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Foreign Policy in Focus

Sixty Years of Failed North Korea Sanctions

By Christine Ahn
August 20, 2010

In response to the March 26 sinking of the SoutheKo ship, th€heonan, allegedly by

a North Korean submarine, the United States isepgot® adopt even more stringent
sanctions against North Kord&obert Einhorn the U.S. State Department’s special
advisor for nonproliferation and arms control, r@eannounced in Seoul that after legal
and other questions were sorted, sanctions wouid pkace "in the next several weeks."

Contrary to U.Sassurancethat the North Korean people will not suffer, U.&hd
international sanctions have already taken a tolth® development of the country and
the people. Sanctions have already impeded foregestment into North Korea and
adversely affected business and humanitarian dattefof those who venture there.
Perhaps most alarming to U.S. policymakers is hawctons have served to push North
Korea further under China’s influence.

Piling on 60 Years of Sanctions

In the six decades following the start of the Kor&&ar on June 25, 1950, the United
States has built @mplex system of restrictiorms trade, finance, and investment related
to North Korea. President Truman imposed a com@eatbargo on all exports to North
Korea just three days after the war’s outbreak, santttions have since been a mainstay
of U.S. foreign policy toward the country. The UWnitStates, then, has had virtually no
trade with North Korea for 60 years, which begs guestion: what kind of leverage
could this new round of sanctions possibly have?
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Many Korea expertargue that these new prohibitions will not afféidrth Korea as
intended, and sanctions policies will continue &ad fo meet their objectives. For 60
years, Washington has tirelessly advocated thattisas against the north will
eventually incentivize the regime to change itseigm policy agenda and domestic
behavior. This approach, however, has proven te Head aegligible impact largely
because North Korea has offset many losses in twitle countries now banning
exchanges with Pyongyang, namely Japan and SoutbaKdy increasing trade with
China. China’s reactions to sanction initiativespncommittal at best, have generally
undermined the potential leverage U.S. sanction&ddoave against North Korea. Robert
Einhorn himself noted th@hina's support would be critickdr this new round of
sanctions to have any teeth.

China has played a significant rolegropping up Pyongyangsconomy. Interested in
assuring North Korea’s stability as a buffer statereasing leverage over the Korean
peninsula, and expanding its influence in the negiGhina has a strategic interest
preserving Northeast Asia’s status quo. While Chioged for UN Security Council
resolutions against North Korea (1718 and 1874% ¢tmmplied with provisions that
concern North Korea’s missile and nuclear prograans, made clear that the "lips and
teeth" alliance has since long pasBeding has refrained from imposing strict punitive
measureggainst Pyongyang. UN bans on luxury goods, fetaimce, have not been
enforced, and China has maintained a robust trald&anship with North Korea since
sanctions policies were implemented, wilino-DPRK trade steadily increasioger the
past decade. In 1995, China’s imports and expotéded $549 million and by 2008, that
figure had grown to $2.7 billion. North Korean inmmand exports have also increased
considerably, witlexchanges with Chintaling $488 million in 2000 and $1.8 billion
in 2007. This relationship is largely sustainedtbg large trade deficit China allows
North Korea to run.

Although China has rendered previous sanctionddoefal, thenew round of financial
sanctiongargeting the banking sector may have a bit mote. @argeting financial
institutions and companies engaged in "offendinggitess activities, these new financial
sanctions promise strict penalties for non-compgkanThe international banking
community’s response to the U.S. financial sanctigainst Macau’s Banco Delta Asia
(BDA) sets an important precedent. The BDA sanstibad a considerable effect on
North Korea’s financial health, severely restrigtiaccess to capital, and the new round
of U.S. financial sanctions may have a similar iotpa

Affecting the North Korean People

Purportedly only leveled against the governmenrg, ibw round of financial sanctions
will unequivocally have second- and third-ordereets, further burdening North Korea’s
already impoverished population. Indeed, finansections have proven to deter other
countries and companies from engaging in businetbataes with North Korea, and the

persistent imposition and threat of hard-line eenicosanctions policies has placed
considerable constraints on North Korea’s abilityattract foreign capital. Longtime

North Korea aid workétathi Zellweger of the Swiss government’'s Agency for
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Development and Cooperation, observes that sasctiont development opportunities

and deters many foreign investors from even enténta business prospects in North
Korea. According t@Cho Myung-Chulbf the Korea Institute for International Economic
Policy in Seoul, foreign investors reportedly skmag from potentially lucrative ventures

in North Korea because of the looming threat of.dactions.

Constraints on foreign capital and financial tratieas will, for instance, severely limit
infrastructure and development projects in the sipped north — projects that would
improve the living conditions in North Korea. Withio financial resourcegnergy
generatiorsystems and distribution networks in desperated nee expansion and
upgrades will remain antiquated. There is not eharergy to meet domestic demand at
both the household and factory level. And the fpansition sector continues to need
maintenance and repair.

Sanctions against the north also prevent Pyongyemg developing a robust export
market that could generate hard currency. In otaeevive industry currently operating
at very low capacities, North Korea would need doeive large injections of outside
capital. With the increased risk premium on doingibess with North Korea, however,
investments in and loans to North Korea are seemstable business opportunities.

Questionable Terms

The Obama administration proposes to publighaeklistof North Korean companies
and individuals suspected to have business aetvitivolving weapons and luxury items.
The construction of the blacklist is problemationever. Korea scholdtazel Smithhas
written that ships reported to have been transpprveapons materials were found, on
investigation, to be abiding by international |alley were either legally trading goods
or shipping dual-use items — goods that can be dsedoth civilian and military
purposes.

Smith recalls a South Korean business represeatéi@ing jailed for trading sodium
cyanide — an imported material North Korea is rdlian for mining and agriculture —
because it could theoretically be used to prodeceengas.

Felix Abt, a Swiss businessman running a pharma@@utompany in North Korea
during the mid-2000s, was unable to receive certdiamicals for his business and
told Time magazinge "someday you may find out that some product anea tiny but
unavoidable component is banned by a U.S. or UNtsambecause it can, for example,
also be used for military purposes.”

Thelist of dual-use importprohibited to enter Iraq because of U.S. sanctiexsals the
breadth of items affected by sanctions polidi®&mcilswere restricted because graphite
could theoretically be used to make bombs. Dualgasels also included pesticides and
fertilizers, water purification systems, and base&althcare items like blood transfusion
bags, syringes, and x-ray equipment.
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Because many items essential to the livelihoodrdihary people appear on the dual-use
list, the impact of the sanctions clearly go welybnd the government and the elite.

Morethan the United States

Although North Korea has managed to offset lostdray increasing trade with China,
the impact of loss trade with Japan, and now withut® Korea, continues to affect
Pyongyang’s ability to recalibrate the economy2001, trade between Japan and North
Korea reached $1.3 billion, with Japanese exporsioige $1.1 billion worth of goods,
and importing $226 million from North Korea. But B908, right before the 2009 missile
tests, and passage of UNSC sanctions, Japan’s tsnpbrgood from North Korea
dropped to zero, and Japanese exports dropped ta$h6 million.

In South Korea, meanwhile, the reversal has been ewre dramatic. As soon as Lee
Myung Bak came into office in March 2008 began to cut direct governmental aid to
North Korea Lee not only reversed bilateral aid that had growm previous
administrations, but has also stymied the efforftsSouth Korean NGOs providing
humanitarian aid to the North.

In May 2010, Lee announced South Korea would @iigicut trade with North Korea,
exempting the Kaesong Industrial complex and aid North Korean children. In a
nationally broadcast speech, Lee said, "Trade actamges between South and North
Korea will be suspended." South Korea would alschbNorth Korea from using its sea-
lanes, which would force North Korean merchant ship use alternative routes,
requiring them to wuse more fuel. According Imternational Herald
Tribune reporterChoe Sang-Hun"Cutting off trade with North Korea is the most
punishing unilateral action the South could takeiagt the impoverished North." South
Korea imports $230 million annually of seafood astter products, and North Korea
earns $50 million a year manufacturing clothes atigbr business with South Korean
companies. In 200&)ter-Korean trade reached $1.8 billjomwith South Korea
accounting for 32 percent of North Korea'’s tradtuate.

But it's not just trade and governmental bilatexial the Lee administration has halted.

According to Yi Yejung, Project Director for Int&mrean Cooperation Division of the

Korean Sharing Movement, the South Korean govermrbanned humanitarian aid to

North Korea after the Cheonan incident, despiteegawient rhetoric that it will continue

the aid for the most vulnerable people. "In shaays Yi, the "South Korean government
is officially prohibiting NGOs from sending aid neaials."

The Lee administration has also made it more diffifor South Korean aid groups to
travel to the North. For example, in 2007, 2,96@ividuals traveled to North Korea 65
times with the Korean Sharing Movement to providenhnitarian aid. In 2008, however,
these numbers sharply dropped. Only 618 individwaliee able to make humanitarian aid
trips to North Korea 49 times. Last year, only &bjple were able to get clearance to go
to North Korea 25 times. The government has alsw aechilling effect to those who
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participate in humanitarian aid activities by intvgating those who traveled as far back
as in 2007.

According to one humanitarian aid worker, who askst to be named given the
organization’s dependence on South Korean fundiogces, "There are literally ships at
Incheon port waiting with fertilizer, seed and ldinlg materials waiting to be shipped to
North Korea." According to Kim Heung Kwang, a Nolorean now living in South
Korea trying to send cell phones, books, music aiinér information to North Korea
through his organization, North Korea Intellectu8slidarity, sanctions impede their
efforts. "The prerequisite for this program is eglowcomputers in North Korea," says
Kim who uses USBs to transfer this knowledge. "Bwdre are several regulations in
place blocking our efforts. So | think that the tédi States needs to change its
regulations on these matters."

Sanctions Thwart Development

"The leaders are using the sanctions as a judtditd Karin Janz recently told tHEmes

of India Janz is the country director of the German NGdtMagerhilfe and has for
five years travelled extensively throughout ninatRd<orean provinces. "People believe
the country is in a bad condition because of oetémces.” Although the food situation
is bad, says Janz, it's nowhere as bad as how #stetn media portrays it. Sanctions
have adversely impacted North Korean agricultueesdys, because of its heavy reliance
on imports such as farm machines and chemicallifers. Sanctions may have
something to do with the government’s new interiestsustainable agriculture with
mandates to cooperatives to pursue organic farmoaogmposting, and a reduced
dependence on chemicals. Still, farms need sultanvestment to get to a level of
functionality, which requires capital.

One area that has had an infusion of capital igiNKprea’s cell phone industry. The
Egyptian company Orascom Telecom has been provicktigohone service through its
subsidiary Koryolink to 100,000 North Koreans ligitm Pyongyang and near Nampo
port along the western peninsula. "In spite of emstes by Pyongyang that investments
conducted through Taepung International Investn@naup are not in violation of UN
sanctions and a newly introduced advertisement agmpd to attract investors,”
writes Felix Imontj, "few investors other than the Chinese are likelyollow Orascom
Telecom into the Hermit Kingdom."

Many businesses don’'t publicize that they are ddmoginess in North Korea. For
example, little is known about North Korea’'s sideabartoon industry, which Walt
Disney outsourced to edihe Lion King andPocahontas. Even Samsung has its cell
phones produced in North Korea, as does the Gesn#iware developing company
Nosotek through a joint venture in 2007.

One company has made its business in North Koreenterpiece of marketing. Noko

jeans, started by three Swedish marketers, are madierth Korea. They are specifically
black because the North Koreans wouldn't allow bkens, a trademark of American
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culture. In 2009, Noko jeans hit the departmentestan Sweden, or they almost did.
PUB, a Swedish department stoexided to pull the North Korean jedmscause it
didn’t want to be associated with North Korea. Alilgh you can purchase the jeans
online, for U.S.-based customers, the threat ahfpgour $222 jeans to U.S. customs is
real enough to discourage the purchase. The wetesitts, "You may order from our
shop, but you will do so at your own risk. GoodsnirNorth Korea always has a risk of
getting confiscated in the American customs. If yeant to be 300 000% sure that this
wont happen you can apply for at the U.S. Treafdepartment’s Office of Foreign
Assets Control (OFAC) [sic]."

The Key Player: China

As North Korea loses its trading partners and ssuaf humanitarian aid, one source
remains constant and growing: China. In fact, Cliag made significant investments in
North Korea’'s development. Froi®95 to 2008China provided the greatest amount of
food aid to North Korea, providing nearly 27 peitcehall food aid.

But it's not just food and fuel. China is workingtlvan international investment group
that North Korea has created to develop portswaai$, light industry, and agriculture.
China is particularly interested in the Rason jporrder to access steel and coal. China
has already signed a lease to access North Komarfgzilities until 2028 and Russia
until 2060. On a February visit to Pyongyang, Waharui, China’s chief of the
Communist Party’s international department, pleddg&tD billion to develop the
infrastructure, equivalent to 70 percent of Nortbréa’s estimated GDP.

On his May trip to China, Kim Jong Il declared, 'ito Korea welcomes corporate

investment from China, as well as advancing thekimgrlevel cooperation between the
two sides." To attract investotbe North Korean International Trade Office
websiteproclaims that the country has "the lowest labmsts in Asia" and the "lowest

tax scheme in Asia," as well as listing 300 typemmerals and other natural resources.
The North Korean government is attracting investarghe region by offering cheap

North Korean labor valued at $40 per month, a $dlfaddiscount from the wages paid

to 42,000 North Korean workers in the Kaesong ItdalPark.

Engagement, Not Encir clement

Sanctions haven't achieved the intended goal ofseraders: regime change. Instead,
sanctions have only made the lives of North Koredrader. As the Obama
administration unveils its blacklist and plansuatfier tighten the noose around the North
Korean regime, North Korea will fall increasinglpder China’s influence. Is it possible
that the Obama administration can only envisiontaré for Northeast Asia that is more
highly militarized and fraught with tensions witihiGa?

The United States hasn’t tried the alternative: agegnent. In a recehiew
Yorker interview with John Delury, the project directdrtbe reportNorth Korea Inside
Out: The Case for Economic Engagement, concluded that engagement was the best route.

www.afgazad.com 6 afgazad@gmail.com




"The inconvenient truth of our report is that, hetU.S. seeks to improve the lot of the
North Korean people, the best way to do so is bpgythrough the regime, by actively

engaging the regime." Despite all the concerns Wibnth Korea’s human rights record

and nuclear tests, Delury asks, "How do you hetprégime find an alternative means of
survival and development, one in which the peopl@wgmore prosperous, and the

regime achieves greater stability? The hard pilawfengagement approach is that you
have to let the people and the regime prosperhegét

Even a recerforbes op-ed by Shaun Rein, the founder of the China EaResearch
Group, read, "More sanctions and increased navaiceses in the region won’t help
everyday North Koreans, and they won't make theeldarpeninsula safer. In reality,
they will only continue to empower Kim Jong-II'sgiene while further impoverishing
everyday North Koreans...The best way to create laestend secure North Korea is to
do the opposite of what we are doing now. We shdittidur economic sanctions and
invest more money in the country.”
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