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m International Symposium on

Development Finance in Northeast Asia
Hisako Tsuji
Senior Economist, Research Division, ERINA

The international symposium on the procurement of
development finance in Northeast Asia, entitled Financing
Plans for the Development of Northeast Asia, took place on
19" May 2004 in Seoul and was organized by the Korean
Institute for International Economic Policy (KIEP), the
Export-Import Bank of Korea (EXIM) and the Presidential
Committee on a Northeast Asian Business Hub. The
objective of this symposium was to examine ways of
procuring the vast sums of money envisaged to be
necessary in order to fund infrastructure development in
Northeast Asia over the next 10—20 years. Northeast Asia
as defined here encompasses the ROK, the DPRK, Japan,
the three northeastern provinces of China, the far eastern
region of Russia, and Mongolia. Discussions were based on
the premise that large-scale infrastructure construction will
be necessary in the northern part of Northeast Asia,
excluding Japan and the ROK.

The participants included experts on development and
finance from the ROK, Japan, the US, the UK, Russia
(Moscow) and the UNDP. A Chinese expert was also
invited, but unfortunately was unable to attend, although he
did submit a paper.
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Finance Procurement Schemes. Public or Private
Finance?

What was particularly interesting about this
conference was that numerous proposals for development
finance schemes were presented. Hitherto, the concept of a
Northeast Asian Development Bank has been the sole
solution proposed at conferences focusing on devel opment
finance in Northeast Asia. For example, even at the 2004
Northeast Asia Economic Conference in Niigata, no
alternatives were presented. At this symposium, financial
experts from each country outlined the potential of various
schemes and a most fruitful exchange of opinions took
place.

The schemes proposed can be broadly classified into
three approaches. The first envisages the provision of
finance by a public institution, such as the development
bank that has already been proposed, the second involves
the use of private sector capital, while the third is a
combination of public and private finance. The following is
asummary of the specific plans proposed.

(1) The Northeast Asian Development Bank (NEADB)
Concept

The NEADB concept has been promoted by the
Northeast Asia Economic Forum (NEAEF) for more than
15 years. This concept is based on recognition of the
following basic facts: i) infrastructure in such parts of
Northeast Asia as Northeastern China, Far Eastern Russia,
the DPRK and Mongolia is extremely poor; ii) existing
international financial institutions such as the World Bank
and the Asian Development Bank (ADB) do not attach a
great deal of importance to Northeast Asia and, as a shift
has been taking place in recent years from infrastructure
investment to support on the policy side, there is little hope
that they will conduct infrastructure investment in
Northeast Asia; iii) even if mainly bilateral official
development assistance (ODA) from such developed
nations as Japan and private sector capital were combined,
this would still be insufficient to build all the infrastructure
that Northeast Asia needs. Accordingly, we can conclude
that under the current circumstances, the countries of the
region will be impelled by necessity to establish a regional
development bank specializing in the construction of
infrastructure in Northeast Asia.

According to estimates made by Stanley Katz, the
former Vice-President of the Asian Development Bank who
proposed this concept, the region lacks $5 billion of the
$7.5 billion of funding that would be required each year for
the construction of infrastructure. Accordingly, he has
estimated that if each country were to provide money to
establish a development bank with start-up capital of $25
billion and make a bond offering, it would be possible to
provide $1-2 billion of financing for regiona infrastructure
construction each year.

(2) The Northeast Asia Fund (NEAF) Concept

According to Tony Michell of the Korea Associates
Business Consultancy, international development banks are
based on models from the 1940s and 1950s; since the
1990s, the main focus has been on investment by private
sector funds. For example, the PPl (Private Participation in
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Infrastructure) method is used in Australia for building
roads, bridges and tunnels, with the investment risk being
shared between the government and the private sector.
Private sector participation in infrastructure development in
place of the government means that both costs and risk are
reduced, making it easier to procure finance. In the case of
Northeast Asia, it is thought that a Northeast Asia Fund
(NEAF) would be established and, if investment were
solicited on international financial markets, such as in the
ROK, vast sums of money could be raised, which would be
managed efficiently.

(3) The Northeast Asia Investment Corporation (NEAIC)

Concept
Woosik Moon (Seoul University) and Deok Ryong

Yoon (KIEP) pointed out problems relating to existing
concepts and concluded that ultimately, both investment
from the private sector and a contribution from the public
sector are necessary. More specifically, they advocated the
establishment of a Northeast Asia Investment Corporation
(NEAIC) that integrates the functions of private sector
infrastructure funds and a public sector ABC Bond
Corporation. ABC denotes the Asian basket currency unit,
which is based on the Japanese yen, Korean won and
Chinese yuan. In the background to this is the fact that the
establishment of the NEADB still seems along way off; in
addition, some wondered if it might not be possible to use
the vast foreign currency holdings of Japan, China and the
ROK.

(4) The Concept of a Northeast Asian IFC/MIGA
Woonki Sung, who has worked for the International

Financial Corporation (IFC) and currently runs a financial
company in the ROK, stated that promoting private sector
investment in Northeast Asian development is of great
importance and said that, in order to do this, a regional
financial institution, like the IFC or the Multilateral
Investment Guarantee Agency (MIGA) isrequired.

Comments From Participants

Participants commented on these ideas from a variety
of perspectives. The following is an outline of the main
comments.

(1) Comments from China

Yongding Yu, of the Institute of World Economics
and Politics (Beijing), who was unfortunately unable to
attend in person, submitted the following opinion in
writing.

If one actually looks at infrastructure in Northeastern
China, such as infrastructure for transport, communications
and electrical power, one cannot say that it is poor. The
construction of new infrastructure is not a particularly high
priority, but we are striving to promote cooperation with
neighboring countries, one example of this can be seen in
Jilin Province, where 4 billion yuan is being invested in the
construction of an expressway as part of the Tumen River
area development project. Unlike other parts of Northeast
Asia, the modernization of industry is the main problem in
Northeastern China, while the construction of infrastructure
is not a problem. In China, infrastructure development is

led by the central government, which also supplies the
funding for it. With regard to the private sector’srole, BOT
(Build-Operate-Transfer) is also effective, but thisis a
secondary measure and the role of international institutions
is a small one. China and Japan hold vast sums of foreign
currency, which are mainly used to cover the US deficit.
Efforts should be made to create an Asian bond market and
to promote investment in Asia

The biggest problem in the northern part of Northeast
Asia is the issue of how to assimilate the DPRK into the
global economy.

(2) Comments from the US

Kurt Tong, Minister-Counselor for Economic Affairs
at the US Embassy in Seoul, declined to offer a personal
opinion, but criticized the Northeast Asia Development
Bank concept. The grounds for this were as follows. First of
all, significant overhead costs would be involved in
establishing a new development bank. Secondly, he asked
why it should focus only on Northeast Asia, given that there
are other regions of the world where financial assistance is
a much higher priority, such as Africa; he stated that he
could not see any reason for rushing to invest in Northeast
Asia alone. Thirdly, there has already been excessive
investment in China, so there is no reason to accelerate new
investment. Fourthly, he asked why only the construction of
infrastructure was being emphasized, when support for
policy-related aspects, such as human development, is also
important.

Focus on the Development of the DPRK

The majority of speakers stressed that the issue of the
highest priority is that of infrastructure in the DPRK. In
particular, a strong sense of sympathy towards their
compatriots in the DRPK was pal pable among the speakers
from the ROK. The experts from the ROK did not point out
any specific infrastructure problems in China or Russia, but
they explained in detail the degree to which infrastructure
in the DPRK is lacking in the electrical power, railway and
communications sectors. Meanwhile, none of the relevant
people from China and Russia have spoken up to say that
infrastructure construction is urgently needed in their
countries.

To summarize, everyone thinks that the key issue at
the heart of the debate about infrastructure development in
Northeast Asiaisthe DPRK problem, but if we only occupy
ourselves with the DPRK, political problems will become
an impediment to progress, so it seems that discussion
about the DPRK takes place within the broader scope of
discussion about Northeast Asia as a whole. If the DPRK
problem is the fundamental issue, it should be tackled head-
on. When this happens, representatives of the DPRK should
also be invited to participate and be told in clear terms what
the country must do in order to receive support from the
international community.

The Necessity of Re-Thinking the Basic Premise
Perhaps it is necessary to rethink the basic premise in
discussing development finance in Northeast Asia.
First of al, it is necessary to think about whether it is
appropriate to group all the countries together within a



single group known as “northern Northeast Asia’. When
thinking about the infrastructure situation in and investment
needs of each country in northern Northeast Asia, we have
to recognize that there are major differences between the
DPRK, China and Far Eastern Russia, at the very least. For
example, although those proposing the Northeast Asia
Development Bank concept have said that infrastructure in
Northeastern China is poor, the Chinese side do not think
that infrastructure in that area is at al bad. In response to
affluent Americans who say “Your country’s infrastructure
is poor, so you must improve it”, those in the developing
country that is China retort that “Our country’s
infrastructure isn't bad so don’t worry about it.” There are
obvious differences in perception between both sides. In
order to eliminate this perception gap, coordination with
representatives from China, Far Eastern Russia, Mongolia
and the DPRK is perhaps required.

Secondly, it is necessary to make the maximum
possible effort to try to obtain assistance from existing
international financial institutions (the ADB, the World
Bank, the IFC, etc.) Before dismissing existing
international financial institutions as useless and giving up
on them, it is important to take appropriate measures. No
representatives of international financial institutions were
invited to this symposium, but rather than pushing them
away, we should cooperate with them in discussing this
issue.

Thirdly, with regard to infrastructure problems, it is
perhaps necessary to examine the needs of each project and
investigate ways of procuring finance. Depending on the
type of project, BOT or the PPI privatization method may
be appropriate, while in other cases, the investment of
public finance may be inevitable. Rather than general
discussions that merely state that hundreds of millions of
dollars are needed in the region as awhole, we should think
about the optimal methods on a case-by-case basis. It seems
that a stance of focusing on the projects that are of the
highest priority and starting with those that it is possible to
implement is needed.
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