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Abstract

How to Apply a Project Financing Scheme in the Reconstruction
of Infrastructure in North Korea

Whon—il Park

As the Six Party Talks in Beijing give rise to a hope the North nuclear issue
could be settled sooner or later, a huge amount of economic grant to the North
seems to be necessary. So far several suggestions have been made that a project
financing would be useful to the North—South economic cooperation. This article is
to study a feasible action programme for such a financing scheme, which requires
the followings:

— There should be long—term stable cash flows;

— The project should function as a catalyst and reliable resources to further

economic development; and

— The North Korean technocrats could learn how to handle large—scale

projects.

Highway construction projects are believed to satisfy the above—mentioned
conditions. Gaeseong—Shinuiju Highway, which will be named as a part of Asian
Highway No.1 (AH1), would meet the logistic needs of manufacturers and
merchants from South Korea and northern provinces of China as well.

The construction projects of North Korean highways could be supported by, at
first, the North—South Cooperation Fund of South Korea, and next, the concerted
efforts by the United States, European countries and supranational institutions like
the World Bank and the Asian Development Bank.

We can find an effective example from the West and East German relations
before the unification. In the 1970s, West Germany helped East Germany
reconstruct the highways leading to West Berlin. The West German government
paid to East Germany the aggregate toll money in advance, which was often used
as collateral for future foreign borrowings of East Germany.



23

If this kind of financial scheme proves to be successful, the construction of such
throughputs as pipelines and electric power lines could be financed in a similar
way employing a project financing scheme.

Key words : project financing, North-South Cooperation Fund, Asian Highway, cash
flow, privately financed infrastructure projects, asset-backed
securitization (ABS)



