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Executive Summary

This paper explores multilaterad enga
tion, with particular focus on the establishmespe€ial flustFunds. North K-
reads economi c hasdeen stagmatite saciaistegimeses? 0 0 0 s
ingly lacking the capacity to resolve food shortages and economic probéems. Mor
over, due to the recurrenok the nuclear issue and subsequent imposition of
tighter sanctioregainst Pyongyang, not only has the scale of foreign aid for North
Korea deceased sharply, but the engagement of international donors inihumanitar
anassistandeas also been greatly redu€hds, a feasible institutional instrument

for the amelioration f the regional instability c
problems and nuclear standoff would be the establishmanutifiederaframe-

work thatwould involve bilateral donors and internatidimancial institutions

The setting up of specialstFunds is a possible option for resource mobilization

for and aid coordination in provididgvelopment assistance to North Korea. Gi

en the potential benefits of such a mechanism, creatthdonor Trust Funds
(MDTFs)for North Korea aslenuclearizatiom the Korean Peninsula progresses
could help strengthen relations betwygmngyangnd the internationalonor
community. Moreover, the joint funding mechanism of the spemtlFund

would help to ease the political burden currerdlyidgred bySouth Korea and
neighboring countriegdirectly involved irproviding developmerassistance to

North Korea.

This paper endeavorsadiculateéhe establishment 8DTFs in the early stages

of denucledzation, which wouldacilitag the dismailing (or abandoning of

North Koreda nuclear progranas well athe construction on international aid
coordination mechanisthalsoexplores thpotentiakolesthat Trust Funds could



playin resourcenobilizatiorand policy dialogughepaperakoconsidesareas of

support and proceduire the operatiorof MDTFs for North Korea. By drawing
attentionto issuesroundthe administrativetructure ofthe MDTF, it proposes

t hat international donors establish 1
Groupd (NKDAG) as t he povéerningbody.aThe s pec:
NKDAG could provide a forum for policy dialogue in the coordination oF deve
opment assistance to North Korefective funeraising, and the successful-
plementatiomndmanagemerdf the Trust Funds would serve as an impetus for
enhancing the roles the NKDA@uld haveo play in the coordination pfovid-

ing developmentszistancto North Koreaandort he countr yws ecol
ery. This, in turn, would help to placate the dommnuinity in respect of the
transparency and effectiveness of its funding contributions, which could attract
moreforeign assistnant®eTrust Fund activities.

Key words:North Korea, Aid Coordination, Development Assistance, Humanita
ian Aid,Inter-Korean Cooperation, International Financial Institutions,
Multi-donor Trust Funds

JEL Classifications:F51, N45, P27, 016, O19
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Multilateral Engagement in NorthKorea®
Economic Rehabilitation and Possible
Establishment ofTrust Fund

JongWoon Lee andHyoungsoo Zang

l. Introduction

The stalemataverthe North Korean nucleassuehas inflamedebatearound
the approach of the international communityytongyangndits policy of en-
gagemenin dealing with the regime. North Kdraacent act of aggression
conducting underground nuclearitgsn May 2009 ands artillery strike on
Yeonpyeongslandin November 2010 has furthexacerbatetbreignrelatiors.
Tension on the KoredPeninsuldnas riserto a new pealind intetKorean eo-
nomic relationshave reachettheir lowest poinfor the last two decadé®cent
confrontation has not onlstrainedinter-Korean relations but alsgorsened
Py o n g stamdingndils several Westeoountrieghat it establishediplomatic
relationsvith atthe beginningf the 2000s.

* The views presented in thiger are the authimad do nohecessarilgflect those of armystitutionwith
whicheitherisassociated
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Accordingly,dugher internationaanctiondave been imposed on Nortio-K
rea in order tput stronger pressure on the regime to abandon its nucleds and
listic missile programs. North Korea currentlysfadateraleconomicembargos
from South Korea, Japan ahe United Statess well as multilatessnctions
based on both thgnited Nations UN) Security Council Resolutions 1718 and
1874.P y o n g yantimgpiioa of its nuclegrogramin defiance of these
measures frommajor contribudry donors has led @drastic falbff in assistance
from theinternationatommunity. According 10N data, foreign aid the coun-
try anountedto only USD24 million in 2010, the lowest level stheeinterma-
tional community begamoviding humanitariasissistanc® alleviat the North
Korean famineof the mid199&

The unexpected death on Decaniy® 2011 of North Korean leader Kim
Jongll, who hadmaintainedhis authoritariamule for more than two decades, has
increased the o u n politigaldamd economic uncertaiitithough the North
Korean regime hasfficially takensteps forthe successo n o thirdKsonm &
JungUn, there is stith great deal afnpredictability in the pesim Jongll era.
Thereis thus no simple answer to questions arthmdew regingedirection in
dealing with h e ¢ stagnant ecprdmy and internationkltiso.

Yet, it is clear that given North Kdégaresent economic capabilities, economic
rehabilitations unfeasible withouthe externalassistancand normalization of
foreign relations, whicouldonly bepossiblevith the abandonmenf itsnuclear
development programs, not to mention a major skeifoimomigoolicy direction.

It is widelyacceptedhatt h e ¢ @aonomic perfosmance is becoming more
sluggish anthatliving standards of many ordinbigrth Koreanshavedeterp-
ratedagtuationthatis clearlyeflectedn the recentecurrencef food crises and
malnutritionamongits vulnerable populatioAccoding tothe World Food Pr
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gram YWFP), Food and Agriculture OrganizatiBA®), and United Nations Chi

d r e n 8 YNIEEHF)RdGd Food SecurityAssessment (RFS#)ssion in 2011,
North Kored total food deficits for the 2010/fidcalyear were estimated to be
886,000 tones. dve than six million North Koreans were reportedlyrgent
need ofexternafood assistanc& he redudn of food shipmestand othethu-
manitariarid {(ncludingueland fertilizer) from the international donor corrimun
ty hadurthernegativelgffectedhec ou nt r y @imationut r i t i on

North Kored current nuclear standoff andréfsictancéo embraceeforms
have undermined tlemgagemeimilicyapproactof the international community.
Given Pyongyadgnuclear brinkmanship ahe intensified tension in the region,
skepticisnis growing among many South Koredomitthe role that externad-a
sistanceanplay in North Kore@ transformation. Indeathnorfatigue has arisen
in manycountrieswhichresulted in the decline béimanitariassistanc&lore-
over, the plicymakers of South Korea, Japan and the United States have taken a
cautious stance tavds economiassistancand politicatapprochemenwith re-
gard toPyongyangn attitude thas likely topersisunlesghe regimdreezes its
nuclear programs.

Deterioraing relations betweehe two Koreas in recent years higeeto the
urgent needbo restoe interKorean economicooperatiorand political dialogue.
Considerablachievemerih humanitariaassistancand economic exchange-du
ing the last decadwtwithstandingrelations betwedhe North and South have
not beercordial Indeed, thumanitariamssistancgf donor counies has pre
en quite vulnerable to changes in the political and military envirohtherio-
rean BninsulaFor South Korea anits neighboringcountriesthe North is a
source of greaegionaturbulenceand Pyog y a degefbpmendf nuclear wee
ponry will very likelgdterthe entire securitsituationof East AsiaAdded to this
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the food shortage and economic crisis possess likgjisabdof creating socio
economidnstabilityin the region. In this regadhe soft landir@pf North Ko-
re@d economic transition coupled with denuclearization is agwgifai South
Korea andts neighbos

In terms ofthe demandtdy the international community fine termination of
North Kored@ nucleaprograns and the regirBattemptto take advantage thfe
rewardof complianceas @anlon and Mochizuki (2008nhphaged, ca grand
bargain betweerNorth Korea, South Korethe United States, Chirend other
stakeholders is®ecessaiin order to end the prolonged nuclear ciikisse actors
must adopt proactiveengagemerttrategyif Pyongyangs to be persuaded
reform its foreign and economic polj@esicrea¢ conditionsconducive to ove
coming protracted economic hardshipthis context, there is a need to build a
frameworlof multilateral cooperation that involvasvanneighloring countries
and internationadrganzationsin order to break through North Ko&auclear
stance

It is clearthat the funemental problem behind the current impasdbe six-
party talks on denuclearization andgtiesvingtensionwithin the East Asrare-
gion lissin North Kored® rsuclear ambitianThereforea paradigm shift is urgently
requiredirom the regimi currentstraegyof brinkmanship to greater efforts to
transformthe economy and create betisternationalrelations. Nevertheless,
when observing the trajectorytioé $-party talks, other participaritsthe muli-
lateralnegptiatiors cannotbe absolved of respsitbility for the current nuclear
stalemategiven thathe policies of South Korea, the United States, China, Japan
and Russia ha allstruggledo dealeffectivelywith North Korean issues. There is
thusa wide gulf among participants in terms of ypolicthe continuation or
withdrawal ofassistande North Korea $choff, Perry and Davis 2p0herefore,
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theinternational communighoulddrawup a concretélueprintfor moving le-

yond North Kore& current economic and diplomatic stalerbiieg withtasks
facing South Koreaith regard téhe recovery and reform of thee g ieco®-0 s
my, thereare political/leconomiproblemghat mustbe resolved withoth neigp-
boring countries and international organizatiBren if North Koreaadoptsa
proactive approach tesohing the current nuclear standoff, financial and technical
support from international donavdl still berequiredf the country i$o improve
foreign relations armyercomets economic hardship.

In this regard, the effaetiprovision and managemeitforeign aid ignim-
portantenticement imolding North Korea to its words well as ensuring close
cooperation among stakeholders. The establishment eflamoitiTrust Funds
(MDTFs) ould be a feasible option for promgtiresourcanobilizationand aid
coordinationin providingdevelopmengassistance North Korea (Zang 2002;
Babson 2004 and 2006; Morrow 2006; Zang 2008). As almost all pooled Trust
Funds implemented in developogntriedhave governanegrangemenisvolv-
ing bilateraldonors and multilateral organizations (Gravat2008;Scanteam
2007; Schiawdampo 2003the creation of Trust Funds for North Korea could
providea policy forunmin which Pyongyang might engegté its international
donors

Moreove, MDTFs could giveNorth Korea the chance &cess aid packages
covering financial and technical assistance from international firstitatains
(IFIs)i such as the World Bank and the Asian Developmen{AaBki be-
fore it obtaiedfull membeshipof these institution¥he World Barksupport to
theWest Bank and GaZamor-LesteandSouthSudararegood exampéof the
involvemenbf IFIs in Trust Fund arrangements for countries or rebifogea
full eligibility for theB a n lken@lisg services. The establishment of specsl
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Funds for North Koreaalsocould improvédooth the quantity angualityof exte-
nalassistance

At thispoint, wemightconsidethe establishment ahaidcoordinatiorag®-
cy for North Korea,provisiorally namel t h lorthoKorea Development Assi
tance Grouf(NKDAG), as the princgd MDTF governing bodyponagreement
amongst internationelbnors to establish the first special Trust Fund for North
Korea. Under the broad consultative framework for adetsadtripartitecoope-
ation between NortKoreg South Korea and internatiodalnors, the NKDAG
could provide an administratimechanisnfior MDTFs for North Korea. Corgi
eringthereconstruction and development benefits of MDAndthe aforeme-
tioned aid coordinatiormechanism for developioguntriestheestablishmeruf
special Trust Funds could hstpnulate North Koréaeconomic rehabilitation,
thus creating a favorable environment conducive to theractivemenbf for-
eign donors in theroces®f the countr§ socieeconomidransformation.

In lightof this conceptthis paper explores multilateesigagemert North
Kored economic rehabilitatiomith particular focus on tipessibleestablishment
of MDTFs. After conducting a detaikxhmination ofhe countryy aurrente-
nomic situation and inherent problert® paper reviews thecord ofinterra-
tional assistance tdorth Koreasince the mid990s. This part of the paper
demonstratethie declining trenéh foreign aidespeciallfollowingthe internatio-
al dispute ovdr h e  r rugearrdevélagpment programs. It atkiresss major
problemsassociated with internatioa&l to Noth Koreg while suggesting some
policy measures for improving the quality of aid deleety.of the paper po-
vides aconceptualinderstanding oihternational assistanaedthe MDTFs by
exploringthe roles of aid coordinatiomanagemengractices imultilaterakid
andthe potential benefitsf Trust Funds.n order to draveomeimplicationgor
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Trust Funds for North Korea, thigrtalsoexaminethetwo MDTFs established
for theWest Bank and Gazend Vietnam.

The paperthen endeavors farticulatehe establishment of MDTIes early
stages of denucleation, whiclwould facilita the ésmantihgof North Kored
nuclear programk explores th@otentialroles of MDTFs in resourcenobiliza-
tion and policy dialogue in the North Koreantext The paperhighlightscertain
considerations relatemlareas of support and procedartheimplementatiorf
MDTFs for North Korealt also draws attentido issuesroundthe establils-
mentof an MDTF goverm@ancestructureln examining the potential role I&s,
the last part of the paper examineattigipatedoles of Trust Funds and other
forms of economiassistanda North Kore@ economicehabilitation



. Current Situation of the North Korean Economy

1. Macroeconomic Stuation

The North Korean economy has emerged from the worst @cdmemic
doldrumsof the 1990s, but it still suffers fraime effects ofongterm strai and
chronic poverty. One of the few socialist countrieis léfe worlgd North Korea
faed serious famine in the late 199@sperio f f i ci al | y Ardef er r ec
ousMarchoé by the regi me. Alcypaisggheianceh t he
and a centrallglanned economy, the deterioration in foreign relations ant-the su
sequent deepening of international isolation following the demise of the Soviet
Bloc ledto shortages in energy, raw materials, and foreign yuloeocding to
the Bank of Koret&uth Kored@ central bank) estimateygthe end of 1990s, the
North Korean economy had shrunk to about 40 percent of that of 1888, as
eragd 4.3 percent negative annual growth in consecutive years from 1990 to 1998.
Sieh severe economic depressimuiid be seeim 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 (KOTEO®1)}

From the beginning of the 2000s, the NKihean regime placed greater e
phasis on economic recovery, prioritizing the naati@ti of the key sectors of

11N 2010No r t h stidde vokiraedvas reportadlyirnedo the1990 trade volume of UZD74billion,
largely due to sharpigreasitrade with China. According to the Bank of Korea, the estimated &ross N
tional Income (GNI) of North Korea in 2009 was (22 billionwhichis still lower than the USP3.1
billionin 1990.
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energy, transportatiend heavy industry, as well as inalga®seluction of daily
necessities. It gradually drove economic policy in a surpeagmatic direction,
aiming to alleviate the adverse effects of the economic breakdown of the 1990s.
For example, the UnitédonhgpEnterprise System, which had been the core basis
of the regimeds centralized?2000nmdoustri a
der to improve the productivity of statened enterprisgSOES) Moreover,
Pyongyang implemented new economic management policies in the summer of
2002, Kk nownEcaaniddandgamen! Improgvement Meadurest- Po | i
ical slogans coin@dthe early 2000scludingSinsagon(a new way of thinking)
andDanbeondeya§ a si ngle | eap forward)k- refl
le prolonged econontiardships

Sincelate199@, the regimbasclaimed that the country walben thegate
leading to the statusf aGangsungdadgrgat, powerful and prosperoasion)in
April 2012, the 1@0anniversary of the birth of the North Korean founder, Kim
[I-Sung. It has been observed that North Korea has increastatEtheigetand
investments forthe normatiation of productioractivitiesin the secalled four
leading sectormétalindustry, electricityeneration, coal mining and the railjpads
which wereselected as sectors that would drive industrial rehabilitatios=. Cons
guently, he constructiorof new infrastructure atide implementation athabit
tation projects for existing facilities vieceeasedind productiorn some SOEs
and factorieallegedly escalatadhe late 2000s.

However, although North Kordes investedreaer efforts in improving its
economiccondition,its recovery has stageéand the regime seeto lackthe
capaity to resolve food shortagandeconomigroblemsAs shown irFigurel,
the North Korean econontyeganrenewed growth in 19%@it recovery in the
2000sas beennstable witlyeaito-yearfluctuatiors Annualgrowth ratsof more
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Figure 1 Estimated Growth Rates of the North Korean Economy, 1982010

(Unit: percentageointy
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1 to 4percetage points in thearly2000s were not sufficient to bring back the
economy from theconomicollapsén the19®s.An analysiby theBank of Ko-
rea(2009) demonstrates that the North Kéregeraleconomic growth rate from
1990 to 200&as-0.9percentandits national income has baardeclire for the
last two decades

In the pursuit ofan ideology ofluchgselfreliarte and theconstructiorof a
selfsufficient national economy, tNerth Korean regimehascontinued toem-
phasize theninimization of external influenddoweverit is evident thagconon-
ic performancealuringthe 2000shaslargelybeen shaped by its foreign relations
and assistance from thmernational community. The North Korean economy
achieved abo@ percengrowth in 199and hadmnaintainegbositivegrowth pe-
formanceuntil 2005thankdn partto humanitarian and enegiyy from neighbe
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ing countries and internationaganizationas well as increasaterKorean ec-
nomic cooperatiotdowever, economic growthitesfell into negativeiumbersn
2006 and 2007 due to the coumtnprsening foreigelationsandasharp reder
tion in international assistance in the wake ofrborge ballistic missile launches
and an underground nuclear test in 20Q@6lggisheconomycontiniedto prevail
as sancti@againsPyongyanitensified and inté&oreanrelationstalled

In recent years, North Koréeuncheda massnobilzation strategy in it¢-a
tempt to effect théransformatiorof the country intea Gangsungdagguéat,
powerful and prosperousition) The regime needed to imprdtie economic
situationin order tocrea¢ favorablepoliticalconditions conducive to gainindpu
lic support for succession to théd generation of theeadershipAccordingly,
compulsorymas mobilzationcampaignbave beenimplementedas demonstra
ed ineventssuch a$ t Ib@dayb at t | e 6 intApria2009 and the sidwes d
guentdaypda 00l ed t he f ol décentvyponmotipn G @got e mb e r
constructiorprojecté including roadepais aroundhe Pyongyangrea andhe
0 h u ntdousandl homdsu i | d i i gcoulglalsobg ndetstdod in thisie-
text. Indeed, North Korefas expanded investngeint its industrialsector, and
outputsfrom somefactoriesandindustieshavereportedlyincreased. e North
Korean media has frequently reported the achievemegageshmenprojects,
especially ithe four aforementioned leadisgctorshighlightinghe increasa
electritty generatiorfacilitatedoy rehalilitation and construction ofydropower
stationsthe escalatioof thermal powebased orincreased coal suppnd rises
in miningproduction followingmprovementsin electricitysupplyandthe expan-
sion of majorfacilitiesAs a shortterm effectsuch amasamobilization strategy
and increased inputs of resources might stimulate economic growth.

Nor t h Kor e avwlmethaginereaged in spiteafddeteriorafion
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nucleatest in June 200North Koreds foreigrtrade has grown substantially over

the last decade from a starting point/ 8D 1.969billion in 2000 USD4.174bil-
lion in 2010, the largest reeatdrade volumesince 198° Looking at foreign
tradedatafor 201, the regimeecorded an export volume GED 1.513billion,
an increase af2 percenbver the previous yebro r t h
are nineralproducts, textiles, machinery, and eletéeieeatronic productits im-
ports also increased bypE3cenin 2010, recordinga figure of USI2.66 hillion,

Kor eads

majorimport items beingnergy resourcésod itemstextilesandmachinery

Figure2. North Koreas Foreign Trade, 19962010

(Unit: USD milliony
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The countr§s foreign tradduringthe 2000s has consistemten,due mainly
to the expansion dfade with Chindilateral trade witits giant neighbaecod-
ed USD3.465hillion in 2010¢onsistingf exports worttJSD 1.187billion and
importsof USD 2.277billion (KOTRA 2011). Sinblorth Korean trade reactd
83 percentof thetotal external tradef North Koreain 201@ risingfrom 53
percentin 2005t0 67 percenin 2007 andto 79percentn 2009. Tisrecentin-
crease irirade volume between the two ddea demonstrates North Kogea
greater economic dependency on China asdgh®ningffectof Chinese trade
onthe economyf the formematatime of tough economic sanctions froah-
boring countriesparticularlySouth Korea and Japfafiowingthe North Korean
nuclear standofit alsohighlightsanincreasé importsfrom China since the early
2000sand North Kore&growingtrade deficits (e.g. USM9billion in 2010).

North Kored recent magsobilizationstrategy could not continue fong.
Along withshortcomingof the masamnobilizationstrategy and the reginbans
on market activities, intensifieconomic sanctions fraime international comum
nity andthe subsequent reduction of extemsdistanceill make it difficult for
the North Korea regime to achieve significaobnomigrowth As demonstta
edinTable Nor t h déanomic pdicgunderKim Jbngll did not contain
theprogressiveeformmeasurethat might havaddressdtheinefficienciesf the
economyln 2002,somemarketdementswere included in the -salled@uly
Economic Management Improvement MeaSules thesepolideswere ameth
edin the mid2000sn orderto restorghe regimé centrallyplannedsystenand

3 Policymeasureis the 2002 reforroonsisted of six major elements: adjustment efcstteled prices to
realistic levels and increased saladgesfmensate for thiepid hike in pricegartial abolition of the public
distribution systerdecentralization of the state planning systetial liberalization of the decisiaaking
process iSOEsrationalizationf foreign exchange signd strengthening of a material incentive sgstem t
enhancébor productivitisee Lee 2004a, pp-106)
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Tablel. Orientation of North Kore@® Bcon

omic Policyduring the Kim JongHl Regime

Link to dmilitary-first policyod

- Emergence of the National Defense Committee as the
key decision-making organ of the North Korean regime
after Kim Jong-lI& formal inauguration in 1998

- Top priority of the regime is to gain military strength, and
maintain the support of the Labor Party and conservative
wing of the military

- North Korea® economic policies have been heavily influ
enced by political and ideological decisions.

- The continuation of heavy emphasis on the defense indus+
try and a policy of Juche (self-reliance)

- Available resources have been channeled primarily into
development of defense and heavy industry.

- The regime@ policy driving rehabilitation of the North Kore:
an economy & development of the defense industryd is
to stimulate production in the heavy and chemical indus+
tries, thus revitalizing the agriculture sector and light indus+

try.

Attempts at industrial normalization through produc-
tion recovery of the four leading sectors

- Pursuit of an economic recovery strategy that highlights

the normalization of the four sectors (metal industry, elec-

tricity generation, coal mining, and the railroads), which

precipitates a chain reaction with other industrial sectors

(power, machinery, transport, etc)

- An increase in the percentage of the government budget

allocated to the four leading sectors

- For example, a 49 percent budget increase in 2008 for the

four leading sectors (athough the total budget only in-

creased by 3 percent)

- Increased investment to combat energy shortages and

power generation problems

- Use of mass mobilization campaigns, such as the 150 day
battle in 2009

- By 2012, the regime apparently ams to have restored
production levels in the manufacturing sector to those of
the late 1980s, the highest industrial performance period
inthe countryd s h ihaweever,rregent production output
of most industries has not reached such a level.

Partial economic openness to the utilization of for-
eign capital and technology

- The regime has attempted to make partial policy changes in
order to improve international economic relations and at:
tract foreign investors since the early 2000s.

- The Sinuiju Special Administrative Zone and Kaesong Indus:
trial Complex were established in 2002

- The International Trade Arbitration Committee was inaugu
rated under the auspices of the Trade Department in 2004.

- By the end of 2011, 123 South Korean companies had
operations in Kaesong Industrial Complex, hiring about
46,000 North Korean workers.

- Dozens of joint ventures with Chinese companies have
been established in mining and manufacturing sectors (e.9.|
Chinese investment in 20 North Korean mines, with 31
development projects)

- The amount of official Chinese investment in North Koreg
increased from USD 112 million in 2003 to USD 4123
million in 2008.

- In 2009, the Rajin-Seonbong area was designated as g
special administrative zone.

- In June 2011, a Sinoi North Korean joint investment plan
was announced with an unprecedented inauguration cer-
emony for the Rgjin-Seonbong special zone and
Hwanggeumpyeong area near Sinuiju.

Increased importance of science and technology in
North Korean economic policy and management

rThe regi me 19
Technol ogyd

- During the 2000s, the development of science and tech-
nology was highlighted as one of three major measuresd
along with advances in the military power and the
strengthening of socialist ideologyd that would achieve
the state objective of building a strong nation

- Increased budget for the development of the information
and communication technology (ICT) sector

- Greater effort on cultivating high-quality IT professionals

- Five-year plans for science and technology development
have been ongoing since 1998, the third stage of which
has been implemented from 2008 to 2012

- Policy emphasis is placed on the modernization of factories
and enterprises based on the development of technology,
and cooperation with foreign firms and institutions.

- The expansion of mobile telecommunication services by
means of foreign investment from Egypt& Orascom Tele-
com has been ongoing since 2008

procl ai med
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strengtlen its control of the economy. The retreat of North K&esconomic
relaxationwas clearlapparenin the secalled@urrency eéformdof November
2009that aimedo suppresghe expansion of private economic activitideed
the regimecontinuedto emphasize Songuiimilitaryfirst) policy andchanneled
substantighmouns of state resourc@so thedefense industrignoringdevel-
mentof the agriculture sector dight industry

The living conditions obrdinaryNorth Koreans reportedly deteriorated as a
directconsequence df h e r failgdatterapdie tighten state control over its
unofficialprivate sector in the 1a2600s. &ed withthe potential political threat
from the widespread markattivitiesof the general public, the reginasmade
several attempts tmpedethe expansion of the informal economic séator-
rency reform in November 2009 wassuebeffort. However, thattempto limit
market influences through currency refenated irfailure.Immediatelafter the
currency reformpublic dissatisfactiobecamewidespreacecausdood and
commodityshortagesaused unprecedented price hikes

Py o n g gttampip gain contrabverunofficialmarketactivities withoutre
suringthe proper supply othe food chainor restoratiorof the public distribution
system (PD$3d tochaosn thedailyeconomi@ctivities of ordinary peogtgure3

4Tension between North Korea0s infoorenamarkeslhbsypeerpl ann e ¢
apparent since the late 1990s. Due to serious food shortages and the malfunctioarafistateanpo
dinary North Koreans have resorted to engaging in their own private econonficagtivitiise sale of
agricultural products in far mer fidnordeatokreves and
economic hardshimformal narket activitieaiso include black market trading, unofficial productiorr-and se
vice activities, and private income generation in the workplace. These dealings are often assogiated with corru
tion, the unofficial trade of resources betweeostatel emtrprises, and the theft of equipment ardt pro
ucts from the workplace. Given that such a market mechanism is in operation in the informalisector, the pr
vate earnings of workers and their households have created an income disparity between tiaegk individuals
those who limit themselves to state employment and the public distribution system.
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Fgure 3. Market Trendsin Rice Prices in North Koreafter the November 2009

Currency Reform
(Unit: North KorearWWon)
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SourceTheDaily NK (available at http://iwww.dailynk.com/korean/market)php

showspricefluctuationdn rice in three major citiesxemplifyingsharp pricen-
creasgin agricultural and consumer goods after the currency,rafmtthe ia-
bility of the state authority to managfation and its ailing economyLhe re-
gimeofficialy announcedpolicyof closure of all general maskand prohibition
of the use of foreign currency by ordinary citizeecember 200%ut the
markets reportedly continued to operatdrdadmaleconomic activitieemongst
the populatiompersistedT he regime reportedtyosenedts control over thepe-
ationof ¢ 0 n s unmaketsgoth May or June of 20leaninghat engagement
in individual privateconomi@ctivitieescalated

Theindustrial structuref North Korea mcludedarge gricultureandmining
sectorsAs shownin Table 2jn 2010 the agriculturesectoraccounted for 28.
percenbf North Kore® gross domestic produ@DP) andthe minng industry
represented4.4 percentDue to adrasticfall in productiori in the heavyand
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chemical industries in particiilém the 199Qsthe proportim of the national
economydevoted to thenanufacturing sector declined and agricdiyranded
up tothe earll200& Indeed, thenanufacturingectorwhichhadcontributed 22.5
percent of ®P in 1995decreased to 17.7 perdar000.

With greateinput of economicesource in thecoal ango-called four leading
sectors since trearly2000s, the significance rafning, and heavy and chemical
industries haimcreasedn 2010 the share othe heavy and chemical industries
was estimated &b3 pecentof GDP, whereas that of the light industry remained
at6.6 percenBank of Korea 20113inceheregimehasmade greater effad

Table2. Changinglndustrial Structureof the North Korean Economy

(Unit: percentagepminalvalug

T Agriculture Man_uf.acturing and Servige and Con- Water, Gjagz and
Sector Mining Sector struction Industry Electricity
1956 26.1 40.1 33.8 N/A
1960 28.9 41.3 29.8 N/A
1970 215 57.3 212 N/A
1980 20.0 60.0 20.0 N/A
1990 26.8 42.8 253 5.1
1995 27.6 30.5 37.1 4.8
2000 304 254 394 4.8
2001 30.4 26.0 38.8 4.8
2002 30.2 2538 39.6 4.4
2003 27.2 26.8 415 4.5
2004 26.7 27.2 41.7 44
2005 25.0 28.9 41.8 4.3
2006 233 29.6 42.6 45
2007 21.2 31.3 429 4.6
2008 21.6 34.6 40.5 34
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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increas the production ottoal andthermineral product®r both domestic use
and export to China, the sizetl& miningindustryin the economias steadily
increasdtl accounting for 7.7 percent2@05, 12.7 percent in 2088¢ 14.4 pe
cent in 2010n contrast, thevolumeof the @riculturesector intermsof GDP
declined from abo®0 percent ithe early 2000® 208 percent in 200,

In terms ofthe employment structure thie North Korean indstry, the agr
cultureandmanufacturingectosemploy abou®6 percent and 23.6 percent of the
total labor force (12,184, 728opl¢, respectiveNDPR Korea Central Bureau of
Statistics 20090\ccording to the 200&msus, 4,386,895 peopkreengageth
agricultureandfisheries; more people were engagtekiprimary sectdhan in
manufacturing (2,882,982); and North Korean laborers working imitigginn
dusty numbered@18,1950r 5.9 percent of the total labor force.

The populationensusconduted byt h e r @egtialrBaréas of Statistics
with assistancitom the United Nations Populationd (UNFPA) in 2008rec-
ordedthat the population of North Korea in 2008as24,052,23For 15 years,
the countryds total p e pfull8 gerdert per yeae d g r
whencompared tits 1993figureof 21.2million. Thispopulation growth rateas
almost 1.5 perceimt the 1980s. Life expectancy of North Koregnale: 65.6;
female: 72.1h 2008remaired at alevelsimilarto that of theeary 1990s (male:
68.4; female: 76). Such a decreased population growth ttegecarabined result
of deterioration in nutrition and heaititreasdmortality, dowerbirth rate, and a
rise in the number dNorth Korean defectsrafter the economic crisis ahe
1990s. According tthe @nsus, the maternal death rate increased from 54 in
100,00@vomen in 1993 to 77 in 2008; and infant mortality deteriorated from 14 to
19 out of every,Q00 live births over the same peridesE figures refitashot-
age ofmedical services attme persistencef maternal healthroblemsaused by
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economic hardship

Population loss due to madrition and chronieconomidifficultiessince the
mid-190s mightead toa shortfalln theyoung laboforcein the future. Accak-
ing to Statistics Office of South Korea datangdthe ten yearsdm 1995 to 2004
North Korean population loss was estimated tbbat610,000death rate rise
of 480,000birthrate declinef 130,000 Moreover, th008 North Koean en-
susreveals thahe population of the 284 years aggoupis much lowethan
that of the 8344 years age grougdthat the population of those under the age
of 15 has continuously declin8dch a fall in thbirth rateis attributableto a
trend towards latenarriage amonggbung peopleindanincreasén the use of
contraceptive measudege toeconomidiardship and wertainty about the future

Figure4. Working Population bylndustrial Sector
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Note:theworkingpopulatioris 16yearsof age andbove
Source: DPR Korea Central Bureau of Statistics. (2009)
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2. Agricultural Performance and Food Shortage

North Korea has pureat emphasisi dts economic policy ftine increase of
agricultural production, but its chronic food shestaave yetto beresolvedRe-
form elements ih h e r aggcultue policieshave been very limitgtus, the
desired outconfieto overcome food insecufithhas not been achievatilie in
part tothe inefficiencyf the collective faring system, and shortfall of inves
ment inresource including fuefertilizer, pesticides and farm machir@&wgn its
weak production infrastructure and low agricultural produdtigtgbvious that
North Korea idimitedin its ability to resolve the fostlortags orits own

Nor t h Kor e a &as bdemfloethced priricipaby ty adverse weather
conditions on the state of its crops commercial importapacityinsufficient
assistande the formof food and fertilizer frormternational donorg)efficiency
in the PDSthe price of domestitereals in fener®markes; and international
food prices (Kwon and Nam 2010yheg various contriboty factors reflect the
weak structure of the agriculture sexidrelatedshortcomings theeconomy

North K o roa aithiation feportedly improved in the early 2000s, with total
domesticcereal production of approximatly million tos in 2005 (Kim and Ji
2006)Given that production in 199dasestimated to be about 4nllion tons,
output rates by 2005 can be regarded as constituting a recovery tontmaclevel
diatelybeforethec o u ndcangmicslisruption in the Fii@90sKey contribud-
ry factors inthe food production upturn in the early 200tcludedfavorable
weather condidhs; an impra@mentin irrigation facilities in the mdarming e-
giors, theintroduction of a doubleroppingsystemthe plantingf spring barley
and springvheat;andan increasesupply of chemical fertilizéndeed the hu-
manitariardonationof fertilizeisfrom the South Korea government andon
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Table3. Annual Food Supply and Demand,991 62005
(Unit: 1,000 MT marketing yepr

Supply Requirement Shortfall
\C(re(;? Domest{ic Foreign fr(?;pgg:th Total | M i_nim um Re- Recqmmended CA | DA
Production| Imports Korea (A) quirement (C) | Requirement (D)

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 11,092
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

SourceKim and JiZ006, 96)

governmentairganizationdNGOSs) represented the principal external inptiteo
improvement othe situationThe total amount of chemicattilizer deployeith
North Koreain 2004 isstimated tdvavebeen in the region ¢t00,000 tones
About 72 percent of whicfi80,000tons)wassupplied bynternational donofis
mainly from South Korea (KoFC 2010, 549).

However, the possibility that the food criglsreoccurhas always lingered.
Domestic food productiois unable taneet the neswf the population and the
aveage annual food defibihsremained at approximatelye million tons since
the mid1990s (UN 2011).léng withunfavorableveather conditions in the late
2000s and the rise ioternational crop pricele drastic reduction of foedss-
tancefrom South Korea and international donors héas Ipeeater foodhsecurity
in North KoreaFood assistané@®m South Korea and other international donors
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has rectifie substantial portion of tidorth Koreanfood deficit however, as
internationahumanitarian assistance has decreased since208Q0atdue to the
nuclear standoff and deteriorating iKteean relationdhec ount rshd@s f ood
age habecomamore serious:or examplethe halting ofertilizeraidfrom South
Koreain 2008 had aegativeimpact on ceresarvestsThe FAO estimat that
t h e r domastim®dsoduction in 2008/as 4.2iillion tonsthat islower
thanthat of 2005 (44amillion tons).

In February and March of 2011, in responaa togentequesby the North
Korean governmenthe WFP, FAO and UNCEF implemented theRFSAmis-
sion The RFSA reporinhdicateghat estimated domestic food production in the
marketing ye&2010/11 wa 4,252,000 tons and the total food defioitld be
about886,000 tons if thereeve no furthefood importsThis joint missiomec-
ommendedhe assistanagf 297,000 tons of cereals and 137,000 tons of fortified
blended food to thé.1million people whavee facing severe food shortades.
the absence of adequate commeénajmrts orexternafood assistancannual
food consumption per capitauldbe reduced from 174kg to 138kg-P, FAO
and UNCIEF 2011, @6). The mostulnerablesection®f the population arar-
dinaryworkingfamilies, women, children, and the efilextyo are solely depén
ent on the PDS. Unlike elite classes whgiar priority inthe receipt of food,
and farmers who are in a positiondmserve their produce for personal owm co
sumption, PD$lependent households experience comparatively mordiffevere
culties when rations are odtcording to WFRhe average foothtakeper day
throughthe PDS was 190g May201l1anda further 1§two months lateEven a
cereal ration of 200g per damnstitutes a methird of the working adultini-
mum daily aloricrequirementecommended biyhe World Health Organization
(WHO). A nutrition survey conducted in October 2009 by the North Korean Cen
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Figure5. Nutritional Status of North Korean Children

(Unit: percentage
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tral Bureau of Statistics with supfiiatn UNICEF revealed chronimahutrition

amongsiNorth Korean children. As illustrated in Figurthé surveyound that
32 percent of children shesstunted growth, 18 percewdre underweightind 5

percentvereemaciated.

In sunmary the North Korean regimgassetan increas in domestic food

productionandalleviatiorof food shortageasa policy prioriy buthas neglected

the fundamentakform of its strategy ofocialistollective farmingndapproach

5 Inthe 2011 New Year joint editariaNorth Kore® major newspapers, the increase ofpfoddction in
theagriculturadector wakighlightedis one of h e ¢ roajortasks gtafirgthat,d a g r iistheké/t ur e

totheresolutiorof t h e  plieng rdblendo
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to foreignassistance amwvestment. Thpartialchanges in agricukkypolicy and
management thighow clear limitations the ability to raisproductive capacity.
The capacity of the country to produce the volumertfizer, pesticides and
farm machinery that might contributette necessary levelmbductionhas not
improvedmuchso far.Indeed, he supply of drtilizerreportediydropped follav-
ingthe termination ofupport from South Korea 2008;andotherhumanitarian
projects in theagriculturalector supported by Ublgenciesind international
NGOshave been scaled backave ceasedtogethesincehemid-2000sIn this
regardPyongyangrgently neesdtoimprowe foreign relations it is to obtainthe
necessary external assistanoelpincrease agricultural production

When we look at the early staafereform in China and Vietnam, strengthe
ing personal incentives and granting autonomy in productiongpleayedle in
increased agricultupoduction.China dismantled its llgmtive farmingystem,
while adoptingsocalledd pr oduct i on r édivlwahfesrardand i t y ¢
houséolds became the standard unit of production and, as farmers paid taxes,
incentives for and autonoroyer output intensifiedMoreover, thémprovement
of f ar mecordributed tohe deretopment dbcaltownship enterprises
in ruralChina From these cases of reférmnd similar ones in Vietn@nt is
clear thatifundamentabverhaul of th&lorth Korean agriculture sector is critical
ifthecountryds rural economy is to be re

3. Industrial Trends

Nor t h manhufaetarifigs sectoecovered slightly the late 2000s tal
houghthe pace of moveryin productionremainedlow Followingthere g i me 6 s
enhanced investmentthre secalled fouteading sectors and the imjrindustry
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from thebeginningof the early2000s, the operating rates of some factories and
enterprisem areas such agetal, machimg and defershave risen sin¢be mid-
2000sIn the late 2000s, some industrial managepulicy changesere made
thatplaced themphasion heavy industand paved the way for the resumption
of investmenin largescaleechemical plastAccording to the North Korean media,
the governmenhas invested ithe renovation otertainmajor chemical produ
tion facilities, including the constructionfetilizerproduction plantsinderthe
Heungnantertilizer EnterprisandNamheungrouth Chemical Enterprisehis
mover e pr e s e nt efust largeseale fadlity invagtndest in thanufa-
turing sectorsincethe mid-1990s (Leet al2010%. Aside fromthe four leading
sectors, there is alsglativelyactiveproduction and investmeintthe cementin-
dustry which is experiencing an inceess demand due to the consiirctof
severgbower plargandconstruction projects the Pyongyang area.

The operating rates adlomeNorth Korean factorieim the metal, maching
cement andlothingindustriehave partially recoverétbweverthe level ofre-
cent production ithe manufacturing sector has nedcled eventhat of the late
1980sTable 4howsgheestimated productiautputs ofthe North Koreamman-
ufacturingsectorin 2009. Comparintge pasproductionlevels ofthese industs
in recent years, ordgmenproductionhas reovered near9803eves production
in the chemical indusirysuch as fertilizBrhas not increased much compared to
theworst period othelate190s.

6 North Koreahas focused on thepairandmoderniation of existing factofgcilitiesn order tancrease the
operating ratendproductionof its manufacturing sectibhas been reported that stateedndustriafa-
ciitieshavebeen divided into that schedtitediemolition, repadr reconstructiotheregimepursingapa-
icyofd t e c hn o l/reconstractioh and neogemia t (Lemat ai2010)in September 200Qbsta-
tial numbers of North Koredactories and enterpri$dacluding Daeaflass=actorfi wereshut down
andproduction irotherswith lowproduction was halted
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Table4. Production Outputs of North Korea® Major Manufacturing Industries

North Korea South Korea South/North (times)

Cars (thousand units) 4.4 3,513 798.4
Crude Steel (1,000MTs) 1,255 48,572 38.7
Cement (10,00MTs) 6,126 50,126 8.2

Chemical fertilizer

(10,00MTs) 466 2,558 5.5

Shipbuilding (1,000G/T)* 214 24,803 115.9

Plate Glass (10,000M2) 2,777 n/a

Synthetic Fiber 10,000M Ts) 30 135 4.5

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

Recentrendsin some of tha@ndustrial sectorare as followdvietalindustry
has been continuously emphasizetd@®fthe four leading sectqrbutincreases
in production and operating rates Hasenlimited.For example, thergduction
output of crude steel in 20@8sestimated at.2 million tonsimilarto that of
1996 The recovery of metal industry thasbeenslowercompared to two of the
other fourleading sectqrdectricitygeneratiomndcoal This is due to the insisff
cient importatiorof coke,meaning that operating sstet t h e twomainnt r y 8 s
steelmillsi Kim Chae Steel Factory aridwanghaeSeel Factory are below
capacityLeeat al2010)

The chemical industeyas badhit by thereducedsupply ofelectricity and
coalin the late 1990s and early 20D@is. in turn led to drasticdecreas in he
supply of raw materials for light industry and the agricdtiog, which eventua
ly precipitatech chain reaction that disrupted North Korean indirsiggneral
Revitalization ofchemicamanufacturing seems almaogbossible due to its cha
actersticassocian with largescaleplans and theequirementor substantiah-
vestmentAsof 2010, theroduction level of fertilizer, chemical fiber, and other
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raw materials had ncttangednuchfrom the worssituatiors experienceth the
late 1990s (Le=t al2010). Eectrical, coal and machinery industries havedieen
tially restoredandt h e r ievgstmerd & she chemical industry resuimed
2007 However, the production dértilizersbased orthe gasification of coal at
Namheungrouth Chemical Enterprise, aegairwork atthe Februang Vinalon
Enterprisasreportedlynot on track.

There has beaignificantmprovemenin North Kore& clothing industry and
telecommunicatiarsectordue in large patb foreign invesbent. Textilesand
clothingit he country®6s praducts afemineral prodecist expo
havecontinued to promot&ade withforeign markets, mainly Chifideseex-
ports amountedo USD 149 million in 2009 and USI29 million in 201 Gxc-
couningfor 14.1 percerdand 15.2 percent f N o r ts totaldgmors eespé
tively(KOTRA 2011)Snce the early 2000s, increasing numbéisrtti Korean
textile and clothing factorieave becomimvolved inthe processingade of p-
parel for Chinese and South KortatoriesSince North Korea cannot produce
raw materiaglsompanies these neighboring countries provide fabric and other
materials to North Koreaplantsand payprocessing fede the relevaniorth
Koreantrading conpanie®r factoriesAccordingly, imecent years, several clothing
factories irNorth Korea have increased th@mductioncapacity, paving the way
for busineswith foreign companiéisroughthe renewl of facilities

Telecommunication services hageoficallypeenone of the most undesd
veloped sectorsf North Koreanindusty. Howeversince the regime approved
the celllar fhone businessperations of EgyPtOrascomTelecomin January
2008, telecommunication services have rapidly expanded. Qelscom has
establishedjaintvent ure with the regi mebds Kore
Company (KPTC), Koryo Linkhe Egyptian company hsld 75 percenthare
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and rights to managaobiletelecommunications in North Korfea 25 yeardn
July 2009Koryo Linkwasreportediyto have aboutnly20,000 subscribevehich
according to itbusiness repottad increased 25,661 bilarch2010535,133
byMarch2011, and 666,515 by June201h. 2010, Koryo Linkads
66 million, agrowthrateof 156 percent compared to theviousyear.Celular
phoneservices atgeingprovided in Pyongyang and larger provincial cities

A major problem with the industrial recovery of North Korea is a shortage of
energySi nce t he raloinirastructyredcensistsnnahinls df 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 inadequattrielty supply and limited oil imports have led
to the underperformance of factories and the sluggish operation of trangport facil
ties.According to data from the Korea Energy Economics Institute of Smuth K
rea, North Kor ea0s timated toheyl5.Smillpptboz i n 2
oil equivalenfTOE), about 67 percent of the 23.9 million TOE of 1990. As with
the reduced supply, energy consumption per capiteeditom 1.07 TOE in
1991 to 08 TOE in 2009

Nor t h Kor e a dsurgagcoaiwhich yepresentesy. Qpgrcent of
t he c enemytgoplyird2009hydroelectric powendpetroleunaccouring
for 19.6 percerdand4.6 percent respectivielthe same year (KoR2D10, p130).
The reduction of cogroductioncontributed tahe energy shortage. Tiegime

7 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 witigformmpaniés mainly from China.

8 The energy supply gap between North and aratiawhich was 3.9 times in favor of the South in 1990,
had widened by approximately 14 tim26@$; due to a rapid increase in the supply in South Koesa and r
duced eneygproduction in North Korg&tatistical Office of South Kar2a1(.
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has historicallfavored a coalriented energy supply systiue tot he count r vy
high reserves of the mineral. Howedering thel90s, coal productiomapidly
declinecbwing to dack of materiagnd equipmergupplyand the malfunction of
the transport system. Indeedeveralmajor coamining areas in Northern
Pyongnamveredevastatelly floods in the mid990swhichhaltedproductionin
this coalfield North Korea coal production was estimatedhéwe droppettom
311 milliontonsin 1991 tdl83 milliontonsin 1999With ther e g iincreadesl
policy emphasis oand investment in the mining indugbngduction has risen
since the early 2000s, reaching 24.1 million tons in 2007 and 25.5 million tons in
2009 gtaistical Office of Kore201(Q. Nevertheless, thfggure showed thahe
Cc 0 u nreceny dda productioemairedlowerby about 6 million tons compared
with the level of thearly 1990

As petroleum amounts to less than five percent of its primarydsresyyl
North Koreads i nde pe higherthanetht of stherdehi s r e
velopingcountrieshoweverthe declingin oilimports hasaggravatet he r egi me
energy shortagln the early 2000s, sormk the heavyuel oil supplied by the
United Sates(about2d5 thousandons per monthjvereused for electricity gem-
tion in six thermoelectric power planincluding PyongyangeFmoPowerEn-
terprise and SeonbongermoPowerPlant. Hbwever, sincthe Korean Energy
Development Organization (KEDO) fuel oil sugptygram to North Koreavas
wound up in December@, most of t h ehasleenimportady 6 s p ¢
from China. The volume d@hported oilfrom Chinawasestimatedo have been
519,814 tons in 2009 and 528,315 tons i ROTRA 2011, p20)

TheNorth Koremregiméhas desi gnated the expansi
supply as key prerequisite to economic normalizabanit will bedifficult to
surmountthe n or mi t y o électricity shortagkhe rcapacity 6f North
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Figure6Nor t h Koreads Esti mated Power Fai

(Unit: 1,000W)
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K o rsep@n@r plants iB009wasestimatedo be6.93millionkW® Nor t h Kor e a
hydroelectric generating capaeig3.92 million kW (57 percent othetotal @-
paciy) and hermal powenada 301 millionkW power generation capalitgFC
2010, p133;Statiical Office of Kore2010. As illustrated in Figure 7, the total
amount of North Kored actuapower generatioim 2009 was estimated to be
about23 billion kW, whichconsistd of 12 billionkWh (53 percent) of hyor
power and 11 billiokWwh (47 percentof thermal power. Theperationatate of
North Kored power generation fadééis reportedlgonstitutes less than 40-pe
centof theircombinedgpotentiakapacity.

Yet, North Koreads poweimprgvedsieathat i on
early2000sThe strategies of the regime for reliethegoower shortage itne
2000s includeonstructing small and medigized hydroelectric power plants;
repaiingold powerplants; anthcreasingoal production in order pyomoethe

9 Thisisabout9.gercenbf Sout h Ko damdigngw)l evel (73
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Figure 7.North Ko e &étismated Power Generation
(Unit: 100millionkWh)
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operation of hermopower plants. The regime focused on d¢bastruction of
small and mediugized power planfse.10®10,000 kW capadityuringthe late
1990s and ea@P00sAs a resulgbout 000 smalland mediunrsized hydroeate
tric power plantsvith the total capacity of abot®Q000kW were establistién
operatioracross the county as208(KoFC 2010, @.36).During the late 2080
the construction of largaizechydroelectric power plafitshosewith a capacity in
excess 0b0,000kWh was promotedFor examplethe North Korean media—+
portedthe etablishment between 2008 and 201¥esting River Power Plant
(100,000 kWin North Hwanghe; Yeungwon Power PIE@G000kW) inSouth
Pyongan; and Wonsan Youth Power @00 kWih Kangwon

Moreover, theonstruction ofHeecheorHydro PowerPlant (300000kW ca-
pacity), which haoeendelayed since the early 2000s, was resumed in 2009 and is
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scheduled tbe completed by 20Ithe regime has placed geraphasisn the
potentialof HeecheorHydroPlanfi whichit hopes wilhelpimprovethe electrt-
ity supplyto the Pyongyang afe@roclaining it as arlandmarkin its effortsto
realize thé@reat, powerful and prosperaua t i 0 n .dn teonys of 2h@ thetmal
power subsectoalong with théncreas in coal productiarrepairsto two major
power statingi BukchangThermalPower Plant in North Pyongaand East
Pyongyand@hermalPowerPlanfi have also contributed to the expansfoele-
tricity generation.

Despite of the receimhprovementin the energy sectdtprth Korea has yet
to resolve its electticishortage This is due to a combinationlofv operation
rates associated with obsoleyer plant facilities aeguipmentoutdategoower
management systenmgfficienttransmission andistributionfacilities;the re-

g i magliesence to an energy policy ofrskidince thebcusson the utilization
of hydroelectric power and cdiatited imporation of oiljinternationalechnob-
gyisolationandsuspension of the KEDO lightater reactor (LWR) project

Since hydroeleairpoweracounts for somB5percent ofNorth Koreds total
electricity generatipits watedependensystenis unabldo fully meet industrial
demandTopographically, the country has rich hydropower resdwicte ope
ation rate of manguch poweplantsis very londue to an insufficient wate-
serveduring dry seasons. Several major hydroelectric facilities operating under the
Yalu River water systesuch asSsupung, Unbong, Taepyongman and Wuiwon
plants are run in collaboration with Chiaadarerepaired and maintainaith
Chinese assistance in exchémga sharén the electricity generated. However,
most power plantsuilt in North Korea before the 8% are severely worn out and
thus inefficient. Eveamall and mediursized facilitiesudt in the late 1990s and
early 2009for supplying electricity tocalfactories and households cannot be



II. Current Situation of the North Korean Econonm

usdully harnessetb relieet h e ¢ o u n temesgy shortagevimgta l@wl
generation capacity and operation. r@essequentlg considerable number of
smallsizedhydroelectric powegalants with capacity of less 1,000H&érepot-
edly been closed down.

North Korea has about 20ermal facilitiegncludingdukchand@ hermalPow-
er Plant(1.6 million kW capacity)?yongyang§owerUnited Enterprise (0.5 million
kW), ChungchurRiver ThermalPower Plant (0.2 million kW)SuncheoriPower
Pant (0.2 million kW)and Sorbong Power Plant (200,00kW) (KoFC 2010)
They are all ceblrning plants, with the exception ebiong, which usd®avy
oil. It has proved difficult to normalize the operation of these thermal power plants
due tothe insufficient coal supply, frequstoppageof facilitiesowing tolow-
guality coal, and delayplantand equipment repairs.

Indeed, due talack of investmerih and repairtot h e ¢ pawerfacii-y 6 s
ties electricity losduring theransmission and distribution prodessstimated to
beas high as 20 to 30 perogfaFC 2010, 164T.herefore, the improvement of
electricity generationdadistribution should betep priority if industriarecovery
is to be achieveth this regardNorth Koreais in urgenheedof largescale fo
eignassistanclr the construction of new power panepairsto old facilities,
the improvement ofhe tansmission and distributisystem, anthe restoration
of transportatioffiacilities.



lll. Review of International Assistance to North Korea

1. The Record of Humanitarian Aid

The international community expanded food aid to North Korea im2611
sponse to theenewed onset @& humanitariacrisiscaused by food shortages and
a deteriorating nutritionaituationamongt the populationThe North Korean
government had beemaking urgentquest forfood aid and reliejoods from
UN agencies, international NGOs, and foreign governments since late 2010. The
regimeappeared to shammore cooperative attitude in the hope of obtaming
sice assistance. For example, in addition to providing official governmient info
mation @ the public ratioring system and other soggonomic daté&yongyang
allowedmembers of theJN RFSA mission in February 2011 and European U
ion (EU) delegatiorfer food securityassessment in March 2011 adoessveral
cooperative farms armbnsume®@markets in urban areas. Pyongydsg p-
proachedlozens of foreign countrieincluding the United States and European
nation$é to request larggrale foodssistande.

I n response to Nor t hyadsigtane todelieverongq u e st
ing food shortagethe UN Central Emergency Response Fund (CERF) provided
USD 15 million in 2011 to UN agencies working in North Korea (OCH#A: Fina
cial Tracking Service, Jani¥2). The European Commission also announced
the provision of EUR 10 million in food aid to North Korea on 3udp#1. The

10 For exampléheChairman of th& u p r e me P e copNorh&Kerea BhoisTae lBdk| reguested
food aid duing his official visit to theriedKingdomin March 2011
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EU food supply resumed three years after the European Community Humanitarian
Aid Office (ECHO) closed its office in Pyongyarigdg 2008. In addition to UN
agencies and international organizations, about 20 countries, including Australia,
Brazil, India, Ireland, Germany, Norway, Russia, South Africa, Swedert; and Swi
zaland have recently participated in humanitarian assistiiocth torea. For
example, Russia has shipped a total of 50,000 tons of flour (USD 5 million) to
North Korea intheform of bilateral aid. The United States hasesamedood
shipments to North Korea, but the US government made the decision on August
18h 2011 that it would provide USD @fllion inrelief supplies followinidpe
massiveloods in Hwanghae and Kangwon provinces that had occurred in the
summer of that yeavledicinesand relief commaoditiesipplied by United States
Agency for Internation&levelopment (USAID) arrived in North Korea op-Se
tember 22011, and five American NGDs nc | udi ng SaadMer i t and
cy Corp8 provided USOL.2millionin humanitariagoods.

However, critical levels ohpoverishmerénd widespredtumanitarian nde
in North Korea notwithstandingternational organizations workinghie coun-
try arefacingfunding shortages. According to a UN reddN @011 p. 4), its
agenciemobilized only 21 percent opmjected goal dSD 492 million in 2009,
and only 9.@ercent 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 servicest the total amount of international aid utilized by Bece
ber 2011was only US®7 millionor a mere 44 percent of the annual target.
Moreover, nutritional assistance from WFP and the humanitarian activities of other
international organizations have also been signifiednibediue to insufficien
funding (UN 201]p. 4). The fundng shortagen humanitarian aid for Northok
rea is not a new phenomenondeklining trendéh donor assistandégs become
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apparent throughseries of North Koreeacts of aggression arsteadyletero-
rationin its foreign relations since the-20@0s.

According to UN data, from 2000 to 2011, international humanitagan assi
tance to North Korea amounted to a total of USD 1.876 billignce the first
humanitarian response to Merth Korean famine frordN agencies and NGOs
in 1995, thescale andhaacteristics of international funding have changéd mar
edlyaccordingtoierKor ean r el ati ons and Pwongyan
tional community. Until the early 2000¢hen the North Korean government
attempted to resolve its international isal#timugh the improvemeot foreign
relatiors and expansion of economic activitiee regime received a substantial
amount of aid. As shown in Figure 8, the volume of humanitarian assistance to
North Koreasoaredrom USD 224 million in 2000 to USD 377 million in 2001.

Al t h o u g hannuatamsollddted appeal for North Korea failed to achieve its
target, suclmajor bilateral donors as South Korea, Japan and the United States
expanded thecaleof their aid to e country. In addition to these neighboring
countries, European states and some other Western nations that had normalized
diplormaticreltionswith Pyongyang at theghning ofthe200@f includngCanada

11 Thissumis drawn from the databasetef United Nations Office for the Coordination of Humanitarian
Af f @NQACBIA) Financial Tracking Serigio:/fts.unocha.ory Thetotal figures calculatetiasean
1,396 funding items thaerereported by individual UN agencies, governraredthlGOs from 2000 to
2011 Considering thextentof funding that weninreported t&JNOCHA, the scale ohumanitariafi-
nancial assistarfram the interrtional community to North Korea sedmbemuch larger than the UN
figurelt is notable thaChindl t h e  rajor politiealdackethas released figures nefthrdts overall
official development assista@ieA) nor the volume of its bilateral taidNorth KoreaAlthough data pe
resenting the total amount of financial assistance provided by China to North iairegadable, it is
known that its neighbor has continued the shipment of food aid andduptiestrategic raw materials
and poducts as crude oil, coking @val, chemical fertiliz&tecently, the Chinggernmertias alstacil-
tatedseverahdustriatlevelopmergrojectsfor examplethe construction of Taean Friendship Glass Factory
in Nampaowas completed in 2005 with Chifesdingof CNY 260 million.
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Figure8. Humanitarian Aid Flows to North Korea2000-2011
(Unit: USDmilliong
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and Australfa actively participated in humanitarian programs in North Korea. In
2002, thedonor community provided about USD 360 million, a similar level of
assistance comparedhat of the previous year.

However, NorthKorear nuclearcrisis began tdominatethe international
agendand make negative impact anpport from the international community
for humanitarianvork in the counttyThe nuclear issue-smerged in October
2002 when the regime reportedly adntitiediranium enrichment progranr-du
ing a visit from the American Assistant Secretary of J8tats Kelly, to Pygpn
yang. U8North Korean relationdeteriorated, and in November 2002, the Bush
administration suspegdithe provision of heavy fuel oil and the construction of
two LWRs that had been implemented based on the 1994 Agreed Fraeaework
tweenthe two countries. In response to the shelving of energy assistaaee, the r
gime adopted an aggressive attitude toweigisboring countries and withdrew



mMultilateral Engagement i n Rassble Bstatshmest af dnsst Fiiba

from the nuclear ngproliferation treaty (NPT) in December 2002.

Tension in East Asia was subsequently racked up and the concern af neighbo
ing countries over kodtothehmultlaberalespadys nu c |
talks in August 2003. Sincetheemgot i ati ons over the re
have swung between imtitent progress and setback. Humanitarian assistance
from internationatlonorshasfluctuated depending on progrigsshe sixparty
talks at anparticular time. Aftemancrease in aid 2004, there was a dragic r
duction indisbursemerit n 2005 f ol | owi n guithérgwdrang y an g o
negotiations. As shownRigure8, external assistance to North Kdetao USD
46 million in 2008nd dropped to a low of USD 40 million in 2006. Althowgh se
eraldonor countrieglecoupled political issues froamanitariamid, manynations
that hadbeenengaged irelief activitiesince the late 1990s hafteat provision
to North Korea, the UniteBtates, for example, suspending distribution between
2005 and 2007 (Manyin and Nikitin 2011). Moreover, due to the Japacese abdu
tion incident -rangedallstibraissile eeging mzsdEmait o n g
tarian funding to North Kor&awhich had ben used for food shipment via WFP
and the provision of medical services thrtumWWHOR was cancelaghtirelyin
2005

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 Kélearnp a n e s e 1 e hualdariandialisic t he r «
missiledevelopmenprogram remains an obstacle to any neatiegli of diplomatic relations between
Pyongyang and Tokyo. The ensuing hawkish position adopted by successive Japanesefiadministrations
provoked by outraged public opirgorthe Japanese abduction incident and the appropriation of other such
North Korean controversies by rgliig groups for their own domestic politicalfeihds led to more
stringent unilateral sanctions against North Korea, resulting in the susgemsianitafian support and a
decline in trade between the two courffieslapanese government also responded witlireeIstadce at
thessparty tal ks after North Koreads first nucl ea
Seurity Council resolutions.
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Thesocal |l ed 62. 13 Agr @atntalkstof62067vehishc h e d a
opened up the possi bil it yonoutleartfaellitymi n a't
in exchange for the easing of US economic sanctions and the resumptien of exte
nal energy assistaficgtalledamidstrecriminations oveorth Koreas failureto
comply with the planned actiombe Bush administration announced th&ipro
sion 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-engag
ment of Pyongyang in denuclearization negotiations aedhfiearyimproe-
ment of USSNorth Korean relations led to an increasdomeignaid in 2007
Howeveraninabilitytor es ol ve the nucl ear i ssue in
nuclear device test on Mag 2809 created negative international feelings towards
North Korea and a subsequent ¢ffi in humanitarian assistance. Furthermore,
the sinking of the South Korean Navy ship the Cheonan and the Yeoilgyeong
land incident of 201€aused further damaigeinterKorean relations, the South
Korean government officially anncediihe suspensiasf all economic aid to the
regimeon May24h 2010. Humanitarian assistance to North Korea from the inte
national communityropped back tddSD 24 million in 201@he lowest level since
its initiation in 199%Although dowr disbursemenicreaseth 2011 in e-
sponse to the deteriorating faiiationthe declining trenid international
assistanc® North Koreawill not be reversed unless thgime shifts its policy
stance, and abandons its nudeaelopmenprogram and improvésreign red-
tions.

For the last decad@ternational aido North Korea has been exercised
throughthree types dbody humanitarianrganizationsnder thaumbrelleof the
UN, multilateral and bilateigbvernmenagencieandNGOs, the vast majority
of such internatimalassistandgeing mobilizetly the UNAs showrin Figure9,
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Figure9. Humanitarian Assistanceto North Koreaby Donor Type
(Unit: USD
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UN agenciegeportedly provided North Koredth a total of USD 1.213 billion
between 2000 and 2011, that is, about 65 percent aftéotationafunding to
the country. Until the miB000s, most assistance to North Korea was processed
under the UN Consolidated Intsgency Appedibr the Democit i ¢ Reopl e d
public of KoreaDPRK); but this initiative was halted in 2005 followingethe r
gi mebs refusal of of fers by the UN to
pvi). Since then, humanitar@peratios in North Korea haveeen supportely
UN agencies and bilateral donors on an individual basis.

Activitiescarriedout byUN agencieBave mostly been financed by man-
ber states, particularly North Kdseaeighbord-or example, in addition to the
direct economic assistance it has prdwuiol Pyongyang in the form of grants and
longterm loans, South Korea has also contributed food assistance and medical
health services through such UN humanitarian agentiesAd#sP, WHO and
UNICEF. In addition, the United States provided North Kordga2a25 million
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metric tons of foodstuff valued at USD 708 million from 1996 to 2009, about 90
percent of which wahippeds/ia WFP projects (Manyin and Nikitin 2@115).
More than 70 percent of international assistance to North Korea has been used

for nutritional aid and agriculture sector development. Most omgiging funds
have beespent orhealth and medical servigesludingthe provision ofbasic
medicineand medicaquipmentAs indicated in Figui®,a total ofUSD 1.051
billion, 56 percent dhternational fundinp North Korea, was allocated for food
aid UN agencies and NGOs have also suppagtécliltue rehabilitation projects,
including livestock production, supply of seed and chemical fertilizerndatelop
of asystem fopestcontrol and technical assistance in order to improve North
agr i cAbouttldiperaent ofpfunding to dNorth Korea has
been deployed in the health and medical servicesdmmio)SD 28 million has

Koreabds

been use for improving the water supply and sanitdtipgiengd especially in

rural areds during the last decade. However, assistshcesed N Nor t h

Figure 10. Sectoral Distribution of International Aid toNorth Korea

(Unit: USD)

AMOUNT

AGRICULTURE
COORDINATION AND
SUPPORT SERVICES
ECONOMIC RECOVERY AND
INFRASTRUCTURE
EDUCATION

FOOD

HEALTH

MINE ACTION
MULTI-SECTOR

SECTOR NOT YET SPECIFIED
SHELTER AND NON-FOOD
TEMS

WATER AND SANITATION
TOTAL

275,276,102

8,131,230

1,593,272

3,612,525
1,051,164,792
242,925,369
1,592,075
212,647,728
15,309,306

35,528,448

28,654,001
1,876,434,848

SHELTER AND WATERAND (. o\ . COORDINATION _EDUCATION, onomic
NON-FOOD SANITATION, 0-19%  RecoVERY AND

ol SPECIFIED, AND SUPPOR
ITEMS, 1.89% 82% SERVI INFRASTRUCTU

RE, 0.08%
SECTOR,

1133%

HEALTH, 12.95%

Sources: OCHA Rancial Tracking Service

Kor ¢



S0 Mul tilateral Engagement i n Rassible Bstabshmeet af Brsst Fiw

education sector hesencomparatively very laamd therenovatiorof education
infrastructure has been constrained dskdudfalls irffunding (UN 2011pp. 316
32). Although UNICEF and several NGOs hiamemente@gducation programs,
relatednternationationor aidsince 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, andUnited Nations Development Program (UNDH)ese agencies
form the UN Country Team (UNCT) fidiorth Korea UNDP has adopted apre
resentative role in Pyongyang, manag.i
(UN 2011). Having set up its office in Pyongyang $ UNDP assists the ¢ou
try through several humanitarian and develogariented projects, including-a
riculture rehabilitation and environment protection, sustainable rural enérgy deve
opment, and the pairandrebuildingof irrigation facilities.

WFPi s the primary c¢hannelnutdidnalaidtoe i nt e
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 mo
itoring activitiesSince the late 1990s, WFP has undertaken annual food and crop
assessments in conjunction with the F,
situation. Having established offices in 1996 and 1997 respectively, UNICEF and
the WHO work to improve healthd nutritional conditioffis especiallyof young
children and woménwhile implementing projedts the supply ofmedicines
vaccination campaigns, #melrehabilitatiorof sanitatiorfacilitiesThese agencies
also continue to conduct nutrition surveyfiewtoviding technicalssistancand
training formedical personnel and health care workers.

Although European countridsave imposed multilateradanctions against
North Koreaunder UN Security Council Resolution 1wh&hwasimplemented
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afterthefirstnuclear tesh 2006, the EU ha®ntinued to assigtiinerable North
Koreans on humanitariagrouncs European NGOs maintairy resident statirs
North KoreaincludeConcern Worldwid@reland) Save the Children (UK), Tra
gle Génération HumanitairgsH) (France) Premiere Urgen¢Brance), German
Agro-Action (Germany), and Handicap International (Belgiunging for these
NGOs comegrincipallyfrom theEuropeariJnions Aid Cooperatio®ffice (UN
2011).The governments of Germany, France and Swegportmedicaland
healthcarg@programs and agricuktyprojects carried out kifie aforementioned
NGOs. From the late 1990ke SwissAgency foDevelopmenandCooperation
(SDC)andthe Italian Development Cooperation Office Haseninvolved ined-
uaation development programs, including textbook production and support for
Pyongyang Business School

Dozens of nomresident NGOS mainly from South Korea, Canada and the
United Statdés providedhumanitariaassistandeom the mid1990s in such areas
as foodrelief, education, health aagricultureNon-resident international NGOs
involvedin North Korea include the Mennonite Cer@@inmittedCanada), First
Steps (Canada), the Eugene Bell Foundation (US/South Korea), the Canadian
Food Grains Bank (Canada)d the Hanns Seidle and Friedrich Naurframa
dations(Germany) (Taylor and Manyin 2011Dg)erioratingJSSNorth Korea
relations notwithstandinggveral American NG@sincluding World Vision and
Mercy Corp$ maintainethumanitariamctivitiesn North Korea during the 20Q0s
howeverthe operations of US NGQtoppedvhenthe regime refused American
aid.

Bilateralassistancigom South Korean NGOs accounted for the largest share
of nongovernmentahumanitariaractivities during the 2000d)ich comprised
agricultue, education and health programs. Howsuehaid declined sharpip
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the wake ofleterioratingnterKorean relatiosafter 2008and itceased compiet

ly whenthe South Korean governmemiplementedough economic sanct®n
againsthe regimen May 2# 2010 in response to the sinking of the Soutl-Kor
anNavy shipthe Cheonam.

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

Organization Status and Activity

- Key role in delivering and monitoring food assistance to North Korea since 1995

AChanneled 930,012 metric tons of food aid in 2001, which fell to a low of 55,218
tons in 2010

AAid 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 deteriora-
tion in Pyongyang6s external relations

WFP AAssistance focused on vulnerable population groups, especially children, and preg-
nant and nursing women

AFood for Work support

A13 local food factories producing enriched, blended food and biscuits in 2011

- Focus on North Hamgyong, South Hamgyong and Yanggang, the three provinces
with comparatively high food insecurity in 2011

- Principal funding sources in the 2000s: United States, South Korea, Japan and EU

- Annual assessment of food and crop situations in cooperation with WFP

- Implementation of agricultural development programs in the early 2000s to im-
prove food production

-Inthe late 2000s,pr i nci pal ly supporting projecst
management capacity for the control of animal diseases (e.g. foot and mouth and
avian influenza).
- Main operational areas: South Pyongan, North Pyongan and Hwanghae, all of
which are close to Pyongyang

FAO

- UN resident coordinator in North Korea

AMaintained an office in Pyongyang since 1979

AOperations suspended in March 2007 due to disputed allegations regarding the use
of UNDP funds and the employment of national staff.

AResumed operations in September 2009

UNDP - Implementation of agriculture recovery, environmental protection, and rural energy
development programs, and capacity development for international trade

Almplementation of 106 development projects from 1999 to 2007

AAllocated approximately USD 19 million to 106 projects

AUtilization of approximately USD three million annually

- Implementation of six development projects since 2009
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Organization Status and Activity
- Focus on health, nutrition, sanitation, and education for the improvement of chil-
d r e hivingconditions and maternal nutrition
UNICEE ,§Pr_ovi_sioq of complemlentary pqtrition and vitamin A to under fiyes
ADistribution of essential medicines to health centers and hospitals
- Principal funding sources in 2000s: Australia, Denmark, Finland, Italy, Sweden, EU,
and Germany
- Established resident office in Pyongyang in 2001
- Support for vaccination and education/training programs for health care providers
AProvision of medicines and medical facilities for control of diseases (e.g. malaria,
WHO tuberculosis and measles) and malnutrition
- Operations in about 100 cities and counties
ASupport for health care centers, hospitals and clinics
- Principal funding sources: UK, Sweden, Norway, EU, South Korea, International
Rotary Club
-Facilitation of North Koreads 2008 pop
UNFPA - 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
Federation of
the Red Cross

- Provision of atotal of USD 220 million in relief assistance during the 2000s
- Implementation of projects under Cooperation Agreement Strategy, 20097 2012
ARed Cross Societies of nine countries, including Canada, Denmark, Germany and

(IFRC) Spain, engaged in direct partnership programs with the North Korean Red Cross.
- Catholic-based international organization composed of 165 regional relief and de-
Caritas velopment agencies
- Involvement in humanitarian support to North Korea since 1995, with the provision
of food and relief between 1995 and 2008 valued in excess of USD 34 million
- Assistance to North Korea since 1998, focusing on agricultural and rural develop-
Concern ment, health care, nursery development, and food production
Worldwide | - Implementation of development projects in Bukchang, Dukcheon and Hyochang
counties, South Pyongan
- Implementation of humanitarian projects as European Union Program Support
(EUPS) Unit 2
Save the S . . .
Children UK Alutritional assistance and provision of sanitation
Mrovision of training to health professionals in conjunction with DPRK Department
of Health medical information centers
Premiere -A French NGO conducting relief activities under EUPS Unit1
Urgence - Renovation of hospital facilities and supply of medical equipment
- A French NGO operating in North Korea under EUPS Unit 5 since 2000
Triangle GH | ~ Implementation of agriculture recovery projects, construction of sanitation facili-

ties, and provision of health care initiatives associated with the rehabilitation of
drinking water systems.

Sources: Chet al(2008); Smith (2UNDP (2008; United Nations (2011); UNOCH2003.



S Mul tilateral Engagement i n Rassble BEstadishmest af Srsst Fiib

2. Lessons Learned from Past Aid Activities

The humanitarian intervention of the donor community has contributed to sa
ing millions of vulnerable North Koreans suffering from malnutritiomgiod-
erishment. Suckmternationalssistance also helped to prevent the catastrophic
collapse of the Nortorean economy in the wake of the famine that occurred in
the late 1990s and the subsequent regional instaliilityt Asia. However, as
pointed out in the previous section, the North Korean economy is still ailing; and
its future remains bleak for tlereiseeable future, as the regime has nat-impl
mented any political reform economicstructural adjustment. There is also
mounting criticism amongsternationationoswi t h r egar d ¢o t he
tance to abandon its nuclearbitions anthke pogive 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 Kasisdbecome a matter
of heatedlebaté® Critics assert that international assistance to the regime during
the last decade has not been accompanied by any noticeable reformosr move t
wards economic opennashich leads to the argument that support fronmthe
ternationatommunity should be offer@dproportionto the level of North K-
rean reform and change. Indeed, themalgshsuspicion that humanitarian &ssi
tance provided by international organizations andKorgain economic projects
has beerliverted at least in pditfor military purposes, ariat 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 regardiragdistaigre to North Korese
Haggard and Noland (20Q8e (2008; Manyin and Jun (2003); Manyin and NEg@i); Smith (2002);
andUnited Natios (2011)
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regime has distributed food aid primarily to politically infleatiabroups and

regions in order tmaintainits authoritarian rule. Thus, symptans 6 Nmr t h K
rea fati gue 0 arorgstdenoriceusties athdeinteenatibnal drgan

zations, especiaitylight oft h e r reideaxweapdrs developmehat has led

to the declining trend in funding. Tdweeof the problem liesvith North Kor e a 6 s
problematic attitude in thaven whilet seek external assistant® regime is
reluctanto take the progressive reform measmesessary to overhdsiclosed

and planned economic systéhis section of the paper examines the major pro
lemsthat have ariseamidstthe continuation of international assistance to North
Korea.

2.1. Improvingthe Transparency ofAid Distribution in North Korea

A great deal of the tension between international donors and North Korea has
arisen owing trestrictiosimposed on the operations of NGOs and UN agencies.
The monitoringf international organizatiowasnot sufficiently robust and their
access to the intended beneficiardestimited. Along with a lack of reliable data in
North Korea, UN ageaies and NGOs working in the country have frequently
been prevented from assessing the regions and vulnerable groups theyt-are attemp
ing to serve, and from monitoring the distribution of the aid that they are able to
implement (UN 201p, 5).

Against a hkdrop of criticism of international assistance to North Korea,
there is concern around the fair distribution of food and relief commodities for
intended vulnerabl e gr oups; -compertivd he r ¢
attitude to needs assessnaent field monitoring has been a major factor in the
hindrance of aid operations. According to a study of humanitarian engiagement
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North Korea between the ml®90s and early 2000s by Smith (2002), several i
ternational NGOS including Médecins sans Fiers (MSF), Oxfam, and
CAREi suspended their operations due to the aforementioned unreagenable r
strictions imposed by the authiesibn aid implementation activities and monito

ing arrangements.

Although conditiongor international organizat®peratig in North Korea
generally improved throughouwhitsécohe 200
trol over field access and monitoring created tensions with theaonaunity
The regime did not allow international organizations access to certarfaegio
reasons of national security, field visits by foreign aid workers being restricted to
areasn which their organizations already operated. For example, in the early 2000s,
WFP personnel were denied acceses to 4
(Manyin and Jun 2003)oreover, 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 pr
mary causesf wi despread suspicions reéegardir
an 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 seeral 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 assistandeom Europe for the following three years.

Nevertheless, a recent report (UN 2011) docas@mntimprovemertin a-
cess and monitoring conditions for international organizations operating in North
Korea. In order to receive much needed food assistance to relieve persistent shor
ages in 2011the regime agreed to distribution monitoring reneirss proposed
by the EU. I't has also been reported
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by international organizations has become more cooperative than was previously
the case. Based omot hae dpdr,i ntchidpeshel moafn i G
UN agencies and resident European N@@gake place in those areas in which
monitoring of aid distribution is possible (UN 20134). Currently, WFP is able
to conduct field monitoring in 107 counties, in which it has duly carried out food
assistance for vulnerable people. Internatfékr& staff members are also permi
ted access to markets in both rural and urban areas to ufmtsiitakecrop data
collection (UN 201p. 36).

Howeverafull-scale monitoring of aid distribution istgdierealized. Thes4
sue thus remains a source of dispute between Pyongyang and the international d
nors, and there are |ingering doubts
the limited monitoring of projects fundedirigrnationatlonors. Indeedsome
commodities provided by WFP being distributed through the North Korean PDS,
the regime is suspected of using this-gtateolled food ratidng system to
maintainits politicabase for exampleyy skewing the benefits of aid in favor of
the residnts of Pyongyang and other politically stragegins

Thereforean aspect of aid delivery to North Korea that requires urgent atte
tion is the removal of the reginmeds r ¢
izations, thus increasing ttengparency 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 arrangem@mtsway ofenhandéng such transpa
encywould bedor international organizatisand NGOs to implement the kind of
joint monitoring system that the North Korean government is currently reluctant
to implemen(UN 2011p. 34). In addition to full access to project sites, wuhsche
uled field visits shoule lyuaranteed in order topirove boththe quantity andhe
guality ofaid assessmentsonitoringand evaluatiorif the regime were ss
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guently to make an effort to improve the transparency of aid distributioa; intern
tional donors would participate mactively in assistitige country.

2.2. Policy Dialogueand the Expansionof DevelopmentOriented Assistance

In addition to the maintenance lafimanitarian assistance, the international
community should foster lotgyrm development aid order topromote North
Ko r even@apeity for economicehabilitatiorand reformin responding to the
countryod6s protracted food deficit and
international assistance basnconcentrated heavily on tm®sturgent neds,
particuldy food and health care suppd@ts discussedbove more than half of
the fundng providedto North Korea by thénternationatommunitysince the
mid-1990s haseenused for food ajdindthe remainddnas beensedmostlyfor
medical andelatedservics, such as the supply of medigineadical equipment
and theexpansionf healthcare facilitieghere is little doubt that international aid
in the formof foodstuffs and medical supplies has helped to reduce the level of
humanitariaicrisisamongt vulnerabléNorth Koreans Howevergiventhe limita-
tionsof emergencgssistance thateoften observed in cases sifiortterm hu-
manitarian relief tessdevelopedountriessuchaid to North Korea has notn-
tributed greatlyo industrialdevelopmenbr the rehabilitationf its agriculture
sector Indeed, as emergemelief support fom humanitariarorganizationbas
mostlybeenimplemented oanad hocbasis, ihasnot represented gsematic
method of implementing the kind of macroeosic and developmenpolicies
thatmightcontribute tatheeconomidransformation of the country

In theabsencef a comprehensive and robust coordinatiechanispdonor
countries and internatiommayanizationhavefaced obstaclé@s ensuring coopa¥
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tion amongthemselveas well asn effectivgolicy dialogue with thecipient
governmen{Smith 2002; UNOCHA 2003). Besmulhumanitariaprojectshave
been implementethd manageiddependentlipy differeniorganizationsectoral
coordination antkvds of regional cooperatidrave proved to be inadequatel
the spilloveeffecs of internationahidhave beeminimal. Shosterm emergency
relief projects also revealed problersundcontinuityof donorinvolvemenbw-
ing tofrequent changes askifts in beneficiay groups and locatigmehich ca-
stitutedthe maincause othe weak policy dialogue between the daarmtheir
North Korean counterpartSiven thdimitationsin terms ofaidcoordinatiorand
aharmonized strategy amsidpnors, the reginteassometime$ound itself in a
position of strength in negotiating with individuahanitariarorganizations.
Moreoverjnformation sharing amongst international agencibsdrameffective
due to insufficient dialogue and coopmratietween different aid entit{Ssnith
2002,pp. 13914).Such problemoriginating with thelonorsthemselvesoupled
with the weakrecipientgovernment ownership of aiwhnagemerthathas been
manifesin this casenay beconsideredb represent thmajorobstacle to greater
aid effectivenegs the North Korean context

Therefore, since the early 2000si¢imer community has addressed the need
to increase developmemientatedactivities in order to ensure effective aig-deli
ery to North Korea anth increaséhe impact osuch assistanfeg. Smith 2002;
UNOCHA 2003; Morrow 2006). NGOs and UN agencies workthg oountry
haveattempted tancorporatalevelopmerassistandato their humanitariaipro-
gramsFor example, in itsplemerdtion of the Agricultural Recovery and Env
ronment Protection (AREP) program from 1999, UN@® been able &ssist
North Koreato undertak projectsthat addresagricultural and environmait
issusin the countryln cooperation with WFP and FADe Internatinal Fund
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for Agricultural Development (IFAD)as implementeagricultue interventions
ai med at incr easi nppdutlionintiddingKop aadd® s o wn
stock rehabilitation projegi&AD 2004) Financial and technical support for the
North Korean agricultersector also came from South Korean NGOs until the
mid-2000sFor example, KoragSharing Movement (KSM) promotiazens of
agricultural developmeprojecs designed to increasereaproduction In 2005,
this NGO completed theonstrution of afarm machinerfactoryin Kangseo
CountySouthPyongarProvince.
The needo expandievelopmenrbrientedassistande North Koreaswellar-
ticulatedn the aid policy athe EU In 2002, he European Commissiadopted
The EEDPRK Country $&gy Paper for 8320@4and The National Indicatiee Pr
gramme, 262204 DPRKThe country strategy report incledeU policydirec-
tion inassistance fdorth Koreawith economiaecovenbeing addressed irnrpa
allelwith political reform and improvementsn human r i ghtis. The
ties concentrate on three major areas: improvement of institutional capacity to i
plement effective development strategies; sustainable management and the use of
natural resour ces teoonoatsehabiitdationjandohe c o
ernization of the transport sector (European Commissiorpp0832). This de-
velopment approach is complementedr oy National Indicative Progrdriaime,
designatea budget of EUR 15 million for European assistance to Kiamta.
Following thepolicyguidelinesontained in the coun&\strategy paper, European
donors were expected to promiatehnical assistareed the implementation of
development projeclisr North Korea including restoration of the energy sector;
modenization of the transport system; agriculture rehabilitation; and- market
economy education to government officials and economics professionals.
However,due tothe emergencef the North Korean nuclearissueand the
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subsequeritmpositionof tighter sanaiins against the countngt onlyhas the
scale oforeign aid sharply deceasettheengagemewf international donors in
economic rehabilitation adévelopmenprojects haalsobeengreatlyreduced.
As shownin Figure 8, there has beesignificanfundingshortfallfrom the mid
2000s, reachirglowof USD 24 million in 2010UN 2011). Such lack of intafn
tional funding for UNagencieand NGOs has forcatiemto scale down or even
terminateheirhumanitariaand development activities in Nortiréa

In the agriculturesector, along withireduction in foodssistancéhe termia-
tion of funding for the supply of chemitatilizerand farmng equipmenby
South Korea and other international donoraégativelpffectedood security in
North Korea Thesituationgn areas such as public health, water, sanitgtion,
gieneand education haadsoreportedlydeterioratedn recent yegras intera-
tional agencidsave experiencegteat difficulty in mobilizinignds fordevelp-
ment projects. Due the lack of funds and teasuingcaihgdown of assistance
to the countrythe operations oihternationabrganizations have bdenited to
food assistancand smatbcaldhumanitariamid; onsequentljpeneficiaryegions
andgroupsof people haynecessaritifminished

In order to promotdéongterm humanitariassistanoeombined with theri-
plementation oflevelopnent projectdJN agencies amllabordhg with North
Korea todesigran overall strategy fmternationaprograms andperationbac-
tivities inthe country* The UN Strategic Framework for the period @115
highlightsfour areassocial developmengartnership for knowledge and dédve
opmentmanagemeniutrition; andclimate changenvironmentagbrotection.In
terms ofsocialdevelopmentUN agencies aita help the North Koreagoven-

“gStrategic Framework for Cooperat i oremdatit ween

Peopl&Republic ofkorea2018651 0 2 5 0 .

t
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ment ensue the quality of health servic@mprowe educationfaciliies and
strengthen institutionehpacityo improvethe quality ofdrinkingwater and s&n
tation’ hygieneconditions. Under paershig for knowledge and development
managementhe UN Strategic Frameworkssgt programgo enhancéuman
resources igovernment institutionsnprove capacity inrade and financiedan-
agementandfacilitatethe efficientuse of energy resourdesorder totacke on-
going food shortages atit widespread malnutrition @tiinerablgpopulations,
UN ageng and international NG@ssistancprogramshave beemlesignedo
strengtherthe capacity of North Koreare increas food production. As such,
these UN cooperation programs demonstrate the need for more rehabilitation and
development pregts.

Howeverthesenew UNassistangarograms for North Korea aafreadylisin-
tegratingdue to a lack of funding. About U2B8 millionis required for theni-
plementation of projecfdanned irthe Strategic Framewobetweer2011and
2015.However, iyen the nucleatandoff fundraisindpy UN agencies arimter-
nationaNGOs alikehas beepoor, and many plannedojects have beegfdrred.

Clearlythe funding gap in international assistamurestrictios on North
Kored foreign economic activitigl persistinless Pyongyang freezes its nuclear
program and improsgeelations with South Korea asttierneighboringountries
In this regardthe regme shouldocus ona resolutionto the nucleaguestion,
while at the same time increa#imgfforts toease internationata@omic sat
tions On the other hand, once Pyongyang dtatédke positive actions to resolve
the current stalematouth Kora andotherneighboring countriegouldneed to
providethe regimeavith theincentiveo do sefor example, through the multilateral
sixparty negotiations withcreased financial and techrasalstanc&houlde®-
nomicassistance h@ovided in line ith a coherent developmentijective not
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only will itassisNo r t h Ko r e ahatslitatiendut i willnaisaccontrileute
significantly t@reatinga basis foeconomic transformatiobongterm develg-
mentassistancky international donors wouldve many positive effects on the
North Korean economy, while promoting a foundation for policy dialogue among
donor organizatiopandbetweerthe internationatommunity and North Korea.
Enhanced donor coordination could help North Korea improve the economic and
social webeing of ordinarpeopleand promote investment lirealthservicg
educatiorenergysysters, andindustriainfrastructure.
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1. Aid Coordination and Financing through Trust Funds

In the field of internationdevelopmentincreasing academic aoticyatten-
tion is beingpaid to aid coordination activities for the more effective delivery of
resourcesThe World Bank defisaid coordinatiorasoactivities of two or more
developmenpartners that are intended to mobilideesources or to harmonize
their policies, programs, procedures, and practices so as to maxiteiziqhe
menteffectiveess of aid resourdédiriksson 2001, B; Gravegt al2008, pl6).
Central to the concept of aid coordinatidhasnotion ofa partnershipetween
donor andecipient that aims taptimizethe use of fund#n terms ofresources
and aid effectiveness (Disch 198@).coordination alsimnpliesan international
mechanism that facilitates foeiceconomic development of the pemit con-
try throughconsultationand a financiaind technical assistad@ogue between
the two actors.

Indeed, unlike in the past, eweajor politicabowes can no longer address a
range of global development issues diagldedly. Owing to theade of the @-
litical and economidourden shouldered by princidahor countrieén financing
largescaldhumanitariamnd development support progetiterventionsrenow-
adays more likely to be made through multilatefahdidg Moreover, given that
there are various windows &ssisting lowncomedeveloping countries, and di
ferencesmongmplementing organizate@nd donasin terms ofaid principles,
priorities requirements, and processes, the efficiency and effectiereste
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ventioncouldbe weakened if agreement oreghyaropriatenethodology were not
reached at the planning stage. Therefore, theatesimfaid coordination are to
negotiate developmeassistance issuts discuss donor priddgsin respecof
humanitarian andevelopmenaid strateg andto conduct golicy dialogued
tween donors angcipientFromthe perspective of the recipient country,@id c
ordination mayepresent sital funding opportunit and informatiosharing and
policydialguewith donorscanhelp promote country ownership of exteassad-
tance whilereducingnefficiencyandthe duplicatiorof aid.As aid coordination
aims to enhance cooperation among dodsysergy, complementation, division
of labor and economics afade can all perceiveds potential goals obordira-
tion processes, as darmonizatiomoreb r o a(@rhvgs al2008, pl6).

An ad coordination group is responsible for steering the process wittpthe reci
ient governmentt kconstitutes th@rimarychannethrough which the recipient
country obtainsexternatlevelopmenfunding,and maximizes the implementation
of joint activities and prograrmstweerdonors andeneficiaried he aid coord
nation group may thdanction asa general consuitee body for pledging and
adjusting the level of aid to developing countritrgeoryaid coordination should
be conducted under the leadership of the recipient country goveloumest,
many ofthem haveweak institutionadnd administrativeapacitymajordonors
and multilateral agendiesd to assume this responsibility.

Broadly speaking, there awe kinds of multilateral coordination group: the
UNDP-sponsored Roundtable (RT) and the World-BdministredConsultative
Group (CG)(Zang 2002, ©J). In generalCGsmobilize financiakesourceor
and discuss the overall economic policies of the larger and more technically
equippedievelopingountries. CGs are usually chaired by the Worldviziok,
isresponsibléor convening angreparindgackground materiale RT performs
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a similar role for smaller and leimeome countriegjthough meetingse gene

aly chaired byhe recipientgovernmentith organizatiorby the UNDPandfre-

quent World Bank involvement decumentatiorsupport. The UNDP plays a
facilitatingand supportingrather than ananagement role in the RT protess.
CGs are more inclined itecludeintensive policy discussion than RTs, due in part
to the fact that agendas atatumentatiomre notpresented to the C8y the
recipient governmeiut by the World BankConversely, in the casetbé RT,
documentation is prepared by the recipient government or international experts.
Currently, most aid coordination meetings of both types allow the participation of
private orgamations and NGO$ hese multilateral aidordination groupsm to
supportthe socieeconomic dvelopmendf recipient countrigbrough the effe

tive use of externaid and theimplementatiorof policy reform. Thus, during
meeting, the overall economanvironmenbf the recipient counfiiysuch as the
macroeconomic situatiomade prospects, the national detoid riskmanag-

15 An example of a multilateral aid coordination group meeting for North Korea is thepohtiored
thematic RT on AREP. In response to a request from the regime in 1997, UNDP in collaboration with the
FAO had designed a devel opment assistamce progl
tor, AREP. In order to implement this programfadititate related negotiations between Pyongyang and
contributing donor countries, UNDP held two thematic RTs in Geneva in May 1998 and June-2000 respe
tively, which marked the first multilateral aid coordination meetings on the utilization of desididpmen
North Korea. Representatives of 42 government agencies and 27 international catjendedomdrst
RT meeting in May 1998. Participating countries included South Korea, Canada, the US, Japan, the UK, and
China. The regime presented ditiairs plan to double its agricultural production in the next three-years, r
guesting economic aid from the international community totaling USD 300 million for its implementation.
UNDP and contributing donors subsequently pledged USD 100 millioAREE@rogram, actuasdi
bursement 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 askecbinternational d
nors and organizatiomst pr ovi de additi onal assistance of US|
velopment programs. For detailed informationon UNPPons or ed RTs for North K
publicationThematic Roundtable Meeting on Agricultural Redoverg andnenn t a | Protection
Republici¢bre@JNDP 199&nd2000).
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menfi is discussed and priodigas for external assistancdexigled.

In general, C&areclosely linked to the World Ba&rékistingcountrypro-
gramswhile RTs and UNDP country programsiatgllymplemented separately
Indeed,substantiviRT work iscarried ouby internationakxperts, whereas CG
programsare facilitatethroughWorld Bank technicalssistancd he IMF has
been invited tonostaid coordination group meetings hosted by the World Bank,
the two international funding institutions collaborétitige preparatiorof cown-
try support The World Bank liaises with UNDP in aid coordination métiers,
latter providig technical suppofor the operation oCGsfor developing cou
tries The World Banlalso sometimégsams up with UNDP tprepare the nese
sary macroeconomic studies to support recipient govesiioeabver, there are
aid coordination grospo addres#ocalissueswhich are led by regional mukila
eral development institutions such as the Asian DeveldpanétThese groups
not only support aid coordination but also provide forums and seminars on specific
issues faced by recipient countries, suobchariid transport problems.

The MDTF isaninteragency and pooled funding mechanism desigred to r
ceivecontributions from more than one donor to support speeifielopment
related activities irecipient ountries, especially those in fooisis situations
(GSDRC 2011Y.he fund iggeneralladministratetly a multilateral agerttwat is,
the World Bank or a UN organizatiandusually hasgoverningody consigtg
of contributing donors afid frequenyfi national authoritiesvhich sets policy
andmanagefinding (Guder 2010; Scanteam 2@9dnotion of resourcenoli-
lizationfacilitated by agenciesging fronbilateralonors tainternational organ
zations, as well aghanced coordination apdlicydialogue betweatonorand
recipientcountriesconstitute thenajor advantage$ the MDTF (GSDRC 2011;
Scanteam 200®int MDTF funding is designed encouragéhe interaction of
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bilateral donors, multilatecabanizatios and recipientountries irpolicynaking
and planning’he MDTF isthuslikely to achievagreater policy impact thaniind
vidual donor®perating independentguld producdeadingo the kind ofsyn-
ergy that has the potential bmprovethe operational outcomes of international
fundng deploymer{Gravest al2008, pp6327).

Thereis empiricakvidencdo suggeghat some previous MDTFs have failed
to achieve thedlevelopmenbbjectivesiue toshortage of funding, losommi-
mentof donors and/or weakinstitutional capacityf recipientgovernmentsn
terms ofeffective managentof resources. Indeeahy projected budget fibre
establishment dinMDTF should take into accouhe complexitaroundfund-
ing mobilizationand implementation associated thiéhpriorities ofstakeholders
andtheslowdisbursemeruf funds (GSDRC 2011).

However, the relevant literature also highlgjbhificant benefitassociated
with the roles that MDTFs play in encouragingntiglizatiorof funds from the
donor community, and promoing donor coordinationand harmonization
(GSDRC 2011; Guder 2010he establishment @ MDTF would also be an
effectivewayof enhaning the sectewideappoach andjenerakffectivenessf
aid delivery to recipient countriasrespecbdf aid coordinatio, the joint funding
andadministratiomrrangemerdf the MDTF couldhelp toimprove information
collection and sharing among donors, whiteuragingolicy dialogue with go
ernment agencies and @witietyorganization8uchajoint coordinatdappoach
would provide an opportunifgr the recipientgovernmento be more fullynk
volvedin the design arichplementatiomf the MDTF program. Becauflee ie-
cipientcounty engagein the policy formulation angroject implementation of
the MDTF, its owneship of theprocesswill be enhancedwhich,in turn, fine
tunesthe alignment of theechanismith national priorities (Ikhide 200218®;
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Guder 2010).

Giventhe theoreticabnd practical advantagestad MDTF, theinvolvement
of bilateral donors and multilateral agenctbg imechanisiines increasecesye-
ciallyduring thdast decadend Trust Funslhave emerged as a miaistrument
for channehg aid fundingacross sectoia developingcountries (World Bank
2007 and 2@). Indeed, given the highlevels of transparency and efficiency
compared to thelirect bilateratontributions of individuatountriesthere is a
growingpreference amongsianynationaldonors such as Canada and thetBU
implemendevelopmenassistacethroughthe MDTFE Forexamplgaccording to
the World Bank (2007, (6), theproportionof ODA channelethroughTrust
Funds rose from five percent in 2002 to 11 percent inl@0&ddition, dnor
contribution to World Bar&dministratedrust Fung increased at an average of
18 percenannualiyduring the five years 2@08.Moreover, anual disbursements
under Trust Funds managed by the World Baafrom 10 percent of the total
in 2002 (USLL.9 billion) to 17 percent in 2006 (USDbillion).

Examples ofargescale MDTFs include th¥orld BankadministredAfghan-
istan Reconstruction Trust Funthe United Nations Development Group
(UNDG) Irag Trust Fungand the Global Fund to Fight AIDBjberculosisnd
Malaria As long as World Bank suppisravailablehe MDTF is able tplaya
simlacr ol e t o that of financi@assBtanoekdlawcom® nv e nt
member coungs Consequently, sorMDTFs have beemrstablished for cou
triesor regioms that werenot eligiblefor funding fromany otherlFls, cases of
whichincludethe West Bank and Gaza, Boshia and Herzegovina, and East Timor.
MDTFs provided by the World Bank for the support of the Palestine anea in pa
ticularcouldform a precedent for the establishment dhtamimaid coordiation
agencynda specidlrustFund o f aci | i tsacormmidelabilitation. Ko r e a
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2. Cases of Aid Coordination and Trust Funds

2.1. ThePalestinan Case of Tust Funds forthe West Bankand Gaza

A major featuref internationaid for thePalatinians wathe involvemenbf
a range oflonors in development assistancetaetlativelysuccessfudperation
of theaidcoordinatiormechanisrfor reconstruabn efforts during the eadiay-
esof the Oslo peace proceas. is well known, th®slo Accords ofSeptember
1993represented watershed ithe peac@rocesdbetweerthe Palestimnsand
Israelwhichcreated &avorablgoliticalatmosphere conducitgethe provision of
largescaleassistanct® the West Banknd Gaza Stripln order tofadlitate the
peae agreement thatassigned by the Israeli government and the Palestime Libe
ation OrganizatiofPLO) at the White House on Septembet 1893,donois
pledgd approximately USP billion for the development of the Palestinian region
at thefirst donor conferendeeld in Washingtoon October 1993 Internatian-
al assistanc® the Palestiniar®ad increasefilom USD 174 million in 1992 to
USD 263 million in 1993ollowing the conferencest@al donor disbursement
amounted td&JSD 4.4 billion between 1994 and 188&rding mannual average
inflow of USD464 million (Barsalou 200349).According tastudyby Barsalou
(2003), net don@ssistangeer capitdor the Palestinians was about 28D, one
of the highesteves of suchaidallocatiorat the timeAnnualfinancialaid from
the internationacommunityconstitutedJSD 929 million in 2001 amkaked at
USD 1.052hillion in 2002.

The provision of internationassistance® the West Bank and Gaza demo
stratesa notable cse in whicka nhonmemberstatein respect of internationf
nanciabrganizatiosreceied ad service from the World Bank and othaittila-
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eraldevelopmentinanciersin terms ofthe creation of Trust Funds and pyli
coordination for socieconomicrecoverydonor involvementin the Palestinian
case hagreat implications fdutureinternationahssistanc® North Korea and
theestablishmemf MDTFs

In 1993when the World Bank began to engage in assibieneche Palest
ianterritoriesof the West Bank and Gaza Stiighnot comprisea sovereigistate.
Therefore, Palestine was not eligiple b enef i t cdncessionaryine B a n k
ingor technicahssistangerogramsyet, assistante the West Bank and Gazas
madepossiblghroughthe establishment of Trust Funtd®e B a n kgaldepat-
ment provithg the basi®n whichthe institutiorcouldadministeMDTFs Legal
constraintaunderlying membershipquirementgrior to this initiative wereer
solved througlthe contentiorthat World Bak member countries in the region
would benefit from Israéialestiniapeaceooperatior{Scanteam 200%b,215;
SchiaveCampo 2003. 4). As SchiavBampo (2003. 4) highlights, the case of
the World Bankds i nvol vdthewyforithenre Pal e s
gagement of the Bank in the administration of MDTFs in attqrdtt sita-
tions in the ensuing years.

The World Bank hasmanagedour MDTFs in support of the Palestigian
(Scanteam 2007the Technical Assistance Trust Fund (TABFexamplebeing
inaugurated in October 1993. Up to 2001, 12 bilateral donors had chénteled
of USD 23 million into the strengtheniafjgovernmentapacityn the Palestin
an TerritoriesThe HolsFund was established in April 1994 in ordiardoce the
startup costs of e newly established Palestinian Authority ByAhe time of
its terminatiorin August 200%the Fundhadreceivedtontributionsfrom 26 d-
nors,a total of US295 million acaallybeingdisbursedSchiaveCampo2003, p.
7). The HolstFund isregarded athe first World BankdministredMDTF to
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supporta recurrent budgeStanteam 20Q7p. 217). In the mid 2000s, intafn
tional donorpledgedJSD 313 million for the PublicriénciaManagemertRe-
form Trust Fund. Four MDT$for the Palestinian Territories of the West Bank
and Gaza had received pledges of 6&Dmillionof which a total of USB78
million beingdisbursedip toNovember 20055¢anteam 20040215).

A substarial proportion of internationaldto the West Bank and Gaza was
used for budget assistance fimahcingthe civil servicdundingfor recurrent
expenditure of thBA more than doubigthatprevioushanticipatedy the donor
community (Barsalo2003, p50). Given the high tension in Isfidiestinian
relations and the unstable sqatiticalenvironmentn the WestBank and Gaza
after the failure of the Oslo process in 1996egtablishmertf a Palestinian
governance structure and ie@ntenancef publicservicegncurredconsiderable
losses, as theyeremainly fundedby international donorglthough the repeated
provision of budget supp@rincludingthe payment of civil servaigalarie®
absorbedinancial resources thaighthave lenallocatd to longesterm infia-
structure building argkvelopmenprojects, international donors viewregisip-
port for the PAS8 recurrent expendituas necessary the survival of the newly
establishederritory and the promotion of the peace prodesshe region
(Barsalou 2003).

After the outbreak ofhe Intifada uprising in September 206&rnational
donors allocated moresourceto humanitariamssistance the West Bank and
Gaza. In response to thisruptionof the Palestinian economy dinel growing
humanitariaierisisaccompanied by Is@ekoccupation of some parts of the te
ritory, contributions from thimternationacommunitywerelargely spent on the
maintenance of government institutions, education and healtts, samdlian-
ployment generation. With respect to the ligbl ofunemployment ithe West
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Bank and Gazahich rosdo over 40 percent in the early 2000s, budget support
for the PA and job creation in the public sector was helpful in previbetay

lapse of the Pate#san government and social turmoil in the regios. also
noteworthy that the financegsistanggrograms associated with the Holst Fund
and the Public FinancidlanagemerReform Trust Fund were designedde a
vance the reform of thmublicsector, the judiciary and thablicfinance gstem
(Scanteam 200i7b

The Palestinian experience palie importance o€oordinatiorefforts and
consultatiorarrangementsr aid delivery tdevelopingountriesit alsodeman-
strates that the MDTF fumahsas amechanisnfior 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 engagedigtanc® the Palestinians
soon after the Oslagreemerinh 19931n so doing, onsiderable effowwas made

in establising a multievel governancetructurefor aid coordination(Barsalou
2003;Scanteam 2007 he Ad Hoc Liaiso@ommitte AHLC) was established

in October 1993. Chaired by the World Bank, CG meetingasgeneganized to
coordinate internationa¢sistande the Palestinian Territories. In November 1994,
the AHLC established locajoint liaisoncommitteecomprisingepresentatives of
the major international donors, tR& and Israel in order to monittire imple-
mentatiorof thetripartiteaction plans agreedponby the three partiesS¢chiave
Campo 2003.5).

In additionto the direct provision of financial and technical resburces
including lhe Holst Funéhnd the Reform Fufidthe World Bank played a central
role indonorcoordination and policy dialogue between the Palestinians, Israel and
the donor communitf.heestablishmemtf Trust Fundsemoved the legal barrier
to the initial intervention of the World Bank in Palestsisistanda the absence
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of PA eligibility for conventional fundirign this regarda report by Scanteam
(2007bp.230)argueshat MDTFs for the Palestinians enabled the World Bank to
play a key role in aid coordination, assertingttteBank hasoordinated aid in a
highlyinclusivefashiond Subsequenthitizough there has been considerahble te
sion in the dond@recipient relationship and growing political instability ire-the r
gion, the Palestinians have niagieovemert in aidnanagemetatnd tre delivery
of serviceas the governance structure for external aid has been enhanced in the
West Bank and Gaza (Barsalou Z@8)team 200)7b

The significant contribution of tB#J in aid tothe Palestinians sisdidht on
the potential role that tHermer could play in improving the humanitarian and
economic situatioim North Korea when its current nuclear standoff is peacefully
resolvedThe European Commissi¢EC) and EU member states have actively
participatedn Palestiniaassistancgince theriception of the Oslo agreement in
1993 with Norwayholding thechairof the AHLC. The EC has saed various
importantposts to support multilateral donor coordination in the West Bank and
Gaza. Moreover, the EU has been the largest doassisfande Palestig hav-
ing committed a total of approximately EUR 1 billion in the form of grants and
longterm loangrom the European Investment Bank (EIB) from 1994 to 002.
During the same period, the sum of EUR 500 million was donatedJtotéae
NationsRelief and Works Agen@lyNRWA) for Palestine Refugees in the Near
East. EU member countries have also committed about EUR 2.5 billion lto the Pa
estiniangn abilaterabasis.

As with other international donations, a substantial portion of EU aid has been
spent on budgetary suppéor the PA, helpng to finance social, education and

16 Europa, External Relationdh e EU6s Rel ati ons with West Bank anoc
(Available at http:/Mmmmwmefacts.com/cached.asp?x_id=11424)
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health development. Under EU development policy gusdeith@ssistanceopr
grams, lie European Commission Technical Assistance Office (E@IrAG3
West Bank and Gaza Stadministershe overall operation af he Uaidi on 6 s
Developmensupport to the Palestinian economy has also been ptovadegh
longterm EIB loan programs sind®95funding that hassupported both public
and private sectwiincluding the constriimn of industriainfrastructurethe po-
motion of private enterprisend the modernization of education syst€hes.
average grant element of the ODA loans that the EU provides to developing and
transitional regions is high compared to other donoriesuinideed, the prapo
tion of untiedODA that EU member states have made available is much greater
that of many industrialized countries.

If North Korea becomes eligiliter conventional assistance from the EU by
satisfyingdts aid delivery requiremeniscan be expected that the country ell r
ceive concessional funds and technical support from the Ear@deamthe EU
aid priority of the development of institutional cépand human resouréess
clearlyoutlined inThe EGDPRK Country StrateggrRar 208020041 European
countries are likely to earmark a substantial proportion of their aid for tHe rehabil
tation of North Koreafs soci al and ec
energy, environment and transport.

Moreoversince the EU hdacreasingly focused on pooling funds with other
donors for the effective delivery of @i, likelythat the Union will wisto partec-
ipate inthe provision oMDTFs for North Koreathus paving the way fared-
ingrole in the promotion of multilage aid coordinatiotn addition to its firax
cial contribution to such Trust Funds, thevigDldalsobe a promisingandidate
for thechairof a local AHLC of internationdbnors in respect of North Korea.
Al t hough the EU®ds influence on the Kot
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the major Pacific Rim pow@rthe US, China, Japan and Risia Union could
play a significamble in mediating the different interests of the two Koreas and

their neighbor@rifte 2002)When the ELAnd its member countrigstinvolved
in the establishment of MDTFs for North Korea, internat@sgistanc® the

regimewill bescaled und the role of the donor communityPity on ggeang 8 s

velopmenpolicy and orientatiosill consequentlye more influential.

Table 6.TrustFunds forthe West Bank and Gaza

(Unit: USD million$

MDTF Purpose Allocated Disbursed
- Financing non-project related technical as-
sistance
Technical Assistance - Supporting the West Bank and Gaza to 22.77 23.60
Trust Fund (1993i 2001, strengthen institutional capacity and im-
12 bilateral donors) prove policies
- Providing several feasibility studies for
long-term donor investment
- Financing emergency relief (the Emergen-
Trust Fund for the West cy Rehabilitation Project; the Education
Bank and Gaza and Health Rehabilitation Project) N/A 380
(19931 1999) - Supporting projects related to employment
creation and community development
- Financing the start-up and initial recurrent
The Holst Fund costs of the new PA
(19947 2001, - Transition to a general budget support 285.72 285.72
26 bilateral donors) mechanism, including the implementation
of an emergency employment program
-Supporting PA financial management sys-
tems 169
Public Financial Man- | Providing budgetary and fiduciary-related 313.7 (to March
assurance to donors 2006)
agement Reform Trust -
Fund (20041 2006) - Consolidating funds from the EC, Japan,
Norway, the UK, Canada, South Korea,
Australia, France, Spain, Netherlands, and
the World Bank
Sources: Scante&007b, p. 21@daptedrom West Bank and Gaza Update, NovemésrRIBanK; Schiavo

Campo (2003)
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2.2. Aid Coordination Case Stud§ Vietnam

Vietnam is usually referred to as a successful esmoimic transformation
from a socialist system by means of mariegtted reform and effective intrn
tional assistance. Since the Vietisagovernmentfirst adopted the scalledDoi
Moireform procedure iDecemberl986,the country hswitnessedapd em-
nomic growth with a relativedypod record of poverty reduction and social-deve
opment . During the 1990s, Vietnamds e
seven percent annually. After a temporary downturn in the wake of the 1997 East
Asian financialrisis, 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 spectac
|l ar as Chinadés over the | ast thatof decadc
other developing countries in the Asian region. Along with its own reform policies
and measures, which have made eohigbuton to the expansion afs foreign
trade and investment, laspaleexternal assistargiace the early 1990s is abnsi
ered to have been a majaving forcd n Vi et namfés readent de
ing to OECD data, donors in the form of states, and international financial instit
tions and NGOs have committed a total of USD 22.3 billion to Vietnam, which
has made thecouny one of the worl dés | argest
considerable number of donors have been involved in assistance to Vietham. For
example, in 2002, reportedly, there were 25 bilateral donor countries, 19 multilateral
organizations, and aboutO3®ajor international NGOs collectively engaged in
over 8,000 projects in the country (HaloNetwijuka 2004).

Given the expansion of aid volume and the large nomtenors operating
in Vietham, coordination becasssential for aieffectiveess Efforts were thus
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made by the Viethamese government and its international development partners to
establish an institutional framework for aid coordination among the donor co
munity,and between the government and the donors. CG meetings and associated
local coordination implementationvesbeen the key mechanisms fosuging

external financing and aid manageniegether with local governné&dnor
consultative bodies, these initiatives have made gosithg impact on aid ma
agemenand the economic relbilitationof Vietham(Bartholomew and Lister

2005). In this regartthis sectiorof thepresenpaperexamingcertairfeatures of
international assistance to Vietnam and the establishment of the CG mechanism
during the ear | yrefopnein érderdto doafv implidateonsdoo u n't r
North Korea.

Vietnamds i mproved foreign relations
relaxation of the economic embargo were important prerequisites to the expansion
of financial assistance from Western desnénd international organizations in
the 1990s. As with the current situation in North Korea, Viethnam was unable to
access loans or development projectsifitsprior to the easing of international
sanctions in the early 1990s. A series of prograssiseres taken by Vietnam to
improve its international activifiescluding the withdrawal of troops fronmEa
bodia in September 198paved the way for the resumption of bilateral assistance
from Western countries. Although Soviet aid ceased followiradjaphsecof the
Eastern Bloc in the late 1980s and &8s, increased humanitadad devie
opmentassistance subsequently channeled through Western countriesasuch as J
pan, France and the Wultilateral funding to Vietnafinst began to increase
whenit establishedelations with international financial institutions in 1993. The
lifting of US sanctions in February 1994 and diplomatic normabzatierrihe
two countries in August 1986celerated not only bilateral economic interaciion
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Figure11. Disbursement of International Aid to Vietnam
(Unit: USDmilliong
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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 ten
year period 1963003 to a level in excess of USD 1.5 billion (Bartholomew and
Lister 20057.426).

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 Viethamese government and the i
ternational communitiyad agreed on foreign assistance worth USBillihe
(Dinh 1998). At the CG meeting held in Tokyo in E39@dditiondUSD 2.4 b
lion was pledgeth assistance. In the rii@90s, the Japanese government, the
World Bank, and the ADB emerged agtthee primary contributors, accounting

for about 70 percent of Vietnamds f or
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Following the implementation amortloan basis of seveplicy consudt-
tion andpilot assistance projettse World Bank lending progranvietnam was
initiatedin 1994, an agreement between the two parties having been fortrally esta
lishedin 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). Concessionarggurom the Bank were mainly allocated for
public investment in infrastructure (energy, agriculture, communication, education,
healt h, and poverty alleviation). The
increased tincludeupgrading of public admimation, development of social
services and human resources, and improvement of thefeystamagg the
countryod6s natural resources and envirc

The World Bankds assistance slterategy
form helped to improve the investment environment, CG meetings providing a
platform for resource mobilization, information sharing, and policy dialogue. The
CG mechanism for Vietham was complex compared to other developing countries,
consisting of arctive set of partnerships groups (Bartholomew and Listep.2005,
428). Along with the World Bank and the ADB, various UN agencies and donor
countried including the US, Japan and EU member fstpiticipated in CG
meetings and associated working gratihe locallevel. The first CG meeting
was organized by the World Bank in collaboration with the Viethamese gover
ment in 1994, the latter agreeing to the continuation of CG meetings under the
guidance of the Bank. UNDP worked closely within this CG foakn@noviding
technical assistance to Vietham and working to improve thesggezall ofaid
management. Accordingly, more than 50 bilateral donors and multilateral organiz
tions usually attended the annual CG meeting from tHi©@disl

A wide range ofoordination activities took place at the local level. For example,
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the Government of Vietnam carried out biannual review meetings witlr intern
tional donors. Representatives@feraNGOs were invited to attend joint review
meetingsat whichthey evalated the progress and achievermasitinternational
aid disbursement. These meetiigs provided an opportunity to address issues
regarding the harmonization of donor agency activities, as individual donors had a
chance to share their opinions with otfleelopment partners and their Vietna
ese counterparts. Similarly, monthly meetings of residentveienebedd in order
to share information, and harmonize policies and activities with the focusven impro
ing aid effectiveness. Government officialsegmdsentatives of Viethamese NGOs
werealso sometimes inviteddarticipate in theegular donor group meetings.
It is well known that the most intensive aid coordination usually occurs at sector
level, at which representatives of bilateral and maltifeors and relevantmi
istries of the recipient government work together on such important issties as se
tor policy, resource mobilization/allocation, and the evaluation of project outcomes
(Disch 1999). In Vietnam, international donors adaectoiwide approach in
1998 In addition working groups on aid implementation and operational issues,
known adDevelopmenPartnershigGroups,wereestablisheatovering about 20
sectors (Bartholomew and Lister 2p0%28). Aid coordination efforts at the-se
tor 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
operatingri Vietnam included the Policy and Human Resources Development
Fund, the Poverty Reduction Strategy Trust Fund, the Institutional Development
Fund, the Global Environment Facility, and thesBeifling Trust Furld. Given

17 TheWorldBank(http:/g o.worldbank.org/8G6N5VO0Z0)
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the effective coordination of iatives by both international donors and the Vie
nameseggovernment, and the positive effect this halleonse ofesourceduring
the early stages of economic reform, the donor community fountiethatn
hadachieved more effective resource mobilizatiopragdamcoordination than
manyother countrie/Norld Banlet al2001).

The Viethamese experience has implications for the mobilization of external
assistance to North Korea and its reintegration ingolbel economy. The above
example of aid to Vietnam suggests that the international cofirimahitging
neighboring countries and financial instituiiomsuld be open to the provision
oflargescal e funds for the r ehabdiagridut at i on
ture 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 sanctiongrn addit
totheDoiMor e f or m process, VietnamdsfAi effort
including the withdrawal of troops from Cambodia and the normalizatipn of di
lomatic relations with the B$aved the way for the expansion of foreign aid.

Given that th&JS and Japan are the two largest stakeholders in internatienal fina
cial 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 i
ternational economic s#aons 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 regbisglmaceéto wi sh
North Korea from emergency relief to development aid is a realistic expectation.
Given that Vietnam has received about USD 2 hillitareign aid annually in
recent years, if North Korea improves its foreign relations, it will have p-great o
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portunity to obtain substantial concessionary development loans and technical a
sistance from the international community. The case of Vietham demonstrates that
aid coordination helps to consolidate donor relations and improve the participation
of recipiencountries in the decisiomaking processes of aid administratidn. Al
hough aid coordination in the Viethamese context experienced a number of side
effects such as the complexity of provision and management costs (Disch 1999),
improved harmonization of ternal resources based on information sharing and
consultation contributed to the effective use of foreign aid in the country. North
Koreafds move towards the resolution o
number of international donors willing tplement projects in the country.

At thispoint, a governance structure for aid coordination becomes necessary if
North Korea and its development partners are to be mutually committedto socio
economic growthEstablishingDTFs in the context o donor oordination
forum is one possiblavayof encouraging internatiorddnorsto commit their
economic resourcesydimprowe the effectiveness and transparendgrefgn aid
to North Korea.
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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. Givenrtbst
stalemate in the nuclear issue and brealafogdialoguén the sixparty process,
institutionalizing a multilateral me c |
and economic rehabilitation will require substantial time and financieésasour
these aims are to be met in a flexible and practical manner (Schoff, Perry and Davis
2008,p. 70). Moreover, North Koregalated challengesuld hardly be resolved
through the efforts of South Korea alone since political issuekoneitnePan-
inaula are closely linked with the political and security interests of other-neighbo
ing countriesincluding the US, Japan, China and Russia.

A feasible institutional instrument for the amelioration of the regional instability
caused by Nor ic broblémsrardanGciear standofi would be to
establish an international framework that irs/blizgeral donors and multilateral
organizations. However, the provision of dstgée development aid from the
international community will only be practicahken the reginfeeezsits nuclear
weapons program. Indeéateign assistance to North Korea should be based on
the 6reciprocal engagement & principle
policy change commensurate with the level of econoisianass and, if the
country makes an appreciable effort to implement reforms, additional economic aid
may be provided as an incentive for further pulioyation (Sigal 20Q}. 2235224).
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In this regard, iNorth Korea returns to theixparty talks anshows willig-
ness taesolvahe nuclear standoff, South Korea and other participatingemunt
would need toespondoositivelyby makingyreateeffortsto bring abouthe ds-
mantingof t h e r mudearmpmdra.he internationacommunity needo
be patient andtilize flexible and loAgrm strategies fwomotepolicy change in
North Korea even if the pace and scope of reforntharsdibsequent economic
transformation do not satisty shoriterm expectations. ASchoffet & (2008 p.
93) emphasize, tparticipants othe sixparty talkenustprovide a moreoherent
blueprint of the North Korean economy coupled wdimmitment to devete
mentassistandeom the international communitiyusforming ¢a cleareconse-
susregarding thiénkagebetweereconomiengagement and progress on denucl
arization b Pyongyang engagestich multilateralegotiation, variowconomic
cooperatiorprojectsthat aimto overcome h e  r iptgrrnatoalbisolation and
improwethe com t regoromic situation could initiated These projects, indku
ing those relkad to agricultural rehabilitation and energy developsinentdbe
implementeavith internationassistance

Accordinglytheestablishmerdf an MDTFcould play a legud) role in faci
tating North Kore@ economiaecovery, while encouraging neighboring countries
and internationalrganizationto providefinancialand technicalssistance the
country. Although Pyongyawwguld be unlikely tandertake radical econoroic
political reform in the near future, South Korea and the interndthapnatom-
munity should waste no timeprepaing a longterm development plan for the
North Korean economysubsequently,hen the regimeengages in multilateral
negotiations othe nuclear issue, the participating aoeswill havea provisional
roadmapo guide the wagut oft h e ¢ ouarent ecogotniglight

The MDTF wouldseem to be highlyusefulmechanisnfor ensuringhe effi-
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ciency and effectiveness of detiveryto North Korea during the initial stages of
its denuclearization adgplomaticnormalizatior(Zang 2002)As Babson (2006)
notald, special Trust Funds have been utilizedigportthe transitionfrom hu-
manitariarassistana® developmendid in severglostconflict countriesand the
provision of startip aid based on special Trust Fimdsder to buildnstitutional
capacity and soegzonomic infrastructucanhelpimprove thepolitical condition
and security environmaegft the recipientounty (Babson 2006. 21).Given the
potentiabenefits associated witle special Trust Fund in the pesiflict setting,
initiatingsuch a mechanisfor North Korea as denuclearization process begins
could helpstrengthemelations betwedPyongyangnd theinternationatomrmu-
nity.

Theestablishmerdf anMDTF for North Koreawouldfunction as an oper
tional vehicle for resourngobilization policycoordinationand riskmanagement
amongst international donaore joint funding mechanism e MDTF would
help to reduc¢he political burderto which a major bilateral donor directty i
volved inassistance was subjeadeed, the establishmenaofDTF for North
Koreawould pave the way for improving policy dialogue and aid administration
among international donors randiog bilateratievelopment partners and fiault
laterabrganizations NGOs.

In addition to promotingssistance from bilateral donors, the establisbfnent
an MDTF would provide window forNorth Korea to obtain assistance from
international financial institutions before gaining formal membership. The potential
role of Il FI's in North Koreadsichmshahbil
tutionshawe extensivexperienca providinga wide range of technical assistance,
as well as policy consultation and concessionary fientiagy developing cou
tries However, the process of gaining access to the resources of the World Bank
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and other IFls is Ity to takea few more/ears even if the regitades steps to

abandon its nuclear program. Given that the US and Japan are the two largest
stakeholders in IHisincluding the World Bank and the ADBeir politicalsup-

port will be critical to the succesNod r t h Ko r e fobmemizersipof i c at i
anylF1.*® Furthermore, gevious cases have shown that it takes at least two years
afterthe implementation of reforprogramdor a new member state receive
developmerfunds from the World Bank. Given thekwsard nature of the North

Korean economy and the lack of international standards in its financiet manag
ment, it is likelyhat it will take longer foNorth Koreato accessignificant

amount of thefficial loans from thesels.

In light of these cordgrations, aMDTF couldfunction as an institutional
mechanism by means of which IFls are able to engage in financial assistance and
aid coordinatiomvenbefore North Korea gains formal admission to tiz&mg(
2002;Babsor2004 Morrow 2006; Zang008) As noted in the previous section,
there is a precedent for the establishment of special Trust Funds tacsupport
triegi and territorig® thatarenot otherwisesligible for IFI suppor&our special
MDTFs administered by the World Bank were createddefuergency aid and
reconstruction programs in the West Bank and Gaza. In the case of East Timor,
three World Bankdministere®IDTFs were set up teupportthe infrastructure
reconstruction and soagonomicdevelopmenof TimorLestein the 2000s
Suchwas also the case with Bosnia and Herzegovina, Kosovo, and South Sudan

18 North Korea expressed its interespplyindor membership dhe Asian Development Bank in 1997 and
2000; and in 1997 and 188#&ngyaniyvited research groups from the IMF and thé&\Bank respe
tivdy 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 confeems arobserver, but this wast realizedwing to objectics
fromthe USand 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 diotthe Bank and other miuilt
lateral organizations in North Korean affHireelations between Pyongyang and
the IFIs are to be favorably advanced, a phased process will be. iRafessary
the implementation of a fgltale IFI aid program, an MDTF coatd as minter-
im arrangement for resource mobilization and phildyguethus stimulaing
economic reform and transiti@abson 200&@ang 2003

MDTF assistance to North Korea should be carried out in line with@mprov
ment in interKorean and forefgrelations. The MDTF does not initially require
substantial funds from donor countries or.IBlsnors could gradually increase
their contributions t@ MDTF for North Korea.When North Korea returns to
the multilateral negotiations of thepsikty procss, participating countrigsuld
need tadiscuss the setting up of a special Trust Fund to assist theicdantry
of extending the role of the existing Working Group for economic and energy
assistance (Zang 200B)e actual establishment of an MEaFE the financial
commitment of internationaldonevo ul d depend | ar giel y on
ance with denuclearization and its commitmdime tase of such a mechanism.

The speedf settingupanewTrust Fund an@mplementingfs associatedgr
jectsdepends on the level of cooperation, leadership and respgookibiit ie-
cipient country in terms of MDTF activiti&SDRC 2011World Bank2009).
Thus Pyongyangould need tdake the lead in creatiaghore cooperative énv
ronment conducive to thmiilding of the requisite level of trust with South Korea
and its neighborBrevious case studies of MDTFs (Scantearh @f8@dnstrate
that financial resources channeled through such a mechanism represent a small
proportion of overall aid to the recipieotintry in question, reflecting tkstrit-
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edtimeframe and grant voluroé 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 let@ym ecaomic reconstruction is limited. Neve

theless, the North Korean government should be aware that the establishment of
an MDTF intend primarilyto beframework for overall international support to

the recipient country and the smooth operation of the &lipsl fo encourage the
assistance of other donors. Thus, the involveshdiné World Bank imdmins-
teringpanMDTF woul d promote Pyongyangds r el
institutionsand, in turn, increased direct investment from foreign egsmuld

be expected upddor t h Koreads receipt tohebe deve
IFls.

In order to assist economic rehabilitation and reform in North Korea, several
special Trust Funds could be established sequentiallyar€imeamy kinds of
MDTFsin place across the developing waitl diversebjectives and gover
ance structugeAs noted earliem MDTF is established with the aim of providing
specificassistance to a recipient country, region or target population. According to
a study by Scaam (2007a), MDTF priorities usually include one or mtre of
following four elements: the delivery of basic semébasijlitation of infrastcu
ture investmenstin social and economic infrastructure; and capacity buniltiag
public sector. Forxample, the MDTHRor Indonesiavas established in early 2005
in the wake of the Decembeth2004Tsunami. As discussed in the previats se
tion, four MDTFs were set up in the Palestinian territories of the West Bank and
GazaStrip with different purposeand funding sources. Similaslyerakuch
fundswereput into operabn in the process of East Tineseindependence and
reconstruction.

Taking into consideration the previous implementation of MBTEfective
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approacton the parts oSouth Korea and otheontributingdonors would b
establisimore than on®DTF for North Korea followingadvancements in the
countryods foreign r el aesTheusesof ana uhifieelc o n o1
Trust Fund hasomemerits, which includie reduction of dministratiorur-

dens and costs for both donors and recipient, the quick and flexible implement
tion of projects,and greater coherence in resoattmationand monitoring
(Scanteam 20Q74a117). However, it is important tednin mindthat the coue

age ofa giverMDTF should not be too broad, as ther neffiiency tends to
decline when it utilized to addreslverse areas aachumber of differergro-

jectslt isthusheldthatseparatdedicated MDTFs are useful for achigvinticu-
larobjective and priority activitigShiaveCampo 2003, 84).

In this regardjuringthe early phase &y o n g geautlgabzation, donor
communitiescould set up a special Trust Fupiebvisionallyn a me d Trusth e 6
Fund for North Korean Develomn KKDF. Thereis greatneed for agee
ment amongnternationationoss and between donors atie North Korean a-
thorities with rgardto theobjectivg activities and timelinessfch an initidlind,
as well as donor funding channelsthadgovernance structure of the MDTF.
North Koreawouldalsoberequired to preseits requirements terms ofspedk
ic sectors and projects that necessRADETF resources, while makihg utmost
effort to assurénternationatlonors of the e g i comeniingentto meetinghe
conditionaliesof the Trust Fund and transparency in its usetefnahssistance
Asthe countryis only at the initial stages of abandoninguitéeaprogram and
adoptng partial reforms, the first Trust Fund would neecbtaentrate on the
areasndactivities that addrestbasic humanecessitieand themprovenent of
institutional capacity to manage the ecomdimgtively, rather than time finarc-
ing of industriaffacilitiesor infrastructure investment projedtee technical and
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financial resources of the fif$§tNKD could be usedo support education @
gramsfor governmenobfficialsand overseas trainif@y students and experts in
various disciplineé policy dialogue orfinancialmanagementiuman resource
mangementand macroeconomic stabilitguld be a promising actiwtto which
bilateral donors and internatiooeganizatiomcould channel fundghroughthis
Trust Fund.

Several additional Trust FufmisNorth Koreacould be further utilized tal-a
dressspecific North Korean development issues. Employing aveieetop-
proach, these Trust Funds might be used, for example, to support ageeulture r
covery and rural development; environmental conservation and sustaifable deve
opment; the reconstruction afeegy and transport syster the growth of the
private sector. Being related in the main to poverty reduction and nvelfare i
provement for ordinary North Kore@inthus burdened by comparatively few
political and/or financial deterrents and attractirty did prioritfi international
donors are more likely to commit mysdtar investment in these areas. Indeed,
many developing countries have received considerable assistance from UN agencies
and IFlIs for capacity development projects in these sectorsingbgdhe esta
lishment 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 (20@8!) rightly points out, direct
budget support for the North Koregavernment is not appropriate to the faeilit
tion of the kind MDTF activities outlined above. Owing to the fiduciary problems
to which the regime is subject, international donors are unligebnie! ax
nomic resources tthe North Korean government bef the country completes
thefull proces®f transition to anarketorientedeconomylndeed, the experien
es of several transitional econaigsch as that of Vietn@éinmreveal that the
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quality of budget and fiscal management in former socialist coasttiespow,

and that ensuring transparency in respect of public resources and foreign aid is a
great challenge during #alytransitionaperiod(Bartholomew and List2005p.

427).

In terms of thdow degree of accountability and transparencythilo r e a 6 s
publicadministration anihanciamanagement systems, a large proportion of the
MDTFs created fothe country should be used to directly findieselopment
projects implementday international agencies and NG@$ienthe process of
thereghe 6 s e c o0 n anchbpennesskid goaranteeditaridiuciary stagh
ardshaveimprovel, contributingdonors will be able to use MDTFs for budgetary
support to development projetttsplementedhrought h e ¢ ownmgoveny 6 s
ment systemSuccessflMDTF operations could then help to facilitate further
investmentrom bilaterationors andhe private sector. As a consequence, North
Korea would adjust its economic management system to meet the inereasing d
mands ofcontributing donors, whigh turnwouldimprove the efficiency of aid
delivery

2. Governance of Trust Funds

On theestablisimentof the first special Trust Fund for North Korea, irgern
tional donorsauldset upwhatist e r migodh KareadDevelopment Assistance
Groupd(NKDAG) as the prinpd MDTF governing body fahe countryThe
establishmerdf a Trust Fund would require clasensultatiorwith bilaterado-
nors andnternationabrganizatiominvolvedin providing developmeassistance
to North Korea. Therefore, there would be a teeckat an interimmultilateral
coordination mechanism forh e  r ecgnornmcesl@abilitatiorthroughwhich
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financialandtechnicabssistanc® the countrii either bilateral or multilatéral
couldbe channeled and dormmlicy dialoguewith Pyongyang antained4ang
2002 and 2008). In this regard,aseablishmerdf the NKDAG is a necessary
step to engage mesourcanobilizationand donor coordination whéme deve
opment partnerget togetheat the first donor conference after thsolutionof
North Kored@ nuclear problem.

The mandate of tHdKDAG would beto promotetripartitecooperation &
tween NorthKorea South Korea, and internatiodanorswith the aim ofthe
development and transformatadnthe formerThe primary role of the NKAIS
would thus be to provide a forum for policgtialoguein the coordination of
providing developmerssistandae North Kored® Thus, it wouldecome a &
jor funding channel fahe countryand selectedint MDTF resources could be
managedtby theNKDAG. Even beforeghe formal admissionf North Korea to
IFIs, the NKDAG could function as an aid coordination and governing body of
the MDTF.In order toaddresgolitical and economic issaesundreurcemo-
bilization and policy orientation regarding Noilorean development, the
NKDAG shouldbe organizedn aninclusivebasisconsistingpf representatives
of donor government&JN agenciege.g. UNDP), IFIs (e.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 1984jreiadinat the establishment @nd o
eration 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 fo
South Korea durirtheearly 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 ahtbttEhe evidence of this South Korean case suggests that North
Korea should cooperate with international donors to establish an assistance consortium such as-NKDAG in o
der to obtain financial and technical assistance fiokertizgionatommunity foits economic rehabtitan.
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A widerangingpolicy forum is impoant inorder tocrea¢ greater influence
for the NKDAG in terms of ensuring an effective economic policy impéement
tion for North Koreaand efficienuse oft h e ¢ @xemal regodrees. The
board membeship of the NKDAG would be limited to contributing donors.
Alongwith the involvement of thgovernmerst of thetwo Koreas, efforts should
be made to include participantsha sixparty talks and other major international
donor$i such ashe UK, Germany, Canada afdstraliéd in the NKDAG ded-
sionmaking processlthough norcontributing countries and institutiomsuld
not be permitteéhvolved themselvesm the administration and formal decisions of
the NKDAG, they could obtain obseratatusthus enablinthem toparticipag
in its consultation process.

Since thassistancef foreign donorsvouldneed to focus on project funding
associated with North Kofegapacitydevelopmentather than the provision of
budgeary support, theNKDAG shouldundetake administrative taskisned at
harmonizing funding allocation andcekon as well as monitorirtge perfo-
manceof programs/projects implementedti@ countryAid coordinationsup-
port from the World Bank artie assistanag# other IFIs wuld be provided
through their aitiation with the NKDAG even before formal North Korea
membership

In terms of the governancestructure of MDTFs for North Korea, the
NKDAG could play aradministrativeéole in themanagementf special Trust
Funds.The presence of major bilateral doramd internationahstitutionsas
board members would provide the NKDAG with the capacity and credibility to
runtheMDTFs for North Korea. Given theniquegeopolitical situatian respect
of the KorearPeninsulaon whichthe interests of majanternationapowers
namely th&JS, Chinalapan anfussia have collidedt would bepreferablef
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the EC or aneutral Europeanstate (e.g. Swedemgre totake the chair of the
NKDAG. A secretariatvould need to be established in order to supporathe
ministrationof the NKDAG and its activities, includithg: donor policy dialogue

and negotiation betweiaternationatievelopment partnessd the North Korean
governmentDecisiongeachediy the NKDAG would have great influence on
funding allocatigrend theexecution of programs/projects awttier operations

of donor agencies in North Korea. Meetings of the NKDAG could be held every
six months either at thedfice of the secretariair at locations imparticig@ting
countries.

As a policydialoguecondut, the NKDAG would provide the guiding fraen
work for the alignment of the MDTF with the needsiavestmeninterestof
North Korea.In order toimplementMDTF projectf§programsin the country
donor agenciesould need toestablista coordinationforum at the operational
level.Indeedrepresentatigeof donor agenciggould be obligeth engage in ali
logue with the North Korean authm#and relevant local partners to ensure the
alignment of MDTHnitiativesvith thecountnd developmerdactities.

In this regard, ashownin Figure 12,tahe North Korea MDTF operational
level, thergvould bea need to establistoaalaid coordination committee (LACC)
to ensurelonor harmonizatiomeeting of which coule expected to be sdhe
uledon a nonthly basis. TheACC along witheectorworking groups (SWGSs)
would be responsibldor supporting development plans and progrsonse of
which could bearried out byhe MDTFs As shown irFigure 12SWGswould
cover about ten sectors, includingural developmentgducationenvironment
health, energgndtransportas well atheprivate sector.

A joint liaison committee (JLC) woaldo need tbeset upto facilitateoolicy
dialogue and aid coordinatmtween donor agencies Alwith Koreanpartner
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orgatizationsTheJLCwouldfunctionas the primanyorking groumn the North
Korean sideoperating along the lines opartnership framework fgromoing
development suppaahd ensuring sectocabrdinationThiscommitteavould be
made upf North Korean government officiasd local representatives of donor
counties and organizationshe JLCwould support theimplementation of
MDTF projects, and the monitoriagaluaton of externabssistancand Trust
Fund activities. The North KoregovernmentouldimproveJLCorganizational
capacity througtie operation ofso-calledmplementatiomorkinggroups(IWGs)
compisingrelevant governmentinistries anahstitutionsThe governmerdould
makeproposa for prospectivadevelopment projectand addrespolicy issues
and implementation problems throtighLC

Successfulund-raising proposalsand proje& implementedthrough Trust
Funds would serve as an impetus for enhancing tteé tble NKDAG in the
coordinatiorof development assistance to North Koreataadonomic recovery.
In turn, theeffectiveadministratiomandfund-raisingstrategesof the NKDAG and
its associated MDTFa&ould help to promote satisfactioamongstthe donor
communityin terms ofthe transparency and effectivenests aid whichcould
ultimatehattract more foreign donors to MDTF activities.

3. Cooperation with Internationd Financial Institutions

During the process afstablishingpeciallrust Fundsit is vitalthat theinter-
nationalcommunity suppast North Koreain its application for IFI access. If
Pyongyangan become farmalmember of bodiesuch as the IMF, WorkBank
and ADB, itwill be able tgeceiveconcessiondbans for reitalizingagriculture,
rebuildingndustrial facilities and infrastructiltoentheWo r | d Ban k-6s

nt
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al Development Association (IDApdt he ADBGOs Asian Devel
(ADF). Thepercapitaincome criteria fdDA creditsand ADF loans is modeag
development barilending isntended for lowncome member countries thae

not eligible forconventional loanbased oocommerciainterest rates and criedi
worthiness No r t lestirtatedRPapérapita is in the range of-inoeome

countries that currently have accessrioessionafynds, meaning that the ceu

try couldbe included in the list candidate forIDA and ADF funding.

Based orthe 2011 standards, the IDA fund tatg and supportsw-income
member countries that geneflats tharlJSD 1,85 annualper capiténcome
(World Bank 2011)nlikelnternational Bank for Reconstruction and Dpvelo
ment(IBRD) loans from the World Bank, the IDA fund &#®.75 percent servic
chargeonly with no interest incurreahd a typicdbanrepayment timégame of
40 years, including ayargraceperiod.About 80 countriegeceivd IDA loans
in 2011 SimilarlyAsiandevelopingountriescan accethe ADFon agrant basis
with a ane percent service charge. In addition tegméta income levélDF el-
gibilityis alsobased omnevaluation of theecipientountryd policy performance
and repaymemommitmentWhen North Korea takeprogressiveteps towards
economic reconstructian the future the utilization of IDAcreditsand ADF
funds withsuch generous terms of financial support cowergeuseful in the
preparatiomf investmenprojects irthe country.

As Table7 demonstratel-1 deelopmentassistanceould take place in three
phasesandfull-scale financial aid might only bezeghlafter several years of IF
membershipNeverthelessas Babson(2004, 2006arguesNorth Kored im-
provedrelationswith neighboring countrieshouldallow the country to access
immediate technical assistance before fonarabership ofFls. Moreover, the
establishmerdf specialrust Fung could help NortKorea obtain alternative
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Table 7. Potential Contribution of IFI Assistance to North Korea

Pre-membership

Immediate post-membership

Full implementation stage

Measures
&
Strategies

A North
at IFl meetings

A Commencement
assistance aimed at enhancing
the management capacity of
government agencies and
professionals through training
programs at foreign universi-
ties, institutions, and vocational
schools

ATechnical assk
opment programs of NGOs
engaged in humanitarian activi-
ties in North Korea

A Policy semknal
shops with North Korean offi-
cials

AEst abl i shment
Funds for North Korea

- Seeking alternative sources to
IFI funding to finance rehabili-
tation of Nof
ture and transport infrastruc-
ture before formal IFl entry

- Establishment of North Korean|
Development Assistance
Group (NKDAG)

Kor ean

AProvision of
funding (IDA credits from the
WB and ADF loans from the
ADB)

APolicy dialog
economic stability (e.g. nation-
al budget, foreign exchange),
and economic development
strategies and management

A Technical pro
improvement of the transport
and energy sector, environ-
mental protection, agriculture
recovery, natural resource
management, etc

Al mpl ement at i d
training programs via institu-
tions such as the Economic
Development Institute of the
WB and the IMF Institute

AEst abl i shme nit
zation led by the World Bank
for effective management of
development assistance to
North Korea

Al mpl ement at ilg
opment programs with inter-
national NGOs

A Cont i ofteehhidal essis-
tance for improvement of
Nort h Kor eabds
pacity to manage its economy
and reform process effectively

AFinancial sup
and the ADBOs
Resources

- Receipt of annual develop-
ment funds of USD 2007 400
million

AProvision of
poverty reduction and growth
facility loans

A L a-scglesfinancial assis-
tance for the restoration of
infrastructure and industrial
facilities

A Coordination
foreign debt restructuring

AAssi stnamMoe t h
access to private capital and
international financial re-
sources

A Technical pro
and financial system reform

Prerequi-
sites

& Consid-

erations

APositive Nort
meet entry requirements for
IFl membership, and demon-
stration of a cooperative
stance towards the interna-
tional donor community

A1l mpl ement at i d
Korean economic policy aimed
at reform and openness

AActive cooper
monitoring and improvement
in the transparency of foreign
assistance operations

A1l mproved dipl
with the United States and
Japan

AEfforts
relations

t oreant

A Positive perf
WB and ADB loan conditions

AEst abl i shment
offices in Pyongyang

A Annual | Fl md
audit and frequent economic
assessments

Al ntroduction
elements of a market-oriented
economy

A Drawing up
IFl development assistance
according to the stages of
North Korean reform

IA F-gchlé implementation of
interKorean economic projects|
and promotion of regional

of

Al ncorpor atnm-on
mendations into North Korean
economic policymaking and
management

[Aimplementation of a structural
adjustment program for the
economy

A Accel eration
economic reform and open-
ness

AFull particip
Korea in international econom-
ic activities

APromotion
ation between North and
South Korea

ofi-

economic cooperation

Sources: Babson (2001 and 2886 (2002adapted from Lee 2004a, pp883
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sources of IFfundingin orderto financdts economic rehabilitation projects b
fore formal admissioSupportfrom an international don@ssistancgroup for
North Korean economiaecovery would be coupled with the first MTDF and IFI
engagementith the country

In addition, theNorld Bank and other IFls coyddbvidetrainingfor financial
experts andechnocratsThe building of economicmanagementapacityand
technical knowledge acquisitiopreparation for thenplementation of apprapr
atedevelopment polidg considered an important stage in the processafm-
ic rehabilitatiorand reform.The financial burden and politiGadceptabilitjor
both North Koreas anthe IFIs of providingtrainingprograns would be lighter
thanthatof alargescale developmentofect;and given the fact th&yongyang
hasincreasedverseastudyopportunitiesfor its governmenbfficialsand eo-
nomic expertsverthe lastdecade, IFls/ould do well to consider theomotion
of educatiorandtraining proggmsas a component of the overall intervention.
Indeed, such an approaebuld help facilitatdorth Kored futuretransitionpro-
cess, whilat the same time improviitgrelationswith the IFIsthroughincreass
interaction andnowledgaharing

Along with theresponsibilitieaced by South Koréa terms ofthe recovery
and reform of the North Korean econothwrearealsopolitical and economic
problemsthat mustbe resolved witheighboringcountries and internationat o
ganizationswithin the framework ofmultilateralcooperationWhen the North
Korean regime take proactive approach mesolvethe current nuclear standoff,
financial and technical support from international davitbrbe requiredif the
country isto improveits foreign relions andovercomets economic hardslsip
The economic outlook for North Korea is still blbalever, activeupport from
neighboring countries and IFkouldhelp maket brighter To encourage the
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North Korean government to take the lead intheccopri s f ut u rae
bilitation and reform, the internatiodahor community should foster loigrm
development projects in addition to emergency #glietoordinationamong
neighboring countries aimdernational agencissneeded to improve fy dia-
logue andesource mobilizatioAccordingly, theelevantcountries andFls are
advisedo establistMDTFs for the effective managementtbé assistance they
providefoNo r t h d€anonmicaebabilitatiand transition.

econ
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