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Distinguished guests and energy experts, ladies and gentlemen.

Today, I am very pleased to address at this International Symposium on Energy Security and Sustainable Development in Northeast Asia, which is jointly organized by the Economic Research Institute for Northeast Asia and the Korea Energy Economics Institute.

In my presentation, I would like to focus on the new challenge and trends in energy industry during the 21st century and the perspective of energy cooperation in Northeast Asia.

New Trends in the 21st Century 

As we enter the 21st century, a particular challenge lies ahead of us, especially for the countries in Northeast Asia. Energy markets are being transformed by spreading liberalization, as governments seek competitive pricing, flexibility and innovation. In the midst of such changes, recent financial crisis that swept Asia provided an accelerating momentum for the structural transformation of energy industry, because the old paradigm of government-directed central planning system is unfit for today’s fast changing business environment. Furthermore, the world is transforming itself into the knowledge-based economy, complexly driven by new technologies, such as information and communication technologies as well as by extensive use of the internet and digitalization of conventional industries. All business in the world are aggressively pursuing the potential of E-Commerce in such areas as procurement and trading, including Inter-Continental for energy derivatives. Thus, liberalization, globalization, and technological advances together are not only blurring the international boundaries but also facilitating and expediting international energy cooperation.

In addition, the world is becoming more and more conscious of environmental issues. Such international concern brought about as its fruit, the UN Framework Convention on Climate Change (UNFCCC). Now it seems inevitable that a nation that does not promote efficient energy uses will face serious setbacks on economic growth in the 21st century. The UNFCCC stipulates abatement of greenhouse gas emissions that causes global warming. As is well known, greenhouse gas is mainly emitted by the combustion of fossil fuel such as oil and coal. Hence, the mitigation of greenhouse gas may lead to the reduction of energy consumption, which in turn implies the contraction of economic activities. Thus, establishing an efficient and environment-friendly energy consumption structure has become an utmost priority if we were to continue with our economic development or even to prevent our economy from retrogressing.

Therefore, days of the past, when the mentality of “get rich now and clean up later” was acceptable, are now behind us. Faced with the alarming state of our environment and the reality of having to satisfy our needs, both the sustainability and the development are no longer a matter of choice. Rather, reconciliation of environment and growth has become an obligation. Considering abundance of environment-friendly natural gas and hydropower reserves in the region, I believe that the cooperation among the Northeast Asia countries is desirable for dealing with environmental issues as well as the sustainable economic growth.

Realizing that the economic prosperity cannot be furthered and guarded and the energy security is not assured, all regions are turning their eyes to regional energy cooperation as a means to strengthen their energy security. In the Northeast Asia, the concerns over energy security are taking more weights recently, aiming at strengthening energy security through diversification of supply sources, while procuring the energy supply more cost-effectively utilizing the advantage of geographical proximity. 

Vision and Challenges in Northeast Asia

The 21st century is often said to be the era of Northeast Asia. The Northeast Asian region at present accounts for 24 per cent of the total world population, and about 19 per cent of total world GDP. Northeast Asia is experiencing the faster economic growth than any other regions in the world, and it is expected to emerge as a center of the world economy in the 21st century. 
Rapid economic growth in this region will likely drive a massive increase of energy demand in the region. High growth rate of energy demand is expected to continue into the future, with the year 2010 energy demand being projected to be 1.6 times of the 1995 level. China will be particularly important and is expected to contribute 67% of future energy demand growth in the region. Although demand is likely to be greatest in China, it will also be significant in Japan and South Korea. In addition, energy demand is expected to increase in North Korea, the Russian Far East, and Mongolia.

Gas use has grown by 10% a year, from a very low base. It still accounts for less than a tenth of the region’s energy. Coal use has also grown strongly, reflecting its importance in China. But governments are anxious to tackle the major local and regional pollution it causes. 

Even though coal growth to slow and gas consumption continues strongly expanding, oil will be remained the dominant energy sources. Moreover, the region's dependence on the Middle East for oil imports is expected to increase to 90 per cent in 2010 from the current level of 75 per cent. This outlook clearly indicates that regional energy security could be threatened in the event of an oil crisis in the future. 

Furthermore, due to high coal dependency of China and high oil dependency of South Korea and Japan, the region is as vulnerable as any other regions to energy-environment issues. Northeast Asia is expected to overtake North America and Europe in carbon dioxide emissions from the energy consumption in the future. The region is likely to become a center of interest in future environmental negotiations.  

To mitigate energy security risk and to address environmental concerns, the theme of strengthening energy cooperation among Northeast Asia countries is particularly important. In Northeast Asia, however, the promotion of regional cooperation is proceeding at a relatively slower pace, compared with the other regions, despite its enormous potential benefits. This is mainly caused by the past historical rivalries and conflicts and by the differences in economic levels among the countries in the region. In particular, energy cooperation for development of energy resources and construction of energy related infrastructures in Northeast Asia, which usually requires a large amount of capital investment, has shown little progress up to now, because this requires substantial mutual trust and cooperation among the countries involved.  

Perspectives on Energy Cooperation in Northeast Asia

For countries like Korea and Japan with little indigenous energy resources, workable schemes to reduce their exposure to energy supply disruption are severely limited. Countermeasures against the factors, such as fast-growing energy demand and overseas dependency, that can possibly bring energy supply instability to Northeast Asia, are perhaps beyond any one country’s control. Individually, each country is exerting efforts to improve energy efficiency, and promote new and renewable energy, but these measures can achieve only limited results in foreseeable future. Faced to the projected increase of oil share in total primary energy supply and the Middle East dependency, it is imperative for Northeast Asian nations to explore other options for energy security. 

To mitigate such security risks and, at the same time, to secure cost-effective energy supply, countries in Northeast Asia need to explore workable energy cooperation schemes. One potentially effective scheme is the utilization of natural gas in this region. Natural gas provides a way to lessen oil dependency as well as to address environmental concerns. Already such efforts toward regional cooperation have been initiated. For instance, China, Russia, and Korea are jointly investigating the economic feasibility of developing natural gas in Russia and transporting the gas through pipeline. Expanding gas use is perhaps the most important medium-term step we can take to tackle climate change. 

Another possible scheme is that of interconnecting power grid systems. Such energy cooperation among the countries within Northeast Asian region can strengthen energy security with more diversified energy importing sources, and provide benefit accruing from complementary effects from interconnecting energy supply system. I believe, therefore, the power interconnection proposal in this region provides with firm ground not only for economic prosperity but also for mutual trust and understanding among the countries in the region.

Another area for cooperation deals with oil. A common stockpile can enhance the leverage for crude oil prices and allow a safer balance of supply and demand. Japan is proposing an immediate alternative of utilizing Okinawa as an oil reserve center for Northeast Asia. South Korea is expected to have a surplus storage capacity of 43 million barrels in 2006 and a part of which is already rented to “Statoil”. Japan has 39 million barrels of idle capacity. In the longer run, interested countries can jointly invest and construct a common reserve. Yet another possible area of cooperation is environmental quality control in oil products. Countries in the Northeast Asian region may get together and agree on a joint use of cracking facilities to reduce environmental cost of domestic refinery industries. Such a practice can be found in practice in NAFTA or European oil common market. 

Another scheme of cooperation is to strengthen bargaining power of the Northeast Asian oil consuming countries. The oil consumption in this region takes up 65% of Asia Pacific oil consumption and 18% of world oil consumption. Along with the expected further increase in the magnitude of oil consumption due to China's rapid economic growth, Northeast Asia is expected to become the center of world oil consumption.
I believe the promotion of energy cooperation in Northeast Asia will not only contributes to solving the problem faced by the region but will also promote clean environment and the regional prosperity for future generations. As you are aware, Europe has already created the regional energy cooperative body based on the European Energy Charter, and the United States, as announced in its New Energy Policy last year, emphasizes the importance of regional energy cooperation, particularly with its neighboring countries. Thus, strengthening regional energy cooperation is a common phenomenon in other regions in the world. 

Northeast Asia has a large potential for mutually complementary energy cooperation structure in that there are major energy consuming countries, Japan, China and Korea, and the countries with large energy reserve areas, such as East Siberia, Sakhalin, and Central Asia. 

I am convinced that the atmosphere for active promotion of energy cooperation in Northeast Asia has been created. 
Concluding Remarks

In conclusion, I would like to summarize benefits from the cooperation among the Northeast Asian countries. First, the abundant energy reserves of Russian Far East can be the key source of alternative energy for the countries in the Northeast Asian region that can lessen the heavy dependency on the Middle East. Second, It will also be the cost-effective alternative because of the area adjacency. Third, abundance of environment-friendly natural gas and hydropower reserves in the region is the effective countermeasure for dealing with environmental issues. Fourth, the energy cooperation will permit land routes for energy supply to the countries that have depended entirely on marine transport for imports. Fifth, joint development of energy supply and construction of transportation facility will further promote efficient energy trades and facility use. Sixth, the efforts for energy cooperation will necessarily promote towards market liberalization, which will in turn raise the bargaining power of energy importers of the Northeast Asian region. The region does not currently command the bargaining power that is tantamount to the import volume or relative buyers’ position in the world market.

I believe that this Symposium will provide us with an excellent opportunity to facilitate exchange of expertise and ideas among energy experts on energy cooperation in Northeast Asia. And, the outcomes and suggestions from this Symposium will, I believe, have a positive impact on policy making in the countries in the region. 

Finally, I would like to thank the organizers of this Symposium for their hard work and offer my best wishes for a highly successful and productive conference. 

Thank you very much. 

