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Introduction 1. Relation between Japan and Asia:
Why Japan Ought to Fulfill “Role”?

The economic crisis having occurred in 1997
sent the economic growth decelerating or falling in1-1  Asia is Japan’s important “partner”
many Asian economies. In the long run, however,
they are expected to rebound from the crisis and at-  After the severe experience of the first and sec-
tain a healthy economic growth again. As a resultond oil crises, Japan has taken various oil security
Asia’s oil demand, 17 million B/D (barrels/day) in measures. Thanks to the measures, Jajpaapared-
1995, is likely to recover from the temporary slug- ness for an oil supply disruption is far greater than
gishness in 1998 and surge to 30.9 million B/D bythat of Asian developing economies. Under the cir-
2020 (up 2.4%l/year on average in 1995 - 2020). Aumstance, one might assume that Japan could man-
of 1995, Asia imported 11.8 million B/D of oil largely age problems caused by an oil supply disruption in
from the Middle East. Given the expected oil de-the future while the Asian counterparts would not.
mand growth ahead, Asia’s rising dependence on oiBut, can Japan really remain as “an idle spectator”
imports from outside the region will be unavoidable. in the event of such mishaps?

Based on these oil supply and demand situations  In recent years, Japan and the Asian economies
in Asia, this report first discusses how the Asianhave increasingly fastened the economic ties. Since
economies recognize oil security issues in relationthe early 1990s, more than 30% of Jdpamports
to their rising oil import dependence. Characteris-of goods and services in value have been shipped to
tics and implications of their recognition are dis- Asia. Also, rising year after year, Assaweight in
cussed as well. Second, we summarize and evaluatlapans total import values reached 37% by 1998.
the status quo of the measures currently implemente@hus, Asia became Japan’s largest trading partner
or under planning by the Asian economies in an ef-by now (Fig. 1-1).
fort to cope with the dependence. Third, we con-  In addition, from Japan, huge investment funds
sider what “contribution” Japan, the largest economicare flowing into Asian areas. The share of Japan’s
power in Asia, can make to the Asia’s oil security investments to Asia in the total overseas direct in-
issues. There are three points to be discussed: (Yestments has stayed at the 20% level since 1994,
Does Asia’s growing oil import dependence really up from 12% in 1990. Also, of bilateral ODA (offi-
matters to Japan? (2) What measures Asia shouldial development aid) grants, more than 60% have
take to ease growing oil import dependence? (3)gone to Asia in the 1990s, with only exception of
What roles Japan (government and firms) can fulfill 1991 when massive money went to the Middle East
in helping Asia unfold such measures? to finance its rehabilitation from the Gulf War. As

* To start with, we define the following terms: “ Asia” in this report covers the East Asian economies, the Southeast Asian economies

and the South Asian economies, and does not include the Middle East, the Pacific economies in Oceania, and North and South
Americas. Meanwhile, nine economies (Japan, South Korea, China, Taiwan, Singapore, the Philippines, Indonesia, Thailand
and India) are picked out in the section 2-2 and subsequent sections where we discuss Asia’s recognition of oil security issues
and relevant measures. “Disruption” in this report means a considerable fall in or a halt of oil exports or oil production in oil-
producing countries. The “non-availability or availability problem” represents a situation where oil supply is in short in consuming
countries which results in shrinking economic and industrial activities. “Effects of higher oil prices” represent a situation where
consuming countries, though not plunging in non-availability yet, are inevitably damaged by macroeconomic effects of higher
oil prices. “Security” in this report is used as a term that is related to the effects of both “non-availability or availability problem”
and “higher prices.”



these figures show, Asia is placed as the prime targgtorts tumbled from 21.2 trillion yen in 1997 to 17.6
areas of Japan’s investment today (Fig. 1-2). trillion yen in 1998. Imports were also forced to
The economies in Asia were forced to decelershrink from 14.8 trillion yen in 1997 to 13.6 trillion
ate by the financial collapse started in the summer ofen in 1998. Thus, Japan’s economic ties with the
1997. Its effect also reached Japan, where the eXAsian economies have been fastened so much that

Fig. 1-1 Japan’s Trade with Asian Areas and Share (1990 - 98)
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(Source) Prepared from “Yearbooks of Economic Statistics” (Bank of Japan) and “Trade Statistics.”
Fig. 1-2 Flows of Japan’s Economic Cooperation Funds into Asia
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(Note) Overseas direct investments: The figures represent the shares held by Asia in Japan’s overseas direct investments worldwide.
Bilateral ODA (official development aid): The cost inseparable by area, like those incurring in survey missions and
development that involve plural areas, was excluded. The figures show the shares held by Asia & Pacific in Japan’s bilateral
ODA records excluding the inseparable portion by area.

(Source) Prepared from the “JETRO White Paper on Investment” and “Handbook to Overseas Economic Cooperation.”
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their economic conditions can surely have a cruciakize of disruption but demand-side behaviors that
effect on the Japanese economy not merely duringetermine oil price levels. The determinants on sup-
favorable times but also at a decelerating phase. ply side include: how much oil supply is lost prima-
Stable energy supply at reasonable prices is infly in the area responsible for the disruption; to what
dispensable for the Asian economies. Now that thextent the producing countries not responsible for
Asian economies are Japan’s important partners ithe disruption can increase their oil supply (produc-
trade and investment, it is essential for Japan to geton) to make up for the losses; and how much oil
positively involved in their preparation of oil secu- stockpiles consuming countries have and can draw
rity measures, so that energy supply restraints shouldown in emergency. All these factors in combina-
not cause the Asian economies to slow down. tion can determine to what extent, and how long,
the supply curve should be shifted leftward. On de-
1-2 Asia can become a “disturbing fac- mand side, oil demand can be curbed by such mea-
tor” on international oil market sures as energy demand control and fuel switching.
But, depending on a cause of disruption, military
In the current oil market, local fluctuations in demand can produce extra oil demand as in the case
oil supply and demand or in the oil price should haveof the Gulf War. In addition, we must note that
ripple effects worldwide. Asia’s oil demand is ex- mounting fears held by oil-consuming countries can
pected to keep growing at a faster pace than in theause panic buying as in the past oil crises which,
U.S. and Europe. The U.S. DOE (Department ofcombined with falling oil supply due to a disruption,
Energy) put that Asia’s share in the world’s oil de-can send oil prices sharply up. It is oil-consuming
mand would rise from 25% in 1996 to 28% by 2020.countries’ demand control efforts, the size of extra
Even a sharp fluctuation occurring in a single areail needs for military use, and consuming countries’
could have the graver impact on the oil market world-behaviors against a disruption that determine to what
wide, if the area has the heavier weight in total. Fronextent, and how long, the demand curve should be
now on, problems in the Asian oil market is likely to shifted rightward (Fig. 1-3).
cast increasingly critical impacts on all oil-consum- Asia’s oil demand claims increasingly heavier
ing countries. If so, Japan, a big oil importer, mayweight in the global oil market. Also, as discussed
receive more serious macroeconomic effects than otHater, the Asian economies, not necessarily well pre-
ers. pared for oil supply security, can cause higher oil
When a disruption occurs, it is not merely theprices by overreacting to a disruption. For these rea-

Fig. 1-3 Contributors to Qil Price Increase When a supply Disruption Occurs
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sons, oil-consuming countries, including Japancurement within the region. Similarly, coal supply
would not be allowed to remain as “idle spectators”sources were diverse and included Australia (51%),
once the Asian oil market gets confused in an emermMorth America (15%), Indonesia (12%), China (12%)

gency. and Africa (8%). An additional advantage of coal is
that it is procured largely from the politically stable
2. Asia’s Rising Oil Import Depen- industrialized countries in relative terms. Judging
dence and Recognition of the from these data on which fossil energies are imported
Issue from which areas, Asia’s energy supply structure
seems vulnerable, particularly in regard to oil.
2-1 Asia’s rising oil Import dependence The U.S. DOE predicts that Asia’s growing oil

demand will make this region ever more imported-

In reflection to its strong economic growth (with energy-dependent from the outside. Asia’s (and the
GDP up an average 4.8%/year in 1986 - 1996), Asia'®acific region’s) net oil imports from the outside are
energy demand kept growing by 4.5%/year over théorecast to double from 11.8 million B/D in 1995 to
same period. The Asian economic crisis lingering23.2 million B/D in 2020. Furthermore, oil imports
since 1997 causes temporary slowdowns in energiyom the Middle East are projected to jump 2.3 times
demand today. But, the IMF (International Monetaryfrom 8.7 million B/D (Mideast dependence 74%) in
Fund) and the PECC (Pacific Economic Coopera-1995 to 20.1 million B/D (87%) by 2020. These pro-
tion Conference), among others, put in their shortjections mean that Asia has to procure most of its
term economic outlooks that the Asian economiesincremental oil imports from the Middle East (Fig.
including Indonesia thrown in a political mess right 2-1).
now, are likely to bounce back to a positive growth In addition to rising dependence on oil imports
by 2000. Thus, the slowdown in the Asian economyfrom the outside, above all from the Middle East,
looks short-lived. According to the long-term eco- Asia contains many political tensions within the re-
nomic outlooks prepared by the U.S. DOE and thegion, notably the North Korea problem, the conflicts
IEA (International Energy Agency), the Asian between mainland China and Taiwan and the sover-
economy is projected to grow at a high pitch of overeignty disputes over the Spratlys islands, all becom-
4% between 1996 and 2020. Along with the robusing sources of potential threats to Asia’s energy se-
economic growth, Asia’s energy demand, excludingcurity.
Japan, is projected to grow 3.1%/year between 1995 Based on these characteristics of the Asian re-
and 2020. (Inclusion of Japan, up 0.6%/year ovegion, i.e., growing dependence on the Middle East
the same period, sends Asia’s energy demand growiil, possibility of an oil supply disruption in the
down to 2.4%.) Even today, Asia fails to cover itsMiddle East and possibility of political tension in Asia
needs with local energy production, and energy im-getting worse, it can be argued that the Asian econo-
ports from outside the region swelled by 7.7%/yeamies are urged to prepare energy security measures
over a decade from 1986 through 1996. Thus, Asianore than ever.
has become heavily reliant on energy imports.

Let's examine the present shape of Asia’s en2-2  Asia’s recognition of oil security as
ergy supply structure in detail. By fossil energy an important issue
source, 1998 records of Asia’s energy imports from
outside the region (in tons oil equivalent) show that  Due to the aftereffects of the first and second oil
Asia imported 500 million tons of oil, 17 million tons shocks, oil used to be regarded, by the first half of
of natural gas, and 120 million tons of coal from out-the 1980s, as a “strategic commodity” of which pro-
side the region. These put the import dependence duction, exports and prices can be easily influenced
60.3%, 8.1% and 12.2%, respectively. Qil unveilsby producing countries’ political intentions and the
by far heavy dependence on outside sources. By ar€aPEC’s “cartel-like” behaviors. Today, however,
of importation, 1997 records show that, of oil im- many believe oil has neared the ordinary “market
ports, most heavily reliant on outside sources, asommodities” of which supply and demand, as well
much as 74% came from the Middle East where doas prices, are governed by a market mechanism thanks
mestic and regional political problems actually leadto changing environment as follows. (1) Growing
to oil price shocks in the past. On the other hand non-OPEC oil production after the oil crises, com-
natural gas supply sources were diverse and includdained with greater energy conservation efforts and
Indonesia (share in total import at 42%), Malaysiaadvancing alternative energy development in indus-
(25%), Australia (11%), Brunei (10%) and the UAE trialized countries, have sharply eroded the market
(7%). Natural gas also showed a high rate of proshares held by the OPEC and the Mideast oil pro-
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Fig. 2-1 Oil Supply Outlooks for Major Consuming Areas
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(Source) DOE/EIA, “International Energy Outlook 1999”

ducers. The world’s OPEC dependence (Mideastem also remain stronger than in the U.S. and Eu-
reliance) plunged from 51% (59%) in 1977 to 42%rope (Fig. 2-2).
(47%) by 1998. (2) Along with these changesinterms  Meanwhile, the magnitude of oil security con-
of both supply and demand and market structuregern is uneven in Asia, which contains large num-
futures and spot markets for oil have developed antiers of countries different in such points as the de-
the “market” price has become a widely acceptedrelopment stage of the economy and availability of
marker to determine the oil price. (3) Oil consumingoil resources. In specific terms, Japan, South Korea
countries, particularly those in the industrialized and Taiwan, all being big importers in reflection to
world, have made steady efforts for security meatheir substantial economic size, take oil security is-
sures, typically the introduction of oil stockpile sys- sues serious. In contrast, oil-producing China and
tem. Indonesia take them not so serious as the three do
Now that the oil market has changed in that way(Fig. 2-3).
consuming countries come to have a brief that an oil  The magnitude of oil security concern held by
security problem, if any, is likely to stem from, not the Asian economies may reflect such factors as
an intentional cause of any producing country, butAsia’s growing oil imports as a result of its economic
an accidental incidence, like a war. Also, it has bedevelopment and self sufficiency of local producing
come a dominant view in consuming countries that aountries. If these assumptions are correct, the strong
problem of physical supply shortage become lessikelihood is that Asia should have even greater oil
relavant and that higher oil prices can be a more likelgecurity concern ahead in reflection to swelling oil
cause of macroeconomic damages. Thanks to oimports from non-Asian producers, or many Asian
security measures taken in the past, Europe and thal producers to become net oil importers.
U.S., among others, have improved their prepared- Given that domestic and foreign voices urge the
ness for a disruption in various forms. They includeAsian economies to advance economic rehabilitation
a falling share of oil in primary energy mix (58% to programs today, few of them can afford swift and
43% in Europe, and 47% to 40% in the U.S., bothmassive efforts for the preparation of oil security
over the 1977 - 1997 period), lower Mideast depenmeasures. Yet, we should emphasizes that, although
dence (66% to 40% in Europe, and 29% to 20% irAsia is now in a difficult economic situation, it dose
the U.S. over 1977 - 1997), and the availability ofnot lessen potential needs for oil security measures
emergency petroleum reserves within the IEA frame-at all.
work (which amount to 129-day net imports as of Depending on their recognition of oil security
October 1998). As for the Asian perception, an IEE’'Sssues, the type of security measures they are in need
study conducted in 1997 showed that the Asiarof can be divided into few groups. Unevenness of
economies have much greater concern over oil secdheir recognition of status quo means that different
rity than the U.S. and Europe. Non-availability prob-options should be recommended for different types
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Fig. 2-2 Asia’s and US/European Recognition of Oil Security (Conceptual Drawing)
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(Source) Prepared from Ken Koyama & Hitoshi Endo, “Status Quo of Asian Economies’ Oil Security Problems
and Response Measures,” a presentation at an IEEJ regular study briefing in October 1997.

Fig. 2-3 Recognition of Oil Security within Asian Region (Conceptual Drawing)
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of worries. Yet, a few options can be cited as par-

ticularly important: (1) Now that a disruption can be 3. Response Measures to Growing

caused primarily by a political or military accident, Oil Import Dependence and Japan’s

it is above all important to strengthen emergency pre- Role

paredness. (2) Given persisting fears for physical

availability largely among the governments, to bol-3-1  Status quo and evaluation of Asia’s

ster the response measures for availability issues commitments to response measures

should be respected more than others. Is Asia mak-

ing progress in the preparation of response measures In Asia various response measures to oil secu-

to reduce its securityoncern? Specific measures rity are under way in reflection to its growing oil

currently in progress are reviewed in Chapter 3. imports from non-Asian sources and an intensifying
recognition among the Asian economies of their oil



security problems. By type, the response measuresl corporations, such as CNPC (China), Pertamina
can roughly be divided into three groups: (1) mea{Indonesia) and ONGC (India) with introduction of
sures to curb oil imports from non-Asian sources foreign oil companies’ capital and technology. But,
(2) measures to secure oil imports, and (3) measurdle DOE projects Asia’s oil production capacity will
to strengthen preparedness for emergency. grow only by 0.6%/year between 1997 and 2020. If
The measures to curb oil imports from non-Asianso, Asia has no choice but to depend on the imports
sources are designed to promote energy conserv#s cover most of its swelling oil needs in the future.
tion and alternative energy use. Most of the AsiarFrom oil security aspect, this situation means Asia is
economies put the promotion of energy conservatiomequired not merely to step up the measures to curb
among the top priorities of their energy policy. In oil imports from non-Asian sources, but also to
this connection, we analyzed individual governments'supplement such import reduction efforts with addi-
outlooks for their economy and energy supply andional measures.
demand. Our findings show that China, one of the = Measures to secure oil imports are under way as
least energy-efficient economies right now, is ex-well. To secure oil imports in quantitative terms, the
pected to improve its energy intensity (tons oil Asian governments primarily endeavor to deepen
equivalent/US$1,000) by more than 20% from 1.20their political and economic ties with oil-producing
(1997) to 0.92 by 2010, but scant progress will becountries and strengthen bilateral relations through
made in conservation in any other economiesreciprocal investments in the oil sector. South Ko-
Namely, in all economies but China, energy consumprea and China are moving particularly positive to-
tion is likely to keep expanding at an identical paceward investments in the upstream sectors of oil-pro-
to the economic growth. ducing countries. South Korea has already launched
As for alternative energy use, individual gov- into Yemen, Egypt, etc., and China in Iraq, Venezu-
ernments have been encouraging the use of naturala, Kazakhstan, etc. Among the Asian economies
gas, nuclear power and coal. Helped by the favorready to approve the entry of oil-producing coun-
able winds blowing from global warming problems, tries’ capital in their downstream sectors, China and
LNG projects that target the Asian market, 73.1 mil-India plan to build joint venture refineries with Saudi
lion tons in terms of liquefaction capacity currently Arabia and others. Ssangyong Oil Refining of South
in operation in total, reach a hefty 193.4 million tonsKorea and Petron of the Philippines have already ac-
if combined with the capacity under planning. Also, cepted the Saudi capital.
many natural gas pipeline projects both international  Along with the efforts to produce closer ties be-
and domestic, are under examination. The U.S. DOE~veen the consuming and producing countries, di-
projects that, while Asia’s primary energy demandversification of import sources has advanced as well.
will grow 3.7%/year between 1995 and 2020, its natuDesulfurizers-short Asia has strong demand for low-
ral gas demand is likely to increase 7.6% over thesulfur crude oil. Backed by improving economics
same period. Introduction of coal-fired power gen-and greater output of African crudes, Asia has con-
eration is also under examination above all positivelystantly increased its crude oil procurement from Af-
by coal-rich China and India, where ballooning en-rica. Asia’s crude oil imports from Africa, a mere
ergy demand is likely (with coal demand up 3.1% in40,000 B/D in 1991, or 0.6% of its total oil imports
1995 - 2020 according to the DOE). Nuclear poweiin that year, increased to some 800,000 B/D, or 6.6%,
generation, though amid unfavorable winds in thein 1997. Apart from Africa, the Asian economies
U.S. and Europe, is still counted in Asia as an imporstarted, or set to increase, oil imports from non-Mid-
tant alternative energy source to oil. At present, Soutlkast areas, such as Sakhalin, Latin America, Alaska,
Korea, Taiwan, China and India, in combination, havethe North Sea and Australia. Yet, generally the im-
33 nuclear power plants of a combined 21.3 GW caports from all non-Mideast producing areas but Af-
pacity in operation, and an additional 36 plants, orrica may be as limited as 100,000 B/D or so each.
25.9 GW in total, under construction or planning Given that the new sources involve a longer trans-
(with nuclear power demand up 4.0% according tgport distance (higher transport cost) than their Mid-
the DOE). east counterparts, diversification of import sources
The greater use of natural gas, coal and nucleahould have their own limits in playing a key role in
power can contribute to curbing Asia’s oil demanddiversifying Asia’s oil imports.
to certain extent. Yet, the strong likelihood is that, Growing imports from the Middle East, etc.
in absolute terms, oil demand will continue to grow highlight another crucial issue: the security of alter-
(up 3.1% according to the DOE) in parallel with surg-native transport routes to detour the Strait of Mal-
ing energy demand overall. In Asia, oil explorationacca, already congested with heavy tanker traffics.
& development are under way principally by national At present, under a Trans-Malay pipeline project, two
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options are examined as alternative routes to the Straiil security issues? The reasons are summarized as
of Malacca (one running between Muang and Sichoniollows, though overlapping Chapter 1 to some ex-
Thailand, and the other between Alor Setar of Matent. First, the Asian areas are Japan’s largest trade
laysia and Sai Buri of Thailand). and investment partners. Given the fastening-ever
If higher prices are the most likely cause thateconomic links to them, the deterioration of the Asian
damages consuming countries when an oil disrupeconomies, if caused by an oil supply disruption, can
tion is triggered by some accidental mishaps, as didead to the deterioration of the Japanese economy as
cussed in the preceding chapter, what we need mostell. Second, given growing weight of the Asian
is the preparation of the measures that can effectivelgconomies’ demand on the international oil market,
function in emergency. the Asian economies’ panic buying behaviors, if any,
From the standpoint that we need some measuresn trigger higher oil prices across the international
that simultaneously enable us to cope with problemsil market. Namely, many concern that lack of oil
of availability and higher oil prices, it is stockpiling security measures among the Asian economies may
that offers an effective option. In this connection,not merely cause slowdowns in the Asian economy
many Asian economies realize they are in short obut also send the international oil market plunging
preparedness for emergency, but only Japan anid confusion. From these points, the fact that the
South Korea have a government stockpile systemi\sian economies remain vulnerable to oil security
right now. The Asian economies that mandate oiissues poses a subject that Japan can never overlook.
companies to have stockpiles are also limited to Ja- Then, what role can Japan fulfill in helping the
pan, South Korea, Taiwan, Thailand and IndonesiaAsian economies overcome their vulnerability to oil
The stockpiling system is absent in China, Singaporesecurity issues? As a principal item, Japan can co-
the Philippines and India. Also, the fact that few oil operate in technology transfer, particularly as an ad-
companies keep their stockpiles larger than runningganced country in energy conservation, and alterna-
stocks leaves the Asian economies’ preparedness ftive energy development. Among others, the pro-
an oil disruption questionable. Given intensifying motion of oil development in and outside Asia, di-
global competition on the oil market, as well as theversification of energy import sources, and introduc-
stern realities that many Asian economies have td¢ion & strengthening of oil stockpiling system can
strive for post-crisis industrial restructuring right now, be cited. Of course, these policies should be pro-
we can hardly expect stepped-up efforts for stockmoted by taking Asia’s status quo into account.
piling because they certainly send the cost up. (Th&lamely, so as not to impede the current trends of
Thai government even eased the requirements fateregulation & market mechanism, that are respected
stockpiling to help oil companies slash inventoryin the process of getting out of the economic crisis,
costs.) attention should be paid to such points as public-pri-
Aside from stockpiling, to establish a multilat- vate burden sharing and promotion of cost-effective
eral international cooperative framework, like the ness of the response measures.
IEA, appears viable as a measure to minimize con-  Japan’s cooperation has already been under way
fusion of the international market that results fromin various fields, which, depending on future devel-
an oil supply disruption. ASEAN countries already opments, can produce many benefits and merits (Fig.
have the ASEAN Petroleum Security Agreement3-1).
(ASPA) as a framework to respond to sharp fluctua-  To promote the dissemination of energy-saving
tions in oil supply and demand by mobilizing con- technologies is effective not only as an approach to
certed efforts among the parties. But, given itscurb Asia’s oil imports from the outside, but also from
mechanism to invoke the system as well as the pricthe standpoint of global/regional environment prob-
condition for transaction, effectiveness of the ASPAlems. Right now, Japan offers cooperation to indi-
seems questionable. In other words, Asia is still bevidual Asian economies primarily by getting involved
hind in this area. Considering the gaps between thi;m model projects for the efficient use of energy and
realities and the response measures actually takehglding various workshops designed for technology
the former including higher reliance on non-Asiandissemination. Among such model projects, those
oil imports and Asia’s keen recognition of its oil se- to disseminate clean coal technology may be particu-
curity problems, we have to conclude that Asia islarly beneficial for an extra utility. Namely, on top
extremely in short of preparedness for emergency. of energy conservation, clean coal technology (CCT)
can facilitate effective utilization of Asian coal re-
3-2 What role can Japan fulfill? sources, which, without CCT, could be restrained in
the future due to NCand SQ problems.
Why Japan ought to fulfill a vital role in Asia’s Cooperation in nuclear power development is

8



Fig. 3-1 Roles Japan Can Fulfill (Summary)

Japan's role Benefits & merits Effects on the Japanese firmg
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power generation technology and management -Elncurring or reducing cost burdens
Cooperation in * Diversification of energy supply leads to curbing > -ECommitments to environmental

oil imports from the outside.
* Diversification of natural gas importing patterns
* Contribution to easing environmental problems -ETechnology development and

T * Asia's preparedness for emergency is strengthened.
Cooperation in oil 4> * Contribution to Asia currently under fiscal restrai
stockpiling system -@(——Effective utilization of Japan's oil stockpiles)

+@(——Promotion of joint stockpiling plan)

-EAIl these fields of cooperation are where Japan's participation and leadership can play the key role.

-ETo take active part in these fields can also benefit the Japanese firms in the form of expanding business opportunities.

-EBut, amid the recent currents of respecting deregulation and market mechanism, to make a review from the standpoint of etonomic
rationality (cost benefit) is important.

-EAny fields of cooperation showing a progress or move now (ex. pipeline project, stockpiling plan) must be reviewed asossdrieas [p

-EIf government intervention is required to advance projects for externality (security, environmental) reasons, which instalagabub
public burdens, national consensus building through in-depth discussions is essential.

international pipeline
projects

problems

promotion of its wider use.

(Source) IEE]

likely to prompt the transfer of knowledge and tech-ditions to be cleared at the other. On supply side, an
nology acquired by Japan from her rich experiencenternational pipeline project tends to need huge in-
of nuclear power plant management on the strengthiestment funds. This highlights the need for long-
of upgraded and safe technologies. To spread nucleterm contracts to reduce investment risks. On de-
power generation is beneficial in dual points; curb-mand side, an important condition is that not merely
ing Asia’s energy imports from the outside and trim-gas-producing countries but also all parties, includ-
ming CQ emissions. At present, Japan’s cooperaing transit countries, must assure the security of pipe-
tion primarily takes such forms as receiving & send-line gas supply. This requires successful efforts to
ing experts and organizing international conferencesstrengthen bilateral or multilateral relations between
seminars and the like. Technical cooperation in thehe concerned parties and organize cooperation
energy conservation and nuclear power fields can bamong all project participants. To assure good eco-
counted as a horizontal development of Japan’s wellnomics of the project is another subject of primacy,
established technologies, so it is regarded as busbecause an additional minimum condition is a long-
ness chances for the Japanese firms. For this reasaange assurance that pipeline gas can be procured at
how an investment environment is created from nowa price competitive with rivaling fuels, including
on can greatly affect progress in the cooperatiortNG. When these essential conditions are reflected
projects. on Asia’s situations today, the North East Asia natu-
Also, area-wide projects are under consideratiomral gas pipeline project can face several problems to
in hopes to facilitate alternative energy use. One obe solved. For one thing, Asia’s long-term demand
them is a pipeline project that links the natural gasoutlook remains uncertain, because, due to the Asian
rich areas, such as Sakhalin and East & West Sibeconomic crisis, its energy needs and natural gas
ria, to the consuming areas in North East Asia. Natudemand are slowing down for the present. For the
ral gas pipeline, much expected for its contributionother, LNG-importing countries, including Japan,
to the diversification of energy supply and naturalhave already made huge investment to install infra-
gas importing patterns at one hand, has various corstructure to receive LNG imports. Among others,
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on top of uncertain economics of the pipeline con-tablished technology and capital. This approach
struction, political tension existing in North East Asia seems to enable the Asian economies to introduce
may pose a problem to the pipeline project. Yet, asnuch-needed technologies and processes in a cost-
an examination of this project is already initiated, effective manner. The Asian economies, still strug-
we should swiftly start a discussion about firstly gling with the economic crisis, have constraints of
whether or not and secondly how Japan should getght fiscal conditions and, therefore, have greater
involved in this project. needs for more cost-effective measures than ever.
To help Asia improve its preparedness for emer-  Viable energy security measures for the Asian
gency, Japan can offer cooperation from the standeconomies include diversification of energy sources
point of how Japan’s oil stockpiles can be put to ef-and importing patterns and sources, effective utili-
fective use. In Japan, the Subcommittee of Emerzation of local energy sources, typically coal, and
gency Response on Petroleum Reserve, a unit of tretepped-up preparedness for emergency. Japan’s
Petroleum Council, unfolded a debate over a desirtechnology and capital can be applicable to these
able stockpiling system for Japan. In its latest recmeasures as well. In recent years, a response to en-
ommendations made in June 1999, the subcommitsironmental problems has become a prime concern
tee stated that Japan should not stick to the long-standf energy policy comparable to security issues. In
ing concept that the stockpiles were the “last resortthis regard, energy conservation technologies and al-
for Japan. Then, the subcommittee called for the efternative energy development can enable simulta-
fective use of “CERM (Coordinated Emergency Re-neous achievements of G&&ductions to help ease
sponse Measures) under the IEA framework by flex-global warming and elimination of more local envi-
ibly releasing Japan’s petroleum stockpiles so thatonmental problems, notably $&nd NQ problems.
higher oil prices and market confusion could be con-To promote these technologies regionwide not merely
trolled at an early stage of an oil supply disruption. benefits the Asian economies but also helps Japan
Meanwhile, a plan to establish an Asian stock-comply with the commitments pledged at the Kyoto
piling system emerged recently. When the APECConference on Global Warming (COP3). This can
Okinawa meeting was held in 1998, an APEC-mem-lso furnish Asia regionwide with a significant ap-
ber joint stockpile plan was reportedly discussed inproach to acid rain control.
the export meeting. This plan has many impediments  Then, what effects Asia’s oil security issues can
to be eliminated, such as how to cope with conflict-have on the Japanese firms? It is the private firms
ing interests of oil-producing APEC member coun-that have shouldered most of Japan’s technology and
tries that are critical of the idea of introducing a stock-capital accumulation. Namely, the likelihood is that
pile system, pros and cons of pouring national budthe Japanese firms will be the prime mover of the
gets, and how to shut free riders out. The Asiarhorizontal development of technology. The firms on
economies keenly recognize lack of their oil secu-their part may find this move beneficial, as it can
rity measures. But, due to fiscal restraints, many ofead to expand their business opportunity in Asia,
them simply cannot afford advancing such measureslthough a careful examination on market situations
By taking these situations into account, Asia needsind investment conditions in the targeted countries
to consider an approach that is more achievable. lis essential.
this process, Japan may find many issues and oppor- Amid the currents to respect deregulation and
tunities that allow Japan to play a leading role as onmarket mechanism much, we are required to have
of the few Asian economies that have emergency oinore cost-effective measures than ever in our attempt
stockpiles, and as an experienced country having pate improve energy security and environmental prob-
ticipated in many systems of international cooperalems, which represent externalities of the economy.
tion within IEA. For the same reason, the strong likelihood is that a
So far we described cooperation under way ananarket mechanism-oriented vector works in our ef-
some projects under consideration. In what pointgort to overcome Asia’s vulnerability to oil security
Japan can “contribute” to making Asia better pre-so that we can increase cost effectiveness as high as
pared for oil security measures are summarized bepossible. Yet, it is still possible that government in-
low. tervention with substantial cost burden to our national
What characterizes Japan, as an Asian countrygconomy may be required to cope with the problem
is that Japan experienced a high economic growtbf externalities, i.e., energy security and environment
first and has accumulated technology and capital. Fgoroblem. In that case, however, a national consen-
this reason, an approach that enables Japan to “cosus is essential as a neccesary and sufficient condi-
tribute” to the Asian economies efficiently is to ad- tion for the intervention to be implemented.
vance a horizontal development of Japan’s well-es-
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