Federation on the Pacific: Does the Crisis Lead to Collapse?: Russia's Far East as a Pacific Rim Country, by Vladimir Ivanov 

The crisis that has shaken Russia's emerging post-communist government during September-October 1993 revealed some contradictions and difficulties that exist in the relations between Moscow and Russia's provinces, including those of Siberia and the Russian Par East. The people of these areas are traditionally more conservative in their attitudes; but even under the rule of regional party bosses installed by Moscow, they managed to retain their pre-1917 spirit of explorers and first-settlers, independence of their views, and determination to shape their own destiny. There are many reasons to believe that not only regional Soviets dominated by former communist apparatchiks but broader segments of the population in Russia's eastern territories were annoyed by both the now-disbanded Russian parliament and the central executive authority. Both federal bodies were overwhelmed by their own conflict and poorly equipped to deal effectively with the mounting economic problems of Siberia and the Russian Far East.

The reaction of these areas to the conflict in Moscow between President Yeltsin and his hard-line opposition varied between strong support for the president and threats to cut off oil and gas shipments if the confrontation between the two branches of federal power continued. Moscow is well aware of the critical significance of these eastern regions for Russia's economy and for the future of the Russian Federation, and one can only guess whether the use of the military force in Moscow, particularly the shelling of the Russian White House was perhaps indirectly aimed at some independence-minded leaders of the Federation's resource-rich regions.

Many observers assume that in post-communist Russia there is no room left to govern the provinces using physical or political terror or the central bureaucracy's diktat. But we do not know what political mechanism will substitute for traditional relations based on directives and huge centralized investment in the regional economies of the Russian Far East and Siberia, or what opportunities and hardships the market economy will bring to the inhabitants of these regions. It is difficult to speculate on what political implications the current transition will have in terms of separatist threats. This problem is new in itself and deserves not only research but also the urgent political attention that has been lacking for decades, if not centuries, in Moscow's imperial style of dealing with the country's provinces.

Even Russians do not know their country well, particularly its eastern part that stretches for eight time zones beyond the Ural Mountains to the Pacific Ocean. A surprising majority of those experts who study Russia from the outside call this territory "Siberia." Strictly speaking, this is just as accurate as to refer, for example, to the part of the United States between Chicago and San Diego as "the Midwest." 

Another prevalent misconception lies in the estimates regarding the ethnic composition and the size of the population of those Russian regions that geographically belong to Asia. Contrary to the results of population surveys, many believe that the proportion of ethnic Russians in the eastern provinces is much lower than in the European part of the country. For others, the size of the territory under Moscow's control is difficult to comprehend.

Even though the mention of "Siberia" conjures up images of a barren hinterland, it is only in comparison to the neighboring regions of China that these territories north of the Chinese and Mongolian borders could be seen as under populated. For example, the annual increase in the population of China is almost double the population of the Russian Far East and amounts to the half of the entire Russian population located to the east of the Ural Mountains.

From the South Korean or Japanese perspective, the eastern part of Russia quite naturally appears underdeveloped. The dominant perception is that, unlike the Northeast Asian economic "success stories" of vibrant economies and extensive economic involvement in the Asia-Pacific network of economic relations, Russia is experiencing a prolonged period of economic stagnation; and optimism about its future is limited.

What contributes to this perception? There are, of course, some adverse factors like the ongoing economic disintegration, continuing erosion of Moscow's authority, a decaying governability and the successive crises of confidence in central institutions among the Russian Federation's republics and regions. All of these factors have given impetus to an increasing number of these territories to move away from Moscow's central authority in a variety of ways and in different directions. The Russian Far East is somewhat of an exception. The ongoing discussions regarding the development of the areas under Russian control are centered mostly on its energy resources, as well as on the idea of a special economic zone in the Southern Primorskyi region as the Far East's only way out from the current economic crises and its inherited isolation.

Despite the profound differences between the two regions, the countries of Northeast Asia will find themselves accepting these eastern provinces of Russia as distinct players in the larger Asia-Pacific region. The potential economic importance of these Russian territories is already quite apparent to practically every country in Northeast Asia and to the Asia-Pacific region as a whole. The only question that remains to be resolved for all countries concerned, however, is to what extent-if at all-will these new political and economic players be constrained in their new regional role by being constituent parts of the Russian Federation?

Finally, there is the view that this portion of Russia is a somewhat vulnerable entity which, in general, does not fit into the region because of its cultural separateness from other Northeast Asian countries. Historically, the Russian Far East has always had a conflict of security interests with neighboring countries. According to some observers, the disintegration of Russia still cannot be ruled out, and the country's Pacific Coast areas are considered the most potentially unstable in this respect. Some ongoing factors and recent developments fuel expectations of a possible disintegration of the entire Russian Federation,1 and one scenario involves the Russian Far East's secession. Some observers discuss the possibility of more dramatic changes, including the redrawing of Russia's eastern borders, with the control over the Far East going to some other nations.

What if the risk of disintegration rises and reaches its logical outcome? Obviously, this development will have major foreign policy and security implications. Japan would face a dilemma in providing economic and political support to the Russian Far East as a new entity, clearly at the expense of normal relations with Moscow. Such a development could serve as a major source of conflict and instability. The United States, for example, may view the emergence of such a new regional actor with great concern since this would further fragment a formidable military force and give yet another new state in the region possession of strategic nuclear weapons. The U.S. Pacific Command already equates the situation in the Russian Far East as a source of potential instability. Beijing and Seoul can be expected to involve themselves in a crisis over separation of the Russian Far East, as they consider their own political and economic interests, which, in turn, could be in conflict with those of Tokyo.

It is in this light, then, that the future direction of non-European Russia must be viewed in the context of some basic realities and long-term trends. The present task is to put together some basic facts and recent developments in an attempt to evaluate the prospects for the economic recovery of the Russian Far East as a part of a renovated and viable Russian Federation, and to speculate about its future as such. The trends analyzed here draw on some developments in the larger region, including parts of Siberia as well.

Domestic Political Context

To begin with, there is the question of whether the tyranny of distance and disparities in economic interests between Moscow and the remote eastern regions enhance their tendency toward regionalism and encourage their quest for independence. First of all, it is important to understand that this area of Russia is extremely large and diverse. The name "Siberia" explains little in terms of economic geography and even less in terms of domestic political developments. There is western Siberia, rich in oil and gas, and regarded as an important industrial region of Russia. The region of Central Siberia is rich in timber, coal, and metals, and also has a developed industrial base. The eastern part of Siberia is less developed. This part stretches to Lake Baikal, with the city of Irkutsk as the major industrial and cultural center.

The territory east of Lake Baikal to the shores of the Sea of Japan and the Sea of Okhotsk, Sakhalin Island and the Kurile Islands chain, Chukotka and Kamchatka peninsula is not a part of Siberia. It is called the (Russian) Far East. Vladivostok, Khabarovsk, Chita, Blagovestchensk, Komsomolsk-on-Amur, Magadan, Petropavlovsk-Kamchatsky, and Yuzhno-Sakhalinsk are the main administrative centers of separate territories and economic regions in this territory-some of them larger than many European states. All of them have their own economic agendas, political priorities, and, sometimes, competing interests. Ethnically, these regions are predominantly European (Russians, Ukrainian, and Byelorussians constitute more than 95 percent of the 8 million people in the Russian Far East). The total size of the population of the Russian territories located between the Ural Mountains and the Pacific coast is approximately 30 million.

All Far Eastern provinces are closely integrated into the larger Russian economy; their inhabitants strongly identify themselves with Russia, which means much more than just Moscow. Personal, professional, and economic linkages with western Russia maintain strong underlying cultural and emotional bonds. This does not mean that these provinces' officials and politicians do not seek more balanced and beneficial arrangements with the Moscow-based bureaucracy and political leadership. These relationships are hard to change. Energy, food supplies, consumer goods, R&D potential and new technologies, as well as markets are the main areas in which the eastern provinces of Russia are not self-sufficient. They have a large stake in retaining close links with the Russian west. Moreover, as is the case with California, their economies depend on the defense industry and a substantial military presence along both the Pacific Coast and the border with China. The Russian Pacific Fleet is the largest employer in the Pacific Coast cities. Plutonium production used to be an important industry in some industrial centers of western Siberia, and construction of nuclear-powered submarines is still the major employer in Komsomolsk-on-Amur.

As a result, Siberia and the Far East, almost like Hokkaido or California, used to get more from Moscow than they paid out in taxes. This is gradually changing, but these provinces' dependence on Moscow for capital investment and financial resources for social programs continues. The eastern provinces of Russia, again like Hokkaido or California, are far from interested in seeking an independent political or military role in the regions they belong to. In the case of Russia, its large and powerful neighbors in the Asia-Pacific region make this option especially unattractive. But this does not mean these provinces are not interested in greater economic autonomy and more sensitivity on the part of Moscow's central bureaucracies to their specific regional needs.

The fact is that Moscow bears the full responsibility for some unresolved conflicts and disputes with Russia's neighbors that impede normal regional contacts across borders at many levels: economic, local political, and person-to-person. The residual military confrontations on the border with China and in the North Pacific, including the deployment of Russian strategic nuclear weapons, distort regional development and certainly do not improve prospects for trade relations or investments in the Russian Far East. The heavy burden of military industries and isolation from the Northeast Asia/Western Pacific regions is a legacy of communism and Cold War hostilities, and only Moscow is in the position to change the future of Russia on the Pacific through careful adjustments in its economic and foreign policy initiatives that could help Russia's integration into the region.

There have been some recent modest improvements, including the opportunity to travel from Vladivostok to Japan or China directly, not via Moscow as was the case not so long ago. There are also some promising changes in Russia's relations with its eastern neighbors, including China, Japan, the Republic of Korea, and the Pacific territories and states of the U.S. Moscow has given a bit more economic freedom to the regions that could help them to compete for foreign investments and markets. But the main, and largely invisible, conflict with Moscow remains intact-the Russian Far East is still high on the agenda of defense planners, and it has not yet been given adequate attention by those who are responsible for helping the region overcome current difficulties and change its economic profile.

The major difference in the situation prior to August 1991 and now is the right given to people to express their interests and needs through a legitimate political process-one that can create economic and even political conflicts with politicians and bureaucrats in Moscow. Whether the danger of separatism is real or not, the decision must be made by the people themselves, not just by politicians who must accommodate the demands of all of Russia's provinces, Siberia and the Russian Far East included. Hence, the new constitution has a critical role to play in finally abandoning the forms of administration that existed under previous regimes which denied people the right to elect their own local representatives and to demand their economic rights. There is little doubt that the new political situation in Russia creates favorable bargaining conditions for the regions in their economic relations with the central government, which sometimes fails to comply with its own reform-minded philosophy when it must deal with bureaucratic interests.

Before the Russian parliament was dissolved by Yeltsin's decree on September 21, the main line of political conflict that was emerging in the regions was not among those political groups that disagreed over the issue of regional political autonomy or economic independence from Moscow, but between those who supported either the president or parliament, mirroring by and large the conflict in Moscow. Now, the main line of future conflicts and confrontations with the center will focus on economic rights, not the ambitions of political forces in the Russian Far Eastern and Siberian regions to establish themselves as entities wholly autonomous from Moscow. Of course, a lot depends on the federal authorities, their sensitivities to regional issues, and their flexibility. However, the message sent by the tragic artillery barrage aimed at the parliament building in the early morning of October 4 should not be discounted by those who study Russia and Moscow's relations with the regions: this is a new Federation in the making.

Judging the political tendencies in the Russian Far East or Siberia by reading the Russian press, one will quickly realize that there is very little basis/ if any at all, to conclude that political autonomy from Moscow or secession from Russia is the main topic of debate among the regions' representative political groups. Opposition to the current leadership in Moscow does exist, but it should be kept in mind that both before and immediately after the October 1993 political crisis in Moscow, the Russian president and his secretariat were busy changing and firing some regional bosses at the levels of both heads of administrations (governors) and regional representatives of the president.

The support President Yeltsin received in the Far Eastern provinces during the April 1993 referendum indicates quite clearly that the population favors Yeltsin's reforms and the unity of the Russian Federation, even though in some aspects the relations with the central government are not smooth, and the country's economic crisis continues. In his latest changes to Russia's draft constitution, which voters will almost certainly approve on December 12, Yeltsin is inaugurating a new era in the center's relations with the Federation's provinces. Article 5 of the draft constitution, published in November 1993, guarantees the territorial integrity of the Russian Federation and the supremacy of federal laws, and eliminates the differences in authority and status among the various components of the Federation by conferring equal rights upon its republics, krays, oblasts, cities of federal significance, an autonomous oblast, and autonomous okrugs. These new rights do not include provisions for secession, although the formation of the new territorial components within the Federation as well as the admission of territories from the outside will be permitted. The Federal Treaty is not a part of the new constitutional draft. The institutions of local self-government do not form part of the system of "organs of state power" and can be independent only within the limits of their proscribed powers, while the unity of economic area within the whole of the Russian Federation is guaranteed.

Russia and its Far East: Sources of Conflict and New Priorities

There is very little that can be done to make an analytical assessment of the central government's economic policy toward the Russian Far East. Such a policy does not yet exist. What does exists though, are the problems inherited from the Soviet economic system along with some major economic trends and new developments. To be sure, the model of economic development of Siberia and the Far East, including the Pacific Coast of Russia, has been just another example of Moscow's colonization of new territories. Historically, the combination of several major factors made this eastward advance possible: the attractiveness of abundant natural resources, the support of a strong central government, the driving spirit of prerevolutionary Russian private enterprise, as well as the individual dynamism and strength of the Russian character. There were also times when the Russian Far East enjoyed a great degree of openness, including access to foreign capital and other countries' markets; it was never entirely self-sufficient, nor a secure place to invest.

Now, even with the high degree of military protection afforded by Moscow and stable relations with their neighbors, these provinces lack critical factors for furthering their development. These key elements have been either suppressed or substantially weakened over the years by the center's bureaucrats in the regions. Yet, even when compared to decades of communist rule and stifling bureaucratic control, current domestic conditions do not provide enough ground for short-term optimism.

The economy is in a free fall, social and political tensions are on the rise, and central authorities are weak and have failed so far to produce a meaningful strategy to deal with national or regional economic problems. Inflation and the prolonged instability of the financial system have crippled production. There is an economic "cold war" going on between former Soviet republics as well as between the central government, on the one hand, and various territories of Russia, including those of the Russian Far East, on the other. Privatization has suffered constant delays and obstructions due to administrative ineffectiveness as well as political struggles not only between the central government and the leaders of the Russian Federation's republics and regions but among the provincial officials themselves. After the collapse of the Soviet central planning structure, there has been no economic policy invented by Moscow to manage specific economic and social problems of the Russian Far East. Compared to the period of massive military production in the region during decades of confrontation with the United States, Japan, and China, the Russian Far East has been almost abandoned since 1992 as far as critical supplies and capital investment are concerned. Local efforts proved to be inefficient without the central government's support and funding. Moreover, the principal industries of the Far East have witnessed a decline in productivity and other quantitative and qualitative indices.

The long-term economic problems of the Russian Far East will not be resolved through tactical political moves and short-term remedies. The future of Russia as an emerging economy on the Pacific cannot be separated from the overall economic performance of the country as a whole. But the eastern provinces of the country have many problems of their own. The Far East has a very strong interdependent relationship with the European part of Russia and Siberia. These ties are asymmetrical in nature: the Far Eastern region annually imported (1989 data) up to 6 million tons of coal, 1 million tons of steel and steel products, about 80 percent of all its consumer goods, almost 50 percent of its food, and nearly all of its oil and petroleum products. The competitiveness of its manufacturing industry is low, but its dependence on capital equipment, financial support, and remote export markets is extremely high. Local demand cannot sustain adequate levels of production.

In 1992, two conflicting trends characterized the Russian Far East’s economic development. On one hand, the production level plummeted and economic ties with other parts of the former Soviet Union rapidly disintegrated. On the other hand, the region witnessed an upsurge in private sector activity. Nevertheless, the pace of privatization is slow and the emerging private sector cannot yet provide a foundation for greater autonomy in macroeconomic decision making, nor can it compensate for the decline in subsidies from Moscow needed for capital formation.

Currently, the main problem plaguing the Far East is the decline in production. In the Primorskyi (Maritime) region, one of the area's main agricultural provinces, the production of primary crops ranges between 20-60 percent, compared to the 1991 level. In Amur oblast, capital investment in the first six months of 1992 was down by 39 percent in constant prices, compared to the same period in 1991. Investment in capital construction continued to fall, registering a 33-percent decline in the Khabarovsk region. Housing construction went down 30 percent in Amur oblast and 43 percent in the Khabarovsk region. In the Irkutsk region, 72 industrial and 22 construction enterprises were forced to put 7,500 of their workers on leave. In Nikolaevsk-on-Amur, the seaport's work force was cut by 25 percent. There were 12,000 unemployed in the Khabarovsk region by mid-1992. The number of unemployed in Buryatia in 1993 is expected to reach more than 60,000. In 1992, unpaid and delayed wages amounted to billions of rubles, causing strikes and other disruptions.

The vagaries of day-to-day politics interferes with economic reform, while the central government continues to control most of the Far East’s treasures. Moscow currently has almost no resources to invest in the region's economy but does not accept the option of giving more economic freedom to local authorities and producers. Above all, the Russian Far East must have access to external sources of investment, which requires nationwide economic and monetary stabilization as well as clear business and legal rules introduced and enforced by the central government.

Viewed as a Pacific Rim nation, Russia needs a thorough and extensive readjustment to new realities in order to free up more entrepreneurial and administrative energy to cope with both domestic problems and the dynamism of the Asia-Pacific region. While the whole system of national priorities is undergoing fundamental change, this creates a challenge of establishing an entirely new set of goals for the Russian Far East. After being military outposts for the major part of this century, the Far Eastern provinces are now gaining the opportunity to serve as a gateway to Asia and other Pacific Rim countries.

Domination over regional affairs by the central government is gradually giving way to local autonomy and private initiative. Economic development efforts undertaken by the provinces themselves sooner or later have to complement and replace traditional dependence on centralized sources of capital investment. Among the first signs of change is the willingness of local political leaders and administrative officials, never really known for their accountability or imagination, to search for ways and means of resolving economic problems through both an ongoing dialogue with central government officials and economic cooperation with neighboring countries.

But unlike other countries competing for foreign investment for developmental purposes, Russia needs not only an appropriate investment climate but also a comprehensive security accommodation with neighboring states and powers with vested interests in the region, the U.S. and Japan in particular. The rationale for such an accommodation should be based on the understanding that only the leading economic powers of the region are in a position to assist Russia, Siberia, and the Russian Far East in converting their defense industries; in getting market access for the potential exports of these converted production facilities; in upgrading the mining, raw-materials processing, communications, and financial sectors; in facilitating both technology infusion and transfers of technical expertise and managerial know-how.

Nuclear weapons remain an obstacle to Russia's full normalization of political and subsequent economic relations with the United States and Japan. Russian conventional forces devoted to protecting sea-based strategic nuclear weapons do not enhance the security or territorial integrity of the Russian Pacific Coast, but pose a threat to potential economic partners. Russia's dispute with Japan over the Kurile Islands is another irritant and appears to be a major political barrier for more active trade and investment relations with Tokyo.

Traditional Sectors

At present, economic development projects based on the Far East's extractive industries and raw materials exports are extremely limited in their impact on the region's economic revival. This applies to all of the region's underground resources: minerals, oil, and natural gas. But Russia's attitude toward foreign investment in the energy resources sector is undergoing significant change, and foreign ownership and control over domestic production facilities is now being seriously considered by the central government. Russia's energy sector is given special attention in the Group of Seven's (G-7) plans for providing economic support to Russia. The principal potential partners in this industry are companies from the U.S., Japan, and South Korea.

Japanese corporations, led by Nippon Steel, are supplying pipes as well as construction and drilling equipment worth $700 million for Urengoigazprom in western Siberia. Russian officials recently signed an agreement with Amoco Corp. that envisions this U.S. firm's participation in the production of gas and gas condensate at Novyi Port and Bovanenkovo on the Yamal peninsula. Several areas in the Tyumen region's Demyan zone are slated for sale at an upcoming auction. Exxon and Mobil will combine their efforts in the prospecting and production of oil in western Siberia, which will require investment of several billion dollars. One Japanese company is involved in a trilateral joint venture along with the U.S. firm of Anderman/Smith Operating Co. and Russia's Chemogorneft to develop the oil field in western Siberia with funding provided by the U.S. Export-Import Bank. Mitsui & Co. signed an agreement worth $1 billion to supply equipment for oil and gas drilling in western Siberia.

Itochu will be the first Japanese company to start oil production in western Siberia, with $40 million in loans from the European Bank for Reconstruction and Development and $44 million from the U.S. Export-Import Bank. Itochu's own share will be $5-6 million. Occidental Petroleum has signed an agreement to complete development and export the oil of the Vanyongan and Ayogan oil fields near Nizhnevartovsk. Samotlor PanCanadian is participating in a $150-million production start-up stage with its own and other Canadian partners' share of about $75 million.

��� (Marathon Oil, Mitsui, and McDermott International) is conducting an oil-drilling feasibility study off the coast of Sakhalin, and Royal Dutch/ Shell and Mitsubishi have joined these activities. The American firms Equity Oil and Coastline Exploration are interested in exploring oil deposits in Krasnoyarsk krai, covering an area of 1.1 million acres; while Geoilbent, owned by Benton Oil & Gas, has begun a 16-well drilling development program in cooperation with Russian companies. Bi-Tech from Canada and Russia Petroleum work jointly on a development project in the Irkutsk region. Magadan and Chukotka authorities have expressed their interest in foreign participation to explore the continental shelf off the Russian Far East's northeast coast. Magadan and Kamchatka have expressed an interest in offering international tenders to develop the industry. In Chukotka, a number of wells have good prospects for natural gas.

As far as Sakhalin's oil and gas resources are concerned, Lunskoe's reserves are estimated at 52 million tons of oil, of which only 7 million would be recoverable with current Russian technology. With western equipment and know-how involved, the project would be profitable. Japan's Ministry of International Trade and Industry is drawing up plans to turn the port of Niigata into a major import facility for Russian gas by building Japan's largest liquid natural gas terminal there. Aomori prefecture is also considering plans to import Sakhalin's gas. Plans are currently under consideration to transport the gas from Siberia and the Far East by pipeline. South Korea is looking to the Russian Far East to meet its long-term natural gas demands by tapping the Sakha gas field, with 5,000 kilometers of pipeline passing through North Korea; a feasibility study on the practical implementation of this plan is currently under way. Japanese business leaders also planned talks on joint development of this gas field after the study group formed by Keidanren visited Sakha.

Attracting Foreign Investment

The Russian Far East, compared to many of the country's other regions, possesses a relatively limited potential for attracting foreign investment in industries other than energy resources. The traditional perception is that the Russian Far East is rich in natural resources of all types-above ground and under-whose lucrative export potential remains unexploited. The reality, of course, is more complex; to develop the resource base further, new capital investment is required. The prospects for new and highly capital-intensive development projects are poor. The central government's financial power has greatly diminished, and Russia's emerging private sector is interested largely in quick returns and high profits in a period of inflation and economic instability. Under current circumstances, it is also unrealistic to expect the inflow of either foreign direct investment in mining sector development projects or foreign technologies for the development of export industries.

To encourage a much broader development of the Far East's vast resource as well as manufacturing bases, both experts and regional officials were advocating the need to establish " special economic zones" (SEZ) throughout the region. The irony is that both the economic reforms launched by economists and bureaucrats close to Mikhail Gorbachev, which started with proposals on how to reform foreign trade, and the ideas about the economic future of the Russian Far East during the initial stages of Yeltsin's presidency before August 1991, were almost entirely locked into the concept of SEZ. Little has changed since that time, although several SEZs were established and many others reached the planning stage.

The SEZ concept proceeds from the assumption that local economic liberalization can help to overcome bureaucratic obstacles to development by weakening the present level of economic and administrative dependence on central authorities. However, new production facilities capable of generating hard-currency exports will not be feasible without investment needed to develop the kind of infrastructure required by the particular resource sector, including power generation, construction, transportation, and communications. Moreover, the SEZ proposals currently under consideration do not focus on the industrial and raw-materials processing areas responsible for the bulk of exportable resources and semi-finished products (timber sites, nonferrous ores and metals mines and their processing facilities, and gold and diamond deposits). All this severely limits the chances for the further establishment of SEZs in the Far East and their successful operation. With few exceptions, many of the SEZs recently created do not function as intended.

Under current economic circumstances, it would be far more practical to consider the "special economic regime" concept for the Far Eastern region as a whole, not only to attract foreign investment but to encourage the domestic redistribution of financial, material, and labor resources in favor of the Far East. Judging from the historical experience of Russia and the development patterns of other countries (Australia, Canada, and to some extent the west coast of the United States) this could stimulate the movement of capital resources towards their most productive venues within Russian Federation.

What is probably needed is a " most favored territory" status for the Far East and Siberia. If it covers activities of local and foreign investors, such a preferential regime could become a major precondition of regional economic dynamism. A special economic regime should not only incorporate tax incentives, but provide greater opportunities for economic contacts, including a preferential status for import-export operations. The example of China demonstrates that both the attractiveness and the effectiveness of the special economic zone concept has undergone a major reevaluation after the central government granted open economic status at first only to the country's coastal cities and provinces, and then expanded the area of trade and investment benefits to the country's regions. However, it is worth noting in this regard that the special role SEZs played in the beginning stages of China's recent economic boom eventually gave way to extensive liberalization of economic regulations in vast areas of this communist country.

Defense Industries Conversion

The defense industry is the only really high-tech sector in the entire Far East region. As such, it continues to provide jobs and reinforces the intellectual potential of the area. Civilian use of defense production facilities could also become an important catalyst in economic modernization as well as in export expansion for the region. However, major problems are likely to ensue in the conversion of defense industries: loss of production capacities, a shrinking financial base, and the migration of highly skilled specialists to smaller enterprises offering better wages.

Some defense contractors are already making computers, audio equipment, teaching aids for schools and technical colleges, and advanced electronics. Some of the tank factories in the Chita region are able to build small tractors for farming and spare parts for automobiles, but the capability to produce powerful Caterpillar-type equipment, including tractors and heavy cross-country trucks, goes unused. Huge submarine-building facilities are retooling for commercial ship production; and unlike many other similar factories, they face a labor shortage. Military aircraft plants in Komsomolsk-on-Amur are preparing to switch to production of multipurpose aircraft. Military orders fell by 50 percent at the aviation production complex in the Primorskyi (Maritime) region, forcing it to switch to civilian AN-74 aircraft and MI-34 helicopter production.

Billions of rubles are needed to help defense conversion efforts, and funds allocated by the government are woefully inadequate. Part of the money may have to be earned through military equipment sales to domestic and foreign customers to support the transition. A joint Russian-Japanese venture has started dismantling old Air Force planes in Khabarovsk to sell the scrap for hard currency. A Russian-American joint venture was set up to scrap nuclear-powered submarines in order to export scrap metal, with no funds provided by the government except for removing reactors and weapons. One of the largest defense production facilities in Russia is located in and around Novosibirsk City. Here also, conversion is expected to produce consumer goods and industrial equipment, including airplanes, space communication systems, agricultural equipment, television sets, and construction equipment. The first Samsung color TV sets were assembled at the Krasnoyarsk Mining and Chemical Processing Complex, which not long before produced only plutonium for military purposes. The complex has received credit for launching a new plant to produce silicon and gallium arsenate, needed for the microelectronics industry and the production of fourth- and fifth-generation TV sets.

Other New Opportunities

Even though the conventional wisdom holds that the future of the Far Eastern economy depends heavily on its natural resources, many of the existing projects that seek to further exploit this base have already reached their limits. In the mining industry (with the exception of coal), fishing, and forestry, the current capacities have almost reached their estimated maximum level. The assumption is that even if real market conditions existed in Russia, the industries of the Far East would find it easier and more profitable to market their raw materials and other products in the domestic market rather than export them. It is most likely that the Russian Far East will pursue a process of " dual" integration (aimed at both Russia and the Asia-Pacific region simultaneously) while changing the type and strengthening the scope of its relations with the Asia-Pacific region and other Russian economic territories at the same time.

For nations and private companies interested in building closer economic contacts with Russia as a whole, or with the Russian Far East in particular, one long-term strategy could consider the Far East and the Russian Pacific Coast as a gateway to a much larger Russian market.

Geography, of course, is one of the main natural advantages of the Russian Far East in its quest for economic development, making it capable of not only creating industrial and resource-processing centers, but of developing new, nontraditional sources of export income. For the economy of the region the "transit role" may become an important one in terms of allocation of resources and investment inflows, from Russia's western half and from overseas. The loss of traditional major port facilities in the European part of the country and the growth of Asian markets could easily translate into tremendous opportunities for the development of the transportation and service sectors in the Russian Far East. These and related sectors may constitute a major part of the Far Eastern economy by the year 2000 and substantially enlarge the scope for economic cooperation between Russia the neighboring countries of North Pacific.

Growing financial and trade relations with China point to this country as one of the likely partners in such cooperation. In terms of trade volume, China surpassed Japan in 1992 as Russia's largest trade partner in East Asia. Many new transborder links have been established between neighboring areas of the two countries, Amurskyi oblast and Heilongjiang province among them. A highway bridge linking Blagoveshensk and Heihe City would increase the annual freight tonnage to three million, thus providing new incentives for investors, including those based in Hong Kong. A 60-kilometer railroad and a parallel highway from Hanchung to Kraskino (south of the Vladivostok) will join the railroad linking Russia's Maritime Province and North Korea, providing Jiling province with access to the Russian port of Zarubino. Plans to expand and rebuild this port to handle a three to four million ton capacity will reportedly rely on funding and labor from China. Russia has already agreed to allow Chinese ships to use the Amur River for cargo shipments between China and Japan.

Negotiations to operate joint-venture ferry services are under way among Russian, American, and Japanese private firms. The Russian merchant marine carries more than 6 million tons of cargo to Japan, and Russian tourist ships call at Japanese ports more than 100 times a year. Japanese shipyards are building 18 timber-carriers and general-purpose ships for Russia, and Japan is also providing financial and technical aid for the expansion of the port of Vostochnyi. The port of Seattle also seeks special ties with Vostochnyi, while the port of Tacoma has established direct contacts with Vladivostok. Coal shippers in Alaska are negotiating with Murmansk Shipping to deliver coal from Seward to Europe via the North Sea route/ which is expected to shorten by about ten days the standard shipping time using the southern route.

Russia and Japan have also agreed to expand bilateral air links, including Osaka to St. Petersburg, Niigata to Vladivostok, and Hakodate to Yuzhno-Sakhalinsk. Australia and Russia have agreed to introduce scheduled air service, and two of Taiwan's major international airlines are evaluating the market potential of a Taipei-Moscow route. Alaska Air will add Vladivostok to its regular service to Magadan and Khabarovsk from both Anchorage and Seattle. Aeroflot has a new once-a-week Moscow-Hong Kong service and is considering flights between Hong Kong and Khabarovsk. Russia and the Philippines have signed an agreement on flights between Moscow and Manila. Evergreen Cargo airline has been granted landing rights at Khabarovsk for refueling and maintenance. To accommodate the new increased level of traffic, Japan/ Russia, and the United States have agreed to expand the number of air corridors over the northern Pacific from five to seven. A Japanese company plans to build an international terminal at Khabarovsk's main airport, and plans are under way to modernize Vladivostok and Novosibirsk airports.

Business Infrastructure and Economic Opening

In the absence of a vibrant and mature domestic private sector, the opening of the Russian Far East’s economy now depends upon the financial support and administrative guidance of the central government, whose assistance should now concentrate on facilitating the expansion of economic ties by ensuring market reforms and rebuilding the country's physical infrastructure. These efforts should include tax incentives, especially those for export-oriented production in manufacturing, processing, and knowledge-intensive sectors, and additional incentives for the reinvestment of profits, modernization, and introduction of advanced technologies. Additional incentives could include subsidies for land, electricity, heating, and water, as well as lower interest rates for credits and loans and lower tariffs for commodities and raw materials imported for production purposes.

The government also should take the responsibility for attracting potential investors from all possible directions; the East Asian NICs and other "natural economic territories" could become an important source of development funds and foreign direct investment for the Far Eastern region. However, small, medium, and even large individual companies interested in exploring opportunities in the Far Eastern region have no local connections or any real ability for market penetration. A regionally sponsored Trade and Development Corporation for the accumulation and channeling of private foreign resources could play the role of such a facilitating institution. This body could develop access to the numerous and widely dispersed nongovernmental sources of investment funds. It could also greatly facilitate the activities of small and medium enterprises in the Russian market.

A primary goal could be a network of institutions designed to facilitate and service foreign direct investment (such as an International Investment Consortium, Bank for Regional Development, or an Investment and Development Corporation). A Regional Development Bank, if created, could not only provide support for key infrastructural projects, but could help to accumulate financial resources, including foreign funds, as well as to secure access to the resources under control of the central government. The government could also offer special Far East development loans secured by the region's gold and diamond deposits.

Conclusion

The internationalization of the Far East and a more liberal economic regime will help it compete for foreign direct investment and new markets. Such investment will quite likely find attractive opportunities in the Far East's extractive and raw-materials processing sectors, as well as in manufacturing industries and services associated with these primary sectors. Large-scale natural-resources development projects could be a second stage for foreign direct investment, provided there is domestic economic stabilization beforehand. The financial support of foreign governments through Official Development Assistance (ODA) programs and international institutions could facilitate the creation of appropriate infrastructure in those areas slated for large-scale investment cooperation. Cooperation with foreign companies in the manufacturing sector already supports the defense and defense-related industries.

One overriding requirement is a realistic and pragmatic development strategy for the Far East and Siberia to identify both regional and national priorities and the most promising projects in order to ensure a balance between development needs and financial, human, and other resources available for development purposes. The specially designed financial and other institutions mentioned previously may very well become an important element in such resource mobilization.

No strategy of economic development for the Russian Far East can counteract the impact of deteriorating economic conditions in Russia. The Far Eastern economy is already experiencing the consequences of disintegrating financial relations among former Soviet republics. The Far East must compete with many other economically distressed areas within the Russian Federation, and many of them, too, are struggling for resources and special economic status. This factor, as well as the disintegration of internal economic ties, could pose a serious challenge to development prospects and undermine not only the emerging opportunities for Russia's economic internationalization but the domestic stability and the very future of the Russian Federation as well. Obviously, the critical factor that will shape the outcomes of potential separatist crises will be Moscow's reaction, in both political and military terms.

In the final analysis, neither the Russian Federation's Pacific provinces nor Moscow can really afford a major breakdown, under current circumstances, not only in the composition of the Federation but in the existing structure of their economic relations. This does not mean, of course, that there are no incentives to change this structure over time. Russia's Far East will have to learn to overcome a self-imposed isolation, as regional cooperation and economic openness are expected to drive traditional and new industries toward new markets. In fact, a distinct foreign economic policy and even a diplomatic posture for the Far Eastern areas, as well as for the regions of Siberia, may be required some day in the not too distant future. Still, the economic modernization of the Russian Far East will be a more manageable and realistic task within the larger context of Russia's economic revival.
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