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Intra-Korean Unit of Account to facilitate the use of local 
currencies in a Bilateral Free Trade Agreement 

 
 
Preamble: This paper outlines how a Bilateral Free Trade Agreement (BFTA) on the Korean peninsula 
could be facilitated, in three stages, by an Intra-Korean Won (IKW) that acts first as a unit of account 
and then as a medium of exchange for sanctions-exempt trade. Previous precedents include the 
operation of the European Payments Union (EPU) in the 1950s and the COMECON trading system 
within the former Soviet Union, but with the notable addition of an inter-central bank currency swap 
arrangement. 
 
Objective: To describe the workings of a settlement and clearing system using the IKW to facilitate 
trade between the Korean economies as described in RPI's proposed BFTA. If this is successful, to 
describe how this system could easily be utilized to facilitate greater volumes and varieties of cross-
sectoral trade flows.  
 
Constraints:  

i. Trade would initially be confined to sector(s) granted sanctions exemptions, which would 
hopefully expand over time allowing for cross-sectoral exchanges.  

ii. Conversion into, or use of, 'hard' currencies is not permitted due to concerns over use by DPRK 
for non-UN approved acquisitions.  

iii. Political sensitivities in both ROK and DPRK mean that the mechanism needs to be as politically 
'neutral' and symmetrical as possible. 

 
Proposed name: Intra-Korean Won (IKW).  No significance is to be attached to the name. 
 
Initial proposed value: 1IKW = 1SDR1 (fixed). No significance is to be attached to the value of the 
IKW. The link to the SDR’s value is proposed for its international recognition, relative stability and 
political neutrality. 
 
The KRW (ROK Won) currently floats against the SDR.2  The relative value of the DPW (DPRK Won) 
to the IKW will need to be determined by the DPRK.   
 
 
Stage 1 Short-term Barter 
 
Initial context and usage: Sanctions exempt trade within particular sector(s) – e.g. agricultural and 
fisheries, with related inputs and capital goods. 
 
Operation: IKW merely acts as a unit of account for pricing of goods to be physically traded at the 
DMZ at pre-negotiated terms of trade – e.g. 1mn IKW of ROK rice for 1mn IKW of DPRK frozen fish. 
Government trade bodies could act as trade order clearing houses on each side, potentially offering 

 
 
1 Special Drawing Right – weighted basket of currencies of specified members of the International Monetary Fund 
(IMF) used to denominate IMF credit facilities. 
2 The implied approximate current value of 1 IKW = 1600 KRW (Korean Won). 
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credit guarantees on payment receipts to their own producers to facilitate production for bilateral trade 
purposes. This pure barter phase would hopefully be short-lived and just for preliminary testing of trade 
negotiation, goods inspection and ledger systems, including by a commercial bank working with the 
government body. This would continue until both sides have verified that their basic trade infrastructure 
is effective and verifiable. 
 
 
Stage 2 IKW as Medium of Exchange for Bilateral Trade in Single Sector 
 
Context and usage: A wider range of goods would be on offer for sectoral trade3 by pre-vetted 
counterparties in ROK/DPRK, each with payment accounts with commercial banks, with payment 
clearing through their respective central banks. Non-synchronous trade flows would thereby be 
facilitated. 
 
Operation: IKW would act as a unit of account for a credit/debit ledger that records non-matched trade 
flows by commercial banks and administered by ROK/DPRK central banks with neutral third-party 
oversight.4 The two central banks would mutually agree a cross-currency swap arrangement to facilitate 
settlement of trade flows with a maximum limit on the accumulated net claim by one side against the 
other (e.g. IKW 100 mn).  
 
Exporters on both sides are paid in their domestic currencies by their respective commercial bank, 
drawing in turn on their accounts at their respective central bank. Conversely, importers pay via their 
respective commercial bank who in turn remit funds to their respective central bank in their domestic 
currencies for the goods brought in. IKW settlement would then be by real-time gross settlement, 
with payment flows processed throughout the settlement day. Each flow then results in a swap of 
domestic currencies between the central banks in real time. There are alternative ways of settling the 
trade on the central bank balance sheets. Below is one illustration. 

 
 
3 Goods for trade granted sanctions exemptions could be displayed in a physical trade fair at Kaesong as well as 
a virtual trade 'catalogue'. 
4 This would presumably be the UN, who could use distributed ledger technology, accessible by all parties, for 
the purpose. 
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Prior to operations commencing, both parties need to have agreed an absolute limit to the net credit/debit 
position they can accumulate (e.g. IKW 100 mn) through the swap agreement to supply each 
other’s currencies before remedial action is automatically triggered. (This would need to be 
supplemented by intermediary limits on the size of one-way flows within a given time period to ensure 
that one party could not move straight to the maximum debit position without having exported goods 
of value.)   
 
Remedial actions to move the net IKW position back towards balance could include: 

- one-way only trade flows for a period (an IKW 'debit brake');  
- internal currency realignments of one side’s domestic currency against the IKW to address a 

structural positive/negative imbalance (appreciation/depreciation); 
- adjust tariffs, quotas or export subsidies to address structural imbalance.5 

 
It is assumed that import tariffs or quotas or export subsidies would be part of the BFTA negotiations. 
 
 
Stage 3 IKW as Medium of Exchange for Bilateral Trade in Multiple Sectors 
 
Context and usage: Expansion of the number of sectors included within the BFTA, the approved trade 
counterparties on both sides and the cross-sectoral trading opportunities on offer (e.g. manufactures; 
(virtual) services).  
 
Operation: Trade settlement operates as in stage 2. If the scale of intra-Korean trade expands 
significantly and trust builds, then the respective central banks may negotiate an increase in the size of 
the swap to IKW 0.5 bn or 1 bn.  
 
 

 
 
5 It is assumed that import tariffs or quotas or export subsidies could be part of the BFTA negotiations. 

An illustration of trade settlement system under an intra-Peninsular FTA
Example: A ROK trader’s financial transactions using the envisaged payment system: assume KRW/DPW=2

ROK Central Bank (BOK)

Traders

DPRK Central Bank (DCB)

Traders

Import

Designated 
bank (D)

1. SWAP

Designated 
bank (E)

2. Agreement 
to import of A 
for DPW 1 mn

3. Importer 
pays KRW 2 

mn (equivalent 
to DPW 1 mn) 

to Bank D

4. Bank D reduces its 
net balance with the 

BOK by KRW 2 mn

5. BOK notifies DCB to debit its 
KRW balance by 2 mn

6. DCB reduces SWAP line by 
KRW by 2 mn

8. Bank E pays 
the exporter 
DPW 1 mn

7. DCB credits its net 
balance with Bank E 

by DPW 1 mn

An Illustration of trade settlement system under an intra-Korean BFTA 
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Benefits of this Approach 
 

i. Facilitation of nascent trade flows without recourse to hard currencies. 
ii. Centralization of credit and settlement counterparty risk associated with trade flows on central 

bank balance sheets. 
iii. Encouragement of DPRK’s effort to establish a fully-fledged banking system through facilitating 

the proposed trade settlement and clearance system.  
iv. Introduction of automatic stabilizing mechanism(s) to address structural trade imbalances 

promptly6. 
v. Exposure of DPRK tradeable goods sector to greater incentives to produce goods at international 

trade prices.  
vi. Provision of a signal as to where the KRW/DPW exchange rate needs to move to if eventual 

unification is to be eventually associated with a fixed KRW/DPW exchange rate and/or the 
introduction of a single currency. 

vii. IKW would act as a proto-medium of exchange for a unified Korea that can be built upon, 
given political willingness. 

 
 

 
 
6 This is in contrast to the TARGET2 euro payments system in which some countries have accumulated large 
structural debits/credits that have persisted for many years. 


