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The North Korean Economy from the
Liberation to the 1960s

North Korea's Economic Situation and Economic Policy

2-1

after the Liberation

Hello. | am Hong Jea Hwan and will deliver the lecture series called Past and Present of
North Korean Economy. This is the second lecture about the ‘North Korean Economy
from the Liberation to the 1960s'.

In the last lecture, we focused on what characteristics and problems of the socialist
planned economy are, and how socialist countries such as the USSR, China, and
Vietnam pursued reforms to overcome those problems. So, we focused on studying
basic knowledge before discussing the North Korean economy.

From this lecture, we will look at the North Korean economy in more detail. We will
discuss the North Korean economy from the liberation to the 1960s.

In this period, North Korea built the planned economic system. Through this lecture,
you will be able to better understand how and in what form North Korea's socialist
planned economy system was established.

Understanding how North Korea's socialist economy was formed will help you to
understand upcoming lectures. It is very important to know how the North Korean
economic system was formed in the early days and how it has changed to understand
today's North Korean economy. | hope you keep these points in mind when listening to
this lecture.

28




0|>21I9=| Q%‘f

BHg

Also, we will look at North Korea's economic performance during this period. During
the period covered by this lecture, North Korea seemed wealthier than South Korea.
However, it isn't easy to imagine if you see today's economic situation. Thus, we will
examine how much North Korea was economically better than South Korea and why.

The first thing to look at is the North Korean economy immediately after the
liberation. We need to examine the situation immediately after liberation to check the
initial economic conditions of North Korea.

Upon the liberation in 1945, which side had the higher income level, the North or
the South? Considering the current situation, many would think that the southern area
was wealthier because the two Koreas have a significant gap in economic power now.
North Korea's per capita income level is less than 5% of South Korea's. | will talk
about this again.

However, if you see the findings that researchers in Korean economic history
estimated using statistics from the pre-liberation period, the northern area had a
higher income level than the southern area.

This graph shows GDP per capita in northern and southern areas in the pre-liberation
period. You can see that the income levels of the two sides were similar until the
1920s. Then, the gap widened after the 1930s. This is because the income level of the
northern area rose rapidly compared to the southern area after the 1930s.

As a result, in 1943, the per capita GDP of the South was KRW 1.19 million, while
that of the North was KRW 1.74 million. The GDP of the northern area was almost 1.5
times more than that of the southern area. We cannot know the exact economic
situation in 1945 because statistics are only made until 1943, but | think that the gap
remained quite similar in two years. So, we can estimate that the income level of the
northern area was about 1.5 times that of the southern area upon the liberation in
1945,
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Then, why did the income level rise rapidly in the North after the 1930s?

This is because Japan, which colonized Joseon at the time, built many large-scale
heavy chemical factories in the northern area, especially in Hamgyeong-do, in the
1930s.

For example, Japan Nitrogenous Fertilizer Company established Joseon Nitrogen
Fertilizer Company, which had the world's third-largest fertilizer production facility, in
Heungnam, Hamgyeongnam-do.

If you divide the production volume of the heavy industry right before liberation by
the side, the northern area accounted for 80%, and the southern region accounted for
20%. As for the production volume of the light industry, the north area accounted for
30%, and the southern area 70%.

How about agriculture? The southern area accounted for the most. To sum up, the
northern area was dominant in heavy industry, and the southern area was dominant in
light industry and agriculture. Due to the concentration of highly value-added heavy
industry in the northern area, its economy grew faster than that of the southern area.

Why did Japan construct such large-scale industrial facilities in Joseon? The biggest
goal must be to procure the materials necessary for war. Japan started the Manchurian
Incident, the Sino-Japanese War, and the Pacific War in the 1930s, it was in need of
military supplies and tried to produce some in Joseon.

Then, why did Japan build most of the new industrial facilities in the northern area?
It is because the northern area had more power generation facilities and underground
resources than the southern area.
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As shown in the figure, as of 1944, right before liberation, the North accounted for
96.4% of electricity generation, while the South accounted for 3.6%. This is because
most of the power generation facilities were in the North. Also, major minerals
necessary for the heavy chemical industry, such as coal, tungsten, and iron ore, were
in the North.

Our review shows North Korea had better economic development conditions than
South Korea during liberation. But, of course, it just means that North Korea was
relatively better off than South Korea, and it does not mean that North Korea was
advantageous for economic development.

First of all, the economic development level in colonial Joseon was not very high.
Although there was some industrialization, the share of the industry was small in the
overall economy, and near the end of the colonial period, Joseon suffered greatly from
the several wars Japan started after the 1930s.

Also, the division of labor between Japan and Joseon was severed after the
liberation. As the division of labor with Japan took up a high proportion before
liberation, the impact was huge. In addition, the two Koreas also had to suffer from
the broken division of labor between the North and South since the Korean peninsula
was divided soon.

As mentioned earlier, heavy industry developed in North Korea, and light industry and
agriculture developed in South Korea, creating a division of labor. The severing of these
economic ties put a significant burden on both Koreas.

Under this circumstance, North Korea pursued the transition to a socialist planned
economy system. The first step was land reform. You are well aware of the land
reform in South Korea after liberation. North Korea carried out the land reform in early
1946 before South Korea. The land reform was in the form of uncompensated
confiscation and free distribution.
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‘Uncompensated confiscation and free distribution’ means that the land was taken
away without compensation from landowners and distributed to the landless farmers
for free. Tenant farmers who had rented other people's land and paid high rent must
have liked it very much.

The object of confiscation was the land owned by a landlord who owned more than
5 Jeongbo (49,586m2). Even when the landlord owned less than 5 Jeongbo, the land
was confiscated if the landlord had given their land for tenant farming. Tenant farming
may sound unfamiliar. It refers to lending land to farmers in exchange for rent.

The landlords whose land was confiscated without compensation must have been
very dissatisfied. That could lead to conflict. To avoid disputes between landlords and
farmers, the North Korean authorities made the landlords who had their land
confiscated move to other areas and received the distributed land. However, many
landlords migrated to South Korea instead of staying in North Korea.

Back then, there were many tenant farmers and small-scale farmers who did both
independent and tenant farming. This ‘uncompensated confiscation and free
distribution’land reform must have helped the Kim Il-sung regime in getting the North
Korean people's support.

In 1946, the nationalization of key industries was also promoted, together with land
reform. It confiscated and nationalized 1,032 factories, business sites, mines, power
plants, and banks owned by Japanese and pro-Japanese groups. These accounted for
90% of industrial facilities at the time. That is, most of the industrial facilities became
state-owned immediately after the liberation. For your reference, | used the term
‘business site’, which is a North Korean term for a company.
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Meanwhile, it did not confiscate companies owned by Koreans who were not
pro-Japanese. They were generally small in size. At that time, commercial and industrial
activities of individuals were allowed in North Korea. Thus, individuals could continue
their commercial and industrial activities in non-confiscated industrial facilities.

In 1946, land reform and nationalization of industrial facilities were implemented. Still,
it is difficult to say that a socialist economic system was established.

In the last lecture, | said that the core of the socialist economy is to prohibit private
ownership of production means. Of course, most of the industrial facilities were
nationalized, but as you saw, some private commerce and business also existed. In
addition, private ownership was granted for land distributed through agricultural land
reform.

Therefore, it seems more appropriate to say that North Korea was entering a
transitional stage toward a socialist economy through land reform and nationalization,
rather than they set up a socialist economic system.

In 1947, the transition to the socialist economy was further advanced. First, a joint
company of private businesses was greatly encouraged. It is a cooperative that
combines several private companies, called a collaborative production company.

Private ownership of the production means was recognized in these joint production
companies, but the joint companies should use the means of production together.
Thus, mutual companies partially had socialistic characteristics.

Further steps were taken in the agricultural sector to create socialist cooperative
farms. A representative example is the organization of several ‘Sogyeori Group'in every
village. ‘Gyeori’ refers to a plow drawn by a yoke of two oxen. People were encouraged
to share cows in the Sogyeori Group. So, it was the common use of means of
production, draft animals.
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Meanwhile, North Korea promoted economic development more actively from 1947. In
turmoil before and after liberation, North Korea's industrial production in 1946
decreased by 71.7% compared to 1944. However, North Korea promoted economic
development, grew rapidly between 1947 and 1949, and restored the production level
before liberation in 1949,

How could the North Korean economy recover so quickly during this period? First, as
seen earlier, North Korea's electricity situation was better, and it had more industrial
production facilities than South Korea.

Second, the Soviet Union provided economic and technological aid. The USSR
provided large-scale economic aid to North Korea until 1949. In addition, several Soviet
technical advisors were stationed in North Korea for each industry.

So far, we have discussed North Korea's economic situation and policies immediately
after liberation. After a break, we will look at the North Korean economy in the 1950s.
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North Korean Economy in the 1950s:
Transition to the Socialist Economy

2-2

Hello again. So far, we discussed North Korea's economic situation and economic
policies immediately after liberation. Now, we will look at the North Korean economy in
the 1950s.

As mentioned earlier, the North Korean economy was showing signs of recovery
since 1947. However, North Korea started the Korean War which lasted for three years
in 1950, and it drastically damaged the North Korean economy. The War was
devastating to both Koreas.

First, let's look at the casualties. Although inaccurate, 1.65 million, including 550,000
North Korean soldiers and 1.1 million civilians, were estimated to be killed or missing
during the Korean War. The population of North Korea at the time was about 10
million or less, so more than 15% of the people lost their lives or went missing during
the war.

For your reference, the casualties of South Korea were about 1.15 million including
990,000 civilians and 160,000 soldiers. Two Koreas suffered from the death of about 3
million people. The Korean War was a great tragedy for both North and South Korea.

The material damage caused by the Korean War was also very serious. It is
estimated that 8,700 factories and enterprises, 600,000 houses, 5,000 schools, and
10,000 hospitals and clinics were damaged in North Korea. As a result of the severe
human and material damage caused by the war, North Korea's industrial production
was greatly reduced. As you saw, industrial production recovered its pre-liberation level
in 1949 but was severely reduced again due to the Korean War.
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Then how much production capacity did North Korea lose after the Korean War? This
table summarizes the statistics on industrial production for 1949, 1951, and 1953. It
shows the production level in 1951 and 1953, with the production capacity in 1949 set
at 100. You can check how much North Korea's productivity decreased due to the
Korean War.

If you see here, the production volume of North Korea was reduced by 64% in
industry and 76% in agriculture in 1953 compared to 1949. The industrial production
volume decreased to 47% in 1951 and then recovered. You can assure that the
Korean War had a significant impact on North Korea's industrial production capacity.

The table also shows that the scale of damage varies greatly by the industrial sector.
For example, the production volume of the fuel industry and metallurgical industries
production volume, which extract metal from ore, dropped to 10% of the pre-war level.
The industrial production base was almost destroyed, literally. On the other hand, the
production of the spinning industry increased significantly. The same goes for machine
building and metal processing.

Finally, the Armistice Agreement was signed in July 1953. The truce has continued to
this day for 70 vyears since then. After the Armistice Agreement, North Korea
embarked on postwar recovery. From 1954 to 1956, North Korea promoted a
three-year plan for national economic recovery and development. The plan aimed at
restoring industrial production to the pre-war level in 1949 through post-war recovery
projects.

North Korean economic policy during the post-war recovery period had two
characteristics. One was the priority of heavy industry policy, and the other was the
transition to a socialist economy. Let's look at them one by one.
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First, let's discuss the promotion of the heavy industry-first policy. At the time, the
official North Korean policy was “Heavy industry first and simultaneous development of
light industry and agriculture”. At a plenary meeting of the Central Committee of the
Party held in August 1953 to determine the direction of North Korea's post-war
recovery, Kim ll-sung made the following remarks.

“In post-war economic construction, we should move toward simultaneous
development of light industry and agriculture while prioritizing recovery and
development of the heavy industry.”

The wording could be clearer. He mentioned the priority on the heavy industry and
simultaneous development of light industry and agriculture, but “priority” and
“simultaneous” do not go well together. So, despite the wording, what the North
Korean authorities intended was the policy that prioritized heavy industry. This is
evident just by looking at how much the industrial investment took up in the national
budget.

Today, North Korea rarely releases its official statistics. So researchers have difficulty
studying the North Korean economy and understanding its reality. In terms of North
Korea's economic growth rate, we generally use the estimate by the Bank of Korea
instead of the rate announced by North Korea. You will see this later.

However, the North Korean government published some statistics until the early
1960s. So we can check statistics in the 1950s. From 1954 to 1956, investment in
the heavy industry accounted for more than 80% of North Korea's industrial
investment. In other words, the investment in the light sector accounted for less than
20%. The amount invested in agriculture also fell far short that invested in heavy
industry.
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Contrary to the remark, ‘heavy industry first and simultaneous development of light
industry and agriculture’, North Korea did prioritize heavy industry. Then, why did Kim
ll-sung speak so vaguely?

Its was conscious of the resistance of the North Korean people. Would they welcome
the heavy industry-first policy? No, they would not. North Korean people would have
expected to restore light industry and agriculture first because it was difficult to make
a living after the war. That's why the ambiguous wording was used to give the
impression that light industry and agriculture were also regarded as important.

Now, let's discuss the second characteristic of North Korean economic policy, the
transition to socialism, during the post-war recovery period. Of course, we already
checked that the transition to socialism was made gradually in agriculture, commerce,
and industry before the Korean War in the late 1940s.

As for agriculture, private ownership of distributed land was allowed, but transitional
measures were taken to realize socialist cooperative farms. In addition, most of the
production facilities had already been nationalized. There were some private commerce
and industry, but it was encouraged to convert them into cooperatives.

These movements became stronger in promoting post-war recovery after the Korean
War. Of course, the entire country was devastated by the war, but this was
advantageous to the North Korean government when pushing the transition to a
socialist economy. Why?

It would have been difficult for individuals to restore rice fields or irrigation facilities
damaged during the war. All the residents had to recover them together, and the
North Korean authorities took advantage of this to promote cooperative farming. The
promotion of cooperative farming was also included in the three-year plan for national
economic recovery and development.
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There were three types of cooperative farming. However, nearly 80% of collective
farming chose type 3, the most socialistic of the three types. Under type 3, people
combine the land, livestock, and farm equipment in the cooperative farm, work
together, and receive the distribution according to the amount of labor.

Earlier, while looking at the late 1940s, | mentioned the ‘Sogyeori Group'. If you
compare cooperative farming to this 'Sogyeori Group', you can see that socialist
transformation progressed further, because the 'Sogyeori Group'used the drafting
animals together, but did not combine the land. Cooperative farming not only used the
drafting animals together but also integrated the land.

Still, most of the land was under the joint ownership of cooperative members at this
stage. This is called ‘cooperative ownership’. Yet nationalization of land, or ‘people's
ownership'of land, was only realized partially.

Cooperative farming began in 1954 and about 80% was completed by the end of
1956. In the process, some farmers refused to join the cooperative, and some joined
and then withdrew. Despite the turmoil, by August 1958, all farmers eventually joined
the cooperatives, completing cooperative farming. Up until now, the basic framework of
the cooperative farm system remains the same to this day despite some changes.

Meanwhile, cooperativeization was promoted not only in agriculture but also in private
commerce and industry. Before the Korean War, private commerce and industry
accounted for about 10% of production. However, private commerce and industry
shrank during the war, and it accounted for much less after the war.

So cooperativeizing private commerce and industry was relatively smooth without
much pain unlike cooperative farming, and it was completed in 1958 together with
cooperative farming.
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So far, we discussed how the transition to a socialist economy was finalized through
the post-war recovery process in the 1950s in North Korea. After a break, we will look
into establishing a centralized planned economic system in North Korea in the 1960s.
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North Korean Economy in the 1960s:
Establishment of Centralized Planned Economic System

2-3

Hello. So far, we have discussed the transition to a socialist economy in the 1950s
in North Korea. Now, let's discuss the process of establishing a centralized planned
economic system in North Korea in the 1960s.

As discussed, North Korea sought a transition to a socialist economy immediately
after liberation until the 1950s. In the agricultural sector, it built conditions for the
transition to a socialist economy through land reform immediately actively pushed
cooperative farming in the post-war recovery process and finally completed it in 1958.

In the commerce and industry sector, most industries were nationalized immediately
after liberation. There were some private commerce and industry, of which
cooperativeization was also promoted, and cooperativeization was also completed in
1958.

In the first lecture, | mentioned two key characteristics of the socialist planned
economy. First is the prohibition against private ownership of the production means
and the centralized planned economy. In the 1950s, North Korea established a system
that did not allow private ownership of the means of production.

In the 1960s, the centralized planned economy, the other pillar of the socialist
planned economy, was established. All decision-making authority related to economic
activities, such as production elements like labor and capital, and where and how much
to distribute goods, was given to the state. Although this system has been damaged a
lot, the big framework remains to this day.
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Now, let's discuss how North Korea's economic management system was set up
through the 1960s, focusing on the corporate sector.

The two pillars of North Korea's centralized planned economic system are 'Dae-An
working system' and 'unification and detailing of plans'. Let's first look at the 'Dae-An
working system’.

First, | need to explain the term’ Dae-An working system'. This term refers to the
corporate management measures developed when Kim Il-sung visited and provided field
guidance to Dae-An Electric Factory in Nampo, Pyongannam-do.

To understand this, you need to know about North Korean factories and the
enterprise management system. Immediately after liberation to the 1950s, the
management system of North Korean factories and enterprises was the ’‘single
management system’by the manager. The manager of corporate sites managed and
operated the overall production activities and was responsible for the results.

Even so, this does not mean that the manager could make decisions independently.
In socialist countries, the party makes all the policy decisions. In the case of North
Korea, that is the Korean Workers'Party (KWP).

It was the same with corporates at the time. The autonomy of managers was
relatively greater than that of later years, and it was not stipulated that managers
should receive “guidance’from the party, but the party did give guidance to managers
through the party organization at each company.
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Then, how is the ‘Dae-An working system different from the ’‘single management
system'? The ‘Dae-An working system is where the factory's party committee leads a
company's decision-making process instead of a manager. The party committee
comprises the secretary, manager, chief engineer, and working group manager.
Managing and operating companies’ production activities through the party committee
is collective guidance.

In other words, the introduction of the ‘Dae-An working system'made the party
committee decide all matters related to the management and operation of the
company through collective discussion. Also, the party committee bears the final
responsibility.

The figure shows the management and operation organization system of factories
and companies in North Korea. In North Korea's corporate management system, the
party committee acts as the highest decision-making body, and the manager and party
secretary are below that.

The manager was in charge of administrative organizations related to finance, labor,
material supply, and rear supply projects corresponding to workers' welfare. The party
secretary was in charge of guiding the workers' activities in political organizations. In
the figure, you can find a chief engineer below the manager, and he/she was in charge
of directing and managing the production site and overseeing the overall production
process. As | mentioned, the chief engineer is also a member of the party committee.

However, even though the management and operation organization system of
factories and companies in North Korea was structured as this, and the party
committee was the highest decision-making body, the party secretary led the
company's decision-making. And all management activities of the company were under
the party’'s control. This is because the party secretary, who chairs the party
committee, had the authority to make decisions on corporate management.
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In '‘Dae-An working system', the manager had to consult with the party secretary on
all issues related to the company's operation. The manager also had to report all
important issues in company management to the party secretary.

In summary, compared to the ‘single management system'until the 1950s, Dae-An
working system'weakened the authority of managers and made the party secretary
make decisions instead of the manager.

Now, who would have more expertise in business management, the manager or the
party secretary? The manager will have more expertise, of course. In addition, the
party secretary is likely to consider political factors more than economic factors in the
corporate decision-making process. Thus, this measure of having the party secretary
lead the company's decision-making instead of the manager harmed the company's
operation. We will come back to this later.

Now, we know that the party secretary, instead of the manager, started to make
decisions in the company in the 'Dae-An working system’. This 'Dae-An working
system'also brought changes in the system to supply materials and funds necessary for
production.

Previously, companies had to procure materials on their own. However, under the
‘Dae-An working system’, the Cabinet Secretaries or the management bureau became
responsible for supplying materials to enterprises. This is called the ‘centralized material
supply system’. Along with this, the ‘single fund supply system'was established. The
government became responsible for supplying the funds necessary for company
operation.

So far, we have examined the '‘Dae-An working system’. The key point is that there
were changes in the party secretary-centered structure and the supply system of
production materials and funds.
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| mentioned that the two pillars of North Korea's centralized planned economic
system are 'Dae-An working system' and 'unification and detailing of plans'. Now, let's
discuss the ‘unification and detailing of plans’.

It was introduced in 1965. ‘Unification of plans' refers to establishing a planning
system so that all economic activities are systematically conducted by order of the
central planning authority. It means that all financial activities are ordered and
controlled centrally.

‘Detailing of plans'literally means making as detailed plans as possible. This is to
ensure that the economy works well between sectors, businesses, and regions through
detailed plans.

The North Korean government tried to prepare and implement plans more
systematically to improve the completeness of the planned economy system, thereby
overcoming the problems identified in operating the planned economy. These attempts
were not very successful. We will come back to this later.

So far, we looked into the establishment of a centralized planned economy in the
1960s by focusing on the two pillars, ‘Dae-An working system'and ‘unification and
detailing of plans'.

This concludes the discussion on how North Korea established its socialist planned
economy from the mid-1940s to the 1960s. We examined how the North Korean
government handled challenges, such as prohibiting private ownership of production
means and establishing a centralized planned economy, the core of the socialist
planned economy.

Then, how was the economic performance of North Korea at that time? After a
break, we will discuss North Korea's economic performance until the 1960s.
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2-4 North Korea's Economic Performance in the 1950s and 1960s

Hello again. So far, we discussed the process of establishing a centralized planned
economic system in North Korea in the 1960s. Now, we will look at North Korea's
economic performance in the 1950s and 1960s.

In the 1950s and 1960s, North Korea not only established a socialist planned
economy but also pursued rapid economic growth. Then, how was the performance?

| already mentioned that the North Korean government has not released statistics on
the economic growth rate since early 1960. So it is not easy to grasp North Korea's
economic performance. Still, there are fragmentary data announced by North Korea and
studies that estimated North Korea's economic performance using limited data. So we
can roughly check the status.

Let's first look at the economic growth rate announced by the North Korean
government. North Korea announced the average for each period. For your reference,
the way socialist countries calculate the economic growth rate is different from the
generally used method. You need to consider that when looking at this graph.

The average annual economic growth rate reached 30% in the mid-1950s and
exceeded 20% in the late 1950s. The rate in the 1960s was still high although it was
lower than in the 1950s.

However, these statistics are far from reality. Let's assume that the income levels of
North and South Korea were similar in the mid-1950s. | will explain the reason for this
assumption later. If you apply the growth rate announced by North Korea to that,
North Korea's per capita income in 1980 should be three times that of South Korea.
This is completely different from what we know. We will look at North Korea's

economic situation around 1980 in the third lecture.
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Now, let's look at the studies that estimated North Korea's economic performance.
This graph shows the findings of researchers at the Bank of Korea. The statistics from
1957 are presented. The economic growth rate in the late 1950s is estimated to be
13.6%. It is lower than the 21% announced by North Korea but still high. The growth
rate in the 1960s is about 4%. This is much lower than the rate announced by North
Korea.

Which would be more realistic, the statistics announced by North Korea or the
studies by the researchers at the Bank of Korea? As | mentioned, the statistics
reported by North Korea are far from reality. In contrast, you can see a sharply
dropped growth rate in the estimates by the Bank of Korea researchers, which seems
closer to reality.

Of course, these estimates may not be accurate either. The data is so limited to
estimate the economic growth rate accurately. Still, you can grasp the long-term trend
of the North Korean economy from this. From now on, we will proceed with the
discussion based on the estimates by the Bank of Korea researchers.

As you saw earlier, the North Korean economy showed rapid growth in the late
1950s, but the growth rate dropped significantly in the 1960s. We can come up with
two questions here. First, how could North Korea achieve rapid growth in the late
1950s? Second, why did the growth rate drop in the 1960s? Let's look into these.

First, let's examine how North Korea achieved high growth in the late 1950s. For the
economy to grow, production elements such as labor and capital must be increased or
productivity must be improved. With these in mind, let's find the causes of economic
growth.
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The socialist planned economy is better regarding an increase in the input of
production elements. It can mobilize labor, put it into production, and greatly increase
capital investment through compulsory savings. Most socialist countries achieved high
growth in the early days by increasing inputs, called external growth.

North Korea also implemented this policy. For example, the Korean War caused a
shortage of male workers, so North Korea implemented a policy of mobilizing the
female labor force in the mid-1950s. In addition, compulsory savings were forced by
regulating wages, paying patriotic rice, forced savings, and implementing currency
reform. As a result, North Korea's labor input and capital investment increased.

In addition, the public movement by the North Korean government also had an
impact. A representative example of a public movement is the Chollima Movement,
which began in the late 1950s in North Korea. These public movements to infuse
revolutionary enthusiasm usually succeed in attracting public participation in the early
days of socialist countries, and these movements also positively affected the growth in
North Korea.

Aid also played an important role. For example, North Korea received large-scale
capital and technology aid from socialist countries such as the USSR, China, and
Eastern European countries, which helped economic growth. Another important factor is
that it was a post-war recovery period. It is quite common to achieve rapid growth
while recovering from the war.

To sum up, the rapid economic growth in the late 1950s was driven by external
growth through increased labor and capital input, promotion of public movements,
including the Chollima Movement, external support through aid, and the special
circumstances of postwar recovery.
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Then, why did the growth rate drop so drastically in the 1960s? First of all, you
need to know that many socialist countries face a sharp drop in economic growth after
achieving rapid growth in the early days. In other words, this is related to the
problems of the socialist economy.

The biggest reason is that you cannot drive external growth continuously. You can
keep the growth rate high through the increase in labor or capital input in the early
days, but you cannot keep it for a long time. Thus, external growth through increased
input of production factors inevitably reaches its limit after a certain time, and after
that, you need to pursue internal growth by improving productivity.

However, socialist countries are likely to fail in promoting internal growth because
there is no competition between companies, and no incentives are given to managers
and workers to increase productivity. North Korea also faced these difficulties gradually
in the 1960s.

It is also difficult to sustain the effect of attracting public participation through
public movements. When the initial revolutionary enthusiasm subsides in socialist
countries, social norms and discipline appear to be weakening, and such signs appeared
in North Korea in the 1960s.

Also, the military expenses due to the division of Korea into North and South would
have acted as a factor limiting continued economic growth. Both South and North
Korea had this burden, but the population of North Korea was smaller. Thus, even
though the two Koreas spent the same amount of military expenditure, the military
expenditure per capita was greater in North Korea.

To sum up, North Korea's external growth policy gradually showed its limits in the

1960s but failed to promote internal growth due to the limits of the socialist economy.
The effect of public movements was weakened, and excessive military expenditure put

continuous pressure, resulting in a significant drop in the growth rate.
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Lastly, let's look at North Korea's income level from the 1950s to the 1960s in a
relative sense. First, let's compare the income levels of North and South Korea.

The figure shows the comparison of per capita income in North and South Korea.
Before analyzing this, let me explain how it was calculated. | assumed the income
levels of North and South Korea were the same in 1955. | mentioned that the income
level of North Korea was almost 1.5 times that of South Korea at the time of
liberation.

After the liberation, South Korea's income level increased by 1.5 times or more, while
North Korea's income level is likely to have stayed the same. Taking all of these
together, the per capita income levels of the two Koreas in 1955 were not significantly
different. Of course, since this estimate is made by comprehensively considering various
circumstances, there is plenty of room for error.

As for North Korea's yearly income, | used income in 1955 and the income growth
rate estimated by the Bank of Korea researchers introduced earlier. The graph also
shows the income level of South Korea, and this is the value recorded in the Maddison
Historical Statistics 2018.

Maddison Historical Statistics shows changes in income levels over a long time in
many countries around the world and you can download it at the website of the
Groningen Growth and Development Center, the University of Groningen. Maddison
Historical Statistics also has data on North Korea's income, but the estimate of North
Korean income level in 1955 is too low. That's why | used a new estimate calculated
as explained here.

Now, let's go back to the graph. You can see that the growth trends of the two

Koreas are in stark contrast. | mentioned that North Korea achieved rapid economic
growth in the late 1950s, but the growth rate slowed significantly in the 1960s. The

graph clearly shows the changes in North Korea's income level.
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On the other hand, South Korea did not show much growth in income level in the
beginning. The economic growth rate of South Korea started to rise in the 1960s and
rose sharply in the late 1960s.

As a result, the income gap between the two Koreas was narrowed by 1970. Still,
North Korea's income level was higher than that of South Korea until the 1970s. It's
hard to imagine if you consider the current situation. For your reference, South Korea's
income level rose rapidly after this, and the income level of South and North Korea
reversed in the early 1970s.

Now, let's compare North Korea's income level to that of other countries. The graph
compares the per capita income level of North Korea to that of 145 countries
presented in the Maddison Historical Statistics.

It shows the data for 1960 and 1970. The graph shows the income of North Korea,
the median income of 146 countries, the income level of the bottom 20% countries,
and where North Korea ranks among 146 countries.

If you look at the rank, North Korea was 73rd out of 146 countries in 1960 and it
fell 10 places to 83rd in 1970. Although North Korea's income rankings declined in the
1960s as growth slowed, you can also find that North Korea was not one of the
poorest countries like now until the 1960s.

For your reference, the World Bank classifies and announces country groups based
on income level every year, and North Korea has been classified as a low-income
country since 1998.
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Let me sum up the comparison results. Until the 1960s, North Korea had a higher
income level than South Korea and did not belong to a low-income country group
compared to the rest of the world. In other words, North Korea showed relatively good
economic development until the 1960s but failed to grow in the past 50 years, and
now it is one of the low-income countries. Why did the situation worsen? We will
discuss this in the next lecture.

Let's summarize what we have learned. In this lecture, we discussed the North
Korean economy from the liberation to the 1960s.

We first examined the North Korean economy immediately after liberation, and North
Korea had favorable conditions for economic development compared to South Korea.
This is because large-scale industrial facilities, power generation facilities, and
underground resources were concentrated in North Korea. We also checked that
transition to a socialist planned economy had been pursued through policies like land
reform and nationalization of industrial facilities.

We focused on the 1950s, the post-war recovery period after the Korean War.
Although North Korea advocated ‘heavy industry first and simultaneous development of
light industry and agriculture’, it focused on investing in heavy industry. | also
emphasized that the transition to a socialist economy became in full swing in this
period. Cooperativeization was promoted in agriculture and commerce and industry,
both were almost finalized by the end of 1958.

Then, we moved on to the 1960s. Then, North Korea pursued one of the key
features of the socialist economy, the prohibition of private ownership or nationalization
of the production means in the 1950s, and the other key feature, the establishment of
a centralized and planned economy.
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What was the core? They were 'Dae-An working system' and 'unification and detailing
of plans'. Through 'Dae-An working system’, the party secretary took the lead instead
of the manager, and the government became responsible for supplying materials and
funds necessary for production. ‘Unification and detailing of plans’ formed the
framework of the planned economy.

Lastly, we examined North Korea's economic performance in the 1950s and 1960s.
According to studies that estimated North Korea's economic performance, North Korea
showed rapid growth in the late 1950s, but the growth rate declined significantly in
the 1960s.

The rapid economic growth in the late 1950s was driven by a combination of
external growth through increased labor and capital input, promotion of public
movements including the Chollima Movement, external support through aid, and the
special circumstances of postwar recovery.

On the other hand, the significant decline in the growth rate in the 1960s was
because North Korea's external growth policy gradually showed its limits, and it failed
to promote internal growth due to the limits of the socialist economy. The effect of
public movements was weakened, and excessive military expenditure put continuous
pressure, resulting in a significant drop in the growth rate.

Still, North Korea maintained a higher income level than South Korea until the 1960s,
and international comparisons confirmed that it was one of the middle-income
countries, unlike today.

| think you now know the economic situation of North Korea in the early days. Let
me end this lecture here. In the third lecture, we will discuss changes in the North
Korean economy from the 1970s to the 1990s. I'll see you in the next lecture. Thank
you.
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