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EDITOR’S LETTER

I    remember waking up one morning earlier in the year and reading a headline.  It wasn’t a particularly troubling I    remember waking up one morning earlier in the year and reading a headline.  It wasn’t a particularly troubling I 
headline, but still, my heart sank a little.  In the days that followed, I learned that the situation had the potential to 
change the political dynamic of an entire region.  It also had the potential to change the color of one of our working 
PDQXVFULSWV���,�¿UVW�UHFHLYHG�D�FDOO�IURP�WKH�HGLWRU�DVVLJQHG�WR�WKH�SDSHU��WKHQ�ODWHU�DQ�HPDLO�IURP�WKH�ZULWHU���:KDW�
should we do?

At the Journal of International Policy Solutions, our primary goal is to explore current topics in international 
DɱDLUV�� IRFXVLQJ�RQ�WKH�SUREOHPV�WKDW�GULYH�QHZV�KHDGOLQHV�DQG�HFKR�DFURVV� WKH�YDULRXV�SROLF\PDNLQJ�FKDPEHUV�
around the world. This mission is emblazoned on our website, it is listed on all of our public relations materials, and 
is referenced at least one time on this page each issue.  

There are, of course, perils to this approach. Like many academic journals of this nature, we publish once a year, 
OHDYLQJ�DPSOH�WLPH�IRU�HOHFWLRQV��SURWHVWV�DQG�¿VFDO�FULVHV�WR�IRXO�ZKDW�ZRXOG�RWKHUZLVH�KDYH�EHHQ�D�SHUIHFW�VQDSVKRW�
of a particular place and time. In many ways, our writers and editors are like exhausted and desperate photographers 
and the world they are trying to capture a fussy infant, never sitting still for that one elusive shot. This puts us in the 
contradictory position of seeking policy analyses and solutions that will ultimately lead to progress on tough issues, 
while simultaneously hoping that the world will remain static long enough for our writers to formulate a response.

7KH�UHDOLW\�LV�WKDW�FXUUHQW�DɱDLUV�DUH�QHYHU�VWDWLF��DQG�RXU�ORQJHU�IRUPDW�ZLOO�QHYHU�EH�DEOH�WR�NHHS�XS�ZLWK�HDFK�
headline. The headlines themselves may not be able to keep up. At a time in which newspapers are folding, blogs 
seem like an outdated medium, and a few Twitter posts can scoop a television crew, we found ourselves asking, where 
GR�ZH�¿W�LQWR�WKLV�SLFWXUH"��

I contend that our journal, and many like it, continues to play a vital role in the unpacking of deeply complicated 
LVVXHV��IURP�WKH�LQWHUQDWLRQDO�SROLWLFV�RI�HQHUJ\�VHFXULW\�WR�WKH�HɷFDF\�RI�PXOWLĥELOOLRQ�GROODU�IRUHLJQ�DLG�SURJUDPV�
Ħ�LVVXHV�WKDW�VLPSO\�FDQ�QRW�EH�DFFRPSOLVKHG�LQ�����FKDUDFWHUV�RU�HYHQ�����ZRUGV��:H�SULGH�RXUVHOYHV�RQ�WKH�IDFW�
that our contributors consistently produce relevant, actionable policy solutions that any policymaker could pick up 
and apply to her situation, yet we also know that situations change. The true value of this type of work rests in the 
way it helps us think about the problems we face; it helps us understand the history, the economics, the politics, the 
FXOWXUH�Ħ�HYHQ�WKH�SV\FKRORJ\�Ħ�EHQHDWK�WKH�KHDGOLQHV��7KLV�ZRUN�LV�WKH�KXONLQJ�PDVV�RI�LFH�EHQHDWK�WKH�VPDOO�VKDUG�
that peeks above the surface.  

The theme of this issue is East Asia, covering a range of topics on a region that currently dominates headlines and 
policy discussions. As the world cranes its neck towards Asia, skimming news articles and Twitter feeds, we present 
this issue not as a competitor with other mediums, but as a complement. Long after elections, protests, and crises 
have eroded the direct pertinence of our articles, we stand behind their value as critical analyses that will retain 
their value over time.  

$V�IRU�WKDW� LPSHULOHG�PDQXVFULSW��ZH�JDYH�XS�FKDVLQJ�KHDGOLQHV��DQG�VXUH�HQRXJK��DIWHU�DOO� WKH�KDQGĥZULQJLQJ�
in the media, the situation changed very little.  If you hurry, you may be able to catch the paper before the world 
changes again.  And while you’re at it, JIPS also has a Twitter and Facebook page.  We also have a blog, but you 
probably don’t have time for that.

Adrián Pavía

EDITOR IN CHIEF
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Located at the intersection of Europe, East 
Asia, and the Middle East, Central Asia is inĥ
creasingly becoming a focal point of geopolitĥ
ical interactions and a key player in the global 
energy sector. Central Asian nations, such as 
Kazakhstan, Turkmenistan, and Uzbekistan, 
as well as their Caspian neighbour, Azerbaijan, 
are rich in resources that grant them strategic 
importance in the global chase for energy seĥ
curity. While these endowments do not match 
those of the countries in the Organization 
RI� 3HWUROHXP� ([SRUWLQJ� &RXQWULHV� Ī23(&ī��
they are attracting increasing interest, espeĥ
cially given the recent unrest and instability 
in the Middle East. Central Asian petrostates 
PD\�EH�ODQGĥORFNHG��EXW�E\�UDLO�DQG�SLSHOLQH��
WKH\�RɱHU�DQ�DOWHUQDWLYH�URXWH�WR�RYHUĥFURZGĥ
HG� VHD� ODQHV� IURP� WKH� 3HUVLDQ� *XOI� WR� (DVW�
Asia passing through the Strait of Malacca. 
0XFK� RI� WKH� JHRĥVWUDWHJLF� LPSRUWDQFH� RI�
Central Asian states can be attributed to the 
threat to energy security caused by the expoĥ
nential growth of relatively new economic 
giants like China. As China and Southeast 
Asian economies expand their might and 
demand more resources, the competition 
IRU� HQHUJ\� JURZV� HYHU� PRUH� ¿HUFH� LQ� (DVW�
$VLD�� ,Q� HɱRUWV� WR� GLYHUVLI\� HQHUJ\� GHSHQĥ
GHQFH�� 1RUWKHDVW�$VLDQ� VWDWHV� KDYH� XWLOL]HG�
foreign aid, as well as public and private inĥ
vestment, as the primary tools for diplomacy 
ZLWK�&HQWUDO�$VLD� Ħ� DOO�ZLWK� DQ� H\H� WRZDUGV�
energy extraction. Two states that have been 
particularly active in the Central Asian energy 
arena are Japan and Korea.  Japan pioneered 
LQYHVWPHQW� LQ� WKH� UHJLRQ� E\� SXUVXLQJ� 2ɷĥ
FLDO� 'HYHORSPHQW� $VVLVWDQFH� Ī2'$ī� GLSORĥ
macy and securing major business deals for 
its corporations. The Republic of Korea1, on 
the other hand, was a recipient of overseas 
aid until the early 1990s.2 Thus, its involveĥ
ment in Central Asia has been driven by priĥ
vate investment rather than direct assistance.

Taking into account the growing energy comĥ

petition that Japan and Korea face with their 
Asian neighbours and the opportunities that 
Central Asian states present in energy security, 
this paper aims to reconcile the vulnerability 
of the former two with the advantages of the 
ODWWHU��7KLV�SDSHU�ZLOO�¿UVW�GHVFULEH�WKH�FRPĥ
petitive environment around energy security 
DQG� H[SODLQ� WKH� JHRSROLWLFDO� VLJQL¿FDQFH� RI�
WKH�&HQWUDO�$VLDQ�DUHQD��1H[W��LW�ZLOO�H[DPLQH�
Japan and Korea’s involvement in the region, 
focusing on two mechanisms: aid and private 
LQYHVWPHQW�� ,Q� HɱRUWV� WR� VKHG� OLJKW� RQ� WKH�
two distinct approaches towards the region, 
the paper presents a case study about the two 
states’ interaction with Uzbekistan. Lastly, it 
RɱHUV�D�SROLF\�UHFRPPHQGDWLRQ�WKDW�HQFRXUĥ
ages cooperation between Japan and Korea 
with regard to their interests in Central Asia. 
0RUH�VSHFL¿FDOO\��LW�GUDZV�RQ�PXWXDO�EHQH¿WV�
of engaging in a joint forum similar to the 
6KDQJKDL� &RRSHUDWLRQ�2UJDQLVDWLRQ� Ī6&2ī�3

7+(�&203(7,7,21�)25�(1(5*<

Energy resources, such as oil, natural gas, coal, 
and nuclear power, are essential to power ecoĥ
nomic activity. Japan and Korea are particuĥ
ODUO\�HQHUJ\ĥKXQJU\��HVSHFLDOO\�LQ�VHFWRUV�VXFK�
as electricity, manufacturing, and transportaĥ
tion.4 Unfortunately, the two nations are not 
RQO\� HQHUJ\ĥVFDUFH�� EXW� DUH� DOVR� GLVWDQW� DQG�
GLɷFXOW� WR� UHDFK� IURP� JOREDO� HQHUJ\� KXEV��
such as the Middle East and Latin America.5 

Both Japan and Korea import over 80 percent 
of their total primary energy, more than 80 
percent of which comes from the politically 
and diplomatically unstable Middle East.6 At 
present, they have few alternatives to the sea 

lanes that transport oil and natural gas from 
Middle Eastern energy giants, such as Saudi 
Arabia, Qatar, and Iran. Two thirds of the total 
tonnage passing through the Strait of Malacca 
is crude oil, and 80 percent of Japan and Koĥ
rea’s oil imports are delivered this way.7 Moreĥ
over, China is now the world’s second largest 
oil consumer, further heightening the comĥ
petition for oil imported through the strait.8

1RUWKHDVW�$VLDQ�JRYHUQPHQWV�UHFRJQLVH�WKDW�
energy resources are key to economic growth 
and, consequently, domestic stability. The 
geopolitical calculus of energy, therefore, 
plays a major role in diplomacy. With oil pricĥ
HV�UHDFKLQJ�³DQ�DOOĥWLPH�UHFRUG�KLJK�LQ������´9 

and a strong public reaction against nuclear 
power following the 2011 meltdown of a nucleĥ
ar reactor in Fukushima, Japan, governments 
are looking to diversify their sources, supply 
chains, and procurement methods to avoid an 

RYHUĥUHOLDQFH�RQ�FHUWDLQ�VRXUFHV�RI�HQHUJ\��-Dĥ
pan and Korea have historically been depenĥ
dent on nuclear power for energy generation, 
making current and future administrations 
particularly vulnerable to public backlash.10

0RUHRYHU�� WKH\� FRQWULEXWH� WR� $VLD¶V� DERYHĥ
average projected growth in natural gas conĥ
sumption between 2008 and 2035, implying a 
shift to greater reliance on this energy source.11

7+(�1(:�(1(5*<�$5(1$�������������
&(175$/�$6,$

Although Central Asia is still relatively small 
compared to OPEC, it plays a key supportĥ
ing role in the global energy market. Central 

JAPAN AND SOUTH KOREA IN CENTRAL ASIA

In recent years, Central Asia’s energy resources, primarily in the form of oil and natural gas, have elevated the region’s 
geostrategic importance among energy importing countries in Europe and East Asia.  This is particularly true for natuĥ
UDO�UHVRXUFHĥVFDUFH�-DSDQ�DQG�6RXWK�.RUHD��DV�ERWK�FRXQWULHV�IDFH�LQFUHDVLQJ�FRPSHWLWLRQ�IRU�HQHUJ\�UHVRXUFHV�IURP�WKH�
UDSLGO\�JURZLQJ�HFRQRPLHV�RI�&KLQD�DQG�6RXWKHDVW�$VLDQ�VWDWHV���7KLV�SDSHU�DQDO\]HV�WKH�VSHFL¿F�GLSORPDWLF�VWUDWHJLHV�
DGRSWHG�E\�-DSDQ�DQG�6RXWK�.RUHD�WR�EXLOG�WLHV�ZLWK�&HQWUDO�$VLD���-DSDQ��D�SLRQHHU�RI�2ɷFLDO�'HYHORSPHQW�$VVLVWDQFH�
Ī2'$ī��KDV�XVHG�IRUHLJQ�DLG�DV�LWV�D�SULPDU\�WRRO�WR�HQJDJH�WKH�UHJLRQ��WKHUHE\�LQLWLDWLQJ�RSSRUWXQLWLHV�IRU�SULYDWH�FRUĥ
porations to invest in energy extraction projects in countries like Kazakhstan and Uzbekistan.  South Korea, on the 
other hand, has focused on private investment through Korean conglomerates known as chaebƄl��DQG�EHQH¿WHG�IURP�
cultural ties to the Korean diaspora mainly in Uzbekistan.  Using a comparative approach to Japanese and South Koĥ
rean policies in Uzbekistan, the paper concludes that the two states’ divergent strategies have the potential to merge 
LQWR�D�SRWHQW�SDUWQHUVKLS�ĥ�GULYHQ�E\�WKH�XQGHUO\LQJ�UHDOLW\�WKDW�VHSDUDWHO\�QHLWKHU�FRXQWU\�KDV�WKH�DELOLW\�WR�FKDOOHQJH�
WKH�ULVH�RI�&KLQD�RU�5XVVLD¶V�FRQWLQXHG�LQÀXHQFH�RQ�&HQWUDO�$VLDQ�VWDWHV��

ABSTRACT

Much of the geo-strategic importance of Central 
Asian states can be attributed to the threat to         
energy security caused by the exponential growth 

of relatively new economic giants like China. 
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Asia and the Caucasus hold 2.7 percent of 
global oil reserves, 80 percent of which are 
in Kazakhstan, and 7 percent of the globe’s 
natural gas reserves.12 Moreover, Kazakhĥ
stan, Turkmenistan, and Uzbekistan, the 
WKUHH�PDMRU�HQHUJ\ĥULFK�&HQWUDO�$VLDQ�FRXQĥ
tries, are mainly producing at or around 
their full capabilities, which makes them 
SULPH� PDUNHWV� IRU� LQYHVWPHQW� E\� HQHUJ\ĥ
hungry economies like Japan and Korea.  

While political instability and Moscow’s 
LQÀXHQFH� RQ� WKH� UHJLRQ¶V� DXWKRULWDULDQ� UHĥ
gimes are still major causes for caution in 

diplomatic circles,13 there are an increasing 
number of energy trades, by rail and pipeĥ
line, that take place directly with Central 
$VLD¶V� QHLJKERXUV� WR� WKH� HDVW� Ī&KLQDī� DQG�
ZHVW� Ī(XURSH� YLD� WKH� &DVSLDQ� 6HD� DQG� WKH�
%DNXĥ7ELOLVLĥ&H\KDQ�SLSHOLQHī��7KH�LQFUHDVHG�
economic activity around energy, despite the 
uncertainty about their political future, illusĥ
trates the growing importance of the natuĥ
ral endowments that these states possess. 

As energy consumption and the desire to diĥ
YHUVLI\� VRXUFHV� ULVHV� LQ�1RUWKHDVW�$VLD�� SURĥ
ducers in Central Asia and the Middle East 
are welcoming the economic boon their enĥ
HUJ\� VRXUFHV� GHOLYHU�� 7KLV� ³HQHUJ\� HOOLSVH´14

is currently, and will continue to be, a major 
variable in Japan and Korea’s diplomatic and 
business calculations with the two regions.

-$3$1�$1'�&(175$/�$6,$�������������
ODA DIPLOMACY

-DSDQ¶V� WZR� GHFDGHV� RI� GHÀDWLRQ� DQG� UHFHQW�
natural disasters have led some analysts to 
GHFODUH�LWV�GHFOLQH�DQG�UHOHJDWLRQ�WR�WKH�VLGHĥ
OLQHV� RI� SDQĥ$VLDQ� LQWHUDFWLRQV�� ,QGHHG�� DV�
&KXQJ� Ī����ī� DUJXHV�� E\� ������ ,QGLD�� 6RXWK�
Korea, and the combined economies of the 
$VVRFLDWLRQ� RI� 6RXWKHDVW� $VLDQ� 1DWLRQV�
Ī$6($1ī�DUH�DOO� OLNHO\�WR�SRVVHVV�HFRQRPLHV�
that are bigger, and faster growing, than “an 
DJHLQJ� -DSDQ� PLUHG� LQ� JRYHUQPHQW� GHEW�´15

However, Japan currently remains a top globĥ
al economy and continues to play a unique 
diplomatic role in Central Asia and beyond. 

$� GH¿QLQJ� IHDWXUH� RI� -DSDQ¶V� GRPHVWLF� DQG�
foreign policy is its renunciation of war and 

“use of force as means of settling internaĥ
WLRQDO�GLVSXWHV�´� DV� VWDWHG� LQ�$UWLFOH���RI� LWV�
constitution.16 Moreover, Japan places great 
value on democracy and a liberal market 
economy, both of which it actively promotes 
throughout the globe. As Chung indicated 
in his analysis of Japan’s overseas involveĥ
PHQW�� ³ĬWĭKH� WUXPS� FDUG� RI� -DSDQHVH� GLSORĥ
PDF\� LV� WKDW�-DSDQ� LV�FRQVLGHUHG�QRQĥWKUHDWĥ
HQLQJ�´17� 1RW� RQO\� LV� -DSDQ� QRW� WHUULWRULDOO\�
contiguous to any other state, it is commitĥ
WHG� WR� ³HQVXULQJ�ZRUOG�SHDFH�DQG� VWDELOLW\�´18

Japan’s trade and investment strategy is parĥ

ticularly globalised, as it stresses but does not 
strictly require, liberal democracy and rule of 
law. More importantly, Japan is heavily reliant 
on ODA, including technology transfers and 
personnel training, as part of its economic 
foreign policy.19 These characteristics give 
the East Asian giant a unique position in the 
diplomatic arena when negotiating for energy 
FRQWUDFWV��-DSDQ¶V�0LQLVWU\�RI�)RUHLJQ�$ɱDLUV�
clearly states that an objective of Japan’s ODA 
is “to contribute to the peace and development 
of the international community, and thereby 
to help ensure Japan’s own security and prosperiĦ
ty«´ĬHPSKDVLV�DGGHGĭ�20 This statement indiĥ
FDWHV�WKDW�-DSDQ�LV�IXOO\�DZDUH�RI�WKH�EHQH¿WV�
it receives as a donor, particularly from states 
in possession of resources essential to its seĥ
curity and prosperity, including oil, gas, and 
uranium. As such, it has considerably stepped 
up its donations to the geopolitical heartland 
of Central Asia in recent years, transitionĥ
ing from its traditional concentration on 
ODUJHĥVFDOH�LQIUDVWUXFWXUH�SURMHFWV�WR�DLG�WKDW�
is “more diverse, more human in character, 
DQG�PRUH� VXSSRUWLYH� RI� VWUXFWXUDO� UHIRUP´�21

Japan has been a major donor in Central Asia 
since the collapse of the Soviet Union and 
the largest donor since 1997.22 Its overtures 
to the region began when Prime Minister 
Hashimoto Ryutaro announced a new camĥ
paign of ‘Silk Road Diplomacy’ in 1997.23 The 
following decade saw an increased number 
RI� RɷFLDO� YLVLWV� WR� WKH� UHJLRQ�� LQ� HɱRUWV� WR�
deepen ties with Kazakhstan, Kyrgyzstan, Taĥ
jikistan and Uzbekistan.24 However, progress 
KDV�EHHQ�VW\PLHG�E\�VKRUWĥOLYHG�JRYHUQPHQWV�
WKDW�PDNH� LW� GLɷFXOW� WR� SXUVXH� D� ORQJĥWHUP�
diplomatic agenda.25 Since the end of the 

Koizumi Administration in 2006, the terms 
of the next six prime ministers have averaged 
only about one year in length.26 Thus, in adĥ
dition to increased competition with fellow 
East Asian nations, Japan’s domestic environĥ
ment, characterized by frequent changes in 
leadership, has hindered the implementation 
RI�PXFKĥQHHGHG� UHIRUP�SROLFLHV� DQG� VORZHG�
SURJUHVV� RQ� ORQJĥVLJKWHG� HQHUJ\� GLSORPDF\�

Business ties are another link between the 
archipelago and Central Asia. The Japanese 
VɜJɜ�VKɜVKD, or general trading companies, are 
“equipped to handle multiple sides of a given 
WUDQVDFWLRQ�´�SURYLGLQJ�FDSLWDO�DQG�HTXLSPHQW��
¿QDQFLQJ�D�SURMHFW��¿QGLQJ�D�PDUNHW�IRU�JRRGV�
DQG�VHUYLFHV��DQG�RɱHULQJ�LQWHOOHFWXDO�VHUYLFHV�
such as research and expertise.27 Their broad 
EDVH�DQG�ORQJĥWHUP�RXWORRN�KDV�DOORZHG�WKHP�
WR� HQWHU� GHYHORSLQJ� DQG� DVĥ\HWĥXQSUR¿WDEOH�
markets, such as those found in Central Asia. 
$ORQJ�ZLWK�,13(;�ĪWKH�,QWHUQDWLRQDO�3HWURĥ
OHXP�([SORUDWLRQ�&RUSRUDWLRQī�WKDW�LV�PDMRUĥ
LW\ĥRZQHG� E\� WKH� -DSDQHVH� JRYHUQPHQW� DQG�
has an 8.33 percent stake in Kazakhstan’s Casĥ
SLDQ�.DVKDJDQ� RLO� ¿HOG�� WKH� VɜJɜ� VKɜVKD have 
been active in the region from soon after the 
former Soviet states’ independence.28 Japan’s 
top trading companies have each focused on 
GLɱHUHQW� &HQWUDO�$VLDQ� PDUNHWV��0LWVXELVKL�
Corporation, the largest VɜJɜ�VKɜVKD, is mainly 
involved in Kazakhstan, Itochu has focused 
on Turkmenistan, and Mitsui Corporation’s 
business is centred in Uzbekistan. In 1995, 
Mitsubishi carried out a feasibility study with 
([[RQ� DQG� WKH� &KLQD� 1DWLRQDO� 3HWUROHXP�
&RUSRUDWLRQ�Ī&13&ī�LQWR�D�����ĥNLORPHWUH�
gas pipeline from Turkmenistan to Kazakhĥ
stan and China.29 A ‘Silk Road Energy Misĥ
sion’ was sent to Azerbaijan, Kazakhstan, 
Turkmenistan, and Uzbekistan in 2002 with 
³KLJKĥSRZHU´� JRYHUQPHQW� DQG� LQGXVWU\� RIĥ
¿FLDOV� ³WR�H[SORUH�SRVVLEOH� DUHDV�RI� FRRSHUDĥ
WLRQ�´30 In April 2007, Foreign Minister Amari 
$NLUD� WRXUHG�&HQWUDO�$VLD� ZLWK� ���� RɷFLDOV�
and business representatives of 29 companies 
who made 24 business deals, including uraĥ
nium supply contracts between Kazakhstan 
and Itochu, Tokyo Electric Power Company 
Ī7(3&2ī�� DQG�&KXEX�(OHFWULF�3RZHU�&RPĥ
pany.31 In October, Toshiba Corporation, 
Japan’s largest manufacturer of nuclear reacĥ
tors, sold a 10 percent share in its Westingĥ
house Electric Company to Kazatomprom, 
.D]DNKVWDQ¶V� VWDWHĥRZQHG� QXFOHDU� KROGLQJ�
company. In exchange for access to Japan’s 
cutting edge nuclear technology, Kazatomĥ
SURP�RɱHUHG�DFFHVV�WR�LWV�GRPHVWLF�PDUNHW�32

Despite increased business activity in Cenĥ
tral Asia, Japan has yet to fully tap into the 
energy markets in the region. While there 
has been some success in reaching energy 
deals, Japan should capitalise on this moĥ
mentum by investing in more business and 
economic activity around energy security. In 
order to further strengthen economic ties, 

JAPAN AND SOUTH KOREA IN CENTRAL ASIA

Despite increased business activity in Central Asia, 
Japan has yet to fully tap into the energy markets 
in the region. While there has been some success in 
reaching energy deals, Japan should capitalise on 
this momentum by investing in more business and 

economic activity around energy security. 
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-DSDQ� VKRXOG� FRQWLQXH� WR� RɱHU� 2'$� ZKLOH�
expanding other forms of investment, such 
DV�WKURXJK�,13(;��WR�PLWLJDWH�VRPH�RI�WKH�
ULVNĥDYHUVLRQ� RI� LWV� SULYDWH� ¿UPV�� 0RUH� LPĥ
portantly, these objectives should be achieved 
through cooperation with Korea, another 
LPSRUWDQW�SOD\HU�LQ�WKH�UHJLRQ��LQ�D�WKUHHĥ�RU�
PXOWLĥSDUW\�HFRQRPLF� IRUXP��+LVWRULFDO� WHQĥ
sions with Korea and China, heightened by 
Japan’s recent announcement to increase deĥ
IHQFH�VSHQGLQJ�IRU�WKH�¿UVW�WLPH�LQ�D�GHFDGH�33

have proven as insurmountable obstacles to 
more integrated action in the past and could 
continue to hinder cooperation in strategic 
locations such as Central Asia in future. Thus, 
the establishment of economic dialogue will 
also serve as “an opportunity for historic 
reconciliation between Japan…and its Asian 
neighbours…to dissipate lingering distrust 
DQG� WHQVLRQ�� OHJDFLHV� RI� WKH� 3DFL¿F�:DU�´34

.25($�,1�&(175$/�$6,$��������������
%86,1(66�),567

Unlike Japan, Korea was a recipient of foreign 
aid until the early 1990s.35 Although Korea 
had been providing aid, mainly in the form of 
ORDQV��WR�&HQWUDO�$VLD�IRU�RYHU����\HDUV��LW�¿UVW�
acceded OECD’s Development Assistance 
Committee in 2010.36 Korea is proud to be 
WKH� ¿UVW� 'HYHORSPHQW� $VVLVWDQFH� &RPPLWĥ
WHH� Ī'$&ī� GRQRU� WR� HPHUJH� IURP� WKH� UDQNV�
RI� /HDVW� 'HYHORSHG� &RXQWULHV� Ī/'&Vī�37 a 
model it can use to promote relations with 
developing states. However, Korea’s ODA 
YROXPH�LV�VWLOO�³PRGHVW�´�HVSHFLDOO\�LQ�UHODWLRQ�
to Japan’s. Although it is a major donor to 
Azerbaijan, with 45.5 percent of region’s toĥ
tal aid disbursement, and makes considerable 
contributions to Uzbekistan, it still donates a 
small percentage of total aid to the region.38

In contrast to Korean government’s late start 
in ODA to Central Asia, the nation’s compaĥ
nies entered the region as soon as the Soviet 
Union fell. For example, Shindong Enercom 
Inc., a large Korean conglomerate specialisĥ
LQJ� LQ�FRWWRQ�WUDGH��¿UVW�HQWHUHG�8]EHNLVWDQ�
LQ� ������ DQG� LQ� ����� IRXQGHG� 8]ĥ6KLQGRQJ�
Silicon, a joint venture to develop silicon 
¿HOGV� LQ� WKH� -L]]DNK� UHJLRQ�39� ,Q� 1RYHPEHU�
������ WKH�¿UVW�.RUHDĥ&HQWUDO�$VLD�&RRSHUDĥ
tion Forum was held in Seoul under Prime 
0LQLVWHU�+DQ�'HRNĥVX�DQG�0LQLVWHU�IRU�)RUĥ
HLJQ�$ɱDLUV� DQG�7UDGH� 6RQJ�0LQĥVXQ�40 The 
IRUXP� ZHOFRPHG� JRYHUQPHQW� RɷFLDOV�� LQĥ
dustry representatives, and academics to esĥ
tablish regular annual dialogue and promote 
the Korean development model. Moreover, in 
������ 3UHVLGHQW� /HH�0\XQJĥEDN� DQQRXQFHG�
D� QHZ� SXUVXLW� RI� D� µ*OREDO� .RUHD¶� IRU� WKH�
³1HZ� $VLD� ,QLWLDWLYH´� WR� SURPRWH� .RUHDQ�
construction, manufacturing, and telecom 
companies.41 This initiative upgraded Kaĥ
zakhstan and Uzbekistan to strategic partners 
of Korea and led to the signing of Memoĥ
randa of Understanding to develop Central 

Asian resources, build power plants, and esĥ
tablish internet networks in Kazakhstan.42

These strong business ties, like Japan’s, have 
mainly been forged by large companies, or 
conglomerates, known as chaebƄl in Koreĥ
an. Similar to Japan’s VɜJɜ� VKɜVKD, the chaebƄl 

KDYH� ³IRUPLGDEOH´� PDUNHWLQJ� VNLOOV� DQG� FDQ�
³HɷFLHQWO\� SURFXUH� DQG� DVVHPEOH� WKH� VSHĥ
cialised components and services required 
WR� EXLOG� DQG� RSHUDWH� ODUJHĥVFDOH´� SURMHFWV�
VXFK� DV� ³LQGXVWULDO� DQG� UHVRXUFHĥH[WUDFWLRQ�
FRPSOH[HV�´43 These qualities predispose 
the chaebƄl to success in areas that smaller 
DQG�PRUH� VSHFLDOLVHG� FRPSDQLHV� ZRXOG� ¿QG�
GLɷFXOW�� 7KXV�� WKH\� KDYH� EHHQ� FDSDEOH� RI�
entering the Central Asian market with 
ORQJĥVLJKWHG� SURMHFWV� LQ� WKH� HQHUJ\� VHFWRU��

While this business model is common to both 
Japan and Korea, Korea has a strong bond to 
Central Asian states that Japan lacks: namely 
the large population of kƄryƄ saram or Soviet 
Koreans, residing mainly Kazakhstan and Uzĥ
bekistan.44 These populations were deported 
from Eastern Siberia in 1937 by the Soviets 
VXVSLFLRXV� RI� -DSDQHVH� LQÀXHQFH�� DQG� DJJUHĥ
JDWHG� LQWR�DOOĥ.RUHDQ�NRONKR]\��RU�FROOHFWLYH�
farms, to pursue specialized farming. Fluent 
in Russian, they were able to acquire trainĥ
ing from Russian technicians and become 
wealthy urbanites with privileged positions 
in society.45 Thus, although Korea’s presence 
LV�QR�ULYDO�WR�-DSDQ¶V�¿QDQFLDO�DQG�GLSORPDWLF�
FORXW�LQ�WKH�UHJLRQ��LW�GRHV�EHQH¿W�IURP�GHHS�
cultural ties with Central Asian states, a more 
recent growth model, and more dynamic 
business connections through a joint forum.

&$6(�678'<��6(&85,1*�(1(5*<�
,17(5(676�,1�8=%(.,67$1

Uzbekistan is distinctive from its neighbourĥ
ing Central Asian nations in that, although it 
is not the largest geographically, it is centrally 
located and the most populous.46 Uzbekistan 
KDV� DOVR�EHQH¿WHG� IURP�VWURQJ�JURZWK� VLQFH�
the global economic crisis, with an 8.5 percent 

LQFUHDVH�LQ�*URVV�'RPHVWLF�3URGXFW�Ī*'3ī�LQ�
2010,47 and a range of natural resource endowĥ
ments, namely 594 million barrels of proven 
oil reserves in 2012,48�VRPH�QRQĥIHUURXV�PHWĥ
als, 2 percent of the world’s total known reĥ

coverable uranium,49 and 1.6 trillion cubic 
metres of proven natural gas reserves  as of 
2010.50 Uzbekistan’s greater gas reserves may 
yet prove to be even more valuable, as econoĥ
mies around the globe seek not only to diverĥ
sify their energy sources in terms of country of 
extraction but also in terms of resource type.

Uzbekistan’s government has not let this 
shift in the country’s favour pass by unnoĥ
WLFHG��7KHUH� KDYH� EHHQ� D� QXPEHU� RI� RɷFLDO�
visits between Uzbekistan and Japan since 
the collapse of the Soviet Union, with the 
aim of strengthening economic ties between 
the two countries.51 A notable example of 
such dialogue took place in 1998, when the 
chairman of Keidanren, the Japanese Busiĥ
ness Federation, led a mission of 12 Japanese 
¿UPV� WR� 8]EHNLVWDQ�� .D]DNKVWDQ�� DQG� 7XUĥ
NH\��7KLV� LQLWLDOO\�VPDOOĥVFDOH� µEXVLQHVV�GLSORĥ
macy’ followed investment in the region by 
the Japanese government through ODA.52 

0RUH� UHFHQWO\�� LQ� ������ D� -DSDQĥ8]EHNLVWDQ�
,QYHVWPHQW� $JUHHPHQW� ĪRɷFLDOO\� ³IRU� WKH�
Liberalization, Promotion and Protection 
RI�,QYHVWPHQW´ī�ZDV�VLJQHG�LQ�7DVKNHQW�53 Jaĥ
pan has prioritised support for legal reform 
in Uzbekistan and, consistent with its emĥ
phasis on liberal democracy and rule of law, 
has chosen to pay special attention to the 
³VLWXDWLRQ�RI�KXPDQ� ULJKWV´� LQ� WKH�FRXQWU\�54

Korea, on the other hand, is a major trade 
SDUWQHU�WR�8]EHNLVWDQ�DV�D�³FRVWĥHɱHFWLYH�VXSĥ
SOLHU� RI�ERWK� FRQVXPHU� DQG� FDSLWDO� JRRGV�´55

which accounted for 7.4 percent of Uzbekiĥ
stan’s imports in 2010.56 Its major exports to 
Uzbekistan are machinery, such as cars and 
automobile parts. Uzbekistan exports much 
less to Korea, mainly uranium and agriculĥ
tural products. Moreover, due to the counĥ
WU\¶V�³KLJKO\�UHJXODWHG�WUDGH�UHJLPH´��ELODWHUDO�
trade with Korea has actually decreased in 
recent years.57 Despite these setbacks in ecoĥ
QRPLF� UHODWLRQV�� 3UHVLGHQW� /HH� 0\XQJĥEDN�
visited Uzbekistan, Kazakhstan, and Mongoĥ
lia in August 2011, reinforcing bilateral bonds 
DQG� OHDGLQJ� WKH� .RUHDĥ8]EHNLVWDQ� %XVLQHVV�

Forum to sign Memoranda of Understandĥ
ing in seven areas, including rare metals.58

There was also a 2.6 billion USD deal signed 
EHWZHHQ� WKH�.RUHDQ�*DV�&RUSRUDWLRQ� Ī.2ĥ
*$6ī�� *6� (QJLQHHULQJ� DQG� &RQVWUXFWLRQ��

JAPAN AND SOUTH KOREA IN CENTRAL ASIA

Joining efforts to engage Central Asia will help  
Japan and Korea address their long-term eco-
nomic vulnerabilities to unstable sources by not 
only diversifying the type of energy resources 
their strong economies consume, but also focus-
MRK�SR�KISKVETLMGEP�HMZIVWMÁGEXMSR�E[E]� JVSQ�

the Middle East. 
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Hyundai Engineering, Samsung Engineerĥ
LQJ�� DQG� 8]EHNQHIWJD]�� 8]EHNLVWDQ¶V� VWDWHĥ
owned oil and gas company, to construct 
D� JDVĥFKHPLFDO� SODQW� LQ� WKH� 6XUJLO� ¿HOG�59

While there are commonalities between Jaĥ
pan and Korea’s activities in Uzbekistan, the 
GLɱHUHQFHV�DUH�PRUH�VWULNLQJ��-DSDQ�KDV�EHHQ�
D� PDMRU� DLG� GRQRU� VLQFH� WKH� FRXQWU\¶V� SRVWĥ
Soviet independence; Korea only recently 
stepped up its aid to Central Asian states. Jaĥ
pan’s business activities started later and more 
WHQWDWLYHO\��D�ZLGH�UDQJH�RI�.RUHDQ�¿UPV�GLĥ
rectly invest in or export their products to 
Uzbekistan. While Prime Minister Koizumi 
was the only Japanese leader to visit the counĥ
WU\��RɷFLDO�PHHWLQJV�KDYH�EHHQ�PRUH�IUHTXHQW�
and fruitful between Korea and Uzbekistan. 

More importantly, Uzbekistan’s case illustrates 
that Japan’s priority for diplomatic relations 
with Central Asian states emphasizes politiĥ
FDO�VWDELOLW\� IRU�PHGLXPĥWHUP�VHFXULW\� LQ�WKH�
region, while Korea prioritizes development 
of resources towards its own domestic energy 
security. Consistent with these approaches, 
Japan’s diplomacy and private investment in 
the region have been characterised by caution, 
ULVNĥDYHUVLRQ��DQG�ODFN�RI�GHSWK��ZKLOH�.RUHD¶V�
¿UPV�KDYH�EHHQ�PRUH�HQWKXVLDVWLF��LQQRYDWLYH��
DQG�GHFLVLYH��+RZHYHU��WKHVH�GLɱHULQJ�VWUDWHĥ
gies in Central Asia need not be mutually exĥ
clusive. In fact, there are complementarities in 
the two approaches towards Uzbekistan that 
highlight potential gains to both Japan and 
Korea from diplomatic, if not economic, coorĥ
GLQDWLRQ�LQ�UHVRXUFHĥULFK�&HQWUDO�$VLDQ�VWDWHV�

&21&/86,21����������������������������������������
32/,&<�5(&200(1'$7,216

The observations above emphasise the energy 
potential of Central Asia and the gains awaitĥ
ing Japan and Korea, two countries facing inĥ
creasing competition from their Asian neighĥ
ERXUV� IRU� LQÀXHQFH�DQG�DFFHVV�WR�WKH�UHJLRQ��
$V� WZR� HQHUJ\ĥSRRU� DQG� KXQJU\� 1RUWKHDVW�
Asian nations, there is much that Japan and 
Korea have in common in their geopolitical 
concerns and energy security goals despite 
an imperial history of mistrust and hostility. 
Both must compete with rising demand for 
scarce energy resources not only from China 
but also from other industrialising Asian 
economies, such as Thailand and Indoneĥ
sia. Both have considerable capacity and are 
likely to continue their ODA programmes 
in accordance with their strategic interests 
in Central Asia. Lastly, both governments 
clearly state that a distinctive characteristic 
RI� WKHLU� DLG�� EH� LW� PDWHULDOĥ� RU� NQRZOHGJHĥ
EDVHG��LV�WKDW�WKH\�SURYLGH�QRW�RQO\�¿QDQFLDO�
assistance but also a breadth of experience in 
rapid modernisation and growth. Moreover, 
while Korea’s economy is now more dynamic, 
-DSDQ� VWLOO� KDV� WKH� WKLUG� ODUJHVW�*'3� LQ� WKH�

world.  As such, despite an imperial legacy 
of mistrust and hostility, Japan and Korea 
share business market climates that will help 
WKHP�FRQYHUJH�RQ�IRUZDUGĥORRNLQJ�VWUDWHJLHV�

However, the two countries have established 
their own fora for interaction with Central 
Asia, with Japan mainly driven by liberal rhetĥ
RULF� DQG� ULVNĥDYHUVH� LQYHVWPHQWV� DQG� .RUHD�
relying on its innovative and decisive private 
¿UPV��0RUH� LPSRUWDQWO\�� WKHVH� VWUDWHJLHV� DUH�
more complementary than mutually excluĥ
sive, leaving room for the two countries to 
unite and coordinate their diplomatic and 
energy security interests. If they were to apĥ
proach Central Asian states together, Japan 
and Korea could establish a competitive 
economic forum, similar to the Shanghai 
&RRSHUDWLRQ� 2UJDQLVDWLRQ� Ī6&2ī�� WR� SRRO�
from mutual strengths and tackle competiĥ
tion in the region with a united front. Such 
an alliance would maximize Japan’s record 
of promoting political stability and market 
economy values and practices, without strict 
expectations of liberalisation and democraĥ
tisation imposed by the United States, and 
EHQH¿W�IURP�WKH�JRYHUQPHQW¶V� ORQJĥVWDQGLQJ�
DQG� VLJQL¿FDQW� DLG� FRQWULEXWLRQV� WR� WKH� UHĥ
gion. On the other hand, the alliance could 
leverage Korea’s cultural ties, aggressive busiĥ
ness relations, and economic growth model, 
to pursue deeper relations with the region. 

With weaker ties between Central Asia and 
the growing economies in Southeast Asia and 
Latin America, Japan and Korea should seize 
the moment to take advantage of their presĥ
ence in the region. The two countries have a 
FRPELQHG�KLVWRU\�RI�¿QDQFLDO�DLG�DQG�FXOWXUDO�
VROLGDULW\��ZKLFK�LV�RQO\�LQWHQVL¿HG�ZLWK�WKH�LQĥ
creased economic activity carried out by their 
UHVSHFWLYH�SULYDWH�VHFWRUV��7KLV�WKUHHĥSURQJHG�
approach, combined with the promotion of 
economic liberalization and the engagement 
RI� ORFDO� JRYHUQPHQWV� WKURXJK� ORQJĥWHUP� DUĥ
rangements, gives Japan and Korea considerĥ
able leverage against another major player in 
the energy arena, China, which not only lacks 
WKH� FUHGLELOLW\� RI� GHPRFUDF\ĥSURPRWLRQ�� EXW�
has also focused the SCO on security coopĥ
eration rather than economic engagement.

-RLQLQJ� HɱRUWV� WR� HQJDJH� &HQWUDO� $VLD� ZLOO�
KHOS� -DSDQ� DQG� .RUHD� DGGUHVV� WKHLU� ORQJĥ
term economic vulnerabilities to unstable 
sources by not only diversifying the type 
of energy resources their strong economies 
consume, but also focusing on geographical 
GLYHUVL¿FDWLRQ� DZD\� IURP� WKH� 0LGGOH� (DVW��
As Japan and Korea’s common Achilles’ heel 
of energy dependence undergoes increasing 
pressure in years to come, the returns to coĥ
operation over competition rise ever higher. 

!"#$%

&'()*)+,'*)-)**).'/+'01'23+*)045

6'78,'9++:';<+8='>?*/8@A)1B'C*+D'0'E)@8F8),/'/+'0'
G+,+*'%/0/)B'?@<8)H)D),/1'0,.';<0AA),I)1'+- '3+J
*)01'"G?=K'!"#$%"&#'("&)*+$,'$-*(.*/01)'2*345'"'6#%&7
#'("'&L=',+4'M'N6O&&P='MQ4

M'#<)'%;"'R01'-+S,.).'8,'6OO&'TU';<8,0'/+'
8,1/8/S/8+,0A81)'*)A0/8+,1'R8/<'ES1180='30V0:<1/0,='
3U*IUV1/0,='#0W8:81/0,='0,.'XVT):81/0,4

Y'(),*U'74'3),,U='>;<8,0'0,.'/<)';+DF)/8/8+,'-+*'
"8A'0,.'Z01'8,'?180=K'36'&7/&2'.'2*+$,'$-*&&=',+4'6'
N6OOYP='M[JY\4

L']),)VS)A0'<)A.'6Y4Q'F)*@),/'+- '"^$;'F*+H),'
@*S.)'+8A'*)1)*H)1'TU'/<)'),.'+- '6O&&4'"^$;'%<0*)'
+- '9+*A.';*S.)'"8A'E)1)*H)1'6O&&4'_<//FB``RRR4
+F)@4+*I`+F)@aR)T`),`.0/0aI*0F<1`MMO4</Db'

['3),/'$4';0A.)*'0,.']8:/+*8W0'38D='>3+*)0='/<)'
X,8/).'%/0/)1='0,.';),/*0A'?180B'C0*JCAS,I'^0*/,)*1'
8,'0'ZA+T0A8V8,I'9+*A.K='8(%$&*92("(5'2*!"6#'#0#$:*
32&4$5'2*/&;$%*<$%'$6']+A4'M'!+4'c'N901<8,I/+,='
G4;4B'3+*)0'$@+,+D8@'d,1/8/S/)='6OOQP4

\'(),*U'74'3),,U='>;<8,0'0,.'/<)';+DF)/8/8+,'-+*'
"8A'0,.'Z01'8,'?180=K'?180J^0@8-8@'E)H8)R'&&=',+4'6'
N6OOYP='M[JY\4

Q'X4%4'$,)*IU'd,-+*D0/8+,'?.D8,81/*0/8+,='>?,0AU181B'
;<8,04K'_<//FB``RRR4)804I+H`@+S,/*8)1`@+S,/*UJ
.0/04@-De-8F1f;(b'

c'g^'%/0/81/8@0A'E)H8)R'+- '9+*A.'$,)*IU'7S,)'6O&6B'
g*8/81<'^)/*+A)SD='6O&64'_<//FB``RRR4TF4@+D`
011)/1`TFa8,/)*,)/`IA+T0ATF`IA+T0ATFaS:a),IA81<`
*)F+*/1a0,.aFSTA8@0/8+,1`1/0/81/8@0Aa),)*IUa*)J
H8)Ra6O&&`%#?Zd!Z`A+@0Aa011)/1`F.-`1/0/81/8@0Aa
*)H8)Ra+-aR+*A.a),)*IUa-SAAa*)F+*/a6O&64F.-4b

&O'^*8+*'/+'CS:S1<8D0='6Q'F)*@),/'+- '),)*IU'8,'70J
F0,='0,.'MQ'F)*@),/'+- '),)*IU'8,'3+*)0'@0D)'-*+D'
,S@A)0*'F+R)*4''36'&*/&2'.'2*9"$%=>*+$6$&%2?*@$"#$%A*
3/9@*9"$%=>*B$5&"4*&"4*<0;;)>*C0#)((D:*E#?*94'#'("='
d,1/8/S/)'+- '$,)*IU'$@+,+D8@1='70F0,'N6OOcP4

&&'3""0&)*9"$%=>*C0#)((D*FGHF4'6O&64'X4%4'$,)*IU'
d,-+*D0/8+,'?.D8,81/*0/8+,'N$d?P4'<//FB``RRR4)804
I+H`-+*)@01/1`0*@<8H)`0)+&6`F.-`OMQMN6O&6P4F.-4

&6'?DU'hU)*1'70--)='I")(2D'"=*#?$*366$#6:*9"$%=>*
&"4*#?$*J0#0%$*(.*@$"#%&)*36'&*&"4*#?$*@&02&6064'
70D)1'?4'g0:)*'ddd'd,1/8/S/)'-+*'^STA8@'^+A8@U'N&ccQP4

&M'C+*')i0DFA)='ES1180'<01'-+8A).'1+D)'$S*+F)0,'
0//)DF/1'/+'@+,1/*S@/'F8F)A8,)1'/<*+SI<'#S*:)U='
R<8@<'R+SA.'S,.)*D8,)'ES118051'D+,+F+AU'+,'
R)1/R0*.'),)*IU'/*0,1F+*/0/8+,4'#<S1'h+1@+R'
@+,/8,S)1'/+'R8)A.'18I,8-8@0,/'8,-AS),@)'8,'/<)'*)I8+,'
j'F0*/8@SA0*AU'8,'/<)'),)*IU'1)@/+*'1+')11),/80A'/+'8/1'
,0/8+,0A')@+,+DU'0,.'1)@S*8/U4

&Y'Z)+--*)U'3)DF'0,.'E+T)*/'$4'(0*:0HU='<#%&#$='2*
K$(=%&;?>*&"4*#?$*@?&"='"=*L'44)$*9&6#'N901<8,IJ
/+,='G4;4B';0*,)I8)'$,.+RD),/'-+*'d,/)*,0/8+,0A'
^)0@)='&cc\P='YcM4''

&L';<8),JF),I';<S,I='>70F0,51'd,H+AH)D),/'8,'
?180J;),/)*).'E)I8+,0A'C+*SD1'8,'/<)';+,/)i/'+- '
E)A0/8+,1'R8/<';<8,0'0,.'/<)'X,8/).'%/0/)1=K'36'&"*
<0%,$>'L&=',+4'M'Nh0U`7S,'6O&&='6O&&P='YO\JY6Q4

&['#<)';+,1/8/S/8+,'+- '70F0,4'^*8D)'h8,81/)*'+- '
70F0,'0,.'(81';0T8,)/4'_<//FB``RRR4:0,/)84I+4WF`
-+*)8I,`@+,1/8/S/8+,a0,.aI+H)*,D),/a+-aW0F0,`
@+,1/8/S/8+,a)4</DAb

&\'dT8.4

JAPAN AND SOUTH KOREA IN CENTRAL ASIA



THE JOURNAL of INTERNATIONAL POLICY SOLUTIONS | SPRING 2013 | 9

!"#$%&%'()*#+, #-+).%/&#0,,1%)'2#34516(.)#7772#8161&9'#
:+;.#%&#(5.#7&(.)&1(%+&1;#4+<<=&%(*2>#?5((6@AABBB2
<+,12/+2C6A6+;%D*A+(5.)AE;=.E++FA!GG!A!GG!HIH!2
5(<J

!G#45=&/K#38161&9'#7&L+;L.<.&(#%&#0'%1H4.&(.).M#
:./%+&1;#-+)=<'#%&#(5.#4+&(.N(#+, #:.;1(%+&'#B%(5#
45%&1#1&M#(5.#O&%(.M#P(1(.'K>#QRSHQT"2

TR#$%&%'()*#+, #-+).%/&#0,,1%)'K#8161&2##3U1)(#772#
8161&9'#$.M%=<HV.)<#U+;%D*#+&#W,,%D%1;#X.L.;+6H
<.&(#0''%'(1&D.#YWX0Z2>#?5((6@AABBB2<+,12/+2C6A
6+;%D*A+M1AB5%(.ATRRTA61)(T[RT<.M(.)<I25(<;#
Y1DD.''.M#!TA!GATR!!K#TR!!ZJ

T!#\.&(#]2#41;M.)K#30'%19'#]<6(*#V1&FK>#!"#$%&'(
)**+%#,($1)D5A06)%;#Y!GG^ZK#__H^G2

TT#`+);M#X.L.;+6<.&(#7&M%D1(+)'@#a.(#b%;1(.)1;#
0%M#-;+B'#,)+<#X04#X+&+)'#V5.#`+);M#b1&F#c)+=6#
YTR!TZ2####################

TI#-).)/012/34)5()67)8(.9(4$+:;$,(<=>(>"(
1$'>#+?(),%+@(A'%>$B(C%'&B"D8(<E*"#B()'+?F>%:+(5>B@(
YTRR^Z2

TQ#7E%M2##

T_#45=&/K#38161&9'#7&L+;L.<.&(#%&#0'%1H4.&(.).M#
:./%+&1;#-+)=<'#%&#(5.#4+&(.N(#+, #:.;1(%+&'#B%(5#
45%&1#1&M#(5.#O&%(.M#P(1(.'K>#QRSHQT"2

T^#:%DF#$1)(%&K#3V%<.;%&.#+, #8161&9'#U)%<.#$%&%'H
(.)'#B%(5#c++/;.#X+D'#1&M#V%<.;%&.#8PK>#!)%DF2D+<#
YTR!TZ2#?5((6@AA!)%DF2D+<AE;+/A(%<.;%&.HC161&'H
6)%<.H<%&%'(.)'H/++/;.HM+D'H1&MH(%<.;%&.HC'2J

TS#\.&(#]2#41;M.)K#38161&9'#]&.)/*#0&/'(#1&M#
(5.#41'6%1&#c).1(#c1<.K>#/G4()'+?F,%,#!TK#&+2#!#
Y$1)D5#TRR!Z2################

T"#d%'1&.#$1'1F%K#38161&#8+%&'#(5.#]&.)/*#:1D.#%&#
4.&()1;#0'%1K>#-+H+'(!":=,(YTRR^Z2

TG#P5%)%&#0F%&.)K#3;$(1+,H%+'8(."?%>%:,I(2'$#&F(+'B(
6$:=#%>F#Ye+&M+&f#a.B#g+)FK#a2g2@#:+=(;.M/.4=)h+&K#
TRRQZK#QR_2##############

IR#d%'1&.#$1'1F%K#38161&9'#X)%L.#%&#4.&()1;#0'%1K>#
-+H+'(!":=,#YTRR^Z2

I!#V+/h51&#\1''.&+L1#1&M#$1'1F+#V+F%K#38161&#
1&M#\1h1F5'(1&@#a=D;.1)#]&.)/*#4++6.)1(%+&K>#
/=:?$+#(3;#$+>(7'%>%+>%J$(!I#Y$1)D5#TRRGZ2#############

IT#45=&/K#38161&9'#7&L+;L.<.&(#%&#0'%1H4.&(.).M#
:./%+&1;#-+)=<'#%&#(5.#4+&(.N(#+, #:.;1(%+&'#B%(5#
45%&1#1&M#(5.#O&%(.M#P(1(.'K>#QRSHQT"2

II#38161&#P..F'#(+#b++'(#$%;%(1)*#P6.&M%&/K>#GG1(
K"#?B(/$L,K#G#81&=1)*#TR!I2#################

IQ#45=&/K#38161&9'#7&L+;L.<.&(#%&#0'%1H4.&(.).M#
:./%+&1;#-+)=<'#%&#(5.#4+&(.N(#+, #:.;1(%+&'#B%(5#
45%&1#1&M#(5.#O&%(.M#P(1(.'K>#QRSHQT"2

I_#8%&#`++F#45+%K#30)(%D;.'@#-)+<#1#:.D%6%.&(#(+#
1#X+&+)#P(1(.@#0D5%.L.<.&('#1&M#451;;.&/.'#+, #
\+).1'#WX02>#7&(.)&1(%+&1;#:.L%.B#+, #U=E;%D#0M<%&H
%'()1(%+&#!_K#&+2#I#YTR!!ZK#I"2

I^#V5.#-)1<.B+)F#0D(#+&#7&(.)&1(%+&1;#X.L.;H
+6<.&(#4++6.)1(%+&#3;1*'#+=(#(5.#6)%&D%6;.'K#
+EC.D(%L.'K#1&M#D++)M%&1(%+&#<.D51&%'<#+, #\+).19'#
WX02>##P%<%;1)#(+#(5.#8161&#7&(.)&1(%+&1;#4++6H
.)1(%+&#0/.&D*#Y8740ZK#(5.#\+).1#7&(.)&1(%+&1;#
4++6.)1(%+&#0/.&D*#Y\W740Z#B1'#.'(1E;%'5.M#%&#
!GG!#1&M#%<6;.<.&('#(5.#/)1&('#M.(.)<%&.M#
E*#(5.#$%&%'()*#+, #-+).%/&#0,,1%)'#1&M#V)1M.2#7&#
D+&C=&D(%+&K#(5.#]D+&+<%D#X.L.;+6<.&(#4++6.)1H
(%+&#-=&M#Y]X4-ZK#B5%D5#B1'#.'(1E;%'5.M#%&#!G"SK#
%<6;.<.&('#;+1&'#M.(.)<%&.M#E*#(5.#$%&%'()*#+, #

P()1(./*#1&M#-%&1&D.2

IS#7E%M2

I"#C"#$+(7'>$#'+>%"'+?(1""H$#+>%"'()&$':F8()''=+?(
4$H"#>(MNOO(Y\+).1#7&(.)&1(%+&1;#4++6.)1(%+&#
0/.&D*K#a+L.<E.)#TR!TZ2#?5((6@AABBB2F+%D12/+2F)A
=6;+1MA6)A1&&=1;ATR!!1&&=1;[.26M,J

IG#3P5%&M+&/#]&.)D+<#7&D#(+#7&L.'(#OPiQ^2_<#
%&(+#OhE.F%'(1&K>#OhM1%;*2D+<#YTRRGZ2

QR#:.6=E;%D#+, #\+).1K#$%&%'()*#+, #-+).%/&#0,,1%)'#
1&M#V)1M.2#3V5.#!'(#\+).1H4.&()1;#0'%1#-+)=<#(+#
E.#d.;M2>

Q!#3P+=(5#\+).1&#U).'%M.&(#X.D;1).'#3a.B#0'%1#
7&%(%1(%L.>#M=)%&/#7&M+&.'%1#j%'%(K#GG1(9"'%>"#%'&(
),%+(.+:%*%:#YR"#$1)D5#TRRGZ2

QT#41;M.)#1&M#\%<K#3\+).1K#(5.#O&%(.M#P(1(.'K#1&M#
4.&()1;#0'%1@#-1)H-;=&/#U1)(&.)'#%&#1#c;+E1;%h%&/#
`+);M2>

QI#41;M.)K#38161&9'#]&.)/*#0&/'(#1&M#(5.#41'6%1&#
c).1(#c1<.2>

QQ#82#W((+#U+5;K#3](5&%D#4;.1&'%&/#%&#(5.#OPP:K#
!GISH!GQGK>#1"'>#%P=>%"',(>"(>;$(6>=BF("*(K"#?B(
Q%,>"#FK#j+;2#^_2#`.'(6+)(K#4+&&2@#c)..&B++M#U).''#
Y!GGGZ2

Q_#W6#D%(2

Q^#V5.#c+L.)&<.&(1;#U+)(1;#+, #(5.#:.6=E;%D#+, #
OhE.F%'(1&2#3P(1(%'(%D1;#7&,+)<1(%+&2>#?5((6@AABBB2
/+L2=hA.&A5.;6%&,+A6+6=;1(%+&[;1E+=)AT^TTJ

QS#V5.#O2P2#X.61)(<.&(#+, #P(1(.2##3b1DF/)+=&M#
a+(.@#OhE.F%'(1&2>#?5((6@AABBB2'(1(.2/+LA)A61A.%A
E/&ATGTQ25(<J

Q"#]&.)/*#7&,+)<1(%+&#0M<%&%'()1(%+&2#34+=&()*#
0&1;*'%'#b)%.,'@#OhE.F%'(1&>#YTR!TZ2#?5((6@AABBB2
.%12/+LA]$]OAD1E'AOhE.F%'(1&A6M,26M,J

QG#`+);M#a=D;.1)#0''+D%1(%+&2##3P=66;*#+, #O)1H
&%=<2>#?5((6@AABBB2B+);MH&=D;.1)2+)/A%&,+A%&,S_2
5(<;J#

_R#41;M.)K#38161&9'#]&.)/*#0&/'(#1&M#(5.#41'6%1&#
c).1(#c1<.2>

_!#U)%<.#$%&%'(.)#$=N(1)+L#L%'%(.M#8161&#,%)'(#
%&#!GGI2#7&#!GGSK#1'#$%&%'(.)#+, #(5.#]D+&+<%D#
U;1&&%&/#0/.&D*K#0'+#V1)+#B1'#(5.#,%)'(#8161&.'.#
/+L.)&<.&(#+,,%D%1;#(+#L%'%(#OhE.F%'(1&2#7&#81&=1)*#
!GG"K#OhE.F%'(1&%#U)%<.#$%&%'(.)#O(F%)#P=;(1&+L#
L%'%(.M#V+F*+KU)%<.#$%&%'(.)#$=N(1)+L#L%'%(.M#8161&#
,%)'(#%&#!GGI2#7&#!GGSK#1'#$%&%'(.)#+, #(5.#]D+&+<%D#
U;1&&%&/#0/.&D*K#0'+#V1)+#B1'#(5.#,%)'(#8161&.'.#
/+L.)&<.&(#+,,%D%1;#(+#L%'%(#OhE.F%'(1&2#7&#81&=1)*#
!GG"K#OhE.F%'(1&%#U)%<.#$%&%'(.)#O(F%)#P=;(1&+L#
L%'%(.M#V+F*+2#$%&%'()*#+, #-+).%/&#0,,1%)'K#8161&2##
38161&HOhE.F%'(1&#:.;1(%+&'2>#?5((6@AABBB2<+,12
/+2C6A)./%+&A.=)+6.A=hE.F%'(1&A%&M.N25(<;J#

_T#41;M.)K#38161&9'#]&.)/*#0&/'(#1&M#(5.#41'6%1&#
c).1(#c1<.2>

_I#$%&%'()*#+, #-+).%/&#0,,1%)'K#8161&2#3P%/&%&/#
+, #7&L.'(<.&(#0/)..<.&(#E.(B..&#8161&#1&M#(5.#
:.6=E;%D#+, #OhE.F%'(1&2>#?5((6@AABBB2<+,12/+2C6A
1&&+=&D.A1&&+=&D.ATRR"A"A!!"T^_^[!RQR25(<;#
1DD.''.M#!TAT!ATR!!J

_Q#8161&K#$%&%'()*#+, #-+).%/&#0,,1%)'2#38161&9'#WX0@#
:+;;%&/#U;1&#,+)#:.6=E;%D#+, #OhE.F%'(1&>#YTR!RZ2

__#41;M.)#1&M#\%<K#3\+).1K#(5.#O&%(.M#P(1(.'K#1&M#
4.&()1;#0'%1@#-1)H-;=&/#U1)(&.)'#%&#1#c;+E1;%h%&/#
`+);M2>

_^#O2P2#X.61)(<.&(#+, #P(1(.2##3OhE.F%'(1&2>#
?5((6@AABBB2'(1(.2/+LA+=(+,M1(.AE/&A=hE.F%H
'(1&A!G^RTS25(<J

_S#O2P2#X.61)(<.&(#+, #P(1(.2##3b1DF/)+=&M#a+(.@#
OhE.F%'(1&2>#?5((6@AABBB2'(1(.2/+LA)A61A.%A
E/&ATGTQ25(<J

_"#\+).1K#$%&%'()*#+, #\&+B;.M/.#]D+&+<*2#3\+).1K#
OhE.F%'(1&#P().&/(5.&#7&M='()%1;#U1)(&.)'5%62>#
?5((6@AABBB2<F.2/+2F)A;1&/=1/.A.&/A&.B'A&.B'[
L%.B2C'6k(1E;.a<l][R![R!m'.nl!RQ^oJ

_G#3OhE.F%'(1&K#P2#\+).1#P%/&#iT2^E&#c1'#U;1&(#
X.1;#p#b='%&.''#p#X0`a24W$K>#V5.#X0`a#$.M%1#
c)+=62#?5((6@AABBB2M1B&2D+<ATR!!AR"AT_A
=hE.F%'(1&H'HF+).1H'%/&HT^E&H/1'H6;1&(HM.1;25(<;J

JAPAN AND SOUTH KOREA IN CENTRAL ASIA



10 | SPRING 2013 | THE JOURNAL of INTERNATIONAL POLICY SOLUTIONS

ETHNIC                  
DISCRIMINATION                 
AGAINST                
XINJIANG’S             
UYGHURS
Western China and the Way Forward

CHAS CULVERWELL

Graduate School of International Relations and 
4EGMÁG�7XYHMIW�

University of California, San Diego

,1752'8&7,21

TKHUH�LV�D�ORQJ�KLVWRU\�RI�FRQÀLFW�EHWZHHQ�
the Han Chinese and the Turkish Muslim peoĥ
ple of northwestern China, known today as Uyĥ
ghurs. Since before the founding of the People’s 
Republic of China, the Chinese Communist 
3DUW\�Ī&&3ī�KDV�HVSRXVHG�DXWRQRP\�IRU�PLQRUĥ
ity groups, and for the Uyghurs it seemed like 
this policy had come to fruition when the Chiĥ
nese province of Xinjiang became the Xinjiang 
Uyghur Autonomous Region in 1955. However, 
very little actual autonomy has been devolved 
WR�;LQMLDQJ¶V�PLQRULW\�JURXSV��DQG�KXJH�LQÀX[HV�
of Chinese migrants since 1949 have drastically 
changed the demographic and economic strucĥ
ture of the region. Uyghurs claim they have been 
marginalized and often discriminated against in 
;LQMLDQJ��GHVSLWH�RɷFLDO�&KLQHVH�HɱRUWV�WR�LPĥ
prove Uyghur living standards and economic 
opportunities. The government’s most recent 
ODUJHĥVFDOH� SROLF\� LQ� WKH� UHJLRQ�� WKH�:HVWHUQ�
Development Program, has focused on developĥ
ing Western China, which is also supposed to 
EHQH¿W�PLQRULWLHV�LQ�WKH�UHJLRQ��:LWK�WKH�Rɷĥ
cial stated goal of rebalancing China’s regional 
inequality of development and opportunities, 
the Western Development Program, initiated in 
������RɱHUHG�:HVWHUQ�SURYLQFHV��LQFOXGLQJ�;LQĥ
jiang, preferential tax rates, land use rights and 
EDQN�ORDQV��UHVXOWLQJ�LQ�D�VL]DEOH�LQÀX[�RI�FDSLWDO�
to the region, as well as investment in transporĥ
tation and other infrastructure development.1

6XFK�SROLF\�KDV�UHVXOWHG�LQ�DQ�HYHQ�ODUJHU�LQÀX[�
of Han Chinese to the province, with tensions 
FXOPLQDWLQJ�LQ�DQ�RXWEUHDN�RI�LQWHUĥHWKQLF�YLRĥ
lence in 2009, leaving close to 200 dead by ofĥ
¿FLDO�UHFRUGV�2 This paper seeks to determine to 
what extent Uyghurs are discriminated against 
economically in Xinjiang, and whether or not 
conditions have improved in recent years.      

Xinjiang province is important to China beĥ
cause of its resources and strategic location, 
while separatist movements among ethnic Uyĥ
JKXUV� WKUHDWHQ� WKH� QRWLRQ� RI� ³2QH� &KLQD´� DV�
an indivisible Chinese nation made up of 56 
GLɱHUHQW� HWKQLF� JURXSV�� 7KH� &KLQHVH� JRYHUQĥ
ment does all it can to avoid any ethnic friction, 
DQG�³ERRVWLQJ�QDWLRQDO�XQLW\´�DQG�³PDLQWDLQLQJ�
VRFLDO� VWDELOLW\´� DUH� WZR� RI� WKH� VWDWHG� SROLWLFDO�
goals of the Western Development policy.3 Beiĥ
jing would like to have Uyghurs integrate with 
mainstream Han Chinese society and peacefully 
accept Chinese Communist Party rule, with 
economic development seen as the main factor 
leading to this desired outcome. Thus, China is 
trying to suppress Uyghur separatism and imĥ
prove Uyghur living conditions at the same time. 

There are several reasons that China’s leadĥ
ership cannot tolerate any degree of Uyghur 
separatism. First, as stated, Xinjiang is a region 
of immense strategic importance to China. It 
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PDNHV�XS�DERXW�RQHĥVL[WK�RI�&KLQD¶V�ODQG�DUHD�
and has rich mineral resources, including natĥ
XUDO�JDV��RLO��DQG�QRQĥIHUURXV�PHWDO�GHSRVLWV��
$Q�HVWLPDWHG�RQHĥWKLUG�RI�&KLQD¶V�RLO�UHVHUYHV�
are in Xinjiang.4 It also shares borders with 
eight other countries in Central Asia, makĥ
ing it important for China’s trade and secuĥ
rity interests. Second, as mentioned, China’s 
claim to Xinjiang is an important part of its 
³2QH�&KLQD´�SROLF\��DQG� LI� LW�ZHUH� IRUFHG�WR�
grant greater autonomy to Xinjiang, it may 
then have to do the same for Tibet and maybe 
even other minorities. Finally, the Chinese 
Communist Party has shown that it is not 
willing to be challenged politically by any posĥ
sible competitor, particularly one associated 
closely with an ethnic identity, be it Tibetan, 
Uyghur or Zhuang. For all these reasons, 
China has responded to Uyghur agitation 
with tight controls and even violent force. 

Uyghur separatism has been on the rise, with 
activity rising in the wake of independence 
movements among Central Asian former 
Soviet Republics. There have been several 
hundred incidents of bombings, riots, demĥ
onstrations, and assassinations in Xinjiang 
since 1990. In return, Beijing has restricted 
religious freedoms, increased police presĥ
ence and surveillance, sometimes even usĥ
ing blatant brutality to maintain control in 
Xinjiang. Since 1996, it has carried out sevĥ
HUDO�³6WULNH�+DUG´�FDPSDLJQV�WDUJHWLQJ�SHWW\�
crime as well as separatism, terrorism, and exĥ
tremism. As part of these campaigns, several 
thousand Uyghurs have been detained, tried, 
and sentenced, often under the broad and 
nebulous category of political crimes. These 
campaigns have only served to further alienĥ
ate the Uyghurs, resulting in more rounds of 
violence.5�6LQFH�������WKH�&KLQHVH�JRYHUQPHQW�
has exploited the global war on terrorism to 
ODEHO�8\JKXU� VHSDUDWLVW� HOHPHQWV� ³WHUURULVWV´�
and crack down on them even more harshly.6 

Uyghur separatism is arguably China’s most 
critical threat to internal security.7 From 
China’s perspective, this makes the need to 
improve the Uyghurs’ economic situation 
even more urgent. It is likely that part of 
the rationale for the Western Development 
Program is to try to improve living condiĥ
tions for ethnic minorities and remove ecoĥ
nomic catalysts of separatism.8 Two recent 
surveys of Han Chinese and Uyghurs workĥ
ing in Urumqi, the capital city of Xinjiang, 
KDYH� YHU\� PL[HG� ¿QGLQJV�� EXW� WKH\� VXJJHVW�
that although Uyghurs in general have sigĥ
QL¿FDQWO\� ORZHU� LQFRPHV� WKDQ�+DQ� &KLQHVH�
LQ� WKH� SURYLQFH�� 8\JKXUV� DUH� DEOH� WR� HɱHFĥ
tively compete with Han Chinese in some 
sectors. Moreover, there is little evidence of 
discrimination against Uyghurs in the state 
sector, and a small minority of upwardly 
mobile Uyghurs are among the top earners 
in Urumqi, their success coming through 
CCP membership, education, and business.  

&+,1$¶6�())2576�72�,03529(������
8<*+85�(&2120,&�&21',7,216��

A HISTORICAL PERSPECTIVE

,W�LV�ZHOOĥNQRZQ�WKDW�&KLQD¶V�XUEDQĥUXUDO�DQG�
XSSHU�FODVVĥORZHU�FODVV�LQFRPH�JDSV�DUH�ZLGH�
DQG�KDYH�RQO\�EHHQ�LQFUHDVLQJ�VLQFH�WKH�PLGĥ
1980s, and the very poorest areas of China 
DUH�LQ�WKH�:HVWHUQ�UHJLRQV�ZHVW�RI�WKH�$LKXLĥ
Tongcheng line.9 According to a 1994 China 
Today report, of the 80 million Chinese then 
living in poverty, 80 percent lived in minorĥ
ity regions.10 Although economic growth has 
brought many out of poverty, it has been unĥ
HYHQ�� � %\� ����� SHU� FDSLWD�*'3� LQ� (DVWHUQ�
China was 2.5 times that of Western China.11  
Somewhat ironically, Chinese policies are 
ERWK�SHUSHWXDWLQJ�WKLV�LQHTXDOLW\�Ħ�DQG�HYHQ�
GLVFULPLQDWLRQ�Ħ�ZKLOH�DOVR�VHUYLQJ�DV�WKH�8\ĥ
ghurs’ and other minorities’ best hope to esĥ
cape poverty. Loosening of the hukou system 
Ħ�WKH�IDPLOLDO�UHJLVWUDWLRQ�V\VWHP�GHVLJQHG�WR�
restrict mass migration and encourage settleĥ
PHQW�VWDELOLW\�Ħ�KDV�JLYHQ�DOO�&KLQHVH�D�EHWWHU�
chance to migrate in search of economic opĥ
portunities, but this has also allowed for the 
latest wave of Han migrants to Xinjiang. To 
be sure, the Western Development Program, 
and similar initiatives, have poured cash into 
Xinjiang and other western provinces and alĥ
lowed for vast infrastructure improvements, 
but Han Chinese are often favored for emĥ
ployment on these projects. Chinese migrants 
can play an important, perhaps key, role in the 
development of Xinjiang’s economy, but the 
Uyghurs often see them as only “reinforcing 
a colonial rule, monopolizing local natural reĥ
sources, and accumulating wealth by exploitĥ
LQJ�PLQRULWLHV�´12 Scholars have documented a 
large and widening income gap between Uyĥ
ghurs and Han Chinese, and Uyghurs generĥ
ally hold the less desirable jobs in Xinjiang.13

%DUU\�6DXWPDQ�Ī����ī�HPSKDVL]HV�WKH�EUHDGWK�
and depth of China’s preferential policies 

for minorities, saying they are arguably the 
world’s largest case of what would be called 
³DɷUPDWLYH� DFWLRQ´� LQ� WKH� 8QLWHG� 6WDWHV� RU�
³SRVLWLYH� GLVFULPLQDWLRQ´� LQ� %ULWDLQ�14 He 
recognizes the CCP’s “paternalistic and hiĥ
HUDUFKLFDO� DSSURDFK� WR�PLQRULW\� DɱDLUV´� DQG�
China’s desire to advance social evolution of 
WKH�PLQRULWLHV��EXW�KH�DOVR�VHHV�PDQ\�EHQH¿WV�
to minorities, including some that allow them 
to maintain their traditional ways.15 Accordĥ
ing to Sautman, preferential policies for Uyĥ
ghurs in Xinjiang have fallen into three main 
categories: family planning, education, and 
employment. Uyghurs have consistently been 
allowed to have more children than Han famiĥ

lies in Xinjiang. There is a large gap in educaĥ
tional attainment between Han Chinese and 
Uyghurs, but a higher proportion of minority 
students receive government aid, minority 
VWXGHQWV� HQMR\� VLJQL¿FDQWO\� ORZHU� PLQLPXP�
scores required on university entrance exĥ
ams, and in 1997, Xinjiang’s governor asserted 
that minorities accounted for 60 percent of 
the enrollment in Xinjiang’s colleges and uniĥ
versities, which is a higher proportion than 
their share of the population in Xinjiang.16 

In matters of hiring and promotion, Mao 
Zedong originally proposed that the trainĥ
ing of minority cadres would be the key 
WR� VROYLQJ� &KLQD¶V� ³QDWLRQDOLWLHV� SUREOHP�´�
There are many cases of minorities holding 
PRUH� KLJKĥUDQNLQJ� VWDWH� RɷFHV� LQ� PLQRULW\�
areas than their share of the population, but 
they are generally underrepresented in the 
ranks of CCP cadres, though the percentĥ
age of minority membership in the Chinese 
Communist Party has been gradually inĥ
creasing. Minorities enjoy less of an advanĥ
tage in seeking employment in other jobs, 
though quotas and preferential hiring proĥ
cesses theoretically favor minorities seeking 
PDQ\� JRYHUQPHQWĥVSRQVRUHG� MREV� LQ� PDQ\�
GLɱHUHQW� VHFWRUV�� � /DUJH� VWDWHĥRZQHG� HQWHUĥ
prises in Xinjiang, for example, must emĥ
ploy at least 25 percent minority workers.17

On the other hand, Matthew D. Moneyhon 
Ī����ī� VHHV� DOPRVW� DOO� RI� &KLQHVH� PLQRULW\�
policy as a thinly veiled set of policies for reĥ
inforcing CCP and Han domination of China 
DQG�;LQMLDQJ� VSHFL¿FDOO\��+H�DUJXHV� WKDW� WKH�
Western Development Program may be little 
more than “the latest incarnation of Beijing’s 
strategy to integrate and assimilate minoriĥ
WLHV� LQWR� WKH� IDEULF� RI� JUHDWHU� &KLQD�´18 He 
questions the economic viability of the plan 
and documents the changes made to China’s 
regional autonomy around the time the plan 
was rolled out that actually “recentralize deĥ

FLVLRQĥPDNLQJ�SRZHUV�´�7KH�SURJUDP¶V� IRFXV�
on huge infrastructure projects attracts more 
Han migrants seeking work opportunities and 
may simply be a calculated pretext for further 
increasing the Han proportion of Xinjiang’s 
population. Finally, Moneyhon gives examĥ
ples of patronizing statements made by Han 
Chinese leaders that cast Western Developĥ
PHQW�DV�D�³FLYLOL]LQJ�SURMHFW�´�+H�LPSOLHV�WKDW�
the whole project is intentionally designed 
WR� FRĥRSW� PLQRULWLHV� LQWR� DVVLPLODWLQJ� ZLWK�
the Han Chinese culturally and politically.19 

Chinese policy towards the Uyghurs and other 
minorities clearly involves an intriguing mix 

By 2004, per capita GDP in Eastern China 
was 2.5 times that of Western China.
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of positive and negative aspects. This leads 
to the central question of this paper: to what 
extent have the policies resulted in, or failed 
to mitigate, economic discrimination against 
Uyghurs in Xinjiang, and does the economic 
situation seem to be getting better or worse? 

5(&(17�3$77(516�2)�8<*+85���
(03/2<0(17�$1'�,1&20(

Unfortunately, the Chinese government does 
not release statistics on income or other deĥ
YHORSPHQW�LQGLFDWRUV�IRU�WKH�GLɱHUHQW�HWKQLF�
groups in China, making it nearly impossible 
to determine how Uyghur incomes or ecoĥ
nomic opportunities have changed over time. 
However, two independent academic studies 
were published in 2011 that examined Uyghur 

and Han wages and employment patterns 
LQ� 8UXPTL�� ;LDRZHL� =DQJ� Ī����ī� FRQGXFWHG�
a random household survey of 800 Uyghur 
and Han residents of Urumqi in 2005, and 
$QWKRQ\�+RZHOO� DQG�&LQG\� )DQ� Ī����ī� FRQĥ
ducted a survey of 399 migrants working in 
WKH� VHUYLFH� VHFWRUħERWK� +DQ� &KLQHVH� DQG�
8\JKXUVħLQ�8UXPTL�LQ�������7KH�UHVXOWV�RI�
these surveys provide some insight into the 
level of inequality between Han Chinese 
and Uyghurs in Xinjiang’s capital city. They 
also reveal some other interesting patterns.

The Uyghur and Han respondents to Zang’s 
household survey actually look quite simiĥ
lar in many areas. The average age for both 
groups was around 50, and 85 percent of the 
Uyghur respondents and 90 percent of the 
Han respondents were married. Men made 
up slightly more than half of the Han responĥ
dents, while women formed a slight majority 
of the Uyghur respondents. Uyghur responĥ
dents were actually slightly more likely to 
KDYH�IXOO�WLPH�ZRUN�Ī���SHUFHQW��FRPSDUHG�WR�
�����SHUFHQW� IRU�+DQ�&KLQHVHī��+DQ�&KLQHVH�
had a slightly higher level of education on avĥ
erage, though the largest number of responĥ
dents in both groups had received a junior 
high school education only, followed by seĥ
nior high education for Han Chinese but only 
primary school education for Uyghurs. Howĥ
ever, a higher percentage of Uyghur responĥ

GHQWV�KDG�D�XQLYHUVLW\�HGXFDWLRQ�Ī����SHUFHQW�
RI�+DQ�&KLQHVH�DQG������SHUFHQW�RI�8\JKXUVī��
The low gap in education, and relatively high 
SHUFHQWDJH� RI� FROOHJHĥHGXFDWHG� 8\JKXUV��
may be a result of Urumqi’s status as a center 
for Uyghur professionals and intellectuals.20

7KH�ELJJHVW�GLɱHUHQFH�EHWZHHQ�+DQ�DQG�8\ĥ
ghur respondents were in the areas of party 
membership and state employment. Thirty 
percent of Han respondents were CCP memĥ
bers, compared to only 13 percent for Uyghurs. 
$OVR��RYHU�WKUHHĥIRXUWKV�RI�WKH�+DQ�&KLQHVH�
surveyed worked in the state sector, whereas 
OHVV�WKDQ�WZRĥWKLUGV�RI�WKH�8\JKXUV�KDG�VWDWH�
employment. Interestingly, about half of Han 
respondents’ fathers were state workers, 
whereas about a third of the Uyghurs’ fathers 

were state workers.21 This means that today, 
Han Chinese in Urumqi are only 28 percent 
more likely to work for the state than their Uyĥ
ghur counterparts, whereas their fathers were 
53 percent more likely to work for the state 
than the Uyghurs of the previous generation.  

The reported incomes of the survey reĥ
spondents are the most important evidence 
for assessing inequality in Urumqi. The avĥ
erage monthly income of Han survey reĥ
spondents was 1,141.7 RMB, compared to 
������ 50%� IRU� 8\JKXUV� Ī86'� Ĳ���� DQG�
Ĳ����� UHVSHFWLYHO\�� LQ� ����� GROODUVī�22  The 
SDUDJUDSKV� EHORZ� H[SDQG� RQ� WKHVH� ¿Jĥ
XUHV� WR� SDUWO\� DFFRXQW� IRU� WKLV� GLɱHUHQFH�

Uyghur men make only about 12 percent less 
than Han Chinese men in Urumqi, but there 
DUH� VWULNLQJ� ZDJH� GLɱHUHQWLDOV� EHWZHHQ�+DQ�
Chinese and Uyghurs for some background 
characteristics. According to the survey reĥ
VXOW�� WKHUH� LV� QR� VWDWLVWLFDOO\� VLJQL¿FDQW� GLIĥ
ference between the wages of illiterate or 
FROOHJHĥHGXFDWHG�8\JKXUV� FRPSDUHG� WR�+DQ�
&KLQHVH���7KHUH�DUH��KRZHYHU��ODUJH�GLɱHUHQFĥ
es in wages for most other educational catĥ
egories, with Han Chinese senior high school 
JUDGXDWHV� HDUQLQJ� VLJQL¿FDQWO\� PRUH� WKDQ�
their Uyghur counterparts. Interestingly, Han 
Chinese enjoy higher gains to secondary eduĥ
cation, whereas Uyghurs receive higher gains 

WR�WHUWLDU\�HGXFDWLRQ��7KHUH�LV�QR�VLJQL¿FDQW�
GLɱHUHQFH� LQ� LQFRPH� EHWZHHQ�+DQ� &KLQHVH�
and Uyghurs who work in the state sector, alĥ
though Uyghurs who work outside the state 
sector make almost exactly half as much as 
+DQ� QRQĥVWDWH� ZRUNHUV�� 0RUHRYHU�� 8\JKXUV�
who belong to the CCP actually make more 
money on average than Han Chinese CCP 
PHPEHUV�Ī������50%�WR�������50%�SHU�PRQWK�
UHVSHFWLYHO\��D�GLɱHUHQFH�RI����SHUFHQWī��7KLV�
LV� D� VWDWLVWLFDOO\� VLJQL¿FDQW� GLɱHUHQFH� WKDW�
suggests in general only Uyghur elites are alĥ
lowed to join the party, and when they do, 
they are well compensated.23 These statistics 
also suggest that Uyghurs who are educated, 
and who work the state sector, are the reĥ
cipients of little to no pay discrimination, 
whereas less educated Uyghurs working in the 
private sector may be strongly discriminated 
DJDLQVW� LQ� WHUPV� RI� ¿QDQFLDO� FRPSHQVDWLRQ��

7KH�ZDJH� GLɱHUHQWLDOV�ZLWKLQ� HWKQLF� JURXSV�
are also illuminating. For example, the wage 
GLɱHUHQWLDO�EHWZHHQ�PHQ�DQG�ZRPHQ�LV�KLJKĥ
er for Uyghurs than for Han Chinese, which 
may mean that Uyghur women are especially 
vulnerable to pay discrimination. Also, as sugĥ
gested above, Uyghurs gain a much greater 
competitive advantage by being party memĥ
EHUV�Ħ�DQG�HVSHFLDOO\�E\�ZRUNLQJ�LQ�WKH�VWDWH�
VHFWRU�Ħ�WKDQ�+DQ�&KLQHVH��8\JKXUV�RXWVLGH�
of the state sector on average make only 
about a third as much as Uyghurs who are 
state employees, whereas Han Chinese in 
RWKHU�VHFWRUV�RQ�DYHUDJH�PDNH�WKUHHĥIRXUWKV�
as much as those who work in the state sector. 

A statistical analysis performed by Zang 
shows that all other factors held constant, 
Uyghurs in Urumqi make 31 percent less than 
Han Chinese, and this result is statistically 
VLJQL¿FDQW� DW� WKH� ���� OHYHO�� +RZHYHU�� ZKHQ�
this same analysis is performed using only 
VWDWH� ZRUNHUV�� WKHUH� LV� QR� VLJQL¿FDQW� GLɱHUĥ
ence between the earnings of Uyghur and Han 
respondents. All other factors held constant, 
Uyghur respondents outside the state sector 
make about half as much as their Han counĥ
terparts. From this study, Zang also concludes 
that discrimination is a more plausible cause 
IRU� +DQĥ8\JKXU� LQFRPH� GLɱHUHQWLDOV� WKDQ�
ethnic variation in education levels attained.24

The aforementioned Howell and Fan survey 
RI�PLJUDQW�VHUYLFHĥVHFWRU�ZRUNHUV�FRQGXFWHG�
LQ������LQ�8UXPTL�KDG�VRPH�VLPLODU�¿QGLQJV��
EXW�DOVR�VRPH�LQWHUHVWLQJ�GLɱHUHQFHV��,W�LV�LPĥ
portant to note that the two surveys cannot 
be directly compared because Howell and Fan 
LQWHUYLHZHG�RQO\�PLJUDQWV��DQG�WKHLU�¿QGLQJV�
apply only to the service sector rather than 
the economy as a whole.  Additionally, they 
XVHG�D�GLɱHUHQW�VDPSOLQJ�VWUDWHJ\�ZLWK�D�ORZĥ
HU� VDPSOH� VL]H� Ī����PLJUDQWV� WRWDO�� RI�ZKLFK�
RQO\����ZHUH�8\JKXUVī��+RZHOO�DQG�)DQ�QRWH�
WKDW�8\JKXUV�DUH�PXFK� OHVV�ZHOOĥUHSUHVHQWHG�

[The] statistics suggest that Uyghurs who are 
educated, and who work in the state sector, 
are recipients of little to no pay discrimina-
tion, whereas less educated Uyghurs work-
ing in the private sector may be strongly 
HMWGVMQMREXIH�EKEMRWX�MR�XIVQW�SJ�ÁRERGMEP�

compensation.
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in industry in Urumqi, which is why they 
chose to focus on the service sector. They also 
emphasize the segregation between Han Chiĥ
nese and Uyghur establishments in most of 
Urumqi.25 The two ethnic groups have sepaĥ
rate niches within the informal service sector 
as well, with Han Chinese migrants involved 
in a wider range of vending and service jobs, 
while most Uyghurs in the informal sector sell 
HWKQLF�IRRGV�RU�³JRRGV�RI�KLJKHU�YDOXH�´�VXFK�DV�
jewelry, electronics, and counterfeit money.26

Among the migrants surveyed in Howell and 
Fan’s study, Uyghurs were slightly younger 
than Han Chinese, more likely to be male 
and more likely to be married.  In addition, 
Uyghurs were more likely to be illiterate and 
PRUH�OLNHO\�WR�KDYH�PLJUDWHG�UHFHQWO\�Ī���SHUĥ
cent within the past 3 years, as compared to 
���SHUFHQW� IRU�+DQ�&KLQHVHī��$URXQG�WKUHHĥ
fourths of both groups had migrated from 
a rural area. About a quarter of each group 
found work through friends or family, and 
whereas 6.8 percent of the Uyghurs were govĥ
HUQPHQWĥVSRQVRUHG�� RQO\� ���� SHUFHQW� RI� WKH�
Han Chinese had government sponsorship. 
The Uyghur migrants also had higher educaĥ
tional attainments than their Han counterĥ
SDUWVħ�����SHUFHQW�RI�8\JKXU�PLJUDQWV�KDG�
completed high school, and 13.3 percent had 
a college education, compared to 34.9 percent 
and 5.6 percent for Han migrants. This is reĥ
ÀHFWHG�LQ�WKH�IDFW�WKDW�D�¿IWK�RI�WKH�8\JKXUV�
had migrated for education, as compared to 
less than a tenth of Han Chinese.  Moreover, 
while a quarter of Han Chinese migrants 
worked in the informal sector, only 17.3 perĥ
cent of Uyghur migrants did.27 Over eighty 
percent of Han migrants came from provincĥ
es outside of Xinjiang, whereas all of the Uyĥ
ghurs migrated to Urumqi from other areas in 
Xinjiang. Lastly, all of the leading origin provĥ
inces for Han Chinese migrants are inland and 
SRRUħ+HQDQ�� 6LFKXDQ�� *DQVX�� DQG� 6KDQ[L���
All of these factors suggest that recent Han 
migration to Urumqi is most likely driven by 
economic opportunities and not directly orĥ
chestrated by the government. In fact, the 
8\JKXU�PLJUDQWV�FDQ�EH�VHHQ�DV�EHWWHU�Rɱ�E\�
many measures, although their fewer numbers 
suggest that it is often only the most upwardĥ
ly mobile Uyghurs that migrate to Urumqi.

2QH� NH\� ¿QGLQJ� LV� WKDW�� DPRQJ� WKLV� VDPSOH�
RI�PLJUDQWV��ERWK�VHOIĥHPSOR\HG�8\JKXUV�DQG�
Uyghur employees earn slightly more money 
than their Han counterparts. Uyghurs in the 
service sector make slightly more money as 
well. Finally, Uyghur professionals make sigĥ
QL¿FDQWO\�PRUH�PRQH\�WKDQ�WKHLU�+DQ�FRXQĥ
terparts. The largest group of Han Chinese 
PLJUDQWV�DUH�VHOIĥHPSOR\HG��DQG�PRVW�RI�WKH�
Han migrants work in retailing.  An even 
KLJKHU� UDWLR� RI� 8\JKXUV� DUH� VHOIĥHPSOR\HG��
and most Uyghurs work in services. Uyghur 
migrants in this sample were also almost 
twice as likely to work in the professional 

sector as Han migrants. Howell and Fan take 
this as evidence of “the success of minority 
preferential policies in nurturing some Uyĥ
JKXUV� LQWR� WKH� XSSHU� HFKHORQV� RI� VRFLHW\�´28 

However, Uyghur employment tends to 
be concentrated in relatively narrow marĥ
NHWVħDOPRVW����SHUFHQW�RI�8\JKXU�PLJUDQWV�
in retail sold ethnic goods and 80 percent 
of Uyghur migrants in the service sector 
worked in restaurants. Even among profesĥ
sionals, most of the Uyghur professionals 
were businesspersons, which may also explain 
their higher earnings than Han professionĥ
als, who were more often “lawyers, doctors, 
RU� JRYHUQPHQW� ZRUNHUV�´29 Overall, Howell 
and Fan’s results show that Uyghur migrants 
FRPSHWH�TXLWH�HɱHFWLYHO\�ZLWK�+DQ�PLJUDQWV�
in only some parts of the service sector. 

32/,&<�$1$/<6,6�$1'��������������������
5(&200(1'$7,216

In some ways, the results of these two studĥ
ies have left researchers with more questions 
than answers. It is clear that structural disĥ
crimination does exist in the employment 
market in Xinjiang, but it does not appear to 
EH� H[SOLFLWO\� VWDWHĥVSRQVRUHG�� ZKLFK� VHHPV�
to provide support for the stated goal of the 
development program.  However, while there 
are opportunities for Uyghurs to move up to 
better employment, it may only be the most 
XSZDUGO\�PRELOH�Ħ�SROLWLFDOO\�RU�HFRQRPLFDOO\�
Ħ�8\JKXUV� WKDW� DUH� HQMR\LQJ� WKLV�EHQH¿W�� � ,W�
is also evident that those who incorporate 
WKHPVHOYHV� LQWR� WKH� VWDWH� V\VWHP� EHQH¿W� WR�
a much greater extent than those who do 

not.  Future research may seek to investigate 
the extent to which working in state instituĥ
tions leads to greater cultural assimilation. 

In either case, government policies will clearĥ
ly play a leading role in improving opportuniĥ
ties for Uyghurs, whether it is just removing 
current barriers to equal opportunity or actuĥ
ally putting in place a system of positive disĥ
FULPLQDWLRQ�WKDW�EHQH¿WV�8\JKXUV��7KH�&&3�
is motivated to do so. A People’s Daily editoĥ
rial on July 5, 2013 addressed the fourth anĥ
niversary of the Uyghur uprisings in Urumqi 
and talked about the future of Xinjiang. The 
DUWLFOH� VDLG� WKDW�¿JKWLQJ� WHUURULVP�ZRXOG�EH�
integral to creating a more united society 

in Xinjiang, and the language emphasized 
WKH�QHHG�WR�LQWHJUDWH�GLɱHUHQW�JURXSV�LQWR�D�
single society, stating that such “terrorist elĥ
HPHQWV´�ZHUH�QRW�UHSUHVHQWDWLYH�RI�WKH�VRFLĥ
ety as a whole.30  But it will take more than 
optimistic talk to see society transformed in 
Xinjiang. With regard to the studies, Zang’s 
¿QGLQJ�WKDW�VWDWH�ZRUNHUV�Ī+DQ�&KLQHVH�DQG�
8\JKXUī�HDUQHG�D�VLJQL¿FDQWO\�JUHDWHU�DPRXQW�
of compensation than other workers, and 
that the state was responsible for much more 
than half of the employment in Urumqi, sugĥ
gests that the government could do more 
to help Uyghurs. The state sector is clearly 
the backbone of the economy in Xinjiang; 
the government should hire at least a proĥ
portion of Uyghur employees equal to their 
share of the broader employable population. 

The biggest policy questions concern what 
should be done to improve Uyghur opportuĥ
nities in the private sector, where the greatest 
amount of economic discrimination appears 
to take place. We need to know more about 
the nature of discrimination in the private secĥ
tor. Are Uyghurs openly discriminated against 
Ħ�IRU�H[DPSOH��EXVLQHVVHV�HPSOR\LQJ�DQ�RYHUW�
SROLF\�RI�QRW�KLULQJ�RU� VHUYLQJ�8\JKXUV�Ħ�RU�
is the discrimination subtler? We also need 
to know the extent to which the Urumqi 
economy, educational system, and residential 
areas are segregated. Perhaps the only way to 
break down the discrimination present in the 
V\VWHP� LV� WR� WDNH� D� KHDY\ĥKDQGHG� DSSURDFK�
similar to what the United States did during 
the Civil Rights era:  force integration even 
when it means substantially interfering in priĥ
vate business and communities. Perhaps even 

more integrated education would make a difĥ
ference by forcing Han Chinese and Uyghurs 
to study together and hopefully break down 
ethnic prejudices. These are thorny policy isĥ
sues that will not be resolved quickly or easily. 

Furthermore, it is unclear whether massive 
government intervention in the economy of 
Xinjiang actually improves or limits Uyghur 
RSSRUWXQLWLHVħZRXOG�WKH\�EH�EHWWHU�RU�ZRUVH�
Rɱ�XQGHU�D�PRUH�FODVVLF�V\VWHP�RI�IUHH�HQWHUĥ
prise? On the one hand, Uyghurs may lose the 
preferential government policies that they 
currently enjoy, and they may fail to compete 
in a private sector that seems to discrimiĥ
nate against them. The latter is probably the 

If the government can create avenues for 
the Uyghurs to productively participate in 
the regional economy, in more than just a 
JI[�WTIGMÁG�WIGXSVW��MX�[MPP�EGXYEPP]�WIVZI�XLI�������������

interests of the national economy.
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most likely scenario. However, it is possible 
that if party membership and government 
jobs, which currently comprise more Han 
Chinese than Uyghurs, weren’t so central to 
WKH� HFRQRP\�� WKH�8\JKXUV�ZRXOG�¿QG� D�ZD\�
WR� FRPSHWH� HɱHFWLYHO\� DQG� HYHQ� SURVSHU���

Thus, one policy option that would clearly 
EHQH¿W�8\JKXUV��ZRXOG�EH�WR�RSHQ�XS�&RPĥ
munist Party membership to the general 
Uyghur population and end political represĥ
sion of minorities in Xinjiang. If Uyghurs 
had more access to the party, they would 
certainly use it to craft policies favorable to 
them. Even more importantly, as long as Uyĥ
ghurs continue to be suspect politically, that 
distrust will almost certainly leak over into 
economic matters, no matter how many prefĥ
erential policies the government implements 
for Uyghurs. This may actually be the one 
thing that would do the most to accomplish 
the government’s goal to integrate Uyghurs 
into mainstream society and achieve ethnic 
harmony in Xinjiang in the long run. The reĥ
ality, however, is that this may not be realistic 
given the political conditions in China today.  

The Uyghur dilemma can be seen in the 
broader context of a national economic probĥ
OHP�� $OWKRXJK� &KLQD¶V� KLJKĥLQYHVWPHQW�� H[ĥ
SRUWĥRULHQWHG�HFRQRP\�KDV�GRQH�LW�ZHOO�RYHU�
the last 30 years, upward pressure on wages is 
pushing factories inland and economists both 
in China and abroad advocate moving away 
IURP� DQ� LQYHVWPHQWĥGULYHQ� HFRQRP\� WR� RQH�
that’s based more on domestic consumption. 
The key to further economic development for 
the world’s second largest economy are the 
poor and marginalized groups in the inland 
provinces struggling to break in to China’s 
growing middle class. If the government can 
create avenues for the Uyghurs to productiveĥ
ly participate in the regional economy, in more 
WKDQ�MXVW�D�IHZ�VSHFL¿F�VHFWRUV��LW�ZLOO�DFWXDOO\�
serve the interests of the national economy.

The key may not be to increase Uyghur parĥ
WLFLSDWLRQ� LQ� WKH� VWDWH� VHFWRU�� ZKLFK� VXɱHUV�
IURP� VRIW� EXGJHWV� DQG� RYHUĥFDSDFLW\� ĥĥ� SDUĥ
ticularly in the wake of the 2009 stimulus 
ĥĥ� EXW� UDWKHU� WR� XQOHDVK� WKH� HQWUHSUHQHXULDO�
spirit of this population. The government 
can do more to increase domestic tourism, 
VSHFL¿FDOO\� DJULFXOWXUHĥEDVHG� WRXULVP� GHĥ
signed to bring visitors to the Xinjiang area 
to explore the comparative knowledge advanĥ
tage of the Uyghur people, while at the same 
time tapping into a growing middle class of 
Han Chinese unfamiliar with China’s westĥ
ern provinces. Also, the central government 
FDQ�³ORRN�ZHVW�LQVWHDG�RI�HDVW´�IRU�DQVZHUV�WR�
Xinjiang’s economic and social divide. Startĥ
LQJ� LQ� ������;LQMLDQJ� KRVWHG� WKH�&KLQDĥ(XUĥ
DVLD�([SR�� LQ�DQ�HɱRUW� WR�UHYLWDOL]H� WKH�;LQĥ
MLDQJ�HFRQRP\�� �,Q������WKH�7XUNLVKĥ&KLQHVH�
Industrial Park was founded, based on the 
common language and culture of the Turkĥ

LVK�DQG�WKH�7XUNLF�8\JKXUV��DQG�Ĳ����PLOOLRQ�
dollars of trade with Central Asia was reportĥ
ed.31 These are steps in the right direction.
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In June of 2011, heavyweights from the Chiĥ
QHVH� DQG� 1RUWK� .RUHDQ� JRYHUQPHQWV� FDPH�
together to celebrate the groundbreaking 
of the Hwanggumpyong and Wihwa Special 
(FRQRPLF� =RQHV� Ī6(=Vī�2 Women in tradiĥ
tional Korean hanboks escorted them around, 
while speeches were given by both Kim Jong 
,O¶V� EURWKHUĥLQĥODZ�� -DQJ� 6RQJ�7KDHN�� RQH� RI�
WHQ�PHPEHUV� RQ� WKH� SRZHUIXO�1DWLRQDO�'Hĥ
fense Commission, and China’s Minister of 
Commerce, Chen Deming. They lauded the 
possibilities of the SEZs to increase freight 
WUDQVLW� DQG� WRXULVP�� DV�ZHOO� DV� ³SURPRWĬLQJĭ�
from a new angle the economic developĥ
ment in not only the two countries but also 
1RUWKHDVW� $VLD� DQG� JLYĬLQJĭ� DɷUPDWLYH� HIĥ
IHFW� RQ� WKH� JOREDO� HFRQRPLF� GHYHORSPHQW�´3

Only six months later there were unconĥ
¿UPHG�UHSRUWV�WKDW�WKH�&KLQHVH�KDG�UHMHFWHG�
WKH� 1RUWK� .RUHDQV¶� GUDIW� ODZ� RQ� WKH� 6(=¶V�
development because the law was not ‘busiĥ
QHVVĥIULHQGO\�´� DQG� KDG� ³SUREOHPV� UHJDUGLQJ�
WD[HV�� DFFRXQWLQJ�� UHPLWWDQFH� RI� SUR¿WV� DQG�
VWDELOLW\� RI� LQYHVWPHQW�´4� $OWKRXJK� 1RUWK�
Korea has subsequently released a revised 
draft law,5 this episode highlights the promĥ
ises and frustrations that China has faced 
since the early 2000s with the beginnings 
RI� HDUQHVW� LQYHVWPHQW� LQWR� 1RUWK� .RUHD��

Though stability on the Korean peninsula 
remains the overriding goal of Chinese poliĥ
cymakers, they have also pushed strenuously 
IRU� 1RUWK� .RUHD� WR� LQVWLWXWH� HFRQRPLF� UHĥ
forms similar to those implemented in China. 
Despite earlier signs from Kim Jong Un that 
reform might have been on the way, it is clear 
that these attempts have been a failure. This, 
more than anything, accounts for the staggerĥ
ing disparity in trade volume between China 
DQG� 6RXWK�.RUHD�� Ĳ���� ELOOLRQ� LQ� �����6 and 
&KLQD�DQG�1RUWK�.RUHD��Ĳ����ELOOLRQ�LQ������7 

Simply put, China will not go out of its way 
to invest in a country that remains a severe 
market risk unless there are strategically sigĥ
QL¿FDQW� UHDVRQV� WR� GR� VR�� 'HVSLWH� WKH� IUHĥ
quent professions of friendship and closeness, 
&KLQHVH�LQYHVWPHQW�LQ�1RUWK�.RUHD�IROORZV�D�

similar pattern to any number of developing 
countries with abundant natural resources. 
,Q� DGGLWLRQ��1RUWK�.RUHDQ�RɷFLDOV�KDYH�RIĥ
ten left state visits to China disappointed and 
HPSW\ĥKDQGHG��7KLV�LQFOXGHV�.LP�-RQJ�,O�RQ�
the multiple visits he made prior to his death,8

and Jang Song Thaek on a trip in August 2012.9

1HYHUWKHOHVV�� RSSRUWXQLWLHV� IRU� VWUDWHJLF� LQĥ
YHVWPHQW� LQ� WKH�1RUWK�.RUHDQ�HFRQRP\� UHĥ
PDLQ��DQG� LI� OHYHUDJHG�HɱHFWLYHO\�FRXOG�FRQĥ
tribute both to China’s continued growth and 
WR�D�PRUH�VWDEOH�UHODWLRQVKLS�EHWZHHQ�1RUWK�
Korea and China.  This paper will examine 
QRW�RQO\�WKH�PDLQ�GULYHUV�RI�WKH�&KLQDĥ1RUWK�
Korea economic relationship, but also what 
the relationship is likely to look like in the fuĥ
WXUH��)LUVW��LW�ZLOO�EULHÀ\�H[SORUH�WKH�HFRQRPLF�
relationship since 2000 when trade between 
the two began to increase markedly. Second, 
it will explore the role of China’s northeast 
provinces, particularly Jilin and Liaoning, 
in the economic relationship. Third, it will 
delve further into China’s role in developĥ
ing the Rason SEZ, and determine how sucĥ
cessful it has been thus far. Fourth, the paper 
will conclude with an examination of China’s 
policy options for managing the economic 
UHODWLRQVKLS�ZLWK�1RUWK�.RUHD�LQ�WKH�IXWXUH��

7+(�(&2120,&�5(/$7,216+,3�
6,1&(�����

Since the turn of the millennium, trade volĥ
umes have increased in step with the deepĥ
ening political relations between the two 
countries. Total trade has increased from an 
HVWLPDWHG�Ĳ����PLOOLRQ� LQ�����10� WR�Ĳ����ELOĥ
OLRQ� LQ� ����� ĪSee Appendix A IRU� ����Ħ�����
trade dataī�11 Food aid has increased similarly, 
WKRXJK�QRW�DW�WKH�VDPH�UDWH�DV�PDUNHWĥEDVHG�
activity. The drivers of this growth have not 
been the SEZs mentioned previously, alĥ
WKRXJK� &KLQHVH� DQG�1RUWK� .RUHDQ� RɷFLDOV�
hope they will play a much larger role in the 
near future. Instead, it has been largely driven 
by natural resources. While South Korea has 
much of the arable land on the Korean Penĥ
LQVXOD��WKH�1RUWK�KDV�DQ�DEXQGDQFH�RI�QDWXĥ
ral resources, including gold, silver, copper, 
lead, zinc, and many others.12 Despite serious 
FRQFHUQV�DPRQJ�WKH�&KLQHVH�RYHU�1RUWK�.Rĥ

UHD¶V�LQYHVWPHQW�HQYLURQPHQW��WKH�GLɱHUHQFH�
in transportation costs from importing from 
1RUWK�.RUHD��DV�RSSRVHG�WR�%UD]LO�RU�$XVWUDĥ
lia, make it worth the risk.13 This is unlikely to 
FKDQJH�DQ\WLPH�VRRQ��*ROGPDQ�6DFKV�KDV�HVĥ
WLPDWHG�WKH�SRWHQWLDO�YDOXH�RI�1RUWK�.RUHD¶V�
mineral reserves at 140 times the country’s 
����� *'3�14 leaving large potential for exĥ
WUDFWLRQ�LI�1RUWK�.RUHD�HYHU�WUXO\�RSHQV�XS��

%HVLGHV�WKH�VFDOH�RI�PLQHUDO�GHSRVLWV�LQ�1RUWK�
Korea, there are two other reasons that Chiĥ
QHVH�¿UPV�DUH�WHPSWHG�WR�LQYHVW��)LUVW��PLQĥ
LQJ�LQ�&KLQD�KDV�EHFRPH�PRUH�GLɷFXOW�DV�WKH�
FRXQWU\� FRQWLQXHV� WR� JURZ� WRZDUGV� PLGGOHĥ
income status; people are no longer willing 
WR�SXW� XS�ZLWK� WKH� HQYLURQPHQWDO� HɱHFWV� RI�
mining, not to mention the astounding loss 
of life that continues to plague the indusĥ
try.15 The virtual absence of these concerns 
LQ� 1RUWK� .RUHD� PDNHV� LQYHVWPHQW� ORRN� LQĥ
creasingly attractive going forward. Second, 
1RUWK�.RUHD¶V�SDULDK�VWDWXV�ZLWK�WKH�UHVW�RI�
WKH� ZRUOG� JLYHV� &KLQHVH� ¿UPV� D� ELJ� DGYDQĥ
tage. Drew Thompson, Director for China, 
Taiwan and Mongolia for the Department 
RI� 'HIHQVH� Ī����ī� UHPDUNV�� ³1RUWK� .RUHDQV�
are not able to access international pricing 
regimes; instead, they are compelled to acĥ
cept the best price they can get from Chiĥ
QHVH� EX\HUV�´16 In fact, the only successful 
¿UPV� LQ� WKH� PLQLQJ� LQGXVWU\� LQ� 1RUWK� .Rĥ
UHD�DUH�&KLQHVH�Ħ�ZKLFK�)HUULH� Ī����ī�SRLQWV�
out makes them a de facto monopsony.17

However, major problems remain with the 
LQYHVWPHQW� HQYLURQPHQW� LQ� 1RUWK� .RUHD��
ZKLFK�H[SODLQV�ZK\�H[SRUWV� IURP�WKH�1RUWK�
to China remain strikingly low despite huge 
mineral deposits. Horror stories abound 
DERXW�&KLQHVH�¿UPV�VLJQLQJ�FRQWUDFWV� WR� LQĥ
YHVW� LQ�D�PLQH�RQO\� WR�¿QG�RXW�WKDW�DQRWKHU�
company had already signed a contract for 
that exact same mine.18� &KLQHVH� ¿UPV� VXUĥ
YH\HG� E\� +DJJDUG� DQG� 1RODQG� Ī����ī� OLVW�
major concerns with the investment enviĥ
ronment, where bribery and corruption are 
rampant, fair and unbiased arbitration mechĥ
DQLVPV� DUH� QRQĥH[LVWHQW�� DQG� WKH� IHDU� RI� H[ĥ
propriation is extremely high.19 One interestĥ
LQJ�SRLQW�LV�WKDW�DOPRVW�QR�WUDGH�ZLWK�1RUWK�
.RUHD�LV�FRQGXFWHG�E\�ELJ�VWDWHĥRZQHG�HQWHUĥ

TUDGH�EHWZHHQ�&KLQD�DQG�1RUWK�.RUHD�KDV�JURZQ�GUDPDWLFDOO\�VLQFH�WKH�EHJLQQLQJ�RI�WKH���VW�FHQWXU\��'XH�WR�LQĥ
vestment risks and an overriding emphasis on political stability, this relationship has been largely limited to Chinese 
LQYHVWPHQW� LQ�1RUWK�.RUHD¶V� QDWXUDO� UHVRXUFHV��+RZHYHU�� D� UHQHZHG� LPSHUDWLYH� WR� UHGHYHORS� WKH� HFRQRPLHV� RI� LWV�
northeastern provinces, Jilin and Liaoning, has created incentives for the Chinese government to pursue deeper levels 
of economic integration between the two countries. This paper examines the potential for increased Chinese investĥ
PHQW�LQ�1RUWK�.RUHDQ�6SHFLDO�(FRQRPLF�=RQHV�Ī6(=Vī��DQG�LQ�SDUWLFXODU�WKH�5DVRQ�6(=��WR�VXSSRUW�WKH�FRQWLQXHG�GHĥ
YHORSPHQW�RI�QRUWKHDVWHUQ�&KLQD��ZKLOH�DW�WKH�VDPH�WLPH�DOORZLQJ�WKH�1RUWK�.RUHDQ�JRYHUQPHQW�WR�UHFHLYH�LQFUHDVHG�
levels of foreign direct investment and experiment with limited reforms to its economy. 

ABSTRACT
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SULVHV� Ī62(Vī�� WKH�PDMRULW\� LV�GRQH�E\� VPDOO�
DQG�PHGLXPĥVL]HG�HQWHUSULVHV�EHFDXVH�ODUJHU�
62(V�VHH�OLWWOH�SUR¿W�WR�EH�JDLQHG�LQ�WKH�FXUĥ
rent environment.20 The major obstacle is 
clearly the ruling regime, which retains a myĥ
RSLF�IRFXV�RQ�HDUQLQJ�KDUGĥFXUUHQF\�WR�HQVXUH�
support from the military and party apparatĥ
FKLNV��$JDLQ��DV�7KRPSVRQ�QRWHV��³1RUWK�.Rĥ
UHDQ�RɷFLDOV�DQG�FRPSDQLHV�ODFN�D�ORQJĥWHUP�
perspective and see transactions only as opĥ
portunities to earn cash. Building relationĥ
VKLSV� DQG� WUXVW� LV� GLɷFXOW� LV� GLɷFXOW� LQ� DQ�
DWPRVSKHUH�ZKHUH�UHQW�VHHNLQJ�LV�WKH�QRUP�´21

Although a great deal less is written about 
&KLQD¶V� H[SRUWV� WR� 1RUWK� .RUHD�� LW� VWLOO� DFĥ
FRXQWV� IRU� D� VLJQL¿FDQWO\� KLJKHU� SRUWLRQ� RI�
the bilateral trade relationship. In fact, exĥ
ports have risen over 500 percent since 2000, 
FOLPELQJ�IURP�Ĳ����PLOOLRQ�LQ������WR�RYHU�Ĳ��
billion in 2011. Whereas exports in the 1990s 
were mostly grain, charcoal and light industry 
products,22 recent years have shown some diĥ
YHUVL¿FDWLRQ�ZLWK�HOHFWURQLFV�ĪLQFOXGLQJ�FRPĥ
SXWHUVī��PDFKLQHU\��DQG�YHKLFOHV�ĪFDUV��WUXFNV�
DQG� ELF\FOHVī� PDNLQJ� XS� D� JUHDWHU� SHUFHQWĥ
age.23�1RUWK�.RUHD�DOVR�LPSRUWV�DOPRVW�DOO�RI�
its oil from China, for which it pays a premiĥ
XP��DQRWKHU�V\PERO�RI�KRZ�FXW�Rɱ�IURP�WKH�
world market it remains.24 On top of these, 
there is also a high demand for Chinese goods 
like clothing, small electronics, and other 
PLVFHOODQHRXV�JRRGV�WKDW�1RUWK�.RUHDQ�WUDGĥ
ers then sell at the jangmadangs, or markets 
that have become prevalent since the famine 
period.25 More controversially, China has not 
GRQH�D�JUHDW�GHDO�WR�VWHP�WKH�ÀRZ�RI� OX[XU\�
JRRGV�JRLQJ�WR�1RUWK�.RUHD��GHVSLWH�81�6Hĥ
curity Council Resolution 1874, a resolution 
to which China had agreed following the secĥ
RQG�1RUWK�.RUHDQ�QXFOHDU�WHVW�26 The luxury 
JRRGV�WKDW�SDVV�IURP�&KLQD�LQWR�1RUWK�.RUHD�
are a key component of how the Kim famĥ
ily maintains regime support among elites. 

As mentioned previously, China cut much 
of its aid in the wake of the fall of the Soĥ
YLHW� 8QLRQ�� SDUWO\� IRU� GRPHVWLF� UHDVRQV� ĪD�
IDOO� LQ� JUDLQ� SURGXFWLRQī� DQG� SDUWO\� GXH� WR�
ELODWHUDO� WHQVLRQ� Ī1RUWK�.RUHD�PD\�KDYH� UHĥ
fused aid following Chinese recognition of 
6RXWK�.RUHD�ī27 While food aid has ebbed and 
ÀRZHG�� VLQFH� ����� LW� KDV� EHHQ� FRQVLVWHQWO\�
DERYH� �������� WRQV� SHU� \HDU� ĪSee Appen!
dix Bī��&KLQD�KDV� DOVR�SURYLGHG� HQHUJ\� DQG�
fuel sources throughout the years, including 
coke, crude oil and diesel.28 In addition to 
this overt aid, there is also an implicit balance 
of payments subsidy which can be observed 
LQ� WKH� EXUJHRQLQJ� WUDGH� GH¿FLW�� DYHUDJLQJ�
QHDUO\�Ĳ����PLOOLRQ�RYHU�WKH�SDVW�WHQ�\HDUV�29 
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Although China has experienced miraculous 
growth for the past thirty plus years, not all 
UHJLRQV� KDYH� EHQH¿WWHG� HTXDOO\��$PRQJ� WKH�

LQLWLDO� ³ORVHUV´� Ħ� UHODWLYH� WR� RWKHU� SURYLQFHV�
Ħ� ZHUH� WKH� QRUWKHDVWHUQ� SURYLQFHV��2QH� DVĥ
pect of this is the fact that SOEs, which were 
so critical to growth in previous times, were 
drastically cut during the 1990s, leaving a 
large pool of unemployed and disgruntled 
workers in the wake of such reductions.30 Furĥ
thermore, whereas proximity to Hong Kong 
and Taiwan undoubtedly boosted the econoĥ
mies of the coastal provinces in the southeast, 
the northeast provinces, especially Jilin and 
Liaoning, have the unlucky fortune of being 
VLWXDWHG�QH[W�WR�1RUWK�.RUHD��+RZHYHU��ZKLOH�
levels of development still lag behind those of 
the coastal provinces to the south, in the past 
GHFDGH� WKHLU� HFRQRPLHV� KDYH� JURZQ� VLJQL¿ĥ
cantly as China refocused its plans to redeĥ
velop the northeast.31 This renewed focus on 
developing the northeastern provinces means 
that there remain incentives for further Chiĥ
QHVH� LQYHVWPHQW� LQ�1RUWK�.RUHD�� DW� OHDVW� LQ�
D� IHZ� VSHFL¿F� DUHDV�� GHVSLWH� WKH� GLɷFXOWLHV�
referenced earlier. The primary incentive is 
to increase economic opportunities and conĥ
versely reduce instances of labor unrest in 
the northeastern provinces. This investment 
also has the potential to stimulate reform in 
1RUWK� .RUHD� LWVHOI� DQG� ERRVW� FURVVĥERUGHU�

WUDGH� ĪZKLOH� UHGXFLQJ� UHIXJHH� RXWÀRZ� LQWR�
&KLQDī�32 and while this may not be the priĥ
mary motivation for further investment, it 
LV� FHUWDLQO\� DQ� LPSRUWDQW� VHFRQGDU\� EHQH¿W�

The northeast provinces are especially imĥ
SRUWDQW�ZLWK�UHJDUGV�WR�1RUWK�.RUHD�EHFDXVH�
nearly all trade and investment into the border 
IURP�&KLQD�ÀRZV�IURP�WKHP��SDUWLFXODUO\�-LOLQ�
DQG�/LDRQLQJ��1HDUO\����SHUFHQW�RI�OHJDO�WUDGH�
between the two countries passes through 
Dandong in Liaoning, and the two provinces 
are responsible for 63 percent of legitimate inĥ
YHVWPHQWV�LQWR�1RUWK�.RUHD�33 Outside of the 
obvious locational reasons, the presence of a 
large Korean speaking population in the Yanĥ
bian Korean Autonomous Prefecture, located 
in Jilin, also explains the disparity in trade 
QXPEHUV��,W�LV�QR�ZRQGHU�WKDW�SURYLQFLDO�Rɷĥ
cials have been at the forefront of promoting 
stronger economic ties and increased integraĥ
WLRQ�ZLWK�WKH�1RUWK�34 Although it is Liaoning 
that dominates trade, Jilin may be the provĥ
LQFH� WKDW�ZRXOG�EHQH¿W� WKH�PRVW� IURP�D� UHĥ
IRUPHG�1RUWK�.RUHD��8QOLNH�/LDRQLQJ��ZKLFK�
KDV�'DQGRQJ��D�ERUGHU�FLW\�IDFLQJ�1RUWK�.Rĥ

rea across the Yalu River, Jilin is landlocked 
and lacks access to a port; the belief that a 
port could help Jilin reimagine itself as a loĥ
gistics hub, among other things, has been 
the major motivator behind the Changchun 
Ħ�-LOLQ�Ħ�7XPHQ�Ī&KDQJMLWX�IRU�VKRUWī�SURMHFW���

:KLOH�&KLQD¶V� ¿UVW� DWWHPSW� DW� ERRVWLQJ� WKH�
northeast region, the Tumen River Area Deĥ
YHORSPHQW�3URJUDPPH�Ī75$'3ī��ZDV�ODUJHO\�
a failure,35 the more recent Changjitu project 
has much greater promise. The Changjitu 
project’s primary goal is to develop Changcĥ
hun and Jilin City as hubs for innovation in 
science and technology, which, in turn, would 
support the development of advanced indusĥ
trial sectors in each city. One of the biggest 
problems with this plan is that these citĥ
LHV� Ħ� WKH� WZR� ODUJHVW� FLWLHV� LQ� WKH� SURYLQFH�
Ħ� DUH� ERWK� ODQGORFNHG� DQG� ODFN� HDV\� DFFHVV�
to a port.  This is why the third part of the 
Changjitu project is to develop the smaller 
cities in the Tumen river area, including 
Hunchun and Tumen City, as logistic hubs.  
These cities are located close to the border, 
and would process goods produced in Changĥ
chun and Jilin City, preparing them for shipĥ
PHQW� WKURXJK� 1RUWK� .RUHD¶V� 5DMLQ� SRUW�36  

Already the Chinese central and provincial 
governments have shown a greater willingĥ
ness to invest, with large investments in inĥ
IUDVWUXFWXUH��LQFOXGLQJ�JUHHQĥOLJKWLQJ�QHZ�H[ĥ
pressways, airports and railway freight ports.37 
&RPSDQLHV�WKDW�FXUUHQWO\�EHQH¿W�IURP�VXEVLĥ
dies and other incentives related to a variety 
of industries will also be eligible to use them 
LQ� &KDQJMLWX� ZKLOH� DOVR� EHQH¿WLQJ� IURP� WKH�
project’s other preferential policies.38 Ultiĥ
mately, the desire to link Changchun, Jilin, 
<DQML��7XPHQ�DQG�+XQFKXQ�ZLWK�1RUWK�.Rĥ
rea’s Rason SEZ, in order to establish northĥ
east China as a “logistic hub, international 
FRRSHUDWLYH�EDVH��DQG�FXWWLQJĥHGJH�LQGXVWULDO�
EDVH�LQ�1RUWKHDVW�$VLD�´39 provides a compelĥ
ling reason for China to stay committed to the 
project despite the risks. If this plan can be 
realized, the northeast region as a whole, and 
-LOLQ� LQ�SDUWLFXODU��ZLOO�EHQH¿W�JUHDWO\��$FFHVV�
WR�WKH�1RUWK¶V�KDUERU�ZLOO�FXW�GRZQ�RQ�WUDQVĥ
portation time and costs for moving raw maĥ
terials from the northeast to southeast China, 
as well as cutting down on transport time and 
costs for shipping to Japan and South Korea.40 

Opportunities for strategic investment in the North 
Korean economy remain, and if leveraged effec-
tively could contribute both to China’s continued 

growth and to a more stable relationship between 
North Korea and China.
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Chinese policymakers see greater developĥ
PHQW� RI� 1RUWK� .RUHD¶V� 6(=V� DV� QHFHVVDU\�
for the Changjitu project to succeed.  This 
is particularly true of the Rason SEZ, due to 
LWV� NH\� VWUDWHJLF� ORFDWLRQ� ĪDORQJ� WKH�7XPHQ�
5LYHU��FORVH�WR�WKH�&KLQHVH�ERUGHUī�DV�ZHOO�DV�
LWV�XVH�DV�D�SRUW��7KRXJK�WKH�1RUWK�.RUHDQ�
government was unsuccessful in attracting inĥ
vestment to Rason after it was established in 
1991, the previously discussed Changjitu projĥ
ect makes it much more important to China’s 
development plans for the northeast. Thereĥ
fore, they will likely have a higher tolerance 
IRU�LVVXHV�WKDW�GURYH�Rɱ�RWKHU�LQYHVWRUV�LQ�WKH�
past. The zone itself is 469 sq km, with 185 
sq km suitable for industrial development;41

access to the zone from China is currently 
provided by road and rail, with the road in 
WKH�PLGVW�RI�D�VLJQL¿FDQW�XSJUDGH�WKDW�VKRXOG�
be completed shortly.42 The law establishing 
the Rason SEZ contained several sections 
meant to soothe investor worries, including 
guarantees that property and investor rights 
would be protected by law, protections for 
intellectual property rights and assurances 
that illegal interference with business operaĥ
tions would not be tolerated, among others.43 

These articles hit on nearly every concern 
that investors have complained about in the 

past, especially the lack of rule of law and 
unbiased arbitration mechanisms. However, 
WKHUH�DUH�UHG�ÀDJV�HYHQ�ZLWKLQ�WKH�ODZ�LWVHOI��
Article 7 mentions that the government can, 
LI� WKHUH�DUH� ³XQDYRLGDEOH� UHDVRQV�´�H[SURSULĥ
ate or temporarily use investors’ property. As 
)HUULH� Ī����ī�UHPDUNV��³FRQ¿VFDWLQJ�SURSHUW\�
for unavoidable reasons and compensating 
absolutely for property are not components 
RI� D� SUHIHUHQWLDO� LQYHVWPHQW� RSSRUWXQLW\�´44 

Despite these concerns, China has reportĥ
HGO\�SURPLVHG�WR�EXLOG�DQ�DLU¿HOG�DQG�SRZHU�
plant, along with obtaining the rights to three 
new piers, with total investment potentially 
UHDFKLQJ� DV� KLJK� DV� Ĳ�� ELOOLRQ�45 In addition, 
Chinese companies are already moving in 
with various services. Yanbian Tianyu Interĥ
national Trading Company has plans to conĥ
struct a casino, hospital, bread factory and 
telecommunications building, while Tianyu 
*URXS� KDV� SODQV� WR� H[SDQG� WKH� SUHYLRXVO\ĥ
established Rason Free Trade Market.46

%H\RQG�WKH�EHQH¿WV�WKDW�&KLQD�VHHPV� OLNHO\�

to reap from this joint venture, there is reason 
WR�EHOLHYH�WKDW�WKH�1RUWK�.RUHDQ�JRYHUQPHQW�
is serious about ensuring that this project 
JRHV� IRUZDUG�� �7KH�1RUWK�.RUHDQ� HFRQRP\�
continues to struggle, and is in desperate need 
of foreign investment if it wishes to grow.  
However, opening up the entire country to 
foreign investment, and instituting the types 
of legal and regulatory changes that would 
likely be necessary to attract foreign invesĥ
tors carries a great risk to the stability of the 
FXUUHQW�1RUWK�.RUHDQ�UHJLPH��$V�VXFK�1RUWK�
Korea now allows for the existence of entirely 
foreign owned businesses, but only within the 
borders of its SEZs.47�%\�UHVWULFWLQJ�WKLV�Ħ�DQG�
RWKHU�UHIRUPV�OLNH�H[HPSWLQJ�¿UPV�IURP�GRXĥ
EOH�WD[DWLRQ�Ħ�WR�6(=V��WKH\�DUH�DEOH�WR�DWWUDFW�
some foreign investment, and to experiment 
with some legal and regulatory changes at 
the margins without needing to worry about 
WKH� GHVWDELOL]LQJ� HɱHFW� WKDW� WKHVH� FKDQJHV�
might have if instituted on a broader scale.

7+(�)8785(�(&2120,&�5(/$7,21ĥ
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$V� GHWDLOHG� DERYH�� WKH� &KLQDĦ1RUWK� .RUHD�
HFRQRPLF�UHODWLRQVKLS�LV�ODUJHO\�PDUNHWĥEDVHG�
and represents a pragmatic approach by both 
countries. This highlights the greater ambivaĥ
OHQFH�WKDW�&KLQD�IHHOV�WRZDUGV�1RUWK�.RUHD��
at least in some corners of the policymaking 

process. While the International Department 
and military may maintain close contact with 
WKHLU�1RUWK�.RUHDQ�FRXQWHUSDUWV�� UXPEOLQJV�
of discontent have been building for some 
time in places like the Ministry of Foreign 
$ɱDLUV��0LQLVWU\�RI�&RPPHUFH�DQG�&KLQHVH�
think tanks.48 The former see the aid as natuĥ
ral based on the historic friendship between 
the two and also a method to maintain staĥ
bility in the region.49 The latter see it as a 
waste of money, especially given the continĥ
XHG�SURYRFDWLRQV�E\�WKH�1RUWK�.RUHDQV�RYHU�
this period of time.50 The real question is how 
the relationship will evolve in the near future. 

7KH� IXWXUH� SURVSHFWV� RI� WKH� &KLQDĥ1RUWK�
Korea economic relationship will be partly 
determined by the extent to which the curĥ
UHQW� 1RUWK� .RUHDQ� UHJLPH� LV� VHULRXV� DERXW�
reform. Events of the past several months, 
including the escalation of regional tensions 
E\�WKH�1RUWK�.RUHDQ�JRYHUQPHQW��PDNH�WKLV�
prospect seem uncertain in the short run.  
Conversely, events such as these may make 
reform even more necessary in the long run 

VKRXOG�1RUWK�.RUHD�EHFRPH�HYHQ�PRUH�UHOLĥ
ant on trade with China due to increasingly 
strict sanctions by the United States and its 
allies.  Certainly, China not only sees ecoĥ
nomic opportunities in reform, such as supĥ
porting continued growth of the northeastĥ
ern economies and gaining greater access to 
a large supply of natural resources, but also 
a chance to improve the security climate on 
the peninsula as well. In the most optimistic 
VFHQDULR�� D� UHIRUPHG� 1RUWK� .RUHD� LV� PRUH�
likely to be at peace with the South and US 
and would require less aid and less protecĥ
tion in the international arena. As economic 
UHIRUP� JUDGXDOO\� WRRN� RYHU�� 1RUWK� .RUHDQ�
people would become richer, providing 22 
million new customers on the border. Inĥ
evitably the investment climate would also 
LPSURYH� DV� 1RUWK� .RUHD� QRUPDOL]HV� DQG�
the rule of law becomes more important. 

However, China, and Chinese companies, 
ZLOO�WUHDG�FDUHIXOO\�EHIRUH�PDNLQJ�VLJQL¿FDQW�
LQYHVWPHQWV�LQ�1RUWK�.RUHD��7KH�UHFHQW�;Lĥ
\DQJ�*URXS�GLVSXWH�LV�D�FDVH�LQ�SRLQW�IRU�ZK\�
they remain wary. Xiyang set up a joint minĥ
LQJ�YHQWXUH�ZLWK�D�1RUWK�.RUHDQ�FRPSDQ\�LQ�
2007, making substantial investments, which 
would be guaranteed for thirty years.51 Unĥ
fortunately, once the facility was completed, 
WKH�1RUWK�.RUHDQV�WRUH�XS�WKH�FRQWUDFW�DQG�
demanded greater concessions. The Xiyang 
*URXS��XQOLNH�RWKHU�&KLQHVH�FRPSDQLHV��SXEĥ
OLFO\� GHQRXQFHG� QRW� RQO\� LWV� 1RUWK� .RUHDQ�
SDUWQHU� EXW� DOVR� WKH�1RUWK�.RUHDQ� VWDWH� LWĥ
self, saying “Only after one year of real maĥ
nipulation did we understand the nightmare 
RI� 1RUWK� .RUHD¶V� LQYHVWLQJ� HQYLURQPHQW�´52

Yet, more surprising may have been the fact 
WKDW�1RUWK�.RUHD�DWWHPSWHG�WR�GHIHQG�LWVHOI�
WKURXJK�RɷFLDO�VWDWH�PHGLD��VWDWLQJ�WKDW�;Lĥ
yang was primarily to blame, but also making 
promises to “ensure the legitimate rights and 
interests of all investors willing to develop inĥ
ternational investment relations on the prinĥ
ciples of mutual respects, equality, reciprocity 
DQG�ODZĥREVHUYDQFH�´53 This is a positive sign 
WKDW�1RUWK�.RUHD�LV�¿QDOO\�OLVWHQLQJ�WR�LQYHVĥ
tor’s concerns and understands that successĥ
ful advancement of its economy is contingent 
on fostering a friendly investment climate.  

(YHQ� LI� WKH� 1RUWK� HQJDJHV� LQ� VHULRXV�� &KLĥ
QHVHĥVW\OH� UHIRUP�� WKHUH� UHPDLQ� PDMRU� SRĥ
tential pitfalls for China. First and foremost 
is the issue of stability. There are plenty of 
opportunities that could arise for Chinese 
investment, but reform would also open up 
¿VVXUHV�DW�WKH�WRSĥOHYHO�EHWZHHQ�YDULRXV�IDFĥ
tions, such as the party and military, and the 
ERWWRPĥOHYHO�GXH�WR�LQIRUPDWLRQ�LQÀRZV��3HUĥ
KDSV�DW�¿UVW�WKH�DYHUDJH�1RUWK�.RUHDQ�ZRXOG�
be grateful to have more opportunities, but 
development often leads to greater demands, 
DQG� SRWHQWLDOO\� SURWHVWV� Ħ� DV� &KLQD� H[SHULĥ
enced in 1989. This is the major challenge that 
China must contemplate. It would be thrilled 

THE CHINA-NORTH KOREA ECONOMIC RELATIONSHIP

The future prospects of the China-North Korea 
economic relationship will be partly determined 
by the extent to which the current North Korean       

regime is serious about reform.
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LI�1RUWK�.RUHD�XQGHUWRRN�HFRQRPLF�UHIRUP��
but not at the expense of stability which reĥ
PDLQV�LWV�PDLQ�SULRULW\��,I�WKH�1RUWK�.RUHDQ�
regime were to collapse, China would not 
only have to deal with the inevitable refugee 
ÀRZV� LQWR� WKH� QRUWKHDVWHUQ� SURYLQFHV� Ħ� H[ĥ
DFHUEDWLQJ�WKH�HFRQRPLF�VLWXDWLRQ�Ħ�EXW�DOVR�
WKH�SURVSHFW�RI�D�XQL¿HG�.RUHD�RQ�LWV�ERUGHU��

6HFRQG�� 1RUWK� .RUHDQ� UHIRUP� ZRXOG� SRĥ
tentially also open the country up to other 
countries for investment, breaking the hold 
WKDW�&KLQD� KDV� RYHU� WKH�1RUWK�.RUHDQV��$V�
stated previously, China is a de facto monĥ
RSVRQ\�ZKHQ� LW�FRPHV� WR�EX\LQJ�1RUWK�.Rĥ
UHDQ�QDWXUDO�UHVRXUFHV�Ħ�DOORZLQJ�LW�WR�EX\�DW�
a cheaper price. In addition, it is a de facto 
monopoly when it comes to shipments into 
1RUWK�.RUHD�� HVSHFLDOO\� ZLWK� UHJDUGV� WR� RLO��
$�UHIRUPHG�1RUWK�.RUHD�ZRXOG�VHH� LWV� UHODĥ
tions with the outside world improve, with 
the likely result that China would pay and 
VHOO� DW� FORVHU� WR�PDUNHW� SULFHV��1RQHWKHOHVV��
this may be dependent on how the nuclear 
issue is approached, especially with regards 
to the U.S., South Korea and Japan. If those 
three countries remain adamant about full 
denuclearization, reform may lose momenĥ
WXP�DQG�XOWLPDWHO\�IDLO��OHDGLQJ�1RUWK�.RUHD�
back to dependency on China. If those three 
FRXQWULHV�GHFLGH�WKDW�D�UHIRUPHG�1RUWK�.Rĥ
rea will be less of a threat and more likely to 
give up their nuclear program in the future, 
it will introduce more competition and raise 
the price for Chinese investment.  Howĥ
ever, these concerns are likely to be outĥ
weighed by the improvement in the overall 
investment environment that would emerge. 

32/,&<�237,216

*RLQJ� IRUZDUG�� &KLQD� LV� IDFHG� ZLWK� VHYHUDO�
choices. It could endeavor to substantially 
LQFUHDVH� LQYHVWPHQW� LQ� 1RUWK� .RUHD� LQ� DQ�
attempt to increase pressure on the isolated 
QDWLRQ� WR� PDNH� VLJQL¿FDQW� UHIRUPV� WR� LWV�
HFRQRP\�� �&RQYHUVHO\�� LW� FRXOG� FXW� Rɱ� WUDGH�
and aid completely.  Finally, it could maintain 
something like the status quo, where it conĥ
tinues to invest in a handful of projects with 
FOHDU��FRQFUHWH�EHQH¿WV�IRU�&KLQD��7KH�PDMRU�
SUREOHP�ZLWK� WKH�¿UVW�RSWLRQ� LV� WKDW�� DV�GHĥ
tailed previously, the economic environment 
is not conducive to a substantial increase in 
LQYHVWPHQW�RQ�D�FRXQWU\ĥZLGH�OHYHO��HVSHFLDOO\�
since that investment would be underwritten 
by the Chinese government through subsidies 
to private companies or investment by SOEs. 
There is also no guarantee that this increased 
Chinese investment would have much of a 
SRVLWLYH�LPSDFW�RQ�WKH�1RUWK�.RUHDQ�HFRQRĥ
my, especially in the likely scenario that elites 
FRQWURO�PRVW�RI� WKH�SUR¿WV��ZLWK� OLWWOH�WULFNĥ
OLQJ�GRZQ�WR�RUGLQDU\�1RUWK�.RUHDQ�FLWL]HQV��
,I�DQ\WKLQJ��D�ODUJH�LQÀRZ�RI�LQYHVWPHQW�LQWR�
1RUWK� .RUHD� EHIRUH� 1RUWK� .RUHD� UHIRUPV�
its economy would likely intensifying the 

FXUUHQW� GH¿FLHQFLHV� UDWKHU� WKDQ� VROYH� WKHP��

&KLQD� FRXOG� DOVR� WKHRUHWLFDOO\� FXW� Rɱ� WUDGH�
DQG�DLG�ZLWK�1RUWK�.RUHD��EXW�WKLV�LV�DOVR�DQ�
unappealing choice because of the possible 
VWUDWHJLF� UDPL¿FDWLRQV�� 0RVW� DQDO\VWV� DJUHH�
that without this assistance, especially in the 
IRUP�RI� RLO� DQG� IRRG�� WKH�1RUWK�.RUHDQ� UHĥ

JLPH�ZRXOG� ¿QG� LW� GLɷFXOW� WR� VXVWDLQ� LWVHOI��
and could possibly collapse. While that would 
rid China of an obvious headache, the side 
HɱHFWV�PLJKW�HQG�XS�EHLQJ�HYHQ�ZRUVH��7KH�
nightmare scenario is instability in the form 
RI� ODUJHĥVFDOH� PLJUDWLRQ� RI� 1RUWK� .RUHDQV�
into the Chinese northeast looking for work, 
potentially destabilizing the region. In addiĥ
WLRQ�� &KLQD� LV� DOUHDG\� LQ� D� GLɷFXOW� SRVLWLRQ�
strategically. It is surrounded by countries 
that are, at best, mistrustful of China and 
ZDU\�RI�LWV�ULVH��:KLOH�1RUWK�.RUHD�PD\�QRW�
be much of a friend, it’s still the closest reĥ
lationship that China has in the region, and 
as stated before it is able to extract natural 
resources at lower than market prices. That 
could all change if the regime were to collapse. 

Therefore, the policy option that makes the 
most sense for China is to strike a middle 
path, by investing in limited projects that have 
WDQJLEOH�EHQH¿WV�IRU�&KLQHVH�HFRQRPLF�GHYHOĥ
RSPHQW��ZKLOH� FRQWLQXLQJ� LWV� FXUUHQW�1RUWK�
Korean policies with respect to traditional avĥ
enues of trade and foreign aid. The aforemenĥ
tioned Rason SEZ is an example of this type 
RI�QDUURZO\ĥIRFXVHG� LQYHVWPHQW�SURMHFW�� DQG�
the Chinese government will likely expend 
the requisite resources to ensure the success 
of this endeavor.  Successful completion of 
the Rason SEZ would provide the northeast 
provinces with access to a port for trade, furĥ
thering the growth of Liaoning and especially 
-LOLQ�SURYLQFH���*LYHQ�&KLQD¶V�GHVLUH�WR�HQVXUH�
that this region experiences similar rates of 
growth as already experienced by its southern 
coastal provinces, they have strong incentive 
WR�SXW�XS�ZLWK�VRPH�RI�WKH�GLɷFXOWLHV�RI�GRĥ
LQJ�EXVLQHVV� LQ�1RUWK�.RUHD� IRU� WKLV� UHDVRQ�
alone. Beyond this, however, successful deĥ
velopment of the Rason SEZ would also creĥ
ate an area where limited economic reforms 
could be introduced to a small section of the 
1RUWK� .RUHDQ� HFRQRP\�� ZLWKRXW� SUHVVXULQJ�
the entire economy to adopt reforms that 

it may not currently be ready to undertake.  

7KLV�ZRXOG� DOORZ� WKH�1RUWK�.RUHDQ� UHJLPH�
to introduce reforms in an isolated form, with 
minimal risk of contagion. Furthermore, if 
the project is successful, the economic benĥ
H¿WV�UHDSHG�E\�WKH�1RUWK�.RUHDQV�FRXOG�SURĥ
YLGH� VLJQL¿FDQW� LQFHQWLYH� IRU� WKHP� WR� DGRSW�

some of the same economic reforms from the 
SEZ in other parts of their economy.  If it is 
not, China may simply return to the status 
quo without imperiling its security and stabilĥ
ity interests.  Thus, even if the development 
of the Rason SEZ itself may have a limited efĥ
IHFW�RQ�WKH�JURZWK�RI�1RUWK�.RUHD¶V�HFRQRP\�
LQ�WKH�VKRUW�UXQ��LW�FRXOG�EH�DQ�LPSRUWDQW�¿UVW�
VWHS�LQ�PRYLQJ�1RUWK�.RUHD�DORQJ�WKH�SDWK�WR�
broader economic reforms in the future, with 
PLQLPDO� ULVN� ZKHQ� FRPSDUHG� WR� ODUJHĥVFDOH�
UHIRUPV��7KLV�ZRXOG�XOWLPDWHO\�EHQH¿W�1RUWK�
Korea as well as China.  Moreover, there are 
other areas where this strategy may also be 
successful.  The two SEZs mentioned in the 
beginning of this paper, the Hwanggumpyong 
and Wihwa SEZs, which sit across the borĥ
der from Dandong, could be the next area in 
which China tests this strategy.  While these 
two SEZs were created several years ago, they 
have mostly sat dormant and undeveloped.  
However, although nowhere near the level of 
development taking place in the Rason SEZ, 
since late 2012 it appears that they have also 
seen new construction and infrastructure 
improvements.54� 7KLV� VXJJHVWV� WKDW� 1RUWK�
.RUHD�LV�¿QDOO\�JHWWLQJ�VHULRXV�DERXW�GHYHORSĥ
ing these areas as well, and if this is the case, 
represents another opportunity for China 
to strategically invest and encourage limited 
HFRQRPLF� UHIRUPV� LQ�1RUWK�.RUHD�� �%\�SXUĥ
suing this strategy, China can continue to enĥ
courage economic reform to the extent that it 
will reduce tension in the region and provide 
more lucrative investment opportunities, 
but not at the expense of stability. Focused 
investment in projects, like the Rason SEZ, 
appears to represent the best opportunity to 
accomplish these goals and to increase prosĥ
perity and security throughout the region.

The policy option that makes the most sense for 
China is to strike a middle path, by investing in 

PMQMXIH�TVSNIGXW�XLEX�LEZI�XERKMFPI�FIRIÁXW�JSV�'LM-
nese economic development, while continuing its 

current North Korean policies with respect to tradi-
tional avenues of trade and foreign aid. 
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The unexpected drop in the Chinese trade 
statistics for June released on July 10th caused 
ZLGHVSUHDG� VXUSULVH�� 1RW� RQO\� GLG� WKH� WRWDO�
YROXPH�RI�WUDGH�IDOO�IRU�WKH�¿UVW�WLPH�Ī\HDUĥRQĥ
\HDUī�VLQFH�WKH�JOREDO�¿QDQFLDO�FULVLV�RI�������
but the decline encompassed both imports and 
exports, all of China’s leading trading partners 
and its most intensely traded commodities.

Immediate explanations for the decline foĥ
cused on two leading culprits: that trade is a 
OHDGLQJ�LQGLFDWRU�RI�&KLQHVH�*'3��ZKLFK�PD\�
EH�HQWHULQJ�D�VORZĥGRZQ��RU�WKDW�WKH�ZHDN�¿Jĥ
XUHV� UHÀHFW� D� FUDFNĥGRZQ� E\� WKH� DXWKRULWLHV�
on the practice of false invoicing by exporters 
LQ�RUGHU�WR�HYDGH�FRQWUROV�RQ�FDSLWDO�LQÀRZV�

But perhaps the most likely single factor 
is the simultaneous emergence of a serious 
shortage of liquidity in the Chinese banking 
system. Drawing on the experience of the 
JOREDO�¿QDQFLDO�FULVLV��ZKLFK�DOVR�VDZ�D�IUHH]H�
in bank lending twinned with a dramatic colĥ
ODSVH�LQ�JOREDO�WUDGH�ÀRZV��QHZ�UHVHDUFK�KDV�
been exploring the special dependence of 
LQWHUQDWLRQDO� WUDGH� RQ� WKH� ¿QDQFLDO� VHFWRU�
Ī0DQRYD�DQG�&KRU�������3DUDYLVLQL�HW�DO��������
%DUDQJD�����ī��DQG�¿QGV�WKDW�D�FRXQWU\¶V�WUDGH�
tends to disproportionately respond to disĥ
ruptions in the access to credit, above and beĥ
yond the response of the domestic economy.

7KH� FXUUHQW�&KLQHVH� HSLVRGH�� ZKLOH� ĪVR� IDUī�
much milder in scale than the problems that 
beset the US, Europe and Japan from the 
middle of 2008, appears to be following a 
similar pattern, and given the widely reported 
GLɷFXOWLHV�IDFLQJ�&KLQHVH�EDQNV��D�SHULRG�RI�
weakened trade should not be unexpected.

$FFRUGLQJ� WR� WKH� RɷFLDO� VWDWLVWLFV� IURP� WKH�
&KLQD�&XVWRPV�,QIRUPDWLRQ�&HQWHU�Ī&&,&ī��
Chinese exports in June 2013 were 3.3 percent 
lower than June 2012, Chinese imports were 
0.9 percent lower, and total trade declined 
E\� ���� SHUFHQW�� %HKLQG� WKH� KHDGOLQH� ¿JXUHV��
the decline appeared to be systematic across 
most trade partners and commodities: exĥ
ports to China’s three largest markets, the 
86��(8�DQG�-DSDQ�DOO�FRQWUDFWHG�ĪE\�����SHUĥ
FHQW������SHUFHQW�DQG�����SHUFHQW�\HDUĥRQĥ\HDU�
UHVSHFWLYHO\ī�� &KLQHVH� LPSRUWV� IURP� -DSDQ�
DOVR� IHOO� VKDUSO\� ĪE\� ����� SHUFHQWī�� ZKLOH� LPĥ
ports from the EU rose by 0.8 percent and 
from the US by 14.7 percent; but since China 
FRQWLQXHV� WR� UXQ� D� VLJQL¿FDQW� WUDGH� VXUSOXV��
total trade with each of its three largest partĥ
QHUV�GHFOLQHG�\HDUĥRQĥ\HDU�RYHUDOO�ĪE\�����SHUĥ
FHQW����SHUFHQW��DQG������SHUFHQW�UHVSHFWLYHO\ī��

This pattern of general contraction also apĥ
pears among disaggregated commodities: of 
the 33 commodities reported by CCIC, the 
WKUHH�ODUJHVW�H[SRUW�VHFWRUV�E\�YDOXH�Ī0HFKDQLĥ
FDO�DQG�(OHFWULFDO�3URGXFWV��+LĥWHFK�3URGXFWV��
and Automatic Data Processing Machines 
DQG�8QLWVī�DOO�FRQWUDFWHG�WKHLU�H[SRUWV�ĪE\�����
SHUFHQW������SHUFHQW�DQG������SHUFHQW�\HDUĥRQĥ
\HDU�� UHVSHFWLYHO\ī�� 2Q� WKH� LPSRUW� VLGH�� WKH�
three largest commodities are Mechanical 
DQG� (OHFWULFDO� 3URGXFWV�� +LĥWHFK� 3URGXFWV��
and Crude Petroleum Oil, which shrank 1.3 
percent, rose 0.24 percent and shrank 7.6 
SHUFHQW�\HDUĥRQĥ\HDU�� DQG�RI� WKH� ��� UHSRUWHG�
commodities, 21 saw imports fall and 21 saw 
H[SRUWV� IDOO� ĪQRW� DOO� LQ� WKH� VDPH� ��� VHFWRUVī�

The absolute trade decline is particularly surĥ
prising in the context of China’s robust recent 
economic growth. Over the previous two and 
a half years, trade volumes had been growĥ
ing by an average 0.68 percent per month. 

Figure 1� FRPSDUHV� WKH� DFWXDO� WUDGH� ÀRZV�
to a simple forecast, constructed from the 
monthly growth rate of 0.68 percent, adjusted 
IRU� VHDVRQDO�PRQWKO\� ÀXFWXDWLRQV� ĪWKH�PRVW�
VLJQL¿FDQW�RI�ZKLFK�DUH�WKH�LQFUHDVH�LQ�WUDGH�
in December, followed by a sharp decline in 
February, driven by the timing of the Chinese 
1HZ�<HDUī��7KH�¿JXUHV�IRU�-XQH������VWDQG�RXW�
DV�WKH�VKDUSHVW�GHYLDWLRQ�ĪLQ�HLWKHU�GLUHFWLRQī�
from the baseline forecast in the whole sample.

Coincident with the unusual weakening of 
trade, China’s banking system has been unĥ
dergoing an episode of stress unprecedented 
in the past seven years. On June 20th 2013, 
WKH� RYHUQLJKW� 6KDQJKDL� ,QWHUEDQN� 2ɱHU�
5DWH� Ī6+,%25ī�� WKH� EHQFKPDUN� UDWH� DW�
which banks in Shanghai make unsecured 
RYHUQLJKW� ORDQV� WR� RQH� DQRWKHU� ĪDV� PHDĥ
VXUHG� E\� WKH� 1DWLRQDO� ,QWHUEDQN� )XQGLQJ�
&HQWHUī� SHDNHG� DW� �����SHUFHQW�� ,QFUHDVHV� LQ�
unsecured interbank interest rates are freĥ
quently interpreted as indicators of a lack of 
FRQ¿GHQFH� LQ� WKH� ORFDO� ¿QDQFLDO� V\VWHP�� DV�
creditors hoard cash and demand prohibiĥ
tive interest rates even for overnight loans, 
UHÀHFWLQJ� D� IHDU� RI� FRXQWHUSDUW\� GHIDXOW�

The June 2013 spike was 50 percent higher 
than the previous peak in October 2007 
of 8.5 percent, and towers over the rates 
SUHYDLOLQJ� GXULQJ� WKH� JOREDO� ¿QDQFLDO� FULĥ
sis from 2008 Q3 through 2009, when the 
3HRSOH¶V�%DQN�RI�&KLQD�Ī3%2&ī�HQVXUHG�WKH�
Chinese banking system had ample liquidĥ
ity and access to funding at record low rates.

However, as reported by the Economist on 
-XQH���QG�Ī³7KH�6KLERU�6KRFN´ī��UDWKHU�WKDQ�
supply extra liquidity as SHIBOR started 
to climb, the PBOC engaged in open marĥ
ket operations on June 18th, selling some 
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of its stock of bonds to drain cash out of 
the banking system. This exacerbated Chiĥ
QHVH� EDQNV¶� OLTXLGLW\� FUXQFK�� UHÀHFWLQJ�
the authorities’ tough new stance towards 
banks that have overextended their credit.

The average overnight SHIBOR rate preĥ
vailing during each month is illustrated on 
WKH� ULJKWĥKDQG� D[LV� RI� )LJXUH� ��� 7KH� DYHUĥ
age rate understates how dramatically the 
overnight rate spiked in late June, but nevĥ
ertheless one can see how the increase in 
rates in Jan 2012 and June 2013 both coinĥ
cided with unexpectedly low trade volumes.

The negative correlation between the real 
FRVW�RI�FDSLWDO�DQG�WUDGH�ÀRZV�KDV�EHHQ�GRFXĥ
PHQWHG�UHSHDWHGO\��ERWK�LQ�WHUPV�RI�ORQJĥUXQ�
WUHQGV�ĪWKH�VWHDG\�JURZWK�RI�WUDGH�DV�D�VKDUH�
RI�*'3�GXULQJ�WKH� ORQJ�SHULRG�RI� LQFUHDVHG�
globalization from the 1980s to the end of the 
2000s coincided with a secular decline in real 
interest rates around the world, one feature of 
WKH�*UHDW�0RGHUDWLRQī��DQG�GXULQJ�GUDPDWLF�
VKRUWĥUXQ�GHYLDWLRQV�IURP�WUHQG��RI�ZKLFK�WKH�
����ĥ���FULVLV�LV�RQO\�WKH�PRVW�YLYLG�H[DPSOH��

A leading explanation for trade’s excess senĥ
sitivity to the state of capital markets stems 
from one of international trade’s most disĥ
WLQFWLYH� IHDWXUHV� Ħ� LW� WDNHV� ORQJHU� WR� GHOLYHU�
goods to foreign customers than to local 
markets. This extra delivery time locks up 
PRUH�ZRUNLQJ� FDSLWDO� WR� ¿QDQFH� DQ� LQWHUQDĥ
tional transaction than for a local deal, and 
so when the cost of working capital rises, 
international transactions become disproĥ
portionately more expensive than local 
sales, which can be settled relatively swiftly. 

:KLOH�LQ�SULQFLSOH�WKHVH�DGGLWLRQDO�¿QDQFLQJ�
costs could fall on either importer or exporter, 
GHSHQGLQJ�RQ�WKH�VWUXFWXUH�RI�WKH�FRQWUDFW�ĪLI�
the importer pays up front, they face the costs, 
while an exporter who is only paid on delivery 
ZRXOG�EHDU�WKH�LQFLGHQFHī��UHFHQW�UHVHDUFK�RQ�
KRZ� WKHVH� FRVWV� DUH� VKDUHG� Ī6FKPLGWĥ(LVHQĥ
ORKU�Ī����ī��$QWUDV�DQG�)ROH\�Ī����ī��%DUDQJD�
Ī����īī� VXJJHVWV� WKDW� WKH\� WHQG� WR� EH� VSUHDG�
RYHU�ERWK�SDUWLHV��7KLV�LV�FRQVLVWHQW�ZLWK�D�¿ĥ
nancial shock like the SHIBOR spike impactĥ
ing both China’s import and export sectors.

Conventional trade models predict that trade 
UHVSRQGV� SURSRUWLRQDWHO\� WR� *'3�� ZKLFK�

HPERGLHV�ERWK�³SXVK´�DQG�³SXOO´� VXSSO\�DQG�
demand forces. So one natural response to 
the weak Chinese trade data was to interpret 
WKHP�DV�D�OHDGLQJ�LQGLFDWRU�RI�WKH�ORQJĥDQWLFĥ
LSDWHG�VORZGRZQ�LQ�&KLQD¶V�EUHDNQHFN�*'3�
growth. China bears were to be disappointed 
KRZHYHU�� DV� WKH�4��*'3�¿JXUH� UHOHDVHG� RQ�
-XO\� ��WK� VKRZHG� *'3� KLWWLQJ� WKH� ���� SHUĥ
cent growth target, a mere 0.2 percent down 
on the 7.7 percent growth achieved in Q1. 

*LYHQ� VNHSWLFLVP� DERXW� WKH� TXDOLW\� RI� &KLĥ
nese statistics, it is tempting to conclude that 
these numbers are inconsistent and hence 
XQUHOLDEOH�� +RZHYHU� WKH� WKHRU\� RI� WUDGH� ¿ĥ
nance suggests that increases in the cost of 
credit could generate exactly this pattern, 
in which trade responds much more quickly 
DQG�QHJDWLYHO\�WKDQ�*'3�WR�D�FUHGLW�FUXQFK��
It is quite possible for trade volumes to fall 
HYHQ� ZKLOH� *'3� JURZWK� UHPDLQV� UREXVW�

The second hypothesis for the trade slowĥ
GRZQ�� WKDW� LW� UHÀHFWV� WKH� HOLPLQDWLRQ� RI�
SUHYLRXVO\� LQÀDWHG� WUDGH� ¿JXUHV� IROORZLQJ� D�
crackdown on capital control evasion, also 

VHHPV� LQDGHTXDWH�� $UWL¿FLDOO\� LQÀDWHG� H[ĥ
SRUW� LQYRLFHV� DOORZ� ¿UPV� WR� PRYH� FDSLWDO�
held overseas behind China’s capital controls, 
since the Renminbi is convertible on current 
account and so can be exchanged for foreign 
FXUUHQF\�WR�¿QDQFH�WUDGH�WUDQVDFWLRQV��6LQFH�
this kind of transfer pricing is illegal, and reĥ
quires a high degree of trust between particiĥ
SDQWV��LW�LV�HDVLHU�WR�GR�ZLWKLQ�WKH�¿UP�WKDQ�DW�
DUPVĥOHQJWK�� DQG�PXFK�RI� WKH� VXVSHFW� DFWLYĥ
ity is believed to take place between Chinese 
¿UPV�RQ� WKH�PDLQODQG� DQG� WKHLU� DɷOLDWHV� LQ�
+RQJ�.RQJ� Ī:DOO� 6WUHHW� -RXUQDO��$SU� ����ī��

$� FUDFNĥGRZQ� RQ� WKLV� NLQG� RI� FDSLWDO� FRQĥ
trol evasion would be expected to disproĥ
portionately hurt reported trade with Hong 
.RQJ�� EXW� QRW� OHJLWLPDWH� DUPVĥOHQJWK� WUDGH�
with other trading partners. While the 
-XQH������ WUDGH�¿JXUHV�GR�VKRZ�D�GHFOLQH� LQ�
trade with Hong Kong that is larger than for 
&KLQD¶V� DYHUDJH� WUDGH�SDUWQHU� Ī�� SHUFHQW� IRU�
H[SRUWV�DQG�����SHUFHQW�IRU�WRWDO�WUDGH��\HDUĥ
RQĥ\HDUī�� WKLV� H[SODLQV� RQO\� D� VPDOO� IUDFWLRQ�
of the recent trade decline, which extends 
to China’s largest overseas trading partners.

There are several lessons from and for the 

UHFHQW�&KLQHVH�H[SHULHQFH��¿UVWO\��LW�FRQ¿UPV�
WKDW� DEUXSW� FKDQJHV� LQ� ¿QDQFLDO� FRQGLWLRQV�
can be transmitted very rapidly to the traded 
goods sector, which is much more sensitive 
WR� WKH� FRVW� RI� FDSLWDO� WKDQ� ¿UPV� RSHUDWLQJ�
exclusively in the domestic economy; secĥ
RQGO\�� WKH� H[SHULHQFH� RI� WKH� ����ĥ��� FULVLV�
LV� WKDW� DV� FUHGLW� EHJLQV� WR� ÀRZ� DJDLQ�� LQWHUĥ
national trade can recover strongly, and more 
UDSLGO\�WKDQ�*'3��7KHUH�LV�QR�UHDVRQ�WR�H[ĥ
SHFW� &KLQD¶V� WUDGH� WR� VXɱHU� ODVWLQJ� GDPDJH�
as a result of a temporary liquidity squeeze. 
On the other hand, a sustained tightening of 
monetary policy could be expected to have 
D� GUDPDWLF� HɱHFW� RQ� &KLQHVH� WUDGH�� 6LQFH�
ERWK� LPSRUWHUV� DQG� H[SRUWHUV� WHQG� WR� VXɱHU�
when the cost of capital rises, this may not 
contribute greatly to Chinese policymakĥ
ers’ goal to reduce China’s trade surplus.

As of the time of writing, the PBOC had reĥ
YHUVHG�LWV�SROLF\��UHSRUWHGO\�LQMHFWLQJ�Ĳ����ELOĥ
OLRQ� RI� FDVK� LQWR� ¿QDQFLDO� PDUNHWV� WKURXJK�
RSHQ� PDUNHW� RSHUDWLRQV�� LWV� ¿UVW� LQFUHDVH�
in liquidity since February, and this had the 
GHVLUHG� HɱHFW� RI� EULQJLQJ� WKH� RYHUQLJKW�
SHIBOR back down to under 3.5 percent 
E\�HDUO\� -XO\�� ,I�&KLQHVH�EDQNV¶�¿QDQFLDO�GLIĥ
¿FXOWLHV� DUH� WUDQVLWRU\�� WKHQ� ZH� VKRXOG� H[ĥ
pect Chinese trade to rebound strongly. 
But the PBOC may increasingly face a tenĥ
sion between its desire to restrict liquidĥ
LW\� WR� SUHYHQW� FUHGLW� EXEEOHV� DQG� LQÀDWLRQĥ
ary pressure from emerging, and the strong 
vested interests in China’s traded goods secĥ
tors, which are particularly dependent on 
UHOLDEOH� DFFHVV� WR� ¿QDQFH� IRU� WUDGH� FUHGLW�
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As we focus on big problems at the 
highest levels of power, it is equally imĥ
portant to remember the people on the 
ground, around the world, who live these 
issues.  We asked a handful of current and 
IRUPHU�,5�36�VWXGHQWV�WR�VKDUH�WKHLU�LPĥ
pressions of these quiet moments. 
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SHIFTING THE SPOTLIGHT

Over the last two decades in Japan, the demand for commercial sex has led to the sexual exploitation of women and 
children in new and increased forms; two such examples include compensated dating between underage Japanese girls 
DQG�DGXOW�PHQ�ĪUHIHUUHG�WR�DV�HQMR�NɜVDLī�DQG�WKH�VH[�WUDɷFNLQJ�RI�ZRPHQ�DQG�FKLOGUHQ�LQWR�-DSDQ���/DZPDNHUV�KDYH�
WUDGLWLRQDOO\�WULHG�WR�DGGUHVV�WKHVH�LVVXHV�ZLWK�LQHɱHFWLYH�OHJLVODWLRQ�WKDW�VROHO\�IRFXVHV�RQ�VXSSO\��7KLV�ZRUN�SURSRVHV�
to build upon the relative successes of the Law for Punishing Acts Related to Child Prostitution and Child Pornograĥ
SK\�DQG�IRU�3URWHFWLQJ�&KLOGUHQ�Ī&3&3/ī�Ħ�OHJLVODWLRQ�WKDW�HɱHFWLYHO\�WRRN�WKH�¿JKW�WR�WKH�SXUFKDVHUV�RI�LOOLFLW�VH[XDO�
VHUYLFH�Ħ�E\�XOWLPDWHO\�DSSO\LQJ�D�GHPDQGĥIRFXVHG�IUDPHZRUN�WR�IXWXUH�OHJLVODWLRQ�DGGUHVVLQJ�VH[�WUDɷFNLQJ�LQ�-DSDQ�

,1752'8&7,21

Throughout the world, an estimated 27 milĥ
OLRQ�SHRSOH�DUH�YLFWLPV�RI�KXPDQ�WUDɷFNLQJ�1 

Approximately 80 percent of these victims 
DUH� WUDɷFNHG� IRU� WKH� SXUSRVH� RI� VH[XDO� H[ĥ
ploitation, and 98 percent of these sexually 
exploited victims are women and girls.2  Deĥ
spite these staggering numbers and global 
HɱRUWV� WR� DGGUHVV� VH[� WUDɷFNLQJ�� GLVFRXUVH�
and legislation is often exclusively focused 
on the victims and their handlers. Those who 
SXUFKDVH� VH[� IURP� WUDɷFNHG� YLFWLPV� UHPDLQ�
largely overlooked or legally exempt, even as 
this demand for sexually exploited women 
and children continues to drive the fastest 
growing criminal enterprise in the world.   

In Japan, the demand for commercial sex has 
led to new and increased forms of sexual exĥ
ploitation of women and children. However, 
HYHQ� ZLWK� GHFDGHV� RI� VXSSO\ĥIRFXVHG� SROLF\�
and discourse attempting to curb the behavĥ
ior of sex market victims, Japan unexpectedly 
passed legislation in 1999 to address demand 
when sexual exploitation involved children. 
By focusing on demand, the Law for Punishĥ
ing Acts Related to Child Prostitution and 
Child Pornography and for Protecting Chilĥ
GUHQ� Ī&3&3/ī� UHVXOWHG� LQ� D� VLJQL¿FDQW� VKLIW�
in discourse surrounding sexually exploited 
PLQRUV�� *LUOV� FDXJKW� XS� LQ� WKH� VH[� PDUNHW�
were now viewed as victims rather than perĥ
SHWUDWRUV��7KH�&3&3/�HɱHFWLYHO\�VKLIWHG�WKH�
spotlight to focus on the men demanding 
their services.

In contrast, legislation and discourse surĥ
URXQGLQJ�VH[�WUDɷFNLQJ�LQ�-DSDQ�FRQWLQXHV�WR�
ignore the demand side of the sex industry, 
further fueling the sexual exploitation of trafĥ
¿FNHG�DGXOW�YLFWLPV��$V�HYLGHQFHG�E\�WKH�UHODĥ
tive success of the CPCPL at shifting societal 
discourse and deterring demand for sex with 
PLQRUV��FRPEDWLQJ�VH[�WUDɷFNLQJ�LQ�-DSDQ�UHĥ
TXLUHV�WKRURXJK�GHPDQGĥIRFXVHG�OHJLVODWLRQ�

This paper begins with the case of�HQMR�NɜVDL, 
RWKHUZLVH� NQRZQ� DV� ³FRPSHQVDWHG� GDWLQJ�´�
and its role in the creation of the CPCPL.  
(QMR�NɜVDL, involving dates between underage 

girls and adult men that at times involves sex, 
became a social epidemic in late 20th century 
Japan. Initially, discourse surrounding enjo 

NɜVDL focused solely on the actions of adolesĥ
cent girl participants and their perceived conĥ
tribution to Japan’s societal downfall. Howĥ
ever, to combat HQMR� NɜVDL and other issues 
related to the sexual exploitation of minors, 
the CPCPL set an unusual and important 
precedent by punishing demand rather than 
VXSSO\�� HɱHFWLYHO\� VKLIWLQJ� WKH� IRFXV� IURP�
Japanese adolescent girls to the men purchasĥ
ing their services. While the CPCPL requires 
VHYHUDO� PRGL¿FDWLRQV� WR� PRUH� FRPSUHKHQĥ
sively address the sexual exploitation of miĥ
nors through HQMR�NɜVDL and related issues such 
as child pornography, it was largely successful 
in shifting societal focus to the buyers of chilĥ
dren and away from the children themselves. 

1H[W�� WKLV� SDSHU� WDNHV� OHVVRQV� OHDUQHG� IURP�
the CPCPL and applies them as a framework 
IRU� WDFNOLQJ� WKH� H[SORLWDWLRQ� RI� WUDɷFNHG�
victims within the Japanese sex industry.  Jaĥ
pan is a primary destination country for sex 
WUDɷFNLQJ�� EXW� GRHV� QRW� DFWLYHO\� SURVHFXWH�
the purchase of sexual services from human 
WUDɷFNLQJ�YLFWLPV��OHDYLQJ�KXQGUHGV�RI�WKRXĥ
sands of women and girls vulnerable to sexual 
exploitation.3 These victims require legislaĥ
tion that addresses the driver of the market 
and their enslavement: the demand for their 
services. Ultimately, this paper proposes 
clear next steps for Japanese policy makers 
to implement in order to better combat sex 
WUDɷFNLQJ� LQ� -DSDQ�� SULPDULO\� E\� XSGDWLQJ�
WKH� 3URVWLWXWLRQ� 3UHYHQWLRQ� /DZ� Ī33/ī� DQG�
HQGRZLQJ�LW�ZLWK�GHPDQGĥIRFXVHG�OHJLVODWLRQ�
modeled after the CPCPL.

6(77,1*�7+(�67$*(�)25�7+(�����
(1-2�.Ć6$,�EPIDEMIC 

-DSDQ¶V� 3URVWLWXWLRQ� 3UHYHQWLRQ� /DZ� Ī33/ī�
of 1956 criminalized prostitution, yet today 
Japan maintains the world’s largest sex marĥ
ket dealing in Asian women. It is estimated 
that Japan’s massive sex industry accounts for 
�ĥ��SHUFHQW�RI�LWV�*'3��ZKLFK�HTXDWHV�WR�WKH�
VDPH�SHUFHQW�RI�LWV�*'3�GHYRWHG�WR�QDWLRQDO�
defense.4  

While in theory the PPL banned prostituĥ
tion, its many loopholes and sole focus on the 
supply side of the sex market actually proĥ
vided an operational framework within which 
WKH� VH[� LQGXVWU\�ÀRXULVKHG��8QGHU� WKH�33/��
prostitution only involves vaginal intercourse, 
DQG�LV�GH¿QHG�DV�³VH[XDO�LQWHUFRXUVH�ZLWK�DQ�
XQVSHFL¿HG�RWKHU�SDUW\�IRU�FRPSHQVDWLRQ�RU�
IRU� D� SURPLVH� RI� FRPSHQVDWLRQ�´5 In other 
words, the law does not ban sex with a “speciĥ
¿HG� SHUVRQ�´� RU� VRPHRQH� ZKR� KDV� EHFRPH�
an acquaintance.  This semantic vagueness 
makes legal enforcement problematic.  Punĥ
LVKDEOH�RɱHQVHV�XQGHU�WKH�ODZ�LQFOXGH�RSHUDWĥ
ing prostitution facilities, soliciting clients for 
purposes of prostitution, procuring a person 
for prostitution, coercing a person into prosĥ
titution and receiving compensation from the 
prostitution of others.6 The PPL does not 
prohibit the actual sale of sex or other sexual 
services, and does not prosecute those purĥ
chasing sexual services.7

The enactment of the PPL resulted in the 
closure of many brothels in the 1950s, but 
also led to the creation of numerous new enĥ
tertainment industry establishments includĥ
LQJ� ³VRDSODQGV´� ĪEDWKKRXVHV� ZLWK� LQGLYLGXDO�
URRPVī��VWULS�EDUV��VH[�VKRZ�WKHDWHUV��KRVWHVV�
clubs, love hotels, and massage parlors with 
individual rooms where prostitution still efĥ
fectively operates behind closed, unregulated 
doors.8 By the late 20th century, prostitution 
and other sexual services remained a large 
part of the booming sex industry within Jaĥ
pan. The yakuza, Japan’s organized crime synĥ
dicate, adept at managing loopholes within 
the PPL and thus controlling the sex industry, 
EHJDQ� WUDɷFNLQJ� IRUHLJQ� ZRPHQ� LQWR� -DSDQ�
during the 1980s to fuel the growing domestic 
demand for commercial sex.9

By the 1990s, demand within the sex market 
led to new activities such as the aforemenĥ
tioned HQMR� NɜVDL, which involves junior high 
or high school girls interacting with adult 
Japanese men for money and gifts. The girl’s 
role in HQMR� NɜVDL can include anything from 
dinner and conversation to karaoke and group 
DFWLYLWLHV�Ħ�DQG�HYHQ�OHDG�WR�VH[��7KLV�EHKDYĥ
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ior marked a new societal trend: sex work was 
no longer limited to the economically disadĥ
YDQWDJHG��0LGGOHĥ�DQG�XSSHUĥFODVV�DGROHVFHQW�
girls could now participate and earn large 
amounts of money, up to several hundred US 
dollars for one encounter.10 For adolescent 
girls, HQMR� NɜVDL� RɱHUHG� D� FRQYHQLHQW� DYHQXH�
to the increasingly prevalent culture of conĥ
spicuous consumption valued by postmodern 
Japanese society.  The increased portrayal 
of schoolgirls as sexual objects throughout 
popular culture and the media contributed 
toward this new realm of earning potential for 
adolescent girls through HQMR�NɜVDL. 

Japanese society began to regard adolescent 
girls as direct contributors to a perceived 
moral degeneration of society, associating 
HQMR�NɜVDL with the prostitution market. In the 
beginning, societal discussion regarding enjo 

NɜVDL exclusively examined the adolescent girl 

participants. Japanese newspapers, news TV 
shows, magazines, and numerous other forms 
of media in particular focused solely on the 
supply side of HQMR�NɜVDL, deriding adolescent 
JLUOV� WR� D� VWHUHRW\SLFDO� ³VFKRROJLUO´� ¿JXUH�
characterized by materialism, consumerism, 
and unchecked sexuality.  Since society at 
large viewed these girls as the future wives 
and mothers of Japan, HQMR�NɜVDL served to furĥ
ther a growing moral panic in the 1990s and 
motivated legislative discussion on how to adĥ
dress the issue.

At the same time, Japan faced increasing inĥ
ternational criticism for its failure to address 
WZR�VSHFL¿F�LVVXHV�RI�JURZLQJ�LPSRUWDQFH�WR�
the international community:  child pornogĥ
raphy and sex tourism. Distribution of child 
pornography was legal in Japan during this 
period, therefore making Japan a prime tarĥ
get of blame for its global proliferation. Some 
argued that eighty percent of the world’s 
child pornography originated in Japan in the 
late 1990s.11�$OVR� XQÀDWWHULQJ�� VRPH�ZHDOWK\�
Japanese businessmen developed a reputation 
as sex tourists who purchased sexual services 
from women and children in developing counĥ
tries throughout Asia.12 Although sex tourism 
included customers from all developed counĥ
tries, Japanese male sex tourists outnumbered 
those of other nations.13 International presĥ
sure to regulate these global issues generated 
legislative discussion in Japan on protecting 
children from sexual predation and became 

the primary catalyst for legislation on the 
domestic issue of HQMR�NɜVDL.  With the issues 
of child pornography and sex tourism coming 
to prominence simultaneously, discussion reĥ
garding the commercial sexual exploitation of 
children had reached a boiling point in Japan 
at the turn of the 21st century.

(1-2�.Ć6$,�32/,&<�$'237,21

Initially, the Japanese parliament showed a 
lack of commitment to policy adoption foĥ
cused on HQMR�NɜVDL, particularly regarding the 
protection of adolescent girls. Although many 
prefectures have increased the age of sexual 
consent to as high as eighteen years, the naĥ
tional age of consent in Japan remains thirĥ
teen, thus rendering the illegality of HQMR�NɜVDL 
questionable.14 The PPL, the Child Welfare 
Law, and the Criminal Code do not include 
SURYLVLRQV� VSHFL¿FDOO\� DSSOLFDEOH� WR� FKLOG�

prostitution.15 While police reprimanded 
many adolescent girls for HQMR�NɜVDL under loĥ
cal obscenity laws, male participants were leĥ
gally exempt. Public attention focused on the 
behavior of adolescent girls, rather than their 
need for protection against predation. 

International focus on Japan grew during 
WKLV� SHULRG�� VSHFL¿FDOO\� UHJDUGLQJ� FKLOG� VH[ĥ
ual exploitation. In 1996, the international 
1*2�(QG�&KLOG�3URVWLWXWLRQ�LQ�$VLDQ�7RXUĥ
LVP� Ī(&3$7ī� MRLQHG�ZLWK�81,&()�DQG� WKH�
Swedish government to hold the First World 
Congress against Commercial Sexual Exploiĥ
tation of Children in Stockholm. The conferĥ
ence addressed the responsibility of all indusĥ
trialized nations to prohibit and punish their 
own citizens for sexual child exploitation in 
developing countries, and recognized Japan as 
particularly lacking in this area.16

While many Japanese politicians avoided the 
issues of child pornography and sex tourism, 
some did press for reform. Sumiko Shimizu, 
a female socialist member of Japan’s parliaĥ
ment, lobbied for policy adoption, arguing: 
“The key problem in this country is that the 
sexual exploitation of children is socially 
SHUPLWWHG�´17 Masako Owaki, another female 
legislator, visited Thailand in 1996 to investiĥ
gate claims about Japanese sex tourism. After 
meeting with young Thai girls and hearing 
WKHLU�VWRULHV�Ħ�LQ�ÀXHQW�-DSDQHVH�Ħ�DERXW�WKHLU�
Japanese sex tourist customers, Owaki was 

compelled to act.18 Shimizu and Owaki, in coĥ
operation with ECPAT Japan, worked toward 
a parliamentary bill addressing the sexual exĥ
ploitation of children overseas.

At the same time, domestic legislative discusĥ
sion for policy on HQMR�NɜVDL continued to focus 
on the perceived immorality of the adolescent 
girl, linking it to educational problems and a 
growing fear of juvenile crime.19 Addressing 
child pornography and sex tourism in a way 
WKDW� HɱHFWLYHO\� SXQLVKHG� PDOH� SHUSHWUDWRUV�
required either separating these issues from 
HQMR� NɜVDL, or shifting the overall legislative 
conversation on the issue. Lawmakers from 
the ruling coalition in 1997 comprised of 
members from the Liberal Democratic Party 
Ī/'3ī��WKH�-DSDQ�6RFLDOLVW�3DUW\��DQG�WKH�1HZ�
+DUELQJHU�3DUW\�Ħ�WRRN�DGYDQWDJH�RI�WKH�LQWHUĥ
national climate by merging the issues togethĥ
er under one bill, introduced to parliament in 
spring of 1998.20 This bill united the internaĥ
tional community’s concerns about sex tourĥ
ism and child pornography with the growing 
national discussion on�HQMR�NɜVDL. Conservative 
LDP members pressed the bill forward as a 
solution for HQMR�NɜVDL.21 After nearly a decade 
RI�HQMR�NɛVDL�GLVFXVVLRQ�DQG�RYHU�WZR�\HDUV�RI�
OHJLVODWLYH�HɱRUWV��WKH�UHVXOW�ZDV�D�FRPELQHG�
bill that took ECPAT’s human rights violaĥ
tion framework and applied it to all three isĥ
sues. Without the child sex tourism and child 
pornography issues dovetailing the HQMR�NɜVDL 
discussion, resulting legislation would have 
likely focused on punishing adolescent girls. 
ECPAT’s localized pressure combined with 
LQWHUQDWLRQDO�DWWHQWLRQ�LQVWHDG�HɱHFWLYHO\�LQĥ
corporated international human rights norms 
into Japan’s new law on child prostitution and 
child pornography, the CPCPL. 

&3&3/�,03$&7�$1'��������������������
6+257&20,1*6 

In 1999, the Japanese parliament unanimously 
passed the Law for Punishing Acts Related to 
Child Prostitution and Child Pornography 
and for Protecting Children, known as the 
CPCPL. The law applies to children under 
the age of eighteen, posits the adult customer 
as the criminal party, and criminalizes sexual 
intercourse and similar acts between adults 
DQG� FKLOGUHQ� WKURXJK� RɱHUV� RU� SURPLVHV� RI�
compensation to the child, both in Japan and 
overseas. 

Under the CPCPL, all responsibility falls on 
the male participants of HQMR�NɜVDL. Considerĥ
ing that legislative and public discourse for 
nearly a decade focused primarily on adolesĥ
FHQW�JLUO�SDUWLFLSDWLRQ��WKLV�FKDQJH� LV�VLJQL¿ĥ
cant in that it treats minors as victims, rather 
than agents. The focus on male participants, 
however, is weakened by Article 3 of the CPĥ
CPL, which cautions that in application, “care 
should be exercised so as not to infringe upon 
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the turn of the 21st century.  



28 | SPRING 2013 | THE JOURNAL of INTERNATIONAL POLICY SOLUTIONS

WKH�ULJKWV�RI�WKH�SHRSOH�ZLWKRXW�GXH�FDXVH�´22

7KLV�YDJXH�VWDWHPHQW�SURYLGHV�WKH�1DWLRQDO�
3ROLFH�$FDGHP\� Ī13$ī��QRWRULRXV� IRU�EODPĥ
ing Japanese youth for societal problems, the 
discretion to determine appropriate applicaĥ
tion of the law.23�$UWLFOH���SURYLGHV�WKH�13$�
VLJQL¿FDQW� SRZHU� WR� VXEMHFWLYHO\� LQWHUSUHW�
and implement the CPCPL and thus should 
be eliminated.  

Furthermore, the CPCPL bans the producĥ
tion, distribution, and sale of child pornograĥ
SK\��DV�ZHOO�DV�WKH�WUDɷFNLQJ�RI�FKLOGUHQ�IRU�
the purpose of prostitution or pornography.  
24 However, the law does not ban the possesĥ
sion of child pornography, or regulate online 
child pornography. An amendment that crimĥ
inalizes possession as well as viewing and acĥ
cessing child pornography online is required 
to adequately address demand in the case of 
child pornography. 

7KH� &3&3/� DOVR� GRHV� QRW� SURYLGH� VSHFL¿F�
enforcement mechanisms for Japanese sex 
WRXULVP�� DQG� IURP� ����� WR� ����� WKH� 13$�
SXUVXHG� RQO\� ¿YH� FDVHV� LQYROYLQJ� H[SORLWHG�
children overseas.25 Since the adoption of the 
CPCPL in 1999, sex tourism has remained a 
severe problem throughout Asia, and Japan 
has failed to deter the participation of its 
citizens. The CPCPL requires an amendment 
providing clear mechanisms for the investigaĥ
tion and prosecution of the acts it criminalĥ
L]HV��7KH�13$�VKRXOG�DOVR�UHTXLUH�VSHFLDOL]HG�
training and formal instruction for identifyĥ
ing and prosecuting sex tourist crimes.26 

Despite its shortcomings in addressing child 
pornography and sex tourism, the CPCPL 
set an important precedent by punishing 
demand for domestic prostitution when it 
LQYROYHV� FKLOGUHQ�� 6LQFH� ������ WKH�13$�KDV�
arrested between 600 and 1,200 men annuĥ
ally for prostitution with adolescent girls.27

By punishing demand in this case, Japan is efĥ
fectively shifting the focus of HQMR�NɜVDL to the 
buyers of prostitution, rendering them visible 
and accountable and providing a deterrent 
for future participation. 

6(;8$/�(;3/2,7$7,21�������������������
/(*,6/$7,21��$�1(:�:$<�������������

FORWARD 

The CPCPL’s success in addressing demand 
for child prostitution, as well as the lessons 
learned from its shortfalls, provides a useĥ
IXO� IUDPHZRUN� IRU� HɱHFWLYHO\� DGGUHVVLQJ� DQĥ
RWKHU� VLJQL¿FDQW�� UHODWHG� LVVXH�ZLWKLQ� -DSDQ��
VH[� WUDɷFNLQJ�� � -DSDQ�PXVW� FUDIW� OHJLVODWLRQ�
similar to the CPCPL to address the sexual 
H[SORLWDWLRQ� RI� WUDɷFNHG� YLFWLPV� LQ� -DSDQ�
through a focus on punishing demand. 

Japanese adolescent girls are not the only exĥ
ploited victims of the Japanese sex industry. 

Japan has an estimated 100,000 foreign sex 
workers, many of them victims of the human 
WUDɷFNLQJ�LQGXVWU\�28 Japan is a major destinaĥ
WLRQ�FRXQWU\�IRU�WKH�VH[�WUDɷFNLQJ�RI�ZRPHQ�
and girls from Asia, Latin America, and Eastĥ
ern Europe.29�7UDɷFNHUV�RIWHQ�SURPLVH�WKHLU�
victims lucrative jobs and money in foreign 
countries. They also provide transportation 
and false documentation in order to get vicĥ
tims to their destination. Upon arrival, the 
WUDɷFNHUV� GHPDQG� ODUJH� VXPV� RI� PRQH\� DV�
payment from their victims, often forcing 
them into a lifetime of sexual servitude.30 By 
the late 1990s in Japan, one sexual encounĥ
ter with a foreign sex worker cost approxiĥ
PDWHO\� Ĳ����� PHDQLQJ� IRUHLJQ� VH[� ZRUNHUV�
HDUQHG�Ĳ����ELOOLRQ�SHU�\HDU�IRU�WKHLU�LQGXVWU\�
operators, including recruiters, middlemen, 
LPPLJUDWLRQ�¿[HUV��WUDQVODWRUV��IRUJHUV��WUDYHO�
agents, pimps, bar owners, and yakuza trafĥ
¿FNHUV�31 The size of the industry has only 
increased since, particularly due to growing 
yakuza operations.  

<DNX]D� FRQQHFWLRQV� WR� JRYHUQPHQW� RɷFLDOV�
and the criminal organization’s entrenchĥ
ment within Japanese society enable them 
to maintain control of the sex industry.32 The 
yakuza possess a high level of acceptance 
within Japanese society that is rare in other 
countries.33� 7KHUH� DUH� WZHQW\ĥWZR� OHJDOO\�
recognized yakuza groups in Japan, listed 
ZLWK� WKHLU� HPEOHPV� RQ� WKH�1DWLRQDO� 3ROLFH�
Academy homepage. These groups have 
maintained close relations with key political 
¿JXUHV��SROLWLFDO�JURXSV��DQG�JRYHUQPHQW�Rɷĥ
cials.34 In 2011, Seiji Maehara, Japan’s Foreign 
Minister, stepped down due to an investigaĥ
tion concerning payments he received durĥ
ing appointment from a foreign advisor to 
the largest yakuza conglomerate in Japan. In 

October 2012, Japan’s Justice Minister admitĥ
ted his connection to members of the yakuza 
and stepped down after only three months 
LQ� RɷFH�35 Meryll Dean, Oxford professor 
of Japanese law, notes “the institutionalised 
nature of their business organization and 
structure in a society that both demands and 
accepts sexual exploitation of women makes 
the yakuza involvement one of the major obĥ
stacles to tackling the problem of human trafĥ
¿FNLQJ�LQ�-DSDQ�´36

*LYHQ�WKH�\DNX]D¶V�LQWUDFWDEOH�LQÀXHQFH�DQG�
control of the massive Japanese sex market, 
addressing the supply side of the market has 

thus far proven futile. A thorough examinaĥ
WLRQ�RI�WKH�FXUUHQW�VH[�WUDɷFNLQJ�OHJDO�IUDPHĥ
work will provide a clearer understanding of 
WKH�QHFHVVLW\�IRU�D�GHPDQGĥIRFXVHG� OHJDO�UHĥ
sponse. 

6(;�75$)),&.,1*��������������������������������
/(*$/�)5$0(:25.

$QWLĥWUDɷFNLQJ�OHJLVODWLRQ�GLG�QRW�H[LVW�LQ�-Dĥ
SDQ�EHIRUH�������%HIRUH�������WKH�13$�GHDOW�
ZLWK�WUDɷFNLQJ�E\�DUUHVWLQJ�DQG�SURVHFXWLQJ�
WUDɷFNHUV�ZKHQ� DEOH� WR� GHRPRQVWUDWH� VXɷĥ
cient evidence for the violation of the followĥ
ing laws:

�� (PSOR\PHQW� 6HFXULW\� /DZ� Ī$UWLFOH� ����
SODFHPHQW�LQ�KDUPIXO�ZRUNī�37

�� ,PPLJUDWLRQ�&RQWURO�/DZ� Ī$UWLFOH� ������
IDFLOLWDWLRQ�RI�LOOHJDO�ZRUNī�38

�� 3URVWLWXWLRQ� 3UHYHQWLRQ� /DZ� Ī33/��$Uĥ
WLFOH�����PDQDJHG�SURVWLWXWLRQī�39

7UDɷFNHG�YLFWLPV�ZHUH�WUHDWHG�DV�LOOHJDO�LPĥ
migrants with no legal protection and were 
generally deported to their home countries 
at their own expense. Convicted foreign broĥ
kers were also deported and arrested upon arĥ
rival in their home countries. 

Increased international pressure from both 
WKH�8�1�� DQG� WKH�8�6�� VWHHUHG� -DSDQ� WRZDUG�
WDNLQJ� LQLWLDWLYH� RQ� DQWLĥWUDɷFNLQJ� PHDĥ
sures, including the initial signing, but not 
UDWL¿FDWLRQ��RI�WKH�3URWRFRO�WR�3UHYHQW��6XSĥ
SUHVV�� DQG� 3XQLVK�7UDɷFNLQJ� LQ� 3HUVRQV� LQ�
'HFHPEHU� ����� Ħ� RWKHUZLVH� NQRZQ� DV�81�
7,3��VXSSOHPHQWLQJ�WKH�8�1��3DOHUPR�3URWRĥ
FRO�Ħ�DQG�UDWL¿FDWLRQ�RI� WKH�3URWRFRO� WR� WKH�

Convention on the Rights of the Child on the 
sale of children, child prostitution, and child 
pornography in April 2004. These limited efĥ
forts on the part of Japan, however, were not 
enough. In 2004, the U.S. downgraded Japan 
WR� WKH� 7UDɷFNLQJ� LQ� 3HUVRQV� Ī7,3ī� 5HSRUW�
Tier 2 Watch List, harming Japan’s reputaĥ
tion within the international community and 
KLJKOLJKWLQJ� LWV� H[WUHPH� KXPDQ� WUDɷFNLQJ�
problem as well as its failure to provide eviĥ
GHQFH�RI�LPSURYHG�HɱRUWV���-DSDQ�LV�WKH�RQO\�
*�� DQG� DGYDQFHG� LQGXVWULDOL]HG� FRXQWU\� WR�
have received this Tier 2 Watch List placeĥ
ment.40 The 2004 TIP Report states that, 
“considering the resources available, Japan 

8LI�SRP]�WSPYXMSR�XS�GSQFEX�.ETER W̧�WI\�XVEJÁGOMRK�
problem, given the institutionalization of both the 
yakuza and the massive sex industry, is to target 

HIQERH��WTIGMÁGEPP]�JSV�TVSWXMXYXMSR�
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could do much more to protect its thousands 
RI�YLFWLPV�RI�VH[XDO�VODYHU\�´41 In addition to 
this ranking, in 2004 the International Labor 
2UJDQL]DWLRQ�Ī,/2ī�FRQGXFWHG�D�VWXG\�IXQGĥ
ed by the Japanese government on human 
WUDɷFNLQJ�ZLWKLQ�-DSDQ��7KH�VWXG\�SURYLGHG�
embarrassing detailed information on both 
-DSDQ¶V� IDLOXUH� WR� SXQLVK� KXPDQ� WUDɷFNHUV�
along with its negative treatment of victims.42

This report drew further international attenĥ
tion to the severe sexual exploitation of huĥ
PDQ�WUDɷFNLQJ�YLFWLPV�ZLWKLQ�-DSDQ��

In response to international pressure, by June 
�����-DSDQ�PDGH�WUDɷFNLQJ�SHUVRQV�LQWR�WKH�
FRXQWU\�D�FULPLQDO�RɱHQVH��7KH�ODZ��KRZHYHU��
only punishes those responsible for the supĥ
ply side of the market. Much like the PPL, 
the demand for sexual services is not crimiĥ
nalized. While legislation criminalizing huĥ
PDQ�WUDɷFNLQJ�LV�D�VWHS�LQ�WKH�ULJKW�GLUHFWLRQ��
Japan remains one of the primary destination 
FRXQWULHV� IRU� WKH� WUDɷFNLQJ� RI� VH[XDOO\� H[ĥ
ploited women and girls. Increased legislative 
HɱRUWV� WKDW� DGGUHVV� GHPDQG� DUH� HVVHQWLDO� WR�
deal with this problem.  

$�'(0$1'ĥ)2&86('�62/87,21

The only solution to combat Japan’s sex trafĥ
¿FNLQJ� SUREOHP�� JLYHQ� WKH� LQVWLWXWLRQDOL]Dĥ
tion of both the yakuza and the massive sex 
LQGXVWU\��LV�WR�WDUJHW�GHPDQG��VSHFL¿FDOO\�IRU�
prostitution. This could be carried out in sevĥ
eral ways:

�� Reform the Prostitution Preven!
tion Law "PPL# for Japan!wide 
legislation. Reforming the PPL to punĥ
LVK� EX\HUV� ZRXOG� HɱHFWLYHO\� WDUJHW� WKH�
RIWHQĥLJQRUHG� GHPDQG� VLGH� RI� WKH� VH[�
market. Just as the CPCPL reframed 
the issue of HQMR�NɜVDL by focusing on the 
men involved, punishing demand under 
the PPL would bring attention to buyers 
UDWKHU� WKDQ� WKH� RIWHQĥH[SORLWHG� VHOOHUV��
Sweden provides an exemplary model:  
in 1999 it passed legislation rendering 
the buying of sexual services illegal.43

%\������� WKLV� ODZ� LQ�6ZHGHQ�HɱHFWLYHO\�
reduced street prostitution by half and 
SURYLGHG�D� VLJQL¿FDQW�GHWHUUHQFH� WR� VH[�
WUDɷFNHUV�44 While the situation in Japan 
LV�FHUWDLQO\�GLɱHUHQW�WKDQ�LQ�6ZHGHQ��HQĥ
trenched yakuza control of the sex marĥ
NHW� DQG� WKH� GHPDQGĥIRFXVHG� SUHFHGHQW�
set by the CPCPL demonstrate both the 
importance and feasibility of addressing 
demand. Japan should criminalize deĥ
mand under the PPL, thereby strengthĥ
HQLQJ�WKH�ODZ�WR�DFWXDOO\�SXQLVK�RɱHQGĥ
ers as well as deter other potential buyers 
of sexually exploited victims. Deterring 
demand within the sex market would 
serve to decrease the overall size of the 
PDUNHW�� HɱHFWLYHO\� GHFUHDVLQJ� WKH� QHHG�
IRU�D�VXSSO\�RI�WUDɷFNHG�YLFWLPV������

�� Institute demand!focused legisla!
tion at the city and prefecture level. 
Prior to CPCPL adoption, the Tokyo 
Metropolitan government passed enjo 

NɜVDL regulations in 1997 that targeted 
the customers and intermediary organizĥ
ers of HQMR� NɜVDL rather than adolescent 
girls.45 In contrast, other prefectures 
WKURXJKRXW�-DSDQ��VXFK�DV�*LIX�DQG�2VDĥ
ka, adopted regulations addressing enjo 

NɜVDL that punished adolescent girls in 
varying degrees.46� 'HVSLWH� WKH� GLɱHULQJ�
focus, the lesson here is clear:  in lieu of 
national legislation, city and prefectural 
JRYHUQPHQWV�FDQ�Ħ�DQG�GR�Ħ�DGRSW�WKHLU�
own measures to address sexual exploiĥ
tation. While ultimately national legisĥ
lation would provide the most compreĥ
hensive demand focused policy, city and 
prefectural legislation would initiate the 
process and address demand for sex trafĥ
¿FNLQJ�RQ�D�VPDOOHU�VFDOH�WKDW�FRXOG�WKHQ�
incrementally expand by demonstrating 
a model of success to other prefectures 
DQG� XOWLPDWHO\� WKH� -DSDQHVH� 1DWLRQDO�
Diet. 

As demonstrated by the CPCPL legislative 
SURFHVV��GHPDQGĥIRFXVHG�OHJLVODWLRQ�LV�XQOLNHĥ
ly to occur without certain contributing facĥ
tors. Policy adoption requires attention from 
the international community and legislative 
support from key Diet members, as well as a 
general heightened visibility of sexual exploiĥ
tation in society and the media as evidenced 
in the case of HQMR�NɜVDL. Methods to align the 
interests of these players towards combating 
demand for sexual exploitation include: 

�� Increase international pressure: 
International pressure is particularly 
crucial for policy adoption within Japan.  
Indeed, without international pressure 
WR�DGRSW�DQWLĥWUDɷFNLQJ�OHJLVODWLRQ��WUDIĥ
¿FNLQJ� KXPDQV� DFURVV� -DSDQ¶V� ERUGHUV�
would likely still be legal. The internaĥ
WLRQDO�FRPPXQLW\�DQG�ORFDO�1*2V�PXVW�
pressure Japan to take legislation one step 
further by addressing demand for prosĥ
WLWXWLRQ� DQG� HɱHFWLYHO\� SXQLVKLQJ� DQG�
deterring buyers. Particularly important 
to this step, the U.S. government must 
downgrade Japan’s Tier 2 placement on 
WKH�8�6��7UDɷFNLQJ�LQ�3HUVRQV�5HSRUW�WR�
UHDOLVWLFDOO\�UHÀHFW�LWV�ODFN�RI�SURJUHVV�LQ�
FRPEDWLQJ� VH[� WUDɷFNLQJ�� ,QWHUQDWLRQDO�
political pressure, in conjunction with 
domestic support from Japanese politiĥ
cians and increased societal awareness of 
the issue, will spur Japan to take stronger 
legislative action.   

�� Increase pressure on politicians: 
,QÀXHQWLDO� IHPDOH� 'LHW� PHPEHUV� ZHUH�
FUXFLDO� LQ� VKDSLQJ� WKH� GHPDQGĥIRFXVHG�
&3&3/�� /RFDO�1*2V� VXFK� DV� (&3$7��
in conjunction with the international 

community, must continue to pressure 
key Japanese politicians to support comĥ
SUHKHQVLYH� GHPDQGĥIRFXVHG� OHJLVODWLRQ��
Demonstrating the severity of sex trafĥ
¿FNLQJ� LV� SDUWLFXODUO\� LPSRUWDQW�� � ORFDO�
1*2V� VKRXOG� WDNH� -DSDQHVH� SROLWLFLDQV�
on a tour of the sex market and allow 
WKHP� WR� VSHDN� ZLWK� LGHQWL¿HG� YLFWLPV�
in their own backyard. Building support 
from key politicians in Japan will help to 
DOLJQ�GRPHVWLF�SROLWLFDO�HɱRUWV�ZLWK�WKH�
international community, as well as demĥ
onstrate the importance of focusing on 
demand to the rest of Japanese society. 

�� Increase societal visibility: The Japaĥ
nese public must be educated on the 
UHDOLWLHV� RI� VH[� WUDɷFNLQJ� ZLWKLQ� WKHLU�
country. Current information presented 
WR� WKH� SXEOLF� E\� WKH� -DSDQHVH� *RYHUQĥ
PHQW� ,QWHUĥ0LQLVWHULDO� /LDLVRQ� &RPĥ
PLWWHH�� FUHDWHG� WR� FRRUGLQDWH� DQWLĥWUDIĥ
¿FNLQJ� LQLWLDWLYHV�� IUDPHV� WKH� LVVXH� DV� D�
SUREOHP� DɱHFWLQJ� ³IRUHLJQ� ZRPHQ�´47

This discourse leaves out entirely the deĥ
mand side of the market, rendering those 
who buy the services of sexually exploitĥ
ed women unaccountable and invisible. 
This discourse also fails to connect the 
VH[XDOO\�H[SORLWHG�WUDɷFNHG�YLFWLPV�ZLWK�
the domestic adolescent girls already 
considered victims of the sex market. 
,PSRUWDQW� ¿UVW� VWHSV� WRZDUG� LQFUHDVHG�
societal visibility include civil society 
FDPSDLJQV� GULYHQ� E\� ORFDO� 1*2V� HGXĥ
cating the public on the realities of sex 
WUDɷFNLQJ�� QHZV� VWRULHV� WKDW� DFFXUDWHO\�
UHÀHFW� WKH� VWDWXV� RI� VH[XDOO\� WUDɷFNHG�
ZRPHQ��NH\�SROLWLFDO�¿JXUHV�SXEOLFO\�GHĥ
crying the actions of those who frequent 
the sex market, and accurate information 
presented by the government that idenĥ
WL¿HV�WKH�GHPDQG�VLGH�RI�WKH�PDUNHW��

The international community, key Japanese 
politicians, and overall societal discourse 
PXVW�VKLIW�WR�YLHZ�VH[�WUDɷFNLQJ�DV�D�KXPDQ�
rights violation driven by domestic demand 
in order to bring about a solution. While the 
yakuza’s control of the sex market compliĥ
cates this path and certainly requires further 
consideration, shifting the spotlight to adĥ
GUHVV�GHPDQG�UHPDLQV�DQ�LPSRUWDQW�¿UVW�VWHS�
WRZDUG�D�VROXWLRQ�IRU�VH[�WUDɷFNLQJ�

&21&/86,21������������������������������������
6+,)7,1*�7+(�',6&2856(

The CPCPL set an important precedent by 
SXQLVKLQJ�GHPDQG�� HɱHFWLYHO\� UHIUDPLQJ� WKH�
issue of HQMR� NɜVDL. Adolescent girls, initially 
viewed as perpetrators, became protected vicĥ
tims. Most importantly, the law removed the 
luxury of protection for the buyer, rendering 
them publicly visible and accountable. Just as 
the CPCPL shifted the focus from adolescent 
girls to adult men by targeting demand, deĥ
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PDQGĥIRFXVHG�OHJLVODWLRQ�HOVHZKHUH�LQ�WKH�VH[�
PDUNHW�FRXOG�HɱHFWLYHO\�VKLIW�WKH�VSRWOLJKW�RQ�
SURVWLWXWLRQ� IURP� WKH� RIWHQĥH[SORLWHG� ZRUNĥ
ers to the invisible buyers.

,Q� DGGLWLRQ� WR� OHJLVODWLRQ� Ħ� DQG� LQ�RUGHU� IRU�
OHJLVODWLRQ� WR� RFFXU� Ħ� -DSDQ� DOVR� UHTXLUHV� D�
shift in discourse about women trapped in the 
sex market. Although it took over ten years, 
policy on HQMR�NɜVDL that recognizes and proseĥ
cutes demand was adopted when this domesĥ
tic problem was reframed as a global human 
rights issue. Since policy adoption, the shift 
in public discourse surrounding adolescent 
girls caught up in the sex market is even more 
pronounced: these girls are viewed as victims 
rather than perpetrators, and those who purĥ
chase their services are fueling the problem. 
While shifting discourse and policy to focus 
on demand will not eradicate all sexual exploiĥ
tation of women and children, it represents 
DQ� LPSRUWDQW� DQG� UHDOLVWLF� ¿UVW� VWHS� WRZDUG�
DGGUHVVLQJ�VH[�WUDɷFNLQJ���

,I� DSSOLHG� HOVHZKHUH�� WKH� VLJQL¿FDQW� SUHFĥ
edent set by reframing HQMR�NɜVDL to a human 
rights violation could have important conĥ
sequences. Women in Japan and many other 
areas of the world are often treated as sexual 
objects, available for domination. Shifting the 
spotlight to focus on the demand side of the 
sex market, condemning the actions of buyĥ
ers, could lead to a substantial change in the 
future not just for women in Japan, but for all 
women and girls worldwide.
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When Secretary of State Clinton visited Mosĥ
cow in 2009 to meet with Foreign Minister 
6HUJH\� /DYURY� DQG� WKHQĥ3UHVLGHQW� 'PLWU\�
Medvedev, the man that most considered the 
true leader of Russia was suspiciously absent. 
Quite purposefully, Vladimir Putin was in Asia 
meeting with Chinese Premier Wen Jiabao to 
celebrate the 60th anniversary of establishĥ
ing bilateral diplomatic relations.1 As part of 
these meetings, the two signed twelve bilatĥ
eral agreements, including partnership deals 
in nanotechnology, nuclear power, civilian 
DYLDWLRQ�� EDQNLQJ�� KLJKĥVSHHG� UDLO� DQG� PRVW�
importantly energy.2 Agreement on a natuĥ
UDO� JDV� SLSHOLQH� IURP�$OWDL� DQG� DQ� RɱVKRRW�
WR�&KLQD�RI� WKH�SODQQHG�(DVW�6LEHULDĥ3DFL¿F�
2FHDQ�Ī(632ī�RLO�SLSHOLQH�JUDEEHG�KHDGOLQHV��
as did Putin’s condemnation of America’s “irĥ
UHVSRQVLELOLW\´�LQ�OHWWLQJ�WKH�*OREDO�)LQDQFLDO�
&ULVLV�RFFXU��7KH�¿QDQFLDO�FULVLV�KXUW�WKH�5XVĥ
VLDQ� HFRQRP\� PRUH� WKDQ� PRVW�� ZLWK� *'3�
RQO\�VXUSDVVLQJ�SUHĥFULVLV������ OHYHOV� LQ�¿UVW�
quarter 2012,3 leading to further backlash 
against reliance on the West. Concurrently, 
the groundwork was being laid for the 2012 
OHDGHU¶V�VXPPLW�RI�WKH�$VLDĥ3DFL¿F�(FRQRPLF�
&RRSHUDWLRQ� Ī$3(&ī� IRUXP� LQ�9ODGLYRVWRN��
an eastern Russian city located on the Pacifĥ
LF�� FORVH� WR� WKH�ERUGHUV�RI�&KLQD�DQG�1RUWK�
Korea. In preparation for the event and rife 
with symbolism, Russia constructed a bilĥ
OLRQ� GROODU� FDEOHĥVWD\HG� EULGJH�� WKH� ORQJHVW�
of its type in the world, to the barren Russky 
,VODQG� ĪSRSXODWLRQ� �����ī�4 the planned loĥ
cation of the meetings. More than bridge 
to nowhere, however, it was hoped that the 
APEC summit would open the doors to Asia. 

Discussions were held relating to four major 
issues, including trade and investment libĥ
eralization, regional economic integration, 
strengthening food security and establishĥ
ing reliable supply chains, as well as coopĥ
eration to foster innovative growth. Despite 
these discussions, however, major obstacles 
remain which Russia must deal with if it 
LV� WR� WUXO\� MRLQ� µWKH� SDFL¿F� FHQWXU\�¶� 7KRVH�

obstacles are centered mostly on Russia’s 
PDQDJHPHQW�RI� WKH�5XVVLDQ�)DU�(DVW� Ī5)(ī�

The Russian Far East is a region shrouded in 
mystery, even to most Russians. While Russia 
has tentatively tried to orient itself eastwards 
in recent years, continuing to emphasize the 
importance of its strategic relationship with 
China and Asia’s prominence as a driver of 
global economic growth, the Far East is but 
a footnote in this story, resigned primarily to 
its role as a source of natural resources. There 
are a number of reasons the Far East has reĥ
mained so underdeveloped, ranging from 
cultural, political, climactic and economic 
explanations. These reasons share a common 
theme, however, in that they represent the 
UHJLRQ¶V� VWDWXV�DV� OHVV� D� IXOO\ĥÀHGJHG�5XVVLDQ�
region, but as a ‘frontier’ of geopolitical interĥ
HVW��7KH� SUREOHP� ZLWK� 5XVVLD¶V�$VLDĥFHQWULF�
strategy is that its recent approaches do not 
show any fundamental change in this mentalĥ
ity. Recent glimmers of hope, such as APEC 
������ZKLFK� IRU� WKH�¿UVW� WLPH�ZDV�KRVWHG� LQ�
Vladivostok, have held only false promise. In 
order to deepen involvement, lingering issues 
such a territorial disputes and overreliance 
on the energy sector need to be addressed.

Part of Asia geographically, Russian Far 
East has remained economically depressed 
while its neighbors in the region have expeĥ
rienced rapid growth. With the exception 
of Sakhalin’s promising energy industry, the 
Russian Far East is in a sorry state, heavĥ
ily dependent on Moscow for support, while 
DW� WKH� VDPH� WLPH� EHLQJ� FXW� Rɱ� IURP� PRVW�
Russian economic activity. So far, Moscow 
has been unable to produce conditions for 
HFRQRPLF� JURZWK� LQ� WKH� )DU� (DVW��7KH� WRSĥ
level attempts at building bilateral ties with 
China and playing host at APEC show that 
getting involved in Asia is a major priorĥ
ity and a possible solution to the problem. 

Can Russia really be considered an Asian 
power if its territory in Asia is little more than 
a frontier? Why is the relationship between 

neighboring economies so heavily dominated 
by Moscow, when we’ve seen in other countries 
WKH�EHQH¿WV�RI�GHFHQWUDOL]DWLRQ�DQG�RSHQLQJ�
to outside capital, trade, and competition?

This paper argues that the poor state of cenĥ
WHUĥSHULSKHU\�UHODWLRQV�EHWZHHQ�WKH�)DU�(DVW�
DQG� WKH� FDSLWDO� Ħ� LQ� ZKLFK�0RVFRZ� DQG� 6W��
Petersburg have historically dominated all 
aspects of Russian political, economic, and 
FXOWXUDO�OLIH�Ħ�KDV�UHVXOWHG�LQ�WKH�IDUWKHVW�UHĥ
gions of the country maintaining their basic 
IURQWLHUĥOLNH� VWDWXV� GHVSLWH� KXQGUHGV� RI� \HDU�
of rule. This colonial attitude lends itself 
both to economic mismanagement and unĥ
derdevelopment, as well as political isolation 
and a lack of autonomy to take advantage 
of neighboring countries’ growth. The fronĥ
tier was instead viewed in terms of resources 
DQG� SRSXODWLRQ�� D� SHULSKHUDO� EXɱHU�� ZKLFK�
was to be maintained against the threat of 
foreign territorial aspirations.5 While the 
climate and remoteness of the Russian Far 
East certainly does not invite development, 
this paper argues that a dysfunctional and 
RXWGDWHG� FHQWHUĥSHULSKHU\� UHODWLRQVKLS� KDV�
made a bad situation much worse, resulting 
in Russia’s relatively marginal place in Asia. 
The second section of this paper explores 
WKH� FHQWHUĥSHULSKHU\� UHODWLRQVKLS� LQ� LWV� JHRĥ
graphic, historic, and cultural context; the 
third section examines energy resources’ 
role in this context; the last section outlines 
policy recommendations, and provides a reĥ
examination of APEC within the context 
of the limitations presented in this paper. 

���7+(�&(17(5ĥ)$5�($67�'<1$0,&   
�����*HRJUDSK\�DQG�*RYHUQLQJ�6WUXFWXUH

A fundamental source of the problem beĥ
tween Russia’s center and its eastern peĥ
riphery is Moscow’s distance from the East. 
The sheer physical space between the Far 
(DVW� DQG� 0RVFRZħVHYHQ� WLPH� ]RQHV�� RU� D�
��ĥKRXU� ÀLJKWħPDNHV� WKH� DFW� RI� JRYHUQLQJ�
GLɷFXOW�� )RU� H[DPSOH�� E\� WKH� WLPH� SHRSOH�
come into work in Moscow at 8:00AM, it 
is already 3:00PM in Vladivostok; there 
are only two to three hours of overlap durĥ
ing the normal business day to collaborate. 

$GGHG�WR�WKLV�LV�WKH�0RVFRZĥFHQWULF�GHFLVLRQ�
making policy, which relegates regional govĥ
ernments to the lowest tier. Federal subjects 
in Russia are generally less autonomous than 
American states; yet it seems the case that 
3DFL¿F�5XVVLD¶V� XQLTXH�SRVLWLRQ�PLJKW�PHULW�
unique policies: what works in European 
Russia may not work in Asia. In fact, as a 
result of Soviet economic planning and comĥ
munism’s disregard for cost, many regions 
became reliant on Moscow for support after 
WKH�FROODSVH��+LOO�DQG�*DGG\�Ī����ī�H[DPLQH�
this phenomenon in Siberia, but the lesson 
may be applicable to the Far East as well.6

,Q� H[DPLQLQJ� WKH� ³FRVW� RI� FROG´� RQ� LQGXVWU\�

TKH������$VLDĥ3DFL¿F�(FRQRPLF�&RRSHUDWLRQ�Ī$3(&ī�IRUXP��KHOG�LQ�WKH�
eastern Russian city of Vladivostok, once again called attention to Russia’s 
IDU�HDVWHUQ�UHJLRQ��1RZ�YLHZHG�DV�WKH�NH\�WR�HFRQRPLF�LQWHJUDWLRQ�ZLWK�(DVW�
$VLD��WKH�5XVVLDQ�)DU�(DVW�Ī5)(ī�KDV�VWUXJJOHG�SROLWLFDOO\�DQG�HFRQRPLFDOO\��
VXɱHULQJ�IURP�VWDJQDWLRQ��XQGHUGHYHORSPHQW��SROLWLFDO� LVRODWLRQ��DQG�D� ODFN�
of autonomy to take advantage of neighboring countries’ growth. This paper 
DUJXHV�WKDW�WKH�SRRU�VWDWH�RI�FHQWHUĥSHULSKHU\�UHODWLRQV�EHWZHHQ�WKH�)DU�(DVW�
and Moscow, in which the capital dominates all aspects of Russian political, 
HFRQRPLF��DQG�FXOWXUDO�OLIH��KDV�UHVXOWHG�LQ�D�IURQWLHUĥOLNH�VWDWXV�IRU�WKH�5)(�
despite hundreds of year of rule. Through an analysis of governing structure, 
historical relations with Asian neighbors, and development strategy, the paper 
LGHQWL¿HV�WKH�URRWV�RI�WKLV�FHQWHUĥSHULSKHU\�G\QDPLF��LGHQWLI\LQJ�WKH�VSHFL¿F��
EDUULHUV�WKDW�QHHG�WR�EH�DGGUHVVHG�WR�LPSURYH�3DFL¿F�UHODWLRQV��
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in Siberia, which was located there by comĥ
munist planners as opposed to market forces, 
+LOO� DQG�*DGG\�¿QG�WKDW�PXFK�RI�6LEHULD� LV�
economically nonviable, arguing that the only 
solution may be to relocate to warmer climes.7 

The RFE shares similarities in that its major 
KXEħ9ODGLYRVWRNħZDV� FHQWUDOO\� LPSRUWDQW�
to the Cold War, and since the collapse of the 
8665� KDV� VWUXJJOHG� WR� ¿QG� D� QHZ� SXUSRVH�

Despite these physical and structural shortĥ
FRPLQJV�� WKH� 5)(� GRHV� KDYH� D� VLJQL¿FDQW�
source of potential strength, which may also 
be the key to Russian economic integration 
with Asia: proximity to China, Korea, and Jaĥ
pan. This argument is not new. Scholars have 
been pointing out that Russian and Asian coĥ
RSHUDWLRQ�LV�D�ORJLFDO�¿W�IRU�VRPH�WLPH��1HVWHU�
Ī����ī� ZURWH� WKDW�� ³-DSDQ� DQG� 5XVVLD� QHHG�
each other. Few relationships make more ecoĥ
nomic sense. Japan is the world’s leading manĥ
XIDFWXULQJ��¿QDQFLDO�DQG�WHFKQRORJLFDO�SRZHU�
but is natural resource poor, while Russia’s 
economy is collapsing but is natural resource 
ULFK�´8 While Russia is no longer collapsĥ
ing, gains from integration are what Russian 
leaders are banking on when they emphasize 
movement toward Asia. How much of an efĥ
fect these gestures such as APEC really make 
is in doubt, however. This is because potential 
for cooperation is spoiled by national political 
obstacles, which are a result of the dysfuncĥ
WLRQDO�FHQWHUĥSHULSKHU\�UHODWLRQVKLS�WKDW�VWLOO�
regards the Far East as the Russian frontier 
DQG�UHVLVWV�IRUHLJQ�HFRQRPLF�LQÀXHQFH��ZKLOH�
refusing to give ground on territorial disputes 
for fear of setting precedent losing territory. 
For example, the longstanding Kuril Islands 
dispute and lack of a peace treaty with Japan is 
a prominent example of this tendency, which 
will be explored further in the next section.

2.2. Historical Context

The historic context of Russia’s involvement 
in Asia is also worth noting, as it is a major 
contributing factor to the poor state of afĥ
fairs. The Russian Empire approached the 
Far East with imperial designs and conquered 
WHUULWRU\�IURP�ERWK�&KLQD�Ħ�VXFK�DV�3RUW�$Uĥ
WKXU��QRZ�NQRZQ�DV�/�VKXQ�Ħ�DQG�-DSDQ��7KH�
history of aggression and competition for 
dominance was a greater objective than trade 
or economic growth; Vladivostok, after all, 
PHDQV� ³FRQTXHU� WKH� (DVW´� DQG�ZDV� IRXQGHG�
as an imperial military outpost. That this 
city now plays host to APEC is a somewhat 
ironic turn of events since Russia’s historic 
emphasis in the region has been to either exĥ
ert geopolitical hegemony or thwart any poĥ
tential rival from acceding to that role.9 Rusĥ
sian suspicion and militarism only grew after 
WKH�GHIHDW�RI�WKH�5XVVLDQ�3DFL¿F�)OHHW�DW�WKH�
KDQGV�RI�WKH�-DSDQHVH� LQ�WKH�5XVVRĥ-DSDQHVH�
War in 1905. Focus on territorial expansion 
FRQWLQXHG� WKURXJKRXW� WKH� ¿UVW� SDUW� RI� WKH�
20th century, and following the Second World 

War Stalin took as spoils the lands which had 
been lost as well as more, such as the Kuril 
Island chain. Major Far Eastern cities such 
as Vladivostok continued to be more valuĥ
able as strategic forts than prosperous cities.

The dominant strategic concern of security 
DQG� SROLWLFDO� LQÀXHQFH� GLG� QRW� FKDQJH� GXUĥ
ing the Soviet period: support of China as a 

FRPPXQLVW�VWDWH�JDYH�ZD\�WR�WKH�6LQRĥ6RYLHW�
Split, which soured relations for decades. This 
made Russians especially cognizant of the 
‘soft underbelly’ that was exposed in the Chiĥ
QHVHĥ5XVVLDQ�ERUGHU��SURPSWLQJ�WKH�¿UVW�IHDUV�
RI� &KLQHVH� LQ¿OWUDWLRQ� RI� WKH� SHULSKHU\�� -Dĥ
pan’s close alliance with the United States and 
its declared position as an unsinkable aircraft 
carrier opposed to Soviet aggression meant 
close economic relations were not an option. 
0HDQZKLOH�� 6RYLHW� VXSSRUW� RI� 1RUWK� .RUHD�
was a drain on resources and made another 
enemy in South Korea. The Soviet Union 
SUHSDUHG� WR� ¿JKW� ZDUV� DJDLQVW� WKH� 8�6�� DQG�
its allies as well as China, resulting in a heavĥ
LO\�PLOLWDUL]HG�]RQH��&LWLHV�OLNH�3HWURSDYORVNĥ
Kamchatsky and Vladivostok were closed 
even to most Russians until after the fall of 
the Soviet Union because of their importance 
WR�WKH�PLOLWDU\ĥLQGXVWULDO�FRPSOH[�10 As such, 
there has been very little history of economic 
involvement in Asia. The opportunity has 
only arisen in the wake of the collapse of the 
8665�� 5R]PDQ� Ī����ī� LGHQWL¿HV� IRXU� SHUĥ
suasive arguments for why little progress has 
been made in breaking away from this historic 
JHRSROLWLFDO�RULHQWDWLRQ�YLVĥDĥYLV�$VLD�11 These 
VSHFL¿F� FDVHV� VKRZ� KRZ� GLYLVLYH� SROLFLHV��
stuck in a ‘Soviet’ mentality, have been seen 
as preferable to the type of cooperation and 
compromise that can eventually lead to deepĥ
er economic ties and mutual development.

First, China’s rise has encouraged Russia to 
FRQWLQXH� SOD\LQJ� WKH� JUHDWĥSRZHU� JDPH� LQ�
Asia. This has been done primarily by coĥ
operating with China as a hedge against the 
U.S. and its allies, but there is also a certain 
DPRXQW� RI� GLVWUXVW� RI� &KLQD� Ħ� DQG�&KLQHVH�
LPPLJUDQWV� Ħ� EHFDXVH� RI� WKH� GLVSDULW\� EHĥ
tween population densities on opposing 
VLGHV� RI� WKH� ERUGHU��7KLV� KDV� OLPLWHG� FURVVĥ
ERUGHU� LQYHVWPHQW� DQG� WKH� ÀRZ�RI�ZRUNHUV�

6HFRQG�� 1RUWK� .RUHDQ� VDEHU� UDWWOLQJ� KDV�
EHQH¿WHG�5XVVLD¶V� VWUDWHJLF� UROH� DV� D�PHGLDĥ
WRU� Ħ� D� UROH� WKDW�KDV�SURYLGHG� DQ� H[FXVH� IRU�
Russia to focus on military involvement as 
opposed to forging economic ties with either 

1RUWK� RU� 6RXWK� .RUHD�� � 5HVROXWLRQ� RI� WKH�
FRQÀLFW�LV�QRW�LQ�5XVVLD¶V�LPPHGLDWH�LQWHUHVW�
given its military focus, so there is little opĥ
portunity to move beyond the security issue. 

The third reason is that the Kuril Islands 
dispute with Japan has continued from 
the end of World War II to this day with 
no resolution. Both sides claim the islands 

as their own and despite diplomatic relaĥ
tions being established in 1956, no peace 
treaty was signed. Despite upbeat negoĥ
WLDWLRQV� LQ� ����ĥ����� DQG� ����ĥ������ WKHUH�
was no compromise, and since then Putin 
DGRSWHG� D� KDUGĥOLQH� VWDQFH�� $V� WKH� LVODQGV�
are currently in Russia’s possession, mainĥ
taining the status quo is in Russia’s interest. 

The fourth, which is somewhat related to 
the China issue, is that political leadership 
of the Russian Far East has sought to play on 
the population’s fears of foreign domination, 
emphasizing in particular the ‘ethnic threat.’ 
Xenophobia is a major problem in the counĥ
try, and is a sentiment that has expanded beĥ
yond the extreme fringe of public opinion. 
Viktor Ishayev, Putin’s presidential envoy to 
the Far East and Khabarovsk regional govĥ
ernor from 1991 to 2009, repeatedly warned 
about the ‘yellow threat,’ stating that China 
was considering the annexation of large parts 
of Russian territory.12  Protectionist politiĥ
cal and economic elites use these fears as an 
excuse to defend their own interests against 
greater competition. As a result, foreign inĥ
vestment is often scared away. For example, 
Rostislav Turovsky, the general director of 
the Agency for Regional Research, said that 
³WKH�H[SDQVLRQ�RI�IRUHLJQ�EXVLQHVV�ĬLQ�WKH�)DU�
(DVWĭ�PD\�OHDG�WR�D�VLWXDWLRQ�LQ�ZKLFK�WKLV�UHĥ
gion de jure will remain Russian but de facto 
will be converted into a raw material supplier 
IRU�&KLQD�DQG�-DSDQ�´13 That greater integraĥ
tion with foreign economies may actually 
be a good thing for Russia is largely ignored.

In all of these instances we see Russia apĥ
proach the East more like an imperial power 
concerned over its Eastern colonial holdings 
WKDQ�D�QDWLRQĥVWDWH�FRQ¿GHQW�LQ�LWV�)DU�(DVWĥ
HUQ�µ5XVVLDQQHVV�´�)XUWKHUPRUH��WKH�IDFW�WKDW�
these cases have allowed Russia to maintain 
LWV� SROLWLFDOĥVWUDWHJLF� LQYROYHPHQW� LQ� WKH� UHĥ
gion does not necessarily equate to the best 
outcomes for Russia. The opportunity cost 
each of these policies should be considered. 
It is often the case that countries are able to 
JHW� WRJHWKHU� DQG�EHQH¿W� IURP�SHDFHIXO� UHODĥ

While the climate and remoteness of the Russian Far 
East certainly does not invite development, a dysfunc-
tional and outdated center-periphery relationship has 
resulted in Russia’s relatively marginal place in Asia.
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tions and high levels of economic integration 
only after their geopolitical concerns have 
already been settled. Modern day Europe is 
the best example of this; the settling of the 
territorial status quo after World War II has 
allowed economic integration in the form of 
the EU to proceed. This is not the case in 
Asia, where there are still many territorial 
GLVSXWHV��FRQÀLFWLQJ�LGHRORJLHV��DQG�OLQJHULQJ�
hopes for regional hegemony. Yet, the situĥ
ation and prospects for improvement have 
EHQH¿WHG�IURP�WKH�HQG�RI�WKH�&ROG�:DU��7KH�
fact that only a little over twenty years have 
passed since the collapse of the USSR should 
temper pessimism about Russia’s role in the 
region. In any case, it is clear that the legacy 
of Russian historical political imperatives linĥ
ger in the present, a mentality that is currentĥ
ly blocking further integration in the region.

�����*RYHUQDQFH�DQG�WKH�5XOH�RI�/DZ 

Poor rule of law is also an obstacle to closer 
integration with Asia. As mentioned earĥ
lier, frontier regions tend to brew lawlessĥ
ness, and the Far East’s continued status as 
a frontier in the Russian mentality has reinĥ
forced this. Corruption is particularly bad, as 
evidenced by a 2004 study, which compared 
regions across Russia, in which no region in 
WKH�5)(�HDUQHG�D�³FRPSHWLWLYH�PDUNHW´�GHVĥ
ignation.14 Smuggling of pirated or fake Chiĥ
nese goods into Russia is common. The act 
of poaching rare animals, such as the Amur 
Tiger and Leopard, has driven many species 
to near extinction and garnered interest of 
international groups like the WWF.15 State 
department cables and media also mention 
WKH� ³IRUHVW� PD¿D´� DQG� WKHLU� RUJDQL]HG� HIĥ
forts at illegal logging.16 Criminals, called 
µ3DUWLVDQV¶� E\� WKH� ORFDOV� Ħ� D� WHUP� ODGHQ�ZLWK�
FRPPXQLVW� IUHHGRP� ¿JKWHU� FRQQRWDWLRQV�
Ħ� LQ�3ULPRUVN\�.UDL�ZHQW�RQ�D�NLOOLQJ�VSUHH��
targeting police, and were widely cheered by 
the populous.17 The comparison to American 
‘Westerns’ might not be so false; in Russian 
FLQHPD�WKHLU�SDUDOOHO�ZDV�WKH�³2VWHUQ´�Ī(DVWĥ
HUQī�EHFDXVH�WKH�5XVVLDQ�IURQWLHU�KDV�DOZD\V�
been the East. Even though these examples 
RI� ODZOHVVQHVV� DQG� IURQWLHUĥPHQWDOLW\� PD\�
not be the norm, they are part of the psyĥ
chological and cultural makeup which serves 
to distance the periphery from the center. 

���(1(5*<�(;32576���������������������������
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The one area in which the Russian governĥ
ment has attempted to overcome these obstaĥ
cles and engage in trade and in longstanding 
economic partnerships has been in the energy 
sector. Pipelines to China and South Korea 
DQG�/1*�H[SRUWV�WR�-DSDQ�DUH�H[SHFWHG�WR�DFĥ
count for between 22 and 25 percent of Rusĥ
sia’s total energy exports by 2020.18 Energy is 
undoubtedly where Russia has a competitive 
advantage: Russia has oil and natural gas and 

many of its neighbors do not. There are, of 
FRXUVH�� DUJXPHQWV� DJDLQVW� DQ� HQHUJ\ĥGULYHQ�
policy of economic engagement.  Much has 
been said on the subject of relying too heavĥ
LO\� RQ� HQHUJ\�� ZLWK� ³'XWFK� GLVHDVH´� DQG� WKH�
³UHVRXUFH� FXUVH´� EHLQJ� FRPPRQ� VXEMHFWV� RI�
GLVFXVVLRQ�� 7KLV� ZLGHVSUHDG� EHOLHIħWUXH�
RU�QRW� LQ� WKH� FDVH�RI�5XVVLDħPD\�EH�SDUWO\�
why former President Medvedev admitted 
that Russia’s reliance on energy exports was 
³KXPLOLDWLQJ�´19 Additionally, the constant 
refrain in Russian politics, ostensibly after 
oil price shocks, that the economy should 
EH�GLYHUVL¿HG� WDNHV� IRU� JUDQWHG� WKH� DVVXPSĥ
tion that relying on oil is a bad thing.20 Presiĥ
GHQW� 3XWLQ� KRZHYHU�� KDV� DOZD\V� EHQH¿WWHG�
IURP� KLJK� RLO� SULFHV� Ī³9ODGLPLU� WKH� /XFN\´��
DV� VRPH�FDOO� KLPī� DQG� LW� UHPDLQV� WR�EH� VHHQ�
whether oil prices are kind to him again.

The alternative would be to use tax revenue 
from these extractive industries to encourĥ
DJH� HFRQRPLF� GLYHUVL¿FDWLRQ� Ħ� VXFK� DV� WKH�
Skolkovo nanotechnology project, an attempt 
WR� OXUH� KLJKĥWHFK� LQGXVWULHV� WR� WKH� FRXQWU\�
ZLWK� WD[�EUHDNV� DQG�QHZ� LQIUDVWUXFWXUH� Ħ�RU�
save for a crisis, which is where money to 
defend the ruble during came from the Fiĥ
nancial Crisis. Unfortunately, those who 
recommend such policies assume that they 
will work because other governments, such 
DV� WKH� JRYHUQPHQWV�RI�1RUZD\� DQG�&DQDGD��

successfully implemented them. Russia is 
QRW� 1RUZD\� RU� &DQDGD�� LQVWHDG�� DV�$KUHQG�
Ī����ī� QRWHV�� ³«DV� 5XVVLD¶V� SROLWLFDO� SOXĥ
ralism and freedom have been reigned in, 
checks and balances on state policy and top 
RɷFLDOV�KDYH�ODSVHG�´21 Thus state ownership 
has actually aggravated corruption and ecoĥ
nomic performance rather than improved it.

*LYHQ� FRQWURO� RYHU� WKH� H[WUDFWLYH� LQGXVWULHV�
LQ�WKH�IRUP�RI�VWDWHĥRZQHG�RLO�DQG�JDV�FRPSDĥ
nies, the center took this one step further and 
imposed extremely high tax rates on these 
¿UPV� ĪIRU�H[DPSOH�� WKH�FXUUHQW�PDUJLQDO� WD[�
rate for exported crude is approximately 82 
SHUFHQWī�22 Due to such high taxation rates, 
and widespread renationalization, the vast 
majority of oil revenue goes directly to Mosĥ
FRZ¶V�FRɱHUV��7KLV�EHJDQ�SDUWO\�DV�DQ�DWWHPSW�
to avoid the economy becoming overheated 
as a result of the oil price surge of the 2000s 
DQG� UHSUHVHQWV� DQ� HDUOLHU� 6RYLHW� Ħ� RU� HYHQ�
PHUFDQWLOH� Ħ� PLQGVHW� WKDW� UHVRXUFH� SURGXFĥ
tion within the country is, de facto, the propĥ
erty of the state. In a somewhat addictive 
twist, however, the government has become 
increasingly reliant on oil and natural gas 

taxes for its tax revenue. Therefore, there is a 
disincentive to return to a freer system which 
PLJKW�HQFRXUDJH�FRPSHWLWLRQ�DQG�D�GLYHUVL¿ĥ
cation. In the RFE, an interesting case study 
LV� 6DNKDOLQ� ,VODQG�� ZKHUH� VWDWH� RZQHG� *D]ĥ
prom forced out Shell at a price “below the 
PDUNHW�UDWH´�RQO\�PRQWKV�DIWHU�HɱHFWLYHO\�QDĥ
tionalizing Yukos.23 In scaring away potential 
foreign investors, it appears that Russia’s enĥ
HUJ\�UHVRXUFHV�VHUYH�PRUH�DV�D�OLIHĥOLQH�WKDW�DOĥ
lows the government to line its pockets rather 
than as area for cooperation. So while it may 
VHHP�DW�¿UVW�JODQFH�WKDW�WKH�)DU�(DVW¶V�HQHUJ\�
prospects may provide a route for economic 
UHYLWDOL]DWLRQ��WKH�UHDOLW\�LV�IDU�PRUH�GLɷFXOW��
So far no leader has been willing to make the 
GLɷFXOW� WUDQVLWLRQ� WRZDUGV� GLYHUVL¿FDWLRQ�

���32/,&<�237,216

Overall, it looks as though a widespread shift 
in mentality is needed if Russia hopes to 
change the composition of its Eastern periphĥ
ery and, by extension, advance its role in East 
$VLDQ�DɱDLUV��,PSURYHPHQW�LQ�WKH�UXOH�RI�ODZ�
is important as a precursor to free enterprise, 
which might better allocate the resources 
of the Far East and possibly distribute the 
wealth locally, resulting in deeper growth than 
that brought by jobs working for state owned 
industries which export the wealth back to 
Moscow. Because the government is so reliĥ

ant on oil rents for its budget, however, this is 
OLNHO\�WR�EH�WKH�PRVW�GLɷFXOW�DUHD�RI�UHIRUP��
Excluding reform of the energy sector, there 
are few areas in which the RFE would have a 
competitive advantage. Considering the huge 
WD[�UHYHQXHV�EURXJKW�LQ�E\�SHWURĥIXHOV�DV�WKH�
price of oil continues to rise again, it may not 
be a bad idea to invest some of that oil wealth 
LQWR�D�GLYHUVL¿FDWLRQ�IXQG��7KLV�ZRXOG�PLUURU�
prior use of oil revenues to establish the staĥ
bilization fund, which was used to bail out the 
5XVVLDQ� HFRQRP\�GXULQJ� WKH�¿QDQFLDO� FULVLV��
and would expand upon Medvedev’s and Puĥ
tin’s shared platform of modernization. It is 
more likely, however, that further investment 
in modern industries will take place west of 
the Urals; Skolkovo may not have displaced 
6LEHULD¶V�$NDGHPJRURGRN�Ħ�WKH�IDPRXV�FHQWHU�
RI�VFLHQWL¿F�LQVWLWXWHG�ORFDWHG�LQ�1RYRVLELUVN��
6LEHULD�Ħ�DV�D�FHQWHU�RI�WHFKQLFDO�H[SHUWLVH�\HW��
EXW�LW�VHQGV�D�¿UP�PHVVDJH�ZKHUH�WKH�5XVVLDQ�
elite believe their future lies: the West. The 
JUHDW�OHQJWK��DQG�JUHDW�FRVW�Ħ�DSSUR[�Ĳ���ELOOLRQ�
USD24�Ħ�WKDW�KDV�JRQH�LQWR�KRVWLQJ�$3(&�LQ�
Vladivostok therefore sends mixed messages. 

On the topic of disputes with Asian neighĥ

Russia should learn from China’s use of special eco-
nomic zones to encourage foreign investment, espe-

cially given its proximity to China, Japan and Korea.  
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bors, a combative stance towards territorial 
disputes, which were a result of prior impeĥ
ULDO� H[SDQVLRQLVP� DQG� FRQWLQXHG� LGHQWL¿FDĥ
tion with land as prestige, continues to sour 
relations with Japan and has certainly caused 
problems with China in the past. How can 
Russia become closer with the Asian tigers of 
modern growth if it is stuck in patterns of the 
SDVW"�7KLV�LV�PDGH�HYHQ�PRUH�GLɷFXOW�E\�WKH�
fact that the RFE does not seem to lend itself 
well to a better economic relationship. Howĥ
ever, the political obstacles could likely be 
addressed if the leadership decided to engage 
smaller issues and use these political victories 
to slowly dismantle the old paradigm. This 
ZRXOG�EH�D�JRRG�¿UVW� VWHS��EHFDXVH�SROLWLFDO�
openness is needed before economic cooperaĥ
tion is even a possibility. Working on issues 
such as migration, smuggling, trade regulaĥ
tions and technical assistance at APEC 2012 
ZDV�FHUWDLQO\�D�JRRG�VWDUW��,Q�WKH�ORQJĥWHUP��
resolving the Kuril Islands dispute would be 
a step in the right direction towards Russia 
moving beyond the past and building a shared 
future with its neighbors, but this will reĥ
quire the political cover of perceived progress 
and shared compromise that can only come 
LI� WKH\� WDFNOH� OHVV� LQWUDFWDEOH� LVVXHV� ¿UVW��

)LQDOO\��RQ�WKH�WRSLF�RI�FHQWHUĥSHULSKHU\�UHODĥ
tions, it appears that increasing centralization 
of power has hurt the Far East’s ability to act 
in accordance with local realities. While these 
policies, such as imposition of centrally apĥ
pointed regional polpreds�Ħ�VXSUDĥUHJLRQDO�JRYĥ
HUQRUV� ZKR� RYHUVHH�PXOWLSOH� IHGHUDO� XQLWV� Ħ�
seemed a good way to implement Putin’s early 
DQWLĥFRUUXSWLRQ� GULYH�� WKH\� DOVR� LQWURGXFHG�
additional layers of bureaucracy and opportuĥ
QLWLHV� IRU� LQ¿JKWLQJ��:KDW� LV�QHHGHG�QRZ� LV�
additional autonomy and less barriers for enĥ
trepreneurs; there has to be space for private 
enterprise. Russia should learn from China’s 
use of special economic zones to encourage 
foreign investment, especially given its proxĥ
imity to China, Japan, and Korea, which are all 
linked in complex global production chains. 
,I�5XVVLD�FDQ�¿QG�D�VWHS� LQ�WKLV�FKDLQ�ZKLFK�
ZRXOG�EHQH¿W�WKH�)DU�(DVW��WKDW�ZRXOG�EH�WKHLU�
best option; but the business climate would 
need to improve for this to be a possibility.

�����3RVWVFULSW��$3(&·V�)DOVH�3URPLVH

APEC’s symbolic value almost certainly outĥ
ZHLJKV�WKH�EHQH¿WV�RI�WKH�DFWXDO�GLVFXVVLRQV�
DQG� ¿QLVKHG� DJUHHPHQWV�� EXW� ����¶V� FRQIHUĥ
ence put Russia and the Far East in the spotĥ
light. APEC is often criticized for being little 
more than a talk shop; a former Australian 
foreign minister characterized it as “four adĥ
MHFWLYHV� LQ� VHDUFK� RI� D� QRXQ�´25 As it turned 
out, the general statements of cooperation 
and nonbinding agreements went on as usuĥ
al. Russia missed out on a large opportunity, 
KRZHYHU��DV�D�PDMRU�ÀDUHĥXS�RI�WHUULWRULDO�GLVĥ
pute between China and Japan became an 

LPSRUWDQW�WRSLF�RI�GLVFXVVLRQV��*LYHQ�LWV�RZQ�
territorial disputes in the Kurils, Russia could 
have made a grand gesture of great imporĥ
tance by easing territorial concerns on that 
IURQW�� IRU� H[DPSOH� E\� RɱHULQJ� D� VHWWOHPHQW�
with Japan, giving a precedent for other ongoĥ
ing disputes. Unfortunately, however, Russia’s 
IURQWLHU� DQG� UHVRXUFHĥGULYHQ� PHQWDOLW\� DUH�
still too strong, with Medvedev visiting the 
disputed islands only months before APEC.

The Far East and its lack of development 
remain an ongoing concern to the central 
government: just recently President Puĥ
WLQ� DQQRXQFHG� D� Ĳ����� ELOOLRQ� LQIUDVWUXFWXUH�
development project aimed at jumpstartĥ
ing the economy. One of the three areas of 
IRFXV� LV� PRGHUQL]LQJ� WKH� 7UDQVĥ6LEHULDQ�
railroad to Vladivostok; a potential linkĥ
age which would improve the Far East’s atĥ
tractiveness as a transportation and logisĥ
tics hub serving for Asian goods destined to 
European markets. It remains to be seen, 
however, whether this will be simply more 
wasteful central planning. If political obĥ
stacles are not improved with neighboring 
countries and potential trade partners, the 
improved railroad may resemble the billions 
VSHQW�RQ�WKH�VRĥFDOOHG�µEULGJH�WR�QRZKHUH¶�DW�
APEC, because improved infrastructure will 
mean nothing if there is no demand for it.26
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President George W. Bush: “Today, on the continent 
of Africa, nearly 30 million people have the AIDS 
virus, yet across that continent, only 50,000 AIDS 
victims - only 50,000 - are receiving the medicine 
they need. I ask [for the help of] Congress to … turn 
XLI�XMHI�EKEMRWX�%-(7�MR�XLI�QSWX�EJÂMGXIH�REXMSRW�
of Africa and the Caribbean.”

Dr. Peter Mugyenyi: “That sounded like melodious 
music. From there onwards, things would never be 
the same. And that was victory for the people who 
were suffering and who were now going to have 
hope.” 1

,W� LV� FRPPRQ� NQRZOHGJH� WKDW� WKH� +,9�
AIDS pandemic has dealt a brutal blow to a 
VLJQL¿FDQW� SRUWLRQ� RI� WKH� GHYHORSLQJ� ZRUOG��
but many do not realize quite the extent of 
the damage, nor how preventable and treatĥ
able this condition has become. A conservaĥ
WLYH� HVWLPDWH� E\� WKH� 81$,'6� RUJDQL]DWLRQ�
determined that as of 2003, several develĥ
oping nations had over 20 percent of their 
populations infected with HIV. The upper 
estimates put many African countries well 
into the 30 percent range2��ĥ�QHDUO\�D�third of 
WKHLU� SRSXODWLRQV� VXɱHULQJ� IURP�+,9�� (YHQ�
more disturbingly, with the 1996 developĥ
PHQW�RI�$QWLĥ5HWURYLUDO�'UXJV�Ī$59Vī�3 HIV 
WUDQVIRUPHG� IURP� D� ³GHDWK� VHQWHQFH´� LQWR� D�
VXUYLYDEOH� FRQGLWLRQ�� \HW� D�81$,'6� UHSRUW�
estimated that there were still nearly 8,000 
AIDS deaths per day seven years later.4

In response to these sobering trends, the adĥ
PLQLVWUDWLRQ� RI� 3UHVLGHQW� *HRUJH�:�� %XVK�
launched the U.S. President’s Emergency Plan 
IRU�$,'6� 5HOLHI� Ī3(3)$5ī� LQ� ������ ZKLFK�
FRPPLWWHG�Ĳ���ELOOLRQ�RYHU�WKH�¿UVW�¿YH�\HDUV�
RI�WKH�SURJUDP�Ī����ĥ������3(3)$5�,ī�DQG�
over three times that amount dedicated to 
sustaining positive impact in the second peĥ
ULRG� Ī����ĥ������ 3(3)$5� ,,ī��7KH� SURJUDP�
works not only to save the lives of many of 
those already infected, but also to prevent 
WKH� WUDQVPLVVLRQ� RI� +,9�$,'6� WR� IXWXUH�
generations. PEPFAR began by targeting 15 
RI� WKH� KDUGHVWĥKLW� FRXQWULHV�5 calling them 

focus countries, and has become increasĥ
LQJO\� IRFXVHG� RQ� ELODWHUDO� HɱRUWV� RXWVLGH�
of those as the program has developed, exĥ
panding partnerships in several of the origiĥ
QDO� IRFXV� FRXQWULHV� DQG� EHJLQQLQJ� HɱRUWV� LQ�
various new regions. The program is the largĥ
est commitment by any nation to combat a 
single disease internationally, and is a cornerĥ
VWRQH� RI� WKH� 8�6�� *OREDO� +HDOWK� ,QLWLDWLYH��
which has a special focus on improving the 
health of women, newborns and children.6

$FFRUGLQJ� WR�3(3)$5¶V�ZHEVLWH��PRWKHUĥWRĥ
FKLOG� WUDQVPLVVLRQ� LV� D� VLJQL¿FDQW� FDXVH� RI�
new HIV infections among children worldĥ
wide, and prevention methods have three poĥ
WHQWLDO�EHQH¿WV��VDYLQJ�WKH�OLIH�RI�WKH�ZRPDQ��
protecting her newborn from HIV infection, 
and keeping the family together by preventĥ
ing orphanhood. Therefore PEPFAR uses a 
KROLVWLF�� RU� ³FRPELQDWLRQ�´� DSSURDFK� WR� SUHĥ
vent infections from spreading this way. Its 
strategies include, among others, Preventing 
0RWKHUĥ7Rĥ&KLOG�7UDQVPLVVLRQ�Ī307&7ī�LQĥ
WHUYHQWLRQV�� WKH�$EVWLQHQFH�%H�)DLWKIXO�3URĥ
JUDP�� DQG�$QWLĥ5HWURYLUDO� Ī$59ī�'UXJV� DQG�
Services. The overarching goal of PEPFAR is 
to decrease the new occurrence, and eventuĥ
DOO\�WKH�SUHYDOHQFH��RI�+,9�$,'6�E\�SURYLGĥ
ing counseling regarding abstinence, condom 
XVH�� DQG� SUHĥQDWDO� FDUH�� DV�ZHOO� DV� SURYLGLQJ�
testing, antiretroviral drug prophylaxis and 
treatment.7 PMTCT interventions, through 
which women can learn their HIV status and 
access essential care if positive, or receive inĥ
formation on ways to protect themselves if 
negative, are an important element of PEPĥ
FAR’s prevention strategy. According to PEPĥ
)$5��ZLWKRXW�307&7��DSSUR[LPDWHO\���ĥ���
SHUFHQW� RI� EDELHV� RI� +,9ĥSRVLWLYH� PRWKHUV�
will be born infected; with PMTCT, that 
number drops to below 5 percent.8,9 Stopping 
WKH� SURYHUELDO� ³EOHHG´� LQ� +,9� WUDQVPLVVLRQ�
from one generation to the next is of vital imĥ
portance in eventually limiting or eliminating 
WKH�SUHVHQFH�RI�+,9�$,'6�LQ�DUHDV�WKDW�KDYH�
been rampant with them in the recent past. 

This study will focus not on the prevalence of 
HIV in these societies, which refers to the 

FXUUHQW�QXPEHU�RI�SHRSOH�VXɱHULQJ�IURP�WKH�
LOOQHVV�LQ�D�JLYHQ�\HDU��QRU�RQ�+,9�$,'6ĥUHĥ
ODWHG�GHDWKV� Ħ�EXW� UDWKHU�RQ� WKH� incidence of 
new HIV cases, which refers to the frequency 
of development of new HIV infections in the 
population.10�0RUH�VSHFL¿FDOO\��WKH�VWXG\�ZLOO�
XVH�D�¿[HGĥHɱHFWV�PRGHO�RQ�D�SDQHO�GDWD�VHW�
RI� ���� FRXQWULHV� EHWZHHQ� ����ĥ����� WR� GHĥ
WHUPLQH�ZKDW� WKH� HɱHFW� RI� 3(3)$5� VSHQGĥ
ing per capita has been on the incidence of 
+,9�LQ�WKH��ĥ���DJH�JURXS��ZLWK�SDUWLFXODU�DWĥ
tention paid to the 15 countries the program 
has targeted between its enactment in 2003 
and 2009. This will help provide a basis for 
understanding how well the program has proĥ
gressed, determining statistically whether the 
vast sums of money spent have, in fact, been 
used wisely and resourcefully, or if instead, as 
critics have argued, billions of taxpayer dollars 
have been squandered on a bloated program 
ZLWK�GLVSURSRUWLRQDWHO\� VPDOO� HɱHFWV� RQ� WKH�
+,9�$,'6� UHOLHI� HɱRUW�� ,� K\SRWKHVL]H� WKDW�
the results will show a one percent decrease in 
new incidences of HIV for every extra PEPĥ
FAR dollar spent per capita, but I do not foreĥ
VHH�WKDW�UHVXOW�EHLQJ�VWDWLVWLFDOO\�VLJQL¿FDQW�DV�
there is a limited quantity of data available.

STUDIES PREVIOUSLY PUBLISHED

As of the date of this writing, analyses of the 
UHVXOWV� RI�3(3)$5¶V� ³VPDUW� LQYHVWPHQWV´� WR�
³VDYH� OLYHV«� ĬDQGĭ� EXLOG� PRUH� VHFXUH� IDPLĥ
OLHV´11� DUH� VRUHO\� ODFNLQJ�� DQG�3(3)$5¶V�Rɷĥ
cial studies evaluating the impact of programs 
for PMTCT are not slated to be available 
until 2013.12  Originally, the U.S. Institute of 
0HGLFLQH� Ī,20ī�ZDV� WKH� DJHQF\� H[FOXVLYHO\�
tasked by Congress with monitoring and 
evaluating the progress of the PEPFAR iniĥ
tiative. It released an initial study reviewing 
the program’s progress in 2007, though as of 
WKLV�ZULWLQJ�� D�SURJUDPĥZLGH�XSGDWH�KDV�QRW�
yet been made public. One important admisĥ
sion made by IOM was that “data are not yet 
available with which to determine the quality 
RU� LPSDFW� RI� ĬWKH� VHUYLFHV� 3(3)$5� LV� SURĥ
YLGLQJĭ�´� UHYHDOLQJ� LPSOLFLWO\� WKDW� DV� RI� IRXU�
years into the PEPFAR program, there was 
VWLOO�LQVXɷFLHQW�GDWD�WR�VXSSRUW�VSHQGLQJ�13  A 

TKLV� VWXG\�H[DPLQHV� WKH�HɱHFWV� WKDW�3(3)$5�VSHQGLQJ�SHU�FDSLWD�KDV�KDG�RQ�DOWHULQJ� UDWHV�RI�+,9� LQFLGHQFH�
LQ� WDUJHWĥFRXQWU\�\RXWK� ĪDJHV��ĥ��ī� VLQFH� WKH�SURJUDP¶V� LQFHSWLRQ� LQ������� WKURXJK������� WKH�PRVW� UHFHQW�\HDU� LQ�
ZKLFK� UHOLDEOH�GDWD�KDYH�EHHQ�PDGH� DYDLODEOH�� ,W� XVHV� D�¿[HGĥHɱHFWV�PRGHO�ZLWK� FRQWUROV� IRU� FRXQWU\ĥOHYHO� GLɱHUĥ
HQFHV�WR�LQIHU�WKDW�HDFK�FRQVWDQW������8�6��GROODU�VSHQW�SHU�FDSLWD�E\�WKH�3(3)$5�SURJUDP�KDV�DQ�LPSDFW�RI�ĥ����İ�
on the incidence of HIV in youth. Although this is an encouraging result as it adheres to one of the main facets of 
the PEPFAR mission of decreasing the transmission of HIV from mothers to their children, the study goes on to 
caution against analyses performed based upon the data currently available. It recommends that PEPFAR enhance 
and expand the availability of its spending data in order to allow for further, more robust, independent evaluations.
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lack of organized, reliable, and coordinated 
data and collection methods would lead to 
VKRUWFRPLQJV� LQ� DQ\� HɷFLHQF\� VWXG\�� ZKLFK�
LV� UHÀHFWHG� LQ�ERWK�,20¶V� UHVXOWV�DQG�WKRVH�
of this study, and will be discussed further 
on. Additionally, although the IOM’s original 
report draws several conclusions regarding 
PEPFAR’s broad achievements such as the 
GLVWULEXWLRQ� RI� DQWLĥUHWURYLUDO� PHGLFDWLRQV�
and the provision of testing and counseling, 
it is at best vague regarding PMTCT and its 
LQÀXHQFH�RQ�QHZ�FDVHV�RI�+,9�LQ�LQIDQWV�DQG�
young people. In fact, it defers instead to 
WKH�GHWHUPLQDWLRQ�SXW�IRUWK�E\�WKH�2ɷFH�RI�
WKH�8QLWHG�6WDWHV�*OREDO�$,'6�&RRUGLQDWRU�
Ī2*$&ī� LQ� LWV�$QQXDO�5HSRUWV� WR�&RQJUHVV���

$V� UHSRUWHG� E\� 2*$&�� LQ� RUGHU� WR� GHWHUĥ
PLQH� LWV� HɱHFWV� RQ� DYHUWLQJ�+,9� LQIHFWLRQV�
in infants thus far, PEPFAR itself has been 
FDOFXODWLQJ� D� ¿JXUH� E\�PXOWLSO\LQJ� WKH� WRWDO�
number of HIV positive pregnant women 
receiving ARV prophylaxis in each country 
by 19 percent. This is an approximation of 
LQIHFWLRQV� DYHUWHG� XVLQJ� D� VLQJOHĥGRVH� QHYLĥ
rapine regimen, which is expected to reduce 
HIV transmission to newborns from about 
35 percent to about 16 percent.14 According 
WR�2*$&¶V�UHSRUWV��³WKLV�LV�OLNHO\�D�VLJQL¿FDQW�
XQGHUHVWLPDWH´� VLQFH�PRVW� FRXQWULHV� DUH� XVĥ
LQJ� PXFK� PRUH� HɱHFWLYH� GUXJ� UHJLPHQV� IRU�
VRPH�RI�WKHLU�307&7�SDUWLFLSDQWV�ĥĥ�DV�SHU�
2006 and 2010 World Health Organization 
Ī:+2ī� JXLGHOLQHV� ĥĥ� DQG� ZLWKRXW� SUHFLVH�
data by country on how many women are 
receiving each drug regimen, it claims the 
estimation methodology used is the most 
accurate currently available.15 This concluĥ
VLRQ�LV�HFKRHG�E\�WKH�*OREDO�+,9�$,'6�5Hĥ
sponse Progress Report, a collaboration of 
WKH�:RUOG� +HDOWK� 2UJDQL]DWLRQ�� 81$,'6��
DQG� 81,&()�� ³7KH� PDWKHPDWLFDO� PRGHOĥ
OLQJ�RI�PRWKHUĥWRĥFKLOG�WUDQVPLVVLRQ�DQG�WKH�
number of children acquiring HIV infection 
KDV� OLPLWDWLRQV�� ĬEXWĭ� LW� UHPDLQV� WKH� RQO\�
way to systematically assess impact across 
PDQ\� FRXQWULHV� DQG� UHJLRQV� DQG� JOREDOO\�´16

In spite of the disclaimers emanating from 
several experts on the reliability of this means 
RI� HYDOXDWLQJ� 307&7¶V� HɱHFWLYHQHVV�� 3(3ĥ
FAR’s website claims that PMTCT has virtualĥ
O\�HOLPLQDWHG�PRWKHUĥWRĥFKLOG�WUDQVPLVVLRQ�LQ�
certain countries, and that globally the numĥ
ber of children born with HIV has dropped 
substantially since 2001. It goes on to say “the 
ZRUOG�KDV�PDGH�LQFUHGLEOH�SURJUHVV�Ħ�WKDQNV�
mostly to the commitment of the American 
people. We have shown that PMTCT works: 
the challenge is reaching all the women in 
QHHG�´17  These statements are certainly unĥ
FOHDU�LQ�WHUPV�RI�3(3)$5ĥVSHFL¿F�HɱHFWV�DQG�
HYHQ�PRUH�VR�DERXW�IXQGLQJ�UHVXOWV��1RW�RQO\�
is the current mathematical modeling methĥ
RG�DGPLWWHGO\�DQ�XQGHUVWDWHG�ĪDQG�WKXV�LQDFĥ
FXUDWHī�PHWKRG�RI�SURJUDP�HYDOXDWLRQ�UHJDUGĥ
ing incidence in youth, but it also takes no 
DFFRXQW� RI� 3(3)$5¶V� HɷFLHQF\� LQ� WHUPV� RI�
FRVWV�Ħ�D�KLJKO\�JHUPDQH�PDWWHU�WKDW�LV�WR�EH�

discussed in much more depth in this analysis. 

It does merit mention, however, that as of 
�����2*$&��LQ�FRQVXOWDWLRQ�ZLWK�LWV�86�*RYĥ
ernment PEPFAR implementing agencies, is 
in the process of developing a promising Imĥ
SOHPHQWDWLRQ� 6FLHQFH� Ī,6ī� IUDPHZRUN�ZKLFK�
incorporates monitoring and evaluation, opĥ
erations research, and impact evaluation, and 
will “provide structure, methodological rigor, 
and diversity as well as knowledge generation 
to meet the needs of the program and the 
JOREDO� FRPPXQLW\�´18 Through this frameĥ
work, and with the help of various researchĥ
ers solicited through a call for supplements,19

PEPFAR is taking steps to, with time, evaluĥ
ate its program in a detailed manner on a 
FRXQWU\ĥOHYHO� EDVLV�� $GGLWLRQDOO\�� 3(3)$5¶V�
6FLHQWL¿F�$GYLVRU\�%RDUG�EHJDQ�DQ�H[SHQGLĥ
ture analysis pilot exercise in 2009 on four 
FRXQWULHV��8JDQGD��0R]DPELTXH��*X\DQD�DQG�
D.R. Congo. This study involved the collecĥ
tion of expenditure data covering a period 
of a year, by cost category and program area, 
and allowed programmers to understand the 
full PEPFAR costs of delivering a quality unit 
of service and the variability of these costs 

within a limited context.20� 6LQFH� VSHFL¿F��
WKRURXJK�� FRXQWU\ĥOHYHO� HYDOXDWLRQV� DUH� SUHĥ
cisely where PEPFAR has been lacking thus 
far, the results of this and further future IS 
studies should be tremendous. For more imĥ
mediate purposes, however, this study utilizes 
the spending data that is already available to 
the public in an attempt to provide a reasonĥ
DEOH� DQG� LQGHSHQGHQW� H[SHQGLWXUH� HɱHFW� HVĥ
timate, with the caveat that the amount of 
FOHDU��VSHFL¿F�GDWD�PDGH�SXEOLF�E\�WKH�SULQFLĥ
SDO�DJHQFLHV�FROOHFWLQJ�LW�Ħ�QDPHO\�81$,'6�
DQG� 3(3)$5� Ħ� KDV� EHHQ� UHODWLYHO\� OLPLWHG�

Another study published with methods quite 
similar to those in this evaluation focuses 
on epidemiological trends using longitudiĥ
QDO� GDWD� IURP� ����� WR� ����� RQ� VXEĥ6DKDUDQ�
countries with a generalized HIV epidemic. 
,W�XVHV�D�PL[HGĥHɱHFWV�PRGHO�WR�FRPSDUH�WKH�
GLɱHUHQFH� LQ� SHUFHQWDJH� FKDQJH� LQ� WKH� RXWĥ
comes between PEPFAR’s focus countries 
DQG� RWKHU� FRXQWULHV� LQ� VXEĥ6DKDUDQ� $IULFD��
prior to and after the beginning of PEPFAR 
activities.21�7KH� VWXG\� ¿QGV� WKDW� DIWHU� 3(3ĥ
FAR funding began to roll out in 2003, the 
annual percentage change in the number of 
deaths due to HIV was lower by 5.8 percent 
in the focus countries compared to the conĥ
WUROV��+RZHYHU��DV� LV�WR�EH�H[SHFWHG�� LW�¿QGV�
QR� VLJQL¿FDQW� GLɱHUHQFHV� LQ� WKH� SHUFHQWDJH�

changes in prevalence. Though its data strucĥ
ture and time periods are similar, and it adĥ
dresses some potentially relevant results of 
3(3)$5� WUHDWPHQW� ĥĥ� WKH�GHFUHDVH� LQ�QXPĥ
EHUV�RI�+,9�$,'6�GHDWKV�DQG�SUHYDOHQFH�ĥĥ�LW�
does not discuss or evaluate incidence, which 
is how it is distinguished from this analysis.

DATA

7KH� +,9�$,'6� LQIHFWLRQ� VWDWLVWLFV� XWLOL]HG�
IRU� WKLV� VWXG\� FDPH� IURP� WKH�81$,'6�5Hĥ
SRUW� RQ� WKH� *OREDO�$,'6� (SLGHPLF� �����22

All ranges of data were transformed into their 
PHDQV�IRU�WKH�DQDO\VLV��)RU�H[DPSOH��LI�WKH�¿Jĥ
XUH�³�����Ħ�������´�ZDV�SURYLGHG��LW�ZDV�HQĥ
WHUHG�LQWR�WKH�¿QDO�GDWD�DV�³���´��81$,'6�
KDV� PDGH� LWV� ����ĥ����� +,9�$,'6� GDWD�
public, but as of this writing, data from 2010 
and beyond have yet to be posted by either 
81$,'6�RU�WKH�:+2��$OWKRXJK�VRPH�GDWD�
KDV�EHHQ�UHOHDVHG�YLD�81$,'6¶�'DWD�7DEOHV�23

DV�ZHOO�DV�LWV�*OREDO�5HSRUW24�DQG�D�MRLQWĥHɱRUW�
2011 Progress Report,25 the information proĥ
YLGHG�LV�HLWKHU�XQVSHFL¿F�RU�UHJLRQDOO\ĥEDVHG��
making it unsuitable for this type of quantiĥ
WDWLYH�� FRXQWU\ĥOHYHO� UHVHDUFK�� 7KXV�� GXH� WR�

the lack of a reliable source of more current 
+,9�$,'6�GDWD��WKLV�HYDOXDWLRQ�RI�WKH�3(3ĥ
FAR program does not extend beyond 2009.

&RQWURO�YDULDEOHV��VXFK�DV�*'3�DQG�WKH�*,1,�
index, were sourced from the World Dataĥ
%DQN��:RUOG�'HYHORSPHQW�,QGLFDWRUV�Ī:',ī�
DQG� *OREDO� 'HYHORSPHQW� )LQDQFH� Ī*')ī�26

The PEPFAR funding dataset was generated 
by piecing together statistics from PEPFAR 
Operational Plans, which ranged from Fiscal 
<HDUV������WR�������7KH�VSHFL¿F�KHDGLQJV�XQĥ
der which data were found were “Focus Counĥ
WU\�$OORFDWLRQV´��³)XQGLQJ�7RWDOV�IRU�3(3)$5�
)RFXV� &RXQWULHV�´� DQG� ³)XQGLQJ� IRU� 2WKHU�
3(3)$5�&RXQWULHV�´ 27 In order to put monĥ
HWDU\�GDWD�LQWR�FRPSDUDEOH�WHUPV��DOO�¿QDQFLDO�
statistics were adjusted to constant year 2000 
8�6��GROODUV��,QÀDWLRQ�¿JXUHV�ZHUH�GUDZQ�IURP�
the U.S. Department of Labor’s Bureau of Laĥ
ERU�6WDWLVWLFV�&RQVXPHU�3ULFH�,QGH[�,QÀDWLRQ�
Calculator, which provided equivalent valĥ
ues from one to another year’s dollar value.28

(035,5,&$/�0(7+2'2/2*<

While the most relevant variable in an estiĥ
mating equation would seem to be PEPFAR’s 
Prevention Spending, instead this study will 
use total PEPFAR spending as its explanaĥ

[The PEPFAR] program is the largest commit-
ment by any nation to combat a single disease 

internationally, and is a cornerstone of the U.S. 
Global Health Initiative.
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tory variable. The reasons behind this are 
WZRIROG��¿UVW�DQG�IRUHPRVW��3(3)$5�KDV�QRW�
publicized data under the category “Prevenĥ
WLRQ�6SHQGLQJ´� IRU������RU������� �1RW�RQO\�
are these years vital to this analysis, but preĥ
vention spending also undeniably took place 
during the period in question, and it is not 
accounted for as such in the data;29  Secĥ
ondly, there are several expenses that factor 
in to attaining an accurate cost relationship 
with the dependent variable that are not inĥ
FOXGHG�LQ�WKH�³3UHYHQWLRQ´�FRVW�¿JXUHV�Ħ�VXFK�
as operating expenses and general population 
ARV treatment. The latter can indirectly afĥ
IHFW�SDUHQWĥWRĥFKLOG�WUDQVPLVVLRQ� LQ�SUHYHQWĥ
LQJ� WKH� VSUHDG� RI� +,9�$,'6� LQIHFWLRQ� WR�
PRWKHUV� RU� SRWHQWLDO� PRWKHUV� ĪWKXV� SDVVLQJ�
WKLV� EHQH¿W� RQ� WR� WKHLU� FKLOGUHQī�� DQG� WKH�
former should certainly factor in when acĥ
FRXQWLQJ� IRU� FRVWĥSHUĥFDSLWD� WR� LPSOHPHQW�
D� SURJUDP� Ħ� EXW� LW� LV� XQNQRZQ� H[DFWO\� KRZ�
the operating costs are divided between the 
WKUHH�IDFHWV�RI�WKH�3(3)$5�DSSURDFK��*LYHQ�
WKHVH� FRQVLGHUDWLRQV�� D� SUHYHQWLRQ� FRVW� ¿Jĥ
ure would provide a negatively biased coefĥ
¿FLHQW��7KXV�� LQ�RUGHU� WR�GHGXFH�D�PRUH�DFĥ
FXUDWH� ¿JXUH� RQ� WKH� HɱHFWV� RI� VSHQGLQJ� SHU�
capita, total PEPFAR spending is used to 
explain changes in incidence of HIV in youth. 

The evaluation begins with a visual depictĥ
ing the incidence of HIV in the focus verĥ
sus the control groups alongside spending 
Ī([KLELW� �ī�� ZKLFK� FRQ¿UPV� WKH� WKHRU\� WKDW�
ZLWK� LQFUHDVHG� +,9�$,'6� SUHYHQWLRQ� DQG�
treatment spending, incidence will drop. The 
quantitative evaluation then commences with 
what appears to be the best potential model: 
¿[HGĥHɱHFWV�� OHDYLQJ� LQ� PLVVLQJ� YDOXHV� IRU�
3(3)$5� IXQGV� WKDW� ZHUH� QRW� VSHFL¿HG� LQ�
WKH� GDWD�� ,W� LV� LPSUDFWLFDO� WR� XVH� D� WZRĥZD\�
¿[HGĥHɱHFWV�PRGHO�EHFDXVH� LI� WKH�WUHDWPHQW�
and time variables were to be interacted, the 
UHOHYDQW� FRHɷFLHQW� ZRXOG� GURS� GXH� WR� FROĥ
linearity since all the focus countries begin 
receiving funding at the same time, in entry 
period 2003.30  Thus PEPFAR funding per 
capita already acts as a treatment dummy, 
making the interaction term irrelevant. The 
¿UVW�¿[HGĥHɱHFWV�PRGHO��ZLWK�GHSHQGHQW�DQG�
independent variables and no controls, gives 
D�QHJDWLYH��VWDWLVWLFDOO\�VLJQL¿FDQW�FRHɷFLHQW��
:KHQ� FRQWUROV� IRU� *'3� DQG� *,1,� FRHIĥ
¿FLHQWV� DUH� DGGHG�31 the PEPFAR spending 
SHU� FDSLWD� FRHɷFLHQW� EHFRPHV� PXFK� PRUH�
VWDWLVWLFDOO\� VLJQL¿FDQW��5DQGRP�HɱHFWV�ZLWK�
controls provides a similar output, but with a 
YHU\�OLPLWHG�QXPEHU�RI�REVHUYDWLRQV�ĪRQO\���ī�
which suggests this model is not very reliable. 

To attain a more illuminating and trustworthy 

result, the missing PEPFAR spending values 
are replaced with zeros32� DQG� ¿[HGĥHɱHFWV�
ZLWK�QR�FRQWUROV�LV�UXQ�DJDLQ��1RZ�WKH�PRGHO�
is much more reliable with 3000 observations, 
DQG�D�VLPLODU�FRHɷFLHQW�WKDW�UHPDLQV�VWDWLVWLĥ
FDOO\� VLJQL¿FDQW� ĪTable 1, Column 1ī��7KHQ�
the original controls are added once again, 
PDNLQJ� WKH� 3(3)$5� VSHQGLQJ� FRHɷFLHQW�
OHVV�VLJQL¿FDQW�ĪTable 1, Column 2ī��$Q�DWĥ
WHPSW�LV�PDGH�DW�UXQQLQJ�UDQGRP�HɱHFWV�ZLWK�
FRQWUROV�ĪTable 1, Column 3ī�IROORZHG�E\�D�
+DXVPDQ�WHVW�WR�GHWHUPLQH�ZKHWKHU�UDQGRPĥ
HɱHFWV�LV�PRUH�DSSURSULDWH�WKDQ�¿[HGĥHɱHFWV��
ZKLFK�GHWHUPLQH�WKDW�UDQGRPĥHɱHFWV�LV�QRW�D�
YLDEOH�RSWLRQ��*RLQJ�EDFN�WR�WKH�¿[HGĥHɱHFWV�
model, the error terms are now run on their 
own lags, revealing that there is not serial corĥ
relation. The controls are left in the equation 
XQGHU�WKH�EHOLHI�WKDW�Ħ�HYHQ�WKRXJK�WKH�)ĥWHVW�
WHOOV� XV� WKH\� DUH� QRW� VLJQL¿FDQWO\� GLɱHUHQW�
WKDQ�]HUR�Ħ�WKH\�DUH�HFRQRPLFDOO\�VLJQL¿FDQW��
and in a larger sample these controls would be 
VWDWLVWLFDOO\�VLJQL¿FDQW�DV�ZHOO��7KHUH�PD\�EH�D�
very small amount of collinearity between the 
independent variables, but not enough to jusĥ
tify removing the controls. At this point the 
PRGHO� IRU� WKH� ¿QDO� DQDO\VLV� KDV� EHHQ� GHWHUĥ
PLQHG�WR�EH�¿[HGĥHɱHFWV� LQFOXGLQJ�FRQWUROV�
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RESULTS

8OWLPDWHO\�� WKH� PRGHO¶V� FRHɷFLHQW� RQ� 3(3ĥ
)$5� VSHQGLQJ� SHU� FDSLWD� LV� ĥ����� ZKLFK�� DV�
H[SHFWHG�� LV� QRW� VWDWLVWLFDOO\� VLJQL¿FDQW� DW�
traditional levels but is at the 10 percent conĥ
¿GHQFH� OHYHO�� 7KLV� ¿JXUH� PDNHV� WKHRUHWLFDO�
sense, as it indicates that each dollar increase 
in PEPFAR spending per capita decreases inĥ
FLGHQFH�RI�+,9�LQ�WKH��ĥ���DJH�JURXS�LQ�WKH�
countries studied by .056 percent, which is 
an important goal of the program. According 

WR�WKLV�UHVXOW��LI�3(3)$5�ZHUH�WR�SRXU�Ĳ����
SHU� SHUVRQ� LQWR� WKLV� HɱRUW� LQ� RQH� FRXQWU\��
WKH� QXPEHU� RI� QHZERUQV� DQG� FKLOGUHQ� ĪDJHV�
�ĥ��ī� LQIHFWHG� ZLWK� +,9� ZRXOG� GHFUHDVH�
by 5.6 percent in said country. Thus theoĥ
UHWLFDOO\�� LQ�D�FRXQWU\� OLNH�%RWVZDQD� ĪD� IRFXV�
FRXQWU\ī��DQ�DGGLWLRQDO�Ĳ�����3(3)$5�IXQGĥ
ing for each of its approximately two million 
residents33� ZRXOG� WRWDO� DERXW� Ĳ�� ELOOLRQ� DQG�
would completely wipe out new HIV infections 
in children and newborns in the country. 

This model, however, has a number of limiĥ
tations. Since PEPFAR has worked alongside 
VHYHUDO� RWKHU�+,9�$,'6� UHOLHI� SURJUDPV� LQ�
the countries that data is available on, includĥ
LQJ� WKH� PXOWLĥODWHUDO� HɱRUW� WR� ¿JKW� $,'6��
7%� DQG�0DODULD� Ħ� WKH�*OREDO� )XQG� Ħ�ZKLFK�
the PEPFAR program provides considerable 
funding for,34��LW�LV�H[WUHPHO\�GLɷFXOW�WR�WHDVH�
RXW�ZKLFK�HɱRUWV�DUH�WUXO\�FRQWULEXWLQJ�VSHĥ
FL¿FDOO\� WR� WKH� GHFUHDVH� LQ� +,9� LQFLGHQFH��
That said, PEPFAR is at the very least a maĥ
MRU�SOD\HU� LQ� WKH�HɱRUW�DV� LW� LV�GHGLFDWLQJ�DQ�
HQRUPRXV� DPRXQW� RI� PRQH\� WR� +,9�$,'6�
relief and prevention, and it is focusing parĥ
ticularly on objectives such as that measured 
E\�RXU�GHSHQGHQW�YDULDEOH�Ħ�WKH�SUHYHQWLRQ�RI�
WKH�WUDQVPLVVLRQ�RI�+,9�$,'6�IURP�PRWKHUV�
to their children. When compared to the othĥ

er regional global health initiatives, PEPFAR 
KDV�EHHQ�Ħ�DW�OHDVW�DV�UHFHQWO\�DV������Ħ�IDU�DQG�
DZD\�RXWĥVSHQGLQJ� WKH�FRPSHWLWLRQ35. Hence 
LW� DSSHDUV� D� ODUJH� SRUWLRQ� RI� FRXQWU\ĥOHYHO�
HɱHFWV�FDQ�EH�DWWULEXWHG�WR�3(3)$5�VSHQGĥ
ing, though the reader should be aware of the 
potential noise that might enter the data in 
this fashion, as well as the fact that increased 
VSHQGLQJ�� LI� LQHɷFLHQW�� LV� YLUWXDOO\�PHDQLQJĥ
OHVV�� 7KLV� HɷFLHQF\� LV� SUHFLVHO\� ZKDW� WKLV�
study has sought to estimate, and although 
it does not provide an entirely trustworthy 
FRHɷFLHQW�� LW� GRHV� RɱHU� D� SURPLVLQJ� ¿JXUH�
that maintained consistently negative coefĥ
¿FLHQWV� UDQJLQJ� EHWZHHQ� ĥ���� ĥ� ���� WKURXJK�
all of the tests that were run, indicating there 
LV� YHU\� OLNHO\� D� QHJDWLYH� Ħ� DOEHLW� LPSUHFLVH� Ħ�
relationship between these two variables.

52%8671(66�&+(&.6

$�QRQĥWULYLDO�FRQFHUQ�LQ�GLVFXVVLQJ�WKH�UHVXOWV�
RI� WKLV� SURJUDP� LV� ZLWK� SRWHQWLDO� FURVVĥVHFĥ
tional endogeneity, a feature that could make 
treatment results look more substantial than 
they truly are. It is particularly important 
WR�FKHFN�HQGRJHQRXV�HɱHFWV� LQ�WKLV�FDVH�EHĥ
cause PEPFAR’s programs are not randomly 
assigned, but rather targeted at countries 
ZLWK�DOUHDG\ĥKLJK�OHYHOV�RI�+,9�$,'6�LQIHFĥ
tion. According to PEPFAR’s website, its 15 
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focus countries are “among the world’s most 
VHYHUHO\� DɱHFWHG� QDWLRQV�� &ROOHFWLYHO\�� WKH\�
are home to approximately half of the world’s 
HVWLPDWHG� ��� PLOOLRQ� +,9ĥSRVLWLYH� SHRSOH�
and to almost 8 million children orphaned or 
PDGH� YXOQHUDEOH� E\�+,9�$,'6�´36 Typically, 
ZKHQ�FRPLQJ�Rɱ�RI�WKHLU�SHDNV��WKHVH�WUHQGV�
might fall even without the treatment, and 
FRQWLQXHG� SUHĥWUHDWPHQW� WUHQGV� RU� VLPSOH�
mean reversion could be falsely attributed 
to the treatment after it is implemented. 
The running of a several probit models, as 
expected, demonstrated highly statistically 
VLJQL¿FDQW�HYLGHQFH�RI�HQGRJHQHLW\� The posĥ
VLELOLWLHV� RI� SUHĥWUHDWPHQW� WUHQGV� RU� PHDQ�
reversion can also be fairly clearly discerned 
in the original visual model of our dependent 
YDULDEOH��+,9�LQFLGHQFH�ĪDJHV��ĥ��ī�ĪExhibit 
1ī�� FRQ¿UPLQJ� RXU� VXVSLFLRQV� WKDW� HQGRJHĥ
QHLW\� LV� RFFXUULQJ��*LYHQ� RXU� UHODWLYHO\� KLJK�
GHJUHH�RI� FHUWDLQW\� WKDW� WKLV� HɱHFW� LV� WDNLQJ�
place, any further analysis must be looked 
at with some degree of skepticism, though 
results may not necessarily be invalidated. 

Additionally, when the error terms of the 
model were regressed on their own lags, none 
RI� WKH� ODJV� KDG� D� VWDWLVWLFDOO\� VLJQL¿FDQW� UHĥ
lationship, meaning that there was no serial 
correlation taking place. This is likely because 
the treatment takes place quickly and over 
a relatively short time period with a large 
number of countries both receiving and not 
UHFHLYLQJ�WUHDWPHQW��7KH�HɱHFWV�RI�3(3)$5�
expenses relating to incidence in infants are 
DOPRVW� LPPHGLDWH� Ħ� IRU� LQVWDQFH�� SUHJQDQW�
women in this program take nevirapene durĦ
ing�SUHJQDQF\��OHDGLQJ�WR�D�WUHDWPHQW�HɱHFW�RQ�
LQFLGHQFH�ZLWK�D�QLQHĥPRQWK�ODJ��RU�RIWHQ�OHVV�
in the case that those who receive treatment 
were already pregnant upon program impleĥ
mentation. Other preventative measures 
encouraged with PEPFAR spending, such as 
condom use or abstinence, should theoretiĥ
cally stop pregnancies from occurring in the 
¿UVW� SODFH�� DW� PRVW� OHDGLQJ� WR� RQHĥ\HDU� ODJ�
LQ� HɱHFWV� Ħ� D� UHDVRQDEOH� WLPH� IRU�ZRPHQ�RI�
childbearing age to get pregnant and have a 
child, or if treated, to avoid doing so. Thus, 
VLQFH�WKLV� LV�QRW�D�VORZĥPRYLQJ�HɱHFW��EXW� LV�
QHDUO\� LPPHGLDWH�� LW� LV� QRW� DXWRĥFRUUHODWHG�

&21&/86,21

Based on all of the factors discussed above, 
the model provided is theoretically logical 
LQ� LQGLFDWLQJ� D� ĥ����� SHUFHQW� UHODWLRQVKLS�
EHWZHHQ� QHZ� LQFLGHQFHV� RI�+,9�$,'6� DQG�
3(3)$5�SHU�FDSLWD�VSHQGLQJ��7KH�FRHɷFLHQW�
is trustworthy in that it provides a reasonable 
DQG�UHODWLYHO\�VWDWLVWLFDOO\�VRXQG�¿JXUH�IRU�WKH�
GHJUHH�RI�FDXVH�DQG�HɱHFW�EHWZHHQ�LQFUHDVHG�
funding and the lowering of HIV incidence 
given the large scale of the program and the 
amount of money that has been devoted to 
these countries. The inferences that can be 
PDGH� IURP� WKLV� ¿JXUH� DUH� LQ� NHHSLQJ� ZLWK�
the original hypothesis that HIV incidence 

LV� EHLQJ� SUHYHQWHG� UHODWLYHO\� FRVWĥHɷFLHQWO\�
Ħ�EXW�XOWLPDWHO\�LW�LV�XS�WR�WKH�UHDGHU��SROLF\ĥ
PDNHUV�DQG�WD[ĥSD\HUV�WR�GHWHUPLQH�ZKHWKHU�
RU� QRW� WKLV� OHYHO� RI� HɷFLHQF\� LV� HQRXJK�

Readers should also be aware that the policy 
conclusions drawn from this number must be 
limited due to an essential shortcoming in not 
MXVW�WKLV�HVWLPDWLRQ�EXW�LQ�VHYHUDO� ĪLI�QRW�DOOī�
of the studies that have been performed reĥ
garding PEPFAR: the data these studies are 
a based on, provided exclusively by the proĥ
gram on its own spending activities, is sparse 
DQG� LQVXɷFLHQW�37 In order for future studĥ
ies to convey more reliable, accurate results, 
PEPFAR’s data must be more transparent, 
WKRURXJK�� VSHFL¿F�� DQG� LW� PXVW� EH� UHOHDVHG�
more often. Ideally, clearly delineated spendĥ
ing data for each individual target country, 
VSHFL¿F�SURJUDP�RU�SURMHFW�JRDO�WKDW�IXQGLQJ�
LV�WDUJHWHG�WR��DQG�WLPH�SHULRG�ĪSHU�\HDU��LI�QRW�
PRQWKī��VKRXOG�EH�SURYLGHG�E\�WKH�3(3)$5�
program as soon as it is available. It would also 
EH�KHOSIXO�WR�KDYH�VWDWLVWLFDO�GDWD�ĪL�H��SRSXODĥ
tion, incidence and prevalence rates, program 
WUHDWPHQW� UDWHV�� HWF�ī�� LQFOXGLQJ� IROORZĥXS�
GDWD�� FROOHFWHG� RQ� D� FRXQWU\ĥE\ĥFRXQWU\� EDĥ
VLV�DQG�IXUQLVKHG�E\�3(3)$5��7KH�IROORZĥXS�
data is vital after treatments are implemented 
so that, for example, instead of just knowing 
that 200,000 pregnant mothers were treated 
with ARVs and that a certain percentage of 
their babies should be protected from HIV 
infection, we would know how many children 
born to those mothers were actually born 
with and without HIV. The publication of 
this statistical data by PEPFAR would also alĥ
ORZ�UHVHDUFKHUV�WR�DWWULEXWH�SURJUDP�EHQH¿WV�
GLUHFWO\� WR�3(3)$5��ZKHUHDV�ZLWK� FRXQWU\ĥ
ZLGH�GDWD�VXFK�DV�WKDW�SURYLGHG�E\�81$,'6��
there are any number of factors that introduce 
noise into the data, preventing accurate desĥ
LJQDWLRQ�RI�FDXVH�DQG�HɱHFW��)RU�LQVWDQFH��WKH�
presence and participation of other initiatives 
Ī*$9,�$OOLDQFH��81�SURJUDPVī� LQ� WKH� VDPH�
FRXQWU\�� FDQ� GXOO� RU� H[DJJHUDWH� 3(3)$5ĥ
VSHFL¿F�SURJUDP�VXFFHVVHV�DQG�VKRUWFRPLQJV��

The above data should be provided in a timely 
manner, and assess both focus countries and 
any other countries where PEPFAR spending 
takes place, accounting for all spending it does 
as well as all basic statistics, and thus allowing 
credit to be given where credit is due. Though 
3(3)$5�KDV�EHJXQ�SLORWLQJ�D�FRVWĥHɷFLHQF\�
study in four countries, and has called for a 
number of researchers to help with more 
WKRURXJK�IXWXUH�HYDOXDWLRQV�Ħ�ERWK�RI�ZKLFK�
DUH�WR�EH�DSSODXGHG�Ħ�LWV�HɱRUWV�DW�GDWD�SXEOLĥ
cation and evaluation must be widely broadĥ
HQHG��$GGLWLRQDOO\��LQ�RUGHU�WR�DOORZ�IRU�QRQĥ
PEPFAR endorsed studies to take place and 
eliminate the possibility of evaluator bias, 
the data referenced above must be made 
publicly available before accurate, robust, 
truly independent studies may take place.  

Despite these shortcomings in the data, the 

results attained demonstrate fairly clear benĥ
H¿WV� IURP� 3(3)$5¶V� LPSOHPHQWDWLRQ�� 7KLV�
program is saving lives.  Unfortunately, as a 
UHVXOW�RI�WKH�UHFHQW�¿QDQFLDO�FULVLV�LQ�WKH�8�6���
3(3)$5�IXQGLQJ�KDV�DOUHDG\�ÀDWĥOLQHG�38  and 
the program might even be at risk of losing 
its funding39�WR�WKH�FRXQWOHVV�RWKHU�WD[SD\HUĥ
funded programs that may not be nearly as 
HɱHFWLYH�RU�LPSRUWDQW�DV�3(3)$5��,W�LV�YLWDO�
WKDW� LQLWLDWLYHV� VXFK� DV� 3(3)$5� Ħ� WKDW� DUH�
WUXO\�PDNLQJ�SRVLWLYH� VWULGHV�Ħ�EH�GHIHQGHG��
and with more data, a much stronger case 
could be built for them, quite possibly exĥ
tending their existence.  The policy recomĥ
mendation to increase data collection and 
transparency extends to all aid programs. In 
order to truly be able to evaluate programs 
WKDW�ZRUN�ĪOLNH�3(3)$5ī�DQG�¿OWHU�WKHP�RXW�
from those that do not, detailed data must 
be made available in a timely fashion.  With 
the resulting evaluations, policy makers can 
make more informed program funding deciĥ
sions, potentially saving both lives and money.
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The Nursing School Project in Bwindi, Uganda: 
An Interview with James D. Jameson        

THE CASE FOR SOCIAL 
ENTREPRENEURSHIP
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verse as agriculture, publishing, book distribution, defense electronics and real estate in the U.S. and abroad. 
He is a member of the Board of Directors of The Chief Executives’ Organization and the Reason Foundation, 
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Board of Directors, as well as on the Board of the Committee for Foreign Investment in the United States. 

Mr. Jameson is also an advocate for social development and an avid philanthropist. He is Chair-
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stitute of Oceanography. Mr. Jameson received a B.A. and M.B.A. from Stanford University.

Most recently, he has supported development projects in Mexico and Uganda by using an entrepreneur-
ial approach to social development. In the following pages, Mr. Jameson offers insight into the move-
ment, as well as the details on a project to build a much-needed nursing school in Bwindi, Uganda.  
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CASE 

In 2010, James Jameson and friend Steve 
Wolf traveled to Bwindi, Uganda on a hikĥ
ing expedition through the Bwindi Impenĥ
etrable Forest, an ancient forest located in 
the southwestern corner of the country. It 
was there that they encountered a local comĥ
munity hospital, meeting a young Ugandan 
woman named Jane Anyango, who they disĥ
FRYHUHG�ZDV�WKH�VROH�5HJLVWHUHG�1XUVH�DW�WKH�
KRVSLWDO� Ħ� D� IDFLOLW\� WKDW� VHUYHV�RYHU��������
people. After spending more time with the 
local population, the two decided that they 
would use their business and entrepreneurĥ
LDO�H[SHUWLVH�Ħ�0U��:ROI�LV�D�IRUPHU�FKDLUPDQ�
DQG�&(2�RI�8QLWHG�$LUOLQHV� Ħ� WR� DVVLVW� WKLV�
community in the development of an urĥ
gently needed nursing school.  

The two realized that the “traditional apĥ
SURDFK´� WR� GHYHORSPHQW� Ħ� ZKLFK� ZRXOG� LQĥ
volve partnering with a local or internationĥ
DOO\ĥEDVHG�1*2�DQG�VHHNLQJ�IXQGLQJ�IURP�D�
donor through an international development 
EDQN� RU� GHYHORSHG� FRXQWU\� Ħ� FRXOG� WDNH� ���
years or longer just to open the school, let 
alone graduate trained nurses. Therefore, 
they decided to adopt an entrepreneurial apĥ
proach to this social development project.

In recent years, the term ‘social entrepreneurĥ
ship’ has generated a great deal of attention 
among both scholars and practitioners alike.1 

One of the most broad, and therefore perhaps 
PRVW�XVHIXO��GH¿QLWLRQ�LV�DQ�LQGLYLGXDO�RU�HQĥ
WLW\� WKDW� VHHNV� ³ODUJHĥVFDOH� FKDQJH� WKURXJK�
SDWWHUQĥEUHDNLQJ� LGHDV� DERXW� KRZ� JRYHUQĥ
PHQWV�� QRQĥSUR¿WV�� DQG� EXVLQHVVHV� FDQ� DGĥ
GUHVV�VLJQL¿FDQW�VRFLDO�SURFHVVHV�´2�0DQ\�GH¿ĥ
nitions focus on individuals, like Mr. Jameson 
and Mr. Wolf, who decided to work outside 
of the constraints of existing institutions, ofĥ
ten working from scratch.3 The motivation 
for this approach can be traced to the same 
PRWLYDWLRQV� WKDW� VSDZQHG� WKH� QRWĥIRUĥSUR¿W�
organizations of the 20th century: namely, a 
response to the failures of both public and 
business enterprise.4  However, in this case, 
WKH�VKRUWFRPLQJV�RI�1*2V�DQG�SKLODQWKURSĥ
ic organizations has led to the adoption of 
new models of social development, includĥ
ing the use of entrepreneurial tactics that, 
as others have noted, would not be out of 
place in innovation hubs like Silicon Valley.5

With regard to the nursing school project 
LQ� %ZLQGL�� 0U�� -DPHVRQ� FRQ¿UPV� WKH� XQĥ
orthodox characteristic of the approach, 
describing the planning phase as having “no 
ORQJĥWHUP� IHDVLELOLW\� VWXG\�� QR� LQWHUYLHZV�
with the local community, no grant applicaĥ
tions, and no support from international or 
ORFDO� 1*2V�´� ,QVWHDG�� WKH\� DGDSWHG� WHFKĥ
QLTXHV�KRQHG�IURP�\HDUV�RI�VWDUWLQJ�IRUĥSUR¿W�
enterprises, using their own connections, 
expertise, intuitions, and private capital.  

There are, of course, risks to this approach, 
and not all scholars believe that societal 
problems can be solved without the strucĥ
ture of public institutions.6 However, the 
UHVXOWV� DUH� FRPSHOOLQJ��7KH�8JDQGD�1XUVLQJ�
6FKRRO�ĥ�%ZLQGL��DɷOLDWHG�ZLWK�WKH�8JDQGDQ�
&KULVWLDQ�8QLYHUVLW\�Ī8&8ī��LV�VODWHG�WR�RSHQ�
LQ�1RYHPEHU� RI� ����� DQG�ZDV� FRPSOHWHG� LQ�
just two and a half years. It is also expected 
WR� EH� VHOIĥVXVWDLQLQJ�� WKURXJK� WXLWLRQ� SD\ĥ
ments, after only two years in operation. 

Mr. Jameson took some time to discuss 
the Bwindi project, as well as his approach 
to social development and the larger pheĥ
nomenon of social entrepreneurship.   

Can you talk a little bit about your re!
cent development project in Bwin!
GL�� 8JDQGD"� :KDW� VSHFLÀFDOO\� VHWV�
this apart from other, perhaps more 
traditional, development projects?  

7KHUH�DUH�WZR�PDLQ�GLɱHUHQFHV�EHWZHHQ�WKH�
Bwindi project and other traditional developĥ
ment projects. First, Steve Wolf, Scott Kellĥ
HUPDQQ�DQG�,�HVWDEOLVKHG�D�³VSHHG�RI�WUXVW�´��
The fact that we were all committed to seeĥ
ing this project succeed meant that we could 
rely on the fact that, as both project facilitaĥ
tors and stakeholders, we would each come 
through when the need arose. This allowed us 
to get started on crucial aspects of the nursĥ
ing school without having all of the pieces in 
place, knowing that we could count on each 
other to meet obligations as we progressed. 
This allowed us to drastically cut down the 
WRWDO� SURMHFW� WLPH� Ħ� IURP� FRQFHSWLRQ� RI�
the initial idea to the opening of the nursĥ
LQJ� VFKRRO��1RUPDOO\�� D�SURMHFW�ZRXOG�HLWKHU�
have to be put on hold until key decisions 
are cleared, or would remain in development 

purgatory while committees sorted them out. 
&DVH�LQ�SRLQW��IRU�WKH�1XUVLQJ�6FKRRO�GLSORĥ
mas to be valid in Uganda, we needed to have 
D�FHUWL¿HG�XQLYHUVLW\�RQ�ERDUG�DV�DQ�DɷOLDWH��
While we had contacted Uganda Christian 
8QLYHUVLWLHV� Ī8&8ī� WR� XVH� WKHLU� QDPH� DQG�
ORJR�RQ�RXU�GLSORPDV�� WKH�¿QDO�QHJRWLDWLRQV�
and agreements were not signed until April 
2013. Had we waited to get started on this 
project until this very crucial step was cleared, 
WKH�1XUVLQJ� 6FKRRO� ZRXOG� QRW� KDYH� RSHQHG�
until 2015 or later. We established trust and 
mutual understanding with UCU early on 
and knew that they would come through.

Second, what was unusual about this project 
ZDV�WKDW��EHWZHHQ�6WHYH�DQG�PH��ZH�KDG�VWDUWĥ
up funding secured even before the planning 

VWDJH�RI�WKH�SURMHFW�ZDV�FRPSOHWH��1RUPDOO\��
a development need or project assessment 
LV� LGHQWL¿HG�� %DVHG� RQ� WKLV�� WKH� HQWLUH� SURMĥ
ect is outlined, including an estimation of all 
associated costs. At this point, the project 
proponents search for donors, grants, and 
other sources of funding. With the nursing 
school, we wanted to ensure that this project 
ZRXOGQ¶W�IDLO�VSHFL¿FDOO\�GXH�WR�D�ODFN�RI�IXQGĥ
ing. We knew that the need for nurses existed, 
and that we had the right mix of people to 
JLYH� XV� D� IDLU� VKRW� DW� HVWDEOLVKLQJ� D� VHOIĥVXVĥ
tainable nursing school in the long run; so 
ZH�ZHUH�ZLOOLQJ� WR� SXW� WKH�PRQH\� XSĥIURQW��
+RZHYHU�� DQRWKHU� SRVLWLYH� HɱHFW� RI� KDYLQJ�
WKH� VWDUWĥXS� IXQGV� DYDLODEOH�ZDV� WKDW�ZH� DGĥ
dressed costs and overhead as they came up. 
The amount of time this saved us was sigĥ
QL¿FDQW�DQG�SUREDEO\�DQRWKHU�UHDVRQ�ZK\�ZH�
have managed to complete the construction 
of the school in such a short amount of time.

What exactly characterizes an en!
trepreneurial approach to social de!
velopment? What obstacles are you 
avoiding by sidestepping govern!
mental or ODA funding and support? 

)LUVW� RI� DOO�� WKH� UHWXUQ�RQ� LQYHVWPHQW� Ī52,ī�
for us is the knowledge that, in addition to adĥ
dressing a preexisting need, we can ensure that 
WKH�SURMHFW�LV�VHOIĥVXVWDLQLQJ�LQ�WKH�ORQJ�UXQ��

Using the same approach that we would folĥ
low for a business or capital venture, we deĥ
cided to take on the risk of investment by perĥ
sonally putting up the funding in advance and 
addressing costs as they came up. This means 
that, in the case of Bwindi, had there been sigĥ
QL¿FDQW�GHOD\V�RU�IDLOXUHV�LQ�DFKLHYLQJ�VXFFHVV�
at key steps, the resources already committed 
to the project would not have been recoverĥ

able. At the same time, if expenses were misĥ
judged or underestimated, we would not have 
a grant or government funding upon which 
we could rely. Had we sought out traditional 
sources or partnerships, we would have been 
forced to contend with bureaucracy and red 
tape that would have slowed us down in the 
GHFLVLRQĥPDNLQJ� SURFHVV�� %\� DVVXPLQJ� VRPH�
of the forecasting risk and working on muĥ
WXDO�WUXVW�ZLWK�RXU�SDUWQHUV�Ħ�LQ�HVVHQFH�WKDW�
WKH\�ZRXOG� FRPH� WKURXJK� Ħ�ZH� VLGHVWHSSHG�
PDQ\�RI�WKH�LVVXHV�WKDW�2'$ĥIXQGHG�SURMHFWV�
face, whether they are protracted delays or 
an unnecessarily lengthy project timeline. By 
absorbing some of the risk, we were able to 
carry on with key processes simultaneously 
rather than mitigating these risks by waiting.

By absorbing some of the risk, we were able to 
carry on with key processes simultaneously rather 

than mitigating these risks by waiting.



THE JOURNAL of INTERNATIONAL POLICY SOLUTIONS | SPRING 2013 | 45

If investors ! private donors in most 
cases ! are the ones absorbing much 
of the risk, how to you assuage their 
IHDUV"� � 'R� \RX� ÀQG� WKDW� GRQRUV� VXI"
fer from the same level of risk aver"
sion as large, bureaucratic agencies? 

 This is probably correct. As I mentioned, 
in Bwindi we were willing to put up our 
RZQ�PRQH\�DV�VWDUWĥXS�IXQGLQJ��&RQVLGHULQJ�
that Steve comes from large corporate busiĥ
ness and I am an entrepreneur, we were not 
as risk averse as large government agencies 
tend to be. However, there are ways to earn 
the trust of donors that can alleviate such 
anxiety.  For example, we wanted to have a 
greater level of engagement in the project: I 
made several trips to Uganda between 2010 
and June 2013 and I am personally involved 
LQ� IXQGUDLVLQJ� HɱRUWV� ZLWKLQ� P\� QHWZRUN�� ,�
think that this personalized approach assures 
other partners and donors that the project 
is being managed well, and even encourages 
donors to give more than just their money. 
Thus, engagement is key. Donors, especially 
when giving to large organizations, may have 
doubts about how their money is being used. 
Subsequently, a large portion of that orgaĥ
nization’s activities may focus on transparĥ
ency and other such initiatives, which aren’t 
directly tied to the target population. In a 
project where the donors have a high level 
of involvement, this is typically not an issue. 

Do you see this type of approach being 
adopted on a larger scale?  Does its very 
nature limit its applicability to larger 
populations or wider geographic areas? 

$V� D� PHDVXUH� RI� ³VXFFHVV´� IRU� WKH� QXUVLQJ�
VFKRRO� SURMHFW�� ,� ZRXOG� ¿UVW� ORRN� DW� KHDOWK�
outcomes, rather than just the speed at which 
we have accomplished goals, or other similar 
project performance indicators. Basically, the 
question that matters most to me is, What imĦ
pact has the Nursing School had on local communiĦ
ties? The key here is that we are working with 
local communities in rural areas. Whether you 
adapt this approach to the narrowest popuĥ
lation or expand to larger communities, the 
entrepreneurial approach is still valid. What 
worked for us was that we had very capable 
local partners. While the need for nurses in 
8JDQGD�LV�DSSDUHQW�Ħ�LQ������WKHUH�ZHUH�MXVW�
���QXUVHV� IRU�HYHU\� �������SHRSOH�Ħ�ZH�RQO\�
became aware of this because of the work that 
the Kellermanns have been doing with the 
FRPPXQLW\� KRVSLWDO�� Ĭ7KH� .HOOHUPDQ� )RXQĥ
dation has been operating a community hosĥ
SLWDO� LQ�%ZLQGL� VLQFH� �����ĭ�2WKHU� WKDQ� WKH�
community hospital, we also had the support 
of local health workers, and nurses from the 
community who are now taking on leadership 
positions within the nursing school. Thus, 
with the right mix of people and resources, 
this project could be replicated many times 
over. On a larger scale, I could see several 
VPDOO� DQG� PHGLXPĥVL]HG� HQWHUSULVHV� EHLQJ�
HVWDEOLVKHG�VLPXOWDQHRXVO\�Ħ�IRU�H[DPSOH���ĥ��

nursing schools operating in Rwandan villages 
DW�WKH�VDPH�WLPH�Ħ�WKRXJK��DJDLQ��LQ�RXU�FDVH�
we had excellent people in Uganda that made 
this approach feasible. When it no longer 
becomes possible to engage the people closĥ
est to the problem, it is time to scale down.  

You have experience in entrepreneurship 
here in the United States, as well as in 
many developing countries globally.  What 
ZRXOG�\RX�VD\�DUH�WKH�PDLQ�GLɲHUHQFHV�ħ�
obstacles, opportunities ! of working in 
developed versus developing countries? 

There seems to be a wide scope for entreĥ
preneurship in developing countries, espeĥ
cially in new or emerging industries. The use 
of technology or raw materials, for example, 
is crucial for business growth, but access to 
these resources remains a problem. In some 
cases, access is restricted through governĥ
ment regulation or trade barriers, which then 
facilitates the creation of grey markets, corĥ
ruption and, ultimately, changes to the rules. 

Developed countries have more experience 
with market forces and generally have more 
EXVLQHVVĥIULHQGO\�PHFKDQLVPV� LQ� SODFH�� HYHQ�
LQ�WKH�¿HOG�RI�VRFLDO�GHYHORSPHQW��&RQVLGHU��
for example, in the U.S. you can now incorĥ
porate as a B corporation. B corporations are, 
generally speaking, those businesses that are 
using their resources to solve societal or enĥ
vironmental problems. Additionally, you also 
KDYH�FRXQWOHVV�ZD\V�WR�RUJDQL]H�D�QRQĥSUR¿W�
that better meets your needs and goals and, 
RI� FRXUVH�� RɱHUV� D� YDULHW\� RI� WD[� LQFHQWLYHV��
This is a fairly new concept in developing 
countries such as Uganda, where the role of 
WKH� 1*2� RU� VRFLDO� RUJDQL]DWLRQ� KDV� JHQHUĥ
DOO\� EHHQ� WR� ³JLYH�´� ZLWKRXW� EXLOGLQJ� PDQ\�
mechanisms for getting anything in return. 
This does not necessarily hinder entrepreĥ
QHXULDOLVP��EXW�PRUH� FDQ�EH�GRQH� Ħ� VXFK� DV�
LQFXEDWRUV�� VWDUWĥXS� VXSSRUW�� HWF�� Ħ� WR� IRVĥ
ter entrepreneurialism in these countries. 

What does the future hold for you, and so"
cial entrepreneurship at large?  Who are 
WKH�OHDGHUV�LQ�WKLV�ÀHOG"�:KHUH�GR�\RX�VHH�
this movement going in the next few years? 

On a personal level, I am in the autumn of 
P\�OLIH��:LWK�VNLOOV�DQG�LQWXLWLRQ�UH¿QHG�RYHU�
the years, along with a dose of good luck, I 
have led a good life, and I feel that now is the 
time to give back to society. A social investor 
seeks out opportunities in development that 
can guarantee some ROI. While for most soĥ
FLDO�LQYHVWRUV��WKH�52,�XVXDOO\�PHDQV�SUR¿WV��
I am interested in gaining satisfaction from 
helping improve the lives of those around 
me and in communities where I am involved. 

In the larger picture, the vast majority of 
social development remains within the purĥ
YLHZ�RI�1*2V�DQG�JRYHUQPHQW�DJHQFLHV��EXW�
WKH� HPHUJHQFH�RI� WKH� VRFLDO� LQYHVWRU� Ħ�EH� LW�
KLJK�QHWĥZRUWK�LQGLYLGXDOV�RU�DVSLULQJ�HQWUHĥ

SUHQHXUV� IURP� ORFDO� FRPPXQLWLHV� Ħ� LV� DQ� LQĥ
teresting and exciting development. I think 
the future of social development rests in the 
hands of young leaders who are willing to take 
on leadership roles in society. For example, 
in my project in El Barril, Baja California, 
many young people are leaving the commuĥ
QLW\� WR� ¿QG� RSSRUWXQLWLHV� HOVHZKHUH�� � 7KLV�
is due to the fact that the local community 
does not provide opportunities for higher 
HGXFDWLRQ��QRU�GRHV�LW�RɱHU�PDQ\�FDUHHU�RSĥ
portunities. Thus, one of the challenges 
this community faces is to provide its youth 
with adequate engagement and opportuniĥ
WLHV� WKDW�ZLOO�KHOS�ZLWK�GHYHORSPHQW�HɱRUWV��
In Uganda, we have several young members 
of society who are taking on these leaderĥ
ship roles.  For example, one of our nurses 
ĬWKH� DIRUHPHQWLRQHG� -DQH� $Q\DQJRĭ� OHIW�
Bwindi to get her masters’ degree in nursing 
LQ�WKH�8�.��DQG�UHWXUQHG�WR�KHDG�WKH�1XUVLQJ�
School administration, which has led to the 
LQLWLDO�VXFFHVV�RI�WKH�1XUVLQJ�6FKRRO�3URMHFW��

1*2V�DQG�JRYHUQPHQW�DJHQFLHV�SOD\�DQ�LPĥ
portant role in development, and are rightly 
WKH� SULPDU\� DUFKLWHFWV� IRU� PDQ\� ODUJHĥVFDOH�
development projects, especially in areas such 
as infrastructure. But as more and more foĥ
FXV� LV� SODFHG� RQ� ³PLFURĥSURMHFWV�´� DV�ZHOO� DV�
the localization of development priorities, I 
foresee a huge opportunity for the involveĥ
ment of social entrepreneurs in these projĥ
ects, and would hope to see even greater 
participation outside of the traditional chanĥ
nels.  This is especially true of the youth, who 
hold the greatest potential to enact change.  
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,Q�WKH�¿YH�\HDUV�VLQFH�5D~O�&DVWUR�DFFHSWHG�
the presidency from his older brother, Cuba 
has experienced a number of incremental 
HFRQRPLF� UHIRUPV� Ħ� RɷFLDOO\� FDOOHG� ³XSĥ
GDWHV´� LQ� &XED� WR� DYRLG� LPSO\LQJ� D� FRPĥ
SOHWH� GHSDUWXUH� IURP� WKH� VWDWXV� TXR� Ħ� WKDW�
are irrevocably altering the lives and liveliĥ
hood of a large majority of its inhabitants. 
The movement began with the liberalizaĥ
WLRQ� RI� UHJXODWLRQV� IRU� VPDOOĥEXVLQHVVHV� DQG�
farms, and has since included the announceĥ
ment of comprehensive tax reforms and 
WKH� GLVPDQWOLQJ� RI� VWDWHĥRZQHG� HQWHUSULVHV���

The result of these changes has been the 
movement of hundreds of thousands of 
Cubans from the public sector into priĥ
vate industry, with the majority of these 
people operating small business enterprises 
such as barbershops, nail salons, and taxis.

The catalyst for these changes is the current 
state of the Cuban economy, which has been 
plagued by deep problems dating back deĥ
cades to the fall of the Soviet Union. Since 
1989, and the collapse of Soviet subsidies to 
the island nation, Cuba has been characterized 

by low productivity, a lack of domestic and 
foreign investment in capital, and a current 
IRUHLJQ�GHEW�WRWDO�RI�DERXW�Ĳ���ELOOLRQ��7KHVH�
structural problems have even imperiled Cuĥ
ED¶V� RQFH� YDXOWHG� VWDWHĥPDQDJHG� HGXFDWLRQ�
and healthcare industries.  The hope is that 
economic reform will reverse these trends.  

Concurrently, the United States has also 
taken measures to change the status quo.  
In 2009, the Obama administration relaxed 
travel restrictions and remittances to Cuba, 
WKH� ¿UVW� VLJQL¿FDQW� SROLF\� VKLIW� WRZDUGV�
deepening ties between the two countries 
LQ�QHDUO\����\HDUV���8�6��RɷFLDOV�KDYH�GXEEHG�
WKHVH�FKDQJHV�³SHRSOHĥWRĥSHRSOH´�DOORZDQFHV��
which they believe is crucial to facilitating 
WKH�ÀRZ�RI�LQIRUPDWLRQ��VWUHQJWKHQLQJ�&XEDQ�
civil society, and ultimately bolstering the naĥ
scent liberal changes in the communist state.  

Colin Laverty has experienced these changes 
¿UVWKDQG�� RQ� ERWK� VLGHV� RI� WKH� SROLF\� VKLIW���
Laverty is a Cuba analyst and president of 
Cuba Educational Travel, an independently 
owned and operated company that orgaĥ
nizes educational exchange programs and 
SHUVRQĥWRĥSHUVRQ� FRQWDFW� EHWZHHQ� WKH� SHRĥ

ple of the United States and Cuba.  JIPS sat 
GRZQ� ZLWK� /DYHUW\� WR� GLVFXVV� KLV� ¿UVWĥKDQG�
observation of the changes taking place as 
well as his recommendations for U.S. poliĥ
cymakers, many of whom have accompaĥ
nied Laverty on his many visits to Cuba.

These days, it would seem that the Cuban 
government is seeking a way to balance 
the need for economic reform with the 
desire to retain control.  How do you see 
that tension playing out on the ground?

Up until now the government has been very 
FDXWLRXV� Ħ� SULRULWL]LQJ� VWDELOLW\� ZKLOH� DOVR�
making drastic changes within the context 
RI� WKH� ODVW� ¿YH� GHFDGHV� RI� FRPPXQLVW� UXOH��
While focused on the economy, the changes 
are also political in nature. One U.S. diplomat 
in Havana recently acknowledged that, as 
Cubans become more independent economiĥ
cally, they will also become more indepenĥ
dent politically, noting that, in particular, the 
power schemes are shifting.  It’s inevitable 
that the growth of the private sector and a 
middle class will lead to new political conĥ
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stituents, posing new challenges to the govĥ
ernment. Up until now the government has 
been able to manage this new dynamic, and I 
don’t see them having major problems for the 
time being. I would classify the steps taken 
so far as Phase 1: decentralization, or the exĥ
SDQVLRQ�RI�VPDOOĥVFDOH�EXVLQHVVHV�DQG�WKH�LQĥ
creased ability to buy and sell homes and cars, 
all of which tinker at state control. Phase 2, 
which will likely include increased foreign inĥ
vestment, the creation of middle scale busiĥ
nesses, the addressing of the dual exchange 
UDWH�V\VWHP�DQG�RWKHU�PRUH�VLJQL¿FDQW�SROLF\�
changes will ultimately reveal the deep chalĥ
lenges the government faces in terms of imĥ
proving the economy while retaining its moĥ
nopoly on control. At some point soon, the 
government will also have to decide whether 
it hopes to increase its competitiveness by 
giving the population access to the internet.

In what ways has the economic re!
forms of the last six years impacted 
WKH� GLɲHUHQW� VHFWRUV� RI� WKH� HFRQRP\"��
0RUH� VSHFLÀFDOO\�� ZKR� KDV� JDLQHG�
the most, and who has lost the most? 

In any reform process there are going to be 
winners and losers. The winners have been 
WKH�QHDUO\�KDOI�D�PLOOLRQ�FXHQWDSURSLVWDV�ĪVHOIĥ
HPSOR\HGī�ZKR�KDYH�EHHQ�DEOH� WR�RSHQ�Ħ�RU�
¿QG�ZRUN�DW�Ħ�QHZ�EXVLQHVVHV��3ULYDWH�IDUPHUV�
and cooperative farmers have also made sigĥ
QL¿FDQW�JDLQV��HQMR\LQJ�PRUH�IUHHGRP�WR�SURĥ
duce, transport and market goods, enjoying 
higher earnings and more autonomy. Consumĥ
HUV�KDYH�DOVR�EHQH¿WHG�WKURXJK�DFFHVV�WR�PRUH�
goods and services. Raul Castro and other 
reformers could also be labeled political winĥ
ners, as they’ve fought the bureaucracy, ideolĥ
ogy and other barriers to implement a reform 
program. Most importantly, the younger genĥ
HUDWLRQ�KDV�EHQH¿WHG�DV�KRSH� IRU� WKH� IXWXUH�
has increased. The losers have undoubtedly 
been the bureaucrats and ideologues opposed 
to the changes because of entrenched interest 
and ideology. However, moving forward, the 
changes will produce more losers outside of 
the realm of politics. Market reforms have alĥ
ready led to increased food prices, needed reĥ
forms to monetary policy will be painful and 
the State’s needed removal of subsidies and 
bloated payrolls will leave many vulnerable. 
As in the 1990s, inequality can be expected 
to increase. The government has said it will 
create targeted welfare programs for the 
most marginalized, but the task won’t be easy.

From the perspective of someone who 

spends most of your time in Cuba, hav!
LQJ� ÀUVWĦKDQG� H[SHULHQFH� ZLWK� WKH�
levels of bureaucracy and state con!
trol, what are the biggest barriers to 
running a business in Cuba today?

The three biggest challenges that come to 
mind are technology, a distorted market and 
a counterproductive mentality amongst some 
people. Cuba cannot be competitive when 
managers and employees don’t have access to 
KLJKĥVSHHG� LQWHUQHW� RU� ORQJ� GLVWDQFH� SKRQH�
dialing. Period. My business is not located in 
Cuba, so luckily I don’t have to deal with the 
distorted market, but for companies and inĥ
GLYLGXDOV� WKDW�GR�� LW¶V�D� VLJQL¿FDQW�FKDOOHQJH��
Imports are strictly controlled and the goods 
WKDW� DUH� DYDLODEOH� DW� VWDWHĥUXQ� VWRUHV� DUH� H[ĥ
cessively overpriced and low quality. Part of it 

KDV�WR�GR�ZLWK�WKH�HɱHFWV�RI�WKH�8�6��HPEDUJR�
and increased shipping costs, but much of it 
has to do with outdated pricing methods and 
luxury taxes. In the end, businesses and indiĥ
viduals often buy their computers, televisions, 
phones and other goods from mules coming 
from Miami and Latin America instead of in 
RɷFLDO�VWRUHV��)LQDOO\��WKH�LQHɷFLHQW�HFRQRPĥ
ic model has led many people to earn more 
economically, from theft, and politically, from 
putting barriers that the common attitude is 
to do nothing, rather than make things hapĥ
pen. With low salaries and excessive controls, 
the incentives are not there for low and midĥ
GOH� OHYHO� PDQDJHUV� WR� VD\� ³\HV�´�7KDW� EHLQJ�
VDLG��&XED�KDV�PXFK�WR�RɱHU�LQ�WHUPV�RI�KXĥ
man capital, with an educated, healthy workĥ
force that’s eager to do better. At some point 
the economic reforms should get to the heart 
of these problems and it will be a brighter 
day for businesses and workers in Cuba.

How much do international relation!
VKLSV� DQG� SDUWQHUVKLSV� LQÁXHQFH� WKH� IX!
ture of Cuba’s leadership?  Are the Cas!
tros pursuing relationships that might be 
more likely to preserve the Revolution?

One of the great achievements of the Cuban 
Revolution has been its successes in internaĥ
WLRQDO�GLSORPDF\��&XED��D�UDWKHU�LQVLJQL¿FDQW�
island in the Caribbean, has been involved 
in many of the most important world events 
RYHU�WKH�ODVW����\HDUV�Ħ�QXFOHDU�ZHDSRQV��SUHVĥ
idential assassinations, civil wars in Central 
America, independence movements across 
the globe, among others. At the same time, 
Cuba’s international relationships with allies 
DQG�HQHPLHV�KDYH�VWURQJO\�LQÀXHQFHG�GRPHVĥ

tic governance and popular opinion. Historiĥ
FDOO\� WKH� FRXQWU\� KDV� VXɱHUHG� IURP� RYHUGHĥ
SHQGHQFH� RQ� RQH� FRXQWU\� ĥ� H�J�� 6SDLQ�� WKH�
8QLWHG�6WDWHV�DQG�WKHQ�WKH�6RYLHW�8QLRQ�Ħ�DQG�
even prior to the passing of Hugo Chavez, the 
Cuban government had begun to diversify its 
partnerships, strengthening ties with Angola, 
Brazil, Russia and other countries. While 
these countries may share ideology and simiĥ
larities in international politics, they are also 
investing time, money and resources and push 
for a return on their investments, which helps 
encourage the government to reform, the 
RSSRVLWH� HɱHFW� RI� WKH� 8�6�� HPEDUJR�� ZKLFK�
provides cover to hardliners in the governĥ
ment and security apparatus to do nothing.

$� VSHFLÀF� UHIRUP� RIWHQ� FLWHG� LV� WKH� VHOIĦ
employment licenses, which are begin!
ning to create new commercial sec!
tors in Havana.  What exactly does 
this change mean for Cuba and where 
have you seen the biggest impact?  

The increased number of people opening 
and working at private businesses is impresĥ
sive. A stroll down any street in Havana will 
provide ample proof of just how present the 
FKDQJHV�DUH��ZLWK�GR]HQV�RI�GLɱHUHQW�UHVWDXĥ
rants, bed and breakfasts, diners, nail salons, 
photography shops, mechanics, plumbers and 
RWKHU� VHOIĥHPSOR\HG� RXW� DQG� DERXW�� 0DQ\�
RI� WKH� EXVLQHVVHV� DUH� VPDOOĥVFDOH�� HPSOR\LQJ�
�ĥ��SHRSOH�� DQG�DUH�SULPDULO\� VLWXDWHG� LQ� WKH�
service sector. As such, they will not fundaĥ
mentally alter the Cuban economy. However, 
WKH�RSHQLQJ�KDV�KDG� DQ� LPSRUWDQW� HɱHFW�RQ�
the thinking of Cubans who now creatively 
ponder how to be successful in the private 
market. Those who are successful actively 
look at growing their businesses or opening 
a second one. Most likely the government 
will expand the scope of private enterprise 
DQG� PHGLXP� DQG� ODUJHĥVFDOH� EXVLQHVVHV� ZLOO�
EH� IRUPHG�� PRUH� SURIRXQGO\� DɱHFWLQJ� WKH�
makeup and performance of the Cuban econĥ
omy.  So far the changes are quickly leading 
to the growth of a new middle class in Cuba.

,Q�WKH�ÀUVW�2EDPD�$GPLQLVWUDWLRQ��FHUWDLQ�
restrictions on travel and remittances to 
&XED�ZHUH�UHPRYHG��RSHQLQJ�XS�D�QHZ�ÁRZ�
of people and dollars between countries.  
What impact has this policy had on the re!
form process in Cuba, if any, and were you 
able to perceive changes on the ground?  

7KH� HɱHFW� RI� WKH� FKDQJHV� HQDFWHG� E\� WKH�
Obama Administration has been huge. They 
couldn’t have occurred at a better time. As it 
became easier for U.S. citizens and residents 
to visit and send money to Cuba, the Cuban 
*RYHUQPHQW� DOVR� IUHHG� XS� WKH� SULYDWH� VHFĥ
tor in Cuba. Much of the startup capital for 
new businesses has come from relatives in the 

As Cubans become more independent economically, 
they will also become more independent politically.

CUBA IN MOTION
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United States, as do many of the inputs. Moreĥ
RYHU�� &XEDQĥ$PHULFDQV� YLVLWLQJ� IDPLO\� DQG�
QRQĥ&XEDQ� $PHULFDQV� RQ� SHRSOHĥWRĥSHRSOH�
trips to Cuba often frequent these private esĥ
tablishments, boosting their market and also 
SURYLGLQJ�WKHP�ZLWK�PXFK�QHHGHG�NQRZĥKRZ��
Many small businesses in Cuba wouldn’t be 
ÀRXULVKLQJ�ZLWKRXW�VXSSRUW�IURP�IDPLO\�DQG�
friends in the U.S. The Obama Administraĥ
tion should take additional steps to allow for 
WKH�ÀRZ�RI�SHRSOH��PRQH\�DQG�JRRGV�WR�&XED��
which will aid the growing private sector, a 
key goal of U.S. foreign policy toward Cuba.

For obvious reasons, the vast major!
LW\� RI�$PHULFDQ� RɼFLDOV� KDYH� QRW� VSHQW�
time in Cuba.  If you could take poli!
cymakers to Cuba, what would be the 
most important thing they should see?  

Over the years I have helped to organize dozĥ
ens of trips for U.S. Members of Congress 
DQG� WKHLU� VWDɱHUV� WR� &XED� ZLWK� WKH� &HQWHU�
for Democracy in the Americas. The trips 
are particularly important because so much 
is said about Cuba in the U.S., often times 
by people who have never set foot on the isĥ
land, and reaching out and talking to Cubans 
gives policymakers a new perspective. We 
always try our best to give them access to a 
wide range of individuals from government, 
academia, religious organizations, the private 
sector and most importantly, average Cubans 
on the street and in their homes. Things 
aren’t easy in Cuba for many, and there is a 
plethora of opinions about politics and ecoĥ
nomics amongst the population. However, 
LW¶V�KDUG�WR�¿QG�RQH�SHUVRQ�ZKR�WKLQNV�WKDW�
the embargo has done anything good for 
the country. This is an important message 
for members of Congress to see, hear and 
feel when speaking to the actual people who 
DUH� DɱHFWHG� E\� RXU� SROLF\� RQ� D� GDLO\� EDVLV��

Based on your experience and ground!
level observations, do you have any 
policy recommendations for the U.S.? 

President Obama and Secretary of State 
John Kerry should take advantage of the 
unique position that they’re in to drastiĥ
cally reform U.S. policy toward Cuba. The 

H[HFXWLYH�EUDQFK�KDV�VLJQL¿FDQW�ÀH[LELOLW\�WR�
make important policy changes that do not 
require changes to the law or Congressional 
approval. President Obama won about half 
RI�WKH�&XEDQĥ$PHULFDQ�YRWH��ZKLFK�QR� ORQĥ
JHU�YRWHV�EDVHG�RQ�DQWLĥ&DVWUR�LGHRORJ\�DQG�
clearly supports engaging Cuba. He didn’t 
pander to hardline Cuba exiles in either 
presidential election, doesn’t owe them anyĥ
WKLQJ�DQG�WKH\�DUH�LQFUHDVLQJO\�LQVLJQL¿FDQW��
Within his executive authority he can expand 
travel, make some trade easier, authorize diĥ
rect talks and take other important steps 
that would improve the bilateral relationship. 

5LJKW� QRZ� WKH� 8�6�� LV� QRW� D� SRVLWLYH� LQÀXĥ
HQFH�LQ�D�FRXQWU\�MXVW����PLOHV�Rɱ�WKH�FRDVW�
of Florida. Cuba is a neighbor and natural 
trade partner, but our policy has completely 
isolated us from the changes that are taking 
place. The next Summit of the Americas in 
Panama may not happen because all Latin 
American countries have said they won’t 
participate unless the U.S. allows for Cuban 
inclusion at the event. Cuba currently holds 
the chairmanship of the Community of Latin 
$PHULFDQ�DQG�&DULEEHDQ�6WDWHV�Ī&(/$&ī��D�
new hemispheric organization that includes 
DOO� QDWLRQV� LQ� WKH� UHJLRQ� Ħ� WKH�QH[W� VXPPLW�
will be held in Havana. Brazil is building a 
port and airports in Cuba. Cuba is hosting 
WDONV� EHWZHHQ� WKH� &RORPELDQ� *RYHUQPHQW�
and leftist rebels in an attempt to end that 
country’s protracted civil war. Hugo Chavez 
came and went and Cuba, now having norĥ
malized relations with every country in the 
region and almost every country in the world, 
is still here. As Cuba makes drastic reforms 
to its economic system, it’s communist 
China pushing them to make good on credĥ
its, socialist Brazil quietly discussing human 
rights, Islamic Saudi Arabia restoring its waĥ
ter system and capitalist Singapore managĥ
ing the ports, while the U.S. remains on the 
sidelines, downplaying any positive changes.
 
A radical change in U.S. policy will not realisĥ
tically occur overnight.  However, the Obama 
administration should make the following 
changes:

�$FNQRZOHGJH� SXEOLFO\� WKDW� WKH� UHIRUPV� LQ�
Cuba are positive.

��)XUWKHU�ORRVHQ�UHVWULFWLRQV�RQ�8�6��FLWL]HQV¶�
travel to Cuba.

��$OORZ�WKH�JURZLQJ�SULYDWH�VHFWRU�WR�H[SRUW�
to the United States.

��5HPRYH�&XED� IURP� WKH�6WDWH�6SRQVRUV�RI�
Terrorism List.

��(QFRXUDJH�&XED¶V�LQFOXVLRQ�LQ�LQWHUQDWLRQDO�
summits and forums.

��$OORZ�&XED¶V�SDUWLFLSDWLRQ�LQ�LQWHUQDWLRQDO�
¿QDQFLDO�LQVWLWXWLRQV�

��6WRS�¿QLQJ�WKLUG�FRXQWU\�EDQNV�DQG�FRPSDĥ
nies for doing business with Cuba.

��(QG�WKH�LOOHJDO�DQG�FRXQWHUSURGXFWLYH�86ĥ
$,'�&XED�³GHPRFUDF\�SURJUDP�´

�� (QWHU� LQWR� ELODWHUDO� WDONV� ZLWK� WKH� &XEDQ�
government.

President Obama and Secretary Kerry should 
take advantage of the unique position that they’re 
in to drastically reform U.S. policy toward Cuba. 
8LI�I\IGYXMZI�FVERGL�LEW�WMKRMÁGERX�ÂI\MFMPMX]�XS�

make important policy changes that do not require 
changes to the law or Congressional approval.

CUBA IN MOTION
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