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One of the key pomts in the dlscuss1on about the Chma dlmenswn in IA
Northeast As1an energy cooperatlon is the env1ronmental contr1but1on that
comes along with the 1mportat10n of energy In partlcular Chma 1mports
natural gas from Russ1a which exports the same to South Korea and Japan.
An increase of gas in Chlnas energy consumptmn can help reduce Chlnas ,
dependence on coal the prlmary source of Chmas energy and the prlmary
cause of atmospherlc pollutlon as well On the other hand 1f gas and other
clean sources of energy gamed a larger share of Chlnas energy consumptlon
market the result would be a conﬂlct of mterest w1th the power supply systems ‘
already in place Thls makes it meamngful to examme Chma s governance of
its electrlc power 1ndustry, since coal 1s currently used to generate electr1c“ '
power and’ replacmg coal W1th gas for household use is. certamly des1rable
How the electrlc power 1ndustry is managed in Chma has a great 1mpact on the
future prospects of brmgmg in addltlonal non tradltlonal energy sources for
consumpt1on through 1nternat10nal cooperatlon 4 } N

The purpose of this paper is two- fold First, 1t prov1des an update on
recent pohcy reforms by the Chmese government concernmg the governance |
structures for the country’ 8 electr1c1ty 1ndustry1 As is true 1n most other’
countr1es the development of the electrlclty sector of the energy mdustry does )
not always follow the logic of s01ence | ThlS 1s part1cularly true when
sustamable development is an 1mp]1c1t or expl101t cr1ter10n for research ‘,\
Instead development from national plannmg to pro_]ect approval —is heav1ly
’1nﬂuenced by the 1ndustrys governance structures and practlces. In a sense, _
understandlng ‘how China governs its energy 'industry is as important as
understanding _the }s_upply and demand of the Chinese energy market. Second,
_drawing on inSights derived ‘fro}m, the first part, this paper examines the
implications of China’s‘ changing electricity gover_nance for bringing visions of »

-energy cooperation ‘in Northeast Asia into reality. Among other things,



proposals for cross-national energy development cooperation in Northeast Asia
can benefit from cooperatmn between the local bodies of China’s electr1c1ty
governance apparatus 1n the northeastern provmces They could be assisted by

the formatlon of a web of stakeholders in cooperative project designs.

Governance Structure of China’s Electnclty Industry
From 1949 till the mid-1980s, the electricity industry in China was one
~of the least reformed sectors of the Chinese economy. The state was the sole .
owner and operator of power generation and d1str1but1on facilities. A state
monopoly also means that ‘there was little foreign participation in the electric
power industry For the; Chinese ;government following the principles of self-
rehance the state prov1s1on of electr1c1ty for both commerc1al and civilian
consumptlon Was a matter of natlonal securlty, and 1n some ways a means of
~ ensuring central governments effect1ve political control of the provmces 2
Reforms to the 1ndustry began in 1985 when the State Councﬂ allowed entities
~ other than the natlonal government to ra1se funds for power plant constructlon
Such ent1t1es mcluded 1ocal governments state-owned enterpr1ses and
partnersh1p enterprlses of varlous forms of ownersh1p , B
These reforms d1vers1ﬁed the sources of 1nvestment in the electrlclty_
1ndustry At the same time, they led to complex1t1es in govermng the 1ndustry
as well. This is because the Chmese bureaucracies at various levels have
d1fflcu1t1es in coordmatmg the1r act1v1t1es along 1ndustry 11nes In addition, the |
maJonty of China’s power plants operated autonomously It was not until the _
early 1990s that the constructlon of power distribution networks began 3 We
should bear in mind that although the sources of electricity 1nvestment
| 1ncreased the level of state monopoly of the industry remamed unchanged
Also in 1985 the State Counc11 allowed the dlver31f1cat1on and setting of

electricity prices as to recover 1nvestments in power generatlon, Th1s reform



measure, however do not mean that electrlclty pr1c1ng was allowed to ﬂuctuate
accordmg to market condltlons as in the case of a market economy ‘
“D1vers1f1cat10n s1mply meant that dlfferent end users had to pay different
prices set by the government The government at Var1ous levels determmed 7
the prlce of electr1c1ty and th1s contmues today 4 | .
The second phase of reform in the electrlclty 1ndustry began in the early ”
1990s. These reforms attempted to push the mdustry into market competltlon
through a restructurmg of state owned power enterprlses 1nto stock
corporatlons and the creatlon of enterpr1se groups ” The goal of such _
restructurmg was to reheve the enterprlses of thelr governmg respons1b111t1es ’,
and to take advantage of economles of scale 5 A key step in this d1rect10n was .
the promulgatmn of the Electrlclty Law of Chlna in 1995 The third phase of .
reform in the electr1c1ty industry began in 1998 marked by the dlssolutlon of.
the Mmlstry of Electric Power. The followmg sectlon offers a ghmpse of '

Chlna s governance structure for the electrlc1ty mdustry today

Natzona] Level Governance )

| _ At the national level, under the State Counc11 the State Development
and Planmng Commlssmn and the State Econom1c and Trade Commlssmn ;
(SETC) map out national development strateg1es regulatlons and pohcy /
d1rect1ves SETC assumed the functions of Chmas energy m1mstr1es before
the comprehens1ve revampmg of m1n1str1es under the State Council wasf
1mplemented in 1998. For the electrlclty sector the Department of Electrlc
Power under SETC now assumes the authorlty of the former Mmlstry of |
Electrlc Power, Whlch itself went through seven rounds of merger w1th and/or
separatlon from other energy ministries, after the creatlon of the Mmlstry of }
| Fuel Power in 1949 (see Appendlx A) The h1story of thls bureaucratlc‘

restructurmg is a long one.5 Suffice it here to say each restructurmg had to do
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with the Chmese central governments desire to better coordmate the
utilization of energy resources available and acce331b1e to China. The 1998

dlss_olutlon of the‘ M1n1stry-of Electrlc Power, for example, did not mean that

the State Power Corporation of China (SP) had the sole authority to decide on

power plant construction. The Ministry of Water Resources retainedits power
to decide on hydro-power projects and the supply of electricity for agricultural )

| The dissolution of the Ministry of Electric Powe‘r was preceded by the -
creatlon of the State Power Corporatlon of China in 1997. 7 The SP was' |
de31gnated to be an enterprise in 1tse1f When the State Councﬂ launched the
SP, it appomted the minister and v1ce ministers of the M1n1stry of Electrlc
Power to serve as its ch1ef executlve oﬁ"lcers 8 The SP thus became a super'
corporatlon govermng seven reglonal power corporatlon groups and six
1ndependent electrlclty networks at the provincial level that had been under
the direct control of the M1n1stry 9 In addltlon the SP shares respons1b1hty
together with the Mmlstry of Public Securlty in managing Anneng Corporatlon,
the hydro- power d1v181on of the People’s Armed Police Forces

There is yet another nat10na1 agency that is part of Chlnas governance

mechamsm in relat1on to 1ts power 1ndustry - the Chma Electr1c1ty Council

' (CEC) Created in 1988 the CEC was an assomatlon of enterprlses in China’s

power 1ndustry but worked under the d1rect superv1s1on of the Mmlstry of
Energy and its successor the Mlmstry of Electnc Power The CEC’s main

functlons were to prov1de varlous forms of service assnstance to power

enterpr1ses and the now- dlssolved power mdustry management 710 Behind

such a vague statement of purpose was the reahty that along with the reforms

‘that began in the mid- 1980s, bureaucratlc control of the countrys electr1c1ty

1ndustry became so complex that it was beyond a single m1n1strys reach to

regulate all of the actors in the electric power industry. Investors 1n. the



electr1c1ty industry other than the M1n1stry of Electrlc Power assumed‘,
1nd1v1dua1 and often autonomous control of the power plants and dlstr1but1on ,
systems. The result Was confhcts of 1nterest and 1neff1c1ent use of resources ,,
The CEC then coordmates the var1ous 1nvestors/managers of the 1ndustry to
help the central government govern the electr1c1ty mdustry accordmg to \
national rules and standards. Along with the d1ssolut10n of the Mlnlstry of ’
Electric Power, the CEC in 1998 became a corporat1on reglstered under the
M1n1stry of Clv11 Aﬁ'a1rs In theory this sw1tch of m1n1ster1al afﬁhatlon )
changed the CEC into a wholly 1ndependent ent1ty However the fact is that__‘
the SP’s CEO concurrently serves as 'CEC’s chan'man and the honorary;,
chairman of the CEC (Gao Yan) was s the last M1n1ster of the M1n1stry of
Electric Power. ThlS suggests that the CEC has” yet to functlon as a truly
mdependent body " This 1ndependence may seem to be a product of the“
separatmn of the governance functlon from the busmess funct1ons of the i
electr1c1ty 1ndustry but the reahty is dlfferent A

In short, the central government has taken steps to push the electrlc
power 1ndustry into the market much hke what it has done w1th ‘
manufacturmg and hght industries. The SP and its afﬁhates and assoc1ated
power corporatmns have indeed started to functlon as market rather than -
bureaucratic operators both domestlcally and in overseas fund ra1s1ng
Nonetheless as is true of the transformatmn process of all sectors of the
Chmese ~economy, bureaucratlc and legal hurdles remam The followmg
sectlon looks at Chma s governance of the electr1c power mdustry at the level of_ |

the provmce

 Provincial Leve] Governance ,
The same 1996 d1rect1ve of the State Counc11 that led to the creat1on of

the SP instructed the governments of the provmces and below to abohsh their

-
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administrative departments that had been managing electric power industries,
in ways 31m1lar to the Ministry of Electric Power at the nat1onal level.
Provmmal electr1c power bureaus were told to hand over their admlmstratlve
funct1ons to the respect1ve provincial economic and trade commlssmns The
same process has apphed to those governments below the provincial level
Reform below the nat10na1 level was env1s1oned to be part of a three-stage
strategy as follows:_ _ o :
D the separatmn of government adm1n1strat1ve functlons from the ;

management of power plants,

: 2) the separat1on of power plants from power gr1d runners,

3) the mtroductlon of a competitive prlcmg system. ‘

o However ‘the ﬁrst stage of these reforms at the prov1nc1al level did not -
mater1ahze unt11 September 2000 when Jlangsu Provmce abolished its power
bureau and turned over its admlmstratwe functrons to the prov1nc1al economlc
and trade commission. In contrast, by the same time twenty s1x provincial -
economlc and trade comm1ss1ons had emulated ‘the State Trade and Economic
comm1ssmn to create a bureau of electrlc power expecting to take over the
pohcymakmg funct1ons of the departments of electrlc power of their respective
provmces 11 Such developments 1nd1cate that the reform process ran 1nto many l J

obstacles before the 1ndustry could funct1on as a umt 12

: The purpose here is not to track the progress of these adm1mstrat1ve reforms in .

Chmas provmces Instead the slow pace of provmc1al governments heeding

dlrectlves from the central government and the unevenness of China’s

. provmces in . carrymg out nat10nal reform pomted to the complex1t1es of the

task. As is the case in reforming other state-owned industries, the efforts to
transform electr1c1ty generation and distribution into an eff101ent system based
on market prmmples is hampered by various factors. They include the

complex1t1es in power plant ownershlp, the dynamlcs of a provmces overall ,



economic pohcymakmg and mtra prov1nc1a1 differences among others In thls ,
regard, it remains to be seen if the natlonal government ] v1s1on of estabhshing
a national un1f1ed natlonal power grid network by the year 2020 will be

‘ 1mplemented 13

The Legal DJmensmn o
If the admimstratlve governance structures of China’s electric power
industry suffer from the lack of a natlonal standards and practices; does the
Electr1c1ty Law of China (hereafter the Law), the first of its kind in
contemporary Chmas history, offer a clearer road map" The Law has 75 -
articles m ten chapters It contains regulations on power development, .
network management supply and price, as well as rural power production and.
consumption, and- protectlon of power faclhtles. The ‘wide scope of the law is
' indioative of t_he numerous chalienges facing the industry. ‘How the Law may
function in the national government’s overall strategies for overhauling the
electricity industry hae heen analyzed elsewhere.!4 1t deserves our attention
“that by August 2000, the Law was already deemed to be insufficient for the
‘changed market realities, promptmg SETC to announce preparations for
revising the Law and to invite local input in the process.15 Key issues the
revision wae euppoeed to address included; transparency in decision making for
electricity transmission through the power grid networks in place, the setting .
of electricity prices and\fees, as well as legal responsibilities for entities that
are found to have caused problems to power supply, and making the Law -
compatible with the World Trade Organization’s (WTO) rules.16
o Since the Law is in the process of revision, it is impossible to know what -
the new legal provisions will be. For the purpose of getting an idea about -

implications for foreign investment of China’s attempt at gov,erning the -



electr1c1ty industry, we should pay attent1on to one of the key articles in the
ex1st1ng law Art1cle Three of the existing Law st1pulates that:

‘The electr1c power 1ndustry shall fit the needs of national economy
‘and social development and will develop appropriately. The State
encourages and guides legal investment in the development of
power sources and the establishment of power production

enterprises by domestic and overseas economic orgamzatlons or
1nd1v1duals

Investment in the power industry shall nnplement the pr1nc1ple of
"whoever invests, benefits." :

A potentlally useful gu1de for predlctmg hkely reforms to the Law is the
March 2001 revision to the Sino-Foreign Equ1ty Joint Venture Law. The first
sentence is likely to be revised to reflect the stronger role of the market over |
economic planmng. Now that the Ministry of Electric Power is no longer in
existence; it remains to be seen how the revision of the Law ‘would reflect the “
national government’s goal_of‘ encouraging national competition and retaining “
some element of governmental guidance at the same time. After all, electricity
“supply and the energy industry in general involves issues related to national. ‘
security and the ideology of énergy ‘self-suf'l’iciency.‘17 Indeed, foreign access' to
China’s energy ‘market in general and ele:ctricityr market in particular is
different in nature from access to the manufacturing 'industries’ For the "
manufacturing industries the Chinese government at various levels has'
relentlessly campa1gned to attract more foreign fundmg ,

Probably the most contentious issue is the current interpretation of “the |

2

pr1nc1ple of ‘whoever invests, benefits’. This principle can serve as a stimulus
for investment. At the same time, it can s’tiﬂebm‘arket competition, as the

electricity'seotor‘remains a state monopoly . The problem is a complex one,
involving ' China’s struggle to sort out the ownersh1p issue in its economic

operators. '~ For foreign investors in the Chinese electric power sector, a



regulatory framework took shape in late 1996 18 But s1nce then the national |
government has done away w1th policy pronouncements that guaranteed ,
profits for foreign investors 1n electr1c1ty pro;ects It also changed other aspects
of China’s regulatory regune for foreign dlrect mvestment (FDI) in energy
development For example the BOT (bulld operate transfer) scheme (ﬁrst
applied in the La1b1n B pro;ect in Guanx1 in 1996) is no longer in hne w1th
central government pohcy preferences 19 As is true with Chmese pohc1es for so v
many other sectors/prOJects 1nvolv1ng FDI, changes are snnply a way of life |
Furthermore better efficlency in the electrlclty sector in Chma does not
necessarily mean hlgher proﬁts for foreign 1nvestors in Chma s energy sector 20 |

| Chmas pendmg WTO membershlp w1ll be of Vass1stance to reduce the .
legal irregularities in China’s domestic laws. 'I‘he_"p'rocess will take time and
may not be that smooth.. Even with the WTO principle of national'treatment
dutifully implemented foreign investors in China’s electric power industry will
still need to compete w1th domestic Chmese operators in the same 1mperfect_
market As over twenty years of foreign 1nvestment 1n Chma show market
1rregular1t1es stems from among other things, bureaucratlc 1nﬂuence gettlng
in the way of the enforcement of economic laws and WTO rules do not d1sallow
a member government s rlght to natlonal econom1c plannmg -

In short, in sp1te of the seemmgly drast1c reform measures monopoly: |
and strong bureaucratlc 1nﬂuence remains the key features of China’s |
governance of the electriclty mdustry A case in pomt is Chma 8 Premier Zhu
Rongji’s reported cr1t1c1sm that -the central - governments decentrahzation
des1gn of ° makmg the provmce the [economic and legal] entity” of electr1c
power generatlon resulted in the provmces erecting protectlve barriers maklng .
it 1mposs1ble for eff1c1ent utilization of Chmas power 1ndustry In response, ..
Zhu 1nstructed the SETC and other central government agencies to re- take the |

1n1t1at1ve in mapping out strategies for reformmg the electricity 1ndustry 21

10



On the other hand the Chinese economy would not have developed since
the 19805 W1thout decentrahzatlon of economlc dec1s1on making from the
central government bureaucra01es to the provmces F1scal reforms in the mid-
.1990s that allowed the separatlon of national from provincial revenue.
collectlons meant that provmces have a vested 1nterest m retaining and g
expandmg the1r power in settmg the1r own economlc pol1c1es Such policies
'may not always conform to central government d1rect1ves or preferences.
Central local government relat1ons in contemporary Chlna s hlstory were never
harmomous resultmg 1n cycles of centrahzatmn decentrahzatlon re- |
centrahzat1on The result is uneven development in regmns across China, in

splte of the 1mpress1ve stat1stlcs of natlon wide growth for the past two

decades 22 ,

Imphcatlons for Energy Cooperatlon in Northeast Asm ‘

There are many ways to cons1der ‘the Chmese dimension when:
examlnmg the issue of energy cooperatlon in Northeast Asia. Geo
econom1c/strateg1c factors certamly play a role.2 PrOJect1ons about Chlnas
overall energy demands m the future and 1ts ch01ce of energy development
pr10r1t1es and pro;]ects 24 also contrlbute to our understandmg of Chma s
approaches to its own energy securlty and the Northeast Asian, reglon If we
look at the natlonal plcture alone, then it is meanmgful to ask such questlons
as “who wﬂl fuel Chma”25 and cons1der what opportunities the energy 1ndustry |
in Chma offers forelgn 1nvestors 26 ‘ -

My prev1ous review of changes in the governance structure of Chmas
'electr1c1ty mdustry was meant to brmg 1n an add1t1ona1 d1men31on for ’_
consideration. My 1ntended message was stralghtforward, the dynamlcs in
Chmas domestlc polltlcal economy can affect the prospect of energy .

cooperatlon in Northeast As1a as’ much as the larger 1ssues of 1nternat10nal

11



politics and economlcs For its 10th Flve Year Plan perlod (2001 2005) Chma s
nat10nal priority in energy development is focused on the Western reglon and
the role its vast energy reserves can play in the econom1c development of the, |
Eastern and Southern reg10ns It is reported that 37 4 % of the countrys new' _
power pro;ects w1ll be launched in 12 Western provmces alone ’I‘hese prOJects r
are in turn hnked by a mass1ve group of transm1ss1on networks connectmg_
power generators in ‘the West to the end users in the South (Guangdong) and '
the East (Shangha1 and J1angsu) 27 A second large- scale project to note is the
gas p1pel1ne hnkmg X1n31ang and other provmces 1n the West W1th end users 1n .
‘provinces in central Chma and along the coast (Shanghal) and from Innerk
Mongolia to Be1]1ng 28 ' | R , k

China’s Northeastern provmces in contrast are not enJoymg the same
kind of m]ectlon of energy mvestment by the central government as are the .
Western provmces In addltlon the Northeastern provmces have in recent
years lagged far behmd the coastal provmces m developmg their own 1ndustr1al ,
base. This in turn l1m1ts thelr capacity to raise funds to e1ther develop the» ,
energy resources in areas under thelr adm1mstrat1ve Jurlsdlctmn for
commercial purposes or to meet their own consumptmn needs, or. both. For the
Northeastern provmces though the future 1s not totally bleak Once a
national electric power grid network is in place the provmce s power supphers -
have an opportumty to beneﬁt as Well (by sellmg their electr101ty to the
natlonal network). | o

What 1mpl1cat10ns do the f1nd1ngs summarlzed in the previous sectlons !
of this paper. have for energy cooperat1on in Northeast Asia? The followmg_
part of the paper addresses the question by breaking the general questronh
dovvn to a number of related questions and proposes_ strategies for integrating

China more fully into regional cooperation schemes.
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If t])e natzona[ government of C’bma has located its energy deve]opment
pr10r1t1es in t11e Western and coasta] parts of the country, is It too ear]y for
efforts to Jauncb regiona] energy cooperatmn projects In Nortbeast Asza that |
involve C’bma9 It is true that China’s Northeastern provinces (Helongjiang, -
Jllm, Llaonmg, and Eastern parts of Inner Mongolla) are not priority areas in
the Chmese nat1onal governments 10t Five-year Plan (2001 2005). It is also
true that these provmces have a much Weaker economic base in ‘comparison |
with the coastal provmces Premsely because these provmces suffer from a lack :
of nat1onal fundmg, mternatlonal cooperatwe prOJects have a larger role to play. H
of crltlcal 1mportance is the reahzatmn that research as well as cross- national
energy prOJect designs must come to grlps with the pohtlcal economic reality in
China. That reahty is that the Chma dimension in Northeast Asian energy
cooperatlon m many ways means deahng w1th the Northeastern provmces, -
rather than the natlonal government m ‘Beijing. Th1s point is partlcularly ,
relevant g1ven the fact that the central government has decentrahzed the
respon31b1ht1es for electr1C1ty and other forms of energy development to the
provinces. In terms of t1m1ng, the present poht1cal econom1c relations between-’
Russ1a Chma and Japan are by most measures more conducwe to launchmg" .
reg10nal cooperatwe pro;ects than before Thus, launchmg regional energy Ny
cooperat1on prOJects in the near future can contrlbute to strengthemng posmve
developments in Northeast Asia. . v

" How would the decentra]zzed governance structure of C’Izama s e]ectrJCJty |
'mdustry aﬁ"ect the outcome of mternatzona] cooperatzve efforts7 Ongomg
changes in Chma S governance mechamsms for the electr1c1ty mdustry means
more power to the provmces Increased provincial autonomy in terms of

economlc dec1s1on-mak1ng is a hlstorlcal trend for China. Short of a major

'd1srupt1on to China’s governance system (for example a c1v1l war or a Cross:

border military conflict), that trend is unhkely to be reversed Th1s 1mphes
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that conceptuahzatlon of reg10nal cooperatlve energy prO]eCtS should begm
with br1ng1ng provmcral economic (in part1cular energy) planners on board. |
Doing so can only be conducive to the success of such projects, espec1ally when
the international commitment (financial as well as diplomatic) can not be very
large due to the commermal I‘ISkS assomated with the launchmg of such
projects. Meanwhlle my pomt about puttmg the provmces in Northeastern
China in the center of 1nternat10nal research and prOJect des1gn efforts 1s not
meant to 1mply 1gnor1ng the central government however Support from
China’s national - government 1s 1mportant as well Indeed the central
government does matter, both as a poss1ble source of ﬁnance and for providing
policy assurance when it comes to launchmg mternatlonal prOJects

If the Northeastern Chinese provinces current]y suﬁ”er from a genera]s
decay of their industrial base their own energy ‘demand may not increase Very "
much in the s]zort term. What is t11e incen tive for the provincial e]ectrzczty and “
other energy operators to partzczpate In mtematzona] cooperative energy
projects? As so many studies have repeatedly 1ndlcated the energy 1ndustry
itself can be turned into a growth industry. For the provmces, the immediate -
benefit of joining multi-lateral energy development projects is the capitalvthat
foreign' investment projects br1ng in. In addition, an increa‘sein energy supply' H
can lead to a reduction of electr1c1ty and other forms of energy costs for
industrial, agr1cultural commerc1al and household use. Such developments in
the local energy sector can in turn contrlbute to overall local economlc growth ”
Local government monopoly of the power 1ndustry can be an obstacle however
Another obstacle to overcome is the tendency of prov1n01al economlc planmng
agencies to rely on traditional supphers of energy fuels ThlS means that to
make reg10nal cooperatlve energy prOJects poss1ble the tra1n1ng of local
(prov1n01a1 level and below) bureaucrats 1n the economlc, env1ronmental and

social beneﬁts of regmnal energy cooperatlon prOJects is essentlal Such )
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trammg should 1nc1ude not only the basics of development econom1cs but
should 1nclude also the process of enhstmg 1nternat10nal assistance in local

provmmal energy development projects.

Conclusmn con81derat1ons of strategles X
Several proposals may be consndered before launchmg regional energy
cooperatlve prOJects in Northeast As1a ‘ ,

+ Begin by worklng with Chmese electr1c1ty and other energy operators
as well as economic planners in China’s Northeastern provinces

After securing pohcy comm1tments from provmmal authorities and
power operators ‘assist the provmces to gain central governmental approval
and assistance from Beljmg.b G1venthe Chinese practice of planning economic
development projects in ﬁve-year koycles and allowing room for annual
ad]ustment reg1onal energy cooperatlon project planning has to 1nvolve
followmg up, w1th the Chmese economlc plannmg agenc1es at both the local and
'natlonal levels. . _

Include as many multﬂateral 1nst1tut10nal shareholders in reg10nal
energy cooperatlon pro;ects as poss1ble Chma,has_ twenty years of working
with such,mternatlonal.multllateral economlc institutions and has established
a/‘system_of kmaking'Chine_se economic;agencies work with the international
institutions 29 The bure'aucratic channels for the central Chinese government’s
approval of reg1onal energy. cooperatlve projects are readlly available. - Such
' multﬂateral 1nst1tut1onal shareholders include the followmg ‘ :

‘ The UN Development Program (UNDP) is significant in that it has a
healthy track record of conductmg pre- 1nvestment surveys, the ﬁndmgs of
wh1ch as31st 1nternat1onal aid and mvestment agencies to decide their loan
packages 30 It also spemahzes in technical ass1stance Perhaps the most

s1gn1f1cant role of the UNDP 1s that 1t can help brlng Russmn (to be specific,

15



provincial authorltles and operators in the Far East) North Korean and | ;
- perhaps Mongolian share/stake holders together S0 that they are engaged in
regional energy cooperation from the begmmng : :

The ADB and the World Bank: UNDP assessments (usually hmlted in
funding) lead to a greater ablhty to obtam prOJect commltments from suchf ,.
international development agenc1es as the Asian Development Bank (ADB) and
the World Bank. The World Bank in partlcular should be encouraged to play
a role in ass1st1ng the launching of energy cooperat1ve programs in one of the
world’s most strategically 1mportant reglons World Bank mvolvement 13,
1mportant to help secure pro;ect fundmg for Russia- related prOJects Now thatf
North Korea is applymg for ADB membershlp, the ADB should be able to
disburse prOJect funds that include North Korea as a stake/shareholder. |

JBIC (Japan Bank of Internatlonal Cooperatlon) and other channels of
bilateral aid (including South Korean aid agenmes) should also be tapped ,
JBIC should be encouraged to make loans to such prOJects by mcludmg them in
tied loan packages to Chma It goes without saymg that such t1es beneﬁt
Japanese energy equlpment producers and poss1bly consumers as well Now
that Japan is changing its method of grantlng official development ass1stance
(ODA) to China from a multi-year to a single-year cycle, the close involvement
of JBIC in Northeast Asian energy development projects can assist Japan to
scrutinize its ODA to China as well.

Local governments in China’s Northeastern provinces should also be
involved in the financing. This connection is critical for the success of such
projects. Without making the local government a shareholder of such projects,
local ‘government agencies will have less incentive to fully commit themselves
to the success of cross-border cooperative energy projects. In a similar vein,

local governments in the Russian Far East, the North Korean and Mongolian

16



governments should also be encouraged to contribute, no matter how symbolic
the1r flnanmal commltments to a project may turn out to be. -

‘The Development Bank of China and international pr1vate banks should
be approached as partners in co- ﬁnancmg schemes for reglonal energy
y cooperatlon development prOJects \ They could assist regional energy
cooperatlon 1n a way that would be closer to the realities of the market and 1t :
would also be conducwe to ensuring the market efficiency of such prOJects

To summarlze this paper contrlbutes to the discussion about energy'
cooperatlon in Northeast Asm by 1dent1fy1ng the need to begin w1th local
share/stakeholders 1nterests and commltments, glven the changmg real1t1es of
Chlnas electr1c1ty governance structures. The process Would then proceed to
wmnmg approval of the central government To ensure the launchmg and
successful operatlon of a regional energy cooperat1on project, which is
multllateral by nature 1t is important to involve as many mternatlonal "
‘institutional share/stakeholders as pos31ble Finally, by makmg the .
mechamsms of launchmg a reg10nal energy cooperatlon project a key theme for
consnderatlon it is hoped that the vision of transformmg Northeast Asia into a

reglon of prosperlty w1ll materialize earher
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Appendix A

Chronology of Chma s Electr1c1ty Administration Agencies at the National

Level

Year Mlmstr in Char e Areas of Mana ement o

January 1949‘ Mlmstry of Fuel Power S5

July 1955 Ministry of Electricity Power

February 1958 Ministry of Electric Power and
Water Resources

February 1979  Ministry of Electric Power

March 1982 Ministry of Electric Power and
~ Water Resources :

April 1988 Ministry of Energy

March 1993 Ministry of Electric Power

January 1997

March 1998

March 1998 Ministry of Water Resources

State Power Company created

Ministry of Electric Power dissolved -

Coal Electnclty, and O11

Flre-based and hydro-power

~ (separate Ministry of Water

Resources)

,(Ministry of Energy dissolved)

"Management of p’ov'Ver production
“and Distribution; independent

legal entity; Operation in line with

" policy directives by Mlmstry of
: Electnc Power.

Policymaking authorities

_ transferred to .
"Department of Electric Power

under State Econom1c and Trade

Commlssmn

Retains authority to develop small
hydropower projects; respon81ble
for supplying power for
agricultural use; works in_
conjunction with State Power
Company

Sources of information: Dandai Zhongguo de Dianli Gongye (The Electricity Industry of .
Contemporary China) (Beijing: Dandai Zhongguo Chubanshe, 1994). Renmin Ribao
(People’s Daily), various issues. Compiled by Daojiong Zha



Appendix C

" Year 2001 Amendments to S‘ino-'Foreign‘Equity Joint-Ventnre Law'i

Amendments to the Sino-Foreign Equity Joint Venture Law were adopted by
the Presidium of the Fourth Session of the Ninth NPC at its third meeting on

14 March 2001. This revision is the second of its kind to the same- law first
drafted in 1979 a later rev181on was pubhshed in 1990.

1. Paragraph Two of Article Two of the existing Law "all the act1v1t1es of a
joint venture shall comply with the provisions of the laws, decrees and
pertinent regulations of the PRC."

.. (amended version) "All the activities of a joint venture shall comply with the
provisions of the laws and regulations of the PRC.”

2. Paragraph Four of Article Six of the existing law: “The employment and
discharge of the workers and staff members of an equity joint venture shall be
stipulated in accordance with the law in the agreement and contract concluded
by the parties to the venture.”

... "Matters concermng_ the staff and wefkers of a joint venture, such as
appointment, dismissal, remuneration, fringe benefits; labor protection and
labor i insurance, should be laid down i in contracts concluded in accordance with
laW RIS cnt g LTS : g .

3. The following’pro'vision”was added: "The staff and workers of a joint
venture may establish trade unions, unfold trade union activities and protect
the legitimate rights and interests of staff and workers." "A joint venture shall
provide the necessary condltlons for the activities of its own trade unions."

4. In Paragraph Four of Art1c1e Eight of the existing Law: "the various kinds
of 1nsurance coverage of a joint venture shall be furmshed by Chmese
insurers." v : e e T

.. "Chinese 1nsi1rer3" changed into "insurers in China."

5. Paragraph One of Article Nine of the existing Law: “The production and
business operating plans of an equity joint venture shall be submitted to the
competent authorities for record and shall be implemented through economic
contracts.” : v _ -

.. DELETION...
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6. Paragraph Two of Article Nine of the existing law: “In its purchase of
required raw and semi-processed materials, fuels, auxiliary equipment, etc., a
equity joint venture should give first priority to purchases in China. It may
also make such purchases directly on the world market with foreign exchange
raised by itself.”

“In its purchase of required raw and semi-processed materials, fuels,
auxiliary equipment, etc., a equity joint venture can make such purchases in
China or on the world market, following the principle of equity and reason.”

7. Article Fourteen of the existing law

... ADDITION: "The parties to a joint venture may bring their case before the
People's Court if they fail to include arbitration clauses in their contracts or if
they fail to reach a written arbitration agreement."

8. Article Fourteen of the existing law: “This Law shall enter into force as of -
the date of promulgation. The power to amend this Law is vested in the
National People's Congress.”

... DELETION...

NOTE: Based on 1) Xinhua News Report carried by 15 March 2001 2, listing of
amendments People’s Daily 3 March 2001. Compiled by Daojiong Zha .
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