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Abstract
At present it is necessary to develop NEA region rapidly, continuously and evenly and the proposed NEABCD would be very critical. The Necessity for Establishing the NEABCD are as following: Promoting the Economic Integration of the Northeast Asia Region, meeting the Requirement of Sustainable Development of the Northeast Asia, meeting the large financial requirements in infrastructure in Northeast Asia, adjusting the imbalance of regional and global financial development, promoting social and economic development in the Northeast Asia in the long run. Regarding the feasibility for establishing the NEABCD, the basic credentials are matured and there is a long history of the research and institutional supports of NEABCD. The most important is the consensus on the establishment of NEABCD has been formulated. Especially，right now there are a lot of large scale cross border projects in Northeast Asia region and Its Financing Requirements are very huge. Multilateral development bank is the most effective channel of financing for major cross border projects. The character of the bank will be sub-regional multilateral policy Bank. The principle of share allocation is to considering all aspects of NEA region. Selection of Headquarter will consider the efforts and credentials from the candidates which could be from any country in the region.
Northeast Asia region includes Northeastern and Northern of China, Japan, Republic of Korea (ROK), Democratic People's Republic of Korea (DPRK), Mongolia and the Far East Area of Russia
. These countries are unevenly developed in socio-economic aspect. According to the GDP and GDP per capita, Japan is a developed country and ROK is medium-developed country. China is the biggest developing countries and China and Russia are both BRIC countries. Mongolia is low income developing country as well and DPRK, however, is a least-developed country
.  It is necessary to develop this region rapidly, continuously and evenly and the proposed NEABCD would be very critical.
1. The Necessity for Establishing the NEABCD 
1.1. Meeting the Requirement of Sustainable Development of the Northeast Asia 
To maintain the sustainable development, the most important areas are energy security, green and low carbon economy, environmental protection, transportation and logistic network construction. Northeast Asia countries need a regional financial mechanism to provide long-term capital and give technical support for regional cooperation and development in those areas, particularly in large-scale cross-border infrastructure projects. 

There is a widening gap in economical development level between Northeast Asia countries. The proposed NEABCD would help the optimization and adjustment of the industrial structure in Northeast Asia and promote the development and improve the technology and innovation capability.
Japan and South Korea have the comparative advantages on the technology, management and capital sector; China possesses a large market with fast growing and great potentials, high-quality but low cost labor resources; Russia has the prevailing technology, large amount of natural resource and high potential market as well; on the side of Mongolia and North Korea, they have a huge demand of resource and infrastructure development. Through the multilateral financing mechanism of Northeast Asia Bank for Cooperation and Development, it could effectively integrate and allocate the recourses in the region and to the benefit of promoting realizing the idea of Northeast Asia free trade zone, and this will also result in the common benefit of all the NEA counties.  

The proposed NEABCD would not only stimulate the economic cooperation in the region but also help attract the international capital and advanced technology. Moreover, it can help the Northeast Asia countries in the region to extend their positive impact within and beyond the region and help the development in Asia-Pacific region.  
1.2. Meeting the Large Financial Requirements in Infrastructure in Northeast Asia  

There is a large amount of financing demand for the infrastructure construction in Northeast Asia, particularly for the cross-border projects on natural resources, technology spillovers and trade and logistics. It is very difficult for any single country to undertake the huge amount of investment as well as risk alone while a regional development financial institution would meet the requirements and provide financing for such projects continuously. 

The current multilateral financial institutions could not meet financing need of Northeast Asia development and infrastructure construction. For example, Asian Development Bank, as the multilateral financial institution in Asia, mainly focuses on the operation of the impoverished area of Southeast and East Asia, the investment on Northeast Asia region accounts for 4% of Asia Development Bank’s total investment. World Bank, as the world’s biggest development bank, mainly invests in the poor areas of Latin America and Africa. Under these circumstances, there will be no big change in the near future for NEA to get more financial support (Katz 1998, 2000, 2002). 

The establishment of Northeast Asia Bank for Cooperation and Development, could not only effectively supplement deficient investment of other multilateral financial institutions to NEA region, but also can form a complementary cooperation relationship between other international financial institutions.

1.3. Adjusting the Imbalance of Regional and Global Financial Development 

The establishment of modernized NEABCD would help the member countries to setting the finance and monetary policies and strengthen supervision on the financial markets so that they can harmonize their strategies to prevent the spread of potential crisis and maintain the regional stability. 

Northeast Asia Bank for Cooperation and Development could issue different nations’ guaranteed bond in this area, develop regional bond market, increase the variety of investment assets which can be invested by  governments of this region. The bank can also help absorb the large amount of foreign exchange reserves from different economy, reduce the excess dependence on dollar reserves among the NEA countries, and then help to ameliorate the issues of deposits-resource loss in Northeast Asia and the imbalance of international payment between NEA nations and the United States of America.

1.4. Promoting the Economic Integration of the Northeast Asia Region

The Northeast Asian nations have highly diversified economy and the resources among the countries are complimentary (Katz 1998, 2000 and 2002; Katz and Cho 2002). They also share similar culture. These advantages make this region a perfect natural economic zone for win-win cooperation. With regional trade and investment growing rapidly and more frequent economic exchanges, the intra-regional interdependency has gradually been promoted.  The establishing of the regional financial institute would not only help to eliminate the difference in economic aspect but also help to promote the understanding among the nations in the region and minimize the negative effects of geopolitics and history. It can also help to establish the Northeast Asia Economic Community.
It is very necessary to establish a financial support for the integration of the Northeast Asia Region. The proposed NEABCD would promote the cooperation and communication and would stimulate the intraregional trade and investment in natural resource, technology, goods and service and help to formulize the FTA of the Northeast Asia and EAFTA. 

2. The Feasibility for Establishing the NEABCD

2.1. The Basic Credentials are Matured

Currently, the Northeast Asia region is the third largest regional economy in the world and is preceded only by United States of America and European Union. It is also the region with the largest development potential and fastest economic growth among the world. The total foreign exchange reserves rank first in the world. China, Korea and Japan are all major capital-exporting countries. We have the ability of absorbing as well as allocating the financial resource and we have the ability of management.  
The Northeast Asia region has formed a network production sharing structure. Resources, capital, technology, production, management, marketing and service are formed robustly. The high dependence between each NEA country has set up a good economic foundation for the mechanism of sharing the mutual benefit and risk and provide the energy for the further regional development.   

During the process of overcoming the global financial crisis, Northeast Asia countries have realized that the regional cooperation can never be overestimated. The establishment of NEABCD is a very objective choice for the economic cooperation and financial cooperation.

2.2. The History of  the Research and Institutional Supports of NEABCD

The idea of the NEABCD was proposed in 1991, when NEAEF had its first annual conference in Changchun and Tianjin, China. It was proposed as Northeast Asia Development Bank (NEADB).

NEAEF promoted the initial research on the establishment of the NEABCD in the following years. In 1997, in the 7th annual conference of NEAEF held in Ulaanbaatar, Mongolia, the proposed bank became a major topic and Dr. Stanley Katz’s leading research on this topic draw increasing attentions.

In 1999, the 9th annual conference in Tianjin made the topic more attractive and thereafter, the bank topic was discussed thoroughly in almost every annual conference. Tianjin made commitments on the NEABCD
 and Tianjin became one of the most active cooperative partners for establishing the NEABCD. From then on, Tianjin played a very important role in promoting to establish the NEABCD.

6th Ad-Hoc Committee Meetings were held for establishing the NEABCD in Tianjin, Los Angeles and Honolulu, respectively. On the 4th Ad-Hoc Committee, the so-called NEADB were changed to NEABCD to avoid the misunderstanding between ADB and NEADB.

Under the leadership of the NEAEF and with the strong support from Tianjin Municipal Government, in 2009 the Research Center for Financial Cooperation in Northeast Asia was established at Nankai University, Tianjin, China. Its charters indicate that the purpose and mission of the Research Center is to establish the NEABCD. It is fulfilling its mission now.

2.3. The Consensus on the Establishment of NEABCD

It has been more than 15 years since research began on the establishing the NEABCD under the leadership of NEAEF. Many conference materials document the each step of progress of the research efforts. Various research organizations from China, Korea, Japan, Mongolia, Russia and the United States have continuously supported and actively participated the research and discussion about promoting the establishment of NEABCD, Consensus is reached from non-government level that it is necessary and feasible to establish the NEABCD and the time appears ripe to move the Bank proposal forward on a fast-track basis. On that basis, the Bank can be established considerably sooner than had been anticipated earlier. 

China Development Bank, China Export-Import Bank, Korean Export and Import Bank, Japan Bank for International Cooperation are governmental affiliations and are all get involved in the research on establishment of the bank. 

The idea of the establishment of the bank has already got the supports and endorsements form some NEA governments and international organizations. Chinese central government has clearly states that will fully support the research on the establishment of NEABCD. Many governmental officials in their private individual capacity and researchers from all the countries in the region expressed their supports and UNDP and Parliament of European Union also sent their representatives to attend the discussions and give full concerns.

China’s rising provide more opportunities for the NEABCD. As discussed in a series of meetings in Honolulu and Tianjin, China is playing very important role in the world economy and in the Northeast Asia region. China is also willing to make any necessary contribution to the regional economic development and the integration of regional economy. Tianjin, as the financial and economic center of Northern China, provided, is providing and will provide very strong support for the establishment of NEABCD. 

The various Memorandums from recent meetings emphasized the importance of cross-border projects and sustainable development, which is a very important complimentary for the work of ADB and World Bank.
From the analysis of existing cases, the regional and sub-regional multilateral financial institutions are able to coexist with each other. In Europe, there is the European Bank for Reconstruction and Development and European Investment Bank .Besides, the Nordic countries set up Nordic Investment Bank for the development of their local economies. In America there is Inter-American Development Bank and North American Development Bank which complements each other.
3. The Financing Requirements and Management of Cross-Border Projects in Northeast Asia

3.1. Multilateral Development Bank is the Most Effective Channel for Financing Major Cross Border Projects

3.1.1 The Features of Major Cross Border Projects Financing

The major cross border projects features a large amount of capital and a long investment payoff period. In the long term strategic perspective, projects have a great profit potential, but low profitability in the short term. Currently, most of the successfully operated large-scale cross border projects are supported by the loans and guarantees of major policy international or regional financial institutions that do not aim for short-term profits.

The financing of major cross border projects is far beyond the capacity of mobilizing the deposit and foreign exchange of one single nation or one certain region. It is also difficult to manage cross-border projects. Moreover, the sole private capitals normally do not have the capacity or will to invest in the major cross border projects independently. The multinational banks have their comparative advantages in financing and managing these large scale cross-border projects.  

The cross border projects mainly focus on energy, transportation, environment, education and health care, etc.

3.1.2 The Financing Channel of Northeast Asia Regional Cross Border Projects

Currently, none of the multinational policy banks has covered all the countries in Northeast Asia region.  As a result, most of the cross border projects of NEA region could only get very limited capital from current multilateral development banks. 

World Bank and Asian Development Bank’s emphasis on financing of poverty-reduction projects. Northeast Asia economies have a comparatively higher income level. So NEA countries have no advantage to gain the capital support from current multilateral development banks.

The geographical investment area of World Bank and Asia Development Bank is relatively wide. However, the geographical investment area of NEABCD is mainly focused on the Northeast Asia region. The bank can also become a complementation and cooperate with the current multilateral financial institutions.

3.2 Major Cross Border Projects in Northeast Asia Region and Its Financing Requirements 
On the basis of current data, the Northeast Asia region exists a huge capital demand on the infrastructure construction for projects of energy cooperation, natural reserves exploitation, low carbon economy development, energy conservation and environmental protection, logistic and transportation and technology trade. 

For instance, it is estimated that in next thirty years, the upgrading and renovation of current energy infrastructure in the Far East Area of Russia at least need 150 billion dollar investment. For example, the major natural gas projects require 100 billion dollars investment, the major oil projects require 20 billion dollars investment, and the hydroelectric system construction require 8.4 billion dollars investment. 
Along with the development of Northeast Asia region, the NEABCD can also support the multinational economic and trade cooperation projects, cultural exchange projects, modern high efficient agricultural projects. 

For example, the development of border economic cooperation zone of China-Russia, China-North Korea, China-Mongolia and China-Russia-North Korea. The estimated investment only for development of Hunchun-Khasanskiy-Naenara multinational border economic cooperation zone has exceeded 10 billion dollar.

There are more projects in plan need more capitals including Busan-Fukuoka ocean transportation network, channel tunnel among China, Korea and Japan, etc.
4. Purpose, Character and Principle of Northeast Asia Bank for Cooperation and Development 
4.1 The Purpose – To Promote the Sustainable Development of Northeast Asia Region

NEABCD will put priority on large scale cross border infrastructure construction, energy and natural resources development, energy-saving and emission-reduction, low carbon economy, environmental protection and promotion of intraregional trade and investment and meet the continuously capital demand of middle income country or country which gradually stepping into the middle income level. 

4.2 The Character – Subregional Multilateral Policy Bank 

NEABCD will accept capital contribution of NEA nations’ policy banks with governmental background and allocate the investment capital through policy-oriented operation.

4.3 Capital Scale – Proposed 40 Billion Dollars for Initial Capital
4.3.1 The total capital amount 
The current practice of the multilateral financial institutions is to take the total GDP amount of the area as the chief reference to fix the total capital amount, i.e. to fix the ratio of the bank’s capital amount to the total GDP amount of all countries in the area. In our case the capital amount of the Bank will be mainly determined by taking reference to the GDP amount of all countries in Northeast Asia, while the investment demand in the region and the orientation of the Bank will also be considered. 
With regard to the following such as the total GDP amount in Northeast Asia, the current practice of the capital amount determined by the membership countries of multilateral financial institutions, the tremendous investment requirement in Northeast Asia, and the Bank’s main objective of supplying fund to the basic facilities construction in the region, we consider to set the ratio of the Bank’s total capital amount to the GDP amount of all countries in Northeast Asia as 0.5%. Therefore, the Bank’s total capital amount will be USD40billion.

4.3.2 Subscription Approach

The equity of the Bank is composed of paid-up capital and uncalled capital. The paid-up capital, which is the actual capital every member country contributes, is the original capital when the Bank starts to operate; while the uncalled capital is a back-up fund which will not be paid unless the Bank meets with some emergencies or operation crises. 
In order to design the paid-up capital ratio, we must not only draw the experience from other multi-lateral institutions but also take the financing needs and the economic strength in Northeast Asia into account. The following table shows the paid-up and uncalled capital ratio of the major multilateral institutions.
Table 1. The paid-up and uncalled capital ratio of the major multilateral institutions
	Bank
	Paid-up Ratio
	Uncalled Ratio

	World Bank
	20％
	80％

	Asia Development Bank
	7％
	93％

	European Development Bank
	30％
	70％

	American Development Bank
	4.3％
	95.7％

	Nordic Investment Bank
	10.1％
	89.9％


The Bank’s main objective is to supply fund for basic facilities construction in Northeast Asia. These projects generally need huge amount of fund and take many years, thus the paid-up capital by the membership country should be as much as required. In addition, with regard to the economic strength of every member country, the paid-up capital ratio will be set as 10%. 

With the economic development and increasing financial demand, the bank could gradually increase the capital and stock. 
4.4 The Principle of Share Allocation – Considering All Aspects of NEA region. 

The NEA countries are the major shareholder with a controlling stake. The non-regional countries and international financial institutions can also take part in the NEABCD. The share allocation of every NEA country could refer to every nation’s GDP, foreign exchange reserves, foreign trade volume and their relevant growth rate, and using the synthetically weighting method. 

4.5 Selection of Headquarter – Consider the Efforts and Credentials from the Candidates 

Selection of Headquarter will consider the efforts and credentials from the candidates which could be from any country in the region. The headquarters of the NEABCD should be located in the Northeast Asian region and must meet the following requirements: capabilities for both domestic and external financing expansion, effective channels of international transportation and communication, low cost operational environment, and ability to provide high quality offices, living accommodations, educational facilities and feasible logistic services. According to the convention of multilateral financial institutions, the headquarters should have strong policy support from both central and local governments of whereabouts.

In China Tianjin is proposed to be the headquarter place for its previous efforts and economic development and potentials. Tianjin municipal government is committed to provide an office building for NEABCD. Tianjin is also committed to providing convenient working and living conditions such as health care and education facilities for children for NEABCD staff and officers. Any other candidates from the region, such as from Japan and South Korea, also welcomed warmly. 
4.6 Selection of Chairman of the Board and President of the Bank

After the site selection of bank headquarter, considering the benefits of the headquarter-located country and the other countries, shareholders will select the Chairman of the board. The president of the bank will be recruited through a world wide open selection, and adopt the fixed-tenure appointment system
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� In larger view, Alaska could also be considered as part of big Northeast Asia region.


� DPRK is not on the list of least developed countries of the United Nations since its income level is unknown.
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