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A Study on the Financing Model and the Strategy for North
Korean Economy Development

Sung—Hoon Lim
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College of Commerce and Economics, Konkuk University

This paper examines how to successfuly finance the development of the North
Korean economy and manage successful economic cooperation between two
Koreas. As a method of pricing assets for the purpose of investment, this paper
suggests that the real-option approach is better for evaluating North Korean
ecoromic development projects rather than the discounted cash flow method Thisis
because a real-option pricing method has the advantage in evaluating huge
long—term projects under conditions of high uncertairty in environments such as the
(Gaeseong Industrial Conplex, the irter—Korean cooperative Special Economic Zone
(SEZ). This paper also insists that attracting both direct investment and project
finance (PF) can be recommendable measures for financing North Korean SEZ
projects rather than debt financing. This is because the latter measure not only
increases debt load but also spreads government risk to other stakeholders
participating inthe project. More commercial stakeholders in the project could
enhance the security of the project even if the political environment worsens. For the
purpose of analysis, this article classifies three sources of finance, 1.e., banking
loans, direct investment and PE. The artide goes on to establish a comprehensive
financial model through the combination of four financing models for North Korean
econonic development, detailed as follows: investment loans model, guarantee
model, Official Devdlopment Assistance (ODA) loans/grants model, and PF model.
The article analyzes differences (i.e., strengths and weakness) between the four
models in terms of the ease of inducing the necessary private capital, government
risk, the ease of repatriation of principal and dividends, and the ease with which a
model may be reaized within the context of the Gaeseong Industrial Complex.
Among four models, the PF model is the most recommendable in terms of private
capital inducement and govermment risk. The investmert loan modd isless likdy to
induce private capital, and the guarantee model is likely to entail a higher
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government risk. In the case of the ODA loar/grarnts model, the government risk is

very low. However, it seems to be less likely to be realized due to rivalries between
the two Korean governments.

Key Words: North Korean Economic Developmert, Inter—Korean Cooperation,

Financing Model for Transition Economy, Real Option Pricing,
Project Finance
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