as a stabilized political
environment within an accelerated regional integration
process. Via a multilateral cooperation mechanism, we
should carry out in-depth studies on, and examination
into, important issues concerning energy cooperation in
the Northeast Asian region. The countries involved should
strengthen cooperation among their energy enterprises,
and enable trans-national corporations to participate in
Northeast Asian energy development and trade by means of
joint ventures, joint stocks, and mergers and acquisitions,
etc.
5. For China, Oil and Gas are the Major Areas for
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the Implementation of its External Energy Strategy in
the Future, Subject to its Specific Structure of Energy
Production and Consumption.

China's external energy strategy mainly comprises
the diversification of external energy sources and a "Going
Abroad" strategy for Chinese energy corporations. Its
external oil strategy is still in the early stages, and its share
in the global oil trade value is a mere 6%. Russia and
Central Asia will become the most significant strategic
partners of Chinain oil and gas cooperation. As neighbors
with complementary economies, they will enter into a
new era of energy cooperation. Meanwhile China should
be prudent in addressing the issue of competition and
collaboration with the major oil consumers, including the
US, Japan and India.

The gradually improved strategic partnership among
the Northeast Asian countries is allowing cooperation for
energy development in Northeast Asia to become redlity.
The basic condition for energy exploration in Northeast
Asiais to satisfy the requirements of stockholders. Due to
the complicated political and economic relationships caused
by territorial conflicts and historical problems between
these countries, there is still a long way to go. In order to
make the energy development and cooperation plan viable
and sustainable, countries concerned should understand,
cooperate, and be tolerant of one another, and balance the
interests of the major stakeholders. In a word, cooperation
is the only right way for maintaining energy security in
Northeast Asia.

References

1. Han, Lihua. "Research on Energy Competition and
Cooperation in the Northeast Asian Region." International
Business, no. 1 (2006).

2. Su, Deqgin & Zhang, Yongxin. "The Oil Supply
System under China's Global Energy Strategy", Global Sea
Transportation, 1st issue of 2004.

3. Zha, Daojiong. "Chinese Energy Development
Strategy and International Relations." World Economics
and Palitics, no. 10 (2006).

4. Zhu, Xianping. "Research on Energy Cooperation
in the Northeast Asian Region." Jilin University Social
Sciences Journal, no.5 (2006).

5. Wang, Hao. "The Current State of Energy Security
and the Attendant Countermeasures in the Northeast Asian
Region." Economic Review, no. 12 (2005).

6. Tang, Weibin. "China Oil Security & Energy
Diplomacy", Journal of Foreign Affairs College, 2nd issue
of 2004.

7. Jiang, Zhenhua. "The Deepening of Good-
Neighborly Mutual Trust and the Promotion of Common
Development among Northeast Asian Countries." China
Business and Market, no. 1 (2005).

8. Zhu, Xun. "Implementing a Global Energy
Strategy and Building a Global Supply System”, China
Petrochemicals, 12th issue of 2003.



ERINA REPORT Vol. 77 2007 SEPTEMBER

pbdbdbubtubtububobuboooouooogn

ooooooooooooooooooooooobooOooooon

googo
goooooobobooobooobooboobooboobooDoobDoobOobDb0obDooboobOobobobDoobo
oooounpooooo0oo0oo0ooooo0oOo0ooooo0oOo0o0oUooooOoUoOo0DoOoUooUoO
gooooooboobooobooboobobooboobobobooobDoobobDbobDo0oboobobboboobo
000000000000 00000DOOdiversification strategy ] 00 000000000000 0O0OOOOOOO
O000000O00000000going abroad strategy(] DO 00000000
00o00o00oO0o0oOo0oo0oOo0oOoooo0bO0o0oOo0oOOo0OO0o0o0o0oOo0oO0o0Doo0oOooooUoO
gooooboobooobooogooooooooobobogboobDoooOooOboobODo@™oooDoboboboobooobDo
00000000000 00O0000000o00O0bO00O00oO00O0o0o0o0o0o0oo0o0oo0oOooooooo
O0ooO0ooooooooooo
gooooooboobooobooboobobooboobOobDOoobDoobobDb0obDo0oboobobDbobDoob o
00o00o0oo0oo0oo0oOo0oOo0oOoO0oOOo0oo0oOOo0O0o0oO0oUoOo0oOo0Doo0DoOooooUoO
gooooooboobooobooboobobooboboboboooboobobDbobDo0oboobobbobooba
00o00o00o0o0oo0oo0oOo0oOo0oOoO0bOO0o0oo0oO0o0O0o0oO0o0oO0o0oo0o0oo0oOooooooo
goooooobooo



ERINA REPORT Vol. 77 2007 SEPTEMBER

MONGOLIAN ENERGY STRATEGY: CURRENT STATUS
AND PROGRAMS

Tumentsogt Tsevegmid

Infrastructure Operations Officer
World Bank / Mongolia
ttsevegmid@worldbank.org

CONTENTS
O O MONGOLIAN ENERGY STRATEGY: CURRENT STATUS AND PROGRAMS
O O DEVELOPMENT OF BILATERAL AND MULTILATERAL INTERNATIONAL ENERGY COOPERATION
WITHIN THE NORTHEAST ASIAN REGION, AND COOPERATION WITH OTHER INTERNATIONAL

ORGANIZATIONS

O O PROSPECTS AND SCENARIOS FOR NORTHEAST ASIAN ENERGY SECURITY IN THE FUTURE

1. MONGOLIAN ENERGY STRATEGY: CURRENT
STATUS AND PROGRAMS

Mongoliais a landlocked country with a vast territory
of 1.6 million square kilometers and a small, scattered
population of 2.5 million people sandwiched between the
Russian Federation and the People's Republic of China
(PRC), and for its economic growth, poverty reduction and
overall development, the development of infrastructure,
such as roads, energy access and telecommunications, is
vital. Due to its landlocked and remote location Mongolia
is dependent on cross border trade, and the government of
Mongolia has been promoting regional cooperation in the
energy sector with itsimmediate neighbors and countries of
the region.

Mongolia has been developing its democratic society
and market based economy since 1990, and the government
of Mongolia has made tremendous efforts to make the
transition from an authoritarian regime to a democratic
society, and from a centrally planned economy to a market
oriented economy. Many important steps have been taken
towards the legal, structural, and institutional changes
needed to transform society and the economy.

As of the end of 2006 the Mongolian economy grew
at arate of 8.3% and economic growth during the last three
years averaged 8.4%. For the first time in three years the
budget had a surplus due to the high commodity prices for
copper and gold. Although many structural changes have
been undertaken to improve the overall macroeconomic
situation and policies to improve the investment
environment, the economy remains dependent on mining
and agricultural products.

Mongolia recently began oil exploration and
has started to export crude oil to China, and for the
development of oil industry there is a need for investment
in the oil sector and the related infrastructure. At this time
all petroleum products are imported from Russia and China.

Liquefied petroleum gas (LPG) use is increasing
rapidly, and the government places importance on the
development of an LPG network and LPG use as anew and

relatively "clean” fuel mix.

One third of the population of Mongolia follows a
nomadic lifestyle, herding 34 million livestock. Because
of this nomadic lifestyle, it is a challenge to develop
suitable electricity access for herders. The government is
encouraging the development of renewable energy, such as
small-scale hydro, solar and wind energy projects. There
are ongoing projects to develop small hydropower plants
(HPP), to promote the use of solar and wind energy.

Mongolias current total installed electricity capacity
is 878.4 MW, and its heat capacity is 1,700 GCal/hour.
The electricity network covers most of the nation and
power is supplied to 19 aimags (provinces), and 200 soum
(district) centers. Mongolia covers its deficit in peak hours
by importing electricity from Russia. Due to the rapid
economic growth of 10.6% in 2004 (6.4% in 2005), the
power demand has increased by 7% (4.6% in 2005), and the
increased demand is due to increased mining production.

Mongolia has abundant coal resources of 150
billion tons and needs to invest more in exploration
and development. The production and export of coal is
increasing.

The government is implementing programs to create
a unified grid, and to develop the energy sector in a
comprehensive and sustainable manner.

The new Energy Law of 2001 enabled establishment
of an independent regulatory authority, which will enable
efficient operators to enter the energy market, and the
restructuring of the energy sector has been implemented in
accordance with the new law. The government of Mongolia
has started the privatization of state owned assets in the
energy sector.

Mongolia is keen to promote energy cooperation with
neighboring countries and the countries of Northeast Asia

In terms of policy the major priorities for the
government are to create the necessary institutional
framework for private sector participation (PSP), to
improve the efficiency of the energy sector, to facilitate
the development of renewable energy, and to promote an



environment which will enable regional energy cooperation
and integration.

The Mongolian fuel and development strategy is
contained in numerous policy documents, and there is no
one document which contains all strategy directions. A
legal basis is provided by two laws, the Energy Law of
2001 and the Renewable Energy Law of 2007.

The Mongolian Parliament passed the "Renewable
Energy Law" in January of 2007, and this law enables the
creation of trust funds for promotion of renewable energy
sources and purchase of power generated from renewable
energy sources at preferential tariffs.

Mongolia's Energy Strategy has been reflected in
several policy documents, such as the "Mongolia Integrated
Power System" (MIPS), the "Mongolia Sustainable Energy
Sector Development Strategy Plan (2002-2010)", the
National Development Strategy, the Regional Development
Concept, as well as government programs such as the
"National Renewable Energy Program", the 100,000 Solar
Ger" program, the "Liquefied Petroleum Gas' program, and
the"Coa" national program, etc.

Fuel and Energy in the National Development Strategy
(NDS) of Mongolia

In order to get a broader understanding of the fuel
and energy sector within the wider context of Mongolia's
economic development, it is important to understand the
national development policy for the short and medium term.

In the coming years Mongolia's economy will be
driven by the rapid development of the mining and mineral
resources and agricultural sectors, and related industrial and
manufacturing devel opments.

The government of Mongolia developed the National
Development Strategy (NDS) in 2006, which outlined the
major policies for the 15 years to 2021. The NDS has been
developed in line with the macroeconomic, infrastructure,
trade and industry, agricultural and other policies, the
Regional Development Concept, ongoing programs such
as the Millennium Road and Mongolia Integrated Power
System (MIPS) etc., and this is the first attempt at a long-
term strategy which goes beyond the government remit and
ensures consistency in development strategy.

Mongolia will pursue an economic development
strategy to develop export-oriented industries and services.
The primary objectives of the economic development
policy are to make significant progress in achieving the
Millennium Development Goals (MDG), increase economic
growth to an average of 14%, increase GDP per capita to
not less than $12,000 by 2021, and develop the knowledge-
based economy, etc.

The National Development Strategy will be
implemented in two stages, the first running from 2007 to
2015, and the second from 2016 to 2021.

Industrial Sector
During the first phase (2007-2015) the utilization
of strategic deposits, the improvement of the structure
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of the economic sector, the creation of a knowledge-
based economy and the formation of a financial capacity
utilizing advanced technology are planned. During this
stage the following are envisioned; to create favorable legal
and economic conditions to attract domestic and foreign
investment, to increase the use of minera resources which
are of great importance for economic growth, centralize
the revenues from the utilization of mineral resources to
the "Mongolia Development Fund”, develop the deposits
of Oyu Tolgoi, Tsagaan Suvarga, Tavan Tolgoi, Asgat,
Tsav, Tomortei, and Choir-Nyalga in an environmentally-
friendly manner, enhance the capacity of the Erdenet plant,
increase cathode copper production, produce 400,000 tons
of pure copper and 500,000 tons of steel by 2015, launch
the processing of coking coal, increase the extraction of
oil, upgrade the processing of minerals and develop value-
added products, expand geological studies and mineral
exploration, focus on increasing the standard of living of
the population and reduce poverty via utiliziation of mineral
deposits.

During the second phase (2016-2021) the following
are planned; to intensively introduce advanced and ad-
hoc techniques and technology in the mining and mineral-
resource sectors and increase the production and sale of
value-added products. In order to achieve these goals,
the strategy outlines such goals as; the introduction of
affordable, efficient, environmentally-friendly advanced
technology to fully utilize mineral resources, keep mineral
resource extraction at an adequate level, upgrade the
processing and increase the production of value-added
products, produce 900,000 tons of pure copper and 750,000
tons of steel, 400,000 tons of lubricants and mineral fuel
materials from coal annually to 2021, build a larger scale
crude oil extraction and processing plant, meet the needs
of the domestic market and supply the foreign market with
petrol and oil products, develop a national mining company
of world standard, and develop mining related small and
medium-sized enterprises (SMES), etc.

Manufacturing sector

During the first stage (2007-2015) in the area of
manufacturing, the following are envisioned; to introduce
advanced technology in the manufacturing sector and
increase production of value-added products which are
competitive in international markets, develop the wool
and cashmere processing industry as a strategic sector and
enhance its competitiveness in world markets, encourage
and develop production of products that can substitute for
imports, establish industrial and technology parks which
are closely linked with domestic and foreign resources
and opportunities regionally and develop those parks, etc.
It is expected that high technology will be introduced in
manufacturing, and production and product competitiveness
will increase as manufacturing's share of GDP increases
four-fold.

During the second phase (2016-2021) the following
are planned; to strengthen and increase the share of
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intellectually capable and knowledge based production in
the industrial sector, develop a highly-devel oped production
industry which meets world standards, increase trade
and export capacity, and achieve full processing of raw
materials originating from livestock, etc.

Energy sector

The NDS sets the following priorities for the energy
sector; establishing an integrated energy system in
Mongolia, increasing the efficiency of the energy sector and
ensuring reliable and safe operations by specifying a power
supply policy for the Gobi region and establishing power
supply to the Oyu Tolgoi, Tavan Tolgoi, Tsagaan Suvarga
and other mines, building a 220-kV power transmission
line from the Central Electricity System to Oyu Tolgoi,
constructing a power plant of up to 500 MW at the Tavan
Tolgoi coal mine using foreign investment, connecting
the power systems of the eastern and western regions to
the central energy system, reducing energy dependency,
building a combined heat and power (CHP) plant of up to
400 MW in the city of Ulaanbaatar, building hydropower
plants on large rivers such as the Eg, promoting regional
energy integration, and exploring the potential for
utilization of nuclear energy and power plants, etc.

Developing access in rural areas is one of the main
objectives of the strategy, and electricity supply to soums,
residential areas and herders will be one of the main
priorities. It is planned to connect 120 soums and residential
areas not connected to the central energy grid by expanding
the grid and renewable energy sources, and provide 120,000
families with solar and wind energy sources within the
framework of the "100,000 Solar Ger" program.

In the fuel sector the following are envisioned,;
developing small-scale, gasified coal plants and improving
energy supply in rural areas, producing smokeless fuel from
coal, developing medium- and large-scale production of
liquefied fuel, and developing a coke-chemical -coal -power
and pure chemical industrial complex, etc. To achieve these
objectives, there are plans to form a legal and regulatory
framework that can provide government support to the
coa extracting and processing industries and to implement
legislation, to start utilizing a coke coal deposit at Tavan
Tolgoi, to establish coal-chemical research laboratories,
to produce liquid fuel products from coal and to reduce
imports.

At alater stage, based on pure coal technology, there
is a plan to build a larger scale power station and achieve
the production capability needed to produce liquid fuel
products from coal by establishing a fuel, energy and
coal-chemical complex in the Choir-Nyalga coal basin,
producing new types of energy sources such as hydrogen
and methanol (methane) from coal, achieving the full
capacity of the coke-chemical factory and exporting not
less than five million tons of coal per annum.

Mongolia Integrated Power System (MIPS) Program

In 2002 the State Great Hural (parliament) adopted
the "Mongolia Integrated Power System" (MIPS)
program, and the program will contribute to energy access
development and will help to reduce operational expenses,
creating favorable socio-economic conditions for regional
development, and creating a reliable electricity supply. The
ultimate goal of the "Mongolia Integrated Power System"
(MIPS) program is to create a unified power grid connecting
the Central Energy System (CES) of Mongolia with the
western and eastern systems thus creating a network which
will improve reliability and cost effectiveness.

The Mongolia Integrated Power System (MIPS)
Program was updated in 2007. It is the main policy
document outlining the main directions for electrification in
Mongolia.

National Renewable Ener gy Program (2005-2020)

On June 9th 2005 the parliament of Mongolia
approved the "National Renewable Energy Program"
(2005-2020) to facilitate the use of renewable energy in
Mongolia. The main objective of the program is to improve
the energy structure in Mongolia by increasing the share
of renewable energy in the total national energy supply, to
increase economic efficiency and reduce unemployment and
poverty, as well as to provide sustainable environmental
conditions to support sustainable social growth. The
goal envisaged in the program is to increase the share of
renewable energy within the total generation to 3-5% by
2010, and 20-25% by 2020, respectively.

" 100,000 Solar Ger" Program

This program was launched by the government in
1999 to be implemented in the period 2000-2010. The main
purpose of the program is to provide solar home systems
to al households in rural areas, develop solar-wind-hydro
hybrid power systems combined with diesel generators
to meet the demand of rural families, villages, schools,
hospitals, tourist camps, cultural and small enterprises, and
frontier posts, etc.

The government subsidizes this program by paying
an amount for the purchase of the system for low-income
families. Most rural families pay half of the cost of the solar
power system, and the remaining half can be leased for 2-3
years.

Liquefied Petroleum Gas (L PG) Program

The liquefied petroleum gas (2006-2010) program
was adopted by the government in 2006. Mongolia has still
not completed thorough geologica surveys for oil and gas
deposits - consequently coal is the major fuel for energy
production.

Mongolia started importing liquefied petroleum gas
(LPG) from Russia in 1996, and demand has grown at an
average of 40% per year. Now there are eight companies
which are involved in the import and distribution of LPG
in Mongolia. The government of Mongolia (GOM) gives



exceptional importance to the development of the use
of LPG as a new fuel mix, as a relatively "clean" fuel
compared to fossil fuel, and the government has taken some
measures to exempt taxes for equipment, etc.

The government of Mongolialaunched a new program
"Liguefied Petroleum Gas" which is aimed at promoting
the use of LPG in households and transportation, and at
introducing the necessary safety standards and regulations.

In order to promote the use of LPG and ensure safety,
compliance and efficient usage in LPG consumption, the
government is drafting the "Gas Supply Law".

"Coal" National Program

The "Coal" national program, which has been
submitted to the State Great Hural (parliament), has as
its main objective the development of coal processing
technology, thereby contributing to social stability,
economic security and sustainable development.

The program's goals are to develop and produce liquid
fuels, flammable gases, and ecologically clean fuels from
coal, to develop power production, the coke-chemical
and coal-chemical industries, and export products, and to
develop the coal-processing sector as a leading sector of the
economy.

The government of Mongolia is pursuing policies
to create the conditions for producing coal using clean
coal technology, for producing liquefied petroleum and
briquettes, and for attracting investment in this sector in
order to export coal products to the world market, and to
create a favorable legal environment and tax and tariff
conditions.

The program will be implemented in two stages during
the period 2007-2020.

During the first stage (2007-2012) the following are
envisioned; to develop the techniques and technology for
coal exploration, production, and development of a coal-
chemical factory, to identify measures and directions,
to establish a coal-producing factory and coal-chemical
laboratory, to utilize the Tavan Tolgoi coal mine
comprehensively and to define internationally recognized
standards for coal and study.

During the second stage (2013-2020) is the following
are planned; to take measures to introduce modern
technology and methods of coal liquefaction and production
of oil from coal, and to establish a coal-chemical factory
complex.

Mongolia Sustainable Energy Sector Development
Strategy

In 2002 the government of Mongolia approved with
Resolution Number 140 the "Mongolia Sustainable Energy
Sector Development Strategy Plan (2002-2010)", and
this reflects the goals reinforced in the Poverty Reduction
Growth Facility (PRGF) program, which has been endorsed
by the international and donor community. The main
objective of the Energy Sector Strategy of Mongolia is
to create a financially sustainable energy sector that will
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provide cost-effective energy access, thereby enabling
poverty reduction and greater private sector and civil
society participation. Mongolia's energy sector will be
developed within a regional energy context, while at the
same time taking advantage of new technologies and
sources of energy that might further promote economic
efficiency and environmental sustainability.

2. DEVELOPMENT OF BILATERAL AND
MULTILATERAL INTERNATIONAL ENERGY
COOPERATION WITHIN THE NORTHEAST ASIA
REGION, AND COOPERATION WITH OTHER
INTERNATIONAL ORGANIZATIONS

As aremote and landlocked country, Mongolia has to
cross at least one international border in order to access sea
ports and international trade routes. The closest sea port,
Tianjin in China, and the port of Nakhodka in the Russian
Federation, being 1,700 km and 6,000 km from Ulaanbaatar
respectively, are the closest sea access ports and the high
transportation cost makes goods produced in Mongolia less
competitive on international markets.

Since the early 1990s when Mongolia started to
develop a democratic society and market oriented economy,
agreat deal of effort has been devoted to promoting policies
of active bilateral and multilateral trade and economic
cooperation.

Because of its geographical location Mongolia has
developed close political and economic ties with its
immediate neighbors, China and Russia, as well as other
countries. Mongolia is promoting the “third neighbor"
concept to develop balanced foreign relations with other
countries.

Energy cooperation between Mongolia and Russia was
historically close. In recent years, however, cooperation
between Mongolia and China has been developing quite
rapidly. The former Soviet Union built the whole fuel and
energy sector in Mongolia, and everything from coal mines
to power plants, electricity and heat distribution networks,
etc., were built using Soviet technology, and a structure
of vertically-integrated energy utilities has been inherited.
Although there were traditionally very strong ties in the
energy sector, at this moment bilateral cooperation is
limited to electricity import from Russia to Mongolia.

Mongolia and Russia have a power connection in the
form of a 220-kV transmission line between the Siberian
Energy System in Buryatia and Mongolia, and is an
important link for making up the deficit of power during
peak hours and ensuring the reliability of the Mongolian
Central Energy System by regulating frequency stability.
On average, Russian power import constitutes 5% of total
demand.

Additionally, besides some small regiona power links
between border points, there is a 110-kV power connection
between Western Mongolia and the Republic of Tuvain
Russia. Three aimags in western Mongolia - Bayan-Ulgii,
Uvs, and Khovd - are fully dependent on Russian power
imports.
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Energy cooperation with China has started only
recently, but it isincreasing rapidly. Chinese companies are
constructing two hydropower plants in Western Mongolia;
the Durgun 12-MW hydropower plant (HPP) and the
Taishir 11-MW HPP,.

The Chinese government has provided a grant which
was used to acquire solar power systems for the "100,000
Solar Ger" program.

The Chinese government offered US$300 million
in soft loans to the Mongolian government, and in 2006
the Memorandum of Understanding (MOU) was signed
between the Ministry of Finance and China's Export-Import
Bank to utilize this preferential loan for construction of the
Egiin 220-MW HPP, on theriver Eg.

There is an ongoing study into developing coal mines
in Mongolia, constructing power plants and exporting
power from Mongolia to China. The study started after
the signing of the Memorandum of Understanding (MOU)
between the Central Regional Electricity Transmission
Company of Mongolia and the State Grid Corporation of
China (SGCC) during the state visit of Mongolian President
N. Enkhbayar to the People's Republic of Chinain 2005.
The project will be realized after getting the approval of the
governments of Mongolia and Chinafollowing the carrying
out of adetailed feasibility study.

The government of Mongolia is developing mutually
beneficial, bilateral energy cooperation with countries in
Northeast Asia, such as the Russian Federation, the People's
Republic of China, the Republic of Korea (ROK) and
Japan.

Cooperation with the ROK has started recently yet
it has been making great progress in recent years. During
the official visit of President Roh Moo-hyun to Mongolia
in 2006 several agreements to facilitate bilateral energy
cooperation were signed:

1. A Memorandum of Understanding (MOU) on
utilization of Renewable Energy between the
Ministry of Fuel and Energy and the Ministry of
Commerce, Industry and Energy (MOCIE) of the
ROK;

2. An MOU between the Ministry of Fuel and Energy
and the Daesung Group to develop a renewable
energy park in the Gobi region;

3. An agreement between the Energy Research &
Development Center (ERDC) and the Korea
Energy Economics Institute on cooperation in
areas for joint research studies, training and project
implementation;

4. An MOU on cooperation between the ERDC and
KEPCO (ROK);

5.An MOU between Khasvuu (Mongolia) and
KEPCO (ROK) on providing consulting services,

6. An MOU between lvanhoe Mines and KEPCO
(ROK).

Japan has been the largest donor country since the
early 1990s, and the technical assistance, grants and aid
provided from government of Japan were vital in coming
through the transition period from a centrally planned
economy to a market oriented economy.

Japanese soft loans were utilized to rehabilitate
the Shivee Ovoo coal mine and Power Plant No.4 in
Ulaanbaatar. Also grants and technical assistance were
provided to develop a coal sector master plan and a
renewable energy master plan, to supply solar power
systems for the "100,000 Solar Ger" program, and to
rehabilitate the Baganuur coal mine, amongst many
other projects. Japanese volunteers worked in Mongolia
and provided expertise and technical advice at Power
Plant No.4, and policy advice to the former Ministry of
Infrastructure, etc.

The government of Mongolia gives exceptional
importance to regional energy cooperation. Mongolia is
eager to promote energy cooperation with our immediate
neighbors, the Russian Federation and the People's
Republic of China, and the countries of the Northeast Asian
subregion. Mongoliais supportive of initiatives for regional
energy cooperation of mutual benefit, and the GOM will
welcome trans-Mongolian projects. The GOM has actively
participated in all intergovernmental meetings since the
Intergovernmental Meeting on Northeast Asian Cooperation
in Khabarovsk, Russia, in 2001.

Mongolia is a signatory of the Energy Charter Treaty
and Mongolia actively participated in many conferences
and meetings organized by the Energy Charter Secretariat
(EC9)™.

Mongolia is an active member of regional energy
initiatives, such as Northeast Asia energy cooperation
and the Central Asia Regional Economic Cooperation
(CAREC), and is taking initiatives to further promote
energy cooperation.

The Energy Regulatory Authority (ERA) of Mongolia
isamember of the Energy Regulators Regional Association
(ERRA)

The Mongolia Energy Association (MEA) works
with the World Energy Council, and has organized severa
regional meetings and workshops on different aspects of
energy.

3. PROSPECTSAND SCENARIOSFOR NORTHEAST
ASIAN ENERGY SECURITY IN THE FUTURE

The countries of the Northeast Asian region differ
significantly in terms of size, capacity, political and
institutional structure, and for successful energy cooperation
it is necessary to create an institutional framework to

! Source: www.encharter.org
? Source: www.erranet.org




promote regional projects.

The main issue for energy in Northeast Asia is the
supply and demand of energy resources and the related
energy security. Energy demand growth projections show
that by 2020 the energy demand of the Northeast Asian
region will reach 3,515 million TOE, which is a 50%
increase compared to the level in 2001.

It is estimated that by the year 2030 the world's total
energy investment would require about $16 trillion, and
nearly a third of that $16 trillion will be needed for East
Asia

The other important issue is the environment.
Dependency on coa and increasing pollution require more
concerted efforts to reduce the impact on the environment.

For a long period this region was a theater of intense
geopolitics, and interdependency was a major feature of
relations between countries in the region. Since the 1990s
the countries of the region have made a lot of effort to
promote regional cooperation, integration and mutual
understanding.

This region is aready developing regional arteries of
international transport, telecommunications, tourism and
services, and there are still even more opportunities for
regional cooperation in developing internationa pipelines
and power links®. This region offers opportunities for
regional cooperation, which might grow to the level of
existing integrated economic bodies, such as ASEAN,
the EU, and NAFTA, etc. This region is moving from
interdependent to integrated co-existence.

The strong economic growth of the countries of
Northeast Asia necessitates an increasing demand for
energy resources, and the region needs to secure more
reliable and diverse energy resources for sustainable
development.

What are the issues, or driving forces, that will shape
energy cooperation in Northeast Asia over the coming
decades?

The most basic issue for energy in this region, as in
any market, is the supply and demand of energy resources,
and the related issue of energy security. Although some
countries of the region have had a stagnant demand for
growth, overall the countries of the Northeast Asian region
are characterized by dynamic economic activity which will
require increasing demand for energy resources, such as ail,
gas, and other power sources.

Most countries of the region are dependent on the
Middle Eastern oil supply, and projections show that that
dependence will grow. With the unstable situation in the
Middle East there is a need to diversify energy supply.

The failure of the countries of the region to secure
energy resources in a sustainable manner by concerted
effort will negatively affect economic development and
will lead to insecurity in energy supply and high prices, and
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decrease the overall competitiveness of the region.

The next most important issue is the financing of
regiona energy projects and the risks associated with the
actual implementation of regional projects. These risks
include; differences in the legal and ingtitutional structures
of the various countries, complicated political issues, and
mutual distrust between nations stemming from historical
events, etc. Because of historical tensions and the lack
of trust between nations, some countries pay excessive
prices for securing energy sources. As we see from recent
developments in ongoing and developing projects, there are
issues related to the costs of the project, and political issues,
which need to be tackled at the government level.

The remaining important issue is the environment.
Dependency on coal and increasing pollution require more
concerted efforts to reduce the impact on the environment.
High economic growth and improving living standards
of these countries brings increased pollution and CO,
emissions. Since the nations of the region occupy the same
common place, environmental issues should be considered
in a comprehensive manner.

The Northeast Asian region appears to have
experienced robust dynamic growth in energy demand for
the last fifteen years. In particular, China and Korea have
led the energy demand growth in the region due to their
rapid economic growth. Primary energy supply in China
has rapidly increased from 621.2 million TOE in 1990 to
1,563.2 million TOE in 2005, while that in Korea increased
from 93.2 million TOE in 1990 to 228.6 million TOE in
2005. Energy consumption per capita in China increased
from 0.63 TOE in 1990 to 1.103 TOE in 2005, while that
in Korea increased from 2.17 TOE in 1990 to 4.73 TOE in
2005.

However, energy demand in Russia and Mongolia
appears to have experienced a decrease during the period
1990 to 2005. Russias total energy demand is recorded as
654.5 million TOE in 2005, which is a significant decrease
from the level of 888.3 million TOE in 1990.

China is the largest energy consumer in the region,
being the second largest consumer in the world following
the United States. China's share of world energy
consumption has grown significantly from 8.4% in 1990 to
14.7% in 2005.

Economic growth is the main driver of energy demand
growth in Northeast Asia. In particular, China's economy
continued to grow at a rate of 10.1% per annum during the
period 1990-2005, while the annual average growth rate of
energy consumption was around 4%. The Korean economy
has also experienced rapid growth in recent decades. The
gross domestic product (GDP) for Korea has increased by
6.8% per annum during the period 1990 to 2005.

Apart from Russia, the countries in Northeast Asia
are net energy importers. Overseas energy dependency in

® Source: A Grand Design for Stability and Prosperity of Northeast Asia, Mr. Hajime Koizumi, KRI International,

Japan
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China, Mongolia, and the Republic of Korea, was reported
to be 7.7%, 19.5%, and 96.8% in 2005, respectively.
Among these countries, Korea is a resource-poor country,
having indigenous energy resources of only small deposits
of anthracite coal, and some renewable energy and
hydropower. Therefore, Korea's import dependence ratio
of energy consumption has steadily increased, along with
its economic growth, from 73.5% in 1980 to 96.8% in 2005
(with nuclear energy included).

Coal is the predominant energy source in China,
accounting for 68.9% of total energy consumption in 2005.
China has been a net oil importer since 1993 and a net
crude oil importer since 1996. The share of natural gasin
China's total energy supply was reported as only 2.9% in
2005.

In Mongolia, coal is also the predominant energy
source, accounting for 66.3% of the total energy supply in
2005. Oil accounted for 22.7% of the total energy supply
in 2005, which is provided by imports of refined products
from Russia. Mongolia aso imports electricity from Russia.
The volume of power imports from Russia to Mongolia is
130 GWh per annum, providing a 160 MW capacity on a
constant basis and accounting for around 7% of the total
power supply in Mongolia.

In Koreg, ail isthe most important fuel, accounting for
44.4% of the total primary energy supply in 2005. Next is
coal, which accounts for 24.0%. Most of the coal consumed
in Korea is bituminous coal, all of which is imported. As
aresult of fuel diversification efforts, nuclear energy has
been used in Korea since the 1980s as a fuel for base-load
power generation, and natural gas is used in the form of
liquefied natural gas (LNG) as a fuel for the residential and
commercia sector and also for cogeneration and district
heating systems. Nuclear energy accounted for 16.1% of the
total primary energy supply in Korea in 2005 and natural
gas made up 13.3%. Hydroelectricity constituted a very
small proportion, at less than 0.6%.

Russia is an energy rich country, having abundant
natural energy resources. Russia possesses 45% of the
world's natural gas reserves, 12% of its oil, 23% of its coal
and 14% of its uranium. In contrast to the other countries
in Northeast Asia, natural gas is the predominant energy
source in primary energy supply in Russia. In 2005, the
share of natural gas in Russia's total primary energy was
very high, at 55%, while that of coal was 16.4%, oil 19.0%,
and hydro and nuclear power 8.3%. Russia is also the
largest exporter of energy resources in the world. In 2005,
the share of energy resource exports in the total export trade
of Russia exceeded 60%, which was a significant increase

from the 45.4% in 1990".

The situation for oil supply is desperate. This region
includes countries which are among the world's top ten
oil consumers, such as China, Japan and the Republic of
Korea. The countries of the region are vulnerable due to
their dependence on one region for their supply, the Middle
East, and the projections for supply show that dependency
on Middle Eastern oil supply will increase even further
by 2020. With the unstable situation in the Middle East
and increasing oil prices, the countries need to secure
energy sources which are as diverse as possible. Recent
developments with ongoing projects in eastern Siberia and
the Russian Far East show that there is little evidence that
there will be significant oil exploration, development and
export to the countries of Northeast Asia comparable to the
current supply from the Middle East.

Furthermore, with the increasing demand, and
mismatch between demand and production® capacities, the
countries of Northeast Asia are concerned with the issue of
energy security as never before. By 2030 Northeast Asia
will consume 20% of the world's oil, and, in particular,
in China the gap between oil demand and production will
grow.

Although increasing oil prices would help to justify the
economic feasibility of expensive regiona projects, there
might be political influence in the development of future
projects through the use of energy resources as a policy
toal.

Recent developments with oil related projects provide
evidence that there will be quite stiff competition among
the countries to secure energy resources and to get maximal
access to resources by bypassing neighbors and using
bilateral types of agreements.

Due to historical issues between nations, territorial
disputes, and political and structural differences, the
countries of the region are still reluctant to cooperate on
multilateral projects, and, aside from bilateral projects, the
opportunities for successful multilateral cooperation are
€normous.

With the increasing demand for energy resources in
Northeast Asia, the energy security issues may include
supply and demand, dependency on specific supplying
region, political risks, and the market power of major
suppliers, etc.

The Northeast Asian region is characterized by the
high dependency on coal in China, and the high dependency
on ail in Japan and Korea. Carbon dioxide emissions will
grow at 3.2% in China, and at 2.0% in other Northeast
Asian countries, totaling 7,967 million tons by 2020°. In

* Source: Draft Country Report for Senior Ofiicials Committee (SOC) on Energy Cooperation in Northeast Asia,
reports of the Russian Federation, PRC, ROK and Mongolia, December 2006

® Source: Oil Security and Collaboration in Northeast Asia, Norio Ehara, Head of Non-Member Division, Asia/
Pacific and Latin American Countries, International Energy Agency (IEA), Seoul, Korea, 16-17 March, 2004

® Source: Potential Benefits and Barriers in Multilateral Energy Cooperation in Northeast Asia, Dr.Ji-Chul Ryu,
International Expert Workshop "Towards Multilateral Energy Cooperation in Northeast Asia", September 5,

2003, Seoul, Korea



China, with its skyrocketing energy demand and improved
living standards, the use of coal as a primary energy source
will affect the whole region along with other countries and
there is a need to diversify and improve the share of other
energy sources, such as oil, and hydro and nuclear power.

Although the region has opportunities for regional
cooperation, the countries of the region differ significantly
in terms of economic capability, size, resources and labor.
Every country of the region has its own distinguishing
features, and its own comparative advantages and
disadvantages in promoting regional cooperation.

Regional energy cooperation in Northeast Asia will
be a 'win-win' business proposition, beneficial for all
the countries in the region. The Russian Far East, being
blessed with abundant natural resource reserves, can obtain
economic gain by exporting energy sources, while the large
energy consuming markets of Korea, Japan and China can
secure stable energy supply sources in the region with the
advantages of geographical proximity. Thus, the countries
in the Northeast Asian region can pursue mutual benefit
by promoting collectively and complementarily regional
energy cooperation for the joint development of resources
and infrastructure such as natural gas pipelines and power
transmission grids.

Regional energy cooperation for development of
the indigenous energy resources, i.e. oil and natural gas,
located in Northeast Asia, will contribute to improving the
self-sufficiency of energy supply in the region as a whole
and thus to reducing dependency on imports from outside
the region, particularly the Middle East.

By promoting multilateral energy cooperation at the
regional level, the degree of economic interdependence
between the countries in the region will increase, which in
turn will create conditions for the maintenance of political
stability which is one of the major challenges facing the
region.

Potential for Energy Cooperation in Northeast Asia
Development of natural gas fields in the Russian Far
East (Irkutsk, Yakutia and Sakhalin): Eastern Siberiais
one of the largest unexplored hydrocarbon-bearing (oil and
natural gas) areas still left on earth. The development plan
for natural gas in Northeast Asia also includes a project for
the construction of cross-border pipeline networks for a gas
export route from gas fields in eastern Siberia to Korea and
China. Eventually, the project will contribute to the creation
of an integrated regional energy system in Northeast Asia.
In terms of electricity, there is limited scope in the
cross-border power-connection system in Northeast Asia.
Construction of a cross-border power-connection system in
the region can produce economic gains and benefits for the
countries of the region via such things as the load diversity
between the countries, lower capacity additions, reduced
spinning reserve requirements, more efficient dispatch,
and a more reliable system operation. A possible project
for the cross-border power-connection in Northeast Asia
under discussion includes construction of transmission lines
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between Russia, and the DPRK and the ROK, and between
Chinaand Russia.

The trade in electricity between the Amur region and
the adjacent areas of China, as well as Korea, may increase
effectively after the construction of the Bureya HPP and
by 2020 total electricity exports from Russia may reach 75
billion kwh. In the more remote future further integration
between the electric power systems of eastern Siberia, the
Far East and the countries of Northeast Asiais possible.

The further development of the transportation
infrastructure of Russia's oil industry is determined by
the following major factors; the need to have its own oil-
loading terminals for exporting oil supplies by sea; the
expediency of creating new export routes for Russian ail
and oil products; the appearance of new oil production
hubs in the east of the country (eastern Siberia, the
Sakha Republic (Yakutia), and the Sakhalin shelf). The
following basic directions for the development of the oil
transportation system are planned in Northeast Asia:

e East Siberian direction: Construction of new oil
production hubs in Eastern Siberia and the Sakha
Republic (Yakutia) and penetration by Russia
into the energy market in the Asia-Pacific region
will generate the need to complete the Angarsk-
Nakhodka oil pipeline system (with a capacity of
about 80 million tons per annum) with a possible
branch pipeline to China (Daging);

e Far Eastern direction: Creation of an optimal
transportation infrastructure meeting the
requirements of rational subsoil use, including
those in the frameworks of the "Sakhalin-1" and
"Sakhalin-2" projects taking into account the
prospects for further development of oil and gas
resources of the Sakhalin shelf.

Policy Cooperation Agenda

The policy cooperation agenda which can be
implemented between the countriesin Northeast Asiain the
short term may include upgrading and enriching the policy
dialogue channels between governments in Northeast
Asia in order to create a confidence building environment,
development of the Senior Officials Committee (SOC) to
the Energy Ministerial Meetings (EMM), promotion of
dialogues and participation between energy experts and
business, promotion of information and data exchange
and sharing mechanisms, joint research and study into
possible energy projects, and capacity-building projects for
developing countriesin the region, etc.

In the longer term prospects may include the
creation of institutionalized frameworks for multilateral
regional energy cooperation, such as treaties, charters,
the introduction of policy coordination functions, the
development of a joint policy agenda for common goals
and task sharing, and an addressing of intra-regional energy
financing mechanisms, etc.
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Japan's Energy Strategy and Development of Energy

Cooperation in the Asia-Pacifiic

Shoichi Itoh
Associate Senior Researcher, Research Division, ERINA

ABSTRACT

Japan is a resource-poor country with a low rate of energy self-sufficiency. Yet it has built an economic
system utilizing the world's foremost energy conservation technologies since the oil shocks in the 1970s. Today
the possible risk of endangering its energy security, caused by a change in the international environment, is
reduced in the short- and medium-term thanks to the improvement of the energy supply-demand structure,
including the effective utilization of energy resources and the maintenance of a stable oil stockpile. From a
long-term perspective, however, Japan's energy security cannot escape from its potential vulnerability to
international factors. One of the keys to overcoming this weakness is, as an example, to aim at benefiting
from the returning ripples resulting from stabilizing global energy markets through promoting the worldwide
dissemination of the relevant technology in energy conservation.

The Ministry of Economy, Trade and Industry (METI) published the revised version of the Basic Energy
Plan in March 2007. The plan has the following policy measures regarding energy demand and supply:
a) promotion of energy conservation policies and formation of a resource-saving socio-economic structure;
b) development, introduction and utilization of diverse energy sources; c) strengthening of strategic and
comprehensive measures for ensuring a stable supply of oil, etc.; and d) promotion of international cooperation
in the energy and environment fields.

The New National Energy Strategy, which was published during the preparation stage of the Basic
Energy Plan in May 2006, set up the following goals, including concrete numerical targets, entitled: a) Energy
Conservation Frontier Plan; b) Transport Energy for the Next Generation Plan; ¢) New Energy Innovation
Plan; d) Nuclear Power Nation Plan; e) Comprehensive Strategy for Securing Resources; f) Asia Energy and
Environment Cooperation Strategy; and g) Enhancement of the Emergency Response.

At present both bilateral and multilateral international frameworks for energy cooperation are in the
making at multiple levels in the Asia-Pacific. Japan is beginning to strengthen energy cooperation with the
United States, China, and India, etc. It can be supposed that multilateral frameworks, such as the Five-Country
Energy Ministers' Meeting (Japan, the United States, China, India and South Korea) and the East Asia Summit,
have been bolstered by the growing shared awareness of the need for policy adjustments on the part of
consuming nations.

NoD00D0000m4200
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Notwithstanding the fact that energy issues are at the heart of national security and thus intrinsically
liable to give rise to conflict, it seems that they have paradoxically provided a catalyst for cooperation in the
Asia-Pacific. The United States' proactive engagement in regional energy security issues has gradually taken
on the role of "shock absorber" to ameliorate the potential aggravation of East Asia's major powers - Japan and
China. Meanwhile, it can be assumed that Russia's intention to use energy as a "diplomatic weapon" has offered
a new opportunity for policy adjustment among the consuming nations in the Asia-Pacific.
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Introduction

While the world's energy consumption, triggered
by the rapid economic growth in China's and India's
economies, is surging, competition over energy resources
is further intensifying today. Against the backdrop of rising
oil prices and the rise of "resource nationalism" justifying
tightened state control of natural resources and regulation
of foreign capital in developing oil and natural gas fields,
the consuming side has been compelled to rethink measures
aimed at ensuring stable energy supplies.

"Resource diplomacy" has become one of the key
terms for understanding the international relations of the
early 21st century. However, its meaning differs completely
on the supplying and consuming sides. For a supplying
country, resource diplomacy means attempting to expand
markets for its own energy products and to sell them at the
highest possible prices, given the tight balance of demand
and supply in the global energy markets. Some supplying
countries are even trying to enhance their political clout by
brandishing the "resource card".

On the other hand, for a consuming country, the
goal of "resource diplomacy" is to secure access to stable
supply routes of physically limited resources. However, the
implications fundamentally differ depending on whether
or not energy security is achieved by economically rational
means. A country may make a political decision to increase
its energy equities by leaving business profitability out of
consideration. An economically rational approach to energy
security entails promotion of dialogues among consuming
countries on the one hand, and between consuming and
supplying sides on the other. A frantic competition over
energy resources will only lead the supplying countries to

roar with laughter.

Japan imports 99% of its crude oil, and its self-
sufficiency in energy is a mere 4% (and only 18% with
nuclear power.) Japan is a resource-poor country: there
is no doubt that Japan has a potentially high degree of
vulnerability to changes in the external environment with
regard to energy supplies. But is it fair to argue that a
"resource-poor country" is destined to be a "small energy
power"? If a country has wisdom and the know-how for
the effective use of limited resources and for building an
economic system enabling it to overcome its vulnerability
to the supply situation of natural resources, it can be
said that in a certain sense it is a "big energy power".
The country can also develop a "resource (or energy)
diplomacy" in a good way by contributing to stabilization
of international energy markets by making the best of its
accumul ated experience and technology.

Japan's structure of energy demand and supply has
been drastically transformed since the oil shocks in the
1970s. Given that Japan has produced world-class energy
conservation technology and created a half-year equivalent
in oil stockpiles, the possible risk of endangering its
energy security, caused by changes in the international
environment, is reduced in the short- and medium- term.
This is demonstrated by the basic indicators of the 2007
Energy White Paper, published by MET], as below.

The crude oil (Arabian Light) price climbed by a
factor of 3.9, from $3 per barrel (bbl) in September 1973
to $11.7 per bbl in January 1974, when the first oil shock
occurred. It increased by a factor of 2.7 from $12.1 per bbl
in December 1978 to $34 per bbl in October 1981, at the
time of the second oil shock. In recent years, it rose by a
factor of 2.8 from $25.2 per bbl in July 2002 to $69.9 per
bbl in July 2006.

Taking into account the aftermath of these two oil
shocks, the Japanese economy has certainly demonstrated
its increased tolerance to changes in international energy
markets. The average real economic growth rate declined
from 6.6% (the three fiscal years 1971-73) to 2.5% (the
three fiscal years 1974-76) with the first oil shock and from
5.0% (the three fiscal years 1977-79) to 2.6% (the three
fiscal years 1980-82) with the second oil shock. In contrast,
it grew from 0.9% (the three fiscal years 2001-03) to 1.6%
(the two fiscal years 2004-05.)?

The consumer price index has also remained stable.
While it rose by 21% in fiscal 1974 and by 7.6% in fiscal
1980, it actualy declined by 0.1% in fiscal 2005.

! 2007 Energy White Paper (MET], in Japanese, 2007), p.4.
% Ibid,, p.8.
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With regard to the trade balance (nominal value), it
recorded a deficit of 1.9 trillion in 1974 and one of 2.6
trillion in 1980, yet a surplus of 8.7 trillion in 2005.

As regards the ratio of the increased value of crude oil
imports to Gross Domestic Product (GDP), this was 2.8% (
fiscal 1974) and 1.8% (fiscal 1980) for the first and second
oil shocks, respectively, whereas it rose to just 0.7% in fi
scal 2005.2 The decrease in energy intensity as a result of
energy conservation, the reduction of oil dependency, and
the appreciation of the Japanese yen combined to provide
an environment for alleviating the impact of crude oil prices
on the Japanese economy. Energy intensity improved by
about 35% and oil dependency decreased by 28 points from
fiscal 1973 to fiscal 2005.

The Japanese government enacted the Petroleum
Stockpiling Act in 1975, mandating private oil companies
to maintain oil stockpiles. State oil-stockpiling also became
law in 1978. As of 2006, Japan had 168 days equivalent of
oil stockpiles of which the government's share accounted
for 90 days and that of private oil companies for 78 days.*

Furthermore, according to the Outlook for Energy
Demand and Supply in 2030, published by METI in March
2005, as a consequence of a declining population and the
changes in the socio-economic structure, it is projected
that Japan's energy demand will peak by fiscal 2021 in
the normal-case scenario and by 2030 in the case of high
economic growth rates.’

As summarized above, Japan has made efforts to
help itself overcome the weakness of being a resource-
poor country and strengthened the tolerance of its energy
structure toward external contingencies. However, ensuring
long-term energy security for Japan still necessitates a
favorable arrangement of the international environment.
In this context, it has increasingly become essential to
establish multilateral energy cooperation frameworks at
the global level, with particular regard to the Asia-Pacific
today.

Firstly, this paper presents Japan's perceptions about
the recent changes in the national and international energy
situation and the direction of policy, by quoting the main
points of the official energy documents published in
2006-2007°.

Secondly, it addresses the development of building
international bilateral and multilateral frameworks for
energy cooperation among consuming countries.

Lastly, the author examines, against the background of
recent trends, the implications of the United States' role in
the energy security of the Asia-Pacific, and the question of
engagement with the major oil and gas supplier of Russia

1. Japan's Energy Security Policies and Countermeasures
0 10 Basic Energy Plan

A. Background

In March 2007, METI published a new version of
the Basic Energy Plan. In the light of the latest changes in
the domestic and international situation, this plan updated
the previous version of October 2003, which had been
formulated in accordance with the Basic Act on Energy
Policy of June 2002, advocating three basic principles:
"securing of stable supplies’, "environmental compliance”,
and "application of market mechanisms."

The revised version is also based on the New National
Energy Strategy of May 2006, stipulating the prioritized
policy measures toward 2030. The strategy document
stipulated concrete numerical targets, though not legally
binding.

B. Three Basic Principles’
Securing of Stable Supplies
0 alJPerception of the Current Situation

» 0 Itis projected that the rising trend in world energy
consumption, triggered by Asian economies, will
continue in the foreseeable future.

» 0 While the world is likely to increase its oil
dependency on the Middle East, the region
cannot escape from diverse destabilizing factors
including terrorism, and conflict, etc.

» [ Against the backdrop of soaring oil prices, each
country has intensified its operations to secure
energy resources such as oil.

» 0 Resource supplying countries have shown a
tendency to tighten state control of natural
resources and to impose restrictions on foreign
investment.

» 0 Given that nuclear power generation has the
attributes of ensuring stable supplies and emitting
no CO, in the process of power generation, the
United States and Europe are set to promote
nuclear power. China and India also intend to
move toward building nuclear power plants due
to the rapid growth in their electricity demand.

» 00 Under the above conditions, the issue of reducing
the risks associated with energy supplies and of
securing stable supplies has become all the more
urgent.

0O b0 Basic Policies
» 0 Development of relevant infrastructure with
a view to introducing new technologies and
promoting energy conservation efforts in the
residential, transport, and industrial sectors.

% Ibid., p.11.
*Ibid., pp.345-6.

® Outlook for Energy Demand and Supply in 2030 (General Resources Energy Investigation Committee, 2005), p.82.

® The texts are edited by the author, where necessary. As far as the Basic Energy Plan is concerned, he translated the
Japanese texts into English. With regard to the New National Energy Strategy, some texts were directly cited from its
digest version. The same was done regarding the official documents of international agreements mentioned in this paper.

" Basic Energy Plan (METI, March 2007), pp.5-11.



Japan aims at establishing a world-leading
energy-conservation society by reducing energy
consumption to the maximum, without entailing
changesin efficiency asfar asis possible.

» [ Diversification of energy sources focusing on
alternative sources with low risk of supply
suspension. Promotion of nuclear power, as the
future mainstay energy, and the nuclear fuel cycle,
while encouraging the development, introduction
and utilization of new energies, etc.

» [0 Promotion of strategic and comprehensive policy
measures, based on public-private partnership
with an aim of securing stable supplies of oil,
coal, natural gas, and uranium, etc.; strengthening
the overall relationship with resource-supplying
countries; encouragement of independent
development by reinforcing support for resource-
developing companies; diversification of oil
supply routes; and fostering of energy companies
which are internationally competitive.

» 0 Reinforcement of the stockpiling system and
countermeasures against emergent situations with
regard to oil and LPG (Liquefied Petroleum Gas),
for both of which the import dependency on the
Middle East is high.

» 0 Establishment of a stable and reliable energy
supply system in accordance with domestic
energy demands.

Environmental Compliance
O aJ Perception of the Current Situation

» 0 It is highly important to maintain a stance of
preventing global warming in the process of
formulating demand and supply policy measures,
considering that about 90% of Japan's greenhouse
gas (GHG) emissions are CO, originating from
the energy sector.

» [ It is essential to establish an effective framework
to encourage al the emitters of GHGs, including
the United States which has not ratified the Kyoto
Protocol, and China and India which bear no
obligation to reduce GHG emissions, to make
maximum effort in GHG reduction, taking into
account the developments in international debate
on any future framework concerning the issue of
global warming.

» 0 It has been internationally recognized that
energy policy measures are important as a
response to global warming. Given than Japan
has world-leading technologies, including
energy conservation methods, the necessity of
not only promoting domestic measures, but also
proactively contributing to building an effective
international framework has been emphasized.

0O b0 Basic Policies

» 0 Reduction of energy consumption by energy
saving measures, while maintaining the current
energy efficiency asfar asis possible.

» 0 Placing emphasis on the importance of nuclear
power generation as a clean energy which
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ensures stable supply and emits no CO, in the
process of power generation, and as a key to the
simultaneous solution of energy security and
globa warming issues.

» 1 Promotion of the development and utilization of
renewables such as photovoltaic energy, wind
power, biomass, and developing hydrogen-fuel
production not dependent on fossil fuelsin the
medium- and long-term, taking into consideration
the importance of reducing reliance on fossil fuels
asfar asispossible.

» 00 Promotion of conversion to gas-based energies
in view of gas having the least amount of CO,
emissions among the fossil fuels. Reduction of
emissions of CO,, while encouraging the cleaner
use of fossil fuels, including oil and coal, and the
improvement of power generation efficiency by
developing and introducing higher standards of
technology.

» 0 Taking an initiative to lead the debate on the
establishment of an effective framework to
encourage the major emitters such as the United
States, China and India to cooperate in making
maximum reductions, by proactively participating
in the debate on a post-2013 framework on global
warming related issues from the standpoint of
energy policy.

» [ Establishment of a basis for sustainable growth,
by proactively making contributions to various
types of multilateral measures to supplement the
Kyoto Protocol.

Application of Market Mechanisms.
O ad Perception of the Current Situation

» 0 The application of market mechanisms can
reinforce the structure of the energy industry
by way of: i) diversifying alternatives among
consumers; ii) improving the standard of living
and strengthening the industry's competitiveness
in the international arena due to price reduction
in energy products; and iii) encouraging effective
management of the industry.

» 0 In the energy sector, problems may arise with
regard to the principles of "securing of stable
supplies’ and "environmental compliance", given
the following: i) the requirement of a lengthy
time-period to develop supply infrastructure;
ii) the strong degree of state involvement,
particularly in oil exporting countries; iii) if solely
dependent on market mechanisms, the possibility
of constructing a problematic energy structure
from the viewpoints of stable supplies and the
environment; and iv) the possibility of increases
in energy consumption.

» 0 There is a possibility that market mechanisms
may not function effectively owing to a decline
in the incentive for companies to compete and
improve the efficiency of management against the
background of current energy prices remaining at
ahigh level in the medium- to long-term.
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O b0 Basic Policies

» [ Taking care not to neglect ensuring security in the
application of market mechanisms.

» 0 Promotion of the implementation of policy
measures on the demand side, including energy
conservation, for the purpose of not only
reforming regulations on the supply side, but also
galvanizing market mechanisms.

C. Policy Measures in Demand and Supply of Energy®
The implementation of energy policy measures are
subdivided as follows:

O aJ Promotion of energy conservation measures and the

establishment of an energy-saving socio-economic structure

» [0 Formulation of an energy conservation technology
strategy

» 0 Introduction of the "benchmark approach" by
sector and active control of primary energy
consumption in the residential, transport and
industrial sectors.

» 0 Cross-sector policy measures for the purpose
of: i) enhancing popular consciousness about
energy conservation; ii) promoting effective use
of energy among multiple actors; iii) establishing
a mechanism via which investments in energy
conservation are evaluated by the market (i.e.,
investors); and iv) creating energy-saving urban
aress.

O b0 Development, Introduction, and Utilization of Diverse
Energy Sources
Nuclear Power

» 0 Promotion of nuclear power generation as a
mainstay electricity source and of the nuclear fuel
cycle, in deference to the Framework for Nuclear
Energy Policy (approved at a cabinet meeting in
October 2005), and ensuring safety.

» [ Realization of the new construction, expansion,
and rebuilding of nuclear power plants under the
liberalized environment of the energy sector, and
the appropriate utilization of extant nuclear power
plants, in response to the policy measures to raise
the proportion of nuclear power generation above
the current level in the medium- and long-term.

» 0 Placing emphasis on: the strategic strengthening
of establishing the nuclear fuel cycle at an
early stage, and the strategic strengthening of
the associated industries; early putting into
operation of the fast-breeder reactor cycle;
proactive engagement in building an international
framework with an aim of simultaneously
achieving an increase in nuclear power's share of
power generation and nuclear non-proliferation;
technological development and training of
personnel for the next generation; support for
the Japanese nuclear industry's international

advancement; and implementation of measures on
radioactive waste.

Transport Sector

» [0 Promotion of the introduction of new fuels,
including biomass-derived fuels, GTL (Gas-to-
Liquid) technology, and development and spread
of fuel-cell vehicles and hybrid cars, given that
the transport sector has the highest degree of
vulnerability in the energy demand and supply
structure, with a nearly 100% reliance on oil.

New Energies

» [0 Promotion of technological development toward
cost reduction and the solution of other associated
issues, taking into consideration the merits of
contributing to measures against global warming
and of involving fewer resource constraints than
fossil fuels, notwithstanding the unstable energy
output and high costs at present.

» 0 Intensive support for photovoltaic energy, wind
power, and biomass as the prioritized areas in
renewables.

Gas-based Energy

» 0 Strengthening the bargaining power vis-a-vis
resource-producing countries through overall
consolidation of relationships with the latter and
the diversification of supply routes for the purpose
of securing stable supplies against the backdrop of
the projected growth in LNG (Liquefied Natural
Gas) in the future.

Coal

» 0 Promotion of development and transfer of clean-
coal technology with an aim of enhancing
the environmentally-friendly use of coal by
overcoming environmental constraints, taking
into account coal's having a more stable supply
than other fossil fuels, being abundant and with a
wide geographical distribution of global reserves,
despite Japan's almost complete dependence on
imports at present.

» 0 Promotion of alternative energy sources to oil
by transferring Japan's advanced gas-to-liquid
technology to the coal-producing countries of
Asia

Policy Measures Based on a Long-Term Outlook of the
Energy Demand and Supply Srructure
» [ Maintaining a long-term perspective in order to
tackle energy consumption issues on the demand
side, and promotion of nuclear power on the
supply side; dissemination of energy-transmission
systems; and realization of a society utilizing
hydrogen fuel.

?bid., pp.12-50.



O cO Reinforcement of Strategic and Comprehensive Policy
Measures toward Securing Stable Supply Routes of Oil, etc.
Overall Strengthening of Relationships with Resource-
producing Countries

» [ Proactive development of resource diplomacy at
the head of government and ministerial levelsin
cooperation with the business community.

» 0 Promotion of a wide range of cooperation
with resource producing countries including
non-energy fields such as diversification and
sophistication of their economies.

Promotion of Independent Upstream Development by
Supporting Energy-related Companies
>0 Along with an active resource diplomacy,
comprehensive and proactive utilization of the
capabilities of related organizations: the risk-
taking roles to be taken by Japan Oil, Gas and
Metals National Corporation (JOGMEC), Japan
Bank for International Corporation (JBIC)[ or
its successor entity after integration into a new
policy finance organizationJ and Nippon Export
and Investment Insurance (NEXI); and industrial
cooperation roles by the Japan External Trade
Organization (JETRO).

Diversi fication of oil supply routes
» 0 Strengthening the overall relationship with
Middle Eastern countries as well as promotion of
the securing of new routes from Russia, the area
adjoining the Caspian Sea, Africa, Central and
South America, and Canada, etc.

Reinforcement of the Securing of Natural Gas Supplies

» [0 Promotion of the introduction of the domestic use
of natural gas, strategically developing related
technologies, and investment projects for the
purpose of maintaining and acquiring Japan's
comparative advantage against the backdrop of a
projected increase in the global demand for LNG
in the future.

Reinforcement of Policy Measures toward Stabilizing the
Demand and Supply of Coal
» [ Strengthening relationships with coal-producing
countries by way of cooperation on developing
coal mines, transfer of production- and security-
related technologies and training up of personnel.
» [ Transfer of clean coa technologies to developing
countries in Asia where coal demand is on the
rise with an aim of overcoming environmental
constraints and to improve efficiency of use.

Enhancement of Developing and Importing Uranium and
Biomass-derived Fuel

» [ Promotion of providing risk-capital and public

finance to encourage private Japanese companies

to develop uranium mines, against the backdrop

of the reconsideration of uranium and the rising

concern about the tight balance of demand and

supply globaly.
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» [0 Promotion of developing and importing biomass-
derived fuels including feasibility studies for the
purpose of securing stable supplies from those
areas where biomass resources are abundant.

Formulation of Guiding Principles for Securing Resources

» 00 Drawing up the government's overall principles

with regard to supporting the acquisition of

the most important development equities and

resource-procurement projectsin view of securing

stable supply routes for energy resources to Japan.

» 0 Promotion of Official Development Assistance

(ODA), policy financing, and trade insurance

to strengthen strategic links in the context of
economic cooperation.

Enhancement of Technological Development to Strengthen
Resour ce Procurement Capability

» [ Utilization of Japan's advanced technologies and
further promotion of technological development
to enhance its appeal to resource-producing
countries.

» [ Promotion of international cooperation as regards
effective energy use and the introduction of new
energies on a global scale from the standpoint
of reinforcing Japan's capability of procuring
resources by means of alleviating the energy
balance of demand and supply.

Strengthening International Competitiveness and the
Management Base of the Oil Industry

» 0 A whole-scale improvement of each stage
from development, refining, and distribution to
production of petrochemicals, and improvement
of the industry's profitability, in order to
strengthen domestic companies by increasing
their competitiveness internationally as well as
domestically.

» 0 Enhancement of the oil industry's international
competitiveness with a view to exporting
petroleum products to Asian markets, taking
into account the growing demand and making a
contribution to the stabilization of Asia's demand
and supply.

» 0 Consolidation of the oil industry as the heart of
Japan's energy security and its leading role also in
the procurement of biomass-derived fuels.

0 dO Promotion of International Cooperation in the Energy
and Environment Fields

Srengthening Energy and Environmental Cooperation via
Multilateral Frameworks

» 0 Taking the lead in an initiative to promote

policy coordination on energy through various

multilateral frameworks, including international

organizations such as the International Energy

Agency (IEA), regional frameworks such as

the Association of Southeast Asian Nations

(ASEAN), and the International Energy Forum

(IES), with regard to all areas of energy; ail, gas,

coal, new energy, nuclear power, and energy
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conservation, etc.

Promotion of Asian Cooperation

» [ Promotion of disseminating energy conservation
know-how to Asian countries which have a low-
level efficiency in energy use despite their great
volume of energy consumption, given that Japan
isthe world-leader in efficiency of energy use.

» [ Promotion of developing biomass energies, taking
into consideration that there exists great potential
for introducing biomass in Asian countries, and
also for those nations becoming biomass suppliers
to Japan in the medium- and long-term.

» [ Promoation of transferring technologies regarding
the clean use of coal, the liquefaction of coal,
and deep coal mining and its safety, against the
backdrop of the widespread use of coa in Asian
countries without the implementation of sufficient
measures to protect the environment.

» [ Promotion of the creation of regional cooperation
frameworks with regard to strengthening the
stockpiling system of oil and LPG, and ensuring
nuclear safety.

» 0 Promotion of regional cooperation by proactively
utilizing multilateral frameworks, not just bilateral
ones.

Cooperation in and Contribution to International
Frameworks Relating to Climate Change and Nuclear
Nonproliferation

» 0 Taking the initiative to lead international
discussions on establishing a post-2013
framework due to the expiry of the Kyoto
Protocol's first commitment period, with an aim
of encouraging all major emitters of GHGs,
including the United States, China and India, to
cooperate in maximum reductions.

» L Promotion of an integrated solution of energy and
environmental issues by proactively cooperating
within multilateral frameworks supplementing
the Kyoto Protocol, such as the Plan of Action for
Climate Change, Clean Energy and Sustainable
Development (adopted at the G8 Summit in
Gleneagles in July 2005), and the Asia-Pacific
Partnership on Clean Development and Climate
(inaugurated in July 2005), etc.

» 0 Promation of making a proactive contribution,
based on Japan's experience and technology,
to the new trend in establishing international
frameworks for nuclear cooperation, such
as the Global Nuclear Energy Partnership
(GNEP) which has the simultaneous goal of
spreading nuclear power generation and nuclear
nonproliferation, the concept of securing nuclear
fuel supplies proposed in the discussions of the
International Atomic Energy Agency (IAEA), and

the reinforcement of the control of nuclear-related
materials, equipment, and technology by the
Nuclear Suppliers Group (NSG), bearing in mind
Japan's importance as the only nation having
suffered nuclear attack and as a model for the
utilization of nuclear power for peaceful ends.’

0 20 New National Energy Strategy

The New National Energy Strategy, published in May
2006, was formulated in the preparatory stage of revising
the Basic Energy Plan and set concrete numerical targetsin
accordance with the principles and objectives stipulated in
the latter document.

According to the New National Energy Strategy, the
"first structural change period” covered the era from the
early 1970s to the mid-1980s, including the first oil shock
at the outbreak of the Fourth Arab-Israeli War of 1973
(Yom Kippur) and the second oil shock in the aftermath
of the Iranian Revolution of 1979 and the outbreak of the
Iran-Iraq war. The document regards the contemporary era
as the "second structural change period” with tight market
conditions of energy demand and supply and a trend of
higher oil prices due to a series of eventsincluding the 9/11
attacks of 2001 and the outbreak of the Iraq War (or Second
Gulf War) in 2003.

The strategy includes three basic future prospects:
"establishing a state-of-the-art energy supply-demand
structure”, "comprehensive strengthening of resource
diplomacy, and energy and environmental cooperation”,
and "enhancement of response to emergencies." The
concrete policies with numerical targets are as below.

A. Establishing a State-of-the-Art Energy Supply-Demand
Structure®
0 alJ Energy Conservation Frontrunner Plan
The Japanese economy has achieved an energy
conservation efficiency of over 30% since the oil shocks
of the 1970s. It aims at further improvement of energy
conservation efficiency by at least another 30% by 2030.

The main activitiesinclude:

» 0 Formulation of an energy-conservation
technology strategy

» 0 Preparation of "top-runner” standards for various
sectors, and selective reinforcement of support for
those meeting the standards.

» [0 Development of a business value assessment
method with which companies engaged in energy
conservation investment are evaluated by the
market (investors).

O b0 Transport Energy for the Next Generation Plan
This aims at bringing the oil dependency of the
transport sector down to about 80% by 2030 by establishing
ahighly efficient transport infrastructure.
The main activitiesinclude:
» 0 Improvement of fuel efficiency for passenger

® GNEP is a U.S. proposal for the peaceful use of nuclear power, announced in February 2006, by establishing an international
framework consisting of "nuclear fuel-cycle countries' and "non-nuclear fuel-cycle nuclear generating countries'.

' New National Energy Srategy (Digest), (MET]I, 2006), pp.29-48.



vehicles.

» 0 Diversification of fuels.

» 0 Promotion of the development of new fuels,
including biomass-derived fuels, GTL, etc., and
the securing of their supply.

» 0 Promotion of the development and spread of
electric vehicles, and fuel cell vehicles, etc.

O cO New Energy Innovation Plan
This expands the introduction of new energy in the
following example directions, and aims at attaining its
independence as an industry by 2030.

O Bringing the cost required for photovoltaic energy
generation down to the same level as thermal power
generation.

O Promotion of local production for local consumption
through biomass energy and wind-powered
electricity to improve the self-sufficiency ratio of the
energy supply in the region.

0 Turning a large part of the new vehicles sold on the
market into hybrid vehicles along with the promotion
of the introduction of electric vehicles and fuel cell
vehicles.

The main activitiesinclude:

» 0 Expansion of supply and demand through
introducing support measures according to the
attributes and growth stage of the given energy
source.

» 0 Formation of a substantial industrial structure
for the new-energy industry and promotion of
regional businesses based on local production and
local consumption.

» 0 Transfer of innovative technologies to promote
the intensive use of energy.

» [ Expansion of support for new-energy ventures
using innovative technologies.

O dOJ Nuclear Power Nation Plan
This aims at bringing nuclear power's share of the
total amount of power to over 30 or 40%, by 2030 and
even beyond, since nuclear power is pivotal to establishing
energy security and solving global environmental issues,
given that it has excellent supply stability and is a clean
energy source that does not emit CO, when being generated.

In addition to systematically and comprehensively

tackling various issues such as the steady promotion of the
nuclear fuel cycle based on current light-water reactors and
the early practical use of fast-breeder reactors, the research
and development of fusion energy technology is also being
promoted.

The main activitiesinclude:

» 0 Realization of constructing new, additional
nuclear power plants and the replacement of
existing plants in the context of the liberalization
of the electricity sector.

» 0 Early establishment of the nuclear fuel cycle for
current light-water reactors.
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» 0 Early practical use of the fast-breeder reactor
cycle.

» 0 Active contribution toward creating a global
framework for both the spread of nuclear power
use and non-proliferation.

» [ Strengthening for the future the technology and
personnel of the nuclear power industry.

» 0 Active support for the global development of the
Japanese nuclear industry.

» [ Strengthening the efforts for selecting the possible
location of afinal waste-disposal site.

» 0 Introduction and building of effective safety
regulations based on the establishment of quality
assurance.

» 0 Improvement of aging management measures,
earthquake-proofing, and physical protection
measures.

» [ Strengthening the relationship of trust between
the government and the localities where the
nuclear facilities are located.

B. Comprehensive Strengthening of Resource Diplomacy,
and Energy and Environmental Cooperation™
0 a0 Comprehensive Strategy for Securing Resources
This promotes, strategically and strongly, the
reinforcement of the relationship with resource-producing
countries and the stengthening of support for resource-
developing companies with the aim of boosting Japan's
involvement in the development of resources. It strives not
only to diversify the sources of oil supply, but also to raise
the crude oil volume obtained through exploration and
development by Japanese companies to 40% by 2030.
The main activitiesinclude:
» 0 Strengthening a strategic and comprehensive
effort for the securing of resources.
» 1 Promotion of strategic development of resource-
related technologies.
» 0 Strengthening the procurement strategy for
natural gas.
» 0 Development of the clean use of fossil fuels.
» 0 Strengthening the procurement strategy for
mineral resources.

O bO Asia Energy and Environment Cooperation Strategy

This aims at improving the efficiency of energy use
in Asia as well as stabilizing coal production in the coal-
producing countries of Asia, while simultaneously making
a contribution to solving environmental issues, including
global warming, against a backdrop of the accelerating
use of coal. It also strives to establish an effective scheme
for oil stockpiling in Asia as a preventative measure for
conceivable panic centered in Asian countries in the case of
atightening of the energy balance of demand and supply.

The main activities include:

» [0 Promotion of energy conservation based on the

Asia Energy Conservation Program.
» [ Promotion of new-energy cooperation in Asia.

™ Ibid., pp.49-59.
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» 0 Transfer to Asia of clean-use, production and
safety technology relating to coal.

» [ Building a stockpiling system in Asia.

» [ Promotion of regional cooperation on nuclear
power in Asia.

C. Enhancement of Response to Emergencies®

» 0 Strengthening of the oil stockpiling system
including the introduction of petroleum-product
stockpiling.

» [ Preparation of an emergency-response system for
natural gas.

» 0 Strengthening of cross-sector crisis management
for various energy sources.

2. Emergence of International Cooperation Frameworks

Concerns about energy security are heightened
worldwide, and while consuming countries are intensifying
their competition over resources, they are also beginning
to gradually create frameworks for cooperation. This
signifies that consuming nations have increasingly realized
that excessive competition between them will only lead to
benefits for the supplying nations.

Even between the two big East Asian powers, Japan
and China, notwithstanding the unsolved issues regarding
sovereignty and demarcation of national boundaries in the
East China Sea and the disagreements over interpretations
of history, energy dialogues and practical projects have
gathered momentum since the arrival in office of Shinzo
Abe in autumn 2006. Meanwhile, energy cooperation
between China and India has also developed against the
backdrop of their sharp increases in energy demand.

It is noteworthy that a new development of the U.S.-
Japan alliance as regards energy is starting to bolster Sino-
Japanese energy cooperation with its attendant political
implications.

For example, a report entitled "The U.S.-Japan
Alliance: Getting Asia through 2020", co-authored by
Richard L. Armitage (the ex-Deputy Secretary of State)
and Joseph S. Nye (ex-National Security Adviser to the
President) and published by the Center for Strategic and
International Studies, stated as follows:

The United States, Japan, and others will be further
affected by China's surging demand for energy and
raw materials. Some of the consequences will likely
be negative: higher prices for foreign crude, increasing
environmental degradation, and competition over
disputed maritime boundaries. But there will also be new

opportunities for cooperation on energy efficiency, "clean-
coal technology,” and nuclear power. It may also be the
case that China's increasing reliance on the outside world
will present the United States and its friends with foreign
policy opportunities.”

Furthermore, it can be noted that various forms of
multilateral and multilayered cooperation frameworks,
embracing bilateral developments, are in the making.

0 10 The Bilateral Level™

A. Japan-China Energy Cooperation™

In December 2006, when Akira Amari, Japan's
Minister of Economy, Industry and Trade, visited Beijing
to attend the First Five-Country Energy Ministers Meeting
(see below), he and Ma Kai, Chairman of the People's
Republic of China's National Development and Reform
Commission (NDRC), had a bilateral summit and signed a
memorandum on implementing an energy conservation and
environmental business model project in order to facilitate
reciprocal cooperation between Japan and China in the
energy conservation and environmental fields.”®

In April 2007, the first policy dialogue between
Japanese and Chinese energy ministers was held in Tokyo,
and Japan's METI and China's NDRC announced the "Joint
Statement on Enhancement of Cooperation between Japan
and the People's Republic of Chinain the Energy Field."
The statement advocated a shared awareness that promotion
of bilateral energy cooperation by public and private bodies
in both countries would contribute to the energy security
of not only their two countries, but also East Asia and the
world. It was indicated that Japan had the most advanced
energy conservation technology and the highest level
of efficiency in energy use in the world, whereas China
stipulated energy conservation as a policy fundamental
to its national security, economic development, and
preservation of its environment. Japan's will to help the
Chinese effort for energy conservation was emphasized.
They agreed to promote cooperation on the utilization of
clean-coal technology, the construction and safe operation
of nuclear power plants, and the development of new and
renewable energy sources. Promotion of energy security
and of efficient energy use within a multilateral framework
was also stipulated.

B. Japan-India Energy Cooperation®’

Both governments agreed to set up a dialogue on oil
and natural gas at the Japan-India Summit of April 2005
in New Delhi. In September of the same year, Shoichi

2 |bid., pp.60-61.
" The U.S-Japan Alliance: Getting Asia through 2020, p.4.

“ Aside from the bilateral relations addressed here, Japan has promoted the strengthening of energy cooperation with other Asian
countries, including Indonesia and Vietnam. <http://www.enecho.meti.go.jp/policy/internationa -affairs/index3.htm>.

15

<http://www.enecho.meti.go.jp/policy/international -affai rs/datal Joi nt%20Statement. pdf>.

1® Asearly as May 2006, the first China-Japan Comprehensive Energy Conservation and Environment Forum was held in Tokyo in which
about 850 people including the ministers of both countries and businesspeopl e participated, for the purpose of promoting an exchange of
opinions on policy measures, past experiences and technologies in the energy conservation and environment fields. The second forum is

planned to be held in Beijing in September 2007.

Y <http://www.enecho.meti.go.j p/policy/international -affairs/datalJapan%20Ver. Final %20draft-Energy%20Dia ogue.pdf >.



Nakagawa, Japan's Minister of Economy, Industry and
Trade, and Mani Shankar Ayar, India's Petroleum and
Natural Gas Minister, issued a joint statement, stipulating
that both countries would promote dialogue on cooperation
in six areas; exploration and development in third countries,
oil stockpiling, joint research on Asian oil markets, methane
hydrate, energy conservation, and hydrogen fuel.

During Indian Prime Minister Manmohan Singh's visit
to Japan in December 2006, he and the Japanese premier
Shinzo Abe agreed on the launch of a "Japan-India energy
dialogue" at the cabinet level, and announced the "Joint
Statement Towards Japan-India Strategic and Global
Partnership," advocating comprehensive cooperation in
energy, including in energy conservation.

In April 2007, the first meeting of the regular cabinet-
level energy policy dialogue was held in Tokyo. Both
sides acknowledged the importance of developing energy
infrastructure, the promotion of energy conservation, and
collaboration on energy security within a multilateral
framework. Working groups on six areas of cooperation -
1) electricity, 2) power generation, 3) energy conservation,
4) coal, 5) renewables, and 6) oil and natural gas, were
established.

C. Japan-United States Cooperation™®

At the meeting of METI minister Amari with Samuel
W. Bodman, Secretary of Energy, in Washington in January
2007, they published the "United States-Japan Cooperation
on Energy Security"agreement. The document stated that
both sides recognized, for the purposes of ensuring the
mutual energy security of the United States and Japan,
and of addressing global climate change, that it would be
essential to improve energy efficiency, to diversify the
energy mix 0 making wider use of clean and alternative
energy, such as clean use of coal, nuclear energy and
renewables[] as well as to improve the investment climate
in energy-producing countries, and to engage emerging
economies.

For example, the document specified the following
two areas of cooperation: joint development of a civilian
nuclear energy action plan; and the Japanese government's
active participation in the U.S.-led "FutureGen Project” to
construct the world's first emission-free coal-fired electricity
generation plant.

As an area for Japan-U.S. policy coordination in
building international cooperation with regard to improving
the investment climate in energy-producing countries, both
countries agreed on the need to enhance the producing
countries' understanding of the importance of foreign
investment in upstream sectors which are beneficial for
both energy-producing and consuming countries alike.
Concerning the engagement of emerging economies,
Washington and Tokyo also agreed on strengthening
cooperation with China and India both bilaterally and
multilaterally and encouraging the latter two to improve
their energy efficiency and to build strategic oil stockpiles
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in collaboration with the |EA.

0 20 The Multilateral Level

A. Five-Country Energy Ministers Meeting

The result of a Chinese initiative, the leaders of five
countries] the United States, China, Japan, India and South
Korea, which account for about the half of the world's
energy consumption] gathered in Beijing for the first time
in December 2006, and issued the "Joint Statement of the
Five-Country Energy Ministers Meeting,” which included
the following points™:

» 0 Our common challenge is to ensure sufficient,
reliable and environmentally responsible supplies
of energy at reasonable prices, aswell asthe more
efficient utilization of energy.

» 0 Our collective effort is of great significance
for the stability of international oil and other
energy markets, and for enhancing global energy
security.

» [0 We recognize that the reasons behind oil price
volatility are complex and manifold, including
the growing demand for oil, concerns over the
adequacy of investment in oil production capacity
in the long-term, the current low level of spare
production capacity, refining capacity bottlenecks,
prolonged political instability in some oil-
producing regions and market speculation.

» [ We encourage investment based on market
principles in oil and gas exploration and
production so as to increase the supply capacity
of oil and gas.

» 0 Our policies to accelerate the development and
deployment of new energy technologies and
improve energy efficiency will significantly
enhance our energy security as well as global
energy security. We agree to enhance our
cooperation in the following areas:

@[] Diversifying our energy mix to make wider use of
clean and alternative energy, such as clean coal,
nuclear energy, and renewables, including in the
transport sector.

@[] Improving energy conservation and efficiency.

@[] Strengthening cooperation on strategic oil stocks.

®[] Improving transparency of data in the market
through better sharing of information to enhance
market stability.

®[] Encouraging extensive and in-depth cooperation
among the business sectors of the five countries
in areas including energy efficiency, alternative
energies and transportation.

Furthermore, the joint statement advocated global

energy security viathe following measures:

<-0 Open, transparent, efficient and competitive
energy markets to encourage investment in the
whole energy supply chain, especially in oil
and gas exploration and production, including

18 <http://www.enecho.meti.go.jp/policy/international -affairs/data/lUS-J_Cooperation.pdf=.
19 Cited from: < http://www.gov.crn/misc/2006-12/16/content_471001.htm >,

— A4 —
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transparent and effective legal and regulatory
frameworks.

<>0 Diversification of energy demand and supply, and
of energy sources.

<0 Promotion of energy conservation and energy
efficiency measures as well as development
and deployment of environmentally sustainable
energy technologies.

<> Cooperative energy emergency response through
strategic oil stocks.

<> Safeguarding critical energy infrastructure and
sea-route security for transportation of oil and
gas.

<0 Improved quality and timeliness of energy data
made available to the market.

B. East Asia Summit

The Second East Asia Summit was held in Cebu, the
Philippines, in January 2007.°

The heads of the member countries of the Association
of Southeast Asian Nations (ASEAN), China, India,
Japan, South Korea, Australia and New Zealand published
the "Cebu Declaration on East Asian Energy Security,"
articulating the following common views™:

» [ Recognizing that our energy needs are growing
rapidly, and will necessitate large-scale
investments in the coming decade.

» [ Acknowledging that fossil fuels underpin our
economies, and will be an enduring reality for our
lifetimes.

» [ Recognizing that renewable energy and nuclear
power will represent an increasing share of the
global energy supply.

» [0 Acknowledging the need to strengthen renewable
energy development such as in biofuels, and to
promote open trade, facilitation and cooperation
in the sector and related industries.

The following policy measures were thus proposed:

@[] Promotion of cleaner and lower emission

technologies that allow for the continued economic
use of fossil fuels while addressing air pollution
and GHG emissions.

®[] Taking concrete action toward improving
efficiency and conservation, while enhancing
international cooperation through intensified
energy efficiency and conservation programs.

®[] Setting individual goals and formulation of action
plans on a voluntary basis for improving energy
efficiency.

@[] Encouraging collective efforts in intensifying the

search for new and renewable energy resources
and technologies, including research and
development in biofuels.

@[] Ensuring availability of stable energy supplies
through investment in regional energy
infrastructure such as the ASEAN Power Grid and
the Trans-ASEAN Gas Pipeline.

®[] Exploration of possible modes of strategic fuel
stockpiling such as individual programs, multi-
country and/or regional voluntary and commercial
arrangements.

@[] Promotion of clean use of coal and development
of clean-coal technologies and international
environmental cooperation toward mitigating
global climate change.

C. Asia-Pacific Partnership on Clean Development and
Climate (APP)

The first ministerial meeting of the member countries
(the United States, Japan, China, India, South Korea and
Australia) of the APP, which was originally instigated
by the U.S. as early as July 2005, was held in Sydney in
January 2006, and adopted the Charter for the APP.

It is stipulated in the Charter that one of the APP's
purposes is to provide a forum for exploring the partners
respective policy approaches related to addressing
the interlinked development, energy, environmental,
and climate change issues within the context of clean
development goals, and for sharing their experiences in
developing and implementing their respective national
development and energy strategies.” The APP is considered
complementary to the United Nations Framework
Convention on Climate Change (UNFCCC), the Kyoto
Protocol and other relevant international instruments. It can
be interpreted, however, that the APP is a methodology to
promote energy cooperation with an aim of promoting ef
ficient energy use and energy conservation by addressing
the issues from the standpoint of "clean development and
climate."

Within the APP, the work programs have been
formulated in accordance with the eight areas for which
task forces have been set up: 1) cleaner fossil energy; 2)
renewable energy and distributed generation; 3) power
generation and transmission; 4) steel; 5) aluminum; 6)
cement; 7) coal-mining; and 8) buildings and appliances.

3. Summary of Latest Trends and Challenges
0 10 Energy Security as a Catalyst for International
Cooperation®

It goes without saying that Japan is a resource-

|t can be said that the necessity of cooperation in the energy field, articulated in the "Kuala Lumpur Declaration” and announced at the
First East Asia Summit of December 2005, is being addressed increasingly in ever more concrete forms.

2 The following points are cited with some modification, where necessary, from

<http://www.enecho.meti.go.jp/policy/international -affairs/datal CEBU%20DECL ARATION.pdf >.

% Cited with some modification from
< http://www.asi apacificpartnership.org/charter.pdf >.

% On the applicability of theoretical frameworks on international politics, see Shoichi Itoh, "China's Surging Energy Demand: Trigger
for Conflict with Japan or the Emergence of an Energy-Environment Regime in the Asia-Pacific?', a paper presented at the 2007
International Studies Association Annual Conference in Chicago, on 1 March 2007 (forthcoming).



poor country. However, Japan, against the background
of the global common agenda mentioned above, has
succeeded in substantially overcoming its vulnerability to
international energy markets by turning its own weakness
into a "springboard.” That does not mean that Japan's
potential vulnerability as a resource-poor country can be
completely surmounted, so further reinforcement of Japan's
energy security requires making a proactive contribution to
stabilizing international energy markets, the realization of
which will in turn benefit Japan itself.

Today, collaboration is gaining momentum among
the consuming countries in the Asia-Pacific, given that
they have various common interests, such as energy
conservation, effective energy use, diversification of energy
sources including development of alternate fuels to oil,
and the simultaneous pursuit of environmental and energy-
security issues.

It is true that competition over resources will be
never-ending and there remain a number of other unsolved
political issues, including the so-called "dispute over
interpretation of history," as is noticeable regarding Japan-
China and Japan-South Korea relations. At the same
time, however, it is worth noting that movement toward
multilateral cooperation concerning energy security,
notwithstanding being one of the core components of
national security, has been accelerating, against the
backdrop of the tightening balance of energy demand and
supply and the rise in oil prices in recent years. In other
words, the consuming nations are coming to a consensus
on the logic that a zero-sum game on the consuming side
will weaken each member's bargaining power vis-a-vis the
supplying side. This point was duely noted by the Japanese
Minister of METI, Akira Amari, saying "cooperation
between the two countries is much more preferable to a
competition which gives suppliers the upper hand and
increases uncertainty."*

Ultimately, the more the supplying countries attempt
to use energy as a "weapon" in their resource diplomacy,
the more opportunities the consuming countries will have
for policy coordination.

O 20 Importance of the United States' Engagement

The development of the cooperation between Japan as
a"major energy-conserving power" and China as a "major
energy-consuming power" will be one of the keys for
ensuring energy security in the Asia-Pacific. It would be a
misunderstanding, though,if one assumed that cooperation
between these two great East Asian powers will develop in
a straightforward manner, however much their economic
interdependence deepens.

It is important, however, that the United States has
proactively developed its engagement in regional energy
issues through establishing new international frameworks,
and is increasingly playing a role of "shock absorber"
between Japan and China. In other words, it can be
assumed that the United States has realized that excessive
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aggravation of Sino-Japanese relations will ultimately
undermine its own energy security.

For Tokyo and Beijing, the importance of
Washington's engagement in regional energy security goes
beyond the fact that the United Statesis not only the biggest
energy consumer in the world, but also has the capability of
acting as a mediator between Japan and China. Given that,
it would be impossible to concentrate merely on economic
issues when implementing full-scale policy measures to
ensure energy security. If one considers, as two examples,
marine transportation, including through the Strait of
Malacca and the Taiwan Strait, and the international
dissemination of nuclear technology, it would be unrealistic
to solve issues having military implications such as these,
without the United States' proactive engagement in addition
to Japan and China.

As a prelude for these three powers' cooperation,
the exigency of energy cooperation was increasingly
emphasized within the framework of ASEAN Plus Three
(Japan, China and South Korea), leading to the current
policy coordination within the framework of the East Asia
Summit. Meanwhile, the launch and institutionalization
of the Five-Country Energy Ministers' Meeting, which
includes the United States, makes possible the bolstering of
ASEAN:-led effortsin energy cooperation.

It should also be noted as a positive trend that India,
whose growth rate in energy consumption is second to
China, has also been integrated into the policy coordination
frameworks of Japan, the United States and China.

0 30 Russia as a Catalyst for Collaboration by Consuming
Countries

Today, Russia is attempting to propel its advance
into the energy markets of the Asia-Pacific. According
to Russia's Energy Strategy toward 2020, published in
August 2003, Moscow aims to increase the Asia-Pacific's
share of its oil and natural gas exports to 30% and 15%,
respectively, by 2020 (from a 3% share for oil at the
beginning of the century.)

Russia uses expansion of its crude oil and natural
gas exports to the Asia-Pacific as a "negotiation card" to
brandish at Europe for the purpose of both strengthening its
position in price negotiations and enhancing its diplomatic
presence.

However, there remains a high degree of uncertainty
at present as to the scale of Russia's advance and the timing
of its assuming the role of stable supplier, despite its
great potential for advancing into the Asia-Pecific energy
markets. Rising resource nationalism and a tendency to
drive away as much foreign investment as possible have
cast adark shadow on the prospects of securing a sufficient
volume from the proven reserves and stable levels of crude
oil and natural gas production and exports.”

With regard to Russia's energy cooperation at the
bilateral level in Asia, it hasn't established a mature
relationship with either China or Japan. Both Sino-Russian

# "Japan and China Pledge Energy Dialogue,” International Herald Tribune, 17 December 2006.
% For more details, see Shoichi Itoh, "The Pacific Pipeline at a Crossroads: Dream Project or Pipe Dream?," ERINA Report,

vol.73, 2007, pp.42-62.
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and Russo-Japanese energy relations are, in practical terms,
continuing to seesaw®. It can be said that the Sino-Japanese
"scramble" over the Pacific pipeline project has also
gradually abated, given that the development of the East
Siberian ail fields has seriously fallen behind the original
plan.

As regards a multilateral framework with Russia's
participation, the Energy Ministers' Meeting within the
framework of the Asia-Pacific Economic Cooperation
forum (APEC) has demonstrated virtually no active role
or concrete function, when compared with the earlier-
mentioned international frameworks. Since the range
of issues addressed by APEC is too wide and diverse,
the question of promoting energy dialogue with Russia
remains too specific an issue. The Asia-Pacific lacks a
multilateral framework like the "EU-Russia Dialogue" to
promote a producer-consumer dialogue with Russia at the
governmental level.

Of course, it is evident that EU countries are not
unanimous in energy policy toward Russia today. For
example, Germany's independent effort to consolidate
energy ties with Russia at the bilateral level is well-known.
Against such a background, the physical constraints of oil
and natural gas export via pipeline from Russia to Europe
cannot be ignored. As of today, the EU's total dependence
on Russia as a source of oil and natural gas imports stands
at over 25% apiece. The figures in Germany's case are 20%
and 35%, respectively.”

In contrast, if the Asia-Pacific countries attempt
to promote policy coordination with a view to
institutionalizing a producer-consumer dialogue with
Russia, they are basically free of the physical constraints
which the EU must bear, and can virtually start from
scratch. Russia's export of energy products to the Asia-Paci
fic region is only now beginning. For example, the scale of
the Sakhalin project's exports of natural gas to Japan and
the volume of West Siberian crude oil exported to China
have not been major enough to threaten either country's
present energy security.”® Therefore, the Asia-Pacific
countries can design their future policy coordination, with
Russiain therole of supplier to the region, with along-term
perspective. It will be beneficial for the producer as well, if
the consuming side can engage Russia as one, with the aim
of stahilizing the energy consumption markets in the Asia-
Pacific and enhancing predictability.

Meanwhile, Russia needs to speed its development
of the East Siberian resources bearing in mind that West
Siberia's production growth rate for crude oil and natural
gasis projected to peak in the near future. It means that the
importance for Russia of promoting cooperation with the
countries of the Asia-Pacific will be enhanced, and will be
irreversible. It is estimated that the cost of developing oil

and gas fields in East Siberia is several times higher than
in West Siberia, considering the huge risks in developing
avast terrain of permafrost where geologica survey work
is possible for no more than half of the year. Russia's
actual situation cannot help but lure a huge amount of
foreign investment to propel forward oil and natural gas
development in East Siberiaon acommercial basis.

The Asia-Pacific countries as one should request
that Russia improve the transparency of data on reserves
and clarify the legal frameworks for protecting foreign
investments. These would correspond to the principles
and goals of "increasing transparency, predictability
and stability of global energy markets' and "improving
the investment climate in the energy sector," stipulated
by the St. Petersburg Plan of Action on Global Energy
Security, published as a result of the St. Petersburg G8
Summit hosted by none other than Russia in July 2006.”
However, it is hard to say that the investment climate and
transparency in the energy sector of Russia have improved
since then. Russia is even turning the clock back in some
respects.

To the extent that the development of oil and gas fields
entails huge potential and risks as two sides of the same
coin, it is necessary to establish a negotiation framework of
frank discussion among the consuming countries on the one
hand, and between the producing side and the consuming
side on the other, with an aim of distributing the associated
investment risks rationally.

It should be noted that the number of cases of
collaboration among the Asian consuming nations with
regard to distributing the risks in developing upstream
is increasing these days. China National Petroleum
Corporation (CNPC) and Oil and Natural Gas Corporation
(ONGC) reached an agreement of promoting cooperation
with regard to exploration and development of oil and
gas fields in January 2006. China National Offshore Oil
Corporation (CNOOC) and Korea Gas Corporation (Kogas)
signed a memorandum on cooperation in developing natural
gas, €tc., in November of the same year.

In March 2007, CNPC and Korea National Oil
Company (KNOC) arrived at a basic agreement regarding
exploration and development of oil fields. When Chinese
Premier Wen Jiabao and Ma Kai, Chairman of NDRC,
visited Tokyo in April 2007, CNPC and Nippon Oil
Corporation (ENEOS) concluded a memorandum of long-
term cooperation including development of resources.
Likewise, Japan and India have reached a basic agreement
on development of resources, as noted in Section 2 of this
paper.

The Second Asian Ministerial Energy Roundtable
Meeting was held in Riyadh in May 2007 at Saudi Arabias
instigation, and Japan co-hosted it. The following points

% Shoichi Itoh, "Sino-Russian Energy Relations: The Dilemma of Strategic Partnership and Mutual Distrust" in Hiroshi
Kimura (ed.), Russia's Shift toward Asia (The Sasakawa Peace Foundation, 2007), pp.62-77.

% International Herald Tribune, 9 January 2007.

% For a discussion about Russia's failure to use energy as a "weapon" in the Asia-Pacific, see Shoichi Itoh, "Russias Energy Diplomacy
toward the Asia-Pacific: Is Moscow's Ambition Dashed?," a paper presented at the 2007 Summer International Symposium, Slavic
Research Center, Hokkaido University, in Sapporo on 4 July 2007 (to be published shortly.)

* < http://en.g8russia.ru/docs/11-print.html >,



included in its joint statement give a suggestion of the
way in which we can develop a multilateral dialogue with
Russia between energy producers and consumers.®

» 0 Calling for greater cooperation and coordination
among and between Asian energy exporters and
importers within bilateral, regional, and global
contexts, and encouraging the participation of
international bodies, such as the IEA, the IEF,
and the Organization of Petroleum Exporting
Countries (OPEC) in the promotion of dialogue
and cooperation.

» 0 Continuation of working for the stability
and predictability of the energy market, and
encouraging maintaining spare capacity by
both producers and consumers and in the whole
energy value chain: upstream, midstream and
downstream.

» 0 Working toward open, competitive and transparent
oil and gas markets, in order to reduce uncertainty
and volatility in these markets.

» [ Recognizing that free and economically based
global markets should be the basis for energy
sources, and making efforts to maintain such
markets in the interest of increased stability and
transparency.

» 0 Endeavor to insulate energy markets from
unwarranted political influences wherever they
may occur.

The very first paragraph of Russia's Energy Strategy
toward 2020 states the following™:

Russia has a considerable amount of energy resources
and capability in its fuel-energy complex, which are a basis
for economic development and implementation of domestic
and foreign policies. The country's role in global energy
markets determines its geopolitical influence. (Author's
underlining.)

The fact that Russiais attempting to build relationships
with consuming countries by publicly disclosing its
intention of using energy as a "diplomatic weapon™" should
not be overlooked.

Meanwhile, Japan's Basic Energy Plan states the
following in the context of supporting energy development
companies to promote independent development of oil
fields™:

Strategically important projects, including
development of resources in Siberia and the Far East in
Russia, and the "East Siberia-Pacific" pipeline project of
shipping crude oil to Russia's Pacific coast, etc., which
encourage a large scale reduction of Japan's crude oil
dependence on the Middle East, are to be carried out in
in a way that will meet our country's interests. (Author's
underlining.)
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If Japan wishes to promote energy cooperation with
Russiain away which meets the country's interests, it must
avoid recklessly bearing more than the necessary risks in
developing Russia's upstream, etc. Instead, Tokyo should
make the best of the current positive trend in promoting
collaboration among the consuming countries in the Asia-
Pacific and explore its further potential.

¥ <http://www.enecho.meti.go.jp/policy/international -affairs/data/ Energy%20Roundtable_J.pdf >.
%! Energeticheskaia strategiia Rossii na period do 2020 goda. <http://www.minprom.gov.ru/docs/strateg/1>.

% The Basic Energy Plan, p.42.



ERINA REPORT Vol. 77 2007 SEPTEMBER

ooooooooooooon

Joogbooguoboguoogd
Jooodbootdbotubtodbtotdbotgboodod

—foooobooooooooboobooooooooboo
ooooooooooo

ooooomomoooooooooooooooobooo
oooooobooooooooooooooooDoooboo
oooooobooocoooooooocoooooooboOoo
ooooooooooooooooobooooooboobooo
ooooooooooooooooooooooozo0d
ooooobooobOoooooboooOooooOooboooo
oooooooooooooooooOoooooDooobooo
ooooooooooooooooboboooooOooboobOoo
oooooobooooooooooooooooDbobOoo
oooooooooooooooocoOooOooOooOobOoo
ooooooomooobooooboooooooobooboo
oooooooooooooooooooooooboOoo
oooooooooooooooooooooobooobooo
gboooboooboze0booboooooooooon
oooooooooooooooooooooooboo
oooooobooooooooooooooooDoDboo
ooooooooooo

—fdoooooooooooobocooomooooooo
ooooooooooooooooobooooooboobooo
oooooooooooooooooooooooboOoo
ooooooooooooooooooooooDoobOoo
goooooooooOooooooooooooooboobooo
ooooooooooooooooboboooooOooboobOoo
gbooobmoooooooooboobooboooboomo
oooooooooooooooocoOooOooOooOobOoo
oooooobooooooooooooboooooDboboo
oooooooooooooooooooooooboOoo
oboooOooooooooboobooooobocooooono
ooooooooo0oOooooooboOooooDooboOoo
oooooooooooooooooooooooboo
gboooboooboobooomooooboooooooo
oooooooocoooooooocoooooOooboobOoo
oooooobooooooooooooooooDoooboo
oooooooocoooooooocoOooooOoooboOoo
oooooooooooooooocoooooooobooo

- €
Bl

N

gbooboomooooboomoboooooogoon
goboooooooooooooboooooooooboboo
gbooood

—pgooobobooboooodooouoboobooooooa
gbooobooooobooooboooboobooooboogoon
ooooo
goboobooooobooobooooobooobooooooon
gooooooooooooooboooooooooboboo
ooomooooobOoooDoooobDoooOooDbObo0oDODo
goboooooocooooooobocooooooooboo
gbooboooobooobooooboobooboooooon
gobooooooooooooobooooooooooo
gooooooooooooooboooooooooboboo
gboooboooooobooooboooboobooobooboogoon
gooooooocoooooooboooooooooboboo
gboooboooooooooooobooboooboooogoon
ooo
gbooboooooboobooooboobooboooooon
oooooooooooooo@mooooooobooOog
gooooooooooooooboooooooooboboo
gboooboooooobooooboooboobooobooboogoon
gooooooocoooooooboooooooooboboo
gboooboooooooooooobooboooboooogoon
goboooooooooooooboooooooooboboo
goooooooooooooooomooooboooo
gobooooooooooooobooooooooonoo
gbooboooooboobooooobooboooooon



gbooooboooboooooboooo

—pbooooooobooboobooooobooooboo
oooooooooooooooooooooooboOoo
gboboobooobooboooobooboobooooboobo
gbooooooboooobobooobobobooo
oooooooooooooooooooooooboo
gooobooobooooboboobooobooooooboo
ooooooooocoOooooooboOoOooooobooo22

omooooooooooooobooooooooobooo

oooooobooocoooooooocoooooooboOoo
ooooooooooooooooobooooooboobooo
oooooooooooooooooooooooboOoo
ooooooooooooooooooooooDoobOoo
oooooooooooooooooOoooooDooobooo
oooooooooooooooobobooooooo

—fdoooooo0oooooooocoooooooboOoo
gboooboooboooobbooboobooobooooboo
oooooooood
gboooooooboboboooboboobbobooo
goooboooboboooboboobooobooooooboo
oooooooooooooooooooooooboo
gboooobooboobomooboooobooo
oooooooocoooooooocoooooOooboobOoo
gboooboooboooobboobooobooobooooboo
oooooobooocoooooooocoooooooboOoo
gboooboooboooobobooboobooobooooboo
oooooooooooooooooooooooboOoo
ooooooooooooooooooooooDoobOoo
goboboooobboooooboooobobooooobo
ooooooooooooooooboboooooOooboobOoo
gboooobooobooooboboobooobooobooooboo
oooooooooooooo

—fooo0oobooooooooobooooooooboOoo
boooboobobobobobuobobOoDbOyYesd
ooooooooobooobzoorDooboooDO
oobomoobooooooobooobooboOooOoooo
goooboooboooobobooboobooooooboo

ooooooooooooooooboOomoooobooo

gboooboooboooooboooo
goooooocooocoooooooooooooood
uboboobooobooooboboobooboobooooboo

ERINA REPORT Vol. 77 2007 SEPTEMBER

gboooboooooooooooobooboooboooogoon
goboooooooooooooboooooooooboboo
gboobooooobooooboooobooboooboooooon
gooooocoooolooboooooobooooooo
gbooboooobooboobooooobooboooooon
gbooobooooooooobooobooboooooogoon
gooooooooooooooboooooooooboboo
gboooboooooobooooboooobooboooboooogoon
goboooooooooooooboooooooooboboo
gbooboooooboobooboooobooboooo

—gooooooooooooooocooooooonboo
gobooooooooooooobooooooooooo
goboooooooooooooboooooooooboo
gooooooooooooooboooooooooboobo
goooooooooooooobooooooooobooo
goooooooooooboooobooooboooboooboo
goboooooooooooooboooooooooboo
00o0oooooooooooooon0On0DnODERINA
Business News vo0l.620 20070 0 027000000 00O
goooooooooooooobooooooooobooboo
gbooboooboomooooooooooobooooo
gooooooooooooooboooooooooboboo
goooooooooooooooooooooooobo
goboooooooooooooboooooooooboboo
gooooooooooooooooooooooDoobooo
goboooooocooooooobocooooooooboboo
goooooooooooooobooooooooobooboo
gobooooooooooooobooooooooooo
goboooooooooooooboooooooooboo
gooooooooooooooboooooooooboobo
gooooooocooooooobocooooooooboboo
gooooooooooooooboooooooobooo
ooooooocoooooooocoooooon

—ooooooooooooooocooooooooa
goboooooooooooooboooooooooboo
gooooooooooooooboooooooooboobo
gooooooooooooooboooooooooboo
gooooooooooobooooooboobooboooooo
gooooocooocoOovwoooooooboobooooo
gooomooooomoooooooooooobooboo
goooooooooobooOoooooooooobooOog
goooooooooooooobooooooooobooboo



ERINA REPORT Vol. 77 2007 SEPTEMBER

gboooobooobooooboboobooobooobooooboo
gogsoood4o0c00b0OOOoOoOoOoOOOOOOOODnO
gobobooooobboooobobooooobobooooo
oooooooooooooooooooooooboOoo
ubobooboooboooobobooboobooobooooboo
goooboooboboooboboobooobooooooboo
oooooooooooooooooooooooboo
gooobooobooooboboobooobooooooboo
oooooooocoooooooocoooooOooboobOoo
gboooboooboooobboobooobooobooooboo
oooooobooocoooooooocoooooooboOoo
gboooboooboooobobooboobooobooooboo
oooooooooooooooooooooooboOoo
ooooooooooooooooobooo

—f0o0oooomoooooooooo0oboooooo
gboooobooobooooboboobooobooobooooboo
oooooooooooooooocoOooOooOooOobOoo
gboooboooboooobbooboobooobooooboo
oooooooooooooooooooomooma
gbobooboooboooobboobooooobooooboo
goooboooboboooboboobooobooooooboo
ooooooboooooooooooboooooooobooo
gbooomoooooomooboooooooooboo
ooad

gbooooboooobooobooboooobooboooo
oooooobooocoooooooocboooooooboOoo
gbooobooobooooboobooobooobooooboo
oooooooooooooooooooooooboOoa
ooooooboooooooooooooooooobOoo
gooobooobooooboboobooobooooooboo
oooooooooooooooocboooooOooDoobOoo
gboooboooboooobboobooobooooooboo
ooooooomooooooobooOooooooobooo
gboooboooboooobbooboobooobooooboo
oooooooooooooooooooooooboOoo
gooooo

gbooboooooooooooobooboooboooboogoon
goboooooocooooooobooOoooooooboboo
gbooboooooboooobooooboobooboooooon
gobooooooooooooobooooooooonoo
goooooooobooooooooooooooomao
gboooboooooboooobooobooboooooogoon
gooooooooooooooboooooooooboboo
gboobooooooboooobooobooboooooboogoon
goooooooooooooobocooooooooboboo
gbooobooooobooooboooobooboooboooogoon
goboooooocoooooooboooooooooboboo
ooo

—ooooooooooooooo

gzo070002200000000000000000CO

0000o0OD0O0O000000DERINACDODODO
OOO0OO0OERINAODOOOOOOCOCOOOOOO

gboood
0000000000 Mikhail Belyd
19450 goooooooo

1968-7001 gooooooooooMaeiMoo OO

1970-740 oooO0O0O0Nanyang O OO0

1974-770) gooooooooooooooooo

1977-8201 oooooooocooooo

1982-850 oooooooocooooooo

1985-8901 goooooooooooooooo

1989-940 goooooooooooooooooo
ooooo

1994-9901 goooooooooooooooooo

1999-20040 O0ODOOOOOOOODODOOOO

2004-070 goooooocoooooooboooo
gbooboooooooboobooooobo
oooo

2007000- ODOOOOOOODOOOOOOOO




ERINA REPORT Vol. 77 2007 SEPTEMBER

Japan-Russia Relations Development: The Current Stage and
Our Hope

Interview with Mr. Mikhail Bely, Ambassador Extraordinary and Plenipotentiary of Russiato Japan

ERINA: First of all, 1'd like to ask you to briefly tell
us about your experiences as a Russian Federation
Ambassador before coming to Japan.

Bely: My work has always focused on Asia. | attended
Moscow National International Relations University and
majored in Northeast Asian Relations, with a particular
focus on Chinese research and studying the Chinese
language. After graduation and more language training in
Singapore, | began working as a diplomat in Singapore.
Twenty years later | worked in Singapore again, this time
as Ambassador. In between, | worked in New York at the
United Nations, also working on Asian issues for the UN
Security Council. The past two years |'ve been Ambassador
to Indonesia, simultaneously holding the same post for the
neighboring countries of East Timor, Papua New Guinea,
and Kiribati. | first became involved with Japan during the
five years | was director of the 2™ Asia Department at the
Ministry of Foreign Affairs. My predecessor was also a
former director of that office. During that time, until | was
appointed Ambassador to Indonesia, | worked on bilateral
relations between Russia and Japan. | directly participated
in the formation of the Russia-Japan Action Plan adopted
at the 2003 Summit Meeting. Until now, my experience in
Japan has consisted of nothing more than short business
trips, and I've not once had a long term assignment here
until now.

ERINA: When you learned of your appointment to
Japan, what was the chief task or mission that came to
mind? Also, asyou wer e leaving for your new post, what
was your first impression? Please include this trip to
Niigata.

Bely: When | first learned about my appointment as
Russian Federation Ambassador to Japan, | felt a sense
of great responsibility being laid on my shoulders. This is
because for Russia, Japan is anation of extreme significance
and high priority, and we hold our relationship with Japan
in great account. In Russia it is said that first impressions
always remain most vividly in the heart. Ancient traditions,
pure Japanese culture and arts being protected alongside
modern development; this ability of the Japanese people to
maintain balance is the impression that I've gotten. Also,
everyone knows of Japan's accomplishments in the fields of
technology and industry. Moreover, this kind of symbiosis,
the knowledge that a regard for tradition does not hinder
the development of a modern nation is instantly visible.
One more thing I'd like to point out is that I'm very glad of
the friendly and kind reception the people of Japan have
given me. Thanks to this, my job here is made much easier.
Of course, the workload is enormous, but that is a welcome

indicator of the development in the relations of our two
countries. What | am most glad about in coming to Niigata
isthat literally one out of two people I've met have spoken
Russian.

ERINA: How do you assess current Russia-Japan
relations? What factors are encouraging development
in relations, and what factors do you see as obstacles to
development?

Bely: First, in the background is the fact that Japan-
Russia relations are entering a stage of maturity. | think
you can say that we are at the level of building a"Creative
Partnership." We've gotten rid of a lot of stereotypical
thinking that hinders the development of bilateral relations.
| think what's been most useful in developing relations is a
series of significant changes from the Russian side. We can
speak with the Japanese largely with one language, we now
share mutual values, we have the same economic system,
and we can now say that we develop trade and economic
relations within the same free market framework.

As for obstacles to development, some kinds of
stereotypical thinking left over from the Cold War are
a factor. The Russian people hold Japan in much higher
value than the Japanese people hold Russia. | don't want to
say that the existence of the unresolved territorial issue is
an obstacle to building relations. This is because our two
countries leaders have long since agreed that development
of bilateral relations can not be made dependent on
resolution of the territorial issue. Also, you cannot say
even in the least that the existence of territorial issuesis an
obstacle. In other words, sooner or later this issue will be
resolved and as a result, will open a wider path to further
reciprocal cooperation.

ERINA: What is your view of the prospects for
normalization of the Korean Peninsula issue under the
framework of the Six Party Talks? What do you think is
the main reason why the North Korea nuclear problem
has slowed to a crawl?

Bely: As is well know, the negotiations in the Six
Party Talks are extremely slow, but progress has been
made. In September of last year, it was agreed that North
Korea would freeze its nuclear development program in
exchange for economic assistance. Unfortunately, currently
(May 22) due to foreign bank capital remittance problems,
the reality is that progress has stopped. We feel that this
problem between the US and North Korea is close to being
resolved. As evidence that efforts are being made to resolve
this issue, another Six Party Talk is being scheduled to
take place in the near future. All parties are being asked
to exercise patience and calmness. | think we are about to
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witness the next step in the final resolution of this problem

ERINA: How do you rate Russia's role and influence in
the Six Party Talks? Do you feel that Russia normally
possesses greater influence?

Bely: Russia has sufficient influence in the Six
Party Talks. In particular, in the Six Party Talks, Russia
is leading the operations group that is involved in the
extremely important deliberations regarding regional
safety and stability. When people ask the question "Why
doesn't Russia perform its role in the Six Party Talks
more aggressively?' it feels like they are actually asking
"Why hasn't Russia put more pressure on North Korea?"
Pressure and oppression will bring about opposite results,
and nothing can be resolved in this manner. We always
sympathize with the efforts made in a negotiation.
Furthermore, Russia assures North Korea that there is an
open channel for advice if they will lend us their ears. In
other words, in the Six Party Talks Russia, like China, takes
abalanced line that will respect North Korea'sindividuality.

ERINA: Is Russia a positive supporter of enlargement
of the UN Security Council and the appointment of
Japan as a permanent member? If "Yes" then how
should we interpret the March 2007 China-Russia joint
statement about Security Council reform, " Russia and
China regard attempts to enlarge the Security Council
to be counterproductive. Security Council enlargement
should only occur with the maximum wide-spread
consensus."

Bely: We have aready come to see Japan as a strong
candidate for a permanent seat on the Security Council.
At the same time we feel that reform should be carried
out in a method that doesn't create divisions that lead
to disturbance of efficient functioning of the Security
Council. My personal opinion is that getting the largest
widespread agreement possible is the most important point.
Agreement in the sense of getting 100% consensus is
certainly impossible. There are already member countriesin
opposition. Also, to create reforms that match the opinions
of the majority of UN member states and Security Council
members and bring them into agreement on reform will
require immense effort. Otherwise, the effectiveness of the
UN and its ability to positively influence the world situation
would be spoiled.

ERINA: Compared to Russia's previous leaders
President Putin has placed extraordinary emphasis on
economic development of the Russian Far East. Why do
you think that is? In these seven years, to what extent
has this emphasis on the Far East succeeded? What is
your personal opinion of the development potential of
the Russian Far East?

Bely: Russia is currently carrying out a revival of
its world position and economic position. Within the
lecture | gave today | pointed out some data that supports
this trend towards sustainable economic development

(ERINA Business News vol. 62, July 27, 2007). Needless
to say, when a person is sick they place top priority on
themselves and then to those people nearest to them. While
Russia's economic recovery is coming along, it too can
expand its scope. Siberia and the Far East, while having a
concentration of abundant resources, also have a port to the
Pacific, and is therefore a region of great importance to us.
Do not forget that two out of three Russian people live in
the Asian region. In Japan Vladivostok is called the "nearest
piece of Europe," but for usit is certainly the "nearest piece
of Asia." For this reason the nation has adopted programs
that contribute large amounts of capital for the devel opment
of Siberia and the Far East. This is for installation of
infrastructure and to solve the population problem.
Although the Far East is a vast region, the population is
very small and effort is necessary to create an environment
that will allow the flow of some of the population from
European Russiato the Far East.

ERINA: Lately in Russia the concept of " Sovereign
Democracy" has begun to spread. What meaning
does this expression carry? The Western Powers
have no question about Russia's independence and
they acknowledge and respect Russia as a valuable
participant in international relations. What do you
feel the difference is between " Liberal Democracy"
and Russian " Sovereign Democracy?" Do you think
that Russia is approaching the western conception of
democracy? Or is Russian democracy developing closer
to the Latin American and Southeast Asian versions
that adhereto " National Capitalism?"

Bely: We can apply many kinds of labels to
democracy, such as Liberal Democracy, Sovereign
Democracy, and other types, but | cannot agree with
classifying democracy. There is one concept of democracy,
and | think it is the representation of the people through a
body such as a people's group or congress to develop the
country within the guidance of law. At the same time, this
does not result in the exact same country, but indicates the
country's history. Also, democracy comes about through
revolution, not through importation. For democracy to be
robust and effective, it must seize the masses and grow
in the soil of independence. In this case, democracy will
reflect the expectations and welfare of the people.

This is my opinion but let me answer part of the
question of whether the western conception of democracy
can take root in Russia. Democracy cannot be enforced
from the outside, but instead will grow in the soil of
independence, absorbing the characteristics of the nation's
historical development. The movements that chant "what
method brings democracy?' and "how should democracy
develop?' can be said to be external democratization. We
must understand that teaching us democracy is an attempt to
apply amodel of democratic development that is unsuitable
to our environment. Give us a chance to build a democratic
society on our own. Russia has chosen a democratic
society; we will not retreat from that path.



ERINA: Thank you very much.

Interview conducted in Russian on May 22, 2007 at

"Crosspal Niigata' in Niigata City.
Interviewer: Shoichi ITOH, ERINA

Curriculum Vitae

Name: Mikhail Bely
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