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Executive Summary
Executive Summary
This paper explores multilateral engagement in North Korea’s economic rehabilitation, with particular focus on the establishment of special Trust Funds. North Korea’s economic recovery in the 2000s has been stagnant, the socialist regime seemingly lacking the capacity to resolve food shortages and economic problems. Moreover, due to the recurrence of the nuclear issue and subsequent imposition of
tighter sanctions against Pyongyang, not only has the scale of foreign aid for North
Korea deceased sharply, but the engagement of international donors in humanitarian assistance has also been greatly reduced. Thus, a feasible institutional instrument
for the amelioration of the regional instability caused by North Korea’s economic
problems and nuclear standoff would be the establishment of a multilateral framework that would involve bilateral donors and international financial institutions.
The setting up of special Trust Funds is a possible option for resource mobilization
for and aid coordination in providing development assistance to North Korea. Given the potential benefits of such a mechanism, creating multi-donor Trust Funds
(MDTFs) for North Korea as denuclearization in the Korean Peninsula progresses
could help strengthen relations between Pyongyang and the international donor
community. Moreover, the joint funding mechanism of the special Trust Fund
would help to ease the political burden currently shouldered by South Korea and
neighboring countries directly involved in providing development assistance to
North Korea.
This paper endeavors to articulate the establishment of MDTFs in the early stages
of denuclearization, which would facilitate the dismantling (or abandoning) of
North Korea’s nuclear programs, as well as the construction of an international aid
coordination mechanism. It also explores the potential roles that Trust Funds could

play in resource mobilization and policy dialogue. The paper also considers areas of
support and procedure in the operation of MDTFs for North Korea. By drawing
attention to issues around the administrative structure of the MDTF, it proposes
that international donors establish the ‘North Korea Development Assistance
Group’ (NKDAG) as the principal special Trust Fund governing body. The
NKDAG could provide a forum for policy dialogue in the coordination of development assistance to North Korea. Effective fund-raisings, and the successful implementation and management of the Trust Funds would serve as an impetus for
enhancing the roles the NKDAG would have to play in the coordination of providing development assistance to North Korea and for the country’s economic recovery. This, in turn, would help to placate the donor community in respect of the
transparency and effectiveness of its funding contributions, which could attract
more foreign assistnance to Trust Fund activities.
Key words: North Korea, Aid Coordination, Development Assistance, Humanitarian Aid, Inter-Korean Cooperation, International Financial Institutions,
Multi-donor Trust Funds
JEL Classifications: F51, N45, P27, O16, O19
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Multilateral Engagement in North Korea’s
Economic Rehabilitation and Possible
Establishment of Trust Funds
Jong-Woon Lee and Hyoungsoo Zang*

I. Introduction

The stalemate over the North Korean nuclear issue has inflamed debate around
the approach of the international community to Pyongyang and its policy of engagement in dealing with the regime. North Korea’s recent act of aggression in
conducting underground nuclear testing in May 2009 and its artillery strikes on
Yeonpyeong Island in November 2010 has further exacerbated foreign relations.
Tension on the Korean Peninsula has risen to a new peak and inter-Korean economic relations have reached their lowest point for the last two decades. Recent
confrontation has not only strained inter-Korean relations but also worsened
Pyongyang’s standing with several Western countries that it established diplomatic
relations with at the beginning of the 2000s.
*

The views presented in this paper are the authors’ and do not necessarily reflect those of any institution with
which either is associated.
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Accordingly, tougher international sanctions have been imposed on North Korea in order to put stronger pressure on the regime to abandon its nuclear and ballistic missile programs. North Korea currently faces bilateral economic embargos
from South Korea, Japan and the United States, as well as multilateral sanctions
based on both the United Nations (UN) Security Council Resolutions 1718 and
1874. Pyongyang’s continuation of its nuclear program in defiance of these
measures from major contributory donors has led to a drastic fall-off in assistance
from the international community. According to UN data, foreign aid to the country amounted to only USD 24 million in 2010, the lowest level since the international community began providing humanitarian assistance to alleviate the North
Korean famine of the mid-1990s.
The unexpected death on December 17th 2011 of North Korean leader Kim
Jong-Il, who had maintained his authoritarian rule for more than two decades, has
increased the country’s political and economic uncertainty. Although the North
Korean regime has officially taken steps for the succession of Kim’s third son,
Jung-Un, there is still a great deal of unpredictability in the post-Kim Jong-Il era.
There is thus no simple answer to questions around the new regime’s direction in
dealing with the country’s stagnant economy and international isolation.
Yet, it is clear that given North Korea’s present economic capabilities, economic
rehabilitation is unfeasible without the external assistance and normalization of
foreign relations, which could only be possible with the abandonment of its nuclear
development programs, not to mention a major shift in economic policy direction.
It is widely accepted that the country’s economic performance is becoming more
sluggish and that living standards of many ordinary North Koreans have deteriorated; a situation that is clearly reflected in the recent recurrence of food crises and
malnutrition among its vulnerable population. According to the World Food Pro-
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gram (WFP), Food and Agriculture Organization (FAO), and United Nations Children’s Fund (UNICEF) Rapid Food Security Assessment (RFSA) mission in 2011,
North Korea’s total food deficits for the 2010/11 fiscal year were estimated to be
886,000 tones. More than six million North Koreans were reportedly in urgent
need of external food assistance. The reduction of food shipments and other humanitarian aid (including fuel and fertilizer) from the international donor community has further negatively affected the country’s nutrition situation.
North Korea’s current nuclear standoff and its reluctance to embrace reforms
have undermined the engagement policy approach of the international community.
Given Pyongyang’s nuclear brinkmanship and the intensified tension in the region,
skepticism is growing among many South Koreans about the role that external assistance can play in North Korea’s transformation. Indeed, donor fatigue has arisen
in many countries, which resulted in the decline of humanitarian assistance. Moreover, the policymakers of South Korea, Japan and the United States have taken a
cautious stance towards economic assistance and political rapprochement with regard to Pyongyang, an attitude that is likely to persist unless the regime freezes its
nuclear programs.
Deteriorating relations between the two Koreas in recent years have led to the
urgent need to restore inter-Korean economic cooperation and political dialogue.
Considerable achievement in humanitarian assistance and economic exchange during the last decade notwithstanding, relations between the North and South have
not been cordial. Indeed, the humanitarian assistance of donor countries has proven quite vulnerable to changes in the political and military environment of the Korean Peninsula. For South Korea and its neighboring countries, the North is a
source of great regional turbulence, and Pyongyang’s development of nuclear weaponry will very likely alter the entire security situation of East Asia. Added to this,
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the food shortage and economic crisis possess a great likelihood of creating socioeconomic instability in the region. In this regard, ‘the soft landing’ of North Korea’s economic transition coupled with denuclearization is a critical goal for South
Korea and its neighbors.
In terms of the demand by the international community for the termination of
North Korea’s nuclear programs and the regime’s attempt to take advantage of the
rewards of compliance, as O’Hanlon and Mochizuki (2003) emphasized, “a grand
bargain” between North Korea, South Korea, the United States, China, and other
stakeholders is necessary in order to end the prolonged nuclear crisis. These actors
must adopt a proactive engagement strategy if Pyongyang is to be persuaded to
reform its foreign and economic policies, and create conditions conducive to overcoming protracted economic hardship. In this context, there is a need to build a
framework of multilateral cooperation that involves relevant neighboring countries
and international organizations in order to break through North Korea’s nuclear
stance.
It is clear that the fundamental problem behind the current impasse in the sixparty talks on denuclearization and the growing tension within the East Asian region lies in North Korea’s nuclear ambitions. Therefore, a paradigm shift is urgently
required from the regime’s current strategy of brinkmanship to greater efforts to
transform the economy and create better international relations. Nevertheless,
when observing the trajectory of the six-party talks, other participants in the multilateral negotiations cannot be absolved of responsibility for the current nuclear
stalemate, given that the policies of South Korea, the United States, China, Japan,
and Russia have all struggled to deal effectively with North Korean issues. There is
thus a wide gulf among participants in terms of policy on the continuation or
withdrawal of assistance to North Korea (Schoff, Perry and Davis 2008). Therefore,
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the international community should draw up a concrete blueprint for moving beyond North Korea’s current economic and diplomatic stalemate. Along with tasks
facing South Korea with regard to the recovery and reform of the regime’s economy, there are political/economic problems that must be resolved with both neighboring countries and international organizations. Even if North Korea adopts a
proactive approach to resolving the current nuclear standoff, financial and technical
support from international donors will still be required if the country is to improve
foreign relations and overcome its economic hardship.
In this regard, the effective provision and management of foreign aid is an important enticement in holding North Korea to its word, as well as ensuring close
cooperation among stakeholders. The establishment of multi-donor Trust Funds
(MDTFs) could be a feasible option for promoting resource mobilization and aid
coordination in providing development assistance to North Korea (Zang 2002;
Babson 2004 and 2006; Morrow 2006; Zang 2008). As almost all pooled Trust
Funds implemented in developing countries have governance arrangements involving bilateral donors and multilateral organizations (Graves et al. 2008; Scanteam
2007; Schiavo-Campo 2003), the creation of Trust Funds for North Korea could
provide a policy forum in which Pyongyang might engage with its international
donors.
Moreover, MDTFs could give North Korea the chance to access aid packages
covering financial and technical assistance from international financial institutions
(IFIs)—such as the World Bank and the Asian Development Bank (ADB) — before it obtained full membership of these institutions. The World Bank’s support to
the West Bank and Gaza, Timor-Leste, and South Sudan are good examples of the
involvement of IFIs in Trust Fund arrangements for countries or regions before a
full eligibility for the Bank’s lending services. The establishment of special Trust

14
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Funds for North Korea also could improve both the quantity and quality of external assistance.
At this point, we might consider the establishment of an aid coordination agency for North Korea, provisionally named the ‘North Korea Development Assistance Group’ (NKDAG), as the principal MDTF governing body upon agreement
amongst international donors to establish the first special Trust Fund for North
Korea. Under the broad consultative framework for consolidating tripartite cooperation between North Korea, South Korea and international donors, the NKDAG
could provide an administrative mechanism for MDTFs for North Korea. Considering the reconstruction and development benefits of MDTFs, and the aforementioned aid coordination mechanism for developing countries, the establishment of
special Trust Funds could help stimulate North Korea’s economic rehabilitation,
thus creating a favorable environment conducive to the active involvement of foreign donors in the process of the country’s socio-economic transformation.
In light of this concept, this paper explores multilateral engagement in North
Korea’s economic rehabilitation with particular focus on the possible establishment
of MDTFs. After conducting a detailed examination of the country’s current economic situation and inherent problems, the paper reviews the record of international assistance to North Korea since the mid-1990s. This part of the paper
demonstrates the declining trend in foreign aid, especially following the international dispute over the regime’s nuclear development programs. It also addresses major
problems associated with international aid to North Korea, while suggesting some
policy measures for improving the quality of aid delivery. Part 4 of the paper provides a conceptual understanding of international assistance and the MDTFs by
exploring the roles of aid coordination, management practices in multilateral aid,
and the potential benefits of Trust Funds. In order to draw some implications for
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Trust Funds for North Korea, this part also examines the two MDTFs established
for the West Bank and Gaza, and Vietnam.
The paper then endeavors to articulate the establishment of MDTFs at early
stages of denuclearization, which would facilitate the dismantling of North Korea’s
nuclear programs. It explores the potential roles of MDTFs in resource mobilization and policy dialogue in the North Korean context. The paper highlights certain
considerations related to areas of support and procedure in the implementation of
MDTFs for North Korea. It also draws attention to issues around the establishment of an MDTF governance structure. In examining the potential role of IFIs,
the last part of the paper examines the anticipated roles of Trust Funds and other
forms of economic assistance in North Korea’s economic rehabilitation.

II. Current Situation of the North Korean Economy

1. Macroeconomic Situation
The North Korean economy has emerged from the worst of the economic
doldrums of the 1990s, but it still suffers from the effects of long-term strain and
chronic poverty. One of the few socialist countries left in the world, North Korea
faced serious famine in the late 1990s, the period officially referred to as the ‘Arduous March’ by the regime. Along with the inefficiencies of its policy of self-reliance
and a centrally planned economy, the deterioration in foreign relations and the subsequent deepening of international isolation following the demise of the Soviet
Bloc led to shortages in energy, raw materials, and foreign currency. According to
the Bank of Korea (South Korea’s central bank) estimates, by the end of 1990s, the
North Korean economy had shrunk to about 40 percent of that of 1989, as it averaged 4.3 percent negative annual growth in consecutive years from 1990 to 1998.
Such severe economic depression could be seen in its decreased foreign trade, the
total in 1998 being estimated at USD 1.408 billion, that is, a mere third of the
USD 4.17 billion it enjoyed in 1990 (KOTRA 2001).1
From the beginning of the 2000s, the North Korean regime placed greater emphasis on economic recovery, prioritizing the normalization of the key sectors of

1

In 2010, North Korea’s trade volume was reportedly returned to the 1990 trade volume of USD 4.174 billion,
largely due to sharply increased trade with China. According to the Bank of Korea, the estimated Gross National Income (GNI) of North Korea in 2009 was USD 22.4 billion, which is still lower than the USD 23.1
billion in 1990.
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energy, transportation and heavy industry, as well as increased production of daily
necessities. It gradually drove economic policy in a somewhat pragmatic direction,
aiming to alleviate the adverse effects of the economic breakdown of the 1990s.
For example, the United (Yonhap) Enterprise System, which had been the core basis
of the regime’s centralized industrial management, was restructured in 2000 in order to improve the productivity of state-owned enterprises (SOEs). Moreover,
Pyongyang implemented new economic management policies in the summer of
2002, known as ‘the July 1st Economic Management Improvement Measures’. Political slogans coined in the early 2000s, including Sinsago-ron (a new way of thinking)
and Danbeondoyag-ron (a single leap forward), reflected Pyongyang’s attempts to tackle prolonged economic hardships.
Since late-1990s, the regime has claimed that the country will open the gate
leading to the status of a Gangsungdaeguk (great, powerful and prosperous nation) in
April 2012, the 100th anniversary of the birth of the North Korean founder, Kim
Il-Sung. It has been observed that North Korea has increased the state budget and
investments for the normalization of production activities in the so-called four
leading sectors (metal industry, electricity generation, coal mining and the railroads),
which were selected as sectors that would drive industrial rehabilitation. Consequently, the construction of new infrastructure and the implementation of rehabilitation projects for existing facilities were increased, and production in some SOEs
and factories allegedly escalated in the late 2000s.
However, although North Korea has invested greater efforts in improving its
economic condition, its recovery has stagnated and the regime seems to lack the
capacity to resolve food shortages and economic problems. As shown in Figure 1,
the North Korean economy began renewed growth in 1999 but recovery in the
2000s has been unstable with year-to-year fluctuations. Annual growth rates of more
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Figure 1. Estimated Growth Rates of the North Korean Economy, 1990–2010
(Unit: percentage points)

Source: Bank of Korea, South Korea.

1 to 4 percentage points in the early 2000s were not sufficient to bring back the
economy from the economic collapse in the 1990s. An analysis by the Bank of Korea (2009) demonstrates that the North Korea’s overall economic growth rate from
1990 to 2008 was -0.9 percent, and its national income has been in decline for the
last two decades.
In the pursuit of an ideology of Juche (self-reliance) and the construction of a
self-sufficient national economy, the North Korean regime has continued to emphasize the minimization of external influence. However, it is evident that economic performance during the 2000s has largely been shaped by its foreign relations
and assistance from the international community. The North Korean economy
achieved about 6 percent growth in 1999 and had maintained positive growth performance until 2005, thanks in part to humanitarian and energy aid from neighbor-
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ing countries and international organizations as well as increased inter-Korean economic cooperation. However, economic growth rates fell into negative numbers in
2006 and 2007 due to the country’s worsening foreign relations and a sharp reduction in international assistance in the wake of long-range ballistic missile launches
and an underground nuclear test in 2006. A sluggish economy continued to prevail
as sanctions against Pyongyang intensified and inter-Korean relations stalled.
In recent years, North Korea launched a mass mobilization strategy in its attempt to effect the transformation of the country into a Gangsungdaeguk (great,
powerful and prosperous nation). The regime needed to improve the economic
situation in order to create favorable political conditions conducive to gaining public support for succession to the third generation of the leadership. Accordingly,
compulsory mass mobilization campaigns have been implemented, as demonstrated in events such as ‘the 150 day-battle’ that started in April 2009 and the subsequent ‘100 day-battle’ the following September. The recent promotion of major
construction projects—including road repairs around the Pyongyang area and the
‘hundred thousand homes building project’— could also be understood in this context. Indeed, North Korea has expanded investments in its industrial sector, and
outputs from some factories and industries have reportedly increased. The North
Korean media has frequently reported the achievements of government projects,
especially in the four aforementioned leading sectors, highlighting the increase in
electricity generation facilitated by rehabilitation and construction of hydropower
stations; the escalation of thermal power based on increased coal supply; and rises
in mining production following improvements in electricity supply and the expansion of major facilities. As a short-term effect, such a mass mobilization strategy
and increased inputs of resources might stimulate economic growth.
North Korea’s foreign trade volumes have increased in spite of deterioration in
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international relations and intensified economic sanctions following the second
nuclear test in June 2009. North Korea’s foreign trade has grown substantially over
the last decade from a starting point of USD 1.969 billion in 2000 USD 4.174 billion in 2010, the largest recorded trade volume since 1991.2 Looking at foreign
trade data for 2010, the regime recorded an export volume of USD 1.513 billion,
an increase of 42 percent over the previous year. North Korea’s major export items
are mineral products, textiles, machinery, and electrical/electronic products. Its imports also increased by 13 percent in 2010, recording a figure of USD 2.66 billion,
major import items being energy resources, food items, textiles and machinery.

Figure 2. North Korea’s Foreign Trade, 1990–2010
(Unit: USD millions)

Source: KOTRA.

2

Korea Trade Investment Promotion Agency (KOTRA) data on North Korea’s foreign trade excludes interKorean trade.
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The country’s foreign trade during the 2000s has consistently risen, due mainly
to the expansion of trade with China. Bilateral trade with its giant neighbor recorded USD 3.465 billion in 2010, consisting of exports worth USD 1.187 billion and
imports of USD 2.277 billion (KOTRA 2011). Sino-North Korean trade reached
83 percent of the total external trade of North Korea in 2010— rising from 53
percent in 2005, to 67 percent in 2007, and to 79 percent in 2009. This recent increase in trade volume between the two countries demonstrates North Korea’s
greater economic dependency on China and the cushioning effect of Chinese trade
on the economy of the former at a time of tough economic sanctions from neighboring countries, particularly South Korea and Japan following the North Korean
nuclear standoff. It also highlights an increase in imports from China since the early
2000s, and North Korea’s growing trade deficits (e.g. USD 1.09 billion in 2010).
North Korea’s recent mass mobilization strategy could not continue for long.
Along with shortcomings of the mass mobilization strategy and the regime’s bans
on market activities, intensified economic sanctions from the international community and the subsequent reduction of external assistance will make it difficult for
the North Korean regime to achieve significant economic growth. As demonstrated in Table 1, North Korea’s economic policy under Kim Jong-Il did not contain
the progressive reform measures that might have addressed the inefficiencies of the
economy. In 2002, some market elements were included in the so-called ‘July 1st
Economic Management Improvement Measures’,3 but these policies were amended in the mid-2000s in order to restore the regime’s centrally planned system and
3

Policy measures in the 2002 reform consisted of six major elements: adjustment of state-controlled prices to
realistic levels and increased salaries to compensate for the rapid hike in prices; partial abolition of the public
distribution system; decentralization of the state planning system; partial liberalization of the decision-making
process in SOEs; rationalization of foreign exchange rates; and strengthening of a material incentive system to
enhance labor productivity (see Lee 2004a, pp. 106-110).
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Table 1. Orientation of North Korea’s Economic Policy during the Kim Jong-Il Regime
Link to ‘military-first policy’

Attempts at industrial normalization through production recovery of the four leading sectors

- Emergence of the National Defense Committee as the
key decision-making organ of the North Korean regime- Pursuit of an economic recovery strategy that highlights
after Kim Jong-Il’s formal inauguration in 1998
the normalization of the four sectors (metal industry, elec- Top priority of the regime is to gain military strength, and tricity generation, coal mining, and the railroads), which
maintain the support of the Labor Party and conservative precipitates a chain reaction with other industrial sectors
wing of the military
(power, machinery, transport, etc)
- North Korea’s economic policies have been heavily influ-- An increase in the percentage of the government budget
enced by political and ideological decisions.
allocated to the four leading sectors
- The continuation of heavy emphasis on the defense indus-- For example, a 49 percent budget increase in 2008 for the
try and a policy of Juche (self-reliance)
four leading sectors (although the total budget only in- Available resources have been channeled primarily into creased by 3 percent)
development of defense and heavy industry.
- Increased investment to combat energy shortages and
- The regime’s policy driving rehabilitation of the North Kore- power generation problems
an economy —development of the defense industry— is- Use of mass mobilization campaigns, such as the 150 day
to stimulate production in the heavy and chemical indus- battle in 2009
tries, thus revitalizing the agriculture sector and light indus-- By 2012, the regime apparently aims to have restored
try.
production levels in the manufacturing sector to those of
the late 1980s, the highest industrial performance period
in the country’s history; however, recent production output
of most industries has not reached such a level.

Partial economic openness to the utilization of for- Increased importance of science and technology in
eign capital and technology
North Korean economic policy and management
- The regime has attempted to make partial policy changes in
- The regime proclaimed 1999 ‘The Year of Science and
order to improve international economic relations and atTechnology’
tract foreign investors since the early 2000s.
- During the 2000s, the development of science and tech- The Sinuiju Special Administrative Zone and Kaesong Indusnology was highlighted as one of three major measures—
trial Complex were established in 2002
along with advances in the military power and the
- The International Trade Arbitration Committee was inaugustrengthening of socialist ideology—that would achieve
rated under the auspices of the Trade Department in 2004.
the state objective of building a strong nation
- By the end of 2011, 123 South Korean companies had
- Increased budget for the development of the information
operations in Kaesong Industrial Complex, hiring about
and communication technology (ICT) sector
46,000 North Korean workers.
- Greater effort on cultivating high-quality IT professionals
- Dozens of joint ventures with Chinese companies have
- Five-year plans for science and technology development
been established in mining and manufacturing sectors (e.g.
have been ongoing since 1998, the third stage of which
Chinese investment in 20 North Korean mines, with 31
has been implemented from 2008 to 2012
development projects)
- Policy emphasis is placed on the modernization of factories
- The amount of official Chinese investment in North Korea
and enterprises based on the development of technology,
increased from USD 1.12 million in 2003 to USD 41.23
and cooperation with foreign firms and institutions.
million in 2008.
- The expansion of mobile telecommunication services by
- In 2009, the Rajin-Seonbong area was designated as a
means of foreign investment from Egypt’s Orascom Telespecial administrative zone.
com has been ongoing since 2008
- In June 2011, a Sino–North Korean joint investment plan
was announced with an unprecedented inauguration ceremony for the Rajin-Seonbong special zone and
Hwanggeumpyeong area near Sinuiju.

II. Current Situation of the North Korean Economy

23

strengthen its control of the economy. The retreat of North Korea’s economic
relaxation was clearly apparent in the so-called ‘currency reform’ of November
2009 that aimed to suppress the expansion of private economic activities. Indeed,
the regime continued to emphasize a Songun (military-first) policy and channeled
substantial amounts of state resources into the defense industry, ignoring development of the agriculture sector and light industry.
The living conditions of ordinary North Koreans reportedly deteriorated as a
direct consequence of the regime’s failed attempt to tighten state control over its
unofficial private sector in the late 2000s. Faced with the potential political threat
from the widespread market activities of the general public, the regime has made
several attempts to impede the expansion of the informal economic sector;4 currency reform in November 2009 was one such effort. However, the attempt to limit
market influences through currency reform ended in failure. Immediately after the
currency reform, public dissatisfaction became widespread because food and
commodity shortages caused unprecedented price hikes.
Pyongyang’s attempt to gain control over unofficial market activities without ensuring the proper supply of the food chain or restoration of the public distribution
system (PDS) led to chaos in the daily economic activities of ordinary people. Figure 3

4

Tension between North Korea’s centrally planned system and the expansion of informal markets has been
apparent since the late 1990s. Due to serious food shortages and the malfunction of state apparatus, many ordinary North Koreans have resorted to engaging in their own private economic activities—such as the sale of
agricultural products in farmers’ markets and the home production of consumer goods—in order to survive
economic hardship. Informal market activities also include black market trading, unofficial production and service activities, and private income generation in the workplace. These dealings are often associated with corruption, the unofficial trade of resources between state-owned enterprises, and the theft of equipment and products from the workplace. Given that such a market mechanism is in operation in the informal sector, the private earnings of workers and their households have created an income disparity between these individuals and
those who limit themselves to state employment and the public distribution system.
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Figure 3. Market Trends in Rice Prices in North Korea after the November 2009
Currency Reform
(Unit: North Korean Won)

Source: The Daily NK (available at http://www.dailynk.com/korean/market.php).

shows price fluctuations in rice in three major cities, exemplifying sharp price increases in agricultural and consumer goods after the currency reform, and the inability of the state authority to manage inflation and its ailing economy. The regime officially announced a policy of closure of all general markets and prohibition
of the use of foreign currency by ordinary citizens in December 2009; but the
markets reportedly continued to operate and informal economic activities amongst
the population persisted. The regime reportedly loosened its control over the operation of consumers’ markets from May or June of 2010, meaning that engagement
in individual private economic activities escalated.
The industrial structure of North Korea includes large agriculture and mining
sectors. As shown in Table 2, in 2010, the agriculture sector accounted for 20.8
percent of North Korea’s gross domestic product (GDP) and the mining industry
represented 14.4 percent. Due to a drastic fall in production—in the heavy and
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chemical industries in particular—in the 1990s, the proportion of the national
economy devoted to the manufacturing sector declined and agriculture expanded
up to the early 2000s. Indeed, the manufacturing sector, which had contributed 22.5
percent of GDP in 1995, decreased to 17.7 percent in 2000.
With greater input of economic resources in the coal and so-called four leading
sectors since the early 2000s, the significance of mining, and heavy and chemical
industries has increased. In 2010, the share of the heavy and chemical industries
was estimated at 15.3 percent of GDP, whereas that of the light industry remained
at 6.6 percent (Bank of Korea 2011). Since the regime has made greater effort to

Table 2. Changing Industrial Structure of the North Korean Economy
(Unit: percentage, nominal value)
Year

Agriculture
Sector

M anufacturing and
M ining Sector

Service and Construction Industry

Water, Gas and
Electricity

1956

26.1

40.1

33.8

N/A

1960

28.9

41.3

29.8

N/A

1970

21.5

57.3

21.2

N/A

1980

20.0

60.0

20.0

N/A

1990

26.8

42.8

25.3

5.1

1995

27.6

30.5

37.1

4.8

2000

30.4

25.4

39.4

4.8

2001

30.4

26.0

38.8

4.8

2002

30.2

25.8

39.6

4.4

2003

27.2

26.8

41.5

4.5

2004

26.7

27.2

41.7

4.4

2005

25.0

28.9

41.8

4.3

2006

23.3

29.6

42.6

4.5

2007

21.2

31.3

42.9

4.6

2008

21.6

34.6

40.5

3.4

2009

20.9

34.8

40.1

4.1

2010

20.8

36.3

39.0

3.9

Source: Bank of Korea.
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increase the production of coal and other mineral products for both domestic use
and export to China, the size of the mining industry in the economy has steadily
increased—accounting for 7.7 percent in 2005, 12.7 percent in 2009, and 14.4 percent in 2010. In contrast, the volume of the agriculture sector in terms of GDP
declined from about 30 percent in the early 2000s to 20.8 percent in 2010.
In terms of the employment structure of the North Korean industry, the agriculture and manufacturing sectors employ about 36 percent and 23.6 percent of the
total labor force (12,184,720 people), respectively (DPR Korea Central Bureau of
Statistics 2009). According to the 2008 census, 4,386,895 people were engaged in
agriculture and fisheries; more people were engaged in the primary sector than in
manufacturing (2,882,982); and North Korean laborers working in the mining industry numbered 718,195, or 5.9 percent of the total labor force.
The population census conducted by the regime’s Central Bureau of Statistics
with assistance from the United Nations Population Fund (UNFPA) in 2008 recorded that the population of North Korea in 2008 was 24,052,231. For 15 years,
the country’s total population had grown by an average of 0.8 percent per year
when compared to its 1993 figure of 21.2 million. This population growth rate was
almost 1.5 percent in the 1980s. Life expectancy of North Koreans (male: 65.6;
female: 72.7) in 2008 remained at a level similar to that of the early 1990s (male:
68.4; female: 76). Such a decreased population growth rate was the combined result
of deterioration in nutrition and health, increased mortality, a lower birth rate, and a
rise in the number of North Korean defectors after the economic crisis of the
1990s. According to the census, the maternal death rate increased from 54 in
100,000 women in 1993 to 77 in 2008; and infant mortality deteriorated from 14 to
19 out of every 1,000 live births over the same period. These figures reflect a shortage of medical services and the persistence of maternal health problems caused by
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economic hardship.
Population loss due to malnutrition and chronic economic difficulties since the
mid-1990s might lead to a shortfall in the young labor force in the future. According to Statistics Office of South Korea data, during the ten years from 1995 to 2004,
North Korean population loss was estimated to be about 610,000 (death rate rise
of 480,000; birthrate decline of 130,000). Moreover, the 2008 North Korean census reveals that the population of the 20–34 years age group is much lower than
that of the 35–44 years age group, and that the population of those under the age
of 15 has continuously declined. Such a fall in the birth rate is attributable to a
trend towards later marriage amongst young people, and an increase in the use of
contraceptive measures due to economic hardship and uncertainty about the future.

Figure 4. Working Population by Industrial Sector
Agriculture, forestry, fishing
Mining
Manufacturing
Electricity and gas
Water supply
Construction
Wholesale and retail
Transportation
Accomodation and food
Financial and insurance
Professional and Scientific
Administration
Education
Health and social work
Arts and entertainment
Other services

Female
Male

0%

5%

10%

Note: the working population is 16 years of age and above.
Source: DPR Korea Central Bureau of Statistics (2009).
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2. Agricultural Performance and Food Shortages
North Korea has put great emphasis on its economic policy for the increase of
agricultural production, but its chronic food shortages have yet to be resolved. Reform elements in the regime’s agriculture policies have been very limited; thus, the
desired outcome—to overcome food insecurity—has not been achieved; due in
part to the inefficiency of the collective farming system, and a shortfall of investment in resources including fuel, fertilizer, pesticides and farm machinery. Given its
weak production infrastructure and low agricultural productivity, it is obvious that
North Korea is limited in its ability to resolve the food shortages on its own.
North Korea’s food situation has been influenced principally by adverse weather
conditions on the state of its crops; its commercial import capacity; insufficient
assistance in the form of food and fertilizer from international donors; inefficiency
in the PDS; the price of domestic cereals in farmers’ markets; and international
food prices (Kwon and Nam 2010). These various contributory factors reflect the
weak structure of the agriculture sector and related shortcomings in the economy.
North Korea’s food situation reportedly improved in the early 2000s, with total
domestic cereal production of approximately 4.5 million tons in 2005 (Kim and Ji
2006). Given that production in 1991 was estimated to be about 4.4 million tons,
output rates by 2005 can be regarded as constituting a recovery to the level immediately before the country’s economic disruption in the mid-1990s. Key contributory factors in the food production upturn in the early 2000s included favorable
weather conditions; an improvement in irrigation facilities in the main farming regions; the introduction of a double-cropping system; the planting of spring barley
and spring wheat; and an increased supply of chemical fertilizer. Indeed, the humanitarian donation of fertilizers from the South Korean government and non-
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Table 3. Annual Food Supply and Demand, 1991–2005
(Unit: 1,000 MT/marketing year)
Supply
Crop
Year

Requirement

Support
Domestic Foreign
from South
Production Imports
Korea

Total
(A)

M inimum Re- Recommended
quirement (C) Requirement (D)

Shortfall
C-A

D-A

1991/92

4,427

1,290

-

5,717

4,934

6,002

-783

285

1995/96

3,451

962

150

4,563

5,145

6,258

582

1,695

2000/01

3,590

1,225

500

5,315

5,280

6,422

-35

1,107

2001/02

3,946

1,400

-

5,346

5,307

6,456

-39

1,110

2002/03

4,134

1,005

400

5,539

5,343

6,500

-196

961

2003/04

4,253

809

400

5,462

5,388

6,554

-74

1,092

2004/05

4,311

697

300

5,308

5,442

6,619

134

1,311

2005/06

4,540

450

500

5,490

5,496

6,685

6

1,195

Source: Kim and Ji (2006, 96).

governmental organizations (NGOs) represented the principal external input to the
improvement of the situation. The total amount of chemical fertilizer deployed in
North Korea in 2004 is estimated to have been in the region of 200,000 tones,
About 72 percent of which (160,000 tons) was supplied by international donors—
mainly from South Korea (KoFC 2010, 549).
However, the possibility that the food crisis will reoccur has always lingered.
Domestic food production is unable to meet the needs of the population and the
average annual food deficit has remained at approximately one million tons since
the mid-1990s (UN 2011). Along with unfavorable weather conditions in the late
2000s and the rise of international crop prices, the drastic reduction of food assistance from South Korea and international donors has led to greater food insecurity
in North Korea. Food assistance from South Korea and other international donors
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has rectified a substantial portion of the North Korean food deficit; however, as
international humanitarian assistance has decreased since the late 2000s due to the
nuclear standoff and deteriorating inter-Korean relations, the country’s food shortage has become more serious. For example, the halting of fertilizer aid from South
Korea in 2008 had a negative impact on cereal harvests. The FAO estimated that
the regime’s domestic food production in 2008 was 4.21 million tons, that is, lower
than that of 2005 (4.54 million tons).
In February and March of 2011, in response to an urgent request by the North
Korean government, the WFP, FAO and UNICEF implemented their RFSA mission. The RFSA report indicates that estimated domestic food production in the
marketing year 2010/11 was 4,252,000 tons and the total food deficit would be
about 886,000 tons if there were no further food imports. This joint mission recommended the assistance of 297,000 tons of cereals and 137,000 tons of fortified
blended food to the 6.1 million people who were facing severe food shortages. In
the absence of adequate commercial imports or external food assistance, annual
food consumption per capita would be reduced from 174kg to 138kg (WFP, FAO
and UNCIEF 2011, p. 16). The most vulnerable sections of the population are ordinary working families, women, children, and the elderly—who are solely dependent on the PDS. Unlike elite classes who are given priority in the receipt of food,
and farmers who are in a position to conserve their produce for personal own consumption, PDS-dependent households experience comparatively more severe difficulties when rations are cut. According to WFP, the average food intake per day
through the PDS was 190g in May 2011 and a further 10g two months later. Even a
cereal ration of 200g per day constitutes a mere third of the working adult minimum daily caloric requirement recommended by the World Health Organization
(WHO). A nutrition survey conducted in October 2009 by the North Korean Cen-
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Figure 5. Nutritional Status of North Korean Children
(Unit: percentage)
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Source: WFP/FAO/UNCIEF (2011), p. 26 (adapted from CFSAM 2010 Report).

tral Bureau of Statistics with support from UNICEF revealed chronic malnutrition
amongst North Korean children. As illustrated in Figure 5, the survey found that
32 percent of children showed stunted growth, 18 percent were underweight, and 5
percent were emaciated.
In summary, the North Korean regime has set an increase in domestic food
production and alleviation of food shortages as a policy priority5, but has neglected
the fundamental reform of its strategy of socialist collective farming, and approach

5

In the 2011 New Year joint editorial of North Korea’s major newspapers, the increase of food production in
the agricultural sector was highlighted as one of the country’s major tasks in stating that, “agriculture is the key
to the resolution of the people’s living problems.”
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to foreign assistance and investment. The partial changes in agriculture policy and
management thus show clear limitations in the ability to raise productive capacity.
The capacity of the country to produce the volume of fertilizer, pesticides and
farm machinery that might contribute to the necessary level of production has not
improved much so far. Indeed, the supply of fertilizer reportedly dropped following the termination of support from South Korea in 2008; and other humanitarian
projects in the agricultural sector supported by UN agencies and international
NGOs have been scaled back or have ceased altogether since the mid-2000s. In this
regard, Pyongyang urgently needs to improve foreign relations if it is to obtain the
necessary external assistance to help increase agricultural production.
When we look at the early stages of reform in China and Vietnam, strengthening personal incentives and granting autonomy in production played a key role in
increased agricultural production. China dismantled its collective farming system,
while adopting a so-called ‘production responsibility system’: individual farmers and
households became the standard unit of production and, as farmers paid taxes,
incentives for and autonomy over output intensified. Moreover, the improvement
of farmers’ income contributed to the development of local township enterprises
in rural China. From these cases of reform—and similar ones in Vietnam—it is
clear that a fundamental overhaul of the North Korean agriculture sector is critical
if the country’s rural economy is to be revitalized.

3. Industrial Trends
North Korea’s manufacturing sector recovered slightly in the late 2000s although the pace of recovery in production remained slow. Following the regime’s
enhanced investment in the so-called four leading sectors and the mining industry
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from the beginning of the early 2000s, the operating rates of some factories and
enterprises in areas such as metal, machinery and defense have risen since the mid2000s. In the late 2000s, some industrial management policy changes were made
that placed the emphasis on heavy industry and paved the way for the resumption
of investment in large-scale chemical plants. According to the North Korean media,
the government has invested in the renovation of certain major chemical production facilities, including the construction of fertilizer production plants under the
Heungnam Fertilizer Enterprise and Namheung Youth Chemical Enterprise. This
move represented the regime’s first large-scale facility investment in the manufacturing sector since the mid-1990s (Lee et al. 2010).6 Aside from the four leading
sectors, there is also relatively active production and investment in the cement industry, which is experiencing an increase in demand due to the construction of
several power plants and construction projects in the Pyongyang area.
The operating rates of some North Korean factories in the metal, machinery,
cement and clothing industries have partially recovered. However, the level of recent production in the manufacturing sector has not reached even that of the late
1980s. Table 4 shows the estimated production outputs of the North Korean manufacturing sector in 2009. Comparing the past production levels of these industries
in recent years, only cement production has recovered near-1980s levels; production
in the chemical industry—such as fertilizer—has not increased much compared to
the worst period of the late 1990s.
6

North Korea has focused on the repair and modernization of existing factory facilities in order to increase the
operating rate and production of its manufacturing sector. It has been reported that state-owned industrial facilities have been divided into that scheduled for demolition, repair or reconstruction, the regime pursuing a policy of “technological repair/reconstruction and modernization” (Lee et al. 2010). In September 2000, substantial numbers of North Korean factories and enterprises—including Daean Glass Factory—were shut down
and production in others with low production was halted.
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Table 4. Production Outputs of North Korea’s Major Manufacturing Industries
North Korea

South Korea

South/North (times)

Cars (thousand units)

4.4

3,513

798.4

Crude Steel (1,000M Ts)

1,255

48,572

38.7

Cement (10,00M Ts)

6,126

50,126

8.2

466

2,558

5.5

Shipbuilding (1,000G/T)*

214

24,803

115.9

Plate Glass (10,000M ²)

2,777

n/a

Synthetic Fiber 10,000M Ts)

30

135

Chemical fertilizer
(10,00M Ts)

4.5

Note: * North Korean data.
Source: Statistical Office of South Korea (2010).

Recent trends in some of the industrial sectors are as follows: Metal industry
has been continuously emphasized as one of the four leading sectors, but increases
in production and operating rates have been limited. For example, the production
output of crude steel in 2009 was estimated at 1.2 million tons similar to that of
1996. The recovery of metal industry has thus been slower compared to two of the
other four leading sectors, electricity generation and coal. This is due to the insufficient importation of coke, meaning that operating rates at the country’s two main
steel mills—Kim Chaek Steel Factory and Hwanghae Steel Factory—are below
capacity (Lee at al. 2010).
The chemical industry was badly hit by the reduced supply of electricity and
coal in the late 1990s and early 2000s. This in turn led to a drastic decrease in the
supply of raw materials for light industry and the agriculture sector, which eventually precipitated a chain reaction that disrupted North Korean industry in general.
Revitalization of chemical manufacturing seems almost impossible due to its characteristic association with large-scale plants and the requirement for substantial investment. As of 2010, the production level of fertilizer, chemical fiber, and other
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raw materials had not changed much from the worst situations experienced in the
late 1990s (Lee et al. 2010). Electrical, coal and machinery industries have been partially restored, and the regime’s investment in the chemical industry resumed in
2007. However, the production of fertilizers based on the gasification of coal at
Namheung Youth Chemical Enterprise, and repair work at the February 8 Vinalon
Enterprise is reportedly not on track.
There has been significant improvement in North Korea’s clothing industry and
telecommunications sector due in large part to foreign investment. Textiles and
clothing—the country’s second largest export products after mineral products—
have continued to promote trade with foreign markets, mainly China. These exports amounted to USD 149 million in 2009 and USD 229 million in 2010, accounting for 14.1 percent and 15.2 percent of North Korea’s total exports respectively (KOTRA 2011). Since the early 2000s, increasing numbers of North Korean
textile and clothing factories have become involved in the processing trade of apparel for Chinese and South Korean factories. Since North Korea cannot produce
raw materials, companies in these neighboring countries provide fabric and other
materials to North Korean plants and pay processing fees to the relevant North
Korean trading companies or factories. Accordingly, in recent years, several clothing
factories in North Korea have increased their production capacity, paving the way
for business with foreign companies through the renewal of facilities.
Telecommunication services have historically been one of the most underdeveloped sectors of North Korean industry. However, since the regime approved
the cellular phone business operations of Egypt’s Orascom Telecom in January
2008, telecommunication services have rapidly expanded. Orascom Telecom has
established a joint venture with the regime’s Korea Posts and Telecommunications
Company (KPTC), Koryo Link. The Egyptian company holds a 75 percent share
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and rights to manage mobile telecommunications in North Korea for 25 years. In
July 2009, Koryo Link was reportedly to have about only 20,000 subscribers, which
according to its business report, had increased to 125,661 by March 2010, 535,133
by March 2011, and 666,515 by June 2011. In 2010, Koryo Link’s sales rose to USD
66 million, a growth rate of 156 percent compared to the previous year. Cellular
phone services are being provided in Pyongyang and larger provincial cities.7
A major problem with the industrial recovery of North Korea is a shortage of
energy. Since the country’s industrial infrastructure consists mainly of heavy and
chemical industries, this energy shortage has hindered normalization. In addition to
a lack of investment in industrial facilities and infrastructure since the economic
crisis of the 1990s, an inadequate electricity supply and limited oil imports have led
to the underperformance of factories and the sluggish operation of transport facilities. According to data from the Korea Energy Economics Institute of South Korea, North Korea’s energy supply in 2009 was estimated to be 15.9 million tons of
oil equivalent (TOE), about 67 percent of the 23.9 million TOE of 1990. As with
the reduced supply, energy consumption per capita declined from 1.07 TOE in
1991 to 0.68 TOE in 2009.8
North Korea’s primary energy source is coal, which represented 67.9 percent of
the country’s energy supply in 2009, hydroelectric power and petroleum accounting
for 19.6 percent and 4.6 percent respectively in the same year (KoFC 2010, p. 130).
The reduction of coal production contributed to the energy shortage. The regime
7

8

As demonstrated by the provision of mobile communication services through the investment of Orascom
Telecom, the North Korean regime has recently shown a more positive attitude towards the modernization of
its industrial infrastructure and trade with foreign companies—mainly from China.
The energy supply gap between North and South Korea, which was 3.9 times in favor of the South in 1990,
had widened by approximately 14 times by 2009, due to a rapid increase in the supply in South Korea and reduced energy production in North Korea (Statistical Office of South Korea, 2010).
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has historically favored a coal-oriented energy supply system due to the country’s
high reserves of the mineral. However, during the 1990s, coal production rapidly
declined owing to a lack of material and equipment supply, and the malfunction of
the transport system. Indeed, several major coal-mining areas in Northern
Pyongnam were devastated by floods in the mid-1990s, which halted production in
this coalfield. North Korean coal production was estimated to have dropped from
31.1 million tons in 1991 to 18.3 million tons in 1999. With the regime’s increased
policy emphasis on and investment in the mining industry, production has risen
since the early 2000s, reaching 24.1 million tons in 2007 and 25.5 million tons in
2009 (Statistical Office of Korea 2010). Nevertheless, this figure showed that the
country’s recent coal production remained lower by about 6 million tons compared
with the level of the early 1990s.
As petroleum amounts to less than five percent of its primary energy demand,
North Korea’s independence in this regard is much higher than that of other developing countries; however, the decline in oil imports has aggravated the regime’s
energy shortage. In the early 2000s, some of the heavy fuel oil supplied by the
United States (about 2–5 thousand tons per month) were used for electricity generation in six thermoelectric power plants, including Pyongyang Thermo Power Enterprise and Seonbong Thermo Power Plant. However, since the Korean Energy
Development Organization (KEDO) fuel oil supply program to North Korea was
wound up in December 2002, most of the country’s petroleum has been imported
from China. The volume of imported oil from China was estimated to have been
519,814 tons in 2009 and 528,315 tons in 2010 (KOTRA 2011, p. 20).
The North Korean regime has designated the expansion of the country’s power
supply as a key prerequisite to economic normalization, but it will be difficult to
surmount the enormity of the country’s electricity shortage. The capacity of North
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Figure 6. North Korea’s Estimated Power Facility Capacities
(Unit: 1,000kW)

Sources: Statistical Office of Korea (2010); the Korea Energy Economics Institute.

Korea’s power plants in 2009 was estimated to be 6.93 million kW.9 North Korea’s
hydroelectric generating capacity was 3.92 million kW (57 percent of the total capacity) and thermal power had a 3.01 million kW power generation capacity (KoFC
2010, p. 133; Statistical Office of Korea 2010). As illustrated in Figure 7, the total
amount of North Korea’s actual power generation in 2009 was estimated to be
about 23 billion kWh, which consisted of 12 billion kWh (53 percent) of hydropower and 11 billion kWh (47 percent) of thermal power. The operational rate of
North Korea’s power generation facilities reportedly constitutes less than 40 percent of their combined potential capacity.
Yet, North Korea’s power generation capacity has seemingly improved since the
early 2000s. The strategies of the regime for relieving the power shortage in the
2000s include constructing small and medium-sized hydroelectric power plants;
repairing old power plants; and increasing coal production in order to promote the
9

This is about 9.4 percent of South Korea’s level (73.47 million kW).
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Figure 7. North Korea’s Estimated Power Generation
(Unit: 100 million kWh)

Sources: Statistical Office of Korea (2010); the Korea Energy Economics Institute.

operation of thermo power plants. The regime focused on the construction of
small and medium-sized power plants (i.e. 100–10,000 kW capacity) during the late
1990s and early 2000s. As a result, about 7,000 small- and medium-sized hydroelectric power plants with the total capacity of about 480,000 kW were established in
operation across the county as of 2008 (KoFC 2010, p. 136). During the late 2000s,
the construction of large-sized hydroelectric power plants—those with a capacity in
excess of 50,000 kW—was promoted. For example, the North Korean media reported the establishment between 2008 and 2010 of Yesung River Power Plant
(100,000 kW) in North Hwanghe; Yeungwon Power Plant (90,000kW) in South
Pyongan; and Wonsan Youth Power Plant (60,000 kW) in Kangwon.
Moreover, the construction of Heecheon Hydro Power Plant (300,000 kW capacity), which had been delayed since the early 2000s, was resumed in 2009 and is
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scheduled to be completed by 2012. The regime has placed great emphasis on the
potential of Heecheon Hydro Plant—which it hopes will help improve the electricity supply to the Pyongyang area—proclaiming it as an landmark in its efforts to
realize the ‘great, powerful and prosperous nation’ by 2012. In terms of the thermal
power subsector, along with the increase in coal production, repairs to two major
power stations—Bukchang Thermal Power Plant in North Pyongan and East
Pyongyang Thermal Power Plant—have also contributed to the expansion of electricity generation.
Despite of the recent improvements in the energy sector, North Korea has yet
to resolve its electricity shortages. This is due to a combination of low operation
rates associated with obsolete power plant facilities and equipment; outdated power
management systems; inefficient transmission and distribution facilities; the regime’s adherence to an energy policy of self-reliance that focuses on the utilization
of hydroelectric power and coal; limited importation of oil; international technology isolation; and suspension of the KEDO light-water reactor (LWR) project.
Since hydroelectric power accounts for some 55 percent of North Korea’s total
electricity generation, its water-dependent system is unable to fully meet industrial
demand. Topographically, the country has rich hydropower resources, but the operation rate of many such power plants is very low due to an insufficient water reserve during dry seasons. Several major hydroelectric facilities operating under the
Yalu River water system, such as Supung, Unbong, Taepyongman and Wuiwon
plants, are run in collaboration with China, and are repaired and maintained with
Chinese assistance in exchange for a share in the electricity generated. However,
most power plants built in North Korea before the 1980s are severely worn out and
thus inefficient. Even small and medium-sized facilities built in the late 1990s and
early 2000s for supplying electricity to local factories and households cannot be
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usefully harnessed to relieve the country’s general energy shortage owing to low
generation capacity and operation rates. Consequently, a considerable number of
small-sized hydroelectric power plants with capacity of less 1,000 kW have reportedly been closed down.
North Korea has about 20 thermal facilities, including Bukchang Thermal Power Plant (1.6 million kW capacity), Pyongyang Power United Enterprise (0.5 million
kW), Chungchun River Thermal Power Plant (0.2 million kW), Suncheon Power
Plant (0.2 million kW), and Seonbong Power Plant (200,000 kW) (KoFC 2010).
They are all coal-burning plants, with the exception of Seonbong, which uses heavy
oil. It has proved difficult to normalize the operation of these thermal power plants
due to the insufficient coal supply, frequent stoppages of facilities owing to lowquality coal, and delays to plant and equipment repairs.
Indeed, due to a lack of investment in and repairs to the country’s power facilities, electricity loss during the transmission and distribution process is estimated to
be as high as 20 to 30 percent (KoFC 2010, 164). Therefore, the improvement of
electricity generation and distribution should be a top priority if industrial recovery
is to be achieved. In this regard, North Korea is in urgent need of large-scale foreign assistance for the construction of new power plants, repairs to old facilities,
the improvement of the transmission and distribution system, and the restoration
of transportation facilities.

III. Review of International Assistance to North Korea

1. The Record of Humanitarian Aid
The international community expanded food aid to North Korea in 2011 in response to the renewed onset of a humanitarian crisis caused by food shortages and
a deteriorating nutritional situation amongst the population. The North Korean
government had been making urgent requests for food aid and relief goods from
UN agencies, international NGOs, and foreign governments since late 2010. The
regime appeared to show a more cooperative attitude in the hope of obtaining outside assistance. For example, in addition to providing official government information on the public rationing system and other socio-economic data, Pyongyang
allowed members of the UN RFSA mission in February 2011 and European Union (EU) delegations for food security assessment in March 2011 access to several
cooperative farms and consumers’ markets in urban areas. Pyongyang also approached dozens of foreign countries—including the United States and European
nations—to request large-scale food assistance.10
In response to North Korea’s request for emergency assistance to relieve ongoing food shortages, the UN Central Emergency Response Fund (CERF) provided
USD 15 million in 2011 to UN agencies working in North Korea (OCHA Financial Tracking Service, January 2012). The European Commission also announced
the provision of EUR 10 million in food aid to North Korea on July 4th 2011. The
10

For example, the Chairman of the Supreme People’s Assembly of North Korea, Choi Tae Bok, requested
food aid during his official visit to the United Kingdom in March 2011.
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EU food supply resumed three years after the European Community Humanitarian
Aid Office (ECHO) closed its office in Pyongyang in May 2008. In addition to UN
agencies and international organizations, about 20 countries, including Australia,
Brazil, India, Ireland, Germany, Norway, Russia, South Africa, Sweden, and Switzerland have recently participated in humanitarian assistance to North Korea. For
example, Russia has shipped a total of 50,000 tons of flour (USD 5 million) to
North Korea in the form of bilateral aid. The United States has not resumed food
shipments to North Korea, but the US government made the decision on August
18th 2011 that it would provide USD 0.9 million in relief supplies following the
massive floods in Hwanghae and Kangwon provinces that had occurred in the
summer of that year. Medicines and relief commodities supplied by United States
Agency for International Development (USAID) arrived in North Korea on September 2nd 2011, and five American NGOs—including Samaritan’s Purse and Mercy Corps—provided USD 1.2 million in humanitarian goods.
However, critical levels of impoverishment and widespread humanitarian need
in North Korea notwithstanding, international organizations working in the country are facing funding shortages. According to a UN report (UN 2011, p. 4), its
agencies mobilized only 21 percent of a projected goal of USD 492 million in 2009,
and only 9.8 percent of a forecast USD 137 million in 2010. In 2011, UN agencies
planned to raise USD 219 million for food aid, agriculture rehabilitation projects,
and medical services, but the total amount of international aid utilized by December 2011 was only USD 97 million or a mere 44 percent of the annual target.
Moreover, nutritional assistance from WFP and the humanitarian activities of other
international organizations have also been significantly reduced due to insufficient
funding (UN 2011, p. 4). The funding shortage in humanitarian aid for North Korea is not a new phenomenon. A declining trend in donor assistance has become

44

Multilateral Engagement in North Korea’s Economic Rehabilitation and Possible Establishment of Trust Funds

apparent through a series of North Korean acts of aggression and a steady deterioration in its foreign relations since the mid-2000s.
According to UN data, from 2000 to 2011, international humanitarian assistance to North Korea amounted to a total of USD 1.876 billion.11 Since the first
humanitarian response to the North Korean famine from UN agencies and NGOs
in 1995, the scale and characteristics of international funding have changed markedly according to inter-Korean relations and Pyongyang’s standing with the international community. Until the early 2000s—when the North Korean government
attempted to resolve its international isolation through the improvement of foreign
relations and expansion of economic activities—the regime received a substantial
amount of aid. As shown in Figure 8, the volume of humanitarian assistance to
North Korea soared from USD 224 million in 2000 to USD 377 million in 2001.
Although the UN’s annual consolidated appeal for North Korea failed to achieve its
target, such major bilateral donors as South Korea, Japan and the United States
expanded the scale of their aid to the country. In addition to these neighboring
countries, European states and some other Western nations that had normalized
diplomatic relations with Pyongyang at the beginning of the 2000s—including Canada
11

This sum is drawn from the database of the United Nations Office for the Coordination of Humanitarian
Affairs’ (UNOCHA) Financial Tracking Service (http://fts.unocha.org). The total figure is calculated based on
1,396 funding items that were reported by individual UN agencies, governments, and NGOs from 2000 to
2011. Considering the extent of funding that went unreported to UNOCHA, the scale of humanitarian financial assistance from the international community to North Korea seems to be much larger than the UN
figure. It is notable that China—the regime’s major political backer—has released figures neither for its overall
official development assistance (ODA) nor the volume of its bilateral aid to North Korea. Although data representing the total amount of financial assistance provided by China to North Korea are not available, it is
known that its neighbor has continued the shipment of food aid and supplies of such strategic raw materials
and products as crude oil, coking coal, and chemical fertilizer. Recently, the Chinese government has also facilitated several industrial development projects; for example, the construction of Taean Friendship Glass Factory
in Nampo was completed in 2005 with Chinese funding of CNY 260 million.
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Figure 8. Humanitarian Aid Flows to North Korea, 2000-2011
(Unit: USD millions)

Source: OCHA Financial Tracking Service.

and Australia—actively participated in humanitarian programs in North Korea. In
2002, the donor community provided about USD 360 million, a similar level of
assistance compared to that of the previous year.
However, North Korean nuclear crisis began to dominate the international
agenda and make a negative impact on support from the international community
for humanitarian work in the country. The nuclear issue re-emerged in October
2002 when the regime reportedly admitted to a uranium enrichment program during a visit from the American Assistant Secretary of State, James Kelly, to Pyongyang. US–North Korean relations deteriorated, and in November 2002, the Bush
administration suspended the provision of heavy fuel oil and the construction of
two LWRs that had been implemented based on the 1994 Agreed Framework between the two countries. In response to the shelving of energy assistance, the regime adopted an aggressive attitude towards neighboring countries and withdrew
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from the nuclear non-proliferation treaty (NPT) in December 2002.
Tension in East Asia was subsequently racked up and the concern of neighboring countries over North Korea’s nuclear arsenal led to the multilateral six-party
talks in August 2003. Since then, negotiations over the regime’s denuclearization
have swung between intermittent progress and setback. Humanitarian assistance
from international donors has fluctuated depending on progress in the six-party
talks at any particular time. After an increase in aid in 2004, there was a drastic reduction in disbursement in 2005 following Pyongyang’s decision to withdraw from
negotiations. As shown in Figure 8, external assistance to North Korea fell to USD
46 million in 2005 and dropped to a low of USD 40 million in 2006. Although several donor countries decoupled political issues from humanitarian aid, many nations
that had been engaged in relief activities since the late 1990s halted food provision
to North Korea, the United States, for example, suspending distribution between
2005 and 2007 (Manyin and Nikitin 2011). Moreover, due to the Japanese abduction incident and the regime’s long-range ballistic missile testing, Japanese humanitarian funding to North Korea—which had been used for food shipment via WFP
and the provision of medical services through the WHO—was canceled entirely in
2005.12

12

Although the visits of Japanese Prime Minister Junichiro Koizumi to Pyongyang in September 2002 and May
2004 augured well for the improvement of North Korean–Japanese relations, the regime’s nuclear and ballistic
missile development program remains an obstacle to any normalization of diplomatic relations between
Pyongyang and Tokyo. The ensuing hawkish position adopted by successive Japanese administrations—
provoked by outraged public opinion on the Japanese abduction incident and the appropriation of other such
North Korean controversies by right-wing groups for their own domestic political ends—has led to more
stringent unilateral sanctions against North Korea, resulting in the suspension of humanitarian support and a
decline in trade between the two countries. The Japanese government also responded with a hard-line stance at
the six-party talks after North Korea’s first nuclear test in October 2006, participating in related United Nations
Security Council resolutions.
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The so-called ‘2.13 Agreement’ reached at the six-party talks of 2007—which
opened up the possibility of terminating North Korea’s Yongbyon nuclear facility
in exchange for the easing of US economic sanctions and the resumption of external energy assistance—stalled amidst recriminations over North Korea’s failure to
comply with the planned actions. The Bush administration announced the provision of 500,000 metric tons of food aid and the resumption of heavy oil supplies
to North Korea in May 2008 (Manyin and Nikitin 2011). The more active engagement of Pyongyang in denuclearization negotiations and the temporary improvement of US–North Korean relations led to an increase in foreign aid in 2007.
However, an inability to resolve the nuclear issue in 2008 and the regime’s second
nuclear device test on May 25th 2009 created negative international feelings towards
North Korea and a subsequent tail off in humanitarian assistance. Furthermore,
the sinking of the South Korean Navy ship the Cheonan and the Yeonpyeong Island incident of 2010 caused further damage to inter-Korean relations, the South
Korean government officially announced the suspension of all economic aid to the
regime on May 24th 2010. Humanitarian assistance to North Korea from the international community dropped back to USD 24 million in 2010, the lowest level since
its initiation in 1995. Although donor disbursement increased in 2011 in re-

sponse to the deteriorating food situation, the declining trend in international
assistance to North Korea will not be reversed unless the regime shifts its policy
stance, and abandons its nuclear development program and improves foreign relations.
For the last decade, international aid to North Korea has been exercised
through three types of body: humanitarian organizations under the umbrella of the
UN, multilateral and bilateral government agencies, and NGOs, the vast majority
of such international assistance being mobilized by the UN. As shown in Figure 9,
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Figure 9. Humanitarian Assistance to North Korea by Donor Type
(Unit: USD)

Sources: OCHA Financial Tracking Service.

UN agencies reportedly provided North Korea with a total of USD 1.213 billion
between 2000 and 2011, that is, about 65 percent of total international funding to
the country. Until the mid-2000s, most assistance to North Korea was processed
under the UN Consolidated Inter-Agency Appeal for the Democratic People’s Republic of Korea (DPRK); but this initiative was halted in 2005 following the regime’s refusal of offers by the UN to facilitate such fundraising efforts (UN 2011,
p.vi). Since then, humanitarian operations in North Korea have been supported by
UN agencies and bilateral donors on an individual basis.
Activities carried out by UN agencies have mostly been financed by UN member states, particularly North Korea’s neighbors. For example, in addition to the
direct economic assistance it has provided to Pyongyang in the form of grants and
long-term loans, South Korea has also contributed food assistance and medical
health services through such UN humanitarian agencies as the WFP, WHO and
UNICEF. In addition, the United States provided North Korea with 2.25 million
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metric tons of foodstuff valued at USD 708 million from 1996 to 2009, about 90
percent of which was shipped via WFP projects (Manyin and Nikitin 2011, p. 15).
More than 70 percent of international assistance to North Korea has been used
for nutritional aid and agriculture sector development. Most of the remaining funds
have been spent on health and medical services, including the provision of basic
medicines and medical equipment. As indicated in Figure 10, a total of USD 1.051
billion, 56 percent of international funding to North Korea, was allocated for food
aid. UN agencies and NGOs have also supported agriculture rehabilitation projects,
including livestock production, supply of seed and chemical fertilizer, development
of a system for pest control, and technical assistance in order to improve North
Korea’s agricultural production. About 13 percent of funding to North Korea has
been deployed in the health and medical services sector. About USD 28 million has
been used for improving the water supply and sanitation/hygiene—especially in
rural areas—during the last decade. However, assistance disbursed in North Korea’s

Figure 10. Sectoral Distribution of International Aid to North Korea
(Unit: USD)

Sources: OCHA Financial Tracking Service.
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education sector has been comparatively very low and the renovation of education
infrastructure has been constrained due to shortfalls in funding (UN 2011, pp. 31–
32). Although UNICEF and several NGOs have implemented education programs,
related international donor aid since 2000 represents a mere USD 3.6 million.
At present, six UN agencies and six European NGOs maintain a presence in
North Korea. Resident UN organizations are the WFP, FAO, UNICEF, WHO,
UNFPA, and United Nations Development Program (UNDP). These agencies
form the UN Country Team (UNCT) for North Korea. UNDP has adopted a representative role in Pyongyang, managing the UN Resident Coordinator’s Office
(UN 2011). Having set up its office in Pyongyang in 1979, UNDP assists the country through several humanitarian and development-oriented projects, including agriculture rehabilitation and environment protection, sustainable rural energy development, and the repair and rebuilding of irrigation facilities.
WFP is the primary channel of the international community’s nutritional aid to
North Korea. In the early 2000s, the agency operated five local offices in Chungjin,
Hyesan, Sinuiju, Hamheung and Wonsan to oversee food distribution and for monitoring activities. Since the late 1990s, WFP has undertaken annual food and crop
assessments in conjunction with the FAO in order to evaluate North Korea’s food
situation. Having established offices in 1996 and 1997 respectively, UNICEF and
the WHO work to improve health and nutritional conditions—especially for young
children and women—while implementing projects for the supply of medicines,
vaccination campaigns, and the rehabilitation of sanitation facilities. These agencies
also continue to conduct nutrition surveys, while providing technical assistance and
training for medical personnel and health care workers.
Although European countries have imposed multilateral sanctions against
North Korea under UN Security Council Resolution 1718, which was implemented
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after the first nuclear test in 2006, the EU has continued to assist vulnerable North
Koreans on humanitarian grounds. European NGOs maintaining resident status in
North Korea include Concern Worldwide (Ireland), Save the Children (UK), Triangle Génération Humanitaire (GH) (France), Premiere Urgence (France), German
Agro-Action (Germany), and Handicap International (Belgium); funding for these
NGOs comes principally from the European Union’s Aid Cooperation Office (UN
2011). The governments of Germany, France and Sweden support medical and
healthcare programs and agriculture projects carried out by the aforementioned
NGOs. From the late 1990s, the Swiss Agency for Development and Cooperation
(SDC) and the Italian Development Cooperation Office have been involved in education development programs, including textbook production and support for
Pyongyang Business School.
Dozens of non-resident NGOs—mainly from South Korea, Canada and the
United States—provided humanitarian assistance from the mid-1990s in such areas
as food relief, education, health and agriculture. Non-resident international NGOs
involved in North Korea include the Mennonite Central Committee (Canada), First
Steps (Canada), the Eugene Bell Foundation (US/South Korea), the Canadian
Food Grains Bank (Canada), and the Hanns Seidle and Friedrich Naumann foundations (Germany) (Taylor and Manyin 2011, 2). Deteriorating US–North Korea
relations notwithstanding, several American NGOs—including World Vision and
Mercy Corps—maintained humanitarian activities in North Korea during the 2000s;
however, the operations of US NGOs stopped when the regime refused American
aid.
Bilateral assistance from South Korean NGOs accounted for the largest share
of non-governmental humanitarian activities during the 2000s, which comprised
agriculture, education and health programs. However, such aid declined sharply in
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the wake of deteriorating inter-Korean relations after 2008; and it ceased completely when the South Korean government implemented tough economic sanctions
against the regime on May 24th 2010 in response to the sinking of the South Korean Navy ship, the Cheonam.

Table 5. Major UN Agencies and International NGOs Operating in North Korea
Organization

Status and Activity

WFP

- Key role in delivering and monitoring food assistance to North Korea since 1995
∙ Channeled 930,012 metric tons of food aid in 2001, w hich fell to a low of 55,218
tons in 2010
∙ Aid activity in North Korea shrank from the involvement of about 160 county areas
in the early 2000s to 60 counties in 2008 due to funding shortages and deterioration in Pyongyang’s external relations.
∙ Assistance focused on vulnerable population groups, especially children, and pregnant and nursing w omen
∙ Food for Work support
∙ 13 local food factories producing enriched, blended food and biscuits in 2011
- Focus on North Hamgyong, South Hamgyong and Yanggang, the three provinces
w ith comparatively high food insecurity in 2011
- Principal funding sources in the 2000s: United States, South Korea, Japan and EU

FAO

- Annual assessment of food and crop situations in cooperation w ith WFP
- Implementation of agricultural development programs in the early 2000s to improve food production
- In the late 2000s, principally supporting projects designed to improve North Korea’s
management capacity for the control of animal diseases (e.g. foot and mouth and
avian influenza).
- M ain operational areas: South Pyongan, North Pyongan and Hw anghae, all of
w hich are close to Pyongyang

UNDP

- UN resident coordinator in North Korea
∙ M aintained an office in Pyongyang since 1979
∙ Operations suspended in M arch 2007 due to disputed allegations regarding the use
of UNDP funds and the employment of national staff.
∙ Resumed operations in September 2009
- Implementation of agriculture recovery, environmental protection, and rural energy
development programs, and capacity development for international trade
∙ Implementation of 106 development projects from 1999 to 2007
∙ Allocated approximately USD 19 million to 106 projects
∙ Utilization of approximately USD three million annually
- Implementation of six development projects since 2009
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Table 5. Continued.
Organization

Status and Activity

UNICEF

- Focus on health, nutrition, sanitation, and education for the improvement of children’s living conditions and maternal nutrition
∙ Provision of complementary nutrition and vitamin A to under fives
∙ Distribution of essential medicines to health centers and hospitals
- Principal funding sources in 2000s: Australia, Denmark, Finland, Italy, Sw eden, EU,
and Germany

WHO

- Established resident office in Pyongyang in 2001
- Support for vaccination and education/training programs for health care providers
∙ Provision of medicines and medical facilities for control of diseases (e.g. malaria,
tuberculosis and measles) and malnutrition
- Operations in about 100 cities and counties
∙ Support for health care centers, hospitals and clinics
- Principal funding sources: UK, Sw eden, Norw ay, EU, South Korea, International
Rotary Club

UNFPA

- Facilitation of North Korea’s 2008 population census
- Provision of education/training to North Korean agencies and experts to improve
the quality of government statistics and data analysis
- Implementation of family planning and reproductive health programs since 1998

International - Provision of a total of USD 220 million in relief assistance during the 2000s
Federation of - Implementation of projects under Cooperation Agreement Strategy, 2009–2012
the Red Cross ∙ Red Cross Societies of nine countries, including Canada, Denmark, Germany and
(IFRC)
Spain, engaged in direct partnership programs w ith the North Korean Red Cross.

Caritas

- Catholic-based international organization composed of 165 regional relief and development agencies
- Involvement in humanitarian support to North Korea since 1995, w ith the provision
of food and relief betw een 1995 and 2008 valued in excess of USD 34 million

Concern
Worldw ide

- Assistance to North Korea since 1998, focusing on agricultural and rural development, health care, nursery development, and food production
- Implementation of development projects in Bukchang, Dukcheon and Hyochang
counties, South Pyongan

Save the
Children UK

- Implementation of humanitarian projects as European Union Program Support
(EUPS) Unit 2
∙Nutritional assistance and provision of sanitation
∙Provision of training to health professionals in conjunction w ith DPRK Department
of Health medical information centers

Premiere
Urgence

Triangle GH

-A French NGO conducting relief activities under EUPS Unit1
- Renovation of hospital facilities and supply of medical equipment
- A French NGO operating in North Korea under EUPS Unit 5 since 2000
- Implementation of agriculture recovery projects, construction of sanitation facilities, and provision of health care initiatives associated w ith the rehabilitation of
drinking w ater systems.

Sources: Choi et al. (2008); Smith (2002); UNDP (2008); United Nations (2011); UNOCHA (2003).
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2. Lessons Learned from Past Aid Activities
The humanitarian intervention of the donor community has contributed to saving millions of vulnerable North Koreans suffering from malnutrition and impoverishment. Such international assistance also helped to prevent the catastrophic
collapse of the North Korean economy in the wake of the famine that occurred in
the late 1990s and the subsequent regional instability in East Asia. However, as
pointed out in the previous section, the North Korean economy is still ailing; and
its future remains bleak for the foreseeable future, as the regime has not implemented any political reform or economic structural adjustment. There is also
mounting criticism amongst international donors with regard to the regime’s reluctance to abandon its nuclear ambitions and take positive action to improve foreign
relations, which would promote international assistance to its vulnerable population
and the revitalization of the economy.
Rather, the continuation of economic aid to North Korea has become a matter
of heated debate.13 Critics assert that international assistance to the regime during
the last decade has not been accompanied by any noticeable reform or move towards economic openness, which leads to the argument that support from the international community should be offered in proportion to the level of North Korean reform and change. Indeed, there is much suspicion that humanitarian assistance provided by international organizations and inter-Korean economic projects
has been diverted—at least in part—for military purposes, and that aid has not
been fairly distributed according to need. For example, it has been argued that the
13

For more detailed discussion on the issues and problems regarding foreign assistance to North Korea, see
Haggard and Noland (2007); Lee (2004a); Manyin and Jun (2003); Manyin and Nikitin (2011); Smith (2002);
and United Nations (2011).
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regime has distributed food aid primarily to politically influential social groups and
regions in order to maintain its authoritarian rule. Thus, symptoms of ‘North Korea fatigue’ have been detected amongst donor countries and international organizations, especially in light of the regime’s nuclear weapons development that has led
to the declining trend in funding. The core of the problem lies with North Korea’s
problematic attitude in that even while it seeks external assistance, the regime is
reluctant to take the progressive reform measures necessary to overhaul its closed
and planned economic system. This section of the paper examines the major problems that have arisen amidst the continuation of international assistance to North
Korea.
2.1. Improving the Transparency of Aid Distribution in North Korea
A great deal of the tension between international donors and North Korea has
arisen owing to restrictions imposed on the operations of NGOs and UN agencies.
The monitoring of international organizations was not sufficiently robust and their
access to the intended beneficiaries was limited. Along with a lack of reliable data in
North Korea, UN agencies and NGOs working in the country have frequently
been prevented from assessing the regions and vulnerable groups they are attempting to serve, and from monitoring the distribution of the aid that they are able to
implement (UN 2011, p. 5).
Against a backdrop of criticism of international assistance to North Korea,
there is concern around the fair distribution of food and relief commodities for
intended vulnerable groups; and the regime’s excessive control and non-cooperative
attitude to needs assessment and field monitoring has been a major factor in the
hindrance of aid operations. According to a study of humanitarian engagement in
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North Korea between the mid-1990s and early 2000s by Smith (2002), several international NGOs—including Médecins sans Frontières (MSF), Oxfam, and
CARE—suspended their operations due to the aforementioned unreasonable restrictions imposed by the authorities on aid implementation activities and monitoring arrangements.
Although conditions for international organizations operating in North Korea
generally improved throughout the 2000s, the regime’s attempts to tighten its control over field access and monitoring created tensions with the donor community.
The regime did not allow international organizations access to certain regions for
reasons of national security, field visits by foreign aid workers being restricted to
areas in which their organizations already operated. For example, in the early 2000s,
WFP personnel were denied access to 44 of the country’s 206 cities and counties
(Manyin and Jun 2003). Moreover, problems around the monitoring activities of
international donors originated from the prohibition of random food distribution
spot checks; and a rigid stance and plethora of rules and regulations were the primary causes of widespread suspicions regarding the regime’s misuse of humanitarian aid for political purposes. Along with the North Korean nuclear problem, a low
level of transparency in the delivery of international assistance led to the disruption
of support from several donor countries in the late 2000s. As previously mentioned,
the ECHO initiative was canceled in May 2008, which led to the cessation of direct
food assistance from Europe for the following three years.
Nevertheless, a recent report (UN 2011) documents some improvements in access and monitoring conditions for international organizations operating in North
Korea. In order to receive much needed food assistance to relieve persistent shortages, in 2011, the regime agreed to distribution monitoring requirements proposed
by the EU. It has also been reported that Pyongyang’s attitude towards field visits
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by international organizations has become more cooperative than was previously
the case. Based on the principle of ‘no access-no aid’, the humanitarian activities of
UN agencies and resident European NGOs only take place in those areas in which
monitoring of aid distribution is possible (UN 2011, p. 34). Currently, WFP is able
to conduct field monitoring in 107 counties, in which it has duly carried out food
assistance for vulnerable people. International WFP staff members are also permitted access to markets in both rural and urban areas to undertake food and crop data
collection (UN 2011, p. 36).
However, a full-scale monitoring of aid distribution is yet to be realized. The issue thus remains a source of dispute between Pyongyang and the international donors, and there are lingering doubts about the regime’s aid distribution system and
the limited monitoring of projects funded by international donors. Indeed, some
commodities provided by WFP being distributed through the North Korean PDS,
the regime is suspected of using this state-controlled food rationing system to
maintain its political base; for example, by skewing the benefits of aid in favor of
the residents of Pyongyang and other politically strategic regions.
Therefore, an aspect of aid delivery to North Korea that requires urgent attention is the removal of the regime’s restrictions on field visits by international organizations, thus increasing the transparency of the distribution system. In this regard,
Pyongyang needs to play a more active role in assuring international donors of its
efforts to enhance monitoring arrangements. One way of enhancing such transparency would be for international organizations and NGOs to implement the kind of
joint monitoring system that the North Korean government is currently reluctant
to implement (UN 2011, p. 34). In addition to full access to project sites, unscheduled field visits should be guaranteed in order to improve both the quantity and the
quality of aid assessments, monitoring and evaluation. If the regime were subse-
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quently to make an effort to improve the transparency of aid distribution, international donors would participate more actively in assisting the country.
2.2. Policy Dialogue and the Expansion of Development-Oriented Assistance
In addition to the maintenance of humanitarian assistance, the international
community should foster long-term development aid in order to promote North
Korea’s own capacity for economic rehabilitation and reform. In responding to the
country’s protracted food deficit and economic slump for the previous two decades,
international assistance has been concentrated heavily on the most urgent needs,
particularly food and health care support. As discussed above, more than half of
the funding provided to North Korea by the international community since the
mid-1990s has been used for food aid; and the remainder has been used mostly for
medical and related services, such as the supply of medicines, medical equipment,
and the expansion of health care facilities. There is little doubt that international aid
in the form of foodstuffs and medical supplies has helped to reduce the level of
humanitarian crisis amongst vulnerable North Koreans. However, given the limitations of emergency assistance that are often observed in cases of short-term humanitarian relief to less-developed countries, such aid to North Korea has not contributed greatly to industrial development or the rehabilitation of its agriculture
sector. Indeed, as emergency relief support from humanitarian organizations has
mostly been implemented on an ad hoc basis, it has not represented a systematic
method of implementing the kind of macroeconomic and development policies
that might contribute to the economic transformation of the country.
In the absence of a comprehensive and robust coordination mechanism, donor
countries and international organizations have faced obstacles in ensuring coopera-
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tion among themselves as well as an effective policy dialogue with the recipient
government (Smith 2002; UNOCHA 2003). Because humanitarian projects have
been implemented and managed independently by different organizations, sectoral
coordination and levels of regional cooperation have proved to be inadequate and
the spillover effects of international aid have been minimal. Short-term emergency
relief projects also revealed problems around continuity of donor involvement owing to frequent changes and shifts in beneficiary groups and locations, which constituted the main cause of the weak policy dialogue between the donors and their
North Korean counterparts. Given the limitations in terms of aid coordination and
a harmonized strategy amongst donors, the regime has sometimes found itself in a
position of strength in negotiating with individual humanitarian organizations.
Moreover, information sharing amongst international agencies has been ineffective
due to insufficient dialogue and cooperation between different aid entities (Smith,
2002, pp. 13–14). Such problems originating with the donors themselves coupled
with the weak recipient government ownership of aid management that has been
manifest in this case may be considered to represent the major obstacles to greater
aid effectiveness in the North Korean context.
Therefore, since the early 2000s, the donor community has addressed the need
to increase development-orientated activities in order to ensure effective aid delivery to North Korea and to increase the impact of such assistance (e.g. Smith 2002;
UNOCHA 2003; Morrow 2006). NGOs and UN agencies working in the country
have attempted to incorporate development assistance into their humanitarian programs. For example, in its implementation of the Agricultural Recovery and Environment Protection (AREP) program from 1999, UNDP has been able to assist
North Korea to undertake projects that address agricultural and environmental
issues in the country. In cooperation with WFP and FAO, the International Fund
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for Agricultural Development (IFAD) has implemented agriculture interventions
aimed at increasing North Korea’s own food production, including crop and livestock rehabilitation projects (IFAD 2004). Financial and technical support for the
North Korean agriculture sector also came from South Korean NGOs until the
mid-2000s. For example, Korean Sharing Movement (KSM) promoted dozens of
agricultural development projects designed to increase cereal production. In 2005,
this NGO completed the construction of a farm machinery factory in Kangseo
County, South Pyongan Province.
The need to expand development-oriented assistance to North Korea is well articulated in the aid policy of the EU. In 2002, The European Commission adopted
The EC-DPRK Country Strategy Paper for 2001–2004 and The National Indicative Programme, 2002–2004 DPRK. The country strategy report included EU policy direction in assistance to North Korea, with economic recovery being addressed in parallel with political reform and improvements in human rights. The EU’s aid priorities concentrate on three major areas: improvement of institutional capacity to implement effective development strategies; sustainable management and the use of
natural resources to assist in the country’s socio-economic rehabilitation; and modernization of the transport sector (European Commission 2002, pp. 3-4). This development approach is complemented by The National Indicative Programme, which
designates a budget of EUR 15 million for European assistance to North Korea.
Following the policy guidelines contained in the country’s strategy paper, European
donors were expected to promote technical assistance and the implementation of
development projects for North Korea, including restoration of the energy sector;
modernization of the transport system; agriculture rehabilitation; and marketeconomy education to government officials and economics professionals.
However, due to the emergence of the North Korean nuclear issue and the
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subsequent imposition of tighter sanctions against the country, not only has the
scale of foreign aid sharply deceased but the engagement of international donors in
economic rehabilitation and development projects has also been greatly reduced.
As shown in Figure 8, there has been a significant funding shortfall from the mid2000s, reaching a low of USD 24 million in 2010 (UN 2011). Such lack of international funding for UN agencies and NGOs has forced them to scale down or even
terminate their humanitarian and development activities in North Korea.
In the agriculture sector, along with a reduction in food assistance, the termination of funding for the supply of chemical fertilizer and farming equipment by
South Korea and other international donors has negatively affected food security in
North Korea. The situations in areas such as public health, water, sanitation, hygiene, and education have also reportedly deteriorated in recent years, as international agencies have experienced great difficulty in mobilizing funds for development projects. Due to the lack of funds and the ensuing scaling down of assistance
to the country, the operations of international organizations have been limited to
food assistance and small-scale humanitarian aid; consequently, beneficiary regions
and groups of people have necessarily diminished.
In order to promote long-term humanitarian assistance combined with the implementation of development projects, UN agencies are collaborating with North
Korea to design an overall strategy for international programs and operational activities in the country.14 The UN Strategic Framework for the period 2011–2015
highlights four areas: social development; partnerships for knowledge and development management; nutrition; and climate change/environmental protection. In
terms of social development, UN agencies aim to help the North Korean govern14

‘Strategic Framework for Cooperation between the United Nations and the Government of the Democratic
People’s Republic of Korea 2011–1025’.

62

Multilateral Engagement in North Korea’s Economic Rehabilitation and Possible Establishment of Trust Funds

ment ensure the quality of health services, improve education facilities, and
strengthen institutional capacity to improve the quality of drinking water and sanitation/hygiene conditions. Under partnerships for knowledge and development
management, the UN Strategic Framework sets up programs to enhance human
resources in government institutions, improve capacity in trade and financial management, and facilitate the efficient use of energy resources. In order to tackle ongoing food shortages and the widespread malnutrition of vulnerable populations,
UN agency and international NGO assistance programs have been designed to
strengthen the capacity of North Koreans to increase food production. As such,
these UN cooperation programs demonstrate the need for more rehabilitation and
development projects.
However, these new UN assistance programs for North Korea are already disintegrating due to a lack of funding. About USD 288 million is required for the implementation of projects planned in the Strategic Framework between 2011 and
2015. However, given the nuclear standoff, fundraising by UN agencies and international NGOs alike has been poor, and many planned projects have been deferred.
Clearly, the funding gap in international assistance and restrictions on North
Korea’s foreign economic activities will persist unless Pyongyang freezes its nuclear
program and improves relations with South Korea and other neighboring countries.
In this regard, the regime should focus on a resolution to the nuclear question,
while at the same time increasing its efforts to ease international economic sanctions. On the other hand, once Pyongyang starts to take positive actions to resolve
the current stalemate, South Korea and other neighboring countries would need to
provide the regime with the incentive to do so, for example, through the multilateral
six-party negotiations with increased financial and technical assistance. Should economic assistance be provided in line with a coherent development objective, not
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only will it assist North Korea’s economic rehabilitation, but it will also contribute
significantly to creating a basis for economic transformation. Long-term development assistance by international donors would have many positive effects on the
North Korean economy, while promoting a foundation for policy dialogue among
donor organizations, and between the international community and North Korea.
Enhanced donor coordination could help North Korea improve the economic and
social well-being of ordinary people, and promote investment in health services,
education, energy systems, and industrial infrastructure.

IV. Multilateral Aid and Trust Funds

1. Aid Coordination and Financing through Trust Funds
In the field of international development, increasing academic and policy attention is being paid to aid coordination activities for the more effective delivery of
resources. The World Bank defines aid coordination as “activities of two or more
development partners that are intended to mobilize aid resources or to harmonize
their policies, programs, procedures, and practices so as to maximize the development effectiveness of aid resources” (Eriksson 2001, p. 3; Graves et al. 2008, p. 16).
Central to the concept of aid coordination is the notion of a partnership between
donor and recipient that aims to optimize the use of funds in terms of resources
and aid effectiveness (Disch 1999). Aid coordination also implies an international
mechanism that facilitates the socio-economic development of the recipient country through consultation, and a financial and technical assistance dialogue between
the two actors.
Indeed, unlike in the past, even major political powers can no longer address a
range of global development issues single-handedly. Owing to the scale of the political and economic burden shouldered by principal donor countries in financing
large-scale humanitarian and development support projects, interventions are nowadays more likely to be made through multilateral aid funding. Moreover, given that
there are various windows for assisting low-income developing countries, and differences among implementing organizations and donors in terms of aid principles,
priorities, requirements, and processes, the efficiency and effectiveness of an inter-
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vention could be weakened if agreement on the appropriate methodology were not
reached at the planning stage. Therefore, the main roles of aid coordination are to
negotiate development assistance issues; to discuss donor priorities in respect of
humanitarian and development aid strategy; and to conduct a policy dialogue between donors and recipient. From the perspective of the recipient country, aid coordination may represent a vital funding opportunity; and information sharing and
policy dialogue with donors can help promote country ownership of external assistance, while reducing inefficiency and the duplication of aid. As aid coordination
aims to enhance cooperation among donors, “synergy, complementation, division
of labor and economics of scale can all be perceived as potential goals of coordination processes, as can harmonization more broadly” (Graves et al. 2008, p. 16).
An aid coordination group is responsible for steering the process with the recipient government. It constitutes the primary channel through which the recipient
country obtains external development funding, and maximizes the implementation
of joint activities and programs between donors and beneficiaries. The aid coordination group may thus function as a general consultative body for pledging and
adjusting the level of aid to developing countries. In theory, aid coordination should
be conducted under the leadership of the recipient country government, but as
many of them have weak institutional and administrative capacity, major donors
and multilateral agencies tend to assume this responsibility.
Broadly speaking, there are two kinds of multilateral coordination group: the
UNDP-sponsored Roundtable (RT) and the World Bank-administered Consultative
Group (CG) (Zang 2002, p. 91). In general, CGs mobilize financial resources for
and discuss the overall economic policies of the larger and more technically
equipped developing countries. CGs are usually chaired by the World Bank, which
is responsible for convening and preparing background materials. The RT performs
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a similar role for smaller and lower-income countries, although meetings are generally chaired by the recipient government with organization by the UNDP and frequent World Bank involvement in documentation support. The UNDP plays a
facilitating and supporting rather than a management role in the RT process.15
CGs are more inclined to include intensive policy discussion than RTs, due in part
to the fact that agendas and documentation are not presented to the CG by the
recipient government but by the World Bank. Conversely, in the case of the RT,
documentation is prepared by the recipient government or international experts.
Currently, most aid coordination meetings of both types allow the participation of
private organizations and NGOs. These multilateral aid coordination groups aim to
support the socio-economic development of recipient countries through the effective use of external aid and the implementation of policy reform. Thus, during
meetings, the overall economic environment of the recipient country—such as the
macroeconomic situation, trade prospects, the national debt, and risk manage15

An example of a multilateral aid coordination group meeting for North Korea is the UNDP-sponsored
thematic RT on AREP. In response to a request from the regime in 1997, UNDP in collaboration with the
FAO had designed a development assistance program for the rehabilitation of North Korea’s agriculture sector, AREP. In order to implement this program and facilitate related negotiations between Pyongyang and
contributing donor countries, UNDP held two thematic RTs in Geneva in May 1998 and June 2000 respectively, which marked the first multilateral aid coordination meetings on the utilization of development aid to
North Korea. Representatives of 42 government agencies and 27 international organizations attended the first
RT meeting in May 1998. Participating countries included South Korea, Canada, the US, Japan, the UK, and
China. The regime presented an ambitious plan to double its agricultural production in the next three years, requesting economic aid from the international community totaling USD 300 million for its implementation.
UNDP and contributing donors subsequently pledged USD 100 million for the AREP program, actual disbursement up to June 2000 being recorded as USD 85 million, the majority of which was donated by IFAD
and other multilateral organizations. In the second RT held in June 2000, Pyongyang asked international donors and organizations to provide additional assistance of USD 250 million for the country’s agricultural development programs. For detailed information on UNDP-sponsored RTs for North Korea, see the agency’s
publication Thematic Roundtable Meeting on Agricultural Recovery and Environmental Protection in the Democratic People’s
Republic of Korea (UNDP 1998 and 2000).
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ment—is discussed and priority areas for external assistance are decided.
In general, CGs are closely linked to the World Bank’s existing country programs, while RTs and UNDP country programs are usually implemented separately.
Indeed, substantive RT work is carried out by international experts, whereas CG
programs are facilitated through World Bank technical assistance. The IMF has
been invited to most aid coordination group meetings hosted by the World Bank,
the two international funding institutions collaborating in the preparation of country support. The World Bank liaises with UNDP in aid coordination matters, the
latter providing technical support for the operation of CGs for developing countries. The World Bank also sometimes teams up with UNDP to prepare the necessary macroeconomic studies to support recipient governments. Moreover, there are
aid coordination groups to address local issues, which are led by regional multilateral development institutions such as the Asian Development Bank. These groups
not only support aid coordination but also provide forums and seminars on specific
issues faced by recipient countries, such as food and transport problems.
The MDTF is an inter-agency and pooled funding mechanism designed to receive contributions from more than one donor to support specific developmentrelated activities in recipient countries, especially those in post-crisis situations
(GSDRC 2011). The fund is generally administrated by a multilateral agency, that is,
the World Bank or a UN organization; and usually has a governing body consisting
of contributing donors and— frequently—national authorities, which sets policy
and manages funding (Guder 2010; Scanteam 2007). Promotion of resource mobilization facilitated by agencies ranging from bilateral donors to international organizations, as well as enhanced coordination and policy dialogue between donor and
recipient countries constitute the major advantages of the MDTF (GSDRC 2011;
Scanteam 2007). Joint MDTF funding is designed to encourage the interaction of
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bilateral donors, multilateral organizations, and recipient countries in policymaking
and planning. The MDTF is thus likely to achieve a greater policy impact than individual donors operating independently could produce; leading to the kind of synergy that has the potential to improve the operational outcomes of international
funding deployment (Graves et al. 2008, pp. 26–27).
There is empirical evidence to suggest that some previous MDTFs have failed
to achieve their development objectives due to shortage of funding, low commitment of donors, and/or weak institutional capacity of recipient governments in
terms of effective management of resources. Indeed, any projected budget for the
establishment of an MDTF should take into account the complexity around funding mobilization and implementation associated with the priorities of stakeholders
and the slow disbursement of funds (GSDRC 2011).
However, the relevant literature also highlights significant benefits associated
with the roles that MDTFs play in encouraging the mobilization of funds from the
donor community, and promoting donor coordination and harmonization
(GSDRC 2011; Guder 2010). The establishment of an MDTF would also be an
effective way of enhancing the sector-wide approach and general effectiveness of
aid delivery to recipient countries. In respect of aid coordination, the joint funding
and administration arrangement of the MDTF could help to improve information
collection and sharing among donors, while encouraging policy dialogue with government agencies and civil society organizations. Such a joint coordinated approach
would provide an opportunity for the recipient government to be more fully involved in the design and implementation of the MDTF program. Because the recipient country engages in the policy formulation and project implementation of
the MDTF, its ownership of the process will be enhanced, which, in turn, finetunes the alignment of the mechanism with national priorities (Ikhide 2002, p. 18;

IV. Multilateral Aid and Trust Funds

69

Guder 2010).
Given the theoretical and practical advantages of the MDTF, the involvement
of bilateral donors and multilateral agencies in the mechanism has increased, especially during the last decade, and Trust Funds have emerged as a major instrument
for channeling aid funding across sectors in developing countries (World Bank,
2007 and 2011). Indeed, given the higher levels of transparency and efficiency
compared to the direct bilateral contributions of individual countries, there is a
growing preference amongst many national donors such as Canada and the EU to
implement development assistance through the MDTF. For example, according to
the World Bank (2007, pp. 5–6), the proportion of ODA channeled through Trust
Funds rose from five percent in 2002 to 11 percent in 2006. In addition, donor
contribution to World Bank-administrated Trust Funds increased at an average of
18 percent annually during the five years 2002–06. Moreover, annual disbursements
under Trust Funds managed by the World Bank rose from 10 percent of the total
in 2002 (USD 1.9 billion) to 17 percent in 2006 (USD 4.4 billion).
Examples of large-scale MDTFs include the World Bank-administered Afghanistan Reconstruction Trust Fund; the United Nations Development Group
(UNDG) Iraq Trust Fund; and the Global Fund to Fight AIDS, Tuberculosis and
Malaria. As long as World Bank support is available, the MDTF is able to play a
similar role to that of the Bank’s conventional financial assistance to low-income
member countries. Consequently, some MDTFs have been established for countries or regions that were not eligible for funding from any other IFIs, cases of
which include the West Bank and Gaza, Bosnia and Herzegovina, and East Timor.
MDTFs provided by the World Bank for the support of the Palestine area in particular could form a precedent for the establishment of an interim aid coordination
agency and a special Trust Fund to facilitate North Korea’s economic rehabilitation.
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2. Cases of Aid Coordination and Trust Funds
2.1. The Palestinian Case of Trust Funds for the West Bank and Gaza
A major feature of international aid for the Palestinians was the involvement of
a range of donors in development assistance and the relatively successful operation
of the aid coordination mechanism for reconstruction efforts during the early stages of the Oslo peace process. As is well known, the Oslo Accords of September
1993 represented a watershed in the peace process between the Palestinians and
Israel, which created a favorable political atmosphere conducive to the provision of
large-scale assistance to the West Bank and Gaza Strip. In order to facilitate the
peace agreement that was signed by the Israeli government and the Palestine Liberation Organization (PLO) at the White House on September 13th 1993, donors
pledged approximately USD 2 billion for the development of the Palestinian region
at the first donor conference held in Washington, on October 1st 1993. International assistance to the Palestinians had increased from USD 174 million in 1992 to
USD 263 million in 1993. Following the conference, actual donor disbursement
amounted to USD 4.4 billion between 1994 and 1998, recording an annual average
inflow of USD 464 million (Barsalou 2003, p. 49). According to a study by Barsalou
(2003), net donor assistance per capita for the Palestinians was about USD 200, one
of the highest levels of such aid allocation at the time. Annual financial aid from
the international community constituted USD 929 million in 2001 and peaked at
USD 1.052 billion in 2002.
The provision of international assistance to the West Bank and Gaza demonstrates a notable case in which a non-member state in respect of international financial organizations received aid service from the World Bank and other multilat-
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eral development financiers. In terms of the creation of Trust Funds and policy
coordination for socio-economic recovery, donor involvement in the Palestinian
case has great implications for future international assistance to North Korea and
the establishment of MDTFs.
In 1993, when the World Bank began to engage in assistance there, the Palestinian territories of the West Bank and Gaza Strip did not comprise a sovereign state.
Therefore, Palestine was not eligible to benefit from the Bank’s concessionary lending or technical assistance programs. Yet, assistance to the West Bank and Gaza was
made possible through the establishment of Trust Funds, the Bank’s legal department providing the basis on which the institution could administer MDTFs. Legal
constraints underlying membership requirements prior to this initiative were resolved through the contention that World Bank member countries in the region
would benefit from Israeli–Palestinian peace cooperation (Scanteam 2007b, p. 215;
Schiavo-Campo 2003, p. 4). As Schiavo-Campo (2003, p. 4) highlights, the case of
the World Bank’s involvement in Palestinian assistance paved the way for the engagement of the Bank in the administration of MDTFs in all post-conflict situations in the ensuing years.
The World Bank has managed four MDTFs in support of the Palestinians
(Scanteam 2007b), the Technical Assistance Trust Fund (TATF), for example, being
inaugurated in October 1993. Up to 2001, 12 bilateral donors had channeled a total
of USD 23 million into the strengthening of government capacity in the Palestinian Territories. The Holst Fund was established in April 1994 in order to finance the
start-up costs of the newly established Palestinian Authority (PA). By the time of
its termination in August 2001, the Fund had received contributions from 26 donors, a total of USD 295 million actually being disbursed (Schiavo-Campo 2003, p.
7). The Holst Fund is regarded as the first World Bank-administered MDTF to
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support a recurrent budget (Scanteam 2007b, p. 217). In the mid 2000s, international donors pledged USD 313 million for the Public Financial Management Reform Trust Fund. Four MDTFs for the Palestinian Territories of the West Bank
and Gaza had received pledges of USD 622 million, of which a total of USD 478
million being disbursed up to November 2005 (Scanteam 2007b, p. 215).
A substantial proportion of international aid to the West Bank and Gaza was
used for budget assistance and financing the civil service, funding for recurrent
expenditure of the PA more than doubling that previously anticipated by the donor
community (Barsalou 2003, p. 50). Given the high tension in Israeli–Palestinian
relations and the unstable socio-political environment in the West Bank and Gaza
after the failure of the Oslo process in 1996, the establishment of a Palestinian
governance structure and the maintenance of public services incurred considerable
losses, as they were mainly funded by international donors. Although the repeated
provision of budget support—including the payment of civil servants’ salaries—
absorbed financial resources that might have been allocated to longer-term infrastructure building and development projects, international donors viewed the support for the PA’s recurrent expenditure as necessary to the survival of the newlyestablished territory and the promotion of the peace process in the region
(Barsalou 2003).
After the outbreak of the Intifada uprising in September 2000, international
donors allocated more resources to humanitarian assistance in the West Bank and
Gaza. In response to the disruption of the Palestinian economy and the growing
humanitarian crisis accompanied by Israel’s reoccupation of some parts of the territory, contributions from the international community were largely spent on the
maintenance of government institutions, education and health services, and employment generation. With respect to the high level of unemployment in the West
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Bank and Gaza, which rose to over 40 percent in the early 2000s, budget support
for the PA and job creation in the public sector was helpful in preventing the collapse of the Palestinian government and social turmoil in the region. It is also
noteworthy that the financial assistance programs associated with the Holst Fund
and the Public Financial Management Reform Trust Fund were designed to advance the reform of the public sector, the judiciary and the public finance system
(Scanteam 2007b).
The Palestinian experience proves the importance of coordination efforts and
consultation arrangements for aid delivery to developing countries. It also demonstrates that the MDTF functions as a mechanism for improving aid coordination.
In the case of the West Bank and Gaza, along with dozens of bilateral donors and
NGOs, about 30 UN agencies reportedly engaged in assistance to the Palestinians
soon after the Oslo agreement in 1993. In so doing, considerable effort was made
in establishing a multi-level governance structure for aid coordination (Barsalou
2003; Scanteam 2007b). The Ad Hoc Liaison Committee (AHLC) was established
in October 1993. Chaired by the World Bank, CG meetings were also organized to
coordinate international assistance to the Palestinian Territories. In November 1994,
the AHLC established a local joint liaison committee comprising representatives of
the major international donors, the PA and Israel in order to monitor the implementation of the tripartite action plans agreed upon by the three parties (SchiavoCampo 2003, p. 5).
In addition to the direct provision of financial and technical resources—
including the Holst Fund and the Reform Fund—the World Bank played a central
role in donor coordination and policy dialogue between the Palestinians, Israel and
the donor community. The establishment of Trust Funds removed the legal barrier
to the initial intervention of the World Bank in Palestinian assistance in the absence
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of PA eligibility for conventional funding. In this regard, a report by Scanteam
(2007b, p. 230) argues that MDTFs for the Palestinians enabled the World Bank to
play a key role in aid coordination, asserting that, “the Bank has coordinated aid in a
highly inclusive fashion.” Subsequently, although there has been considerable tension in the donor–recipient relationship and growing political instability in the region, the Palestinians have made improvements in aid management and the delivery
of services as the governance structure for external aid has been enhanced in the
West Bank and Gaza (Barsalou 2003; Scanteam 2007b).
The significant contribution of the EU in aid to the Palestinians sheds light on
the potential role that the former could play in improving the humanitarian and
economic situation in North Korea when its current nuclear standoff is peacefully
resolved. The European Commission (EC) and EU member states have actively
participated in Palestinian assistance since the inception of the Oslo agreement in
1993, with Norway holding the chair of the AHLC. The EC has secured various
important posts to support multilateral donor coordination in the West Bank and
Gaza. Moreover, the EU has been the largest donor of assistance to Palestine, having committed a total of approximately EUR 1 billion in the form of grants and
long-term loans from the European Investment Bank (EIB) from 1994 to 2002.16
During the same period, the sum of EUR 500 million was donated to the United
Nations Relief and Works Agency (UNRWA) for Palestine Refugees in the Near
East. EU member countries have also committed about EUR 2.5 billion to the Palestinians on a bilateral basis.
As with other international donations, a substantial portion of EU aid has been
spent on budgetary support for the PA, helping to finance social, education and
16

Europa, External Relations, The EU’s Relations with West Bank and Gaza Strip
(Available at http://www.mefacts.com/cached.asp?x_id=11424)
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health development. Under EU development policy guidelines and assistance programs, the European Commission Technical Assistance Office (ECTAO) for the
West Bank and Gaza Strip administers the overall operation of the Union’s aid.
Development support to the Palestinian economy has also been provided through
long-term EIB loan programs since 1995; funding that has supported both public
and private sectors, including the construction of industrial infrastructure, the promotion of private enterprise, and the modernization of education systems. The
average grant element of the ODA loans that the EU provides to developing and
transitional regions is high compared to other donor countries; indeed, the proportion of untied ODA that EU member states have made available is much greater
that of many industrialized countries.
If North Korea becomes eligible for conventional assistance from the EU by
satisfying its aid delivery requirements, it can be expected that the country will receive concessional funds and technical support from the Europeans. Given the EU
aid priority of the development of institutional capacity and human resources—as
clearly outlined in The EC–DPRK Country Strategy Paper for 2001–2004—European
countries are likely to earmark a substantial proportion of their aid for the rehabilitation of North Korea’s social and economic infrastructure, including education,
energy, environment and transport.
Moreover, since the EU has increasingly focused on pooling funds with other
donors for the effective delivery of aid, it is likely that the Union will wish to participate in the provision of MDTFs for North Korea, thus paving the way for a leading role in the promotion of multilateral aid coordination. In addition to its financial contribution to such Trust Funds, the EC would also be a promising candidate
for the chair of a local AHLC of international donors in respect of North Korea.
Although the EU’s influence on the Korean Peninsula is not as decisive as that of
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the major Pacific Rim powers—the US, China, Japan and Russia—the Union could
play a significant role in mediating the different interests of the two Koreas and
their neighbors (Drifte 2002). When the EU and its member countries get involved
in the establishment of MDTFs for North Korea, international assistance to the
regime will be scaled up and the role of the donor community in Pyongyang’s development policy and orientation will consequently be more influential.

Table 6. Trust Funds for the West Bank and Gaza
(Unit: USD millions)
M DTF

Purpose

Allocated

Disbursed

Technical Assistance
Trust Fund (1993–2001,
12 bilateral donors)

- Financing non-project related technical assistance
- Supporting the West Bank and Gaza to
strengthen institutional capacity and improve policies
- Providing several feasibility studies for
long-term donor investment

22.77

23.60

Trust Fund for the West
Bank and Gaza
(1993–1999)

- Financing emergency relief (the Emergency Rehabilitation Project; the Education
and Health Rehabilitation Project)
- Supporting projects related to employment
creation and community development

N/A

380

The Holst Fund
(1994–2001,
26 bilateral donors)

- Financing the start-up and initial recurrent
costs of the new PA
- Transition to a general budget support
mechanism, including the implementation
of an emergency employment program

285.72

285.72

Public Financial M anagement Reform Trust
Fund (2004–2006)

-Supporting PA financial management systems
- Providing budgetary and fiduciary-related
assurance to donors
- Consolidating funds from the EC, Japan,
Norw ay, the UK, Canada, South Korea,
Australia, France, Spain, Netherlands, and
the World Bank

313.7

169
(to M arch
2006)

Sources: Scanteam (2007b, p. 216, adapted from West Bank and Gaza Update, November 2005, World Bank); SchiavoCampo (2003).
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2.2. Aid Coordination Case Study – Vietnam
Vietnam is usually referred to as a successful case of economic transformation
from a socialist system by means of market-oriented reform and effective international assistance. Since the Vietnamese government first adopted the so-called Doi
Moi reform procedure in December 1986, the country has witnessed rapid economic growth with a relatively good record of poverty reduction and social development. During the 1990s, Vietnam’s economy grew at an average of more than
seven percent annually. After a temporary downturn in the wake of the 1997 East
Asian financial crisis, its economy resumed its rapid growth trajectory, averaging 7.8
percent between 2001 and 2006.
Although the expansion of the Vietnamese economy has not been as spectacular as China’s over the last two decades, the pace of its growth has surpassed that of
other developing countries in the Asian region. Along with its own reform policies
and measures, which have made a big contribution to the expansion of its foreign
trade and investment, large-scale external assistance since the early 1990s is considered to have been a major driving force in Vietnam’s recent development. According to OECD data, donors in the form of states, and international financial institutions and NGOs have committed a total of USD 22.3 billion to Vietnam, which
has made the country one of the world’s largest recipients of development aid. A
considerable number of donors have been involved in assistance to Vietnam. For
example, in 2002, reportedly, there were 25 bilateral donor countries, 19 multilateral
organizations, and about 350 major international NGOs collectively engaged in
over 8,000 projects in the country (Halonen-Akatwijuka 2004).
Given the expansion of aid volume and the large number of donors operating
in Vietnam, coordination became essential for aid effectiveness. Efforts were thus

78

Multilateral Engagement in North Korea’s Economic Rehabilitation and Possible Establishment of Trust Funds

made by the Vietnamese government and its international development partners to
establish an institutional framework for aid coordination among the donor community, and between the government and the donors. CG meetings and associated
local coordination implementation have been the key mechanisms for ensuring
external financing and aid management. Together with local government–donor
consultative bodies, these initiatives have made a most positive impact on aid management and the economic rehabilitation of Vietnam (Bartholomew and Lister
2005). In this regard, this section of the present paper examines certain features of
international assistance to Vietnam and the establishment of the CG mechanism
during the early period of the country’s reform in order to draw implications for
North Korea.
Vietnam’s improved foreign relations with the US in particular and subsequent
relaxation of the economic embargo were important prerequisites to the expansion
of financial assistance from Western countries and international organizations in
the 1990s. As with the current situation in North Korea, Vietnam was unable to
access loans or development projects from IFIs prior to the easing of international
sanctions in the early 1990s. A series of progressive measures taken by Vietnam to
improve its international activities—including the withdrawal of troops from Cambodia in September 1989—paved the way for the resumption of bilateral assistance
from Western countries. Although Soviet aid ceased following the collapse of the
Eastern Bloc in the late 1980s and early 1990s, increased humanitarian and development assistance subsequently channeled through Western countries such as Japan, France and the US. Multilateral funding to Vietnam first began to increase
when it established relations with international financial institutions in 1993. The
lifting of US sanctions in February 1994 and diplomatic normalization between the
two countries in August 1995 accelerated not only bilateral economic interaction but
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Figure 11. Disbursement of International Aid to Vietnam
(Unit: USD millions)
3,000
2,500
2,000
1,500
1,000
500
0
Bilateral

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
134 467 226 600 564 489 597 726 1,022 1,262 856 766 980 1,217 1,272 1,319 1,518

Multilateral

93

ODA Total

227 565 252 903 835 936 998 1,177 1,427 1,681 1,431 1,274 1,765 1,832 1,905 1,846 2,497

98

25

303 271 447 401 452 407 419 575 509 786 615 632 526 979

Source: OECD International Development Statistics Online.

also financial assistance from the international community. Indeed, it is reported
that donor disbursement to Vietnam increased more than fivefold during the tenyear period 1993–2003 to a level in excess of USD 1.5 billion (Bartholomew and
Lister 2005, p. 426).
At the first international donor conference for Vietnam hosted by UNDP and
the World Bank in November 1993, international donors made an aid pledge of
USD 1.9 billion and, by the end of 1995, the Vietnamese government and the international community had agreed on foreign assistance worth USD 4.6 billion
(Dinh 1998). At the CG meeting held in Tokyo in 1997, an additional USD 2.4 billion was pledged in assistance. In the mid-1990s, the Japanese government, the
World Bank, and the ADB emerged as the three primary contributors, accounting
for about 70 percent of Vietnam’s foreign aid.
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Following the implementation on a non-loan basis of several policy consultation and pilot assistance projects, the World Bank lending program to Vietnam was
initiated in 1994, an agreement between the two parties having been formally established in October 1993. The World Bank committed a total of USD 3.2 billion on
IDA terms in support of 30 development operations between 1994 and 2001
(World Bank 2001). Concessionary funds from the Bank were mainly allocated for
public investment in infrastructure (energy, agriculture, communication, education,
health, and poverty alleviation). The Bank’s assistance to Vietnam subsequently
increased to include upgrading of public administration, development of social
services and human resources, and improvement of the system for managing the
country’s natural resources and environment (Dinh 1998; World Bank 2001).
The World Bank’s assistance strategy of focusing on policy and institutional reform helped to improve the investment environment, CG meetings providing a
platform for resource mobilization, information sharing, and policy dialogue. The
CG mechanism for Vietnam was complex compared to other developing countries,
consisting of an active set of partnerships groups (Bartholomew and Lister 2005, p.
428). Along with the World Bank and the ADB, various UN agencies and donor
countries—including the US, Japan and EU member states—participated in CG
meetings and associated working groups at the local level. The first CG meeting
was organized by the World Bank in collaboration with the Vietnamese government in 1994, the latter agreeing to the continuation of CG meetings under the
guidance of the Bank. UNDP worked closely within this CG framework, providing
technical assistance to Vietnam and working to improve the overall system of aid
management. Accordingly, more than 50 bilateral donors and multilateral organizations usually attended the annual CG meeting from the mid-1990s.
A wide range of coordination activities took place at the local level. For example,
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the Government of Vietnam carried out biannual review meetings with international donors. Representatives of several NGOs were invited to attend joint review
meetings, at which they evaluated the progress and achievements of international
aid disbursement. These meetings also provided an opportunity to address issues
regarding the harmonization of donor agency activities, as individual donors had a
chance to share their opinions with other development partners and their Vietnamese counterparts. Similarly, monthly meetings of resident donors were held in order
to share information, and harmonize policies and activities with the focus on improving aid effectiveness. Government officials and representatives of Vietnamese NGOs
were also sometimes invited to participate in the regular donor group meetings.
It is well known that the most intensive aid coordination usually occurs at sector
level, at which representatives of bilateral and multilateral donors and relevant ministries of the recipient government work together on such important issues as sector policy, resource mobilization/allocation, and the evaluation of project outcomes
(Disch 1999). In Vietnam, international donors adopted a sector-wide approach in
1998. In addition, working groups on aid implementation and operational issues,
known as Development Partnership Groups, were established, covering about 20
sectors (Bartholomew and Lister 2005, p. 428). Aid coordination efforts at the sector level took place in diverse areas, including banking, gender and the environment.
MDTFs were established in order to ensure coordination at the sector level and
the effective implementation of projects on the ground. The several Trust Funds
operating in Vietnam included the Policy and Human Resources Development
Fund, the Poverty Reduction Strategy Trust Fund, the Institutional Development
Fund, the Global Environment Facility, and the Self-standing Trust Fund.17 Given

17

The World Bank (http://go.worldbank.org/8G6N5VO0Z0).
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the effective coordination of initiatives by both international donors and the Vietnamese government, and the positive effect this had on the use of resources during
the early stages of economic reform, the donor community found that Vietnam
had achieved more effective resource mobilization and program coordination than
many other countries (World Bank et al. 2001).
The Vietnamese experience has implications for the mobilization of external
assistance to North Korea and its reintegration into the global economy. The above
example of aid to Vietnam suggests that the international community—including
neighboring countries and financial institutions—would be open to the provision
of large-scale funds for the rehabilitation of North Korea’s industrial and agriculture sectors with the caveat that the regime relinquishes its nuclear ambitions and
implements reform. It should also be remembered that foreign aid to Vietnam only
really became viable after the US relaxation of its economic sanctions. In addition
to the Doi Moi reform process, Vietnam’s efforts to improve its foreign relations—
including the withdrawal of troops from Cambodia and the normalization of diplomatic relations with the US—paved the way for the expansion of foreign aid.
Given that the US and Japan are the two largest stakeholders in international financial institutions such as the World Bank and the ADB, an improvement in bilateral
diplomatic relations with these major powers in conjunction with the easing of international economic sanctions is necessary if North Korea is to gain access to the
financial resources of these organizations.
With the creation of a favorable political environment to induce international
donors to accede to the regime’s wishes, a transition in international assistance to
North Korea from emergency relief to development aid is a realistic expectation.
Given that Vietnam has received about USD 2 billion in foreign aid annually in
recent years, if North Korea improves its foreign relations, it will have a great op-
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portunity to obtain substantial concessionary development loans and technical assistance from the international community. The case of Vietnam demonstrates that
aid coordination helps to consolidate donor relations and improve the participation
of recipient countries in the decision-making processes of aid administration. Although aid coordination in the Vietnamese context experienced a number of side
effects such as the complexity of provision and management costs (Disch 1999),
improved harmonization of external resources based on information sharing and
consultation contributed to the effective use of foreign aid in the country. North
Korea’s move towards the resolution of its nuclear standoff could increase the
number of international donors willing to implement projects in the country.
At this point, a governance structure for aid coordination becomes necessary if
North Korea and its development partners are to be mutually committed to socioeconomic growth. Establishing MDTFs in the context of a donor coordination
forum is one possible way of encouraging international donors to commit their
economic resources, and improve the effectiveness and transparency of foreign aid
to North Korea.

V. Multi-Donor Trust Funds for North Korea

1. Establishing Special Trust Funds
The establishment of a donor coordination framework and series of Trust
Funds for North Korea will certainly be a challenging task. Given the current
stalemate in the nuclear issue and breakdown of dialogue in the six-party process,
institutionalizing a multilateral mechanism to support the country’s denuclearization
and economic rehabilitation will require substantial time and financial resources if
these aims are to be met in a flexible and practical manner (Schoff, Perry and Davis
2008, p. 70). Moreover, North Korea-related challenges could hardly be resolved
through the efforts of South Korea alone since political issues on the Korean Peninsula are closely linked with the political and security interests of other neighboring countries, including the US, Japan, China and Russia.
A feasible institutional instrument for the amelioration of the regional instability
caused by North Korea’s economic problems and nuclear standoff would be to
establish an international framework that involves bilateral donors and multilateral
organizations. However, the provision of large-scale development aid from the
international community will only be practicable when the regime freezes its nuclear
weapons program. Indeed, foreign assistance to North Korea should be based on
the ‘reciprocal engagement’ principle, which articulates the concept of progressive
policy change commensurate with the level of economic assistance; and, if the
country makes an appreciable effort to implement reforms, additional economic aid
may be provided as an incentive for further policy innovation (Sigal 2003, pp. 223–224).

V. Multi-Donor Trust Funds for North Korea

85

In this regard, if North Korea returns to the six-party talks and shows willingness to resolve the nuclear standoff, South Korea and other participating countries
would need to respond positively by making greater efforts to bring about the dismantling of the regime’s nuclear program. The international community needs to
be patient and utilize flexible and long-term strategies to promote policy change in
North Korea even if the pace and scope of reform and the subsequent economic
transformation do not satisfy its short-term expectations. As Schoff et al. (2008, p.
93) emphasize, the participants of the six-party talks must provide a more coherent
blueprint of the North Korean economy coupled with commitment to development assistance from the international community, thus forming “a clearer consensus regarding the linkage between economic engagement and progress on denuclearization.” If Pyongyang engages in such multilateral negotiation, various economic
cooperation projects that aim to overcome the regime’s international isolation and
improve the country’s economic situation could be initiated. These projects, including those related to agricultural rehabilitation and energy development, should be
implemented with international assistance.
Accordingly, the establishment of an MDTF could play a leading role in facilitating North Korea’s economic recovery, while encouraging neighboring countries
and international organizations to provide financial and technical assistance to the
country. Although Pyongyang would be unlikely to undertake radical economic or
political reform in the near future, South Korea and the international donor community should waste no time in preparing a long-term development plan for the
North Korean economy. Subsequently, when the regime engages in multilateral
negotiations on the nuclear issue, the participating countries will have a provisional
roadmap to guide the way out of the country’s current economic plight.
The MDTF would seem to be a highly useful mechanism for ensuring the effi-
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ciency and effectiveness of aid delivery to North Korea during the initial stages of
its denuclearization and diplomatic normalization (Zang 2002). As Babson (2006)
noted, special Trust Funds have been utilized to support the transition from humanitarian assistance to development aid in several post-conflict countries; and the
provision of start-up aid based on special Trust Funds in order to build institutional
capacity and socio-economic infrastructure can help improve the political condition
and security environment of the recipient country (Babson 2006, p. 21). Given the
potential benefits associated with the special Trust Fund in the post-conflict setting,
initiating such a mechanism for North Korea as denuclearization process begins
could help strengthen relations between Pyongyang and the international community.
The establishment of an MDTF for North Korea would function as an operational vehicle for resource mobilization, policy coordination, and risk management
amongst international donors. The joint funding mechanism of the MDTF would
help to reduce the political burden to which a major bilateral donor directly involved in assistance was subject. Indeed, the establishment of an MDTF for North
Korea would pave the way for improving policy dialogue and aid administration
among international donors ranging from bilateral development partners and multilateral organizations to NGOs.
In addition to promoting assistance from bilateral donors, the establishment of
an MDTF would provide a window for North Korea to obtain assistance from
international financial institutions before gaining formal membership. The potential
role of IFIs in North Korea’s rehabilitation and reform is substantial as such institutions have extensive experience in providing a wide range of technical assistance,
as well as policy consultation and concessionary funding to many developing countries. However, the process of gaining access to the resources of the World Bank
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and other IFIs is likely to take a few more years even if the regime takes steps to
abandon its nuclear program. Given that the US and Japan are the two largest
stakeholders in IFIs—including the World Bank and the ADB—their political support will be critical to the success of North Korea’s application for membership of
any IFI.18 Furthermore, previous cases have shown that it takes at least two years
after the implementation of reform programs for a new member state to receive
development funds from the World Bank. Given the backward nature of the North
Korean economy and the lack of international standards in its financial management, it is likely that it will take longer for North Korea to access significant
amount of the official loans from these IFIs.
In light of these considerations, an MDTF could function as an institutional
mechanism by means of which IFIs are able to engage in financial assistance and
aid coordination even before North Korea gains formal admission to them (Zang
2002; Babson 2004; Morrow 2006; Zang 2008). As noted in the previous section,
there is a precedent for the establishment of special Trust Funds to support countries—and territories—that are not otherwise eligible for IFI support. Four special
MDTFs administered by the World Bank were created to fund emergency aid and
reconstruction programs in the West Bank and Gaza. In the case of East Timor,
three World Bank-administered MDTFs were set up to support the infrastructure
reconstruction and socio-economic development of Timor-Leste in the 2000s.
Such was also the case with Bosnia and Herzegovina, Kosovo, and South Sudan
18

North Korea expressed its interest in applying for membership of the Asian Development Bank in 1997 and
2000; and in 1997 and 1998, Pyongyang invited research groups from the IMF and the World Bank respectively to consider the condition of its economy. However, the regime was not accorded obtain member status
of either of these institutions. At the annual meeting of the ADB held in Hawaii in May 2001, it was mooted
that North Korea might attend the conference as an observer, but this was not realized owing to objections
from the US and Japan.
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before they obtained formal World Bank membership.
As indicated by the above examples, the establishment of special Trust Funds
could provide a basis for the initial engagement of the World Bank and other multilateral organizations in North Korean affairs. If relations between Pyongyang and
the IFIs are to be favorably advanced, a phased process will be necessary. Before
the implementation of a full-scale IFI aid program, an MDTF could act as an interim arrangement for resource mobilization and policy dialogue, thus stimulating
economic reform and transition (Babson 2006; Zang 2008).
MDTF assistance to North Korea should be carried out in line with improvements in inter-Korean and foreign relations. The MDTF does not initially require
substantial funds from donor countries or IFIs. Donors could gradually increase
their contributions to a MDTF for North Korea. When North Korea returns to
the multilateral negotiations of the six-party process, participating countries would
need to discuss the setting up of a special Trust Fund to assist the country in terms
of extending the role of the existing Working Group for economic and energy
assistance (Zang 2008). The actual establishment of an MDTF and the financial
commitment of international donors would depend largely on the regime’s compliance with denuclearization and its commitment to the use of such a mechanism.
The speed of setting up a new Trust Fund and implementing its associated projects depends on the level of cooperation, leadership and responsibility of the recipient country in terms of MDTF activities (GSDRC 2011; World Bank, 2009).
Thus, Pyongyang would need to take the lead in creating a more cooperative environment conducive to the building of the requisite level of trust with South Korea
and its neighbors. Previous case studies of MDTFs (Scanteam 2007) demonstrate
that financial resources channeled through such a mechanism represent a small
proportion of overall aid to the recipient country in question, reflecting the restrict-
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ed time-frame and grant volume of the fund. Direct assistance via an MDTF to the
industrial sector and infrastructure rehabilitation is usually limited, meaning that the
impact of the fund alone on long-term economic reconstruction is limited. Nevertheless, the North Korean government should be aware that the establishment of
an MDTF intends primarily to be framework for overall international support to
the recipient country and the smooth operation of the fund helps to encourage the
assistance of other donors. Thus, the involvement of the World Bank in administering an MDTF would promote Pyongyang’s relations with international financial
institutions; and, in turn, increased direct investment from foreign enterprises could
be expected upon North Korea’s receipt of development assistance from these
IFIs.
In order to assist economic rehabilitation and reform in North Korea, several
special Trust Funds could be established sequentially. There are many kinds of
MDTFs in place across the developing world with diverse objectives and governance structures. As noted earlier, an MDTF is established with the aim of providing
specific assistance to a recipient country, region or target population. According to
a study by Scanteam (2007a), MDTF priorities usually include one or more of the
following four elements: the delivery of basic services; rehabilitation of infrastructure; investments in social and economic infrastructure; and capacity building in the
public sector. For example, the MDTF for Indonesia was established in early 2005
in the wake of the December 26th 2004 Tsunami. As discussed in the previous section, four MDTFs were set up in the Palestinian territories of the West Bank and
Gaza Strip with different purposes and funding sources. Similarly, several such
funds were put into operation in the process of East Timorese independence and
reconstruction.
Taking into consideration the previous implementation of MDTFs, an effective
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approach on the parts of South Korea and other contributing donors would be to
establish more than one MDTF for North Korea following advancements in the
country’s foreign relations and economic reform processes. The use of one unified
Trust Fund has some merits, which include the reduction of administration burdens and costs for both donors and recipient, the quick and flexible implementation of projects, and greater coherence in resource allocation and monitoring
(Scanteam 2007a, p. 117). However, it is important to bear in mind that the coverage of a given MDTF should not be too broad, as the fund’s efficiency tends to
decline when it is utilized to address diverse areas and a number of different projects. It is thus held that separate dedicated MDTFs are useful for achieving particular objectives and priority activities (Shiavo-Campo 2003, p. 34).
In this regard, during the early phase of Pyongyang’s denuclearization, donor
communities could set up a special Trust Fund provisionally named the ‘Trust
Fund for North Korean Development’ (TFNKD). There is great need for agreement among international donors, and between donors and the North Korean authorities with regard to the objectives, activities and timelines of such an initial fund,
as well as donor funding channels and the governance structure of the MDTF.
North Korea would also be required to present its requirements in terms of specific sectors and projects that necessitated MDTF resources, while making the utmost
effort to assure international donors of the regime’s commitment to meeting the
conditionalities of the Trust Fund and transparency in its use of external assistance.
As the country is only at the initial stages of abandoning its nuclear program and
adopting partial reforms, the first Trust Fund would need to concentrate on the
areas and activities that addressed basic human necessities and the improvement of
institutional capacity to manage the economy effectively, rather than on the financing of industrial facilities or infrastructure investment projects. The technical and
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financial resources of the first TFNKD could be used to support education programs for government officials and overseas training for students and experts in
various disciplines. A policy dialogue on financial management, human resource
management, and macroeconomic stability would be a promising activity to which
bilateral donors and international organizations could channel funds through this
Trust Fund.
Several additional Trust Funds for North Korea could be further utilized to address specific North Korean development issues. Employing a sector-wide approach, these Trust Funds might be used, for example, to support agriculture recovery and rural development; environmental conservation and sustainable development; the reconstruction of energy and transport systems; or the growth of the
private sector. Being related in the main to poverty reduction and welfare improvement for ordinary North Koreans—thus burdened by comparatively few
political and/or financial deterrents and attracting high aid priority—international
donors are more likely to commit multi-year investment in these areas. Indeed,
many developing countries have received considerable assistance from UN agencies
and IFIs for capacity development projects in these sectors. Accordingly, the establishment of a series of dedicated MDTFs for North Korea could attract support
from a range of international organizations.
It should be noted here that, as Morrow (2006, p. 64) rightly points out, direct
budget support for the North Korean government is not appropriate to the facilitation of the kind MDTF activities outlined above. Owing to the fiduciary problems
to which the regime is subject, international donors are unlikely to channel economic resources to the North Korean government before the country completes
the full process of transition to a market-oriented economy. Indeed, the experiences of several transitional economies—such as that of Vietnam—reveal that the

92

Multilateral Engagement in North Korea’s Economic Rehabilitation and Possible Establishment of Trust Funds

quality of budget and fiscal management in former socialist countries was very low,
and that ensuring transparency in respect of public resources and foreign aid is a
great challenge during the early transitional period (Bartholomew and Lister 2005, p.
427).
In terms of the low degree of accountability and transparency in North Korea’s
public administration and financial management systems, a large proportion of the
MDTFs created for the country should be used to directly finance development
projects implemented by international agencies and NGOs. When the process of
the regime’s economic reform and openness is guaranteed and its fiduciary standards have improved, contributing donors will be able to use MDTFs for budgetary
support to development projects implemented through the country’s own government system. Successful MDTF operations could then help to facilitate further
investment from bilateral donors and the private sector. As a consequence, North
Korea would adjust its economic management system to meet the increasing demands of contributing donors, which in turn would improve the efficiency of aid
delivery.

2. Governance of Trust Funds
On the establishment of the first special Trust Fund for North Korea, international donors could set up what is termed a ‘North Korea Development Assistance
Group’ (NKDAG) as the principal MDTF governing body for the country. The
establishment of a Trust Fund would require close consultation with bilateral donors and international organizations involved in providing development assistance
to North Korea. Therefore, there would be a need to create an interim multilateral
coordination mechanism for the regime’s economic rehabilitation through which
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financial and technical assistance to the country—either bilateral or multilateral—
could be channeled and donor policy dialogue with Pyongyang maintained (Zang
2002 and 2008). In this regard, the establishment of the NKDAG is a necessary
step to engage in resource mobilization and donor coordination when the development partners get together at the first donor conference after the resolution of
North Korea’s nuclear problem.
The mandate of the NKDAG would be to promote tripartite cooperation between North Korea, South Korea, and international donors with the aim of the
development and transformation of the former. The primary role of the NKDAG
would thus be to provide a forum for policy dialogue in the coordination of
providing development assistance to North Korea.19 Thus, it would become a major funding channel for the country, and selected joint MDTF resources could be
managed by the NKDAG. Even before the formal admission of North Korea to
IFIs, the NKDAG could function as an aid coordination and governing body of
the MDTF. In order to address political and economic issues around resource mobilization and policy orientation regarding North Korean development, the
NKDAG should be organized on an inclusive basis, consisting of representatives
of donor governments, UN agencies (e.g. UNDP), IFIs (e.g. the World Bank and
the ADB), and major international NGOs.
19

The experience of the International Economic Consultative Organization for the Republic of Korea
(IECOK), which was inaugurated in 1966 and dissolved in 1984, demonstrates that the establishment and operation of an international aid coalition can contribute to social and economic growth in developing countries.
IECOK was the principal aid coordination agency in managing some of the bilateral and multilateral funds for
South Korea during the early stages of its industrialization and economic development. Although it took the
form of a consultative group under the leadership of the World Bank, IECOK benefited greatly from grants
and concessional loans from Japan and the US. The evidence of this South Korean case suggests that North
Korea should cooperate with international donors to establish an assistance consortium such as NKDAG in order to obtain financial and technical assistance from the international community for its economic rehabilitation.
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A wide-ranging policy forum is important in order to create greater influence
for the NKDAG in terms of ensuring an effective economic policy implementation for North Korea and efficient use of the country’s external resources. The
board membership of the NKDAG would be limited to contributing donors.
Along with the involvement of the governments of the two Koreas, efforts should
be made to include participants of the six-party talks and other major international
donors—such as the UK, Germany, Canada and Australia—in the NKDAG decision-making process. Although non-contributing countries and institutions would
not be permitted involved themselves in the administration and formal decisions of
the NKDAG, they could obtain observer status, thus enabling them to participate
in its consultation process.
Since the assistance of foreign donors would need to focus on project funding
associated with North Korea’s capacity development rather than the provision of
budgetary support, the NKDAG should undertake administrative tasks aimed at
harmonizing funding allocation and execution, as well as monitoring the performance of programs/projects implemented in the country. Aid coordination support from the World Bank and the assistance of other IFIs would be provided
through their affiliation with the NKDAG even before formal North Korean
membership.
In terms of the governance structure of MDTFs for North Korea, the
NKDAG could play an administrative role in the management of special Trust
Funds. The presence of major bilateral donors and international institutions as
board members would provide the NKDAG with the capacity and credibility to
run the MDTFs for North Korea. Given the unique geopolitical situation in respect
of the Korean Peninsula, on which the interests of major international powers—
namely the US, China, Japan and Russia—have collided, it would be preferable if
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the EC or a neutral European state (e.g. Sweden) were to take the chair of the
NKDAG. A secretariat would need to be established in order to support the administration of the NKDAG and its activities, including the donor policy dialogue
and negotiation between international development partners and the North Korean
government. Decisions reached by the NKDAG would have great influence on
funding allocation, and the execution of programs/projects and other operations
of donor agencies in North Korea. Meetings of the NKDAG could be held every
six months either at the office of the secretariat or at locations in participating
countries.
As a policy dialogue conduit, the NKDAG would provide the guiding framework for the alignment of the MDTF with the needs and investment interests of
North Korea. In order to implement MDTF projects/programs in the country,
donor agencies would need to establish a coordination forum at the operational
level. Indeed, representatives of donor agencies would be obliged to engage in dialogue with the North Korean authorities and relevant local partners to ensure the
alignment of MDTF initiatives with the country’s development activities.
In this regard, as shown in Figure 12, at the North Korean MDTF operational
level, there would be a need to establish a local aid coordination committee (LACC)
to ensure donor harmonization, meetings of which could be expected to be scheduled on a monthly basis. The LACC along with sector working groups (SWGs)
would be responsible for supporting development plans and programs, some of
which could be carried out by the MDTFs. As shown in Figure 12, SWGs would
cover about ten sectors, including rural development, education, environment,
health, energy, and transport, as well as the private sector.
A joint liaison committee (JLC) would also need to be set up to facilitate policy
dialogue and aid coordination between donor agencies and North Korean partner
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Figure 12. North Korea Trust Fund Governance Structure

Source: Adapted from Scanteam (2007b, p. 226).
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organizations. The JLC would function as the primary working group on the North
Korean side, operating along the lines of a partnership framework for promoting
development support and ensuring sectoral coordination. This committee would be
made up of North Korean government officials, and local representatives of donor
countries and organizations. The JLC would support the implementation of
MDTF projects, and the monitoring/evaluation of external assistance and Trust
Fund activities. The North Korean government could improve JLC organizational
capacity through the operation of so-called implementation working groups (IWGs)
comprising relevant government ministries and institutions. The government could
make proposals for prospective development projects, and address policy issues
and implementation problems through the JLC.
Successful fund-raising proposals and projects implemented through Trust
Funds would serve as an impetus for enhancing the role of the NKDAG in the
coordination of development assistance to North Korea and its economic recovery.
In turn, the effective administration and fund-raising strategies of the NKDAG and
its associated MDTFs would help to promote satisfaction amongst the donor
community in terms of the transparency and effectiveness of its aid, which could
ultimately attract more foreign donors to MDTF activities.

3. Cooperation with International Financial Institutions
During the process of establishing special Trust Funds, it is vital that the international community supports North Korea in its application for IFI access. If
Pyongyang can become a formal member of bodies such as the IMF, World Bank
and ADB, it will be able to receive concessional loans for revitalizing agriculture,
rebuilding industrial facilities and infrastructure from the World Bank’s Internation-
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al Development Association (IDA) and the ADB’s Asian Development Fund
(ADF). The per-capita income criteria for IDA credits and ADF loans is modest, as
development bank lending is intended for low-income member countries that are
not eligible for conventional loans based on commercial interest rates and creditworthiness. North Korea’s estimated GDP per capita is in the range of low-income
countries that currently have access to concessionary funds, meaning that the country could be included in the list of candidates for IDA and ADF funding.
Based on the 2011 standards, the IDA fund targets and supports low-income
member countries that generate less than USD 1,165 annual per capita income
(World Bank 2011). Unlike International Bank for Reconstruction and Development (IBRD) loans from the World Bank, the IDA fund has a 0.75 percent service
charge only with no interest incurred and a typical loan repayment time-frame of
40 years, including a 10-year grace period. About 80 countries received IDA loans
in 2011. Similarly, Asian developing countries can access the ADF on a grant basis
with a one percent service charge. In addition to per-capita income level, ADF eligibility is also based on an evaluation of the recipient country’s policy performance
and repayment commitment. When North Korea takes progressive steps towards
economic reconstruction in the future, the utilization of IDA credits and ADF
funds with such generous terms of financial support could be very useful in the
preparation of investment projects in the country.
As Table 7 demonstrates, IFI development assistance could take place in three
phases, and full-scale financial aid might only be realized after several years of IFI
membership. Nevertheless, as Babson (2004, 2006) argues, North Korea’s improved relations with neighboring countries should allow the country to access
immediate technical assistance before formal membership of IFIs. Moreover, the
establishment of special Trust Funds could help North Korea obtain alternative
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Table 7. Potential Contribution of IFI Assistance to North Korea
Pre-membership

M easures
&
Strategies

Prerequisites
& Considerations

Immediate post-membership

Full implementation stage

• North Korean observer status • Provision of concessionary IFI • Continuation of technical assisat IFI meetings
funding (IDA credits from the tance for improvement of
• Commencement of indirect
WB and ADF loans from the
North Korea’s institutional caassistance aimed at enhancing ADB)
pacity to manage its economy
the management capacity of • Policy dialogue on macroand reform process effectively
government agencies and
economic stability (e.g. nation- • Financial support from IBRD
professionals through training al budget, foreign exchange), and the ADB’s Ordinary Capital
programs at foreign universiand economic development
Resources
ties, institutions, and vocational strategies and management - Receipt of annual developschools
• Technical programs aimed at
ment funds of USD 200– 400
• Technical assistance via devel- improvement of the transport million
opment programs of NGOs
and energy sector, environ• Provision of IMF backing, e.g.
engaged in humanitarian activi- mental protection, agriculture poverty reduction and growth
ties in North Korea
recovery, natural resource
facility loans
• Policy seminars and workmanagement, etc
• Large-scale financial assisshops with North Korean offi- • Implementation of direct
tance for the restoration of
cials
training programs via instituinfrastructure and industrial
• Establishment of special Trust tions such as the Economic
facilities
Funds for North Korea
Development Institute of the • Coordination of North Korea’s
- Seeking alternative sources to WB and the IMF Institute
foreign debt restructuring
IFI funding to finance rehabili- • Establishment of a CG organi- • Assistance in North Korea’s
tation of North Korea’s agricul- zation led by the World Bank
access to private capital and
ture and transport infrastrucfor effective management of
international financial reture before formal IFI entry
development assistance to
sources
- Establishment of North Korean North Korea
• Technical programs for legal
Development Assistance
• Implementation of joint devel- and financial system reform
Group (NKDAG)
opment programs with international NGOs
• Positive North Korean action to • Positive performance to meet • Incorporation of IFI recommeet entry requirements for
WB and ADB loan conditions mendations into North Korean
IFI membership, and demon- • Establishment of IFI country
economic policymaking and
stration of a cooperative
offices in Pyongyang
management
stance towards the interna• Annual IFI macroeconomic
• Implementation of a structural
tional donor community
audit and frequent economic adjustment program for the
• Implementation of North
assessments
economy
Korean economic policy aimed • Introduction of significant
• Acceleration of North Korean
at reform and openness
elements of a market-oriented economic reform and open• Active cooperation with donor economy
ness
monitoring and improvement • Drawing up of a roadmap for • Full participation of North
in the transparency of foreign IFI development assistance
Korea in international economassistance operations
according to the stages of
ic activities
• Improved diplomatic relations North Korean reform
• Promotion of political reconciliwith the United States and
• Full-scale implementation of
ation between North and
Japan
inter-Korean economic projects South Korea
• Efforts to stabilize inter-Korean and promotion of regional
relations
economic cooperation

Sources: Babson (2001 and 2006); Zang (2002) (adapted from Lee 2004a, pp. 83-84).
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sources of IFI funding in order to finance its economic rehabilitation projects before formal admission. Support from an international donor assistance group for
North Korean economic recovery would be coupled with the first MTDF and IFI
engagement with the country.
In addition, the World Bank and other IFIs could provide training for financial
experts and technocrats. The building of economic management capacity and
technical knowledge acquisition in preparation for the implementation of appropriate development policy is considered an important stage in the process of economic rehabilitation and reform. The financial burden and political acceptability for
both North Koreas and the IFIs of providing training programs would be lighter
than that of a large-scale development project; and, given the fact that Pyongyang
has increased overseas study opportunities for its government officials and economic experts over the last decade, IFIs would do well to consider the promotion
of education and training programs as a component of the overall intervention.
Indeed, such an approach would help facilitate North Korea’s future transition process, while at the same time improving its relations with the IFIs through increased
interaction and knowledge sharing.
Along with the responsibilities faced by South Korea in terms of the recovery
and reform of the North Korean economy, there are also political and economic
problems that must be resolved with neighboring countries and international organizations within the framework of multilateral cooperation. When the North
Korean regime takes a proactive approach to resolve the current nuclear standoff,
financial and technical support from international donors will be required if the
country is to improve its foreign relations and overcome its economic hardships.
The economic outlook for North Korea is still bleak; however, active support from
neighboring countries and IFIs should help make it brighter. To encourage the
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North Korean government to take the lead in the country’s future economic rehabilitation and reform, the international donor community should foster long-term
development projects in addition to emergency relief. Aid coordination among
neighboring countries and international agencies is needed to improve policy dialogue and resource mobilization. Accordingly, the relevant countries and IFIs are
advised to establish MDTFs for the effective management of the assistance they
provide for North Korea’s economic rehabilitation and transition.
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국문요약

본 연구는 국제협력을 통한 대북 지원방안으로 다자간 신탁기금(Multi-Donor Trust Funds) 설립
의 필요성을 제기하고, 향후 설립될 ‘북한 개발지원 신탁기금’의 효율성과 투명성, 안정성 확보를
위해 신탁기금의 설립 방안과 운영·관리에 대한 구체적 분석을 하였다. 남북한 관계 진전과 6
자회담을 통한 북핵 문제 해결에 대비하여 한국과 주변국은 효율적인 대북 경제지원 추진과 북
한의 국제사회 참여를 유도하기 위한 전략을 준비할 필요가 있다. 북한경제 복구에 소요되는 비
용을 한국이 단독으로 감당하기에는 경제적 부담이 크기 때문에 주변국과 국제기구들이 공동으
로 참여하는 다자간 지원방안을 적극적으로 추진할 필요가 있다. 다자간 원조조정의 주관기관인
국제금융기구에 북한이 가입하고 의미 있는 자금지원을 받는 데 상당한 기간이 소요될 것이므
로 그 이전에 한국과 관련국들이 자금을 출연하여 다자간 신탁기금을 조성하는 방안을 모색할
수 있다. ‘북한 개발지원 신탁기금’의 설립은 북한의 경제회복을 위한 재원조달을 확대하는 데
기여할 수 있고, 공여국(단체)들이 공동으로 대북 원조점검 회의와 모니터링을 통해 사업 평가
와 추진 현황을 점검할 수 있어 대북 지원의 투명성을 향상시킬 수 있다.
본 연구는 국제사회의 협력을 통한 북한 개발지원 방안을 검토하기 위해서 북한경제의 현 실태
에 대한 분석을 연구 내용에 포함하였고, 2000년대 국제사회의 대북 인도적 지원 현황과 지원과
정에서 나타난 문제점과 개선 방안을 분석하였다. 또한 ‘북한 개발지원 신탁기금’의 설립과 운영
을 위해 참고할 수 있는 개도국 및 분쟁지역 신탁기금 사례로서 국제금융기구 가입 이전에 신탁
기금이 조성된 팔레스타인 지역과 체제전환 과정에서 상당 부분의 공적원조를 세계은행 협의그
룹(Consultative Group)을 통해 조달한 베트남에 대해 분석하였다. 보고서는 대북 지원 신탁기
금의 설립 절차를 모색하면서 ‘북한개발지원그룹(North Korea Development Assistance Group)’
과 같은 국제협력체의 설립을 제안하고, 이 국제협력체가 ‘북한 개발지원 신탁기금’ 운영을 위해
필요한 조직과 관리 형태에 대한 구상을 제시하였다. 또한 대북 지원과정에서 국제금융기구의
역할을 파악하고, 북한이 신탁기금과 국제금융기구의 지원을 받기 위해 요구되는 전제조건과 과
제를 분석하였다.
핵심용어: 북한, 국제협력, 다자간 신탁기금, 개발지원, 원조조정, 남북한 협력
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