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Introduction

Republic of Korea (ROK) appeared to be the newest econoniic partner of USSR/Russia (RF) among afl
other Northeast Asian countries. A bit more than I8 years of collaborative history dates from September
30, 1990 when foreign ministers of the Soviet Union and Republic of Korea signed in New York a Joint
Protocol on the establishment of diplomatic relations. Already after the collapse of the USSR, on November
19, 1992 the Treaty on Basics of Relations Between the Russian Federation and the Republic of Korea was
signed in Seoul by Boris Eltsin and Kim Young Sam providing an officiat foundation for potentially mutually
beneficial cooperation.

Retative novelty of the process under review might be perceived both as advantage and disadvantage.
Indeed, from the very beginning Russia carried out its cooperation with RK within market-oriented type of
legal and institutional tframework, Under the circumstances alleged benefits of relatively free trade could reveal
themselves as much as possible. Oun the other hand, lack of collaborative experience and respective traditions
provided certain barriers to smooth and fast expansion in scale and scope of economic interaction.

The authors of the present paper have wied to assess major results of economic cooperation between two
countries. Discussion is structurally organized in line with four main spheres, namely foreign trade, mutual
investments, transportation, and energy. This division is at least partly artificial since abovementioned fields
of cooperation largely overlap and mutually interpenetrate. At the same time each of ther has its own focus
and specificity.
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[image: image11.png]Foreign trade

Though both sides had a lot of expectations regarding the future of mutual cooperation the reality of the
1990s was not so bright: the foreign trade turnover picked at $3.78 billion in 1996 and after that began
contracting. In retrospect the authors would argue that the crisis that broke out in both economies in 1997-1998
became the major reason to slow down the pace of trade flows expansion.

While analyzing developments in trade between two countries one should take under consideration certain
(sometimes substantial) discrepancy in statistical data reported by offictal agencies of ROK and RF. In case
of Russian exports this is in particular due to the fact that supplies of some kinds of products such as fish,
crabs, etc. are largely hidden from RF authorities and hence not registered. Picture | illustrates the situation
clearty enough.
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Picture 1. Russian exports to Republic of Korea by Russian and South Korean statistics
Source: State committee of statistics, RF: Bank of Korea

Meanwhile, regardless of specific differences both South Korean and Russian official data demonstrate
quite an impressive growth of mutual trade during last several years (see Picture 2 and 3)
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Picture 2, Russian import from ROK by Russian and South Korean statistics
Source: State committee of statistics, RF: Bank of Korea

192




[image: image12.png](Miflions dofiars)

—— Russian statistics
~#— Korean statistics

2000 2002 2003 2004 2005 2006 2007

Picture 3, RussiaKorea trade turnover by Russian and South Korean statistics
Sowce: Stale commitiee of slatishcs, RF: Bank of Korea

As a result of this expansion foreign trade turnover picked at about $15 billion in 2007, of which (according
to Russian statistics) $6.15 biflion was Russia’s export to South Korea and $8.84 bilfion - Russia’s import
from South Korea. Judging from available information for the first six months of this year (2008), trade
value has reached $9 billion. Under the circumstances one can expect that the figures for the whole year
would be higher comparing to those recorded in 2007.

In terms of Russian data import side might be perceived as a matter of concem. The problem is not just
the mere fact that deliveries from ROK grow much faster than those from RF. The same is typical for the
overalt Russia’s foreign trade. But in contrast to the latter during five consecutive vears in its trade with South
Korea Russia has recorded a deficit that continues to increase pretty fast indeed. Some experts tend to put
at least part of the blame on ROK trade policy. With its average applied import tariff of 12.1% (in comparison
with 3.5% in USA and 54% i EU) (WTO, P.60, 93, 177) ROK has an image of relatively protective economy
with respect to import of products that can compete with those being manufactured in the country.

As it is shown in the Picture 4, in 2007 (simifar to previous years) Russia’s major export items were fuels,
which comprised roughly 80% of all the volume, metals and metal products foliowing further with 11.4%, and
chemicals and lumber both sharing 2.9%. The share of machines was rather infinitesimal reaching a mere 1.5%.
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Picture 4, Commodity composition of RF export to Republic of Korea, 2007
Source’ Stale commitiee of sialistics, RF
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[image: image13.png]In 2007 Russia imported mainty machines and chemicals from South Korea, which together made a 90%
share of the trade volume (Picture 5). Taking under consideration the fact that Russia’s export is comprised
of raw materials by more than 80% and its imports is mainly represented by high value added products
one can sensibly argue that the trade structure is highly unbalanced. Moreover. the export increase was
achieved due to skyrocketing oil prices but not to the growth of physical volumes.
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Picture 5, Commodity composition of Russian import from Republic of Korea in 2007
Source: State committee of statistics, RF

In the context of Russia’s trade cooperation with two other major North-East Asian economics trade with
South Korea looks not so impressive though it shows positive dynamics in recent years. Indeed, ROK trade
is more oriented to other major economies in the region - China and Japan. For example, its turmover with
China in 2007 reached $145 billion and with Japan $82.6 billion. In other words South KoreaChina and
South Korea-Japan trade turnovers are atmost 10 and 5.5 times larger than that with Russia. Now China
represents the biggest single trade partner of ROK, ahead of former leaders Japan and USA.

Tn its tumn, Russia’s trade with other countries in the region is also much larger than that with South Korea.
For example, in 2007 ROK accounted for 2% of totat RF export and 5% of its import. Picture 6 clearly
iltustrates the fact that in terms of value Russian export to China exceed by 2.5 times export to South Korea.
Moreaver, the trend of trade growth with China is steeper than the same trends for Japan and South Korea
{picture 6). At the same time, with regard to commodity structure trade with all three economies share same
features. Russia supplies them with fuels, mineral resources, fish and lumber, and imports machines, transport
vehicles, electronic and communication products.

Considering overlapping RF trade patterns with the countries of the region one might argue that in Russia
South Korean products face a tense competition. More than that, this competition will most probably intensify
in future as China advances further into the spheres of South Korean producers’ competence. This situation
reflects the overall position of ROK economy more and more founding itself stuck between Chinese and
Japanese ones, similar to “a shrimp between two whales” (Korea Times, 2007). In terms of regional
comparison Korean products are often considered to be more expensive than Chinese ones and inferior to
Japanese substitutes in quality.
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Picture 6. Russia’ s trade with major partners in North East Asia, 1995-2007
Source: State commitiee of statistics, RF.

Absolute dominance of raw materials in Russian export makes Russia-South Korea trade in general
extremely vulnerable to the fluctuations in price of resources. In order to minimize resulting risks, commodity
composition of RF export needs diversification. In particular, Russia could gain by supplying to ROK some
modern machines and high technologies in nuclear encrgy and space. South Korea would also benefit from
that not only in a long run but also in a short one. It is not by chance that for last several years cooperation
in space industry has shown clear signs of intensification. In particular, Russian experts take an active part
in making launch of ROK’s first satellite a reality. From RF perspective this project should also help in
promoting national hightech companies to the market of the whele Asia Pacific region. Trade structure could
also be improved if products of Russtan-South Korean joint ventures (including oit refinery plants) are
exported to the South Korean market,

Investments

Simitar to trade investment cooperation between ROK and RF has also been on the rise during last 4-5
years. According to the latest data, within one vear and a haif only the stock of South Korea FDI in Russia
increased 2 times: from $371.5 million on December 31, 2006 to $738.26 million on March t, 2008, This
mainly results from high rate of RF economic growth accompanied by the increase in living standards.
Nowadays Russia is definitety one of the most promising and fast growing consumer markets in the world
atong with China, India and Brazil

At the same time again as in case of trade scale of activity demonstrated by South Korean investors in
RF fooks pretty modest comparing boih to their performance in other couniries of the globe and fo overall
capital inflows into the Russian economy. According 1o UNCTAD, the total stock of South Korean outward
FDI stands at 66 billion US dollars (WIR, 2008), which makes a share of Russian market equal to 1%.
At the same time the stock of inward FDI in Russia is $121 billion, which means that South Korean investors’
costiribution is less than 1%. ROK is also lagging behind Japan and China in its FDI to RF. Official Russian
statistics reports the stock of Japan FDI exceeding $3 billion and that of China reaching $1.374 billion as
of the end of 2007.
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[image: image15.png]Manufacturing, construction and retailing received the largest share of South Korean investments, together
they accounted for 80% of the total. According to Russian Ministry of Economic Development the main
activity of South Korean companies in Russia (with exemption of several big projects) lies either in those
sectors that guarantee fast returns at a relatively small startup capital, for example, in light industry, tourism,
restaurant and hotel business, or in sectors connected to the production of raw materials. The latter is especially
true for regions of the Russian Far East.

Generally speaking one might expect special interest of South Korean investors towards Far East and Siberia
due to their geographic proximity to ROK. Meanwhile at the moment the region suffers from clear lack
of attention demonstrated by large economic agents (both domestic and foreign) operating in almost all sectors.
Major factors explaining this development are low density of population, lower comparing to western regions
fiving standards, lack of highrqualified specialists and bad infrastructure. Under the circumstances market
driven FDI of leading South Korean companies tend to concentrate in Evropean part of the country, especially
in the Central (Moscow) and North-West (St. Petersburg) Federal Districts. Almost all fargescale projects
are implemented there. Only energy-related ones constitute basic exception from this rule (see Tablel).

Table 1. Major projects by South Korean investors in Russia

Companies Type of achvity Region Estimaled sum of
investments

Samsung Flectronics LCD production plant |Kaluga province |57 million US dallars
BXB. Co. LId and Regional | Agglomeration Irkulsk-Angarsk-Shelekhov: |ITkUSK province [n.a.
Development tund of Irkutsk  |logistics center, industrial parks and housing
region
Foiding company  Kolmar, Lid |Development of coal mining complex Repubiic of 300 million US dollars
Korea Development Benk and LG |Ingalinskii yakutiya
international Corp
Loile Confectionary plant Kaluga province [85 millon US dollars
Shin Chang Construction Construction of apartments and offices for |Kaluga province |n.a.

Iocal administration
Bank KP Bars KP Chemical 8V |Joint venture "KP Bars Holdings Tatarstan 00 million €uro.
{Lotte Group) construction of polyethylene terephthalate |republic

plant
GS Engeneering and Constriiction| Ol refinery plant Tatarstan 1,5 billion US dollars
(LG Group) republic
Oil company Alfiance Group and |Modernization of ol relinery plant Kxabarovek na.
Samsung
Teplomontazhservice Lid. And | Joint venture SACOTEC Comparty Sakhaiin na.
KOGASTech
Lolie Graup Holel and office complex Moscow 260 million US dollars
LG Electronics Electronics plant Moscow province[150 million US dollars,
Fyundai Molor Company Adlo manufacturing plant Saint Pétersburg [400 million US dollars
Tzhevsk alito manufacturer and |Aulo manufacturing plant Gdmurt republic |n.a,
KIA Motors
Saknalin Energy and KOGAS __ |Nelural ges exiraciion and processing Sakhalin na.

In contrast to large firms representatives of ROK SMEs have their own investment preferences, In terms
of geographical location due to some obvious reasons they tend to concentrate on the Russian Far East. As
for industrial composition these companies focus on supply and marketing of South Korean products and
exporting from the region available raw materials. Fishery is yet another atiractive branch. As Russian
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[image: image16.png]government gives priority to domestic companies when allocating quotas for fishing, South Korean firms
are interested in joint ventures with Russia partners in order 10 get an excess to direct catching in RF economic

FDI in South Korea are almost negligible. Secondly, Russia is interested in diversification of ROK investments

towards other areas, in particular infrastructure development projects. Here large-scale construction for hosting

which atmost abandoned this option after the breakup of the USSR.
The “Iron-Silk Railroad” was one of the key projects taunched at the historic 2000 Sammit between then-

completed on June 14, 2003, one on the east and one on the west coast of the Korean Peninsula (see Picture
7). The first rail test finally took place in the end of 2007 after more than half a century of disconnection
{Guardian, May 11, 2007). Meanwhile, Russian Railways have upgraded a 240 kmy section of the Far Eastern
Railway between Khasan and Viadivostok. Rail services on the TSR have improved considerably during the
decade.

Hence, the project of a new franscontinental corridor linking South Korea to Europe by rait has been in
its final stage. In 2008 Russian Railways and North Korea's Raitways Ministry signed an agreement to
modemnize a S4 km rail sector from Russia's Khasan to Rajin, and to build 5 container depot with

Under the deal a Jjoint venture is to be set up for 49 years. Russia and North Korea wilt control 70% and

30% of the joint venture, respectively (GlobalSecurity.org, 2008). Reconstruction should begin yngjt the end
of 2008,
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[image: image17.png]Picture 7. Trans-Korean railroad: Eastern and Western corridors

Implementation of this project might benefit all of the participating countries - the two Koreas and Russia.
Modemizing the Trans-Korean mainline will establish the shortest transit corridor in the world - “Asia-Europe-
Asia”. Freight traffic on the Trans-Korean will consist of trade between Russia, North Korea and South Korea,
as well as roundtrip transit cargoes between South Korea, and Central Asia or Europe. The Trans-Korean
line can also transport rail containers from Japan, which are handled in the port of Busan.

According to the estimates of the Russian Railways, this route will attract additionally up to 500 thousand
TEU per year thus considerably increasing utilization of the TSR. Russia also hopes, that in 5 ~ 7 years
it could be possible to handle almost a half of transit freight trom South-East Asia towards Europe, which
at present are bypassing the country. By achieving this goal, Russia would earn around $200 million per
year (www.rzd-partner.ry, 2008). The Russia’s role in stabilization process in the Korean peninsula will
naturally be enhanced.

South Korea’s economic future is also at stake. The South has no rail connections to the rest of Furasia,
If South Korea could use rail instead of ships, it could reduce freight costs by 15-20% at minimum and
shipping time by 50% (Burdman M., 2007). The cargo would be transported without any reloading as the
wagons would be switched to the other gauge at the Khasan station. Table 2 illustrates the situation clearly

enough.

Table 2. Comparison of transportation way between Korea and Western Europe (average
between Busan and major cities in Western Europe)

Transporiation Dislance Transportation time Freight rates ( per TEU)
Marine (A) 19,200km 26 days $1,400
B Railway(B) 12.400km 18 days $1,200
Dilierence {AB) 6,800km 8 days $200

Source: Na HeeSeung. State of Works on the Reconstruction of Trans-Korean Railway and its Linkage with the Trans®
Cenfinental Raitways ww,nabh,.pa.go kr/board/data/archive/337/331, pdi
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[image: image18.png]Restored Trans-Korean Railway is expected not only to cut the transportation cost but also to improve
economic cooperation between South Korea and other Northeast countries. North Korea will afso benefit from
the cargo transit through her teritory. In the future, along reconstructed Trans-Korean Railway oil ang gas
pipelines from Russia could be also laid down,

There are two options of comnecting Trans-Korean with Trans Siberian railway ~ one is called “the Eastern
toute”: Busan ~ Rajin - Khasan (Russia) - Ussuriyisk - TSR, and “The Western route™ Busan Seouj
~ Pyongyang - Shinuiju — Shenyang {China) - Harbin ~ TSR. Theoretically. the western route provides South
Korea with a possibility to fink with TSR also via Mongolia or Kazakhstan. Russia has proposed using the
Trans'Korean along its eastem section, which joins the TransSiberian railway at Khasan station on the Russian
-North Korean border. It has longer distance, than altemative routes via China or Mongolia, but alse an
advantage of freight shipment along the territory of a single state with only one border crossing which doeg
not require cargo reloading, while other routes imply multiple border crossings and different gauge standards,
Moreover, the eastern route is befter for transporting carge destined to Central Asia states, as those countries
have the same rail gauge as Russia.

Currently, South Korean companies intensively use Transsib (via Vostochny port) to transship transit cargo
and bilateral freight (see Picture 8). By country of origin or destination in East Asia, the cargo from the ROK
accounts for 65 %, China for 31 %, Japan 4 %*. Transit shipments via TSR originating in South Korea are
mostly destined for Finfand and Central Asia. Higher attractiveness of Transsib for South Koreans in comparison
to other big countries of Northeast Asia could partly be explained by monopolistic position of Hanjin company
in Deep Sea shipments, which makes freight tariffs less competitive than either in Japan or China,
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Picture 8. TSR container volume handled at Vostochny port by country (filled containers only, TEU)
Source: Hisako Tsujii. The TransSiberian Railway Roule: Conmecling East Asia and Europe by Ral. May 200g,
www, warldnetproject eu/community/meetings/beijing2008/Document%20Library/1/TSUN_ERINA_WORLDNET

Recent growth of the cargo on the TSR to a large extent was due to the export cargo shipped directly
or via Finland transit from the ROK. It consists largely of electrical appliances, consumer goods, automobiles,
and, recently, of auto components. With an improvement of Russian investment climate FDI inflows from

4) The figure of the ROK cargo includes cargo to/from China and Japan that is transshipped at Busan
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[image: image19.png]ROK intensified. For example, Hyundai Motor Company produces cars in Taganrog in Southem Russia, and
some parts are sent to this factory via the TSR route. The company is also going to start production in
St. Petersburg, Other South Korean companies such as LG Electronics and Sumsung Electronics, which have
production facilities in Russia, also use the TSR for supplying intermediaries. It is expected, that with the
evpansion of South Korean business in Russia, the volume of cargo transshipped via Transsib will grow
as well,

The container cargo from Northeast Asia handled by the TSR was steadily increasing until 2005. At the
tatest stage this growth at least partly resuited from the shot up of Deep Sea route tariffs between 2003
and 2005. However, since then they started to contract (Tsuji H., 2006). Meanwhile in January 2006 Russian
Railways announced a major rise in fares, so almost all transit cargo originating in the ROK and China
and bound for Finland on the TSR has shifted to the Deep Sea route (see Picture 9).
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Picture 9, Transit cargo on the TSR after rail fare increase in 2006, TEU
Source: Tsup H. The TransSiberian Railway Roule: Connecting East Asia and Europe by Ral. May 2008,
www, worldnetproject eu/commurily/meetings/berjing2008/Document%20Librarry/1/TSUI_ERINA_WORLDNET

New TSR rate became noncompetitive not only for a transit transportation connecting East Asia and Europe,
but afso for carrying cargo from East Asia towards Central Asian states. Currently to ship a 400 container
from Shanghai to Almaty via Trans-China Railway is almost $1000 cheaper than to transport it through TSR
{Transcontainer, 2008). The cargo remaining on Transsib is a bilateral trade shipment between Russia and
South Korea, mostly the Russia’s imports from the ROK. which largely consists of noncontainerized items.

Energy

Energy is the most promising field of the Russia’s cooperation with Northeast Asia as a whole, and South
Korea, in particular. Russia holds one third of world's natural gas (48 trillion cbm), one of the world's largest
oil reserves (approx. 50100 billion barrels), and produces 1 willion kWh of electricity annually. Much of
its natural resources, including oil and gas, are located in still less developed Eastern Siberia and the Far
Eastern provinces. Currently Russia focuses on Western European markets, which absorb a Lion share of its
oil and gas exports (over 75 % for oil, and over 90 % for outward gas supply) (Pirog R., 2007). However,
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[image: image20.png]there is a shift towards Northeast Asia, as recently Russia has become preoccupied with the need to
geographically diversify its structure for energy export. The country’s New Energy Strategy 2020 envisages
the need of the Eastem Siberia and Far East’s resources development, as well as gasification and other
infrastructure projects to support economic improvement of the Russian Far East. China is the biggest potential
market while Japan and South Korea are promising targets as well.

Russia is preparing to become a major oil exporter and gas supplier to East Asia. There are numerous
pipeline/liquid natural gas (LNG) projects in progress or under discussion that would supply oil and gas from
the Russian Far Fast and Eastern Siberia to Northeastern China, the Korean peninsula, and Japan. The Russian
company Transneft is building a 4,000~ kilometer pipeline “Eastern Siberia - Pacific Ocean" from Taishet
{Irkutsk region) to connect with an export terminal at Kozmino Bay, southeast of Nakhodka, Primorskii region.
Chinese side will construct a spur from this pipeline towards Daqing to pipe up to 30 million tones of oil
annually. Realization of this project could considerably increase energy security in East Asia and will enable
Russia to play a more significant role in the regional integration. At present, Northeast Asia receives less
than 10 percent of Russia’s oil exports (including exports from Sakhalin shelf) (Richardson M., 2007), while
fiest deliveries of LNG are planned for 2008/09. Nevertheless, share of exports to this region is expected
to rise to 30 percent of all RF oil and gas exports by 2020 (Korzhubaev A., 2008).  Existing estimates
with respect to delivery of natural gas are presented by Picture 10.

China, the two Koreas, and Japan are huge importers of energy and mineral resources, demonstrating higher
pace of demand growth, than mature markets of Europe®). All the three countries are highly dependent on
oil imports from the Middle East ranging from 80% dependency for Japan, to 75% for South Korea and
10 40% for China (Gavin B., Lee S, 2007). Now they are in search for diversified supplies to meet their
energy needs. In this regard, Russian oil and natural gas represents a new reliable source of supply to the
Northeast Asian states, providing them with an opportunity to satisfy their growing appetite for resources
and reduce the Middle East dependence.
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Picture 10, Estimated exports of natural gas from Russia to Northeast Asia up to 2030,
Source: Korzhubaev A, Eastern direction of the Stberian gas (in Russian), com.sibpress, ru/21,03,2008/macroeconomics/
88054/ - 53k -

3) Korea and Japan together take over 70% of global INGREFERENCES
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[image: image21.png]Due to different levels of economic development, variations in energy balance and a lack of pipetine
infrastructure, the demand of cach major country in Northeast Asia for certain resources varies. For China,
key energy resource until now has been oil, while South Korea is more interested in gas imports both LNG
and pipeline natural gas (PNG). Japan demonstrates high demand for both oil and LNG.

The outhors would argue that economically it is more rational for Russia to treat Northeast Asia as a
single energy market when projecting pipelines, power grids, and other energy network. However, there have
been hardly any signs of multilateral efforts of the governments in the region to promote regional energy
integration, except certain efforts made by ROK (Beijing review, 2008). At the same time South Korea's
failure to institutionalize region-wide energy cooperation was due to lobbying the project of its primary interest
leaving other Northeast Asian countries aside with their own agendas. Thus the countries are acting separately
in their dealings with Russia, often competing with each other while gefting an access to energy resources.
From purely theoretical point of view one might expect that RF at least in a short run should benefit from
abovementioned competition. In reality this expectation appears to be wrong. Due to both magnitude and
complexity of energy projects under discussion any serious steps towards their implementation require as
much stability and certainty as possible. Meanwhile, it is precisely competition between China, ROK, and
Japan that destabilizes the situation.

As for South Korea it heavily relies on imports of oil, natural gas and coal. It now ranks the world’s
fourthrlargest importer of oil and the second-argest tmporter of both coal and LNG. South Korea's economy
is energy intensive, as the country concentrates on producing metals, cement and other items of this kind.
According to some estimates until 2020, ROK demand for natural gas will be rising 4.8 % per year, for
nuclear power — 3,3 %, for oil = 1.8 %, and for coal = 1.0 % (Sustina S., 2004). This explains the country’s
highest concern about natural gas projects while promoting energy cooperation with Russia.

South Korea entered energy dialog with Russia as early as beginning of 1990s but despite regular contacts
energy cooperation proceeds rather slowly (Fallon K., 2006). Tmpiementation of the projects is being delayed
largely by unsettled relations between North and South in the Korean peninsula, Notth Korean nuclear reactor
problem, and by unpredictability of its political line. Energy cooperation is alse being hindered by Russia’s
internal issues, such as the growth of the govemnmental control over the country's energy supplies.

Natural gas occupies around 17 % of South Korea's total energy consumption. According to the estimates
of Korea Gas Corporation (KOGAS), import of natural gas will rise twofold from the current 30 billion cbm
up o over 64 billion cbm by 2030. The Russia’s share in ROK natural gas import may expand from current
zero level to at least 20%.

Early in the 1990s an agreement was reached to build a 6,600 km natural gas pipeline from Yakutia to
the Korean peninsula before Seoul decided the project would be unprofitable. In 1995 negotiations on
possibility of exports from the Kovykta natural gas deposit (in Irkutsk region) to South Korea and China
were launched. In 1999 and 2000 agreements with the Russian government were signed to send natural gas
through China to the port of Datian and under the Yellow Sea to South Korean Pyeongtack. The first defivery
from this field was scheduled for 2008, However, this project was not implemented because a New Energy
Policy of Russia adopted in 2003 that envisaged more state control over resource extraction and exports,
which was followed by the ownership cession over Kovykia field from TNK-BP to Gazprom Corporation.
Under a new strategy, the Russia’s priority of gas supply from Kovykta region has changed from export
orlentation towards reserving the gas for domestic use (Petrov L., 2002). ROK then had to change its gas




[image: image22.png]import plan from PNG to LNG by taking respective contracts with three sellers -Malaysia, Yemen and RF
~ to meet gas demand. In particular. a contract between Sakhatin-Energy and KOGAS was signed in 2005
to supply during 20 years (starting from 2008/2009) 2 billion ¢bm of Sakhalir2 LNG annually.

Though South Korean companies faifed to enter Sakhalin Product Sharing Agreement (PSA) projects in
its initial stage, they keep on trying to penetrate Sakhalin3 PSA signing a Memorandum between Rosneft
and Korea National Ol Corporation in 2005 on co-development of the project. Korean companies already play
a major role in helping to construct the Phase 2 of Sakhalin2. The topsides for the two new platforms are
being built in South Korea and other South Korean companies are involved in construction on Sakhalin Island.

Finally, a new deat was reached in Moscow during the South Korea-Russian summit in 2008 to deliver
Russian natural gas through a pipeline running from Viadivostok (the section from Khabarovsk to Vladivostok
is to be built) in the Russian Far East to South Korea through North Korea starting from 2015. This part
of pipeline also has yet to be built. Under the contract, the Russian side is to send at least 10 billion cbm
of natural gas annually for a period of 30 years. This agreement is expected to be the largest bilateral economic
cooperation project between the two countries (Rigzone.com, 2008). Abovementioned amount represents an
estimated 20% of South Korea's annual natural gas consumiption, and about 2% of the total exports of
Gazprom Company. A bilateral agreement on energy cooperation with South Korea is also expected. A natural
gas pipeline from the Kovykta natural gas) deposit of Eastern Siberia through China remains another prorising
project to be implemented possibly after 2015.

There is a promising potential in expanding oil supply from Russia to South Korean market as well. RF
export had increased substantially during last two years and then started to stagnate (see Picturel1). Meanwhile
at present Russia delivery of crude oil to South Korea (originated from Sakhalin-| project) accounts for 1%
anly of overall supplies of the product to this country. The Russian side is now examining an oppertunity
to involve South Korea into construction of oil pipeline “Eastern Siberia - Pacific Ocean”. The Korean Oil
Corporation together with OJSC "NC Rosneft has recently launched a co-project on developing the deposits
of two fields in West Kamchatka shelf (Viadivostok Times, 2008). The projected amount of investments is
$150 million. Meanwhile future prospects of the project are not clear afier expiring of respective license in
August 2008.
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Picture 11, South Korean import of crude oil from Russia
Source! www.kita.net




[image: image23.png]South Korean companies are interested in getting access to coal production in the Russian Far East. In
particular LG International Corp. has already invested $2 million into a JV Erel in Yakutia region operating
since the early 1990s. The company is also interested in delivering the coal from Elginskiy deposit, Yakutia,
10 the South Korean metallurgical and energy companies. The overall delivery of Russian coal to ROK during
last several years experienced impressive growth (see Picture 12).
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Picture 12, South Korean import of coa! from Russia
Source: www_kita.net

The prospects for the export of Russian electrical power to the countries of Northeast Asia depend on
potitical will and stability in the region. At present, several different projects have been under consideration
of RAO Unified Energy System. According to one plan, Russia will direct electricity from Bureyskaya
Hydropower Plant via the DPRK to ROK along separate lines. Another plan suggests that Russia will be
able to provide 800 MW of electric power to North Korea in lieu of the energy promised by South Korea
to that country. The Ministry of the Korean Democratic People’s Republic already gave a preliminary consent
to lay the power line through the KDPR territory.

Conclusion

1. Relations with Northeast Asian countries are at the moment perceived by Russian authorities as one
of top priorities. From both geopolitical and geoeconomic points of view RF being the largest Eurasian
state cannot underestimate significance of the region for ensuring strategic national interests.

2. Developments in RF-ROK cooperation clearly demonstrate that liberal economic regime per se does
not provide enough incentives/preconditions for sustainable growth of mutual trade say nothing about
more complex and advanced forms of interaction. More than that, it was widening of state intervention
taking place in Russia during last decade, which substantially contributed to economic recovery and
hence promoted impressive expansion in scale and scope of mutvally beneficial collaboration between
our countries.

3. At the initiat stage Russia and South Korea had aimed different targets while cooperating. The former
had predominantly strived for economic gains, the latter — political ones. Afterwards both countries
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[image: image24.png]gradually started to diversify their goals and mutually diverge providing more comprehensive and solid
basis for collaboration.

. Implementation of main transportation and energy projects discussed above could play a positive role
in bringing economic and political stability to Korean peninsula and whole Northeast Asia. Since from
purely economic point of view Russia would benefit rather from multilateral than bilateral type of
cooperation in the region, it is mostly interested in a decline of political tensions between the two Koreas.

. Considering prospects for creation of “Super Economic Bloc in Northeast Asia™ one might argue that
some kind of “growth quadrangle” consisted from major regional economic powers currently is seriousty
imbalanced. RF-ROK cooperation is lagging far behind both countries’ relations with China and Japan.
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