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The State of North Korea's Market Economy
and Future Developments

Subject The State of North Korea's Market Economy and Future Developments

Date & Time July 15" 2011, 9:30~17:30

Venue KEXIM Conference Hall

Organized by The Export-Import Bank of Korea (KEXIM)
Korea Institute for National Unification (KINU)
The Korea Economic Daily (Hankyung)

Registration [09:30~09:50]

Opening Ceremony [09:50~10:00]

Opening Address: Kim Jin-Kyung (Executive Director, KEXIM)
Congratulatory Address: Suh Jae Jean (President, KINU)

Session I: Marketization of North Korean Economy -
Evaluation of the Current Situation [10:00~11:50]
Moderator: Koh Il-Dong (Senior Research Fellow, KDI)

1. Marketization in North Korean Economy: Focus on the Commodity and Distribution
- Presenter: Choi Soo-Young (Senior Research Fellow, KINU)
- Discussant: Yang Moon-Soo (Professor, UNKS)
2. The Political Economy of Marketization and Monetization in North Korea
- Presenter: Ruediger Frank (Professor, Vienna University, Austria)
- Discussant: Zang Hyoungsoo (Professor, Hanyang University)

3. North Korea’s Economic Dependence on China and Analysis of Its Future Direction

- Presenter: RenMing (Professor, Jilin University, China)
- Discussant: Hong Ihk-Pyo (Senior Researcher, KIEP)

Luncheon [12:00~13:30]

Session II: Marketization of North Korean Economy -
Prospect of the Future Dynamics [13:30~15:20]
Moderator: Nam Sung-wook (Director, INSS)

4. Measuring Marketization in North Korea: Evaluation and Prospect
- Presenter: Stephan Haggard (Professor, UC San Diego, U.S.A.)
- Discussant: Lee Suk (Research Fellow, KDI)
5. Squeezed: Between the State and the Market in North Korea
- Presenter: Peter Beck (Professor, Geio University, Japan)
- Discussant: Kim Byung-yeon (Professor, Seoul National University)
6. North Korea's Dilemma: The ‘Strong and Prosperous’ State and the Market Economy
- Presenter: Bae Jong-ryel (Senior Research Fellow, KEXIM)
- Discussant: Moon Hee-soo (Editorial Writer, Hankyung)

Coffee Break [15:20~15:40]

Session III: Concluding General Discussion [15:40~17:30]
Moderator: Hong Yang-ho (Visiting Professor, Ewha \Womans University)



2011 5373H| ZHIMI0]LE

International Conference on North Korean Economy 2011

01 A 1A14: B3A 2 X33} Aefe} F7t

Ab & IUE KDl MAATLH

03 A1 BaAAe gk AR - $ERES 2oz

[e)
4% SUATY MY

—

28 FA2: B3 A4S d Su)ste] P24 A

00  ZFA3: 20004 ) B3ke] TiF AAZE U JFFHA
d4t #: Ren Ming &= ZZHstm w4
E =2 EUH KEP ¥

99 A 2 NA: ESAAY XSk AR A

Ab 3 HYES IUIRIETEATA A

101 ZAl4: B3 A98E 275 Wb L 2
Stephan Haggard O|= UC San Diego 14~

H:
2: 0|4 KDI AL

3 27le} A4 Apolo] W B et
H: Peter Beck &= AO|QLHStm w4
= Aol Merfstn ms

=
P BA=E AT AR A

A

iy

3

m

120  FAs:

132 FAs:

181 A3ANA: T EE

AL 3

185 ®»=



01

03

28

50

99

101

120

132

181

185

Session I: Marketization of North Korean Economy - Evaluation of the Current Situation
Moderator: Koh IlI-Dong (Senior Research Fellow, KDI)

1. Marketization in North Korean Economy: Focus on the Commodity and Distribution
- Presenter: Choi Soo-Young (Senior Research Fellow, KINU)
- Discussant: Yang Moon-Soo (Professor, UNKS)

2. The Political Economy of Marketization and Monetization in North Korea
- Presenter: Ruediger Frank (Professor, Vienna University, Austria)
- Discussant: Zang Hyoungsoo (Professor, Hanyang University)

3. North Korea’s Economic Dependence on China and Analysis of Its Future Direction
- Presenter: RenMing (Professor, Jilin University, China)
- Discussant: Hong Ihk-Pyo (Senior Researcher, KIEP)

Session II: Marketization of North Korean Economy - Prospect of the Future Dynamics
Moderator: Nam Sung-wook (Director, INSS)

4. Measuring Marketization in North Korea: Evaluation and Prospect
- Presenter: Stephan Haggard (Professor, UC San Diego, U.S.A.)
- Discussant: Lee Suk (Research Fellow, KDI)
5. Squeezed: Between the State and the Market in North Korea
- Presenter: Peter Beck (Professor, Geio University, Japan)
- Discussant: Kim Byung-yeon (Professor, Seoul National University)
6. North Korea's Dilemma: The ‘Strong and Prosperous’ State and the Market Economy
- Presenter: Bae Jong-ryel (Senior Research Fellow, KEXIM)
- Discussant: Moon Hee-soo (Editorial Writer, Hankyung)

Session III: Concluding General Discussion
Moderator: Hong Yang-ho (Visiting Professor, Ewha Womans University)
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Translation
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Session I: Marketization of North Korean Economy - Evaluation of the Current Situation

« Marketization in North Korean Economy: Focus on the Commodity and Distribution
e The Political Economy of Marketization and Monetization in North Korea

* North Korea’s Economic Dependence on China and Analysis of Its Future Direction
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Session 1 / Summary

Marketization in North Korean
Economy: Focus on the
Commeodity and Distribution

Choi, Soo-young Korea Institute for National Unification

Abstract

1. Preface

This study addresses the maketization of the North Korean economy, specifically on the real
economy and distribution sector. However, it excludes discussions on detailed figures of
marketization, due to the limitation of illustrative data. Like the preceding studies, it
examines marketization and focuses on the policies affecting marketization, system change,

behavior pattern, and the state of the economic participants responding to the change.

2. The institutionalization process of the market

The evolution of consumable market
During and after the “Arduous March” in the mid-1990s, almost all items were traded in
the peasant market (FFIA17), including food and agricultural products, which used to be

forbidden in the past. Also, the structure of the peasant market developed and was equipped
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with compartmentation and fixed facilities. As the peasant market switched to a general
market in March 2003, the North Korean authorities actively intervened in attempts to control
the newly legalized market. Investments in the market were made and even provincial
markets got modernized. Despite market control measures after 2006, it seemed that North
Korea’s consumable markets evolved with the installation of “stores” in market buildings,
appearance of ‘“cafeterias” in independent commercial buildings, and “purchase stores”

entering into the general markets.

The emergence of an industrial market

With the 7.1 Measure, North Korea allowed a socialist “goods exchange market” (A}3]5-2]
EAWFAA), which is an industrial market that formulates illegal back door deals between
companies through the state’s mediation. For transactions among companies in the “goods
exchange market,” bartering was the principle method used, but cash transactions were
connived. It was likely that cash transactions were legalized in 2007. In 2005, imported

goods trade market(5~E A WFA17) appeared as another form of industrial market.

3. Marketization of commerce and distribution sector

The items and source of distributed goods

As general markets were installed, there was a change that allowed transactions for all
items except state distribution goods (=7Hi-5413%), which are selected by the Commerce
Ministry (“§97J). After the appearance of the general market, North Korean markets were
established as a place where all types of goods are transacted, including both domestic and
imported goods. However, it is known that 70~80% of goods distributed in North Korea

were made in China and most of the industrial products are Chinese.

The development of private business

The general market provided some people a secure access to the market, which made
some expand their sideline production in hopes to gain more sales. Individuals gradually
stepped onto the stage of quantity production and began renting equipment and facilities from

factories and enterprises (7]944Y). Private economic activities became vigorous with the
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appearance of the 7.1 Measure and general markets. However, the room for individuals to
develop market activities was still very limited. Individuals paid a fee to use the name of
institutions or enterprises and participated in business and service positions in individually

restricted areas.

The marketization of state—run stores and function specialization of

distribution channel

After the appearance of general markets, state-run stores, which are the national
distribution channels, became marketized rapidly. State-run stores switched to consignment
purchase stores, where actual market prices are applied to survive in the competition with
the general market. Even the remaining state-run stores partially introduced market functions.
Along with the development of the market, markets that play the role of a wholesale market
appeared. Transaction items were specialized. Specialty wholesale dealers, convenience
stores, and exclusive specialty stores targeting the wealthy class appeared, which marked the

emergence of the diversification and specialization of the commerce distribution channel.

4. Marketization of manufacturing (corporate) sector

Company’s survival marketization

Enduring the economic crisis in the mid-1990’s made companies abandon the planned
system. Companies purchased materials for production and sold their products individually.
As a result, voluntary survival marketization was mainly carried out through transactions
between companies. Transactions among companies were based on bartering, which minorly
contributed to the production of companies. However, the central goods supply system was
not functioning and was powerless to adapt to market production because it was not officially

recognized.

7.1 Measure and corporate reform
After the 7.1 Measure, corporate reform seemed to be the North Korean authority’s
strategic choice in dealing with companies’ survival marketization tendencies that appeared

in the 1990’s. North Korea tried to solve this issue by absorbing the changes in the business
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environment into an official state sector, rather than strengthening either the official
corporation management system or the regulations of the planned economy. The reform
measures that North Korea has been pushing ahead focuses on reinforcing the manager’s role
in every aspect of management and expanding the autonomy of companies. Business activity

was officially allowed.

{companies’ expanded participation on official and unofficial market)

The 7.1 Measure and corporation reform induced various new phenomena in the
companies’ production pattern and market economy activities. Companies claimed that they
need to survive on their own by utilizing the market and took action to spread aberration
that is officially disallowed. As companies utilized the allowed market area, they did not
hesitate to go beyond the government-set area limit and took unofficial actions. They sticked
to securing cash and the production that was aimed at market sales, rather than meeting their
indicated assigned plan. As a result, the national plan sector was considerably eaten away

by companies’ business activities through the market.

5. The effect of marketization and the authorities’ control

The effect of marketization

The 7.1 Measure and additional reforms, which were meant to normalize the planned
economy, caused unexpected negative effects: even the state-run companies emphasized
production outside the boundary of the regulated planned economy. People left their work
places and engaged in illegal and unproductive activities such as trading. The material basis
of planned economy was gradually being eaten away, so there was less resources that the

state can mobilize.

The North Korean authority’s countermeasure
The North Korean authority has been controling the market since late 2005, in order to deal
with the political and social side effects of marketization. Since then, market controls have
been tightened and a policy that abolished the general market was announced in 2009. North

Korea’s market control reached its peak when North Korea enforced currency reform and
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cracked down on the use of foreign currency. As it became obvious that the government lost
public support, which lead to the de facto abolishment of currency reform and the most
intense market control. The reason why North Korea tried to control the market was because

they believed that they could at least control the pace of marketization.

6. Conclusion: The level of North Korean economy

Since the 2002 economic reform, the entering of individuals and companies’ into North
Korea’s commercial and distribution sector has been expanding. However, few newly
established production companies in response to market demand have appeared. The
marketization of the North Korean economy has only been progressing in limited areas, such
as commercial distribution. The marketization in goods production maintained at a very

elementary level.
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Session 1 / Manuscript 2

The Political Economy of
Marketization and
Monetization in North Korea

Rudiger Frank University of Vienna

Purpose and methodology

The purpose of this paper is to provide a policy-oriented analysis of marketization and
monetization in the Democratic People’s Republic of Korea (DPRK, or North Korea). We
will explore the origins and the current status, as well as the future outlook for these
processes. On the theoretical side, our study is built on the scholarship on state socialist
systems. We will derive a few analytical tools from the empirical experience of Eastern
Europe and Germany, too. This will be complemented by original research by the author who
has studied North Korea ever since his first visit as a language student at Kim Il Sung
University in Pyongyang in 1991.

Based on these considerations, we will provide a few policy suggestions as to how

marketization in North Korea can be supported, and which risks need to be considered.

Theoretical aspects of marketization of state socialist economic systems

As an analytical starting point for our discussion of marketization in North Korea, we suggest

the following points: (1) North Korea is a human society that can be understood by applying
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known laws of social science; and (2) North Korea is in principle a state socialist system,
although it is shaped by unique historical, cultural and geopolitical factors. The latter is of
particular importance as it makes it easier for us to understand the processes within that
country, and also to estimate the possible results of outside actions.

The work of Janos Kornai (1992) has been groundbreaking for research on state socialism.
This is supplemented by a large number of other studies (e.g. Thieme 1992, Clague and
Rausser 1992, Frydman, Rapaczynski and Earle 1993, Chang and Nolan 1995), most of
which emerged until the late 1980s and in the first decade after 1990 when international
interest in socialist systems was still relatively large and received a boost by the various
cases of transformation, starting with China’s reforms in 1979 and including most
prominently the cases of the Soviet Union and Eastern Europe (Olson 2000, Hann 2002). A
special case of particular relevance for Korea is East Germany (see Ritter 2007, Paqué 2009).
Kornai provides a convincing definition of state socialist systems. To fall into this category,
three factors must come together: the power monopoly of a Communist Party; state
ownership of means of production; and the existence of a dominant ideology.D) Other
characteristics of socialism follow from these factors, such as plan bargaining, a quantity
drive, paternalism, a soft budget constraint, weak price responsiveness, forced growth, a
chronic shortage economy, labor shortage and unemployment on the job, the system specific
situation and role of foreign trade. Eventually, political repression is also a necessary
component of the system (Kornai 1992: 361; 385).

As Kornai (1992: 19) argues, state socialist countries usually pass through four stages of their
development: the heroic stage, the classical stage, the reform stage and post-socialism. After
power has been acquired by the Communist Party, it builds a socialist state that stands in
opposition to the previous system.2) The first years are characterized by a brutal solidification
of power,3) but also by sweeping reforms and dramatic changes of lifestyle and welfare for
a large number of people. Land reforms, expropriation of industrial and other property,

education reforms and labor reforms lead to a massive social transformation.4) This is

1) North Korea fulfills all these criteria: it is ruled by the Chosdon Rodong Tang; the state owns all major means of
production; and chuch’e is the guiding ideology.

2) For North Korea, this would be the Yi-Dynasty and in particular the Japanese colonial system, although, as Myers
(2010) argues, Kim Il Sung has adapted many characteristics of the Japanese model of governance.

3) The internal struggle in North Korea was particularly harsh. For a full account of the factional fights, see Paik 2010.
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welcomed by large parts of the population who either benefit from the changes or expect to
do so in the future. Support for the new government is usually enthusiastic, and the readiness
to make personal sacrifices for the common good and for a better future is high. This is why
this phase is called “heroic” or revolutionary3).

However, slowly but steadily this enthusiasm fades away. People get used to the new system
and the new structures. The bureaucracy in politics and in the economy becomes entrenched.
Growth slows down, which prompts the government to intensify its ideological campaigns to
increase productivity.®) Central planning leads to inefficiencies. Tired of continuous demands
to work harder, people start withholding performance. When increased propaganda efforts
cannot resolve this problem, the state resorts to intensified repression. Eventually, the economy
stagnates, innovation is slow, and equipment becomes outdated and worn. The low level of
innovation and low productivity lead to a shortage of labor. The state’s ability to provide goods
and services to the people declines. Usually, it is this classical stage that we associate with the
term “socialism”. Of course, the growing difficulties will be registered by the leadership. The
reaction is typically what Kornai (1992: 401ff.) calls “perfection measures”, i.e. attempts to
improve productivity without reforming the system. Such perfection measures include
reorganization and administrative reforms, work-harder and other campaigns, improved
planning methods, or investment into “Wunderwaffe””) projects such as semiconductors.8) As
none of these addresses the source of the problem, their effects will at best be temporary.
The actual source of the socialist system’s inefficiency is a lack of adequate incentives to
individuals and enterprises. The socialist state uses mainly ideological and political tools for
motivation. However, these cannot replace competition, realistic prices, the option of market

entry, and the danger of market exit.

4) In North Korea, most reforms were initiated between 1946 and 1948. Land reforms followed the typical pattern:
first expropriation of large landowners and distribution to the peasants, and later collectivization of agriculture. The
latter took place relatively smoothly after the Korean War (1950-1953). For more details on the post-1945
developments in North Korea, see Armstrong 2003.

5) In North Korea, this phase has been slightly extended by the Korean War and lasted until around 1956.
6) For North Korea, we could count the Ch’sllima movement, the Ch’ongsan-ri method and the Taean system as

examples, to name only a few of the most prominent.

¢

7) The translation of this German term means “wonder weapon” and refers to a number of military projects towards
the end of World War 2. With these last-ditch efforts, Adolf Hitler wanted to turn around the already lost war by
introducing hyper-modern weapon systems such as V-2 rockets or ME-262 jetfighters.

8) As of 2011, the focus on CNC machine tools is a rather typical expression of such a perfection drive
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Accordingly, after a few rounds of perfection measures, every state socialist system will
eventually have to enter the reform stage which includes a marketization of the economy.
Eventually, such a marketization will have political consequences, too. It starts a process of
transformation that can proceed either abruptly or gradually. In the end, there will be a more
efficient market economy with a certain state component and a political system that can
range from a liberal democracy to a developmental state.

For our analysis of North Korea, we must return to the classical stage of socialism. With
regard to the theme of this paper, Thieme (1992) discusses the role of money in socialist
economies and concludes that it usually fails to fulfill its basic functions (exchange, account,
storage). This is neither coincidence nor the primary intention of the state; it is a natural and
inevitable consequence of systemic factors. Where a market is absent, prices do not develop
based on the interplay of supply and demand. In socialism, prices are set based on an
essentially Marxist idea of “justice”, with the estimated labor input needed for production as
the actual measurement unit. This requires a massive bureaucracy since prices do not evolve
decentrally through a large number of interactions between independent economic actors, but
are determined externally by the state. This is not only a very costly and slow process; over
time, it leads to a distorted and error-prone price system that sends the wrong signals to
consumers, producers and planners.

Paqué (2009: 27) summarized this nicely in his study on the German case: “Stable money
is not everything. But without stable money, nothing is anything.” The absence of “real”
money has a number of other important consequences.

(1) Wages are set according to political considerations and do not provide incentives to
employees.

(2) Saving makes little sense as money as such is of little value; individuals and enterprises
will try to convert money into something more valuable as quickly as possible. This does
not mean that there is no saving in socialist countries; on the contrary, as there is usually
too little to buy, people are forced to save.?) However, these savings and their effect on the

national economy including investment are only remotely comparable to market economies.

9) In 1989, cumulative savings of East Germans were 175 billion Marks, i.e. about 100,000 Marks on average (Krenz
2009: 225). With monthly wages usually below 1,000 Marks, this was an enormous amount.
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(3) Investment is taking place but depends on the availability of resources, not on money
as the socialist currencies are usually not convertible and hence neither nationally nor
internationally fully accepted as a means of exchange.

(4) Trade is also strongly affected. Socialist systems are usually forced to generate income
in “hard”, i.e. convertible currencies to finance their imports. This leads to a monetary system
with parallel currencies and price systems and a system of multiple exchange rates for
various political purposes!0).

(5) A sensible macroeconomic policy is unimaginable without money. The state will have
no reliable statistics if the unit of accounting is not expressive enough. Accordingly, it can
set only nominal and meaningless macroeconomic goals.

(6) Fiscal policy suffers from the same problem. Neither can the state draw up a realistic
state budget, nor will it have an appropriate understanding of whether the budget is balanced
or not. In addition, taxes are treated with great care for political reasons and are usually
hidden, for example deducted from wages beforehand.

(7) Subsidies are another tool by which the already distorted price system is further confused
for political reasons. Staple food and mass transportation are usually underpriced, whereas
“luxury goods” such as consumer electronics are heavily overpriced.

(8) Financial institutions obviously play a very different role in such systems if compared
to market economies. They exist, but often are only extensions of the administrative system
responsible for managing the monetary part of the planning system.

We do not need to go further into the details here. It is important to understand that the
absence of markets and money is the source of all the known consequences leading, in the
end, to a chronically inefficient and underperforming shortage economy. Accordingly, the
only sustainable solution is in a reform process that includes the closely intertwined processes
of marketization and monetization.

All of the above mentioned phenomena could be observed in North Korea. A special situation
has emerged through the close and very open connection between socialist ideology and Korean

nationalism, which led to the formation of chuch’e. We would argue that this is one of the

10) A similar phenomenon could be observed in non-socialist countries such as the Republic of Korea (South Korea),
for example under Park Chung-hee. For more details, see Woo (1991).
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reasons why the North Korean system, despite its many obvious shortcomings, was able to
survive the collapse of socialist countries around 1990. A further relatively unusual aspect of the
North Korean system was its almost complete demonetization.!l) Unlike in other socialist
countries, this status could be maintained, or even expanded, for a long time - right into the early
1990s. This included a persistence of rationing for staple food through the Public Distribution
System (PDS). Since 1995, we have also seen that the shortage in North Korea not only affected
typical consumer goods, but even staple food. This adds another aspect of particularity to the
North Korean case. The ‘“arduous march” (konanii haeng’gun) in 1995-1997 demanded a

solution, because it was immediately threatening to the existence of the regime in Pyongyang.

Marketization and monetization in North Korea:

From reform to neo—orthodoxy?

As of 2011, it seems clear that North Korea is about to leave the classical phase and is on
its way to entering the reform stage. This process has started slowly in the early 1980s when
the Chinese example triggered a few cautious measures such as the 1984 Joint Venture Law.
It picked up speed with the 1995-1997 famine and was formalized by a number of
consecutive events - a constitutional change in 1998, the inter-Korean summit of June 2000,
a propaganda campaign in favor of market elements!?) since 2001, and most prominently the
July 2002 economic measures. The most remarkable components were the elimination of
subsidies on staple food, the attempt to decrease the price differential between state and
market prices, a massive devaluation of the domestic currency vis-a-vis the U.S. Dollar, the
streamlining of the monetary system by eliminating the two foreign exchange certificates
(oehwawa pakkun ton), the issuance (for the first time since the Korean War) of government
bonds, and a general official upgrading of private markets that were now held more

frequently!3) and where a greater variety of goods could be traded.

11) Money existed but had an even more reduced functionality as in other socialist countries, as coupons were needed
to purchase almost anything in state stores, from staple food to clothing and electronics.

12) Most prominently, Kim Jong Il (2001) demanded to discard old patterns of behavior and to respond to the
challenges of the new era.

13) Previously, farmer’s markets in North Korea were held only on the 1st, 11th, and 21st of each month. As of 2010,
this practice seems to have been reintroduced at least in some parts of the country (source: author’s communication
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We have discussed these changes elsewhere in more detail (Frank 2005). Our conclusion was
that Pyongyang had embarked upon a path of marketization and monetization, i.e. real
reforms aimed at tackling the systemic problems of its economy. However, since 2005 and
especially since 2008, it has become clear that the government has tried to stop and even
undo this process.

We believe that there are multiple reasons for this decision. They include an unfavorable
international environment, a lack of understanding of the economic consequences of specific
measures, ill-constructed reform blueprints, and negative effects on society that the
Pyongyang leadership had underestimated, and that it was not ready to accept. Another factor
about which we can only speculate is the situation within the leadership itself. Our
impression was that Kim Jong Il has to a certain degree been a pro-reform figure. With his
health deteriorating, however, the North Korean state has resorted to “playing it safe”, i.e.
returning to orthodox positions of North Korean socialism.

The reform attempt can be easily recognized through a quantitative analysis of North Korean
mass media of the past decade.!4) We provide just a few examples here; for a more extensive
version, see Frank (2010a) with a focus on foreign policy, and Frank (2011b) with a focus

on ideology.

with North Koreans and foreigners living in North Korea, Oct. 2010).

14) The author has developed this method in 2008 and refined it ever since. First we counted the number of articles
per year that contain certain keywords. As the overall number of articles each year is different, we weighted our
results by dividing the number of articles with the terms in question by the total number of that year’s KCNA
articles. We then multiplied the result by 4,000 and were thus able to restore a value on the y-axis that comes
close to the original numeric dimension. Example: For the term songun, we counted 935 articles in 2009, out of
a total of 4,852 articles. The weighted value for songun in 2009 is 935:4,852=0.1927; we multiplied this result
by 4,000 and reached 771 (rounded), which is the numeric value we used in the graph. This procedure was applied
to all graphs analyzing KCNA articles in this chapter.
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Graph 1. KCNA articles with the terms “Socialism
(1997-2010, weighted).
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Graph 1 shows how the use of “socialism” dropped to almost half of the level of

1997 after the year 2000 but rose strongly since 2006. The nationalist term chuch’e

has reached unprecedented heights by 2010.

Graph 2 illustrates how the policy change was reflected in titles used to address Kim

Jong Il at the KCNA website. Unlike official propaganda would like to make us

believe, the military titles “General” (chang’gun) and Supreme Commander (ch’oego

saryonggwan) played almost no role. In 2001, we see a switch from the spiritual title

“Secretary General” (ch’ongbiso) to the more worldly title “Great Leader” (widachan

ryongdoja). In 2006, the trend reverses again!d).

15) The peak in mentioning Kim Jong Il since 2008 has a number of reasons, including his health and the succession

issue.
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Graph 2. KCNA articles with Kim Jong II's titles (1997-2010, weighted).
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The most significant expression of the neo-conservative trend in North Korea’s economic
policy was the return to a paradigm that was at least half a century old. In December of
2008, Kim Jong Il initiated what we call ‘ch’6llima 2’, a movement reminiscent of the North
Korean version of the Chinese Great Leap Forward and officially termed ‘great revolutionary

upsurge’ (hyongmyongjok taegojo).16)

16) The original ch’ollima movement was started by Kim Il Sung during a guidance at the Kangson Steel Complex
in 1958.
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Graph 3. KCNA articles with the terms “Chollima”, “Korean-style socialism”, and
“Self-reliant/reliance” (1997-2010, weighted).
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Graph 3 shows the decrease in the use of nationalist economic language by 2000, and its
rise since 2005 and in particular since 2008. However, what is also notable is a decrease of
economic nationalist language in 2010. It is yet too early to tell whether this marks a new
trend and probably the beginning of a new reform attempt; however, it should at least be
noted that - as was to be expected - the ch’'ollima 2 campaign as a typical perfection measure

seems to have lost steam relatively quickly.

Lessons learned from the failed reform attempt

Despite the failure of the reform process in general and the many mistakes that have been made
along the way, important lessons have been learned by various actors in North Korea. This
includes the top leadership, central government officials, local officials, as well as individuals.
First and foremost, the state has learned that a marketization reduces its traditionally direct
influence on society significantly. It needs to develop new, indirect means of economic
policy through taxes, interest rates etc. to reach its goals. There are indications that such
measures are being discussed in North Korea.

As the author could personally observe during various training measures for North Korean
officials in Pyongyang and abroad, inflation was discovered as a major problem that the state

wasn’t previously aware of. This is no coincidence as the economy was demonetized for
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decades. After realizing the problem, the North Korean state started looking for solutions.
These included all kinds of measures, from reducing liquidity by issuing bonds!?) (March
2003) or a currency reform!8) (December 2009) to attempts at increasing the amount of
available goods. Still, we believe that the North Korean state has not found a tool to fight
inflation effectively. Those who have the opportunity thus tend to convert their income into
foreign currencies such as U.S. Dollars or commodities, including gold, real estate, or other
valuable items.

The state has learned that policies need adequate institutions. We have observed the
emergence of private banking and financial services, although in rudimentary stages. In 2005,
plastic money was introduced to North Korea in cooperation with a foreign partner.

A certain sensitivity of the North Korean state to monetary affairs has emerged in 2002/2003.
Previously, during the annual parliamentary sessions in April, the reports on the state budget
contained absolute numbers. These have been provided for the last time so far (as of 2011)
in April 2002, i.e. a few months before the July 2002 measures. Even since, we only find
data on year-on-year changes, mostly expressed in percentage points. These can be regarded
as an unofficial North Korean estimate of its economic growth; we have summarized the

results in graph 4.

Graph 4. Economic growth in North Korea as measured by the budget.
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17) These bonds were actually somewhat unusual; called ,,People’s Life Bonds“ (inmin saenghwal kongch’ae), they
were constructed more like a lottery.

18) For a discussion of the effects, see Frank (2010b).
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The North Korean state seems to have discovered that money can be used against it by
outsiders. It has thus banned foreigners from even touching North Korean money. Prices in
hotel shops, markets, and restaurants are sometimes provided in the domestic currency at a
fixed exchange rate, but often directly in Euros or in U.S. Dollars. The latter seems to be
preferred although it has officially been replaced by the Euro as the foreign currency of
choice for conducting forex transactions.

A new phenomenon is speculation. The North Korean state has waged at least one campaign
against food hoarding, when professional traders and individuals bought up food at cheap
prices in times of high supply to sell it later at a profit when supply would go down and
prices would go up.

Individuals have learned that they can influence their destiny independently from the state
by acquiring wealth and power through the ownership of money. This has led, among others,
to a system of arbitrage that seems to generate dynamically adjusted and realistic prices
countrywide on the markets for standard goods, with a premium on location. As food can
be imported, legally or illegally, from abroad (mostly China), the prices on North Korean
markets naturally come closer to world prices and thus provide a rare connection between
the domestic and the world market.

In general, when visiting North Korea we observe an interest in selling that is typical for
market economies and highly untypical for socialist systems. This includes commercials,
discounts, and an increasing supply of consumer goods.

A crucial development from a political-ideological point of view is the fact that a deepening
diversification is visible in North Korean society based on possession of money. This is
opposed to diversification based on access to political capital as it has been dominant in the
past decades. The effects of this development on individuals depend on whether they are
winners or losers of this new situation. This affects mostly state officials at the local level,

i.e. in direct daily contact with the population.

Marketization and monetization in North Korea: Outlook

In this final section, we will discuss the future of marketization and monetization in North

Korea and provide some policy recommendations for the Republic of Korea (South Korea);
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the latter are mainly focused on a possible Korean unification and thus based on an analysis
of the German example.

We start with the hopeful observation that despite all measures to undo reforms and reduce
the influence of the market mechanism, neo-orthodox policies have not gone so far as to
eliminate the market altogether. This would have been a futile attempt in any case, as we had
stated already in 2003 (Frank 2003). But what is even more important is that the state does
not seem to have tried to get rid of the markets. It wants to tame, control and use them, but
so far has decided to let them in place.

The monetization of the North Korean society persists. We believe that the Pyongyang
leadership was worried about the societal effects of its reforms but still understands that it
must use the market mechanism to achieve its political goals including regime survival. The
Chinese example seems to play a significant role here, both directly, but also in principle as
a case where reforms have not immediately led to a collapse of the regime.

As indicated above, we are very optimistic regarding a new reform attempt in North Korea.
This time, having learned from the past experience, it will be focused on industry and trade,
rather than, as in 2002, on agriculture which contributes only about 20% to the DPRK’s GNI
(Statistics Korea 2011: 50). Recent moves to improve the related infrastructure including
new/revitalized economic zones at the border with Chinal9), and the creation of the State
Development Bank in early 2010 point into that direction. The DPRK’s Korea Taepung
International Investment Group is pushing ahead with a 10-year plan to set up the country’s
economic infrastructure including development projects dealing with food problems, railways,
roads, ports, electricity and energy. This includes the development of the road between
Pyongyang and Siniiiju along the West coast, effectively a link to China (Frank 2011a).
If the DPRK’s strategy is indeed to focus on industry and trade, then international finance
inevitably plays a key role. At the above mentioned capacity building and training measures,
the author has noted a strong and deep interest in these matters. North Korea will need access
to loans to pre-finance its exports and to FDI for a modernization of its production facilities

and for technology transfer. It will need a functioning system for conducting financial

19) This includes the planned zone on Hwanggiimp’yong Island in the Northwest and Rason in the Northeast. The latter
was upgraded to the status of a special city (chikhalsi) in January 2010, shortly after a visit by Kim Jong Il.
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transactions, both incoming and outgoing. This is, however, not only a technical question of
creating the right institutions. The biggest hurdle on the path towards an export-oriented
economic modernization and the building of an adequate financial structure is the reluctance
by the international community, primarily the United States, to allow North Korea to connect
itself with the world. The reasons for this are known and will not be discussed here; they
include concerns over money laundering, illicit trade, nuclear proliferation etc. In any case,
under current conditions, another reform failure cannot be excluded as long as “the
importation into the United States, directly or indirectly, of any goods, services or technology
from North Korea is prohibited” (Radio Free Asia, quoting the U.S. Treasury Department,
22.06.2011). This includes goods produced in the Kaesong industrial zone and affects North
Korea’s trade with other countries, too, as their companies are reluctant to risk a potential
conflict with such as big partner as the US.

A look at North Korean trade data shows that this kind of international economic exchanges

has picked up speed recently, exacerbating the financial and monetary issues as discussed above.

Table 1. North Korea’s trade 1990-2009
(units: million US$ and %).

Exports Change Imports Change Total trade Change Balance
1990 1,733 - 2,437 - 4,170 - -704
1991 945 - 455 1,639 - 327 2,584 - 38.0 -094
1992 933 -1.3 1,622 -1.0 2,555 1.1 -689
1993 990 6.1 1,656 2.1 2,646 3.6 -600
1994 858 - 133 1,242 -250 2,100 - 20,6 -384
1995 736 - 14.2 1,316 6.0 2,052 23 -580
1996 727 12 1,250 -5.0 1,977 - 37 -523
1997 905 245 1,272 1.8 2,177 10.1 -367
1998 559 - 38.2 883 - 30.6 1,442 - 33.8 -324
1999 515 7.9 965 9.3 1,480 2.6 -450
2000 556 8.0 1,413 46.4 1,969 33.0 857
2001 650 16,9 1,620 14,6 2,270 15.3 970
2002 735 13.1 1,525 -59 2,260 - 04 -790
2003 777 5.5 1,614 5.9 2,301 5.8 -837
2004 1,020 31.3 1,837 13.8 2,857 19.5 -817
2005 98 =21 2,003 9.1 3,002 5.1 -1,005
2006 947 -5.2 2,049 2.3 2,996 - 0.2 -1,102
2007 918 -3.0 2,022 -1.3 2,941 -1.8 -1,104
2008 1,130 23.0 2,686 32.7 3,816 29.7 -1,556
2009 1,063 0.0 2,351 125 3,414 -10.5 -1,288

Source. KOTRA (2010).
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If we look at the regional distribution of North Korea’s foreign trade, we find a clear
dominance of the Asia Pacific (87.8% of all North Korean trade in 2009), with China taking
the lead with 78.5% of North Korean trade in 2009. Germany followed as a more than
distant second with 2%, also being the most important European trading partner with a share
of 45% of DPRK-EU trade. Among the other top ten North Korean trading partners were
Russia, India, Singapore, Hong Kong, Brazil, Taiwan, Bangladesh and the Netherlands.
Among the most remarkable changes in the past few years have been trade relations with
Japan; these have once been very strong but are as of 2009 reduced to less than 3 million
US$ annually (2006: over 121 million USS$). The bulk of North Korea’s exports, almost 42%
in 2009, were minerals (HS codes 25-27), followed by base metals and articles of base metal
(15.3%; HS codes 72-83) as well as textiles and textile articles (14.1%, HS codes 50-63).
The sharpest increase in North Korean exports (+74.4% in 2009) took place for vegetable
products, most of which go to China. North Korean imports in 2009 were mostly textiles
(15.4%), minerals (15.0%) and machinery (14.7%; KOTRA 2010).

The political background notwithstanding, an effective monetization of North Korea depends
on its ability to overcome international sanctions and to get its currency closer to becoming
convertible. As of June 2011, pegging the KPW to the Chinese Yuan seems to be the most
logical option. It is not clear, however, whether this would be in the interest of South Korea
with a view on the future. As the German example has shown, the currency union was the
most important economic step in the unification process of 1990. It had a massive effect on
wages and savings, on the competitiveness of the whole East German industry and thereby
on jobs, taxes and unification-related transfers. Leaving such an important steering tool in the
hands of a third party is hardly in the interest of Korea. North Korea is already moving
forward in harmonizing its economic structure with other countries, including the recent news
about agreements to prevent double taxation with key economic cooperation partners,
including China. As Yonhap (N. Korea Pushing to Sign Double Taxation Avoidance Deal
with China, 22.06.2011) reported quoting Choson Shinbo, there are already 12 such

agreements in place.
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Conclusion

South Korea faces two major challenges: to make sure that it is not left out of processes that
will have a decisive impact on the process of Korean unification, and to develop strategies
to cope with difficulties that will emerge during the unification process which can, as the
German example has shown, last for a considerable time.

For both groups of problems, the monetary aspect is central. Those who know the history of
Korea remember that years before the actual colonization of Korea by Japan in 1910, the
Japanese currency (in a modified form) had been dominant on the peninsula. The future of North
Korea, including such important issues as the humanitarian situation, human rights issues, regime
stability and the nuclear question depend strongly on the system’s economic performance. As we
have shown above, having a currency that is able to serve as a means of storing value, as a unit
of account, and as a medium of exchange is central to a functioning market-based economy.
Those who control this currency have a strong influence on North Korea as a whole.

As the German case has shown, the least costly way to transform the state-socialist part of
the country would be to do so before unification. Otherwise, political considerations will
inevitably overrule economic logic and create enormous expenses. This includes making the
industry competitive, creating a system of reliable and transparent property rights, and
installing a financial system that is able to facilitate investment. Individuals will be less
frustrated about unification if it does not mean that their savings are once more devalued.
They will be more capable of participating in the unified Korean economy if they have
learned the basic financial sills for doing so beforehand. North Korean companies will not go
bankrupt within weeks if their debts and the wages they pay have been converted into a stable
currency before unification, and they will be able to sell their products abroad if they have
had a chance to do so before unification and on a competitive basis.

This is just a fraction of actual challenges related to the monetary aspect of North Korea’s
marketization. In any case, it seems to be in South Korea’s interest to support such a process
for the sake of its own long-term interest. This would call for intensified economic
cooperation so as to export its own financial and other institutions; enable the North to
accumulate experience in using these instruments; and giving society time to continue the

process of transformation that, as we believe, has started a few years ago and is not reversible.
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Session 1 / Summary

The Political Economy of
Marketization and
Monetization in North Korea

Rudiger Frank University of Vienna

As decades of research on state socialist systems have shown, the absence of a market
mechanism (de-central resource allocation, price arbitration between supply and demand,
competition, free market entry and exit) over time leads to systemic features of the related
economies and societies such as inefficiency and chronic shortages. North Korea is a typical
case exhibiting important political consequences including political repression, bureaucratization,
adventurist foreign policies, and massive humanitarian suffering.

In particular the absence of “real” money that can fulfill its basic functions (means of storing
value, unit of account, medium of exchange) has proven to be a key problem for socialist
countries and for North Korea, too. Accordingly, any solution to economic and other
problems will at some point require the monetization of the North Korean economy and the
introduction of a stable and convertible currency.

As of 2011, it is obvious that North Korea has in the past decade gone through a process
of marketization and monetization. This process is yet incomplete but nevertheless
irreversible. Prompted by a failure of the original agriculture-based reform blueprint, an
unfavorable external situation and fears of social disintegration, the North Korean state has
temporarily embarked on a policy of socialist neo-conservatism, i.e. returning to orthodox

positions of North Korean socialism. This can be observed in particular since around 2005
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with another peak in 2008, the year of Kim Jong II’s health issues. However, there are first
indications that the tide is shifting again, and that North Korea is getting ready for another
round of reforms.

These reforms will focus on North Korea’s comparative advantages and consider the
structural features of its economy. As an industrialized economy with huge natural resource
reserves and a skilled, disciplined and cheap workforce, North Korea will focus on
export-oriented growth. This, however, needs close cooperation with the international
community. Aside from the political aspects of such a policy, this includes the building of
appropriate institutions including a financial system that is able to support trade and
investment flows.

The second round of reforms will be able to build on the foundations of the first round
which we thus are reluctant to discard as a complete failure. Marketization and monetization
have already been introduced; they now need to be deepened.

For South Korea, it is important to be actively involved in this process. This concerns in
particular the support of a convertible currency in North Korea and the buildup of
internationally compatible financial institutions. Otherwise, history might repeat itself and a

third country (China) will take this place including the related political influence.
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AP HIAE 7RSI, FHEAS S E Fhek Hate] Sybd Fou|eg AT BH, F50] 44%, 0] 40% 5 AA sk
now =AHdr}

5) &L MEY FEFY E FYe] 200730 IA S ol % 200630 @=e] thidd AgAtd AlFe] o] FoiAA|
ook, 20079 89 H3A|9] 4 F3f FFR el FEAT Tt AFEA A Fa BE sasta dstEly] S
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oM AAste BlEH TS FH & F AUrk

Aok 204171 50-80'dTH =3te] Hh FoPdTh=olRlar, 1990'd At 7F Foljo] 24.79 G2l
glom, 5ok el T 523%E ARAsIsitk 2Ev B2 798 20001 0.46% EEE
warstel B3 thelirqele] 2.3%¢ 0 ExsIaL, elrlolell tigk BebdAl o] SEmrt 543 ol

ok A2 o} - mojo] vnd JPAE Helwi glort, o] 7% FFS WA RakaL ek

H2. 1990-2010 S5t s +EYFY AZ:
(29 odel,%)

25to] toieof 25i0] T 2

ol

zo e 22 FoH(%) 25(%) 221(%)
1990 472 19.6 27.6
1991 27.2 10.1 17.1
1992 26,7 10.3 16.4 0.9(25.8) 1.5(14.5) 5.4(32.9)
1993 26.4 10,2 16.2 9.0(34.0) 2.9(28.4) 6.0(37.0)
1994 211 8.4 12,7 0.2(29.4) 1.9(22.6) 4.2(33.0)
1995 20,5 7.4 13.1 5.4(20.3) 0.6(8.1) 4.8(30.6)
1996 19.8 7.3 12,5 5.6(28.2) 0.6(8.2) 4.9(39.2)
1997 21.8 9.1 12,7 0.5(29.8) 1.2(13.2) 5.3(41.7)
1998 14.4 5.0 8.8 4,1(28.4) 3.5(62.5) 0.57(6.4)
1999 14.8 5.2 9.0 3.7(25.0) 0.4(7.0) 3.3(34.4)
2000 19.7 5.0 14,1 4.88(24.8) 0.37(6.6) 4.51(32.0)
2002 22,6 7.35 15.25 7.38(32.0) 2,71(36.9) 4,67(30.6)
2003 2391 7.77 16,14 10.23(42.8) 3.95(50.8) 0.28(38.9)
2004 2857 10.20 18,37 13,77(48.2) 5.82(57.0) 7.95(43.3)
2005 30,01 9.9 20.03 15.81(38.9) 4,99(49.9) 10,81(54.0)
2006 29,96 9.47 20.49 17.0(39.1) 4,08(49.4) 12,32(60.1)
2007 29.40 9.20 20.20 19.74(16.1) 5.82(03.2) 13,92(13.0)
2008 38.20 11.30 26,90 27.87(41.1) 7.54(60.7) 20,33(46,0)
2009 20,80 7.90 18.90 23,00(85.2%) 7.30(92.4) 15,70(83.0)
2010 34.70 11.90 22.80 30.60(88,1%) 10.40(87.3) 20.20(88.5)

D) & 23 oF PAARE0) tiF $2 FAIREE W 22wt B3 A%, B AT, $379Y5 § ARG et

o FHde of g Fo] TIEA b
3) 20109 B-3 Fdo] 4= 20109 1-11€ 7|17 4

A2 2 dgk gRase] e Z7kske] B3 Rejele] Supst ek $abe] ojek oo
(2]
-1

g)) 9] 26.0%, 20064 13.4979] 2=

53R 09 FEF F9L A8l 3] dE] Ao sNE
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E3l i) 5-E0(43.459 229 31.1%, 2007 3)= AdthH] 33%1 718 17.9799] EE=
AV HIAE 7125 BE F o skte] AR A¥ME AR E <ld 524 X E 2lEld]

Hoko] A2 FAud=teola, 19959 B TN 599 G2, 53 o]
o 49 29%E A3t Fall Hek Hoje] Fo ol e adinh AR 1996 FEH &
d o] tha 7hAasly] AlARHEY, 199996l 3.0979 @& stgaigich 22|l 2005
5 P 1.949) gje] w3ste] 2004'd tiH] 23%7F FEeke Rae HAATh 53] A2
Egto] wAS Whatetar 3 AES sl wheh dio] Eatol tigk A AAANE AT
7] olE& Z1o2 o ddrt
BRoA 3 7A] wkEA] Fxslolol & BEL 2000dtHol] Sojobx Eike] thej F-oo] X

207 = Holrk 2002 H-8 F9S AR 29 @HE E3sitiY, 200613
T 3.74259 gl E 7|58 = Sl olo] H3ke] Al2e] FAtd=ol HUrh

53] g+ 38 FEFES A 357, 5, ATV, 370171 5), AAE SolH,
T8 FUFES I, EA, EFvE 59 FHLEES A7), =79 Solth AR 2007
oo gelst 58 0.369 g2 AduiH] 78.6% T, 92 1.92 o g3z dddiy)
4% sl om, o] & QlE| FFHo] F FOI(HdH] 42.3%) A4S Wk ofuel
569 2212006 0.599] 2¥) A F7IeIAEh ol Bi=o] Hete] o] tigh
thE BAAA ) E3FsEA, 20061 53] tief= F2HlFo] 7MY 299 599 FU9S
T WE] AoR AETh wek 5] tEj= FE0] oS AAHA AsHise] W
o 550 027 EHS YL 95E F0F HRIthD
S AEY, I sE(ER)e] drhd 2

Ag @ 5 e, i TSR 7P 22 @il 2000100 6.6%° et 7P 2

o,
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2
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il
HT!
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fu
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2
>
i
e
kl
12
1o
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k1

A, 201039= 87.3% 5 ALt SHA Eoko] U5 FUYIEEE AR, & 539 oF

6) 2002'd o]F AP 3{& 2o Ggid BlFozRE ] TES ] 20060 T 2 FFEoR FHSITh
7) 2006\ 12 27¢, Hl=85F = St 239 W9lE ISk JIE A =R o FE gl 20061 102 F4] s

i

AR A7) A7 wﬂ—i—rﬁ 298 +9997, o] A9E AU olFelE Hay IS 49 H 27
Tk WETHFAIZ, 2006.12.28). 581 2006 3,560% Do) BA @ AFERZ g FEEds, 2 F Fo

2,728 &8, 0] 8327 @& 77 AASIATHKOTRA, 20061 % a—su o] FAF, pp. 41-42).
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EAA(HE) S 7427 BRIE AW F7] 20.6% A 2aS BHol FAth 20074 1-5€ 49
el UEe FEFFTRE A BH, AEAR] dEe oXd] A&t ke FAE R
F0] 20061 E71] Hlgt AEES 34.2%, U 50%, HIEAIES 28.4%, A ¥ 39.8%
Aadhe BES Hol 3 9tk JolE B FELE 40%, 714, AAAEL 7.2%, At
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H3. 2000-2006HE E-5 452 FQLES HelR0|
(8l o))
Zaus s ME 7'2'%'“ MEPS fege
25 | 3¢ = 29| 25 20 | o | ol | sz | sol
(@9 (M= T GRE) Rk E@=mm T Te TE TR
2000 1.2 0.1 - - 0.4 0.1 0.5 0.1 0.5

2001 1.6 0.1 0.1 0.5 0.5 0.1 0.5 0.3 0.5 0.3
2002 1.2 0.2 0.2 1.4 0.5 0.1 0.4 0.3 0.4 0.4
2003 1.8 0.3 0.8 2.1 0.7 0.1 0.4 0.6 0.4 0.6
2004 2.1 1.1 15 2.6 0.9 0.2 0.5 1.2 0.5 0.6
2005 2.9 21 1.1 0.9 13 0.2 0.8 0.9 0. 0.7
2006 3.5 2.2 1.2 0.4 1.8 0.3 1.0 0.6 1.0 0.7

EA: FIRINET FFReN LR FAARS T AlHda BRE AsEd 2sk] FHHLR A

10) FA7IA ol AKdE 85 AARAC diF At ARE F50] EReke SARE o 7 5 QoM #AHA 4
ol thak 443} deto] mi$- ofgthz Holtk. sA|Rt T59] TAREE ol 2 ¥ 7] A= E-alaL HadA
o} #ES B ARE ATITL ALATE A, FFAAAA o] Folxl A Ao WiAke] FYE AE T
& gloke 2, S, S HRIA olFolAaL S AT W9 vt ddetE Ant Avke A, A, A%
el JdE el A EE A Ao 20(ng 2o AT 5 & 4t ide A 55 ANE 5 sk

=

i
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H 4. 2007-2010F % =ot9| 45 2 E5E £

it
ro
dlt

() ek g, %)

2| Z=2y 2007 2008 2009* 2010,1-11
1 4 &4 3 164(38.5) 213(29.7) 72(n.a.) 21(na,)
2 2N Kz 170(66.1) 208(22.1) 212(n.a.) 347(n.a.)
3 =P 45(28.2) 78(73.6) 43(n.a.) 91(n.a.)
4 oz 60(-4.7) 77(28.0) 56(n.a.) 139(n.a.)
5 o= 30(-30.8) 40(33.6) 22(n.a,) 56(n.a.)
A 469(24.3) 616(31.3) 405(-34,3) 854(n.a.)
2] R HE3] <www kita. net>
F 1: FE& HS code 2484E 7|20 1Y A9+ 20081 7[Fo 7 Sk

F 2 (e A9 5 —7@
* 20098119714 F28 $A2 BE) Qo). o2 3 FIY 52 FHee sk 2

5. 2007-2010E . E5t9| [fE o EZYH 20| 5ig
(k9] w2, %)

2| Z=29 2007 2008 2009* 2010,1-11
1 g2y o= 402(15.7) 586(45.9) 223(n.a,) 425(n.a,)
2 B2t 7R 104(25.0) 145(40,1) 99(n.a,) 219(n.a,)
3 T71717], &l 69(-29.0) 101(45,3) 71(n.a.) 163(n.a.)
4 ZalAEIR 54(92.1) 67(25.4) 44(n.a,) 73(n.a.)
5 N 52(35.4) 89(46.6) 69(n.a,) 142(n.a.)
A 681(13,0) 988(45.1) 506(-48.8) 1022(n.a.)

ZA: IFHAEE <www kita.net>
Z 1: F22 HS code 2AE4E 7202 39 $HEYE 2008WS 7|Zoz &
F 20 (e A 371 Sk
*2009.8- 119701 F58 A8 wFaA odston, o2 Qs F5d & VM-S sekep] g
A3 T A9 dES 79, E= 9 TAAEGE, #5 FDHE 5
A

3
7S, 7] Bae] e K 4w FRES 5

O shbe Aol adEo] dF sudol A Ee T d Zlolth

B90] FFomNE Fhs FETE F R, A8 B, ek A% 5 ASRASS thE Fhk

20004 235t0| T ZAMOIE U HakEA 59



B, Bake Sold A7k AAEA) go} 9RE AV UIEF S0 s Tk B
917 A, B3 FoIA Bag Ao PR FFoRNE FYslgit, 199199 7
2=
T

ge] & ARHTUT 1897 & FollA 1107 E8 FHO2HH

T AL WeolH|(Pigilk), S SAFASHA HATE 2 7, o] Jilel] AR AfE Alw
SIAA, Hgto] Ha 7 k= Ao thF-29] dfre o3| =l oEsk k. T2 704

of ojv] E&74d tEFACERY R37HA] A1 ddH = S-S AdsIlaL, 2 vfiE =7

do,

gkl gtk o]le H3 F AR FUF 70~80%0) e AR, o374 5HE Fxs)
olof & @—8—, 19994 ol¥2E H3 AfE FHdke KU Ut Folete Zlolth 59
THAY T 7, 5 RN AHgele ARE 9] AR

7F FHLRHE AFEL A, A T Ayl 530 ARe A ske 247t Hoithe

HolTh(E4 7).

6. 25to| (jE52 YL(HS2709) LU AH(HS1006) 29 X0

27 £2(HS2709) A 221(HS1006)
o kot 4% el 43
ogE Il  BE I o i ¥E I
2005 1.98 -419 52.3 -17 0.12 249 476 26.9
2006 2.47 247 524 0.2 0.11 -8.3 385 -19.1
2007 2.82 14.2 52.3 -0.2 0.26 136.4 80.7 109.6

A FEAEEA

ol

3. Fgle U5 HEE:

r

204171 90t FHHIE BFHe Aol 95 Aze] BE ZlthE FK7] AR, Al
Ae olsleh e Suele] Bate] oo AFH0R 528 Sl gl £, B U1 5

3=r0] H3He] Hof Ad=to] vk 2 SN = FHo2FH| AdS 7P Bol e, e

i

12) World Trade Atlas.
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Session 1 / Summary

North Korea’s Economic
Dependence on China and
Analysis of Its Future Direction

Ren Ming Jilin University

First of all, North Korea, isolated from the current global economic trend of unified regional
economies, is the only country in Northeast Asia that still clings to the socialist planned
economic system. North Korea is firmly adheres to its basic economic development strategy
of “building a self-supporting national economy.” Therefore, the proportion of North Korea’s
economy made up by its foreign trade accounts is of little importance and thus its
dependence on exports is extremely low. Accordingly, it is estimated that the North Korean
economy is less likely to be affected by fluctuations in the global economy and especially

in the Northeast Asian regional economy in the longer term.

However, after North Korea’s second nuclear test, North Korea’s financial dependence on China
greatly intensified along with a growing recognition that “China is the only country that we can
trust,” as U.S. economic sanctions against North Korea were accelerated and South Korean Lee
Myung-bak government suspended economic aid to North Korea in line with its policy slogan
of a “strong Korea.” North Korea’s severe economic dependence on China for strategic
materials and assistance is particularly obvious. This seems to be related to several factors such
as North Korea’s high level of economic dependence on China, China’s economic policy toward

North Korea, and South Korea’s wariness about China’s growing leverage over North Korea.
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Second, since North Korea has yet to diversify its foreign trade, its trading partners are
limited to China, South Korea, Japan, Russia, and Thailand. Furthermore, it is dependent on
China and South Korea, which together account for 80~90% of its trade. Therefore, changes
in economic policy toward North Korea by both China and South Korea will have a decisive
effect on North Korea’s external activities. This will also play an important role in the

economic recovery and progress of North Korea.

Third, North Korea is highly dependent on China for strategic goods such as steel, crude oil,
food, machinery, medicine, daily necessities and so on, and this phenomenon seems likely

to continue for some time to come.

Fourth, in the mid-to-late 1990s North Korea’s economy was on the brink of breaking down,
and it barely avoided collapse through outside assistance. Although North Korean economy
is slowly recovering and joining the 21* Century, it is still heavily reliant on international
aid to support its minimal livelihood, and thus aid from China and South Korea is absolutely
essential. It is fair to say that Chinese food aid and crude oil assistance toward North Korea

have extended the life span of the North Korean government.

Fifth, in view of the North’s recently measures to reinforce its planned economy, which go
against the “7.1 Economic Measures” of 2002, reform and opening in North Korea seems
impossible. Ultimately, the likelihood of North Korea implementing domestic reform and
external opening in a short period of time and thus becoming of a responsible member of
the international community seems dim. This will certainly encourage North Korea’s further

economic dependence upon China.

Sixth, at the dawn of the 21% century, with the launch of the Lee Myung-bak government,
Sino-DPRK relations are showing remarkable and unprecedented progress in trade,
investment, and many other areas in terms of both quantity and quality, and this trend will
likely continue for years to come. The current equal and reciprocal Sino-DPRK relationship
differs from the previous one-sided support-oriented relationship, and may have a positive

and restraining effect on North Korea’s politics, economy, society and culture.
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However, in considering Sino-DPRK’s political and economic relations, I do not believe that
China will play a decisive role in North Korea’s transition to a market economy or the future
direction of the North Korean economy. Every country, including North Korea, adopts the
economic strategy which best suits its own circumstances. At this writing, North Korea’s top
priority objectives are ensuring a successful succession by Kim Jung-Eun and guaranteeing
national security through rapprochement with U.S. Before attaining these two objectives,

there seems to be very little chance of North Korea transitioning toward a market economy.
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Session 2 / Manuscript 4

Measuring Marketization in
North Korea:

Evaluation and Prospect

Stephan Haggard University of California, San Diego

Paper prepared for presentation for the conference on “A State of Market Economy in North
Korea and Future Developments,” organized by the Export-Import Bank of Korea (KEXIM),

Korea Institute for National Unification (KINU), Korea Economic Daily (Hankyung).

The concept of marketization is not straightforward and can refer to one of two quite
different processes. First, it is often used in the North Korean context to refer to the extent
to which households, work units, and entities involved in foreign trade transact in markets
and/or on the basis of market price signals. This may occur either through purchases of
inputs —including labor--or sale of output. There is also evidence of rudimentary financial
markets for short-term lending and foreign exchange and even an emerging market in real
estate. I will call this “de facto marketization.”

Note that state-owned enterprises and related units—such as August 4th units—can
“marketize” in this sense even in the context of the plan; marketization can occur without
privatization. Note also that firms can simultaneously be partly coordinated through the plan,
yet at the same time engage in market transactions. From 2002 onward, the government
allowed ‘socialist commodities exchange markets’ and ‘imported goods exchange markets’ to

operate. The former permitted barter trade within the state sector, either among producers or
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between producers and wholesalers and retailers. The latter appears to have evolved into an
extremely important wholesale market that sells the resources, material and facilities imported
from China by the Central Import Commodities Company under the Ministry of Trade of
DPRK, including to companies in need of inputs not provided through the plan.

Second, marketization refers to the process through which the state acts through policy
changes to ratify or promote such market-based transactions. The possible actions that fall
in this category are very wide, and include passive measures, such as the decision to simply
allow market transactions to take place or to lift bans on trading of particular commodities,
to more active measures such as granting managers greater discretion, privatization and
formal protection of property rights. I will call these processes de jure marketization.

Most analysts of North Korea at the present seem to agree that de facto marketization has
increased dramatically, certainly at the household level and probably at the level of a
significant number of cooperatives and other work units as well. In this paper, I provide
some empirical evidence on this process taken from refugee surveys. I show that while this
process began with the great famine of the mid-1990s, it has steadily increased since and
seems to be taking part across a wide swath of the population.

Yet there is also agreement that de jure marketization has followed an erratic path. The
government tolerated the process of “marketization from below” in the wake of the famine,
and even ratified it through policy reforms, including the major reform effort of 2002. This
reform effort stalled and then reversed sharply as a result of the onset of the nuclear crisis,
political changes in the country, including but not limited to the succession, and general
concerns about the political effects of marketization. A feature of this “reform in reverse”
process was the criminalization of economic activity in reforms of the penal code in 2004
and 2007, and the increasing use of the penal system and labor training camps to punish
market actors.

The state’s role in the policy process is not limited to formal institutions and rules. An
important feature of many liberalizing economies is that corruption plays a central role in
both the de facto and de jure marketization. Where market relations are prohibited, officials
gain rent-seeking opportunities: they can demand bribes of market participants and I show
below that such activity is probably pervasive. Yet the growth of corruption may also reduce

incentives for de jure marketization, at least among some government actors, since it could
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reduce rent-seeking opportunities by creating more institutionalized and competitive
environments.

The central question looking forward is how these two process of marketization will
interact. Will the government continue to place restrictions on de facto marketization, almost
necessarily implying greater corruption? Or will the government be constrained to liberalize
the economy as more and more of it slips away from the planning process into the gray
economy? The questions are clear, but the answers are not and ultimately require an analysis
of the political economy of the country. Such an analysis does not present a hopeful picture
with respect to de jure marketization and suggests that the current status quo—growing de
facto marketization coupled with government resistance and corruption—could persist for

some time.

Measuring De Facto Marketization: Survey Evidence

Measuring marketization is inherently difficult, and researchers have looked at a variety of
possible indicators. Marketization may be measured by looking either at quantities or prices.
Quantity measures would ideally capture the share of total transactions that occur in the
markets or through quasi-market activity, for example, in the form of inter-firm barter. Price
measures, which have not been used as much in North Korea except with respect to food
prices and foreign exchange, would measure the extent to which markets are integrated by
looking at prices across space or by considering the responsiveness of prices to various
factors affecting supply and demand.

In joint work with Marcus Noland published in Witness to Transformation (Haggard and
Noland 2011), we used two refugee interviews—one conducted in China in 2004-5, the
second in Seoul in late 2008--to measure the extent of marketization at the individual or
household level. We focused initially on the food economy, because the collapse of the
public distribution system (PDS) was a powerful incentive for individuals to enter the market,
both to secure food and in order to earn income. Although the PDS collapsed during the
famine, a review of data provided through WFP/FAO crop assessments suggests that the PDS

never really revived fully: through 2010 —and certainly during 2011 —PDS rations did not
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provide urban residents with even a minimum daily basic requirement.

In the China survey, 62 percent report the market as their primary source of food at the
time they left the country, 18 percent relied primarily on their own individual efforts, 3
percent report the PDS as the primary supplier, and 16 percent relied on other channels such
as friends and family. Interestingly, the group reporting that they rely on their own efforts
and “other” channels corresponds almost precisely to the share of farmers in the survey. If
one interprets the remaining responses as likely to reflect largely refugees from urban areas,
the survey would suggests that only about 5 percent of the non-farm respondents obtained
their food primarily through the PDS, while 95 percent got it through the market. They are
also consistent with the results of an earlier study in which only 2 percent of the refugees
surveyed reported government rations as their primary source of food even after the famine
had passed (Robinson et al. 2001).

The reliance on the market and self-production is further confirmed in the South Korean
survey. For those leaving in the immediate post-famine period (1999-2002), reliance on the
public sector fell even further: not a single respondent of these 74 said that he or she relied
primarily on the PDS and only two reported they relied primarily on their workplace. The
number of respondents relying primarily on the PDS or their workplace increased marginally
among those leaving in the retrenchment period (2006-present). But in both the reform
(2003-2005) and retrenchment subsamples, the dominant answers remained reliance on the
market and growing it themselves.

A more refined sense of the reliance on the market for food can be obtained from
responses to a question about the share of total household consumption that is purchased in
the market; we focus here on the urban sample. Pooling across all time periods, nearly 40
percent of urban residents reported having purchased all their food in the market at the time
of their departure, and more than 60 percent reported purchasing at least 75 percent. Only
in the final, retrenchment subsample does the share not purchasing any food in the market
rise above 10 percent, but fully half of the respondents leaving during this period also
reported receiving all their food through the market, the highest share of any cohort.

It is possible that that these results reflect the over-representation of respondents from
northeastern provinces. It may be the case that the shift toward the market as the institutional

mechanism for allocating food may have advanced the farthest precisely in those areas hit
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hardest by the famine. But using simple statistical techniques—essentially modeling
dependence on the market as a function of a variety of possible determinants —we find that
the reliance on the market was widespread. Neither age, year or “era” of departure from
North Korea, time in South Korea or third countries, educational attainment, geographical
markers —such as residence in the northeastern provinces--nor political classification matters
in this regard. Farmers were less likely to buy food in the market, presumably because they
had access both to rations at the time of the harvest and to self-grown food. Workers in
state-owned enterprises (SOEs) were also less likely to get all their food from the market.
Yet despite these expected differences, the more striking finding is that the centrality of the
market in the food economy.

We also undertook a simple counterfactual experiment, combining survey results with
national level demographic data to derive projected values, conditional on the fact that these
models have been estimated from a sample of refugees whose experiences may not mirror
those of the society as a whole. So for example if North Hamgyong province accounts for
10 percent of the national population, it was given this weight, not the 50 percent it represents
in the survey sample. There is a small, statistically insignificant tendency for the projected
national values to exhibit less market orientation than the raw survey figures, but the findings
suggest that the refugee population may be more representative than is often thought.

If citizens are primarily obtaining food and other goods in the market, then they need
money to pay for them. To what extent were our respondents also earning income on the
market?

The most common work unit classification among the respondents was state-owned
enterprise, both for the respondents themselves (23 percent) and for spouses (31 percent). In
addition, a significant share of respondents (10 percent of the sample) worked for the August
3rd unit of an SOE. State farms or cooperatives accounted for 14 percent of respondents and
10 percent of spouses, although this may underestimates the share of rural population in the
survey. Government and party offices accounted for 9 percent and 2 percent, respectively;
the army was also represented among the refugees.

Engagement in private activities, particularly trading, was ubiquitous in our Korea survey.
More than 70 percent of respondents and more than 60 percent of their spouses reported that

they engaged in trading, magnitudes consistent with earlier surveys (Kim and Song 2008, Lee
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et al. 2008). Fairly common also were participation in “other” private business activities (19
percent of respondents and 20 percent of spouses), although we don’t know what these are.
They could include home prouction, providing a service —including construction--or perhaps
even contracting out as a laborer or acting as a moneylender; further research would be
required to understand the nature of these market activities in more detail. It is also possible
that respondents are engaged in trading on the part of their enterprises, diverting some of
the returns from such activities to themselves. A larger share of respondents reported
participation in August 3rd units (15 percent of respondents and 18 percent of spouses) than
reported these are their primary work unit (10 percent of the sample and less than 3 percent
of the spouses).

The respondents were asked what share of household income came from private business
activities at the time they left North Korea, a more accurate indicator of dependence on the
market than simple engagement in a given activity. The results are staggering. Nearly half
the sample, reported that all of their income came from private business activities at the time
they left North Korea. More than two-thirds of the respondents —69 percent —reported that
half or more of their income came from such activities. Only a handful of respondents —4
percent —reported that none of their income came from the market.

As in the case of food expenditure, what is striking about the extent of engagement in
the market is its uniformity across the sample, and along multiple dimensions. As with the
consumption side of the ledger, the list of variables not robustly correlated with the market
component of family income is long. Respondents’ sex, age, year or “era” of departure from
North Korea, time in South Korea or third countries, educational attainment, residence in the
capital city, Pyongyang, or in the northeastern provinces of the country, political
classification, and occupation had no effect on their propensity to engage in market activity.
One of the only variables that was robustly correlated with the market as a source of income
were work unit. Not surprisingly, workers in August 3rd units were more likely to receive
income from the market than other groups (regular SOE workers, government or party
employees, and soldiers).

As in the case of the household expenditure results discussed in the previous section, it
is possible to perform a similar counterfactual projection exercise with respect to income: the

multivariate regressions using the data on the refugees was replaced by national-level
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averages derived from the census and other sources, and the statistical models re-run to
generate projections for the national population. The projected nationwide results with respect
to total income that came from private activities are a bit lower (indicating that our sample
over-represents the most marketized demographic groups). But for both specifications the
results fall easily within the 95 percent statistical confidence limits. We cannot reject the
hypothesis that the refugee samples are providing information about the role of the market
in household income as well as consumption in the lives of the remaining resident populace.

In sum, we now have pretty convincing evidence from surveys and from anecdotal
evidence provided through sources such as Good Friends, DailyNK and NKNET that a large
share of households are engaged in at least some market activity. To what extent does this
engagement with the market relate to trends in the level of de jure marketization: reforms

or their reversal? I turn to that question in the next section.

De Jure Marketization, Retrenchment and Corruption

The course of de jure marketization has been tracked in some detail by experts on the North
Korean economy, including those at this conference (Frank 2005). By 1998, the economy
had bottomed out and a slow process of recovery took hold. A variety of signs signaled a
willingness on the part of the government to tolerate the market and to undertake reforms.
In July 2002, the government initiated a package of reforms which, while flawed in
important respects, were unprecedented. A full review of these reforms is beyond the scope
of this paper (see Haggard and Noland 2007, ch.5). But several features of them deserve
comment.

First, one objective of the reform was to change relative prices and wages in an attempt
to bring them into alignment with underlying scarcities; this would seem to constitute a kind
of de jure marketization. Food prices, for example, witnessed sharp increases in an effort to
reduce the extent of government subsidies and to encourage production. Second, the reforms
were followed by important changes in the rules governing farmers markets, which were
transformed into “general” markets that operated at various levels. At the provincial level,

these markets grew into major wholesale centers.
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But the North Korean reforms also had a number of adverse effects, and did not steer a
clear trend toward de facto marketization. The reforms raised the overall price level by
roughly 1,000 percent. This feature of the reform targeted the class of traders and
black-marketeers that had sprung up since the famine. Since traders maintain large cash
holdings in order to run their businesses, the huge jump in the overall price level had the
effect of destroying working capital; in this regard, the government-engineered change in the
price level in 2002 already foreshadowed the reversal of reform that was to follow and in
retrospect bears a certain resemblance to the 2009 currency reform.

Even during the reform period, however, the government had ongoing concerns about the
effect of marketization on the integrity of the state socialist sector: too much de facto
marketization could dramatically weaken the state sector by diverting labor and output into
unofficial channels that the state could not easiy tax. During the famine, the regime
established an extensive system of low-level labor training facilities (ro-dong-dan-ryeon-dae)
that were used to incarcerate those caught crossing the border into China or repatriated by
Chinese authorities. However, labor-training facilities were also used to punish the
unprecedented level of internal movement and market activity as heavily-affected segments
of the population wandered the countryside in search of food. The 2004 reform of the
criminal code regularized these facilities and specified “labor training” for up to two years
as punishment for a growing number of economic and social crimes (Yoon 2009). A further
set of amendments to the criminal code in 2007 lengthened the list of these crimes and
increased punishments for them.

The onset of the nuclear crisis in late 2002 undoubtedly had an adverse effect on the
reform process. The Bush administration was focused single-mindedly on the nuclear
question and Pyongyang clearly felt that its reform efforts were being ignored. We know this
from a quite striking foreign ministry statement of October 25, 2002 that is worth quoting

at length:

New dramatic changes have taken place in the situation on the Korean Peninsula...
Inter-Korean relations and the DPRK's relations with Russia, China and Japan have entered
a new important phase... The DPRK has taken a series of new steps in economic

management and adopted one measure after another to reenergize the economy, including the
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establishment of a special economic region... These developments practically contribute to
peace in Asia and the rest of the world. Almost all the countries except for the United States,
therefore, welcomed and hailed them, a great encouragement to the DPRK.D

It is hard to know whether foreign or domestic developments were most responsible for
the North’s retreat from reform; a persistent inflation was certainly a serious problem for the
regime as well as concerns about the possible political effects of the market reforms. But
the external environment certainly acted as a constraint on marketization, in part because of
the increasing weight put on military preparedness.

Beginning in 2005, the government began to abandon the reforms and revert to more
direct controls in an effort to revive the socialist sector, limit the sphere of private activity
and control inflation. This coincided with the elevation of Park Nam-ki to the position the
Korean Workers Party Economic Policy Director, who allegedly vowed to put an end to the
“capitalism fantasy.” An early indication of this new direction was the decision in August
2005 to reinstate the public distribution system (PDS) and to ban private trading in grain.

As in the past, the ability of the government to close markets and revive the state-
administered food distribution system varied across the country, and eventually the
government was forced to quietly shelve the policy. But such moves intensified again in the
wake of floods in 2006 and particularly in 2007. The government increased production
quotas on cooperative farmers, including through exactions earmarked for the military,
cracked down on “embezzlement” and “corruption” on the part of cooperative managers, and
placed new restrictions on private plots and cooperative leasing of land in an effort to
redirect effort back into cooperative work.

The post-reform effort to re-assert control over the market has not been limited to the food
economy, but has included a wider assault on market activity. The anti-market campaigns
began with the imposition of escalating age restrictions on market traders in the fall of 2007,
ultimately banning women under 40 from trading in general markets. From mid-January 2008
the government stepped up inspections on the general markets, or jangmadang, in an effort

to control the range of goods offered,?) and in late 2008 signaled that these markets would

1) Foreign Ministry statement at “Conclusion of non-aggression treaty between DPRK and U.S. called for,” KCNA,
October 25, 2002 at http://www.kena.co.jp/index-e.htm

2) Prohibited goods include medical supplies, gasoline and diesel fuel, most electronic products (including digital
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only be allowed to open once every ten days. The reactionary tenor of government policy was
probably most vividly represented by a revival of the 1950s Stalinist “Chollima” movement
of Stakhanovite exhortation and the initiation of “speed-battle” mobilization campaigns.

On November 30, 2009, the government introduced a surprise confiscatory currency
reform aimed at crushing market activity and reviving orthodox socialism.

The regime was not coy about its intent to undercut the market and reconstitute the state
socialist sector. Earlier in August, North Korean leader Kim Jong-il’s sister, Kim Kyong-hui,
telegraphed the move in an essay extolling the superiority of central planning over the market
and even trashing the notion of giving enterprise managers greater autonomy in the context
of a socialist economy. This basic motive —to crush the market and strengthen direct state
control —was confirmed by central bank statements immediately after the reform. The move
introduced substantial uncertainty into all forms of market activity, an uncertainty which has
contributed in our view to the ongoing food problems the country faces because of their
effects on market traders.

A crucial question however is whether these various policy changes had any effect on the
course of de facto marketization. We asked respondents who engaged in private business or
market activities about the business environment, and grouped them by time of departure
(famine, immediate post -famine, post-2002 reforms; post-2005 retrenchment). The results
of this exercise showed a slight increase in those reporting that it was easier to engage in
private trading in the reform era cohort, but this trend was already well in evidence in the
post-famine group. However there was little difference between the reform period and
retrenchment group in the answer to this question; despite increased restrictions, individuals
continued to engage in trade.

Second, the responses suggest that there is an increase in those citing restrictions on their
ability to conduct business across departure cohorts. The share citing that they were unable
to trade in legal markets falls in the post-famine group, but then rises again in both the
reform and retrenchment cohorts. Those answering that the government was able to control

the prices of things sold also increases in the reform era cohort, before falling in the

cameras, voice recorders, MP3 players, cell phones, laptops and other computers, and DVD and video players);
foreign liquor and cigarettes or obviously trademarked items; and products made in South Korea, Japan and the US.
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retrenchment period, probably reflecting a shift back toward illicit forms of trade like “alley
markets” outside of official scrutiny.

Most noteworthy, however, is the steady increase in the share answering that the
government frequently changed the rules governing market activities, and particularly those
reporting they had to pay bribes to engage in private activity. Those reporting the need to
engage in bribery rose even during the reform, and jumped sharply in the retrenchment
period as the state once again tightened controls. These responses are consistent with those
in another, smaller, survey in which the most frequently cited motivation for paying bribes
was “to continue to work as a vendor” (Kim 2010).

The statistical analysis of detention experiences suggests that those involved in market
activities are more than half again as likely to be incarcerated. Of course, incarceration in
political penal-labor camps and penitentiaries carries much longer sentences than the
incarceration in labor-training camps, and many prisoners end up dying in them. Yet, it is
nonetheless surprising that there was very little difference in the propensity to witness
extreme forms of violence and deprivation in the notorious kwan-li-so penal-labor camps and
the lowest level labor-training facility.

Such a system obviously has the effect of sowing fear. “Labor training” has the additional
benefit of constituting a form of corvée labor or tax. But this pattern of detention may also
have an additional economic motivation. High levels of discretion with respect to arrest and
sentencing and very high costs of detention, arrest and incarceration have the effect of
increasing bribe costs. The more arbitrary and painful the experience with the penal system,
the easier it is for officials to extort money for avoiding it. Indeed, in another, smaller,
survey, “avoiding punishment” is the second most frequently cited motive for bribery after
“being permitted to trade,” and officials of police and security agencies are by far the
primary recipients of these payments (Kim 2010).

These features of the penal system could provide incentives and opportunities for the
corruption of the internal security apparatus. Corruption may act as a safety valve in a
fraying socialist system; a means of maintaining support among cadre by providing them
access to economic rents. But predation on the part of officials in the security apparatus can
also generate a divergence between the policy interest—and even survival interests--of the

government and the private interests of security officials by generating more harsh repression
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and popular resentment than is optimal. This divergence could create substantial risks for the
regime over the longer-run, particularly as repression is harnessed not to ideological
objectives —however cynically those are already viewed —but to private gain by government,
party and internal security functionaries. It is to the wider political implications of these

developments that we now turn.

The Political Economy: Whither North Korea?

How are we to understand the interaction of de facto and de jure marketization looking
forward? There are several ways to model possible paths toward an alignment of de jure and
de facto marketization.

In a state socialist system, it is important to start at the top, and one possible route to this
direction would be a decision on the part of the top leadership to attempt another round of
reforms. This is not impossible. But although there have been periods of reform in the past
—particularly in the 1998-2002 period —the current political configuration at the top does not
appear to be particularly conducive to de facto reform. Political institutions have been
revived, and the leadership could gradually promote a new generation of more technocratic
actors into positions of responsibility.

But there is little evidence to date that reformers—if they can even be identified —are
gaining ground. To the contrary, the formal composition of the National Defense
Commission and other important bodies, such as the party Central Military Commission, are
increasingly populated by representatives of the military, security apparatus, and
military-industrial complex. The cabinet remains weak.

A variant of this scenario would be if actors currently identified as “hardline” nonetheless
chose to lead a gradual reformist thrust; such a policy course would not reflect the ascent
of reformers but a strategic decision on the part of conservative factions to experiment. But
the actions of the government on a range of fronts —from the currency conversion to military
confrontation with the South-—suggest that there are strong “contradictions” in such an
approach, to use Marxist terminology. For example, the government has aggressively been
courting foreign investment and aid, but these actions are inconsistent with the country’s

broader foreign and military policy and as a result are not likely to be successful. It is
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difficult to lure large-scale foreign investment while expropriating assets at Mt. Kumgang.
The government might be able to pull off such a strategy, however, by focusing its attention
on Chinese firms who are better positioned to navigate the political risks. In surveys of
Chinese firms doing business in North Korea, however, we find that political risk appears
to have adverse effects even on China-DPRK trade, despite its explosive growth. The firms
investing and trading with North Korea are either larger firms able to manage the political
risk, or small traders engaged in spot-market like transactions —exporting and importing —that
serve to reduce risk. Most respondents in these surveys report that they have to engage in
bribe payments in order to conduction business.

A second broad scenario is that the government might seriously try again to shut down
the market altogether and revert to a more orthodox state-socialist system. This is probably
impossible at this point. The government is not capable of supplying needed inputs except
through trade with China, and households are so dependent that to completely shut down the
market would risk another humanitarian disaster, as currently is occurring to some extent.

The most likely scenario is a continuation of the status quo. The market will grow and
the government will be constrained to allow it to operate but it will not strengthen these
market forces by moving toward a more comprehensive set of economic reforms. Rather, it
will vacillate between allowing market forces to operate and engaging in both organized and
decentralized reversion to controls. This process is clearly creating a nouveau riche and
increasing inequality as well, a process that the government may fear but which also reflects
the growing market power of officials. The involvement of officialdom in market activities
is one reason it may be difficult to shut it down completely; as is well-known, the military
itself is deeply implicated.

Our conclusion is that the status quo is —sadly —sustainable. The regime allows just enough
space for the market to grant households some breathing room from the collapsing state sector.
Yet it clearly has not reached a consensus on the types of reforms that would strengthen the
institutions of a market economy and provide at least some property rights protection for
market actors, except through the inefficient means of corruption. Nonetheless, outside actors
can probably advance the cause of marketization by encouraging more contact with outside
market actors, as the Chinese are continuing to do. This may not have the desired political

effect, but the China trade is undoubtedly contributing to the expansion of market forces.
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Session 2 / Summary

Measuring Marketization in
North Korea:

Evaluation and Prospect

Stephan Haggard University of California, San Diego

Paper prepared for presentation for the conference on “A State of Market Economy in North
Korea and Future Developments,” organized by the Export-Import Bank of Korea (KEXIM),

Korea Institute for National Unification (KINU), Korea Economic Daily (Hankyung).

The concept of marketization is not straightforward and can refer to one of two quite
different processes. First, it is often used in the North Korean context to refer to the extent
to which households, work units, and entities involved in foreign trade transact in markets
and/or on the basis of market price signals. This may occur either through purchases of
inputs —including labor--or sale of output. There is also evidence of rudimentary financial
markets for short-term lending and foreign exchange and even an emerging market in real
estate. I will call this “de facto marketization.”

Note that state-owned enterprises and related units—such as August 4th units—can
“marketize” in this sense even in the context of the plan; marketization can occur without
privatization. Note also that firms can simultaneously be partly coordinated through the plan,
yet at the same time engage in market transactions. From 2002 onward, the government

allowed ‘socialist commodities exchange markets’ and ‘imported goods exchange markets’ to
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operate. The former permitted barter trade within the state sector, either among producers or
between producers and wholesalers and retailers. The latter appears to have evolved into an
extremely important wholesale market that sells the resources, material and facilities imported
from China by the Central Import Commodities Company under the Ministry of Trade of
DPRK, including to companies in need of inputs not provided through the plan.

Second, marketization refers to the process through which the state acts through policy
changes to ratify or promote such market-based transactions. The possible actions that fall
in this category are very wide, and include passive measures, such as the decision to simply
allow market transactions to take place or to lift bans on trading of particular commodities,
to more active measures such as granting managers greater discretion, privatization and
formal protection of property rights. I will call these processes de jure marketization.

Most analysts of North Korea at the present seem to agree that de facto marketization has
increased dramatically, certainly at the household level and probably at the level of a
significant number of cooperatives and other work units as well. In this paper, I provide
some empirical evidence on this process taken from refugee surveys. I show that while this
process began with the great famine of the mid-1990s, it has steadily increased since and
seems to be taking part across a wide swath of the population.

Yet there is also agreement that de jure marketization has followed an erratic path. The
government tolerated the process of “marketization from below” in the wake of the famine,
and even ratified it through policy reforms, including the major reform effort of 2002. This
reform effort stalled and then reversed sharply as a result of the onset of the nuclear crisis,
political changes in the country, including but not limited to the succession, and general
concerns about the political effects of marketization. A feature of this “reform in reverse”
process was the criminalization of economic activity in reforms of the penal code in 2004
and 2007, and the increasing use of the penal system and labor training camps to punish
market actors.

The state’s role in the policy process is not limited to formal institutions and rules. An
important feature of many liberalizing economies is that corruption plays a central role in
both the de facto and de jure marketization. Where market relations are prohibited, officials
gain rent-seeking opportunities: they can demand bribes of market participants and I show

below that such activity is probably pervasive. Yet the growth of corruption may also reduce
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incentives for de jure marketization, at least among some government actors, since it could
reduce rent-seeking opportunities by creating more institutionalized and competitive
environments.

The central question looking forward is how these two process of marketization will
interact. Will the government continue to place restrictions on de facto marketization, almost
necessarily implying greater corruption? Or will the government be constrained to liberalize
the economy as more and more of it slips away from the planning process into the gray
economy? The questions are clear, but the answers are not and ultimately require an analysis
of the political economy of the country. Such an analysis does not present a hopeful picture
with respect to de jure marketization and suggests that the current status quo—growing de
facto marketization coupled with government resistance and corruption—could persist for

some time.
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Session 2 / Manuscript 5

Squeezed: Between the State and
the Market in North Korea

Peter Beck Keio University

Six years ago, I prepared a report for the International Crisis Group entitled, “North Korea:
Can the Iron Fist Embrace the Invisible Hand?” Yet, nearly 20,000 words later, the report
never directly answered the question. Modest economic “adjustments” launched in 2002 and
Chairman Kim Jong-il’s praise of China’s economic development suggested a willingness to
change. At the same time, the report identified five obstacles to economic reform and
opening that have not changed in the intervening years. First and foremost is the North
Korean leadership. The currency revaluation launched in late 2009 revealed the elites’ fears
of market forces. The hundreds of markets that have sprung up over the past two decades
suffered a serious setback. In addition, the North’s decrepit infrastructure, a hostile
international environment, poorly trained officials, and rampant corruption remain ever
present. It is increasingly clear that Pyongyang cannot embrace markets or market forces, but
modest change is taking place. The regime’s embrace of technology and pledges to improve
its citizens lives, the survival of the Kaeseong Industrial Complex, recent investment deals
with China and booming trade between the two countries suggest that North Korea is slowly
opening up.

Cracks began to appear in North Korea’s totalitarian facade when the command economy

erected in the 1950s suddenly collapsed with the end of Soviet largesse in the early 1990s.
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The public distribution system for food functioned in name only; hundreds of thousands
starved. Out of the economic ashes, hundreds of markets sprouted up, with women selling
private garden plot-grown vegetables, homemade foods, household items, and consumer
products from China. The regime acknowledged this spontaneous marketization with its July
2002 “economic adjustment measures”-- without fully embracing it -- leading many observers
to hope that major reforms would follow. Indeed, Kim Jong-il has repeatedly praised China’s
economic transformation, starting with his visit to the massive Shanghai-GM automobile
factory in 2001 and up through his most recent visit in June.

Some North Korea watchers have speculated that Kim Jong-un, who last September was
introduced to the world as Kim Jong-il’s heir, may pick up the mantle of economic reform.
Moreover, Jang Sung-taek, Kim Jong-il’s brother-in-law and one of the main powers behind
the throne, has been identified by many observers as a technocrat and reformer. Jang has
accompanied Kim on nearly all of his China visits. But as the North transitions to a third
generation of Kim family misrule, the younger Kim faces the age-old dictator’s dilemma:
Maintain an iron grip and watch the economy remain in a slow-motion death spiral, or at
least tolerate individual initiative and innovation. Even kindred spirits like Burma’s generals
and the Castro brothers are reforming. Can North Korea?

The locus of economic change in North Korea has been rise of citizen-led markets.
Despite the existence of roughly 300 markets for nearly two decades few precise details are
known about them, other than accounts by foreigners allowed to visit several markets in
Pyongyang and images from hidden cameras in markets usually near the China-North Korea
border. What started as markets to sell food to supplement the grossly inadequate public
distribution system has evolved into a whole range of consumer goods and entertainment
products, both legal and illegal. The vast majority of consumer products are from China.
Many markets allow currency exchange activities (see Dong 2010). The markets also provide
a rough sense of food scarcity. Several South Korean NGOs regularly collect price data for
rice, corn and other food stuffs. Perhaps most importantly, in the words of one visitor,

markets have become “clearinghouses for news and opinions” (Everard 2011).
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Technology as a Catalyst

Even at the official level, the regime readily acknowledges the importance of the economy and
the necessity of change. While a ten-year economic plan launched last fall is likely to revive
the North’s moribund economy, half of Kim Jong-il’s 200-plus public appearances in 2010 and
the first half of 2011 were economic-related, especially factories and power generation
facilities. Since his son’s unveiling last October, half of his public appearances (always with
his father) have been economic-related, ranging from newly automated factories (Kim Jong-un
has long been touted as an expert in a 1970s technology called “computer numeric control)
to power plants under construction. The government’s mouthpiece, Rodong Shinmun, refers
frequently to the need for “reform” (hyeokshin), “technology,” and “expanding the production
of consumer goods.” Kim Jong-il pledged, “We must do everything we can to increase the
production of life’s necessities” (Rodong Shinmun 2010b). One frequently seen billboard shows
a mother and child standing in front of a department store and declares, “We have reached
a turning point.” The regime has clearly chosen guns over butter -- the military soaks up an
estimated one-quarter of GDP -- but long-range missiles and a nuclear capability are necessary
but not sufficient for achieving the prosperity that the regime has promised by 2012, which
will mark the 100th anniversary of the birth of founding father Kim Il-sung.

The North Korean regime’s embrace of technology represents a double-edged sword that
can both strengthen and undermine the regime. For starters, North Koreans are more
connected than ever before. Thanks to the Egyptian firm Orascom, the regime has allowed
cell phones to sweep the country -- better than one in 30 adults, some 500,000 people, now
owns one. Unfortunately, what the government gives it can take away: The previous wireless
network was suddenly shut down in 2004, possibly as a result of an assignation attempt on
Kim Jong-il. At the same time, new media and information platforms have emerged. Elites
in Pyongyang flaunt their MP3 players and a digital dictionary/mapping device became
available last fall. DVDs and video CDs are flooding in from China and being sold at kiosks,
with taboo South Korean dramas and American movies trading briskly under the table. USB
memory sticks are being smuggled in and out with interviews and images of life in North.
There has also been a proliferation in the methods of exchanging information. This will be

virtually impossible for the government to stamp out.
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Technology is clearly a catalyst for change in North Korea, but one that presents dilemmas
for the regime. No project better illustrates this than the Pyongyang University of Science
and Technology, which opened quietly after many delays in October 2010. Only 160 students
are currently enrolled, but the master plan calls for 2,000 North Koreans to be taught by 250
foreign faculty members. One of the main obstacles to building the school, which was funded
largely by South Korean evangelical Christians, was export restrictions on dual-use
technology items such as Pentium or better computers. Given that the North is the prime
suspect in several cyber attacks on the South, this concern is legitimate, but university
officials counter that given Beijing’s failure to enforce the trade restrictions, the bans have
been rendered meaningless.

Unfortunately, we received our clearest indication yet of the regime’s limited appetite for
markets and reform in late 2009 when a sudden currency revaluation forced residents to
exchange their money for a new currency with the same denominations and virtually
identical images. However, the exchange limit of $60-worth of old currency meant that
anyone holding large quantities of local cash was wiped out (Frank 2010). Anecdotal
evidence suggests that many of the nascent outdoor markets, which are a combination of flea
and farmers’ markets and banned to outsiders, were initially devastated. However, by late
summer, images filtering out suggest the markets recovered. The same cannot be said for the
North Korean economy more broadly. On-the-spot guidance by the Dear Leader and the
Young General notwithstanding, highly inefficient collective farms and dilapidated factories
with intermittent access to electricity and inputs remain the rule. Inflation continued to spiral
out of control. One senior official, Pak Nam-ki, was rumored to have been executed in
March in response to the botched reform. At the same time, food shortages remained acute.
The World Food Program announced in November that one in five North Koreans would

face hunger this year.

Foreign Trade and Investment as a Catalyst for Change

China and South Korea are the North’s two most important trade partners. While there is

considerable disagreement on the North’s overall trade level, the figures on South Korea and
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(to a lesser extent) China are not in dispute. As a result of the Sunshine Policy launched
by President Kim Dae-jung in 1998, North-South trade expanded rapidly during the
following decade, only to plateau during the Lee Myung-bak administration. I believe this
occurred not because of Lee’s policy toward North Korea but because of the leadership
succession process in the North. The presence of a vibrant South Korea poses the ultimate
threat to the North Korean regime. It is for this reason that the North has favored isolated
investment projects with South Korea.

The Kaeseong Industrial Complex is the cornerstone of North-South cooperation,
opening in December 2004 with over 100 South Korean companies currently operating
factories there. The sight of over 40,000 North Koreans working for hundreds of South
Koreans is indeed impressive. Located just north of the Demilitarized Zone (DMZ) and
close to a northern population center, the complex has actually expanded since President
Lee took office in 2008. Indeed, one South Korean Unification Ministry official described
Kaeseong to me as a “Trojan Horse” designed to spread capitalism to the North. The
complex is fenced off as if it were a quarantine zone, with checkpoints to allow authorized
workers and visitors in, but given that one in 200 North Korean workers is now employed
there and most of their wages go to the government, shutting it down would hit the North
Korean economy hard and kill a $2-$3 million/month cash cow for the government.
Ultimately, the industrial complex both props up the regime and intertwines it with South
Korea. Even after two northern attacks, the issue of whether to close the site is not even
being publicly debated in Seoul. There is a reluctance from all parts of the political
spectrum to kill the only remaining cooperation project. Amazingly, despite the North’s
sinking of the Cheonan and artillery attack on Yeonpyeong-do, output from the complex
expanded by over 10% in 2010.

In contrast, the Mt. Keumgang tourism project offers a cautionary tale about the pitfalls
of North-South economic cooperation and the North’s flagrant disregard for international
contracts. Mt. Keumgang was the pilot cooperation project between the two Koreas during
the Kim Dae-jung administration. Over a million South Koreans have visited the spectacular
mountain range. Tours were suspended in 2008 as a result of the North’s failure to undertake
a joint investigation of the shooting of a South Korean tourist by a North Korean guard.

Pyongyang is in the process of expropriating the multi-million dollar facilities built by
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Hyundai-Asan. Overall trade is declining, showing the limits of North-South cooperation. In
contrast, China-North Korea trade is booming.

Chairman Kim Jong-il has made an unprecedented three trips to China in the past year.
Indeed, Kim’s first trip from May 3 - 7 was the single most widely covered event in Rodong
Shinmun. Three months later, Kim made his second trip, but this time he met Hu in the
northeastern city of Changchun. China Central Television showed what the more than 130
photographs in the newspaper did not: Kim Jong-il embracing President Hu Jintao. Kim’s
third trip proved to be the charm in terms of actual development projects. Few details of the
various summits were released, but Beijing issued several proclamations of unwavering
support for the North. Chairman Kim declared, “Even as time passes and the generations
change, our friendship will always be the same” (Rodong Shinmun 2010a).

China’s provides North Korea with a crucial economic lifeline. Trade and investment
between the two countries once famously referred to by Mao Zedong as “lips and teeth” have
tripled over the past decade. Official trade alone expanded by nearly 30% and broke the $3
billion mark in 2010--more than double that between the two Koreas, though still a far cry
from the $140 billion in trade between China and South Korea (Komaki 2011). The North’s
economy would virtually grind to a halt if Beijing were to halt fuel shipments. Given China’s
insatiable demand for natural resources, Beijing has been signing long-term leases on Korean
coal and iron ore mines as well as infrastructure, including a 50-year lease on port facilities
in Rajin signed in March. The South Korean media frequently refers to North Korea at the
“fourth northeast province of China.”

The outcome of two special economic zone projects will speak volumes about Pyongyang’s
economic reform and opening intentions. In the early 1990s North Korea established its first
special economic zone in the Rajin-Songbong area (often referred to as Nasong). However,
the zone was in too remote a location to attract significant investments. In 2010, Beijing is
believed to have signed a 50-year lease on port facilities that would give the landlocked
provinces of Heilongjiang and Jilin much quicker access to the East Sea and beyond via Rajin
(see Joongang Ilbo 2011a). On 9 June 2011, China and North Korea broke ground on a
four-lane paved highway that will link the Chinese city of Hunchun with Rajin port —finally
undertaking a project proposed more than a decade ago. Meanwhile, a day earlier on North

Korea’s western border a ground-breaking ceremony was held for an industrial park.
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Hwangkeumpyeong is an island in the Yalu/Amnok River near Dandong. The location
satisfies the dual need for close proximity to China and a major North Korean city and the
need for isolation (Joongang Ilbo 2011b). A similar project was proposed a decade earlier,
but failed to get off the ground The former Chinese head of the project, Yang Bin, was
thrown in jail in 2002 on tax evasion charges. If either project actually bears fruit, we will

know that the North has become more serious about economic opening, at least with China.

Conclusion

After a decade of false starts and the disastrous currency revaluation of 2009, it is safe to
say that pessimism is running high about the prospects for reform and opening in the North.
As one leading North Korea scholar puts it, “the chances of success are not high” (Lankov
2011). Even Chinese observers are increasingly candid and pessimistic. According to the
Chinese Communist Party School’s Zhang Liangui, “North Korea is still against the idea of
reform and opening up” (Global Times 2011). We must also recognize that even if
Pyongyang follows through on its pledges, economic reform and opening will be almost
exclusively a Chinese affair. This is a source of considerable angst for leaders in Seoul, who
fear they are “losing North Korea.” North Korea’s halting transition to a market economy
remains a work in progress. Significant marketization has taken place, but the fundamental
challenge remains the same: How committed are North Korea’s leaders to changing their
economy? Pyongyang’s grudging acceptance of markets and embrace of technology and
China means that change is taking place. Time will tell if these forces strengthen the regime

or prove to be its undoing.
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Session 2 / Summary

Squeezed: Between the State and

the Market in North Korea

Peter Beck Keio University

Six years ago, I prepared a report for the International Crisis Group entitled, “North Korea:
Can the Iron Fist Embrace the Invisible Hand?” Yet, nearly 20,000 words later, the report
never directly answered the question. Modest economic “adjustments” launched in 2002 and
Chairman Kim Jong-il’s praise of China’s economic development suggested a willingness to
change. At the same time, the report identified five obstacles to economic reform and opening
that have not changed in the intervening years. First and foremost is the North Korean
leadership. The currency revaluation launched in late 2009 revealed the elites’ fears of market
forces. The hundreds of markets that have sprung up over the past two decades suffered a
serious setback. In addition, the North’s decrepit infrastructure, a hostile international
environment, poorly trained officials, and rampant corruption remain ever present. It is
increasingly clear that Pyongyang cannot embrace markets or market forces, but modest change
is taking place. The regime’s embrace of technology and pledges to improve its citizens lives,
the survival of the Kaeseong Industrial Complex, recent investment deals with China and

booming trade between the two countries suggest that North Korea is slowly opening up.

Cracks began to appear in North Korea’s totalitarian facade when the command economy

erected in the 1950s suddenly collapsed with the end of Soviet largesse in the early 1990s.

128 2011 SerEA| ZxMDILE



The public distribution system for food functioned in name only; hundreds of thousands
starved. Out of the economic ashes, hundreds of markets sprouted up, with women selling
private garden plot-grown vegetables, homemade foods, household items, and consumer
products from China. The regime acknowledged this spontaneous marketization with its July
2002 “economic adjustment measures”-- without fully embracing it -- leading many observers
to hope that major reforms would follow. Indeed, Kim Jong-il has repeatedly praised
China’s economic transformation, starting with his visit to the massive Shanghai-GM

automobile factory in 2001 and up through his most recent visit in June.

Some North Korea watchers have speculated that Kim Jong-un, who last September was
introduced to the world as Kim Jong-il’s heir, may pick up the mantle of economic reform.
Moreover, Jang Sung-taek, Kim Jong-il’s brother-in-law and one of the main powers behind
the throne, has been identified by many observers as a technocrat and reformer. Jang has
accompanied Kim on nearly all of his China visits. But as the North transitions to a third
generation of Kim family misrule, the younger Kim faces the age-old dictator’s dilemma:
Maintain an iron grip and watch the economy remain in a slow-motion death spiral, or at
least tolerate individual initiative and innovation. Even kindred spirits like Burma’s generals

and the Castro brothers are reforming. Can North Korea?

The locus of economic change in North Korea has been rise of citizen-led markets.
Despite the existence of roughly 300 markets for nearly two decades few precise details are
known about them, other than accounts by foreigners allowed to visit several markets in
Pyongyang and images from hidden cameras in markets usually near the China-North Korea
border. What started as markets to sell food to supplement the grossly inadequate public
distribution system has evolved into a whole range of consumer goods and entertainment
products, both legal and illegal. The vast majority of consumer products are from China.
Many markets allow currency exchange activities (see Dong 2010). The markets also provide
a rough sense of food scarcity. Several South Korean NGOs regularly collect price data for
rice, corn and other food stuffs. Perhaps most importantly, in the words of one visitor,

markets have become “clearinghouses for news and opinions” (Everard 2011).
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Session 2 / Summary

North Korea’s Dilemma:

The ‘Strong and prosperous’ State and the Market
Economy

Bae, Jong-ryel KEXIM

Abstract

In December 2008, Kim Jong-iI’s “on-the-spot-guidance” at Chollima Steelmaking
Enterprises Association marked the beginning of the drive for Juche Socialist Economic
Construction by April 2012. Since that time, North Korea’s New Year’s messages have
emphasized “the metalworking industry (2009),” “light industry < agriculture (2010),” and
“heavy industry” once again (2011), and they have expedited the reconstruction of North
Korea’s planned economy. Kim Jong-II’s strategies for constructing North Korea (NK) as an

economic powerhouse show three major characteristics.

First, the strategies have focused on economic ‘“on-the-spot-guidance”: seeking a
breakthrough in the development of the metalworking industry, constantly encouraging
increases in production of electric power, and devising measures to secure citizens’ basic
necessities and industrial raw materials. Second, despite its over-consumption of energy, the
North’s strategies have emphasized self-reliance skills (X+2784)7]<%) as symbolized by “the
consolidation of Juche” through “Juche steel,” “Juche textiles,” and “Juche fertilizer.” Third,

the strategies seek to enhance the North Korean economy’s dependence on coal, e.g.
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developing the technology using coal as a fuel in order to overcome the inability to import
fuels such as petroleum and bituminous coal, and increasing public exports of coal to secure
the foreign exchange essential to building an economic powerhouse. In April 2011, monthly
exports of coal (HS2701) hit $1 million (April: $111,890,000, 1148 thousand tons; May:
$115,620,000; 1118 thousand tons).

North Korea’s strategy for building a strong economy by April 2012 is to return to the
productivity level of the latter half of the 1980s when the production indices for steel, coal,
electricity, grain, fertilizer, cement, etc. were at their peak. Moreover, a major means of
achieving this policy involves strengthening of DPRK-Sino economic cooperation and market
controls. DPRK-Sino economic cooperation has paved the way for larger exports of mineral
resources such as iron ore (HS260111) and anthracite (HS270111) to China. The control
market policy, which started with Kim Jong-il’s statement on June 8th in 2008, resulted in
a 100-to-1 currency redenomination in November 2009.

As a result, North Korea’s economy has partially progressed and stabilized through growth
engines in the four priority sectors of electricity, coal, metal, and railway traffic and related
industries based on growth of foreign trade. However, other than the trade sector, which is
already at its highest point, and the electric power sector, which is nearing its target, reaching

these peak productivity goals seems a prospect that is easier said than done.

Moreover, the electric power sector has hit the limit of what can be achieved solely
through the construction of large hydroelectric power plants; thus, this sector requires further
development of thermal power plants using coal as a fuel alternative. Here, a problem has
arisen. Due to the sharp increase in exports to China, the balance between substitution and
supplementation in managing domestic demand and export demand for coal is a key factor.
The most optimistic scenario is to satisfy both domestic and export demand through constant

increases in coal production, which has proceeded since 2008.

The situation for light industry and agriculture is poorer than the other four priority

sectors. Despite the low level of goal achievement (2008: fertilizer 13.63%, chemical fiber

16.95%), North Korea’s policy has been to reconstruct the planned economy at the expense
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of the market economy, resulting in the collapse of small businesses, inflation, and worsening
of the conditions for business’ continued existence and the peoples’ livelihoods. Kim
Jong-il’s prioritization of the military has established the “military first” concept as the major
topic of discussion in society, setting asides concerns about economic resource distribution
for light industry and agriculture. In addition, the inflation caused b the recent currency
revaluation has caused income to be transferred from those without foreign currency to those
with foreign currency and from the market economy sector to the non-market economy
sector, ultimately increasing the disparity of wealth. Thus, a more realistic objective that
could be achieved by April 2012 would be “supplying new uniforms for students nationwide
from elementary school to university,” a goal mentioned by Chief of Light Industry Huh
Chol-san.

Until April 2012, North Korea’s policy toward the market economy will be based on Kim
Jong-il’s statement of June 18th 2008: “I will allow markets, but not a market economy.”
The first evidence of this comes from the fact that both North Korea’s Prime Minister Park
Pong-ju and chief of financial affairs Park Nam-gi lost their positions after proposing market
economic reforms. Also, this June 18th statement has made even personal discussions about
markets and market economies into an ideological matter. A second piece of evidence comes
from NK’s past reforms and its historical policies regarding opening to the outside world.
In the course of international affairs, North Korea has repeatedly emphasized “reform and
opening” and “consolidation of Juche” by turns to get over difficult situations; however, now
NK focuses more heavily on the “consolidation of Juche” and thus we cannot expect much

change in its affairs until 2012.

Still, it is presumed that in areas where the government cannot distribute food, consumer
goods, and raw materials, such as places where the planned economy has failed, the
exclusive industrial zones and foreign sectors will allow, overlook, and abet market economy.
The June 18th statement implies that “markets and market economies are not the same thin
g-- due to the difficult situation in people’s lives, the use markets under government control
does not mean that the society is heading towards the direction of a market economy.” The

progressive reform and opening policy in place in the Rason district is an example which
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helps to explain the previous statement more clearly. After the “on-the-spot-guidance”
(2009.12.16) this particular district was promoted to a Special City (2010.1.4), its trade laws
were modified (2010.1.27), and detailed regulations for foreign investors were announced

along with new tax codes for the Rason economic trade zone (2010.9.5).

Another important issue is the implication of reinforced DPRK-China economic
cooperation for North Korea’s market economy. The new economic construction policy line
in the Military-First era after the July Economic Management Improvement Measures has led
to nuclear tests (2006.10.9, 2009.5.25), and after the assertive market control policies enacted
since August 2008 by a reorganized Ministry of Strategy and Finance (under Chief Park
Nam-gi), economic cooperation will have complex implications for North Korea’s market
economy. As is generally known, after NK’s nuclear testing and in view of its policies of
market control, South Korea decided to curb its economic cooperation with the North,
whereas China decided to strengthen it, starting a new debate on the impact of DPRK-China
economic cooperation in NK’s reform and opening as well as its market economy. It is
reasonable to say that North Korea’s economy has “taken a step backward” in reform and
opening, in order to “advance two steps” to consolidate its Juche ideology. In the past, NK
has repeatedly oscillated between “reform and opening” and “consolidation of Juche
ideology,” but the general trend was toward reform and opening. The problem lies in its
structural problems, originating in the economic construction line of the Military First era.
According to the Military First principle, stronger economic cooperation will lead to the
normalization of NK’s planned economy, which will then lead to the fortification of the
munitions industry. For example, North Korea adopts a technology-centric line, through its
nuclear tests and missile launches, to promote Kim Jong-il’s achievements in building an

economically powerful nation.
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Session 2 / Manuscript 4 Discussion

Comments on “Measuring
Marketization in North Korea:
Evaluation and Prospect”

Suk Lee Korea Development Institute

I have enjoyed this paper very much, and I have found that Prof. Haggard and I have shared
very similar views on market in North Korea. Hence it is quite difficult for me to make any
(critical) comments on this paper. But I have to. So here I will deliberately change my views
and then ask three questions about the North Korean market which have been frequently
discussed by South Korean researchers. I think these questions are relevant to this paper as
well. Let me start.

The first question is about the trend of market (marketization) in North Korea. For the past
decade many Korean researchers have carried out similar refugee/defector surveys to that in
this paper, finding that the size of market in North Korea might be much bigger than
generally conceived. To my knowledge, however, they have not found empirical evidence
that it has been growing since the mid 1990s. Some researchers of course have provided such
refugee survey data as suggesting that the size of market might be bigger in the 2000s,
especially after 2002, than in the 1990s. But in many cases statistical tests on the data tend
to say that the hypothesis of growing market in North Korea is not necessarily true. So when
Prof. Haggard said in the introduction of his paper that he “shows that while this process
[marketization] began with the great famine of the mid-1990s, it has steadily increased

since”, I was very curious: “does it mean that the size of market in North Korea has been
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steadily growing since the mid 1990s? If it does, what is the (empirical) evidence?” I would
like to ask Prof. Haggard to explain more kindly what the ‘steady increase of this process’
exactly means. Frankly I have not found in this paper enough empirical evidence that the
size of market in North Korea has been growing since the 1990s.

The second question concerns the actual size of market in North Korea. As mentioned
above, Korean economics literature using refugee survey data tends to argue that so-called
informal economic activities comprise around 70-90% of North Korean household income and
consumption. My own analysis of refugee survey data has produced such a number too.
Obviously this number is quite similar to what Prof. Haggard suggests in his paper. But the
question is: “Does this number really mean that up to 90% of the North Korean economy
is composed of market?” Take an example of food economy. North Korea produces around
4 million MT of grains per annum. And the grains are in the first place distributed by the
DPRK rationing system that is composed of both ‘PDS for non-farming households’ and ‘the
income distribution system of cooperative farm for farming households’. It means that anyhow
the DPRK government first collects or distributes around 4 million MT of grains (we do not
consider private grain production, because usually its amount does not exceed 10% of total
production). Of course those who receive grains from the government could sell/circulate their
distributed grains to/in market. But it does not change the fact that their grains come from
the government in the first place. And North Korea imports around 1 million MT of grains,
which may be either distributed by the DPRK rationing system or circulated in market. Given
this situation, the share of the rationing system simply cannot fall up to 10% of total food
economy in terms of grain circulation. In fact, when we carry out some simulations using the
DPRK official food distribution data, we can conclude that the share of the rationing system
in total food economy is much, much higher than what the refugee survey data suggest (for
example, more than 65% using the 1998 DPRK food distribution data). So even though
refugee survey data suggest that more than 70% of North Korean household income and
consumption comes from market, we are still confused with the actual size of market in North
Korea. I would like to hear about Prof. Haggard’s view on this issue.

The third question is about the meaning of the government’s action on market. It is a very
simple question. Assume that currently market comprises 70-90% of the DPRK economy. In

this circumstance, as Prof. Haggard suggests, the government attempts to control market must
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fail and have actually failed at least in terms of economics (not politics). And its attempts
to institutionalise/encourage the market must be of no such importance at least in terms of
the real size/influence of market (assuming that the share of market increases from 90% to
93% of total economy due to such government attempts, does it have any important
meaning?). If it is the case, the current DPRK economy is practically as much
market-oriented as market economies are. And the government has no actual power to
reverse it. Then, why should we seriously consider the DPRK government’s policy on market

at least in terms of economics? That is my last question.
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Session 2 / Manuscript 5 Discussion

Comments on Session 2
(Prof. Peter Beck and Prof. Stephen Haggard's Papers)

Byung-Yeon Kim Seoul National University

Marketization in North Korea is an important research issue for both academic scholars and
policy makers. Informal market activities so called “the second economy” had existed in all
socialist economies (Grossman, 1976; Kim, 2003). However, the magnitude of the informal
economy in North Korea is not comparable to that in any former socialist economy: the share
of expenditure in the second economy of total household expenditure in the Soviet Union

was 23% from 1965 to 1990 but it reaches to more than 70% in North Korea.

There are broadly three views on the impacts of these widespread informal economy
activities on the path of the regime. The first view is that this marketization or
informalization from below will lead to a transformation of the system toward a market
economy. In other words, de facto marketization will be accepted by the North Korean
authorities realizing the benefits of such a process and thus de jure marketization will take
root in North Korea. Eventually this process is expected to end up with the transition of the
North Korean economy to the market economy. This view was forcefully expressed by
scholars as well as policy makers adhering to sunshine policy in the two previous South
Korean governments led by the presidents of Kim, Daejung and Roh, Moohyun. A South

Korean researcher used an analogy that a man (the North Korean regime) rode a tiger
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(market). According to the Korean proverb, the man will be killed eventually in the tiger’s

den because he can’t get off the tiger.

The second view suggests that the formal economy survives due to the markets. Market
activities strengthen the economy in a way that the formal economy draws financial resources
from the markets. For example, 8.3 workers pay a substantial part of their earnings from the
markets to the firm to which he belongs to. In addition, a firm sells their products in markets

to obtain resources for its operation.

The third view focuses on the deterioration of the planned economy caused by markets.
Market participants pay government officials bribes to avoid penalties and punishments. This
might cause the misalignment of interests between the dictator and government officials.
Hence, the control of the dictator over the regime is likely to weaken due to bribes.
Furthermore, markets siphon off resources available in the formal sector. It is reported that
workers and managers of a firm take away or steal inputs, machines, and products from the

workplace and sell them in markets.

The above three views, particularly the last one, are related to the hypothesis of the informal
economy discussed in the literature on the socialist second economy. According to the
hypothesis, the Soviet economy collapsed because of the informalization of the economy.
The making of consistent economic planning became more difficult due to the second
economy where inputs intended for the formal sector were stolen for second economy
activities. Such activities also increased corruption and organized crimes, which undermined
the legitimacy of the regime. All in all, the second economy contributed to the collapse of

the Soviet economy in spite of its possible lubricating effect.

Which hypothesis is consistent with empirical regularities? First, it is difficult to find
evidence supporting the first view. Instead, it seems that the North Korean authorities intend
to repress market activities. Several measures taken from 2005 to repress market activities
imply that they regard markets as dangerous enemy. The 2009 currency conversion reveals

clearly such an intention. Hence, the automatic transition of the North Korean economy
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toward a market economy driven by marketization from below is merely a wishful thinking
among some South Korean researchers and policy makers in the previous governments. They
fail to distinguish marketization from below from the transition to a market economy. The
former can exist without institutionalization but a market economy requires institutions that
protect private property rights, and allow market transactions and private investment. Without
these three key elements of a market economy, market activities conducted mainly by
households would not lead to a genuine change in economic system from socialism to a
market economy. In other words, marketization from below would not guarantee a path

toward a market economy without a change in political will.

Evidence is mixed between the second and the third view. The formal sector relies on
markets especially for financial resources. Firms pay some of taxes to the government using
earning obtained from selling products on markets. The government levies taxes on the use
of land and real estates, which is directly or indirectly related to market activities.
Participants in universal markets (Jonghap sijang) are required to pay market fees. These are
the revenue of the government, which will be used to strengthen the formal control of the
authorities over the society and the economy. However, the amount of this revenue is
difficult to measure because the North Korean authorities do not provide detailed data on the
sources and amount of tax revenue. We have some estimates of the amount paid by 8.3
workers. Using the survey results of North Korean refugees, Kim and Yang (2011) finds that
20% of workers of a firm on average are 8.3 workers and 61% of firms are reported to have
8.3 workers. In addition, the amount of money paid by 8.3 workers to a firm is 9.2 times
as much as the formal salary. This suggests that a firm is able to pay the total amount of

formal salary to workers using the money received from 8.3 workers.

The third view is supported by the data on bribes collected from North Korean refugees. A
97% of the refugees reply that bribe is widespread in North Korea and 73% answer that they
gave a bribe to officials at least once. The share of bribe in household income from 1996
to 2002 was 9% and slightly increased to 10% in 2006-2007. The share of bribe in GDP
is larger in North Korea than that in the Soviet Union during perestroika by 2-3 times. Large

corruption implies that the dictator’s intention to eradicate market activities would be against
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the interests of government officials whose economic survival depends on markets. In other
words, the misalignment of the interests between the dictator and government officials began
to emerge. This is likely to undermine the stability of the regime. In addition, it is found
that the experience of bribe-giving decreases official working hours. According to Kim
(2011), bribe-giving increases the discrepancy between the stipulated working hours and
actual working hours by 9.3 hours. This implies that inputs mobilized for the formal

economy are depleted because of the informal economy.

Some evidence suggests that the share of income from the informal economy of total
household income has not increased during 1996-2007, as the table below suggests. This is
rather surprising. Market activities are driven by human instincts to survive and enrich
themselves. Under normal circumstances, therefore, they tend to increase. Having said that,
the North Korean authorities applied measures to repress market activities from 2005.
However, the share of income from the informal economy of total household income has
been stable between pre-2005 and post-2005. This implies that neither market nor the state
is dominant. The state has been successful in preventing markets from moving forward
substantially using various repression mechanisms including punishments and currency
conversion. At the same time, however, the face that the share of income from the informal
economy has not decreased implies that market activities are very resilient and difficult to

reduce even with the radical measure of the 2009 currency conversion.

The Share of Income from the Informal Economy in Total Household Income, 1996-2007

1996 1996 2006
year 1996 = 1997 1998 = 1999 2000 2001 2002 = 2003 = 2006 2007 =
2002 2003 2007
Share
(%)
Source: Kim and Yang (2011)

605 70 691 762 690 666 733 682 800 700 | 735 749 746

Evidence discussed as above implies an equilibrium between the state and the market during
recent years. However, this equilibrium is fragile in the sense that a shock can easily deviate
the situation from the equilibrium toward the dominance of markets against the state. A

weakening control over markets triggered by political crisis can lead to forced surrender of
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North Korean policy makers. The question is whether North Korea will experience a negative

political shock particularly during the succession process.

Prof. Beck rightly pointed out that foreign trade and technology imported abroad will expose
North Koreans to outside world. In this sense, one can say time is not on the side of the
North Korean leader. Having said that, it is also true that it will take a great deal of time
for trade and technology to change the society in a fundamental way. I believe that these
two play an important role in changing North Korea but they are unlikely to trigger the
change. If 1 order the factors discussed as above in terms of importance in causing a
fundamental change in North Korea, the number one is domestic politics (leadership),

followed by markets. Then foreign trade and technology would follow.
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The Share of Income from the Informal Economy in Total Household Income, 1996-2007
A 7 = & HIZAN ZME S8t 2 H|Eg, 1996-2007

1996 1996 2006
year 1996 1997 1998 & 1999 = 2000 2001 2002 = 2003 = 2006 2007 =
2002 2003 2007

Share
(%)
Z3]: Kim Z8]2 Yang(2011)

605 7.0 691 762 690 666 | 733 | 682 8.0 700 735 749 746
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WS Agsto] ola|d o = AR 28AL (2) HI2 553 JAL 23} A 29l
o= FAHZ YA LA S7PALE TS AT 58] Sk J3

FAsket =% HERE Fasith

A2 F2U0](1992)9] A= =7MARRIF Al 9lojA 71401l the B2 AT E
HEE 0 (¢l: Thieme 1992, Clague % Rausser 1992, Frydman, Rapaczynski, Earle 1993,
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Chang % Nolan 1995) o|#gt Q752 F=E AT AAl thek AlAIS] Filo] ofA] M]3
BLE1980 1At 1k 81 19901 o] 5 4] | 5}k s =Tk B4 1979 T2 S AJAL
2 3lo] B3] 283} 5 FH(Olson 2000, Hann 2002)¢] Alg|el 7+ thokst Wdo] 4]
LA s 58] Aol W AlEle F50IT (Ritter 2007, Paqué 2009 =),
Favele F7REFE AAE A5 Al GoFith Al 7] a1lo] Zlaoj Aol ST IE]F¢
AAE EFEE 34 A8 =4 A e 57t Ay a3 9 7] AR ol &2 719
EA.D o]yt glo 2 HE U ulAYd(plan bargaining), ¥ S &, ©4F2(paternalism),

Aol Akl 2Ksoft budget constraint), 2FeF 7FARRS, eI wHAZ BE A wF B A 9
710

|

o

2% (unemployment on the job), AAE st E Folo 98 T3} 722 & AL35|F2] EA40]
et 2350 427 ke Ao Pash 7494t (Komai 1992: 361; 385).
F21}0](1992: 19)9] Fol W= S7AESFe] 5710 e dnkdog g4 o, 1L
A A, A @A B AREFE] o]Ste U] WAE AXITA gtk FAMES dES AFE &
ol AA ks Wil el S7MEIFlE ARt A B d Sk FAR|RE 1 et opy
2t tith ARl RS & B AMES S A 95X 743 Wsprh 54l st
EXNS, A R 718 ALY 8, Sl 2 sl A AR R o]ojxithd)
olZ|gt Wz}e] sels WAL} fo® WS A0 7 I oke B2 AFEE©] o]F Witk dyhA o
2 AR sl 32 AAE BliH 33t T U2 v E Sl /i1 o R ST Ztert
Holdrk 2%7] wiEel] o] BAE “F37” T WL TP,
e MA3] e Aojzith AFES AR AA 9 A2 2ol sty gA B
7AA ARES A E £ ek o] E3kE AL o] & Q) B AV ST S8l oldlEE
7] ARE Zsigite). S3AIES vaeH o R Hi A& o d4ls] dsleke a7 AR F

REE Q43 S @) Ak oleld BAE Ad =g guse 2 5 oA 9w w7k

1o

1) 52 ol2lgh BE 7|2 Fieith 2deFde] A, Svte BE ANFtS Ak 2Ea #Aefe] 7
olel &= 7]th

2) 53] A whololXMyers, 2010)= AYAo] dEA M FE Rdo| B 54L& H-3AR] Zlolhal F3AAR XY
Z, 58] dEAUAAY Aol

3) 53 iFe] FAL 53] Atk ATEA] WSS Paik 2010 3=

4) 5ol tiFe] 132 19465} 1948'A Alolel] AT EX7NE-e AE A el wsich 941
A FUEAA o] FI vzl U @D@‘ro}"ﬂﬁk IR =AY ( 1950 1953) %ol HwH L&%ﬂ XY=
th 1945\ o] %9 53} ) ko] A3 A8 Armstrong 2003 FE

5) o] HAle =R Q] o7t A= 1956\ A7 A|&EH U

6) E3lM 7 FEdR A Fold 2 7Re EXE oAE Helvk &%, Fate] W, ek ARIAAZE ek
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v ARlel TRk RS EFEITEY) ol AES YA R ZAE AT 5 (7] Wil
a2 &3 710k YAAY fRoltk

ARl S] AlA 9] HlEEo] AA] A1 TRl ZIdellAl g QIAE|ET} Fojx]A] ¢47] wiE
ojt}. A} AThs F7|HE 3 T2 oluleEy] 2 FXF EL AM3th 2y 239
73R, AAA BV A XIS Y B A gE | 93 tiAlslFA Zeth

mEbA 2 aH dERA] F BE S7REFY AAde 3FHoR AL AstE 23 1Y
SAol Eojz & wief gltk 22l Agske 35202 FAA A g 2eth ] ®
T AA3] W] Fo] AR Aol A RIFFolXFE WARFE F7te] o]27]7}
A B4 w7t #9842 AAAAE 2 @ G8AQ ATEAZE 2 Aol

532 2487 S8l SEle AT AR Folrtolt it o] w=Re] FAlf tisiAl tidl
(Thieme 1992)> AF3]F=9] ZA|elA =2 Ao sl w=alwA] BE 7|24 7% (a8 37,
A7) el Asjsitty 428 W™tk oA 9% oYX w7t dAH 0 R o met uiE o}
U, Aol g 4 gle AA 2219 Ak Alge] Aod A9, 7ML 7o FHF] S
Argol sl A A eth AT dlA 7HS At D asitt e = FUE AA
SADRNR sfo], 7]12AH 0 F w220« o] g 7Nk g Atk of7]eA 7ML =

HHel AR o] 5 e AEAEE Fote] BAHOR AR QI el F717E A4
SR R REFIAS LUk U5 11§ A7o] Bol i Ze a2 oheh Alzl] A
o m} 2l Aak, AgRe Aol BRE A5E FE ABET 257 A7) 48 1A
A= olotk

= (Paqué 2009: 27)= Y ARG o]AE HAA Aelsiitk “HdE st 7F A57t
ofuth v QM Sl 7t glow obf Aw F  glok “AAP s|e] FAE o2 thE S8
3t A3E Zeh

7) ¢l 59 WIS WA ~2ke 271 ld A A B B ofF 9 24 22 g2 o) B4
VA L=

AHA ZAo] B o}EE 3| EEE V-2 EFlolU ME262 AE AFY] 5 4l 2715 =43l AAE =Eeld sk
8) 2011'd 7]1Z=22 CNC 714l &9 &@% S Zlo] g 3w AP Fdolg ¥ & Utk



() =2 AR 2ol ofell FafiAm, AdElA JAEEE AlFstA] =tk

2) A =0l 719 7IA7E Q7] vl Folujsity; iQla 7S w2 HES we v 7
= Aoz dgsty & Zolry. aFTAL sjM ARRIFe] =7 A5l fitke AL ohth 23]
g A A U gloiM FUE2 AST ¢ Hhell )Ink) 22y ol2d A3t o] 7o) FAE T
=7PA FE B A= ARrt Eo

() FA= =0l okt AHle) 7Rl wet o] FolXith ARR]Fe) shHle B =% S]]
o] FeH o weke] FHo g s WolsoR]A] =t

(4) FI= B2 9F2 teth AR AAle B <Asp, &, B 3Pl Y AaS vhds
oft gt} o7l WEE3t B HAIAIE T FEAIA, oAl 7R BAA o= g B9

kg AAE olojZltHo),

~

%2

(5) FEARI AXNZBA B S = glol EAe AL P glvk 57k AT vH g 7S
AT 5 o FANEE 9 5 9l Aoltk wety BEH o on gl ANAA FES AE
2= 0]

F

=°l, 4ol vig FAsks 4or BE A4 3
(7) BEFL oln] =8 7FAA A4 olf=2 o &2 7ATIE U Eolth 4
2 ST B 7Ho] W A, 7R 5o “gMe] dE2 v
(8) =718 A7 A sl o2 g AAslA v o] A& AL Gtk EAl=
S AZAA L] FIRE A S 7R YAA L] QL Holrk

o71M A B e gtk A ol glod ojv] & A A Sle ol dase] 2
o 528 WA o ® HgEA o]

o
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168 BE S BAN BIY 5 Uk AR o|uleRr|s 3T WEFert 1)
ARPge] RESIAA ST B3 AL FRE
FE 247 LolE BT 1990 B ABIFe] F7hEe) Bl Aobs 4 g € o
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9) 1989 FEAES] & AEFE 1,7509] w=2Agtk Z, HaF 2F 100,000 FI2A(T (Krenz 2009: 225). 25 ddFo]
1,000 W23 o]3long oA A Fdolrh
10) fHARRE @o] A& SH v 3] Ao F=t S 22 BAREISRY] SvtellM ARSI AAEE W8-S Woo (1991)

iy

190 2011 S5HAK| ZAM(O|Lt



=9 shbetal 4 & Slrk 58 AA9] B tE vl Soldk e A sh|7]5e] A
ATk ZlolthiD T AR3|F=e] H7iek= e ofegh AHlw Q3 717 53 fAHAY F4E7
T A, 1990t 2714 olojith o] A2 A FlFAE(PDS)E ot T2 AEHOE i

3k 218 £33t 1995 d0)g B3le] REHAL UAF L8R ollg}t FAd e JEFe = AL
A2 oA R J3He] 7 & T Folg ’o] tlafzlt) 1995-1997 «“arde] g & 3
Hek A 1ol AFo] Ferz sAaHo] o)

2010] AJRJS} Ol BHHSE: THEA ARER0|Z?

201198 7208 B3k AAARSFE] dAlollA Hloju JISEAIZ Sol7te SR Helth o

S T 2ol wet 1984 AEAR 5 B 7] 2AAE @ 2AE FH T 1980 ] 2
B XA3] A1k lth

O] AL 1995-1997 7123} 3 &7k 29101, 1998 &R 7174, 20009 6Y HEHI3H,
20019 ol APE S50 M, 7P FEHK 20029 7€ BAZRA F oAy 7] AEH<
AR ol FAstEATE 7HE el B e 4 Beg Hd, 5 7 2 AR 7 2
ol & Zo|7] 918k Ak, B 2 uin] ) shlle] dHG HrHE, F 7] EsA AAR
Az FIAE (13} ), (A F HxE) w8 ARAE, AR Aol § A5 g
F13) o Ot AlFEe] AHEHES dvHeR 34 SAAIR Aotk

2= olgfgt Wslel] tis] the wlA TS AAISHAl TREAL SiTh (Frank 2005). $-2]¢] 482
o] Ast g s ske] Ao Soilthe Zlelth &, ZAle] ArkERl AE A5 913 A
A o] A=A 2t 2005 o], 53] 2008\ 0% HgF FH= o] G WFH 51
U Asjste] g Ao EHsih.

ol AAE& o vle e 7KA o7t sitka ok B A1, 54 29| AAET
gk olsf i, ©rEkelA] Xgk fERE HY A EFo] FAgTletL welEd FHI7E HUA] e

=
Aol BlAle B4 Fz Solrk 228 4 vl gl The 29 AEE e Aot $27}
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11) =2 UAAT T2 ALEFo)=71e} R IRR 752 B8 SAEATh FGulgolr] F20A £, AxpAF| o277}
2 AL FRE FulsidA] FEo] HaFh

12) 7FF =l #He A A48Y (2001)0] 4 eEAS W AAgY =dd F-83kal 87t

13) Aol B3lolM 52 o] nje 1Y, 11, 217 Atk 20103 A o] o] Hojm= AR X GojlM thA] Yehb=
A 2B (A AL 3l AFehe S350 2 =03 AT, 2010 10€)
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B7lo] AL L o= = el :dske &9l A Zekth a2y o] ofstE A Hike

AR NEE A 1097 B3 oAl T 3 242 Ba) 44 & 5 Aok, o

710 E 71A] olvk Alggith 6 AAS 82 o8 H o] 24 9 Frank (2010a), oJH&=

T4 1. AREIFLP, “F=A7, “ME” HO{7F & KCNA 7|AL (1997-2010, 7t&5%| 20).
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24 www.kcna.co.jpE 7128 A7} ARk

THZ 12 AR o] ARgo] 20001 OfF 1997 9] ] ko gl ont
20063 o FA| 2R A& BelFH. RIS9] £odl A= 20109 We gl o &2
Ak,

Tz 2 FAFTIEAKCNA) AIEANA LS A sb7] sl A2 22l o]g7)
AAUSPE HFEHAUEA BelFr ) A1 At «HIAE A 02 wWAA7]E vEld F
A2 A ofmeke e, ARG 2 A2 719 fldT 2001'd BAlE AFQ) «FHArelA T

A% A “9lefd JEAR vl 2L Brh 20064 o] FAE Th] S gThs)

rr

14) A7z o] WS 2008 /ML 2 F 7HEITE 94 B4 dilolE 2 sl 74 5 AREE A djbict
AAAR AL 7 dE2RE, 3 §5S B2 7 5 T Ao 2AFYEA (KCNA) 71X T2 HFoiA
Al 7S FAek 28 o Aol 40008 F3HE QY R0 7be yE] e B9 S QI9dth o8 ol
7o)k ol 2009 & 4,852 A2 714 F 935700 AJSATE 2009\ 2720 71ERIE 935:4,852=0.1927; ©] Az}l
4,000 31 771 (RE&R)o] Ha, o]AE 2= FRZ BAISIATE o] oA KCNA 7AKE B4k RE 2
oA o] HaE AFTh

15) 2008d o] % AL tigh AFe] Hauxo| Gt olf= 29 7 F As B4 5 A= 7KK ol ok
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Jzj= 2. ™Y RS B2 KCNA 7|AF (1997-2010, 7HEX| 24).
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J2j= 3. “HMaap, “ZMALALE|FO), “KIE"TF S&Sk= KCNA 7|AL (1997-2010, 7t X| E0{gl).
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B7)E), o Ak Sol thgt 2] 5o o4k ol «8 Aol 27
AE, AH)2, 7)Eo] mFo s 4918k Ao B4 Ho] & g,

4= ¢ltkh (20119 6¢¥ 224 7] AFALS Q183 2g

H1. 1990-2009 Esto| 2o
(S vk USE], %)

+% 3} 29 3} & e 5t CEEN

1990 1,733 - 2,437 - 4170 - —704

1991 945 -455 1,639 - 327 2,584 —-380 —-694

1992 933 -13 1,622 -1.0 2,555 1.1 —-689

1993 990 6.1 1,656 2.1 2,646 3.6 —666

1994 858 - 133 1,242 -250 2,100 - 20.6 —-384

1995 736 - 142 1,316 6.0 2,052 —23 -580

1996 27 12 1,250 -50 1,977 -37 -523

1997 905 245 1,272 18 2177 10.1 —-367

1998 559 -382 883 - 306 1,442 -338 324

1999 515 79 965 9.3 1,480 26 —450

2000 556 8.0 1,413 46,4 1,969 33.0 -857

2001 650 16,9 1,620 14.6 2,270 15.3 -970

2002 735 13.1 1,625 -59 2,260 -04 —790

2003 77 55 1,614 59 2,391 5.8 -837

2004 1,020 31.3 1,837 13.8 2,857 19.5 —817

2005 998 - 21 2,003 9.1 3,002 5.1 —1,005

2006 947 -52 2,049 2.3 2,996 -02 -1,102

2007 918 -3.0 2,022 -1.3 2,941 -18 —1,104

2008 1,130 23,0 2,686 327 3,816 207 —1,556

2009 1,063 6.0 2,351 125 3,414 -10.5 —1,288
Z%3. KOTRA (2010).

B3 7o AGREES AR, opAol BIHY A9(20099 F K 9] 87.8%)°] 3]
FEAoln Fato] 20091 Heke] o] 78.5%E AX|ste] AFE Gl vk 5YL 2%=
A} ok SE 2918 ARelE, HBEU £ F 45% HIES AXele 1 Fa8 £9 wol
disolTh WA 10t) B8 mARTISo R BAll, A%, A7RE, §F, Hepd, iy, W
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Al ig&=7E vk Ad 2 )
ot 2009 7o ® A7 FAgo] mig) 3005 2 olstE AT (2006 IS 19
2,100 9+ 22)). B3] A = AE-S 2009300 A9 42%9] €3 FE (HS IE 25-27)°] 2
I FHE o]o] H]FE E H|FEAE (15.3%; HS Z= 72-83)0] AL A 2 FEAEL (14.1%,
HS 3= 50-63) AUtk &3 T2F 5 7P 39788 22 (20093 +74.4%) -2 5522 7F
= oK AAFelIUth 2009 H3He] F8 FUEFS AT(15.4%), BF=(15.0%), LT3 71AIF
(14.7% KOTRA 2010) itk

BAAR WA E Bstar Bate] aAQl s shs SAAANE S5t st E Eigtel] 7t
A e S JE T GEUth 2011d 69 A, BIASHKPW)E 5 9191 3hol] A7)
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