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Understanding of the
Socialist Planned Economy

1-1 Introduction

Hello listeners. | am Hong Jea Hwan, in charge of the Past and Present of the
North Korean Economy lecture series. I'm delighted to meet you with the lecture
series. This is the first lecture on 'Understanding of the Socialist Planned Economy'.

| mainly study the North Korean economy and inter-Korean economic cooperation as
a researcher. Therefore, | will examine the overall North Korean economy in this lecture
based on my research experience. | hope that the twelve lectures | prepared can help
you.

This lecture aims to help you understand the reality of the North Korean economy.
Officially, North Korea has adhered to a socialist planned economy. However, if you
look into the reality of the North Korean economy, you can spot many characteristics
different from the socialist economy. This does not mean that North Korea has moved
to the market economy.

In this lecture, | will show you how these unique characteristics were formed through
which historical process, how the North Korean economy operates, and what state it is
in.

Before going into the lecture, let's take a look at what you will learn through this
lecture.
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This course consists of 12 lectures. The 1st lecture is on the ‘understanding of the
socialist planned economy’. As | mentioned, North Korea has officially adhered to a
socialist economy. However, because the socialist economy may seem strange to
Koreans living in the capitalist market economy, we must study it. So, we will first
examine the characteristics and issues of the socialist planned economy.

However, most of the countries that advocated a socialist economy now have an
economic system that is quite different from the past. This is the result of reform and
the opening of the economy. Reform and opening happened in more than 30 countries,
including the former Soviet Union, the Czech Republic, Poland, Hungary, Estonia, China,
Vietnam, and Cambodia. Today, we will look at how the economies of these countries
have changed through reform and opening, focusing on the cases of major countries
including the former Soviet Union, China, and Vietnam.

The second and third lectures will focus on changes in the North Korean economy
from the liberation to the 1990s. The second lecture will focus on the period from the
liberation to the 1990s, look at how the North Korean economy was after the
liberation, and how the socialist economy was established in the 1950s and the 1960s.

| will focus on the socialist transformation in the 1950s and how a centralized
planned economy was established in the 1960s. The second lecture is important
because North Korea's socialist planned economy was established during this period.

The third lecture will examine how North Korea's socialist economy changed from the
1970s to the 1990s and why such changes were promoted. We will also study the
economic crisis in the 1990s, known as the 'North Korean famine'.
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The North Korean economy showed decent growth until the early 1960s. | will talk
about this again later. After that, however, the economy suffered from poor growth
until the 1990s, and its aftermath continues to affect North Korea today. This lecture
will examine why the North Korean economy fell into a long-term recession after the
early 1960s and the economic situation.

Entering the 2000s, the North Korean economy showed signs of gradual recovery
from the shock in the 1990s. Since the 2000s, the North Korean economy has been
recovering with modest growth until the mid-2010s.

In the lectures from week 4 to week 7, we will look at the recovery of the North
Korean economy after the 2000s, with four themes. First, themes include economic
reform, marketization, foreign economic relations, and industry. These are the most
important points in understanding the North Korean economy since the 2000s.

As for the economic reform, | will focus on the July 1st Economic Reform Measures,
commonly referred to as the July 1st Measures in 2002, and the financial overhaul
under Kim Jong-un. We will see how the North Korean economy changed through the
two reforms in detail and discuss the similarities and differences between the two
reforms.

Also, the reforms were not consistently pursued with setbacks along the way, which
we will also look at. In addition, | will compare the level of reform in North Korea with
that of China and Vietnam, and forecast how the reform will unfold in the future.

The biggest change in the North Korean economy since the 2000s is, of course,
marketization. You may have heard about the marketization in North Korea through
media reports.
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In the 5th lecture on marketization, | will talk about the background of marketization
in North Korea since the 2000s and how marketization has proceeded and affected the
North Korean economy. | will also look at how North Korea's marketization will unfold
in the future.

In the lecture on foreign economic relations, | will first study the characteristics of
North Korea's foreign economic relations until the 1990s considering that North Korea's
foreign economic relations are different before and after the collapse of the socialist
bloc. Therefore, understanding the foreign economic relations before the destruction of
the socialist bloc will help you know North Korea later.

Then, we will look at North Korea's foreign trade status since the 2000s and how
the expansion of foreign trade affected the North Korean economy. Finally, | will
discuss North Korea's efforts to attract foreign investment.

The 7th lecture is on the industry. We will look at how North Korea's industrial
structure has changed since the 2000s and how industrial policies have been
implemented as well as the status of each industry in the order of light industry,
heavy chemical industry, agriculture, mining, and power industries.

After studying the North Korean economy since the 2000s by topic for four weeks,
we will talk about issues deemed important to understand the North Korean economy
and topics related to inter-Korean relations including sanctions against North Korea,
living standards, demographic changes, inter-Korean economic cooperation, and the
economy of a unified Korea from the 8th to the 12th week.

In the 8th lecture on sanctions against North Korea, we will study them in detail and
how they affected North Korea's trade and economy based on statistical analysis.
Because the sanctions against North Korea have become the most important variable
in the North Korean economy, | plan to take a closer look.
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In the 9th lecture on the living standard of North Korea, we will focus on key
findings of recent research on the living standard of North Korean people. We will first
look at North Korea's per capita GDP and dietary standards, and then plan to examine
North Korea's living standard of living more objectively through international
comparison. By looking at North Korea's living standards through international
comparison, you can check the existing perception of North Korea and other aspects.

The 10th lecture is on demographic changes in North Korea. North Korea's
demographic structure differs from other countries with similar income levels. However,
it is identical to that of middle-income countries that have higher income levels than
North Korea.

The lecture will help you identify the uniqueness of North Korea's demographic
structure and examine the factors contributing to it through international comparison. |
will also show you the forecast for demographic changes in North Korea.

The 11th lecture is on inter-Korean economic cooperation. There have been various
types of inter-Korean economic cooperation for 30 years. We will study inter-Korean
economic cooperation up until now, why it has been pursued, and in what form it has
been developed as well as its achievements, meaning, and limitations.

Lastly, the 12th lecture is about the economy of a unified Korea. Unification is a
grand event that can bring significant changes to the economies of both Koreas.
Unification can serve as a new driving force for the economic development of the
Korean Peninsula, or it can burden the South Korean economy. So, the unification
should be pursued after a sufficient review of possible economic impacts.

With this in mind, we will check what economic aspects need to be considered in
relation to unification, and how economic growth would be after the unification.
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So far, | have introduced the overall content of the 12-week lecture series. | believe
that you now have a grasp on what you will study through the lectures. Now, | will go
into the first topic, Understanding the Socialist Planned Economy, after the break.
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1-2 Characteristics and Issues of the Socialist Planned Economy

Hello, students. Now, let's discuss the characteristics, issues, and limitations of the
socialist planned economy.

South Koreans live in a capitalist market economy. Not just Korea, but most
countries do so. So, not many people have knowledge about the socialist economy that
North Korea has adhered to. Therefore, before studying the North Korean economy, we
need to look at what a socialist planned economy is.

To understand the socialist planned economy, we should first talk about its
characteristics. The characteristics of the socialist economy are in stark contrast to
those of the capitalist economy in terms of ownership of production means and
economic coordination mechanism.

This is most evident in the classical form of the socialist economy, the economic
system under Stalin in the Soviet Union in the 1920s. Let's examine the two
characteristics one by one.

The first one is the ownership of the production means. You probably know what
the means of production are, like machines, land, buildings, and transportation means.

However, private ownership of these production means is prohibited in the socialist
economy. In other words, an individual cannot own these things. Then, who can own
the means of production? They can only be owned by the state or organizations such
as cooperative farms. Thus, under the socialist economy, all production activities are
performed in state-owned enterprises or cooperative farms. Private companies like
Samsung and LG cannot exist.
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Then, an individual cannot own anything? Private ownership is allowed only for
consumption purposes. You can have a TV, refrigerator, bicycle, food, and so on at
home. How about the house? It is also owned by the state and cannot be owned by
individuals.

Now, let's look at the second characteristic of the socialist economy. It is related to
the economic coordination mechanism, which operates in a centralized planned
economy. Simply put, the economic coordination mechanism decides how to allocate
production factors such as labor and capital or commodities.

How are they allocated in the market economy? Resources are allocated according to
market prices.

Then, what would play such a role in a socialist planned economy? The state does.
The state decides what kind of product and how many products to produce and the
entire process, from establishing a production plan to distributing made products.

In other words, the state orders companies to make certain products and how much,
and supplies all materials and funds necessary for production. The state also
determines the workforce required to operate companies and allocates an appropriate
labor force to companies.

Companies make products using production factors provided by the state, which are
supplied to places determined by the state plan. The price exists even in a socialist
planned economy but is not decided by supply and demand like in the market
economy. The state pricing authority also sets prices.

Under this system, companies cannot decide what and how much to produce and
sell, as in a market economy. In the socialist economy, companies are just production
sites that execute orders from the state.
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So far, we have looked at two key characteristics of the classical socialist economy:
the prohibition against private ownership of the production means and the centralized
planned economy system.

However, the socialist economy with these characteristics has fundamental problems
in many aspects, judging from the past experiences of socialist countries. Let's look
into this.

First, resource allocation could be more efficient. As studied in microeconomics, the
market economy allocates resources efficiently through the price mechanism. As a
result, an appropriate amount of resources can be assigned to each sector.

However, the socialist economy allocates resources through policy decisions of the
state instead of the price mechanism. The thing is, it is difficult to expect the planning
authority to systematically grasp the huge economic system of a nation, establish
plans, and operate them efficiently.

To do that, the state must have accurate information about all aspects of the
economy, but it is practically impossible. In a small society, that might be possible.
However, in a complex society like a modern state, it is practically impossible for the
state to figure out and decide everything related to the economy.

Thus, the socialist planned economy faces the problem of improper distribution of
resources to each sector. As a result, some sectors receive too many resources,
wasting resources, and others need more help.

Second, economic players in the socialist economy do not have enough economic
incentives to increase production. According to economics, this is because of the
principal-agent problem caused by information asymmetry.
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Here, the state is the principal, and companies are the agents. The state expects
companies to achieve their target output using minimal resources efficiently. The state
will expect companies to do their best for the country.

How about companies? They may want to do their best for the country, but they
may not. If there is no reward even when they do their best, they may do the job
halfheartedly. How would companies act in this situation? They would reduce their
capacity when reporting to the planning authority. Then, the state would give a lower
production target. At the same time, companies are incentivized to request more
materials, facilities, and labor than necessary, because this would help them meet
production targets.

The planning authority, i.e. the state, also knows that companies would act this way.
However, since the state cannot know the internal situation of companies accurately,
the state has limitations in acting properly due to information asymmetry, like the
terminology | explained. As a result, more production inputs are provided to companies,
while producing less. Simply put, production becomes less efficient.

The classical socialist planned economy also has an issue of soft budget constraints.
The term “soft budget constraints"may sound unfamiliar. It means that when a
company makes a profit, the state collects it, and when a deficit occurs, the state
makes up for it.

How would companies act in this situation? They would not do their best to make
profits. Also, they would only do their best to reduce a deficit if it would not lead to a
company's bankruptcy. In this environment, corporate performance is likely to be
hampered.

Lastly, in the classic socialist economy, authorities have incentives to act on a
departmentalism basis. Departmentalism means an organization only considers its
situation, not its other counterparts.
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The cooperative production discipline should be upheld for a planned economic
system to function properly. The system can function properly only when companies
supply the right amount of products promptly to other companies in need of their
products.

However, each company may only aim to meet its production target and pay little
attention to other companies that may suffer from disruptions in production if
products are not supplied on time. If this perception prevails throughout the economy,
in other words, if departmentalism prevails, the planned economy system will not
function properly and inevitably fall into serious dysfunction.

So far, we have looked at some problems in the socialist planned economy. The
socialist economy has many issues besides mentioned ones, which began to appear in
countries that adopted socialism.

The Soviet Union and the socialist countries of the Eastern Bloc became aware of
this problem in the mid-1950s. These countries recognized the need to address these
issues and set out to promote changes.

They introduced the market mechanism to enhance the efficiency of resource
distribution, granted autonomy to companies to provide economic incentives for
production activities, and alleviated the prohibition of private ownership by partially
allowing private companies. However, these reforms' scope, direction, and speed
differed by time and region.

After the break, we will look at how the reforms were carried out in the socialist
economy, focusing on three countries.
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1-3 Economic Reforms in the Former Soviet Union

Hello students. So far, we have studied the characteristics and problems of the
socialist economy. Now, we will study how the reform of the socialist economy was
carried out, focusing on two major reform measures of the economic reform in the
former Soviet Union, as | mentioned.

The first is the Kosygin reform in 1965. This reform was named so because it was
carried out under the leadership of Kosygin, then chairman of the Council of Ministers
of the USSR.

Let's first look at the background of the reform. In the 1960s, the Soviet Union's
economic performance was declining. According to official statistics from the former
Soviet Union, the economic growth of the USSR averaged 10.3% per year between
1951 and 1960, but slowed significantly down to 6.5% between 1961 and 1964.

In fact, 6.5% is still quite high, but you need to consider that the statistics of
socialist countries were often exaggerated in the past. As the growth rate slowed, the
need for reform came to the fore, eventually leading to economic reform.

Then, what was changed specifically? First of all, the planning indicators imposed on
companies by the state were significantly reduced to eight, and profit and profitability
emerged as performance indicators. So, companies needed to make efforts to make a
profit, going beyond simply producing the target output given by the state. We can
say that this was a desirable measure in terms of enhancing the efficiency of
corporate production.
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As for new investments of companies, the portion of expenditures from the state
budget was reduced, and companies started to come up with funds with their profits
or long-term credit. Giving bonuses to workers with the profits became possible. This
was to help strengthen workers' production incentives to motivate them to work
harder.

Price reforms were also implemented, but more was needed to liberalize prices. As
profit and profitability emerged as performance indicators, the focus was on realizing
costs so companies could profit.

If a state sets a product price too low, a company that makes the product will not
make any profit even if it does its best. The price reform measures corrected this.
However, it means that bureaucrats still arbitrarily set prices after the reform.

However, the Kosygin reform did not change the prohibition against ownership of the
production means. Private ownership of the production means remained the same. The
reform only tried to change the economic coordination mechanism, such as
strengthening corporate autonomy.

The Kosygin reform can be said as a 'partial reform' in that it only promoted partial
improvement while maintaining the basic framework of the planned economy. The level
of this reform was not very high. Still, it did not succeed because it encountered many
resistances and obstructions.

The second economic reform case is the radical economic reform of Russia in the
1990s after the collapse of the former Soviet Union. To understand this, you first need
to know the background and the situation of the former Soviet Union in the late
1980s.
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Back then, Gorbachev was attempting partial reforms or reforms within the system.
But the attempted change was greater compared to the 1965 Kosygin reform.
Corporate autonomy was greatly expanded, and private production activities were
allowed with some limits, resulting in the emergence of non-state-owned enterprises. In
addition, unlike the Kosygin reform, some changes took place regarding the ownership
of the production means.

However, these reforms were not that successful either. This is because insider
control occurred under the circumstance that corporate autonomy was expanded
without enough institutional mechanisms to regulate companies. You may not be
familiar with the term ‘insider control. For example, company members like managers
and workers colluded and acted for their interests by distributing excessive dividends
or selling machines.

As the partial reforms failed to produce results, many started to think that more
radical reforms were inevitable. So radical reforms were attempted in the early 1990s,
right after the dissolution of the Soviet Union.

What changes did the radical reforms bring? First, prices of goods and services were
liberalized, and the centralized resource allocation system was abolished. The heart of
the reform was the privatization of large state-owned enterprises. Of course, the
privatization of small and medium-sized enterprises was also promoted. Changes were
actively pursued in terms of the ownership of the production means.

Many state-owned enterprises were privatized as a result. As of 1995, the private
sector accounted for about 70% of Russia's GDP. The privatization of state-owned
enterprises was carried out in a very radical form.
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By the way, privatization was mainly achieved by selling state-owned enterprises to
company managers or workers. With this insider-centered privatization, the structure
became difficult to monitor and control from the outside, causing problems similar to
insider control during partial reforms in the 1980s. Therefore, if you see the reforms
from this viewpoint, Russia's radical privatization policy is considered unsuccessful.

We have looked at the economic reforms in the former Soviet Union. After a break,
we will study China's economic reform.
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1-4 Economic Reforms in China

Hello again. We have looked at the economic reforms in the former Soviet Union.
Now, we will study China's economic reforms that have been implemented since 1978.

As you know, China has promoted reform and opening since 1978 and successfully
transitioned to a socialist market economy, achieving steady economic development.

Given that North Korea has referred to China's reforms, learning about China's
economic reform can help you better understand changes in North Korea. Because of
the time constraints, we will focus on corporates in China's economic reforms.

The early stage began with agricultural reform. The key to agrarian reform was
dismantling collective farms and converting them into family farms.

The collective farm system cannot give enough production incentives to individual
farmers. Farmers tend to free-ride rather than work hard in such circumstances,
reducing productivity.

The agricultural reform dismantled that system and converted it to family farms,
leading to the rapid growth of China's agricultural production. This was possible
because farmers became more active in production activities. Thanks to this increase in
agricultural productivity and farmer income, the reforms could get support from
farmers that accounted for the overwhelming majority.

Now, let's look at corporate reform. A key feature of China's early corporate reforms
is 'Devolving (##£) & Sharing Profits (GE#I)". Here, 'Devolving (&#) refers to
expanding the autonomy of corporate management. 'Sharing profit (ZE#I)' means a
company can reserve and use profits. In other words, China's early reforms focused on

expanding corporate management autonomy and strengthening economic incentives.
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Let's look into that in more detail. Measures to expand corporate management
autonomy include reducing the proportion of the planned sector, state-owned
enterprises to produce and sell outside the plan, introducing the 'labor contract
system', and granting the right to determine wages.

Unplanned production literally means production that is outside of the production
plan assigned to companies by the state. Until then, companies conducted production
according to the state order but became able to produce other items while carrying
out state orders. Also, production targets set by the state were lowered than before.

You can easily understand the labor contract system if you compare it to the lifelong
employment system. Until then, workers had to work in the workplaces assigned by
the state for all their lives. Workers did not have the freedom to choose a job or
change jobs.

However, workers could enjoy more freedom in choosing their workplace in the
1980s. Workers became able to choose their jobs. In 1983, the labor contract system
was introduced for new workers. From then, the workers started to sign a contract
that stipulated the contract period and working conditions. The labor contract system
was later extended to existing lifetime employees as well.

In addition, granting the right to determine wages means that state-owned
enterprises became able to decide wages that had been managed and controlled by
the state.

Now, let's look at changes related to economic incentives. The changes are made
because companies became able to reserve corporate profits that used to be given to
the state.
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The 'Profit Reserve System' was first introduced. Then, as the title suggests,
corporates could reserve some of the profits within the company and use them later.
It was a big change because corporates had to return all the profits to the state.

The internal reserves can be reinvested or paid to workers as bonuses. Thus, the
introduction of the Profit Reserve System could motivate companies and workers with
economic incentives.

In 1983, the ‘Profit to Tax System (FI##i)was introduced instead of the Profit
Reserve System. The Profit to Tax System means that companies became able to
reserve all the profits after paying taxes according to the specified tax items and
rates. The Profit Reserve System allowed companies to retain some of their profits, but
the Profit to Tax System allowed companies to retain all the profits after paying taxes.

However, issues were found related to the Profit to Tax System, such as the tax
rate being set too high and the possibility of randomly determining the tax rate. Thus,
in 1987, the Contract Management Responsibility System was introduced. As a result,
companies could reserve remaining profits after paying taxes and the contracted profit
and had to take responsibility if the acquired gain was not achieved.

You don't need to know the details of each system we've looked at so far. The key
is to understand in what direction the reforms were implemented. As mentioned earlier,
you just need to understand that China's early reforms focused on expanding corporate
management autonomy and strengthening economic incentives.

Now, what changes were there with the ownership of production means in the early
days of China's economic reforms? Was private ownership allowed?
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In the beginning, it was mostly the same. In the early 1980s, establishing private
companies with seven or fewer employees was allowed, and in 1988, establishing
private companies with eight or more employees were permitted. However, only small
private companies were allowed because one person could own personal companies. So,
the private sector accounted for a small share of the economy in the 1980s.

Actually, a change you need to focus on related to the ownership of the production
means is township enterprises than private companies. In the early days of reform, the
Chinese government did not reform the ownership of state-owned enterprises. In other
words, it did not privatize state-owned enterprises.

The Chinese government encouraged the establishment of collectively owned
enterprises besides state-owned enterprises. Among the collectively owned enterprises,
township and village enterprises in rural areas played a key role compared to urban
collectively owned enterprises.

Then, what is the township and village enterprise? Township and village enterprises
refer to enterprises established by farmers in rural areas of towns and villages.

Because the township and village enterprises are jointly invested and managed by
villagers, they fall under the collectively owned enterprise. In reality, they were more
like private companies. Since there were many restrictions in establishing private
companies in the early days of reforms, many were based in the form of township and
village enterprises.

The emergence of township and village enterprises was meaningful in several
aspects. First, | mentioned agricultural reform in the early stages of reforms. Then, as
agricultural productivity improved, plenty of rural surplus laborers were generated.
Township enterprises used these surplus laborers, and as a result, they played a key
role in narrowing the income gap between cities and rural areas.
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The township enterprises contributed considerably to the industrial development in
the early stages of China's economic reforms. The share of township enterprises in
China's total industrial output increased significantly from 14.6% in 1985 to 27.8% in
1996. Its share in the industry has doubled in about ten years.

The number of workers employed by township enterprises also increased rapidly. If
you see this table, the number of workers in township enterprises more than tripled
from 30 million in 1980 to 955 million in 1988. Compared to other enterprise
categories, the number of workers has grown much faster. Many township enterprises
were established and rapidly developed in the early days of China's reform and
opening.

Township and village enterprises also played a role in revealing the inefficiency of
state-owned enterprises. This helped state-owned enterprises improve their
inefficiencies. In other words, it catalyzed improving state-owned enterprises.

To sum up, although there were some changes in the ownership of the production
means until the 1980s, reforms were carried out mainly with a focus on expanding
corporate autonomy and strengthening economic incentives.

The 1990s started to witness changes in terms of ownership. Let's take a look at
the changes in detail. First, in the early 1990s, private companies owned by two or
more people were permitted. So, it became possible for several to raise funds and set
up a company. As a result, the establishment of private companies became active.

Also, the privatization of collectively owned companies including township and village
enterprises as well as small and medium-sized state-owned enterprises was
encouraged. Under the policy of "maintaining large SOEs and privatizing small SOEs",

the Chinese government focused on reforming medium and large SOEs, while
privatizing or dismantling small SOEs. As a result, the share of private enterprises in

the economy increased rapidly in the 1990s.
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A more important change is that the introduction of modern corporate systems,
including the stock company system, was in full swing. It's a bit complicated, but let
me briefly explain it.

First, major SOEs were converted into stock companies and listed on the stock
market. In addition, organizational units such as a chairman, board of directors, general
meeting of shareholders, and auditor were established inside the company. A
state-owned asset management company was established and started operating SOEs
by breaking away from how government ministries manage and supervise SOEs.

So, the authority of management has been strengthened, while the role of the state
and the party has decreased. As a result, socialist SOEs were converted into a form
similar to public enterprises in the market economy.

So far, we have looked at China's economic reforms very briefly, focusing on
corporate sector reform. The most distinctive feature of China's economic reforms
would be that reforms were carried out in a gradual manner.

As you see here, the government expanded management autonomy and strengthened
economic incentives of SOEs in the early stages, and promoted reforms in the
ownership system such as corporate restructuring and privatization in the 1990s.

This gradual reform is not unique to the corporate sector. For example, price
liberalization was promoted slowly while maintaining the dual pricing system, in which
official and market prices coexist for a considerable period. As a result, unlike many
countries that faced inflation during the transition, China did not experience serious
inflation, thanks to step-by-step reforms.

So far, we have looked at the economic reforms in China. After a break, we will
study Vietnam's economic reforms.
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1-5 Economic Reforms in Vietnam

Hello. We have looked at China's economic reforms. Now, we will look at the
economic reforms in Vietnam following the cases of the Soviet Union and China.

Have you ever heard of the term ‘Doi Moi? Vietnam's economic reforms since 1986
are commonly referred to as ‘Doi Moi'. It means ‘reform’'in Vietnamese. Vietnam's
economic reforms have been in full swing since 1986 under 'Doi Moi'.

But there were a few attempts at reforms before that. In 1979, the reform called
the ‘New Economic Policy'was attempted within the system at an elementary level. Let's
look into it.

The plans were divided into three types: A, B, and C. Type A corresponds to the
traditional plan. Enterprises produce products ordered by the state. Types B and C are
slightly different, but they are similar in that companies can purchase materials from
the market and produce and sell products regardless of the state plan. As types B and
C were newly introduced, the scope of the traditional plan became smaller, and
production and sales besides the state plan became possible.

At the same time, agricultural reform was carried out. | mentioned that agricultural
reform was carried out in the early days of China's economic reforms, and Vietnam
also did that first. The direction was similar. In 1981, the Vietnamese government
introduced the ‘Agricultural Product Contract System'and allowed family farm-centered
farming.

Farmers had to provide a certain part to the state procurement but could sell the
remaining products. This gives farmers an incentive to produce more. Thus, agricultural
production increased.
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However, macroeconomic instability persisted after these reform measures. The
biggest issue was unstable prices. This resulted in a setback of reform measures
between 1983 and 1984. The planned economy was reinforced again.

However, as economic difficulties continued, such as hyperinflation in 1985 even after
reform measures were withdrawn, the Vietnamese government implemented ‘Doi Moi'in
1986. The government started to push the reforms. Then, what kind of changes did
‘Doi Moi'bring? Let's focus on the corporate sector.

In the early days, it implemented measures to expand the autonomy and efficiency
of corporate management. To be specific, the government allowed companies to set
their own production and management plans. It actually abolished the traditional
planning system. It also gave companies autonomy over finances and labor
management. For example, companies could reserve profits after paying a certain
amount to the state and budget constraints of SOEs were reinforced by removing
state subsidies.

Restructuring of SOEs was also promoted from the beginning of the reform. The
Vietnamese government also inspected SOEs from 1990 and conducted mergers,
acquisitions, and liquidations of insolvent SOEs, greatly reducing the number of
enterprises. In addition, the restructuring of human resources was also achieved. As a
result, the number of SOEs and employees decreased.

The figure shows the number of SOEs in the industrial sector of Vietnam from the
late 1980s to the early 1990s. You can see that the number of SOEs was reduced
greatly in the early 1990s. In particular, the number of local SOEs decreased
significantly. Although the number of central SOEs was reduced, the decrease in local
SOEs seems much larger.
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This figure shows the change in the number of workers in SOEs in the industrial
sector of Vietnam from 1976 to 1998. You can see the number of workers declined
around 1990.

Still, compared to the decrease in the number of SOEs, the decrease in the number
of workers in SOEs seems relatively small. Why? This is because many local SOEs were
closed and they had a small number of employees.

Like this, the restructuring of SOEs from the beginning of reform in Vietnam is
different from China's economic reforms. In China, intensive restructuring took place
only in the late 1990s, after reforms had already progressed to some extent.

The figure shows the number of SOEs in China's industrial sector. You can check
that the number of SOEs declined significantly only after the mid-1990s, especially
around 1998.

One of the key points in corporate reform is to legalize private companies. This
shows whether the government allows private ownership of the production means.
Then, when did the legalization of private enterprises happen in Vietham?

Legally, private companies were legalized through the enactment of the Private
Enterprise Act in 1990 and the constitutional amendment in 1992, Still, establishing
private enterprises could have been more active in the 1990s. This is because of
discrimination against private companies and severe regulations on start-ups. Then, with
the enactment of a new Enterprise Act in 1999, start-up rules were greatly
streamlined, and the development of private enterprises became in full swing in the
2000s.

The privatization of state-owned enterprises has been carried out since 1999.
However, like in the Chinese case, privatization was promoted mainly among small
SOEs.
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| already mentioned that China witnessed the rapid growth of township and village
enterprises in the early stages of reform before reforming the ownership system, and
this played a key role in the success of China's reforms. How about Vietnam?

In Vietnam, non-state-owned enterprises such as township and village enterprises
grew slowly. The rapid growth of township enterprises in China is an exceptional case.
The absence of enterprises that play a role like China's township enterprises is one of
the main reasons why Vietnam's industrial development lagged behind China in the
early stages of reform.

Let me summarize the first lecture on 'Understanding of the Socialist Planned
Economy.'

We studied the characteristics of the socialist economy. The biggest characteristic is
that the state prohibits private ownership of the production means and operates in the
form of a centralized planned economy. | hope you will listen to future lectures with
this part in mind.

We also looked at the limitations of this socialist planned economy. What were they?
First, | pointed out that resource allocation is not very efficient. Second, economic
players in the socialist economy do not have enough economic incentives to increase
production.

The third problem is the soft budget constraints. | also pointed out that
departmentalism is likely to appear and this also is one of the limitations of the
socialist economy.

Socialist countries did recognize these problems. So, they started to develop
improvement measures when the economic situation worsened. There are many cases
of economic reforms, but we focus on reforms in the corporate section in the former
Soviet Union, China, and Vietnam.
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Reviewing those reforms' results, you can spot two key points. One is to reduce the
proportion of the centralized planned economy and expand corporate autonomy and
the role of the market.

The other is to privatize state-owned enterprises and allow the establishment of
private enterprises. In other words, it allows private ownership of the production
means. However, through the case studies of the three countries, you can see that the
speed and direction of such changes may differ depending on the circumstances of
each country.

Now, | think you understand what the socialist planned economy is, and what
historical paths the socialist countries walked on after adopting the socialist planned
economy.

Based on what we learned today, we will study the past and present of the North
Korean economy in the next lecture. Therefore, if you remember what you have
learned today, it will be easier to understand the next class.

Let me end the first lecture here. In the second lecture, we will study how North
Korea's socialist planned economy was formed immediately after liberation until the
1960s. I'll see you in the next lecture. Thank you.
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