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Executive Summary

Economic Cooperation and Practices
of Economic Transactions in Border
Areas of North Korea and China

Jong—Woon Lee and Yi Kyung Hong

Amid deterioration of North Korea’s foreign relations due to its
nuclear development, economic cooperation between North Korea and
China is actually showing unmistakable signs of expansion, It is
expected that economic relations between the two states will become
even closer in the coming years as cooperation projects between the
two are materializing along with the rapid promotion by China of its
development plan for its Northeast provinces. This study seeks to gain
an understanding of the characteristics and problems of the current
North Korea-China economic cooperation, by investigating trade, price
settlement methods and transaction practices in the border areas,

In transactions between North Korea and China, the methods of
exchange are often unofficial, taking advantage of close relations
between partners from both sides. Unlike regular international

transactions using letters of credit or financial institutions, cash



transactions and barter trade are prevalent in commercial transactions
between the two communist states, Such practices include illegal
elements such as smuggling of foreign currency into the country, In the
face of economic sanctions by the international community along with
industrial stagnation and foreign currency shortage due to economic
difficulties, North Korea is actively taking advantage of these ‘unofficial’
methods in an attempt to circumvent official rules of financial
transactions, Chinese trade companies located in the border areas are
accustomed to cash or barter transactions, and some companies even
prefer such transactions precluding involvement by financial institutions,
for reasons of reducing extra expenses and avoiding taxes,

Among modes of trade, border trade is reflective of characteristics of
border areas. Chinese companies in the border areas favor conducting
transactions with North Korea through such “border trade,” It is
because there is more room to utilize unofficial methods in foreign
exchange control, price settlement, and tax rebate through border trade
than through general trade, Taking various unofficial trade practices
into account, the scale of trade between North Korea and China is very
likely to far exceed the figures recorded officially by Chinese customs,

North Korea is receiving payments in cash for processing imported
materials commissioned by Chinese companies, Such cash brought into
the North is easy to hide and there is high possibility that North
Korean authorities divert such cash for their own operations, State
institutions, trade companies, and financial institutions in North Korea
often do not abide by rules stipulated in transactions with China
regarding trade settlement, Though there are no official statistics
regarding bank remittance for trade settlement, it is estimated that
about 20 to 30 percent of trade settlement are conducted through bank
remittance and the rest are settled through cash,

This study points out that though unofficial transactions carried out
between North Korea and China are attributable to expanding

Executive Summary 1 ]9



economic cooperation between the two countries, there are illegal
elements in such transactions which can undermine economic sanctions

imposed by the international community.,
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