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Sanctions on Chinese companies difficult to enforce and will inevitably lead to retaliation from Beijing

Use diplomacy to solve North Korea crisis
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The ramping up of tensions on
the Korean Peninsula and talk
of unleashing “fire and fury”
has made for unsettling head-
lines.

But beyond the war of words
between  Washington and
Pyongyang, the crisis has also
pushed US-China relations to a
historic crossroads.

As North Korea’s main ally,
China is key to brokering any
workable diplomatic solution
to the stand-off and Washing-
ton needs to work with — rather
than against — Beijing if one is
tobe achieved.

Indeed, as US ability to dic-
tate geopolitical outcomes in
Asia is diminishing, China’s
role as a regional power is con-
tinuing to grow.

Following near universal
criticism of North Korea’s last
missile tests, the Chinese gave
their support to a US-led move

to toughen international sanc-
tions against the North.

This banned exports of most
of its key foreign currency earn-
ers like coal, iron ore and sea-
food, costing its economy — the
US said — up to US$3 billion
(S$4 billion) a year.

The key question now is
whether Beijing is willing to en-
force these sanctions.

And would it take further ac-
tion, as it is under pressure to
do from the US, to stop the sale
of oil and gas to Pyongyang,
shut down its access to Chinese
banks, and to block cross-bor-
der flows of consumer goods,
food and other essentials?

The answeris almost certain-
ly “no” — and this realisation is
fuelling increasingly hawkish
sentiment in Washington call-
ing for unilateral US sanctions
against Chinese businesses to
step up the pressure.

If successful, so the thinking
goes, Pyongyang’s provocative

behaviour would be curtailed.

In fact, the Trump adminis-
tration has already made moves
in this direction, issuing unilat-
eral sanctions against the Bank
of Dandong, which was laun-
dering money and facilitating
North Korean commercial ac-
tivities; against logistics com-
pany Dalian Global Unity Ship-
ping; and against two Chinese
citizens.
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Added to that, Beijing has been
passed a US-drafted “hit list” of
30 companies accused of pur-
suing illicit business activities
with the North Koreans.

Yet, following this track is
likely to stir up a host of new
problems for the US, and will do
little to achieve the desired goal
of disarming Pyongyang.

There are at least three rea-
sons for this.

First, sanctions will cause
likely harm to innocent third

parties — including American
and Western companies that
abide by rules of transparency.

Second, with many ways to
circumvent, evade and hide
from enforcement efforts,
sanctioning Chinese compa-
nies will be impossible to en-
force.

And third, sanctions will add
to tensions in China-US rela-
tions by inevitably leading to
Chinese retaliation, causing
further geopolitical costs down
theline.

Enforcing more sanctions
against Chinese companies
would be next to impossible, as
Beijing will have no inclination
to divulge truthful trade-relat-
ed or financial statistics for the
targeted companies.

In such a situation, the
US would be unable to gauge
whether sanctions were effec-
tive, or even if the right compa-
nies had been targeted.

Furthermore, there would
be nothing to prevent any
sanctions-hit Chinese banks or
companies from opening shell
companies or carrying on busi-
ness through other black mar-
ket intermediaries.

And given the endemic cor-
ruption within the Chinese sys-
tem, market dynamics would
mean that if sanctions were im-
posed on Chinese companies,
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the financial rewards for trading
with North Korea on the black
market would actually increase,
not decrease.

All of this is taking place
against a background of Ameri-
can disengagement from Asia,
most notably seen in the ill-
advised withdrawal from the
Trans-Pacific Partnership.

As the US pulls out, the pow-
er vacuum is further enhancing
Beijing’s diplomatic clout.

Yet there is much to be gained
for the US by working with Chi-
na.
If Beijing is able broker a
positive outcome in the North
Korea crisis, that could set the
stage for better cooperation and
more engagement between the
world’s two largest economies.

After all, many other sim-
mering challenges await, among
them addressing fair trade prac-
tices, tackling cyber security,
and territorial disputes in the
South China Sea.

For now, the US and its al-
lies should let diplomacy run its
course on the Korean Peninsula,
before rushing ahead with more
sanctions.
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