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FAR EAST

Nikolai I. Pereslavtsev

Head of the Division of Maritime international studies
Department of Scientific and Innovative research
Admiral Nevelskoy Maritime State University

pereslavtsev@msun.ru, nikp356@gmail.com

1. Short historical review

In 1987, the maximum trade volume between the Soviet Union and the
DPRK was about 2 billion dollars [3] (now, for comparison, this figure is
about 40 times less), and in the same year about 4.8 million tons of cargo
crossed the border through the border point Khasan [18]. Part of these
goods, mainly bulk and liquid ones, passed in both directions through the port
of Rason (which was then better known by the name of one of the present

components as "Rajin").
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In Rason the office of “Far Eastern Shipping Company” (FESCO) worked,

Soviet ships were bunkered with fuel.

Further on, the offices of other commercial companies from Russia began to
emerge. They were visiting the market, studied the situation, tried to conduct
with the North Koreans a joint business in fishing, fish processing,
shipbuilding, but after a while got disappointed and quit even without

international sanctions agasinst DPRK such as now.

As for the North Koreans, they used different variants of cooperation since
1993 (when Rason has been declared as the “trade-economic zone”),
depending on the changing situation. Nevertheless, their general focus as the
complex of preferential measures to attract investments in a separate
administrative unit with simplified business rules remained the same. There
have been adopted (although, without definite effect) about 50 various laws
and legislations about TEZ development. According to the last complex plan
of 2015, it would include 9 so-called “technological parks”, created for
different industries: from woodworking and agricultural production to

consumer electronics [6].
2. About potential and problems

The Government Order of the Russian Federation in 2008 approved
"Transport strategy of the Russian Federation for the period up to 2030>, in
which the supreme authorities have formulated the tasks of investing
considerable finance for reconstruction of the transport infrastructure, especially
in the Far East. In fact, the "Transport strategy" has become a justification for
many projects, aimed at various goals, including foreign policy priorities. In
particular, from about the same time, the Russian state-owned company JSC
"Russian Railways" begins practical work on modernization of the railway

tracks from Khasan to Rason.

Up to 2013 (when the objects have been put under operation) the amount
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of expenses reached nearly 300 million dollars [24] or, at the then exchange
rate, about 10 billion rubles, due to which 54 km of railroad have been
reconstructed. The total capacity of the Russian complex in Rason port is
estimated as 4-5 million tons per year. Here the Pier #3 with the length of
485 m was reconstructed, dredging works were carried out. In addition, the
storage areas for “‘complex goods” have been equipped, conveyor lines

installed, industrial and office buildings constructed [24].

It is clear that for the working efficiency all this complex needs to be
maintained in normal technical condition, which again requires costs.
Therefore, it is desirable that the port terminal ought to be functioned in
active mode and the transport traffic in both directions should be stable and
regular. In addition, if the goods go through the port, the railway also will be

working in full capacity.

What about the cargo base for Rason? Originally it was planned to launch
container shipping from South Korea (maximum in future up to 400 thousand
containers TEUs per year [24] and a total volume of up to 5 million tons per

year.

In short, Russia has ensured the possibility of permanent presence in the

strategically important area of the Korean Peninsula adjacent to its borders.

Now the following question arises: what to do next? What is the economic
benefit from the project's implementation? May Rason and South Primorye
ports complement each other or will they compete for a customer cargo

base?

However, it was soon discovered that the hopes for South Korean container
flow could not come true. And the reason is not just the sanctions of Seoul,
adopted in May 2010, after another aggravation of relations with the DPRK. It
is too easy to explain everything, including the reason for the freezing of the

Rason project, by the exit of the Republic of Korea.

South Korean businessmen sometimes complain about the Russian "haste",
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implying that if something is agreed only in principle and as a first step,
Russians think the practical implementation should be started from right now

or since tomorrow.

Almost immediately there have risen problems that demand detailed study
and discussion. The shipper, and therefore a potential investor, will really come
to the Trans-Korean projects only when at least approximate ways of solving

these problems are found.
Regarding the railway the questions are as follows:

If we speak about railway transportation of goods directly from Busan to

Europe

how to ensure the fast and safe passage of cargo trains through the DPRK.
The quality of North Korean railroads (which are in a poor technical condition

and 50-70% of them are not electrified yet) is widely known;

how to reduce the time spent on transshipment of goods due to the
difference in the width of the railway tracks in Korea and in Russia. On the
border the containers need to be unloaded, then moved to other railcars, with
Russian wheel pairs. Or these wheel pairs should be replaced on initial Korean
railcars. You can automate this process, but, again, you should take care of it

in advance.

As it is known, from Khasan to Rason there has been constructed the
railway track of Russian width, that solves the problem with railcars, but does
not eliminate the need for automation and modernization of goods

transshipment in the port from the ships to the railway transport;

How to provide the maximum possible loading for the transcontinental

route;

How to reduce bureaucratic difficulties regarding customs clearance. South
Koreans, for example, complain about the need to translate the relevant

documents into Russian, although English can be left as the main language
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for this purpose;

How to ensure the "reverse" loading of the rolling stock, so that the railcars
do not return from their destination empty, which is expensive for both the
consignor and the carrier. Speaking about commercial deductions and profit

it is expedient that the transport route should work in both directions;

In other words, the official authorities and business in the Republic of Korea
have a positive attitude towards the trilateral (Russia-ROK-DPRK) railway
project, but have doubts about the guarantee of obtaining commercial
benefits from participation in it. South Koreans express readiness to search on
the joint negotiated basis the ways to resolve doubts and even point to
favorable circumstances: the lack of a practical opportunity for real work at
the moment makes it possible to thoroughly work out and discuss all related

issues for the benefit of interested partners.

Thus, when it became clear that there would be no container flows, it has
been decided to repurpose the port and the railroad for bulk cargo, primarily

Siberian coal, according to the demands of the regional market.

In 2014-2015 there took place several transit deliveries of pilot coal batches
to the Republic of Korea and South China after which South Korean
consignees, represented by POSCO, “Hyundai Merchant Marine” and “Korail”
directly said that they had agreed in response to government pressure and
promises of support. What can be added if the cost of supplies through
Rason was 6-8 dollars per ton higher than through the ports of Russian
Primorye region? That is, the final price of the goods turned out to be higher
for the consumer, which, of course, did not cause much of enthusiasm among
South Korean businessmen [24]. Soon, the packages of international sanctions
were adopted against the DPRK, the South Korean direction of coal

transportation practically disappeared, only the route to China remained.

Thus, the volume of the first three batches of Kuzbass coal was slightly

more than 200 thousand tons. In 2017 “Rasonkontrans” shipped to southern
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China nearly 2 million tons whereas the total capacity of the Russian port
complex in Rason is about 5 million tons. For comparison: only one South
Korean company POSCO imports about 2 million tons from Russia through

Primorye annually for its steel production facilities in ROK [24].

3. About development directions

The definition of development directions is based on the reduction of the
final cost of goods for the consumer. This cost can be reduced by ensuring
fast and high-quality delivery of goods, which means a large-scale

modernization of the railway transport infrastructure.

In May 2018 President Vladimir Putin signed a decree “About national goals
and strategic objectives of the development of the Russian Federation until
2024”. One of the main objectives declared in the document is the increase of
the capacity of Baikal-Amur and Trans-Siberian Railways by 1.5 times until
2024 [2]. This problem is, by all accounts, one of the reasons preventing the
growth of cargo turnover through the ports of Primorye region [20], and

hence through Rason.
But how this cargo turnover is planned to be increased?

Russian port complex in Rason operates due to the coal supplies. It would
be logical to assume that significant preferences will be given to exporters and
cargo carriers in order to attract them to this direction. Meanwhile, the
decisions of the “Russian railways” on reduction in 2019 of tariffs within the
“tariff corridor” don't apply to the coal supplies in direction of the Korean
Peninsula. How then the consignors should increase the volume of their
supplies remains unclear. Taking into account the quality of railway
infrastructure in certain areas, for example in the Khasan district, the same

coal will be more profitable to carry anywhere, but not through Rason.

Currently in Primorye there are two major coal port projects in the process
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of implementation: "Seaport Sukhodol" and "Port Vera". The capacity of each

reaches a final maximum volume of up to 20 million tons [17, 19].

The biggest transshipment point of coal products in Primorye region at the
moment, Port Vostochny, has processed 24.2 million tons of coal in 2018 [1]
and plans to increase further this volume due to the reconstruction of the
coal loading complex. The Port of Posyet (part of the “Mechel” group) in

2018 has processed 5.3 million tons of coal [23].

Thus, even comparing with Posyet, the cargo volumes which pass through
Rason look small, and they can hardly be called a significant threat for the
loading of Primorye ports. The excess of transshipment capacities does not
threaten them, on the contrary, the schedule of their involvement suggests
that they are at the limit of their capabilities [2]. That is why the port and
transport infrastructure is being modernized and optimized, with special
attention to the "bottlenecks" on the approaches to the largest points of

accumulation and further transporting of goods [11].

By and large, there comes a feeling that no one (except Russia and North
Korea) considers the Rason project as actual and necessary. This approach
needs to be changed. The project should remain relevant and effective,
perhaps not so much on its own, but as a mean to support the presence of
the Russian Federation in the region and thus to ensure its national

geopolitical interests. What can be done for this?

First of all, the efforts should be focused on providing a cargo base for the

port of Rason. For that purpose:

- taking into account the similarity of system structures, to work out at all
levels with the North Koreans and the Chinese the issues of interaction
between the "Free Port of Vladivostok", the Trade and Economic Zone "Rason”
and the special zone "Hunchun®, including connection to international
transport corridors, mutually beneficial distribution of export-import cargo

flows, use of each other's markets for sales of products, involvement and
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exchange of labor force, functioning of modern means of communication. In
addition, maybe there has come time, based on agreements with neighbors,

to make customs and border restrictions as simple as possible

- in coordination with China to put before the UN the question of lifting
from the DPRK at least some economic sanctions imposed earlier through the

Security Council.

As it is known, the steps in this direction are being taken since the second
half of 2018. Russia, China and South Korea propose to lift part of sanctions

due to humanitarian reasons to encouraging the North Korean economy.

- to interested Korean and Asian consignors, explaining to them the
advantages of the land route to Europe from the standpoint of its efficiency

and commercial benefits.

Moreover, it requires a solid evidence basis, calculated for long-term, regular
work, and not for just a one-time demonstration supply of goods. The
assistance for developing such basis may be received from scientific experts

and specialists who work in different national and joint research centers.

- to reduce the costs of the cargo delivery to the consumer laid in its final
price in order to inspire Russian and foreign business and increase the

competitive ability of export goods;

It is necessary for Russians to pay attention to the real and soonest
implementation of state programs for the renovation of railway infrastructure,
increase of its capacity, automation of production operations used for delivery
and processing of goods. Particular attention should be paid to the most

problematic areas, such as Baranovsky-Khasan.

Of course, all these above mentioned measures can't be implemented
immediately and in a very short time. But without these solutions the Rason
project will remain in the history as another object in which Russia at first

made investments but then forgot about it, having passed the current works
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on the object and profit to other users.
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