Catalyst for Growth ...

Soviet President Mikhail Gorbachev’s
visit to Japan in mid-April heralded the
advent of a new relationship between Ja-
pan and the Soviet Union. The progress is
expected to accelerate new forms of eco-
nomic exchange also involving China
and other Socialist economies. And while
concern about a conservative backlash in
Moscow clouds future prospects, East-
West detente still seems likely to ensure
greater economic activity throughout
the region.

Japan’s economic development has
been firmly buttressed by its economic
and trade relations with the countries of
the Pacific Rim, and the concept of a
“Pacific Rim Economic Sphere” is a hot
topic for debate. In sharp contrast to the
boundless Pacific, however, the Japan Sea
has carried a set of negative connotations.
The Soviet Union and China, two major
powers with systems radically different
from Japan’s own, lie on the other side of
the Japan Sea. To the West, it washes
against the Korean Peninsula, a tinder-
box of potential conflict between North
and South Korea.

With a gigantic
potential

The ongoing East-West detente is now
transforming the Japan Sea from an
ocean of tension to an ocean of exchange.
The rapprochement has brought into the
limelight a new concept: an economic
sphere embracing all the lands bordering
on the Japan Sea—Japan, the Soviet Far
East, the northeastern provinces of China
and both Koreas, in short, a “Japan Sea
Rim or Northeast Asian Econom-
ic Sphere.”

Such a gathering would account for
20% of the land mass of Asia and 10%
(290 million) of its population. Econom-
ically, its GNP would total an imposing
S3 trillion. The potential is there for eco-
nomic relations on a gigantic scale.

The most important factor making the
formation of a Japan Sea Rim Economic
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President Gorbachev in April became the first Soviet head of state to make an official visit to Japan, heralding the
advent of a new relationship between the two countries.

Sphere feasible at last is the changes in
the international environment. The birth
of Mikhail Gorbachev’s regime in the So-
viet Union has shifted the superpower
relationship from one of confrontation
to one of dialogue, and has ended the
postwar division of Europe.

Regarding Asia as well, Gorbachev, in
his famous July 1986 speech in Vladivos-
tok, declared the Soviet Union a Pacific
power, and expressed his desire to link
the economic development of the Soviet
Far East to the formidable economic
power of the Pacific nations.

Given the Soviet Union’s geographical
position, it is certain that the countries of
the Japan Sea dominate Gorbachev’s per-
ception of the Pacific power balance. In a
follow-up speech in Krasnoyarsk in Sep-
tember 1988, the Soviet leader expressed
his desire to expand economic ties with
South Korea. That paved the way for the
rapid establishment of diplomatic rela-
tions between the two countries in Sep-
tember 1990, followed by South Korean
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President Roh Tae Woo’s visit to Moscow
in December.

With Soviet-Chinese relations normal-
ized once again after Gorbachev’s visit to
Beijing in May 1989, the relaxation of ten-
sion in Asia has gained momentum. Now,
talks between Japan and North Korea on
establishing bilateral relations are keep-
ing the ball rolling, further laying the
foundations for a new era of exchange
among the countries of the Japan Sea.

The second-biggest factor behind the
formation of this new economic sphere is
internal change in the countries con-
cerned, in particular their economic liber-
alization and the division of power. These
have been encouraged by the rapid move
toward market-oriented economies and
the rise of regionalism in the Soviet
Union and China.

For the moment, China is well ahead of
the Soviet Union in this transition. It has
moved aggressively to establish ventures
with foreign capital and organize special
economic zones. Beijing has already
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granted considerable autonomy in eco-
nomic matters to the northeastern
provinces, which in turn are expanding
their economic ties with the Soviet Far
East, the Japan Sea coast of Japan, and
South Korea.

Similarly, the decentralization of power
in the Soviet Union that lies at the core
of perestroika has been giving the Far
East region more and more latitude. Joint
ventures with foreign companies have
increased sharply since the 1987 liberal-
ization of trade, which broke what had
been a state monopoly. Plans for a special
economic zone are well beyond the plan-
ning stage.

As political conditions improve, the
different production elements in the
countries surrounding the Japan Sea are
becoming the key factors that will shape
the future economic sphere. Japan’s capi-
tal and sophisticated technology, South
Korea’s capital and intermediate technol-
ogy, the Soviet Far East’s rich natural
resources, China’s agriculture and work
force, and North Korea’s mineral re-
sources and work force could all comple-
ment one another in a mutually beneficial
horizontal division of labor and trade
among partners.

All the other countries of the Japan Sea
look to Japan’s outstanding capabilities in
finance, industrial technology, informa-
tion gathering, corporate management
and market cultivation. Japan will find
itself forced to play a leading role in
multilateral economic cooperation within
the sphere.

South Korea is also well positioned to
contribute with its intermediate technol-
ogy and substantial capital. At the same
time, it stands to benefit immensely by
exporting its products made using inter-
mediate technologies and light industrial
products and importing raw materials.
Some sectors in the Soviet Union are
leaning toward South Korean intermedi-
ate technology rather than that of Japan,
because Japan’s highly sophisticated
technology in many cases would make a
poor match with the Soviet Union’s cur-
rent technological level.

Rich in coal, natural gas, nonferrous
metals, lumber, fishery products and
other natural resources, the Soviet Far
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potential.

East harbors vast economic potential. Yet
most of this potential remains untapped,
due to lagging infrastructure, constant
labor shortages in the vast underpopulat-
ed region, and the low priority given to
development and investment in this re-
mote corner of the country. The Soviets
well know that Japan could easily help
overcome these handicaps. They see
great merit in attracting Japan’s technol-
ogy and capital, as well as tapping the
work forces of China and North Korea.

Nor is it a one-way street. The develop-
ment of the Soviet Far East region could
also benefit Japan, both Koreas and
China. Once the infrastructure is in place
and the export system becomes available,
the region could become a treasure trove
of natural resources. Development could
even become a multinational venture
embracing China’s northeastern prov-
inces as well.

China’s northeast, unlike the Soviet
Far East, is already one of the country’s
industrial centers. However, its industrial
facilities are largely obsolete and urgently
need to be replaced. This, too, necessi-
tates the introduction of technology and
capital from Japan and South Korea,
some of which could be paid for with agri-
cultural goods. The region is already an
exporter, and gigantic new agricultural
projects are planned.

North Korea could be yet another party

to the Japan Sea Economic Sphere. Its
workers already participate in Soviet lum-
ber development projects. Rich in min-
eral resources, North Korea should also
be interested in bilateral and multilateral
cooperation within the sphere.

The Japan Sea Rim Economic Sphere
will be characterized by its openness. In-
deed, as currently envisaged, it would be
open wider to the outside world than vir-
tually any economic zone. Linked with
Taiwan and Hong Kong through the East
China Sea and with all of Southeast Asia,
Oceania, the United States and Canada
across the Pacific, the Japan Sea Rim
could easily plug into economic coop-
eration and trade with the Pacific Rim
Economic Sphere, which embraces the
industrialized powerhouses of Japan and
the U.S. Pacific coast, the rapidly grow-
ing Asian NIEs (newly industrializing
economies) and the potential economic
giant, Australia.

Both China and the Soviet Union are
increasingly focusing attention on the
promotion of exchange with this region,
whose trade in value terms accounts for a
third of all trade among the world’s free
market couniries. And for the Soviet
Union in particular, the Japan Sea Rim
Economic Sphere is the inevitable gate-
way to its advance into the Pacific Rim.
In September this year, for example, a
Pacific Rim consumer goods fair will be
held in Vladivostok, drawing exhibitors
from as far afield as Thailand, Hong Kong
and Australia.
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Today economic exchange among the
Japan Sea Rim countries is still limited.
But the concept of a new economic
sphere is drawing increased international
attention because of the region’s enor-
mous potential. There are already signs
of current bilateral trade evolving into
multilateral trade, encouraging prospects
that the concept will come to fruition.

So far, however, the most conspicuous
progress has been in exchanges. The Ja-
pan Sea Symposium, held in Niigata on
the Japan Sea coast in September 1988,
brought together specialists from Japan,
China and the Soviet Union for enthu-
siastic discussions on economic exchange
in the region. This was followed in April
1990 by a working-level conference on
economic development held in Vladivos-
tok attended by Japanese, Soviet and
South Korean representatives.

An international conference on eco-
nomic development in Northeast Asia,
held in Changchun in Jilin Province,
northeastern China in July 1990, drew
participants from all five Japan Sea coun-
tries as well as the United States and
Mongolia. Significantly, the East-West
Center in Hawaii was among the spon-
sors of the conference, which heard an
intriguing report on initiatives for devel-
oping the “Golden Delta” stretching from
Vladivostok to China’s Tumen River and
North Korea’s Chongjin. Such tripartite
cooperation could bring inestimable ben-
efits to China, giving it direct access to
the Japan Sea via the Tumen River, the
mouth of which forms the Soviet-North
Korean border. The Soviet Union and
North Korea would also gain from region-
al development.

On the trade front, it is traffic between
South Korea and the Soviet Union that
has been increasing most sharply in the
Japan Sea region in recent years. Bilateral
trade between the two countries went
from $150 million in 1987 to top $S900
million in 1990. Border trade between
China’s northeastern provinces and the
Soviet Far East has also been growing,
and is now running at some S$300 million
a year.

In response to the decentralization of
power in the Soviet Union, Japanese local
governments have been promoting their

own independent economic exchanges
with the Soviet Far East. The Japanese
private sector is not far behind, with more
than 10 companies having opened branch
offices in Khabarovsk since 1990 in antici-
pation of an expansion in bilateral trade.

Lingering problems

For all of its promise, the Japan Sea
Rim is not without its problems. Back-
pedaling on perestroika in the Soviet
Union and the crackdown on the pro-de-
mocracy movement in China could serve
as a damper for the economic sphere con-
cept, as does the legacy of Japan’s prewar
and wartime colonial rule.

On the economic side, the Soviet Far
East and China’s northeastern provinces
hardly present an attractive environment
for foreign private capital. The Soviet
Union must hasten its transition to a mar-
ket economy, nurture personnel knowl-
edgeable in the ways of business, and
improve such basic infrastructure as port
and communications facilities.

For the time being, at least, it will be
more effective to focus on a number of
small, easily achievable short-term proj-
ects than to gamble on mega projects. It
will take time for the loans from foreign
countries, so essential for large under-
takings, to become available. The private
sector alone has neither the funds nor the
ability to absorb the risks of large devel-
opment projects. Ultimately, their suc-
cess will hinge on whether Japan and
other fund-supplying countries can offer
the loans needed to lubricate develop-
ment. Forestry is a good example of the
sort of multinational cooperation neces-
sary to develop the region.

Japan is the most experienced country
in the development of lumber resources
in the region, and is fully capable of sup-
plying the needed funds and equipment.
However, its own declining lumber de-
mand has made it reluctant to purchase
as much lumber as in the past. On the
other hand, China and South Korea have
vast demand for lumber, while Chinese
workers could take the place of the North
Korean, Vietnamese and Cuban workers
who have been employed so far in the
labor-short region. Under the circum-

stances, Japan, the Soviet Union, China
and South Korea could find it more advis-
able to band together in developing
Soviet lumber resources than to each try
to go it alone.

Over the long term, such active eco-
nomic exchanges will no doubt intensify
international competition. Japan is al-
ready seeing its dominant position in the
Soviet Far East market erode under the
impact of Soviet-Chinese trade. Barter
trade between the Japan Sea coasts of Ja-
pan and the Soviet Union stagnated
throughout the 1980s as Sino-Soviet rap-
prochement resulted in the resumption
of border trade. With the Soviet Far East
supplying lumber, farming machinery
and chemical fertilizer to China’s north-
eastern provinces in exchange for farm-
ing and livestock products and light
industrial goods, a complementary rela-
tionship is already well under way. Simi-
larly, a sharp increase in Soviet-North
Korean border trade poses yet another
threat to Japan’s business interests.

Nor is international competition in the
Soviet Far East limited to the countries
forming the Japan Sea Rim economic
sphere. At present, Japan is naturally
more active than any other country in
joint ventures in the region, being in-
volved in 14 so far. But companies not
only from China and North Korea but
from the United States, Canada, Viet-
nam, New Zealand, Singapore, Brazil,
Sweden, Switzerland and Britain already
have a stake in such ventures. The U.S.
is involved in seven already.

International competition in the Soviet
Far East and China’s northeast is expect-
ed to intensify further in the future, with
the United States and South Korea
jockeying for position to cash in on future
growth. In time, international coordina-
tion may be needed to adjust economic
competition. But for the time being, any
progress in unlocking the promise of the
Japan Sea Rim should bring gains for all.=

Kazuo Ogawa is managing director of the
Japan Association for Trade with the Soviet
Union & Secialist Countries of Europe, and
concurrently serves as vice director of the In-
stitute for Soviet and East European Eco-
nomic Studies.
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