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Internationally, the geographical boundary of Ne#st Asia is yet to be clearly defined. In
a narrow sense, Northeast Asia generally referhéoarea encompassing the Korean
Peninsula, Japan, Northeastern China (3 Northeagtevinces and Inner Mongolia),
Mongolia and the far eastern region of Russia.

However, excluding the other parts of China fromrtNeast Asia seems inappropriate
when considering the size of China’s economy ané tleepening economic
inter-dependence and cooperation among Korea, CanthJapan including discussions
with regards to the creation of a FTA among thedhrations. Therefore, we will include
all of China in our discussions. Doing so will pm® increased growth potential for
cooperation and development within Northeast Asia.
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Figure 1. Geograpical Boundaries of Northeast Asia

Northeast Asian countries make up about 20-25%hefworld in terms of size and
population. The region also accounts for approxaéiya0% of the world’s GDP and
exports, a number that will continue to grow.



Table 1. Outlook of Northeast Asian Countries (as of 2003)

Country  Territory Pop. GDP GDP Export Import FDI F/X
per capita Reserves
(1000knf) (million)  (US$100 (USS$) (US$100 (US$100 (US$100 (US$100
million) million) million) million)  million)
ROK 99.7 48.0 6,052 12,608 1,938 1,788 20 1,553
DPRK 122.8 225 184 818 7.8 16.1 - -
Japan 378.0 127.5 42,953 33,694 4,718 3,829 93 36,63
China 9597.0 1,295 14,100 1,089 4,379 4,131 527 824,0
Russia 17,075.0 144 4,329 3,006 1,344 817 24 732
Mongolia  1566.0 2.6 11.8 460 6.3 8.3 0.8 1.3
World % 21.2% 25.7% 20.9% - 16.8% 13.8% 10.2% -

Note: All of Russia is included

Plans for cooperative development of Northeast Aaige been discussed by the Northeast
Asia Economic Forum (NEAEF) since the early 19%swever, discussions among the
Northeast Asian countries remain at a level whbeeeet is a recognition of the need for
such cooperation but also a recognition of theigealdifficulties in achieving this
cooperation. The fact that the Northeast Asian t@esiare at different stages of economic
development, coupled with the gaps and differemceleir respective political systems,
cultures, and the level of technological capabtitare all reasons why development is a
difficult challenge. In addition, military confraaion on the Korean peninsula has yet to
be resolved. Other latent political and militarymg®ns include the territorial dispute
between Japan and Russia. These situations onlg inhhkrder for regional members to
join hands in closer economic cooperation.

Ironically, it is these difficulties which make qoerative development of Northeast Asia
an important and urgent agenda to pursue. Sinceoetg situations vary among the
Northeast Asian countries, a “flow of capital” cancur, through which political and

military tensions can be relaxed. A reduction imsiens would be conducive to promoting
prosperity in the Northeast Asian region.

The current administration in South Korea is purguihe goal of shaping Korea into a
financial hub for Northeast Asia in the mid-longne This strategy seeks to place the asset
management market as the central axis while cayrignward diversified strategies to
specialize in several sections of the niche mail&t.fact that ‘Development Financing in
Northeast Asia’ is included as one of the speaatisns implies the importance of this
matter regardless of whether Korea succeeds inntagoNortheast Asia’s financial
hub.

This research aims at estimating the amount redjunréthe development of Northeast Asia
and assessing the size of the required developfmamtcing. Furthermore, it seeks to
discuss how to overcome situations where therexgrected to be difficulties in providing
the necessary funds under the current funding 1Isyste



Development Demand in Northeast Asia

Potential demand for development in Northeast Asigremendous. In China’s case,
continuous expansion of SOC infrastructure is d@sseild maintaining a stable economic
growth in the future. Especially, demand in theatyrarts of China is expected to be
extensive as projects to develop the western regfo@hina and to reinvigorate the
outdated industrial facilities in the Northeastgoarts are expedited. In addition,
preparations for hosting the 2008 Olympic Games thed2010 Expo are expected to
exponentially increase demand for further develapmegthin China.

In North Korea’s case, once the international comityis aid toward North Korea gets
underway following developments in the six-partikgsamost of the efforts will have to go
towards repairing or building basic infrastructaueh as railways, roads, ports, and power
plants and communication facilities.

The construction of railway lines such as the T+dosean Railroad (TKR), the

Trans-Siberian Railway (TSR), and the Trans-Chiadr&ad (TCR) are expected to bring
economic benefits not only to South and North Kdre&a also to related countries like
China, Russia, Mongolia, and Japan. Additionaliywd the development project for the
Tumen River Area (TRADP), originally initiated byg UNDP in 1991, get into full swing,

we could expect economic benefits to arise for ibgghboring countries. The recent
launch of the Gaesung Industrial Complex and thgang tours of Mt. Geumgang are
also areas where significant demand for developrrembccur.

Along with China, the far eastern part of Russiam®ther area where developmental
demand is estimated to show explosive growth. Coasbn of oil and gas pipelines in
Siberia and Sakhalin is one of the major areas evltmmand is expected to arise,
considering that Russia is the only country in tegion with abundant natural resources.
Therefore, economic cooperation in this area caefitehe development of the region as a
whole. In this regard, connection of the TKR, T@Rd TCR will provide a transportation
corridor for production output from China and fastern Russia and natural resources in
Northeast Asia. Furthermore, when considering th&sibilities that lie in areas such as
hydroelectric power plants, power transmissionlitees, and timber, there is vast demand
for further development.

In other regions, the construction of the Asiantiigy and Millennium Road in Mongolia
are a few good examples that suggest developmemrte will increase as the economy
grows. Korea is expected to build large-scale S@djepts to carry out its role as the
logistical hub of Northeast Asia.

Here we seek to assess the amount of capital eshinmeeting the development demand
over the next decade. Excluding Japan, a net expaircapital, it is difficult to assess the

required capital for each and every one of the ldgwveent projects undertaken in China.
We will use SOC investment as a percentage of @E#P as the indicator for predicting

future development demand. For Russia, we haves&mtwon assessing the capital
requirements for energy development projects inféneeastern region. Therefore, this
research uses a different approach based on ttiectlisonditions of each nation rather



than applying a uniform standard.

China grew rapidly at an average of 9.4% GDP grgvethannum until 2002. Accordingly,
the rate of SOC construction investment over GBP aicreased from 3.5% in 1991 up to
6.6% in 2002. If we were to assume the SOC construmvestment amount based on the
future prospect of economic growth estimated byAbkia Development Bank (ADB) and
the SOC investment rate over recent GDP, totalsiieent is estimated to be around 1,345
billion dollars for the next 10 years (2004-2018)d reach 3,860 billion dollars within the
next 20 years (2004-2023).

Table 1. Estimated Demand for Development in Next 20 Years for China (billion
dollars)

2003 2004 2005 2006 2007 2008 2009
GDP 1410 1501 1598 1701 1811 1928 2052
Investment 100 105 113 121 128 137
in SOC

2010 2011 2012 2013 2004-2012004-202  Total

3 3

GDP 2184 2325 2475 2635 20,210 37,761 57,971
Investment 145 155 165 175 1345 2515 3860
in SOC

Note: 1) GDP growth rate is based on data of ADBD® “The 2020 Project: Policy Support in the
People’s Republic of China” (p.17). We calculatgdrage GDP growth rate per year as 6.45% by
applying the arithmetic mean between the optimigeev 7.2%, pessimistic view 5.7%.

2) To estimate the amount of expected investmarB@C, we applied the average rate of SOC
investment per GDP (6.66%) during 5 years (1997:200

Next, South Korea’s SOC investment demand is estithi@ be around 198.9 trillion won
(154.6 billion dollars) for the next 10 years actog to the mid-and long-term plan for
private investment (2002-2011).

Table 3. Plansfor Private Investment in SOC in Ten Yearsfor South Korea



Demand for Investment

trillion Korean won billion dollar
Roads 109.3 85.0 54.9
Railways 57.2 44.4 28.8
Airports 6.6 5.1 3.3
Ports 22.5 17.5 11.3
Transportations 3.3 2.6 1.7
Total 198.9 154.6 100

Source:PICKO, Mid-and long- Term Private Investment Projects 2@011)

In the case of North Korea, according to the KDRilgsis, using an appropriate SOC
investment ratio over GDP and the Cobb-Douglas ywtidn function under the

assumption that North Korea will show a gradualggtorate, a ‘minimum’ of around 15.2

billion dollars will be required to build and rep@OC infrastructure over the next ten
years.

Table 4. Demand for Development in Ten Years forthN&orea (billion dollars)

Methods Amount
Using Cobb-Douglas Production Function 16.1
Using Appropriate SOC Investment Ratio over GDP 314.
Average 15.2

To assume the capital required to fund major enprgpects, we estimated the cost of each
major investment. Pipeline construction in thedastern region would require around 5
billion dollars. Gas pipe construction in Irkutslowd cost around 12 billion dollars. The
Sakhalin projects 1 and 2 would cost around l1iobildollars, and the Sakha project
mainly conducted by Korea is estimated to requioeiiad 17-25 billion dollars. The TSR
will cost around 19 billion dollars of which 13.8limn will be required within the first ten
years.

In addition, the Tumen River Area Development RIb{@ RADP) headed by UNDP will
cost 1.5 billion per annum making it 15 billion filwe decade. Development projects within
Mongolia are numbered until now, however, existdeyelopments are likely to spur
further demand in the future.

To summarize, development demand for SOC infrasgtracwvithin NEA is estimated to
reach 1.6 trillion dollars over the next ten yearsh 1.345 trillion for China, 154.6 billion
for South Korea, 15.2 billion for North Korea, ai8.8 billion for far-eastern parts of
Russia.

On the other hand, by using World Bank forecast tha world economy will grow by

2.7% per annum until 2010, we can also predicsibe of investment demand in NEA for
SOC infrastructure by extrapolating the demandHternext ten years. According to this
method, which excludes Japan, demand could reaztbiflion dollars since the average



infrastructure demand in NEA was 91.2 billion dddlaer annum based on 2002 GDP. We
expect investment demand to increase to aroundrillién dollars once we include the
development demand for airports, ports, canals,cdrehd gas facilities, which were not
considered originally in this method.

Table5. Required Demand for Infrastructure (billion dollars)

Country Income Group GDP Application Required Infra
Ratio (% GDP) Demand per
annum
China Middle 1237 5.14 63.6
ROK Middle 477 5.14 24.5
Far Easter Middle 35 5.14 1.8
Russia
Mongolia Low 1 6.92 0.1
DPRK Low 17 6.92 1.2
Total - 1767 - 91.2

Note:1) GDP is the 2002 year basis. Far Eastern Riss$226 of all of past Russian GDP,
adapted due to lack of data. 2) Application ragitcnira demand rate per estimated GDP
during 2005-2010 adapted to income level by theltMBank.3) Korea was classified as
high income level, but it is more reasonable tsgifg it as middle income level by GDP per capita.
See Marianne Fay & Tito Yepes (2003.8)

Present Situation and Prospect of Supply and Demand for Development Financingin
Northeast Asia

Generally, development financing refers to fadilitg economic development of an
under-developed nation through the provision ofaticial services to fund the
development of primary industries, SOC infrastruesy and natural resources. This
research defines development financing demand easetjuired funds for development
projects which are not fully funded by fiscal exgidare and domestic financing. This
research projects the size of the development ¢ingnbusiness in Northeast Asia by
assessing the demand for development projectsenfite countries, considering the
distinctive conditions of each country or regiox¢leding Japan.

To project the demand for development financingina, we have broken down the
providers of basic construction investment, ovex plast five years, by market share.
Domestic financial institutions provided 24.3%,dgn investment and loans comprised
6.0%, and government and other institutions pravi@®.7%. In our research, we have
defined foreign investment and loans as the derfardkvelopment financing. According
to this method, we can presume the total amouridreign investment and loans to be
worth 81 billion dollars over the next ten yearst of 1,345 billion dollars which is the
development demand we calculated earlier.

Table 6. Demand for Development Financing in China (billion dollars)



Ratio 2003 2004 ... 2013 2004-2013 2014-2023 Total

GDP 1410 1501 2635 20,210 37,761 57,971
Investment in SOC 100% 100 175 1345 2515 3860
Govt & Others 69.7% 70 121 938 1754 2692
Domestic Financial 24.3% 24 43 326 611 937
Institutions

Foreign Sources 6.0% 6 11 81 150 231

The market size of private sector development ptsjm Korea is estimated to reach 46.7
trillion won or 36.3 billion dollars among which 33trillion won or 27.9 billion dollars
will probably require outside funding.

Considering the deteriorated financial situatioNorth Korea, we construe the entire 15.2
billion dollars as development financing demandscAlwe estimated a development
financing demand of 36.9 billion dollars for thexh&en years which is about 50% of the
58.8 billion dollars required for the developmenmtfar-eastern parts of Russia and 15
billion dollars for the development of the TRADP.

Total required development funds over the nextytears are estimated to reach 1,588.6
billion dollars. Development financing demand, cééted through the method used in our
research, is estimated to be around 161 billiofadobr 10% of total demand.

Table7. Demand for Development Financingin Ten Years (billion dollars)

Country Demand for  Demand for Development Remarks
Development Financing
China 1,345 81.0 Foreign investment & loans
South Korea 154.6 27.9 Borrowed capital over pevat
projects
North Korea 15.2 15.2 Total demand
Others 73.8 36.9 Half of Far Eastern Russia,

Mongolia and other
multinational projects
Sum 1,588.6 161.0

In fact, the current level of aid from internatibfiaancial organizations is insufficient to
meet the massive development financing demand rthiast Asia.

Demand for development projects soared in North&sist after the end of World War I
and the Korean War. Most of the funding was prodlig aid or loans from the World
Bank, the ADB, or OECD member nations. Japan waditst to make the transition from
a beneficiary to a benefactor as its economy reeavand substantially grew to become a
major economic power. Korea was next to be remdri@ua the ranks of beneficiaries.
Afterwards, international financial institutionsgted to gradually reduce their exposure in
Northeast Asia with the exception of China. Devatept financing by the private sector
towards NEA was also very limited with the exceptiof the recent investment into
Russia’s oil and gas fields.



For instance, only 6.2% or 1.15 billion out of tt#&51 billion dollars spent by the World
Bank in 2003 were provided to Northeast Asia, amdtof this was directed to China. In
addition, the Asian Development Bank (ADB), theesadgional financial institution in

NEA, does not have enough resources to cover thesimeademand for development
financing in this region. Only 15.9% of the 5.6Hibn dollar spent by ADB was provided
to NEA and again most of it went to China.

Japan, a primary provider of Official Developmenssistance (ODA) in the region,
provided around 700 million dollars to Northeastasnainly to China. This is 7.3% and
9.3% of the total ODA provided by Japan in 2000 &@d1. In addition, ODA to
developing Northeast Asian countries such as ChMarth Korea, and Mongolia
comprised merely 4% of the overall ODA in 2000stimeans that development financing
support for NEA is very low.

We must also point out that international financeganizations such as the World Bank
and the ADB are starting to take less interest @avetbpment projects for SOC
infrastructure and natural resources. Since theepitien of the new Millennium
Development Goals (MDG), the World Bank is shiftihg paradigm for development
financing towards the development of human res@,faghting poverty and plagues, and
preserving the environment. Therefore, the roleswéh organizations in development
financing in NEA in the future is decreasing ariguch trends persist, supply shortages in
development funding will be exacerbated, hampeftitgre projects from taking place.

Economic Profit from the Activation of Development Financing in Northeast Asia

What benefits can we expect from the activatioml@ielopment financing in Northeast
Asia? In order to address that question, we widitfheed to assess estimated economic
profit by making some assumptions.

Since it is difficult to measure the financialkssand returns for each individual project,
we need a simplified set of assumptions. Firstretuce the risk, we assume that all
development projects will be guaranteed by the eetsge governments, and that
development financing will take the form of projéo&ancing loans. Under this assumption,
the average arrangement fee would be aroundl&%nd lending rates would be around
7.5%per annumbased on the interest and commission rates oégréipancing deals in
Korea. In addition, we assume that principal w#! tepaid in equal amounts after five
years of deferral and assume that 16.1 billionadslbf loans will be rolled out over the
next 20 years. The timeframe for this research bell16 years (including the five years
deferred principal repayment). Under these assumptive expect financial profits to
reach 66.1 billion dollars over the next ten yesard 192.6 billion dollars over the next 20
years.

Table 8. Estimated Commissions and Interest Income from Development Financing
(billion dollars)

Balance of Loans Commissions (a) Interest Income (botal Profit (a+b)
In 10 Years 140.9 3.2 62.9 66.1




In 20 Years 169.1 6.4 186.2 192.6

Note: 1) All the projects would be government gnéead; 2) Arrangement fee and interest
rate are 2% flat and 7.5% per anntespectively, estimated on prevailing private prtge

in Korea. 3) The timeframe will be 16 years inchgla five-year grace period) 16.1

billon dollars per annum financed by PF Loans.

Moreover, only commissions and interest incomeoissa@ered in this calculation. It does
not include for the foreign exchange related psaficurred from the flow of capital and
the additional value created by employment oppdarasarising from the relocation of
capital. Beside the direct economic profits, depglent financing will also offer various
indirect benefits. It expands and streamlines #wgonal flow of logistics. It also lowers
the cost of energy by diversifying its sources, tdbating to energy security, and
facilitating the overseas expansion of local coafions through the medium of
development projects. If the tension between Santh North Korea is relaxed through
mutual cooperation in development projects, we daalko expect further economic
benefits from arms reduction within the region.

Suggested Schemes for Development Financing

The most important factor in facilitating developmh&nancing in NEA is the formulation
of a funding plan. As discussed earlier, we esenmeaterage financing demand to be 16
billion dollars per annum over the next ten yebidwvever, we cannot expect funding from
the World Bank, ADB or bilateral ODA to be much radhan 3-4 billion dollars a year.
Therefore, unless there is an alternate chanriglaricing to fill in the void, it is likely that
the development projects in NEA will run into firaal difficulties.

There are many variations regarding the type oc&wiation which will fund and manage
development capital. However, we can broadly categahem into three groups; 1)
international financial organizations led by eadvernment, 2) investment corporations
in the form of semi-government management, 3) peiviavestment funds. Realistically,
governments are best positioned to support devedapnprojects. Therefore, if
governments cooperate in funding regional developimpmjects, through funds they have
raised, it would be an effective model for the fation of a regional community. However,
it is unrealistic to expect such a model in Nor#iteasia in the short-term. Not only
because of the high political risk embedded in Nesaist Asia development projects but
also due to the reality that there is generallyigh kentry barrier to such projects.
Governments have a tendency to monopolize developmeojects (between the
respective governments and public-owned corporglidrherefore, besides support in the
form of ODA, such cross border flows of capital aery limited at this stage. This
research uses Korea's case to seek more specifiodseto raise funds for development
projects as an example.

Under the current situation, Korea should firstabBsh a base to raise and manage
development funds if it wants to take the initiatinm the Northeast Asia development
financing market in order to pursue its objectivdoecome the financial hub of Northeast
Asia. Also, the funds should be available for itige once demand occurs, so that it could
serve as a catalyst to attracting further fundnogf other countries.



Figure 2. General Schemesfor Development Financing

In this research, we leave specific discussiongdi@r and focus on the methodology of
raising funds. To raise funds we need to effecyivgilize existing development financing

organizations that have abundant experience imngaiginds via bonds and loans. For
example, these organizations can issue long-ternd$do fund development project

opportunities. The bonds will be guaranteed bygtreernment and the buyers could be
given tax breaks. In addition, governments can jatswide a stable channel of funding for
development financing organizations by enablingltbeds to be underwritten at a lower
cost using the deposits of public fund managememtraes. This will help development
financing organizations to play an effective roetlhe market maker in various projects,
thus, reducing the burden of the government iretréy stages.

There can be lively debate on using governmentgurd=/X reserves once development
financing organizations successfully uncover newettgpment opportunities. Recently,
the proposed shape of Korea Investment Company) (i€ begun to take form and, from
what has been discussed, its role in developmeanding in NEA is below expectations
since the initial capital is only around 10 billidollars. It will also be limited in investing
in SOC infrastructure which requires long term tapcommitment. Northeast Asian
governments argue that the current F/X reservetigxcessively high since most of them
still have bad memories of the financial criseshef late 1990s. However, the combined
F/X reserve of Northeast Asian countries, at thet @002, amounted to 1,349.2 billion
dollars which accounted for 52.7% of the world'satd=/X reserve. In addition, the F/X
reserve of Korea, China (Hong Kong included), aaquhh approach 1 trillion dollars which
is 38.6% of total reserves. Thus, many view thahsabundance in F/X reserves will grant
them the liberty of allocating a portion of the e@mses into projects with long-term
investment horizons. If Northeast Asian governmealtscate 1% of their 2002 F/X
reserve to a Northeast Asia Investment Corporgdi&AIC, tentatively named), the initial
capital will surpass 10 billion dollars. And we dagely increase the AUM (assets under
management) substantially once the NEAIC issues®based on its solid capital base.

We could also consider it an option for each couttrset up an independent organization
like a ‘NEA Development Fund’ (tentatively namedihe funds will be different from the
existing EDCF funds since their use will be limitedfunding development projects in
NEA. In any case, investment and funding vehiales‘Development Funds for Northeast
Asia’ can be developed as the primary players wrelbgment financing in NEA by raising
funds through deposits from public fund managersenémes and government budgets in
its early stages and later diversifying its fundeigannels into loans, public bonds, and
lotteries.

In particular, the funds raised through national paoblic bonds could be managed by the
development financing organizations in each countrgre they could be directly invested
or subleased to other commercial financial ingong. This approach can diversify



operational risk and expand the operational boueslafor instance, the Germany
Reconstruction Bank (KfW), which invested heavitythe East German economy after
unification with West Germany, has effectively resged to large scale funding demands
by subleasing funds.

In this case, development finance organizations a&ssess the investment value and
priority among development projects, while the caeneral financial institutions handle
matters regarding credit status and pledge capafitig approach is worth considering
since it will enable efficient supply of funding Warious parties who want to take part in
NEA development projects and diversify risk at siaene time.

On the other hand, we need to facilitate the padton of private capital in development
projects. This will allow efficient allocation ofnhited capital as private investors will
gauge the profitability of each investment befooenmitting their financial resources.
Investing in infrastructure funds will be attraeifor institutional investors in countries
like Japan, Korea, Taiwan, and Singapore who aoking for prospective investment
opportunities. Moreover, the size of the long-taasset management market will grow
once private capital flows into infrastructure fsnahd this will contribute to creating a
positive chain reaction where the regional econogmgws stronger through the
development of Northeast Asia.

The important factor is that the involvement ofvate capital is carried out within the

capacity of a nation’s financial system and itsi@pmarket while the government

provides its support where needed. For examplegdkernment could guarantee all or a
part of principal and interest payments of the fumdised by development financing
organization, thus allowing development financingamizations to raise funds more
efficiently by lowering the risk involved.

Conclusion

Infrastructure development projects such as raijwayad, energy, and power plant
construction are realistically not an area for igmecapital to take part in since SOC
developments are generally government-led projegts.the size of the cross-border
market in SOC development is limited.

This situation is the same not only in countrié® IRussia and China, who are going
through a political transition but also in coungrid&ke South Korea. There is probably little

need to grant participation to foreign capital wtibare is plenty of domestic capital.

Doing so would only result in an increased loadfarkign guarantees and makes the
procedure more complicated.

We have problems not only with entry barriers toefgn market, but also to each
government’s launch barrier. In general, the govemt takes part in, or regulates, foreign
investment and loans to manage the nation’s for@gchange exposure. However,
financial activities would contract if the exteritgpvernment participation were too high.
In addition, for foreign capital, it is difficultottake part in development financing with
limited information because the legislation, systegommercial customs and culture of
each country are different.



Therefore, the role of each government is what igstmimportant in promoting
development financing. Government should make dipliic efforts to relax the tensions
in the area, and lessen individual country riskenash as possible by pursuing domestic
political stability. It should also strive to creajood market conditions by studying cases
in foreign countries. In addition, it should suppknt the system to lower entry barriers.
These steps will help improve the investment emvitent by alleviating the difficulties
caused by different or incomplete foreign investmepstems, approval of foreign
investment, remittances of investment profits, dkdgion related to development and
language barriers.

Specifically, consensus regarding fund raising m@shand system base is needed. As to
the management of funds, a management model sheiddt up by dividing the fund into
three parts: profit-making fund, development fuamggd technical assistance fund.

The roles of financial institutions can be catepedi as seeking demand, risk management,
and fund raising and management. The most importdatis to convert the extensive
potential demand in the Northeast area into effectiemand. Since the profitability of
development financing can generally be decidechbyr¢lative size of risk, risk analysis,
management, and minimizing are the keys to prafitgbFirst, there is a need to create a
database for the development businesses and dofleahation about the businesses and
put them in order. A system for risk analysis arahagement is also needed. Furthermore,
it is necessary to streamline the organizationg thidl search for new business
opportunities and their support.

However, development finance organizations willchee establish a cooperative system
among domestic and regional financial organizattonsxchange information and pursue
joint business opportunities. For instance, formarg information consortium among

financial organizations from each country or builgia consultative body among financial
organizations from different countries that haveikir operations may serve as the
building block for the shaping of a proactive im&ional financial body.

In this regard, the launch of the Northeast Asiadd@ment Financing Council (NADFC)
in May 2004, a corollary to the MOU, signed amongréa Development Bank, China
Development Bank, and Mizuho Financial Holdinga isignificant event. The formation
of NADFC may well be an important step in regiofiahncial cooperation depending on
its activities to come. It will be one of the impamt tasks of governments to provide their
support and take interest with regards to polieiggch will enable such cooperative
endeavors to be successful.

Raising capital is essential in development prgjethe government can take the lead in
development projects or support them financiallsheinitial stages. However, in the long
run, funds for development projects should be chemed managed by capital from the
private sector, as was discussed earlier.

Having the blueprint for providing development fiiceng to Northeast Asia doest not



mean that the plan can be successfully implemeh¥edstill need to resolve many issues
regarding the financial environment of NortheasiaAe facilitate development financing
in the region. In particular, we need to see actdn of tensions on the Korean peninsula,
specifically pertaining to North Korea’'s nucleaogram. We can expect the security
environment of the region and the chances for cabip® to improve if the current
six-party talks, set up to resolve North Korea’slear issue, develop into ‘a multi-lateral
security council’ within the Northeast Asian region
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