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North Korean Economy
since the 2000s: Economic Reform

4-1 Collapse of the Planned Economic System in the 1990s

Hello. | am Hong Jea Hwan and will deliver the lecture series called Past and Present
of North Korean Economy. This is the fourth lecture on economic reform since the
2000s.

Before starting the lecture, let's summarize what we've learned in the last three
lectures. The first lecture was on what a socialist planned economy is. We discussed
the characteristics of the socialist planned economy and the economic reform measures
to overcome its limitations.

In the second and third lectures, we discussed the North Korean economy from the
liberation to the 1990s. In the second lecture, we looked at how North Korea's planned
economic system was established from the liberation to the 1960s. We discussed
efforts to establish a socialistic ownership system in the 1950s and measures to
establish a centralized economic system in the early 1960s.

In the third lecture, we studied the North Korean economy from the 1970s to the
1990s. During this period, North Korea's economic performance got worse, and
eventually suffered a severe economic crisis in the 1990s. | emphasized the
fundamental cause is the innate limitations of the socialist planned economy.

To overcome the problems, the North Korean government made several attempts
related to the economic management system, but they did not last and bring
meaningful results.
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From the 4th week to the 7th week, we will discuss the situation after the 2000s
through four lectures. This lecture is on economic reform, the first topic. We will
examine and evaluate what changes North Korea promoted for economic recovery since
the 2000s after experiencing the economic crisis in the 1990s.

Well-known economic reform measures of North Korea include the 7.1 Economy
Reform Measures in 2002 and various reform measures implemented in the Kim
Jong-un era. In this lecture, we will first look at what changes North Korea pursued
through these two reform cases.

Then, we will evaluate the level and characteristics of North Korean economic reform
under Kim Jong-un by comparing them with cases in China and Vietnam. In the first
lecture, we discussed reform cases in China and Vietnam, focusing on the corporate
sector. Here, we will assess North Korean economic reforms by referring to those
cases.

Now, let me start with the 7.1 Economy Reform Measures in 2002. To explain the
7.1 Economy Reform Measures, | should start with the economic situation in the
1990s, which we looked at in the last lecture.

In the last lecture, | talked about the collapse of the rationing system in the 1990s.
But it was not only the food rationing system that collapsed in North Korea at the
time. With the rapid decline of North Korea's industrial production, the centralized
supply system also collapsed in the mid-1990s.

| mentioned the centralized supply system while talking about the ‘Dae-An working
system'in the second lecture. Do you remember it?
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Simply put, it means that the center supplies materials necessary for production
activities to companies. This is called the ’‘centralized material supply system’. Of
course, this system didn't work properly even before the 1990s. Still, it worked to
some extent, but it stopped working at all in the 1990s.

| also mentioned that the ‘single fund supply system'was established in the early
1960s and the state was responsible for supplying funds necessary for company
operation.

However, entering this period, the operating funds supplied by the state to
companies were greatly reduced. This means that North Korea's planned economic
system reached a state where it can no longer operate normally. However, the plan
was still there, and companies were required to achieve it. Companies were also
responsible for providing food to their employees while the state food rationing was
suspended.

Factories and companies must have suffered from great difficulties because their
burden increased under a situation where the state could not supply what it
guaranteed.

How can companies achieve their planned goals when the state can neither provide
materials nor funds? Companies had to find a way to survive outside the planned
economic system. They procured, produced, and sold the production elements through
informal channels such as a market.

Many changes were made in this process. First, the voice of companies was
inevitably strengthened. As it was difficult for the planning authority to supply the
necessary materials for production, it could not push its plans to companies like it did
in the past. It had to reflect the needs of companies in the planning process.
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Changes were also made inplanning. As it became difficult to achieve the production
quantity target, the target in kind, they tended to consider the plan achieved if only
the total production value target is met. This means a lot. This gives companies more
autonomy.

If the target is based on the production quantity, companies have to make items
ordered by the state, but if the target is based on the production value, companies
can make the ordered items or other items to meet the total production value. They
can flexibly choose production items. As a result, items like August 3 People's
Consumer Goods were used to achieve the target presented as the total production
value.

This was more apparent in SMEs in rural areas. Why? When materials that the
state can supply to companies are limited, the state has no choice but to select
companies.

In that case, which companies would the state supply first? It will prioritize
strategically important central companies over local companies. As a result, the planned
economic system failed to operate for local SMEs from earlier days.

On the other hand, it would be relatively difficult for companies in central areas to
strengthen their autonomy because they had to achieve the quantity target presented
by the planning authority after receiving production materials.

Then, how could companies that did not receive supplies from the state procure
production materials on their own? As | mentioned, companies procured supplies in the
marketplace, or through informal barter with other companies with the connivance of
the planning authority. This process would have naturally promoted marketization.
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There were changes in the way companies handle the goods they produce. As |
mentioned in the last lecture, companies in the planned economic system have to
supply their products to places designated by the state plan.

From this period, companies started to sell some of their products in the
marketplace or to other companies while supplying some to designated places like
before. You can say that companies were given some rights to handle their products.
This, too, promoted marketization.

This led to changes in the decision-making structure within the company. The
manager's power increased, and the party secretary's position was relatively weakened
in the company.

Why did such a change appear? Companies had to achieve the target even though
they did not receive materials from the state, and also take responsibility for the
livelihood of workers due to the collapse of the rationing system. The role of the
manager in charge of production became important and the manager's power became
greater accordingly.

Let's see the testimony of a North Korean defector who was the manager of a
material trading company in North Korea. He said, “Since the state stopped providing
rations, people had to live on what companies supply. If you do not follow the
manager's order, the manager can stop giving preferential treatment. The party
secretary knew this and followed my direction. This wasn't the case in the past, but
because the state stopped the ration, the party secretary had no choice.”

You can better understand the situation | explained in this testimony.

31




0| 'Zilﬂl @%

B s

Of course, changes did not appear only in companies during the economic crisis.
Significant changes took place in people's lives. During this period, an increasing
number of people could not receive rations of food or daily necessities, even if they
worked for state-owned companies. In other words, they could not earn a living by
working for state-owned businesses.

In this situation, North Korean people had to find a way to live on their own. One
was to engage in informal private economic activities. They started looking for anything
that could make money and buy food, such as selling household items or making and
selling simple food.

This was mainly done by women. Women were often not affiliated with the state
workplace, so they were relatively less controlled. Also, North Korea was still a
male-dominated society. There was a strong idea that men do not engage in activities
like selling something in the market.

This naturally enhanced the role and position of women in the family. It brought
significant changes to North Korean society. We will discuss marketization in detail in
the 5th lecture.

So far, we have looked at the collapse of the planned economic system in the
1990s. After a break, we will discuss the 7.1 Economy Reform Measures on July 1,
2002, which were implemented as an extension of the changes in the 1990s.
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4-2 7.1 Economy Reform Measures

Hello again. So far, we looked at the collapse of the planned economic system in
the 1990s. Now, we will discuss the 7.1 Economy Reform Measures.

The 7.1 Measures also brought changes in marketization, which | will discuss in the
5th lecture. Today, | will focus on changes in aspects other than marketization, such as
business management. | cannot completely rule out matters related to marketization,
because it is related to business management.

As you saw last time, as the North Korean economy suffered a crisis in the 1990s,
the socialist planned economy was not functioning properly. The 7.1 Measures in 2002
posthumously approved the strengthened corporate autonomy, which unofficially
progressed to a considerable level with the connivance of the government.

Let's take a look at what changes were formalized through the 7.1 Measures. The
table summarizes the 7.1 Measures in several categories. You can also see follow-up
measures taken after the 7.1 Measures.

First, state-set prices, wages, and exchange rates rose significantly. On average,
prices rose 25 times, wages 18 times, and exchange rates 70 times.

The table shows the changes in various state-set prices and their increase. The price
of rice (1 kg) increased 550 times from 0.08 won to 44 won, and the price of corn (1
kg) increased 400 times from 0.06 won to 24 won. The price of pork, which was 17
won per 1 kg, has increased tenfold to 170 won. Prices of some items increased
hundreds of times, and prices of items like face soap or laundry soap increased only 7
to 8 times.
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Then why did the state-set price rise so much? It seems necessary to narrow the
gap between the state-set price and the black-market price. If the gap between the
official price and the black-market price widens, the outflow from the official sector to
the informal sector will inevitably intensify.

Let me take rice as an example. The purchasing price of rice was 0.82 won before
the 7.1 Measures. What would farmers do if the price of rice was around 40 won on
the black market? Instead of selling the rice to the state, they would rather hide and
sell it directly on the black market. Then, naturally, the government would face
difficulties restarting the collapsed distribution system.

By the way, if only the price is raised and wages remain the same, the lives of the
people will become difficult. So, the wages also increased. The table shows the wage
increase by occupation.

The salary of clerks in factories and corporations rose ninefold from 140 won to
1,200 won, and the salary of general teachers rose 30 times from 80 won to 2,400
won. However, the wage increase seems relatively small compared to the increase in
state-set prices. Overall, it seems that wages rose 10 to 20 times in general.

Let's go back to the table on the key 7.1 Measures. Measures to strengthen
corporate autonomy were formally adopted through 7.1 Measures. First, the planning
by the state was reduced. The state draws up plans for nationally and strategically
important indicators but allows local units and companies to draw up suitable plans for
less important indicators.

In addition, it strongly requested self-rehabilitation for companies in sectors of low
national and strategic importance. The state asked companies to survive on their own
and not depend on the state.
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Another important change was the introduction of 'earned income' as a corporate
performance indicator. The concept of 'earned income' may be unfamiliar to you. It is
total sales revenue minus production costs plus labor income. It is the sum of profit
and wages.

The introduction of these indicators is meaningful in two respects. First, producing
unplanned products and selling them in the market was legally allowed, because total
sales revenue includes unplanned revenue. As | explained earlier, it was allowed but not
officially admitted. The Measures officially allowed it.

Also, it became necessary to consider cost and profitability when trying to achieve
the production quantity or value target, now that profit became important. There is
no incentive to reduce costs when the target is based on total production value.

For 'earned income', you subtract the production cost from the total sales revenue
and add the labor income, so there is an incentive to reduce the production cost.
What changes can we expect from this? It increases the possibility to pursue more
efficient production.

The introduction of the ‘socialist goods exchange market'is also a noteworthy change.
This market for production materials was first allowed in North Korea. In case of a
surplus or shortage of raw materials or accessories in factories or companies, they
became able to exchange them. The North Korean government admitted that the
state cannot guarantee the supply of materials to companies, and officially demanded
that companies procure materials through the market.

There were many changes in other aspects due to the 7.1 Measures and follow-up
measures, but | cannot explain all of them due to time constraints. | will explain the
opening of the general market and de facto permission of private restaurants and the
service industry in the 5th lecture.
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Now, what changes took place in North Korea after the 7.1 Measures? First, the
manager's power was continuously strengthened, as it happened before the 7.1
Measures. | think | explained this enough.

Another notable point is that collusion emerged between companies and workers due
to weakened control of the party organization. This also appeared before the 7.1
Measures and expanded further after the 7.1 Measures. Now, what was the collusion
between the company and the workers?

As you saw, the economy shrank and production materials were not properly
supplied in the 1990s, resulting in a decrease in jobs in North Korean companies. In
this situation, some workers started to pay some money to the company and not go
to work. It was a kind of informal contract between the company and the workers.

It is quite difficult to understand that workers have to pay to not go to work. In
common sense, workers receive wages from the company and need to find another job
if there is no work, but they pay money to skip work.

This happened because there is no freedom to choose a job in North Korea. Workers
must go to the workplace assigned by the state even if there is no work. That's why
this happened.

If you see this in the context of North Korean society, it happened because the
interests of companies and workers matched. The company used the money to achieve
the production value target and pay wages to workers who came to work. Workers
who paid money and didnt go to work used the time to earn money by doing
business.
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Workers who pay some money to skip work are called ‘8.3 Workers'. | mentioned the
August 3 People's Consumer Goods in the last lecture. Do you remember? August 3
People's Consumer Goods refer to daily necessities made with unused materials.
August 3 Workers was named in a similar context.

In addition to the 8-3 workers, there is ‘Deobeoli (more work)'. Deobeoli (more work)
is similar to the 8-3 Workers, but it can also use some of the assets of organizations
and companies for production activities. The North Korean government seems to
tolerate 8.3 Workers and Deobeoli, considering the situation that companies were
facing.

An interesting phenomenon also emerged in terms of corporate ownership. Have you
heard of the term ‘Donju’? Donju is a kind of capitalist class that emerged in North
Korea. The emergence of Donju brought changes to company ownership after the 7.1
Measures. Let's discuss this in the next lecture along with the marketization.

Let's wrap up our discussion of 7.1 Measures. The 7.1 Measures aimed to reduce
the gap between the official system and reality that arose during the economic crisis
by increasing corporate autonomy and allowing some market functions, thereby giving
ex post facto approval to changes that happened after the ‘North Korean Famine'. As
a result, corporate autonomy was strengthened and several changes took place in
terms of corporate ownership.

However, this reform did not last. By the late 2000s, the North Korean government
changed its attitude toward the market, so the reform was not pursued consistently. It
seems that the party showed stronger opposition to the reform policy stance promoted
by the cabinet. As a result, some of the changes made through the 7.1 Measures
were set back. One example is the abolition of the ‘earned income'that we talked
about.
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North Korea's policy stance seems to have changed again in the 2010s. Especially
Kim Jong-un regime promoted various reform measures. After a break, we will discuss
what kind of reform measures were implemented in the Kim Jong-un regime.
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4-3 North Korea's Economic Reform in the Kim Jong-un Regime

Hello again. So far, we have discussed the 7.1 Economy Reform Measures. Let's look
at North Korea's economic reform under Kim Jong-un's rule.

Reform measures under Kim Jong-un took place mainly between 2012 and 2015.
They include strengthening economic incentives, expanding corporate management
autonomy, and introducing market functions.

The table summarizes key economic reform measures taken in the early Kim Jong-un
regime. We can see that reforms were taking place across the economy, including
agriculture, business, commerce and services, and the foreign economy. Looking at the
big picture, these are additional measures as an extension of the 7.1 Measures.

The core of these changes is the implementation of the Socialist Corporate
Responsibility Management System. This applies to matters related to business, foreign
economy, and the labor sector in the table. Several measures were also taken in
agriculture, but | will discuss that in the 7th lecture. Today, we will focus on the
Socialist Corporate Responsibility Management System.

The core of this system is to strengthen corporate management autonomy by
granting companies the right to produce, manage finances, distribute, control
workforce, and trade.

The thing is, unlike the 7.1 Measures in 2002, the changes were reflected while
revising business-related laws, including the Enterprise Act in 2014 and 2015. The
implementation of the Socialist Corporate Responsibility Management System was
stipulated in the constitution during the amendment in 2019.
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North Korea has valued party orders over laws. However, the Kim Jong-un regime
tends to emphasize laws and institutions more. Measures related to introducing this
system show this well.

Now, let's take a look at the specific changes brought by the Socialist Corporate
Responsibility Management System. The most notable change is the introduction of
business indicators. It enables companies to make decisions on production items or
volume. Instead, the central indicators, which are handed down from the center to
companies, were drastically reduced.

These changes are meaningful in two ways. First, it means that the North Korean
government officially allowed the autonomous production activities of companies using
the market, which had been carried out with the connivance. Of course, the 7.1
Measures also allowed these changes, but the Kim Jong-un regime allowed bigger
changes.

This change also aimed to strengthen the management of companies and expand the
taxation scope by bringing production activities that were conducted informally outside
the planning system into the system.

Let me explain this in detail. It's difficult to impose a tax on informal production
activities. The North Korean government, which was already in poor financial condition,
could not leave growing informal activities as is. So, it is likely that the regime
included informal activities in the system to impose taxes.

The second notable change is that companies were given the right to set prices. Not
all companies were allowed to set their prices for the products they produce.
Companies became able to sell products in the company indicators at market prices.
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In the case of products in the central indicators, companies could sell them at
market prices if the materials necessary for production were procured from the
market. In other words, if products in the central indicators are made with materials
supplied by the state, they must be sold at the state-set price, and the rest can be
sold at the market price.

The way companies procure materials or finance has also changed. The change in
funding method is particularly noteworthy. A ‘cash Donjari (account)'was introduced.
This would be the first time you hear the term Donjari. That refers to an account.

State-owned enterprises in North Korea used to open only one bank account, called
the “basic account,"and handled income and expenditure related to the implementation
of state plans. Therefore, this base account could not be used for activities not related
to the state plan.

The newly introduced ‘cash account'can be used to handle income and expenditure of
economic activities outside the plan. so, companies became able to make cash
transactions that were impossible with the ‘basic account’, such as money paid by 8-3
Workers or income earned in the market.

Regarding financing, it is also noteworthy that a room was created for companies to
legally utilize funds from Donju. We will look into Donju in the next lecture on
marketization, but to put it simply, Donju refers to people who have acquired much
more monetary assets and wealth than ordinary people in North Korea.

Article 38 of the Enterprise Act amended in 2014 stipulates that “Businesses are
allowed to mobilize and utilize unused money of residents --- to raise funds for
management activity”.
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Here, ‘unused money of residentsrefers to the funds of Donju. That is, companies
became able to use the funds of Donju. Actually, companies were already using Donju's
money, informally though. This was officially allowed through these measures.

However, 'to mobilize and utilize’'seems to refer to loans rather than investments. If it
refers to investment, that would be a very significant change. Private ownership of the
production means is prohibited in North Korea, and allowing investment of Donju would
mean a significant change in this prohibition of private ownership.

Allowing loans is not as important as allowing investment, but it is a meaningful
change in that it allowed state-owned enterprises to legally use funds from individuals.

The introduction of the Socialist Corporate Responsibility Management System
brought changes in many aspects. First of all, corporate autonomy was expanded in
terms of financial management. The company's autonomy became bigger in the process
of distributing the corporate profit after making payments to the state.

Furthermore, opportunities for corporate trade and equity joint ventures were
expanded. Previously, only a few institutions could establish trade and joint ventures,
but all institutions, enterprises, and organizations became able to establish trade and
joint ventures upon approval.

Measures were taken to increase corporate autonomy for workforce management.
The most noteworthy change is that companies were given the right to control the
workforce. This does not mean that companies were given the power to hire or fire
workers, though. The right to control the workforce allows companies to exchange
labor if an agreement is reached.
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In fact, it was possible to exchange labor between companies, but the procedure was
quite complicated. Now it is easily possible if there is an agreement.  Overall,
institutional changes related to the workforce are still limited.

So far, we have studied the key points of economic reform measures in North Korea
under the Kim Jong-un regime, focusing on the Socialist Enterprise Responsibility
Management System. Economic reform measures under Kim Jong-un’'s rule have several
characteristics. Let me point out three.

First, just like the 7.1 Measures, the state did not lead the change, but it rather
accepted the changes later. The weakening of the planned economic system caused
the gap between the system and reality, so the North Korean government granted ex
post facto approval to narrow the gap.

For example, the introduction of the business indicators is an ex-post recognition of
production activities by companies, which were already extensively conducted. In
addition, allowing the use of residents’'money is a partial acceptance of the reality that
funds from Donju are being used in state-owned enterprises.

Second, like the 7.1 Measures, it has promoted changes by focusing on the economic
coordination mechanism than the ownership system. As mentioned earlier, reform
measures include giving more economic incentives to businesses and workers,
expanding business autonomy, and introducing market functions into the planning
system.

These measures have more to do with economic coordination mechanisms than with
the ownership system. No significant reforms have been pursued to change the
ownership system. We can spot some private ownership of the production means in an
informal form, but no action has been taken to formalize it.
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The only change that could be related to the ownership system was the legalization
of the mobilization of residents'funds by state-owned enterprises. If it were done in a
form that allows investment of Donju, it could be evaluated as a significant change in
the ownership system. However, as we saw earlier, only the loan from Donju was
allowed. This also is an important change, but we cannot see it as evidence that the
North Korean government is seeking changes in the ownership system.

Then why is North Korea not promoting reform in terms of the ownership system?
In other words, why is North Korea not trying to officially change its economic
structure centered on state-owned enterprises, even though the reality has already
changed?

North Korea seems to believe that allowing changes in the ownership system may
threaten the whole system. | think North Korea regards the state ownership system
of the production means as the “last bastion of socialism”as China did in the past. As
we saw in the first lecture, China first implemented reform measures related to the
economic coordination mechanism and then belatedly promoted changes in the
ownership system, and North Korea seems to be following the same steps.

Third, economic reform measures by the Kim Jong-un regime tried to bring market
functions into the planned economic system.

| think this is the most different from the 7-1 measures. The July 1 measures
focused on acknowledging activities outside the plan. On the other hand, the Kim
Jong-un regime is trying to incorporate some market functions into the planned
economic system.
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A representative example would be the introduction of business indicators. Through
this, some of the market's production activities that had been performed outside the
planning system were brought into the planning system. Although | did not mention
this earlier, the Kim Jong-un regime reflects sales revenues earned through market
activities when calculating companies’payments to the state. This measure is to
embrace market activities into the planning system.

Why did the North Korean government permit these changes? First, it can be seen
as a compromise of the North Korean government because it has to accept the reality
where marketization has advanced while maintaining the framework of a socialist
planned economy.

North Korea also seems to take the financial aspect into account. In North Korea,
the sector outside the planned economy is unofficial and not subject to payment to
the state. However, in North Korea, payments collected from companies to the state
account for an overwhelming portion of budget revenue. Moreover, North Korea is in
serious financial trouble. They may have determined that it was not appropriate to
allow the unplanned segment to continue to be exempt from taxation.

Lastly, let me compare Kim Jong-un's reform measures with the 7.1 Measures. |
mentioned these while talking about the characteristics of Kim Jong-un's reform
measures, so | will summarize them here. To begin with, the reform measures in the
Kim Jong-un regime can be evaluated as a further step forward compared to the 7.1
Measures.

This table compares the 7.1 Measures and Kim Jong-un's reform measures. First of
all, the position of the market has changed. While the 7.1 Measures recognized the
market as a mechanism outside the planned economy, the Kim Jong-un regime
incorporated market functions into the planned economic system.
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Kim Jong-un regime's reforms supported market-related activities by laws, enhancing
the institutionalization level of the market. Now that the market sector became an
indispensable element in the North Korean economy, the regime was accepting the
reality to some extent.

If you consider reduced directive indicators from the party, autonomy expansion of
companies, and the scope of reform, reform measures in the Kim Jong-un regime can
be evaluated as more advanced than the 7.1 Measures.

So far, we've discussed North Korea's economic reforms under the Kim Jong-un
regime. After a break, we will evaluate the level of economic reform in North Korea.
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4-4 Assessment of North Korea's Economic Reforms

Hello again. So far, we discussed North Korea's economic reforms, focusing on the
July 1 Measures in 2002 and the Socialist Enterprise Responsibility Management
System introduced by the Kim Jong-un regime. How will North Korea's level of
economic reform be evaluated?

Considering time constraints, we will compare it with China's economic reforms
among transition countries, focusing on the reforms in the business sector.

Before the comparison, | think we need to review China's reform cases, which we
learned about in the first lecture. Let me summarize the main points.

| said that a key feature of China's early corporate reforms is ‘Devolving (f##
fangquan) & Sharing Profits (ZE#lIrangli)”. The focus was on expanding corporate
management autonomy and strengthening economic incentives by allowing companies
to retain some of the profits.

Measures to expand corporate management autonomy include reducing the
proportion of the planned sector, allowing state-owned enterprises to produce and sell
outside the plan, introducing the 'labor contract system', and granting the right to
determine wages.

Measures to enhance economic incentives were taken by allowing companies to
reserve corporate profits that used to be given to the state through the introduction
of the Profit Reserve System, the Profit to Tax System (Flek#2), and the Contract
Management Responsibility System.
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We also looked into changes in the ownership of production means and private
ownership. In the 1980s, establishing individual enterprises and private enterprises was
allowed. In the early days, township and village enterprises, which were often private
enterprises than collectively owned enterprises, played a key role. Changes in the
ownership system became in full swing in the 1980s.

Now, let's compare North Korea's reform with China's early reform case. First,
considerable similarities are confirmed in expanding corporate management autonomy.
North Korea also took measures to reduce the planned sector and allowed state-owned
enterprises to produce and sell outside the plan.

Also, there are differences. The biggest difference lies in the employment of the
labor force. China expanded the scope of the labor contract system in the 1980s,
guaranteeing freedom to choose a job and allowing companies to decide wages. North
Korea did not show such changes. Of course, changes such as granting the right to
control the workforce are noteworthy, but they seem limited compared to China.

In terms of strengthening economic incentives, changes in North Korea are similar to
China's early reforms. However, North Korea also allowed companies to reserve and use
some of their profits.

But even in this regard, there are differences. In China, the Contract Management
Responsibility System guaranteed independent management of companies and made
managers responsible for results. North Korea did not show such a level of change yet.

Some view that the Socialist Corporate Responsibility Management System has
brought similar changes like China's Contract Management Responsibility System, but |
think the North Korean regime did not grant that much autonomy.
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Unlike the corporate management autonomy and economic incentives mentioned
above, it is judged that there is a large difference in changes related to the ownership
of production means between North Korea and China in the early stages of reform.

There are two main ways in which private ownership, or private enterprise, can
emerge in socialist countries. One is to privatize state-owned enterprises, and the
Soviet Union and Eastern European countries actively promoted privatization after the
transition.

The other is to allow the establishment of private enterprises. China did. From the
early stage of the reform, China allowed the emergence of private companies, although
the size should be small, and the emergence of collectively owned enterprises such as
township enterprises.

As mentioned earlier, the township and village enterprises played a key role. A large
number of township enterprises emerged and competed with state-owned enterprises,
which helped improve the efficiency of state-owned enterprises. You can say that
creating such a competitive business environment also played an important role in the
success of China's reforms.

On the other hand, North Korea does not officially allow the establishment of
non-state-owned companies, including private companies. There is no sign to move in
the direction to allow that.

To evaluate comprehensively, the corporate sector reforms in North Korea do not
reach the level of China's early reforms. Furthermore, reforms showed signs of
setbacks after the economic situation became difficult due to tougher sanctions against
North Korea in 2018. In other words, North Korea has always been passive about
financial reform.
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Neither the 7.1 Measures nor the economic reforms in the Kim Jong-un regime were
led by the government. They were more like ex-post approval of changes in reality. In
addition, even though private companies have emerged unofficially, the North Korean
government is not approving them, limiting changes in the economy.

Although North Korea says that its system is better, they know it is difficult to
achieve economic development under the current economic system and it must seek a
more active path like China. Then, why does North Korea take such a passive stance
on economic reform, even though economic development is its top priority?

The biggest reason seems that the North Korean government actually prioritizes
maintaining the system or the regime over economic development. North Korean
regime may have a perception that speeding up reforms in the state-owned economy
may act as a risk factor in maintaining the regime. It is concerned that if the economy
changes rapidly, the consciousness of the residents may also be influenced by it,
loosening the system.

Let's summarize what we have learned. In this lecture, we looked at major economic
reforms in North Korea after the 2000s. Before discussing the economic reform, we
first talked about North Korea's economic situation in the 1990s.

As the North Korean economy faced a crisis in the 1990s, North Korea's socialist
planned economy system did not function properly. This brought significant changes to
the North Korean economy. Companies had to find a way to survive on their own, and
they secured more autonomy.

In addition, a change occurred in the decision-making structure within the company,
strengthening the manager's authority. The lives of residents were also changed and
informal private economic activities were significantly increased. These activities were
mainly done by women, so women's roles and status in the family also changed.
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The July 1 Economic Management Improvement Measures in 2002 were an ex post
facto officialization of these changes by the North Korean government. The 7.1
Measures brought a number of changes.

The planned area was reduced, the ‘socialist goods exchange market'was introduced
to handle production materials, and the ‘earned income’indicator was introduced to
evaluate corporate performance. While various measures were being taken, the
manager's authority was strengthened, and '8-3 Workers' and 'Deobeoli (more work)'
emerged.

Reforms in the Kim Jong-un regime can be seen as an extension of the 7.1
Measures. The reforms strengthened economic incentives, expanded companies'
management autonomy, and introduced market functions. The key was the
implementation of the Socialist Corporate Responsibility Management System.

The Socialist Corporate Responsibility Management System brought changes like
introducing business indicators, granting pricing rights, introducing cash accounts, and
granting the right to use residents'funds.

Next, the characteristics of Kim Jong-un's economic reform measures include the
ex-post acceptance of changes, the focus on the economic coordination mechanism
than the ownership system, and the tendency to absorb the market functions into the
planned economic system.

Lastly, we assessed the level of North Korea's economic reform by comparing it with
China's early reform. Overall, the corporate sector reforms in North Korea do not reach
the level of China's early reforms.
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Measures related to corporate management autonomy or economic incentives were
insufficient, and measures on ownership of production means showed a big difference.
The emergence of non-state-owned enterprises, such as private companies and
township companies, was important for the success of China's early reforms, but North
Korea is not showing any signs to allow them.

Like this, the level of economic reform in North Korea is still insufficient.
Furthermore, the North Korean government strengthened control and management of
its economy after the economic situation became difficult due to tougher sanctions
against North Korea in 2018, and the reform seems to slow down.

For the North Korean economy to grow, external economic conditions such as
sanctions against North Korea must be improved, but efforts by the North Korean
government are also necessary. Unfortunately, the North Korean government is
pursuing a retrograde policy, citing the deteriorating economy. Therefore, | will conclude
this lecture with the hope that the North Korean government will move in a more
desirable direction by referring to China's economic reforms.

In the fifth lecture, we will look at marketization in North Korea, the second topic of
the North Korean economy after the 2000s. I'll see you in the next lecture. Thank you.
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