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FOREWORD

The AT10 co-operative research program for 2000-01 showed how the economies in East Asia are
striving to achieve more indigenously driven development by upgrading their industrial sectors. In
many economies in the region, financing start-up firms in dynamic industries such as ICT has become
a major issue. The banking system, which dominates financing in East Asia, is not well suited to this

task, and in some economies it is also plagued with massive non-performing loans.

In many ways, capital market financing meets the needs of East Asian economies to support their
future industrial development. It offers a substitute for the ailing banking system. In addition, greater
reliance by East Asian firms on capital markets may strengthen their competitiveness by stabilising
access to funds for growth and improving corporate governance. And, since capital markets provide
start-up as well as growth financing, a greater role for capital markets in the region will support the
emergence of indigenous firms. Finally the increased requirements for financial information that
emerge with the development of capital markets will drive the formation of an information

infrastructure in the region.

To date, the spread of global capital markets has had both positive and negative impacts on East Asia.
It has increased capital inflows, created pressure to improve corporate governance and to develop
institutions that meet international standards, and introduced technological and managerial know-how
from international financial institutions. On the other hand, it has exposed the region to financial

volatility and it may encourage corporate management to take a shorter-term perspective.

The Tokyo Club Foundation for Global Studies asked researchers from the leading think tanks in ten
East Asian economies (the AT10) to examine the status of capital markets in their home economies,
considering the places of capital markets and banks as sources of financing, institutional changes
intended to support the development of the capital market, the role of global capital markets and
financial institutions, and the impact of capital market development on the local economy. The
researchers were asked to prepare a paper on the aspect of capital market development that they saw as

most significant to their home economy.

In March 2002, the AT10 researchers met in Tokyo to present and discuss these papers under the
theme "The Role of Capital Markets in Asian Economic Development". I am pleased that the Tokyo

Club, in co-operation with ISEAS and NRI, can share the results of their work.

Junichi Ujiie September 2003
President
Tokyo Club Foundation for Global Studies
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