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The Possible Organizational Structure and Funding

Sources of A Northeast Asian Development Bank
(NEADB)

Hiroshi Kakazu

EXISTING MULTILATERAL DEVELOPMENT BANKS

Before we discuss the establishment of a multilateral regional development
bank (MRDB) in Northeast Asia, it is important to touch briefly on the
International Bank for Reconstruction and Development (IBRD, the
World Bank hereafter) and the existing MRDBs. The World Bank, the
Asian Development Bank (ADB), the European Bank for Reconstruction
and Development (EBRD) particularly need to be discussed because these
multilateral development banks (MDBs) cover the Northeast Asian region
except for the Democratic People's Republic of Korea (DPRK). A new
MRDB in this region must be consistent with these existing MDBs.

As one of the Bretton Woods institutions, the World Bank was
established in 1944 to serve as a multilateral long-term lending institution
to provide capital for countrics with low savings rates and high rates of
return on investment. due to cither the devastation of the war or stage of
development. The rationale for the establishment of the World Bank was
quite clear: it was to substitute for a well-functioning private international
capital market since it was believed that the interwar expericnce would
preclude the emergence of such a private market. The World Bank was to
be an official institution that would compensate for the market failure
associated with inadequate private long-term lending (Ann Krueger,
1989).

Following the World Bank, the Inter-American Development Bank
(IDB) was established in 1959 bv the U.S. and 20 Latin American
ccuntrics as the first MRDB. it is noteworthy that the idea of establishing
the IDB was proposed at the First International American Conference in
Washington D.C. in 1890, IDB could have been established much earlier
in the absence of the World Bank, which gave a pretext to the U.S. to
deflect Latin Amenican demands for a regional bank. Escalating political
rescntment against the U.S. m Latin America including the Cuban
revolution also adversely affected the ecarlier establishment of IDB. We
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should also remember that political-strategic factor was similarly of vital
importance in the establishment of ADB (Lee, 1992).

The African Development Bank (AfDB) was inaugurated in 1964 by
33 African countries based on an in-depth study by the UN Economic
Commission for Africa. The initiative for establishing AfDB came from
politicians who were cxpressing aspirations toward cooperation and
integration in various regional fora such as the Organization of African
States. These aspirations sprang from devcloping countries, struggling
together to find their way in a postwar order in which they seemed to be
marginalized - an outcome they saw typified by the Bretton Woods
organizations, in which voting power was heavily weighed in favor of the
industrial countries. In support of these aspirations for regional control,
AfDB was cntirely owned by developing African countries until 1982,
However the exclusion of non-regional industrial countrics deprived AfDB
of both the financial support and political advocacy which IDB found in
the U.S., and ADB, in Japan.

The idea of cstablishing ADB originally came from Japan and was
officially initiated by the UN Economic Commission of Asia and Far East
(ECAFE, later renamed ESCAP). After three vears of discussions under
the acgis of ECAFE, ADB began operations in December 1966 with 31
member countrics (of which 14 were non-regional members). It is
important to note that prior to 1963, the U.S. had been at most lukewarm
to the idea of an Asian bank on the grounds that the new bank would
unnecessarily duplicate cfforts and compete with the World Bank. The
real reason. however. was that the U.S. did not want another regional
bank to interfere with its development strategics which were adopted by
the World Bank. The escalating war in Victnam, however, had changed
the U.S. policy prioritics in the region from confrontation to pecace
ininatives.  President Johnson called for cconomic development to
spearhead his peace initiatives in the region in April 1965, and shortly
afterward supported the proposal to establish ADB.

EBRD was cstablished in April 1991 with 535 countries (of which 23
are the central and cast European countrics in which the Bank operates).
The cstablishment of EBRD was initiated by EC summit after the collapse
of the former Soviet Union in 1990. The EBRD's main mission 1s to
foster the transition towards market-oriented cconomics and to promote
private and cntreprencurial initiative in the countries of central and eastern
Europe. including the former Sovict Union, thereby helping their
gconomies to become integrated into the intermational economy.
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ORGANIZATIONAL STRUCTURE

Initiatives

It is important to recognize how different the political forces were in
the creation and evolution of each of the above three MRDBs. These
differences have contributed to contrasts in their style and performance to
this day. As we have seen, the initiative for establishing IDB and AfDB
came mostly from a coalition of regional developing countries. For EBRD
the initiative came mainly from the EC, while in the casc of ADB the
original proposal came from one regional developed country — Japan
followed by a strong push from the U.S. Of course, ECAFE played a
vital role in formalizing the ADB idea.

The ADB case would be most relevant in initiating NEADB because
the region contains enormous cultural, linguistic and ethnic diversity, in
comparison with Latin America, Africa and Eastern Europe, which have
more claim to being a single "region." There are already some proposals
to establish a NEADB, such as those of Nam Duk Woo (former Finance
Minister and Premier of South Korca) at an intcmational meeting in
Tianjin and Sung Sang Park (former President of the Bank of Korea) at
last year's session of this conference. Park's notion was that a multi-
national bank could finance the regional development projects including
petrolcum and natural gas, projects requiring a huge amount of hard
currency and 10-20 vears of long term financing (Park, 1992). This
Forum may be an effective unofficial stage to launch the idea.

Officially NEADB can also be initiated by UNDP which not only
includes all NEA regional countrics as its members, but has also been
deeply involved in the Tumen River Arca Development (TRAD). The UN
Economic Commussion for Africa and ECAFE were instrumental in
cstablishing AfDB and ADB.

There 1s also an idea to start a NEADB with a Northeast Asian special
development fund at ADB because ADB already covers major countries
of the region. A special fund for the Russian Far East could also be set
up at EDRB. Both funds could then be combined into one to establish a
new NEADB. Building on their existing operations and expertise, ADB
and EDRB would become the natural incubators of a NEADB. In any
case, we should note here that the discussion and coordination with ADB
and EDRB would be the first step to realize the idea of a NEADB.

In view of a speedy process of establishing EBRD, which was initiated
by the EC summit, some sort of regional ministenal conference is also a
possible approach.
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Table 4.1 Profile of regional members in the proposed NEADB, 1990

Population Area GNP GNP per
Country or Region (million) (1,000km?) ($billion) capita ($)

China 1,130.5 9,600 363.8 370
Liaoning 39.7 146 20.2 509
Jilin 24 .8 187 82 331
Heilongjiang 354 454 13.3 375

Mongolia 2.1 1,565 1.7 522

Russia 148.3 22,229 3659 2,467
Primorskii Krai 22 166 n.a. n.a.
Khabarovsk 1.9 824 n.a. n.a.
Amour 1.1 364 n.a. n.a.
Sakhalin 0.7 87 n.a. n.a.
Magadan 6.5 1,199 n.a. n.a.
Kamchatka 0.5 472 n.a. n.a.
Y akut 1.1 3,103 n.a. n.a.

North Korea 21.7 125 21.0 987

South Korea 42.8 99 236.4 5,400

Japan 123.5 378 29429 25,430

Taiwan 20.2 36 160.9 7,950

TOTAL 1,489.1 34,032 4,092.6 2,706

Sources: World Development Report 1992, 1BRD; Key Indicators, ADB,
Statistical Yearbook of China, Roshia Kyookuto Keizai Nenkan, 1991
(Economic Almanac of Russian Far East), Quarterly Economic Review, 1993,
EBRD.

Membership (region, non-region)

The regional members of a NEADB would be the People's Republic of
China (China hereafier), the People's Republic of Mongolia (Mongolia
hereafter), the Republic of Russia (Russia hereafter), DPRK, the Republic
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of Korea (South Korea hereafter), Japan and the Republic of China
(Taiwan hereafter) (see profile of these countries in Table 4.1). Inclusion
of Taiwan may pose a question because of its distance from NEA region,
but it cannot be overlooked as it has been already emerging as one of the
important suppliers of capital for the region. Although the actual
operational areas of NEADB are the Northeast Chinese provinces
(Liaoning, Jilin, Heilongjiang and Inner Mongolia), Mongolia, the seven
Russian Far East provinces and DPRK, membership must be applied on
the basis of country.

The inclusion of non-regional members would be essential in order to
broaden funding sources as well as cooperation. The regional initiative,
however, should not be eroded. This must be done by limiting the share of
capital contributions by non-regional member to no more than, e.g., 40%
of the total as is practiced by ADB and other MRDBs. The sixteen non-
regional developed countries including those in the EC, North America
and Oceania, now members of ADB, are natural candidates for non-
regional members,

Structure of Decision-making

Each MRDB has a Board of Governors consisting of one
representative (usually with Ministerial rank) from each member country.
The Board of Governors, which meets every year and deals with
important policy questions, is the highest decision making body in any
MRDB. Daily bank operations are mandated by resident Boards of
Dircctors. The size of the Board of Directors, representing the
shareholding governments, should be considered carefully.

In the case of ADB, the number and composition of the Board of
Directors (10 now 12 Directors with 7 from regional and 3 from non-
regional countries) were based on the shares of stock holdings which, in
tum, were based on GDP adjusted for population, tax revenue and
exports. To elect a Director, a regional member country needed 10 %
(now 8%) of the regionally-held stock, and a non-regional country needed
25% (now 17%) of the non-regional stock. Japan, Australia, India and
the U.S. qualified for individual Directors to begin with (now China,
Indonesia and Korea have joined them). Countries with Smaller shares
have to band together in "constituencies” to make up an adequate
collective share.

It should be noted that ADB Charter allows each director to cast as
many votes as received, so that each director represents in a fairly exact
way the various countries which combined to elect him/her. If one of a
director's constituencies wants to vote in a different way, his/her vote can
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be split. In the case of ADB, almost all vital decisions are taken by
consensus, although there have been cascs of abstentions or dissents
reflecting the position of one or more of the dircctors' constituents.

In the process of cstablishing ADB, the issue of allocating the voting
power among its member countrics was a focal point. The preparatory
committee agreed to adopt a more equitable system than the onc adopted
by thc World Bank by distributing 20% (10% in the case of the World
Bank) of total voting power to all member countries equally and the
remaining 80% according to the percentage of subscribed capital. As a
result, the voting powers of small and poor countries are greater than their
respective capital contributions. For example, thc Marshall Islands, the
smallest member of ADB, has the lowest capital contribution (0.003%)
but its voting share is 0.387 (Table 4.2). Japan, on the other hand, holds
16.4% of the total share, but its voting power is only 13.5%.

Except probably for AfDB, none of the existing regional development
banks arc controlled by the regional borrowing countries. Although the
regional countries hold 64% of the total voting power at ADB, OECD
countries account for more than 30% of the total. The voting shares of
the United States and Japan have been almost the same (13%) since the
establishment of ADB. This has often interrupted smooth operations of
the Bank. A good example is Japan's initiative to augment ADB's capital
resources which has been quite often blocked by the U.S. (Kakazu, 1993).

It nceds to be discussed carefully how far the ADB's operational
principles and practices can be applicd to NEADB. The share of voting
power depends primarily on the share of funding contributions which, in
turn. depends on the funding capacity of each country as well as the
expected benefits from NEADB. As regional members. Japan, South
Korea. Taiwan and China can be major contributors and could be
represented by one director cach, while Russia, DPRK and Mongolia may
be combined into a "constituency” to share a director. Another one or two
directors could represent the constituencies of the non-regional members.

Staffing

Staffing is a sensitive issue and has to be considered in terms of: (a)
competence, (b) regional allocation, (c) country allocation according to the
voting shares and (d) location of the NEADB headquarters. In the case of
ADB. many donor countrics have requested to place their nationals in
senior positions in the bank with a view to influencing policy formulation
and achieving a national staff quota which is related to their share of the
capital contribution. As can be scen in Table 4.3, the number of
professional staff from regional developing countries was less than those
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Table 4.3 ADB's professional staff, 1991

All Staff Manager & Above

Regional 395 57
DMCs 279 39
India 48 13
Philippines 4] 3
S.Korea 26 2
Malaysia 24 4
Aust. & NZ 55 9
Japan 61 9
Non-Regional 203 25
US. 68 11
Canada 34 5
Total 598 82
DMCs 279 39
Others 319 43

Source; Asian Development Bank.

from other countries in 1991. A similar situation is secn in the case of
senior positions from the manager level and above. This practice,
however. needs to be carefully reviewed in the case of NEADB because
professionals from outside may gencrally have little experience in the
region.

FUNDING RESOURCES

Identification of the Funding Needs

The nature and funding requirements will differ depending on the
Bank's main mission and prioritized activities in the region (Campbell [1],
1993). It is important to identify the funding needs by sector and activity.
The assumed borrowing countries (China for Northeast China, Mongolia,
Russia for the Russian Far East and the DPRK) possess common
characteristics. Thev need to: (1) restructure their ailing state-owned
large industries, including defensc-related firms, in a more open market-
oricnted direction (restructuring and prnvatization), (2) expand,
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rehabilitate and modcmize their infrastructure; (3) expand exports of
goods and services (particularly natural resource-oriented products and
tourism) to carn foreign exchange ; (4) strengthen their institutional and
opcrational capabilities for economic development, including legal,
organizational and financing systcms and commercial practices; (5) foster
human resources through strengthening educational and training institutes:
(6) improve the information and statistical data on which research and
feasibility studies are based: and (7) have solid environmental programs
and projects.

Privatization and export related projects can be competitively funded
through the private short- and long-term financial markets and joint
ventures with the private sector. Soft infrastructures such as tourist
facilities, communication, some transportation facilities and power plant
can be funded through BOT (build, own and transfer) principles of
private/public sector cooperation or through loan guarantees. Traditional
(hard) infrastructure such as roads, bridges, ports and dams are funded
through capital resources, long-term co-financing schemes and floating
long-term bonds. A loan currency pool system nceds to be examined to
reduce foreign exchange risk of the borrowers. Soft windows (grants,
special funds) can be utilized for funding technical assistance such as
human resource development, research, institutional improvements and
environmental conservation.

Financial Resources

The financial resources of NEADB that can be held, used, committed
and invested will consist of the Ordinary Capital Resources (OCR) and
Special Fund Resources (SFR).  OCR consists of the subscribed capital,
reserves. repayments, and income received on loans made and guarantees
given and funds raised in the capital markets through borrowings (see
Table 4.4 for the case of ADB). OCR funds, which at ADB account for
more than 70% of the total lending. are mainly lent at market-determined
interest rates, while the SFR funds are provided on concessional terms or
as grants. As at ADB, the SFR funds will be made up largely through
contributions from bilateral sources and to a lesser extent from funds set
aside from the paid-in portion of the subscribed capital.

In the casc of ADB. the regional initial subscribed capital of $600
mitlion was calculated on the basis of 0.5% of the national income of
regional members.  If we apply this principle to NEADB, the initial
subscribed capital will be in the range of $15 to $20 billion. The amount
is almost comparable to ADB's $23 billion and AfDB's $21 billion in
1992. About one-half of the total subscribed capital ($8 to $10 billion)
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would need to be paid within five years. The balance would be callable
capital.

It is important to note here the initial size of subscribed capital usually
determines the size of the total lending. For example, in the case of ADB,
OCR loans, equity investments and guaranteces cannot exceed the total
amount of its unimpaired subscribed capital reserves and the surplus
included in OCR.

With a paid-in capital of $8 to $10 billion within five years, $2 to $3
billion could be mobilized annually for loans and investments. This is a
considerable sum, but it alone would fall far short of the region's
legitimate capital requircments unmet by private sector lenders (Campbell
[2] 1993). Other multi-latcrals will have to be tapped and NEADB will
have to act as the leader of lending consortia, bringing in pnivate sector
lenders that would not be there without the NEADB's intervention.

The initial subscribed capital ($8 to $10 billion) accounts for about
6% to 7% of the regional total current account surplus for 1992 and about
5% to 6% of the total international reserves of the threc regional capital
supplier countries (Table 4.5). Also the distribution of the subscribed
capital between OCR and SFR funding is an important agenda item to be
carcfully determined.

The eligibility for SFR should be detcrmined in terms of per capita
GNP, debt repayment capacity and other special circumstances. Of the
NEADB borrowing countries, Mongolia and DPRK can be classificd as
Group A (fully cligible for SFR). the Russian Far East as Group B
(mixture of OCR and SFR): and Northcast China as Group as C (not
chgible for SFR).

Lending Modalities

The lending modalitics depend on the operating principles of NEADB.
If the Bank's prioritics are for restructuring and privatizing the existing
state-owned industries as in the case of EBRD, then sectoral adjustment
loans (SAL). through program and sectoral loans, and private sector loans
will be more important than the project loans accounting for more than
60% in the of the ADB's funding activities. (Table 4.6).

However, in view of the cnormous demand for infrastructural
improvements in the Northeast Asian region, project loans will likely
account for 80% or more of total lending. This was the case of ADB in
the 1970s. Project loans are also much easier and speedier in assessing
and implementing than program and scctor loans which require detailed
sector policies, plan, program, and appropriate institutions to be
successful.
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Table 4.5 Current account balance of NEA regional countries ($ million)

International

1990 1991 1992 1990-92 Reserves (1991)

China 1.997 13,765 10.419 36,181 43,060
Mongolia 644 -111 -46 -801 n.a.
North Korea ~-304 =517 -1.507 -2.828 n.a.
Russia ~-4,600 9,200 -6.400 -1,800 n.a.
South Korea =2.172 -8.726 -4.300 -15,198 24 460
Taiwan 10,769 11,367 7.077 29213 82,405
Japan 35,761 72,901 11,760 120,422 68,980

Notes: North Korean balances are trade balances. Russian balances are with
countries outside the former Soviet Union,

Sources: See Table 4.1 and JETRO.

Table 4.6 Shares of lending modalities of ADB (%)

1970-81 1982-91 197¢-91

82 61.4 66.7

Project Loans 13.9 11.7 12.3
DFl and Agri. Credit 0.9 10.2 7.8
Scctor Loans 2.7 14.2 11.2
TA Loans 0.5 0.3 0.3
Pnvate Sector Loans 0 1.6 1.2
Multi-project Loans 0 0.7 0.7
Total 100 100 100

Sources: Asian Development Bank.

SUGGESTED LOCATION

Seoul, Tokyvo and Shanghai arc natural candidates. Nigata-<ity can
also be considered because it is becoming a major center in promoting
Northeast Asian economic cooperation. South Korea and Japan may want
to bolster their growing international image through hosting an
intemational financial organization such as NEADB. Prerequisites for the
sitc of NEADB headquarters are (1) stable governance, (2) host country's
will and capacity to support NEADB in the long-run, (3) access to
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international financial centers, (4) availability of human resources
(particularly English speaking supporting staff) and (5) adequate
infrastructure (particularly communication and transportation networks
and housing facilities) and environmental amenities.
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