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North Korean Economy
since the 2000s: Marketization

5-1 Background of Marketization

Hello. | am Hong Jea Hwan and will deliver the lecture series called Past and Present of
North Korean Economy. This is the fifth lecture on the ‘North Korean Economy since
the 2000s: Marketization'.

In the last lecture, we looked at North Korea's economic reforms since the 2000s.
We mainly discussed the corporate reform measures in the July 1 Measures in 2002
and the economic reform in the Kim Jong-un regime and confirmed there were many
changes since the 2000s.

After examining North Korea's economic reforms since the 2000s, we compared them
with China's early reforms. We could see that the level of North Korea's reform is not
up to that of China's initial reform, in other words, it still has a long way to go.

Today, | will discuss North Korea's marketization since the 2000s. As | mentioned in
the last lecture, economic reform and marketization are closely linked. Therefore, let
me tell you first that there may be some overlap with the last lecture.

This lecture proceeds in the following order. First, | will look at the background of
marketization in North Korea. Next, | will examine the marketization in the 2000s, and
explain the details and characteristics of marketization in the Kim Jong-un regime.
Lastly, | will conclude the lecture by examining the impact of marketization on the
North Korean economy.
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Over the past 20 years, the North Korean economy has experienced many changes.
And | can say that the key was marketization. So, what kind of change does
marketization bring? | think | should start the lecture by talking about this.

Marketization can be defined in two ways. First, it is a phenomenon that various
types of markets such as consumer goods markets, production goods markets, labor
markets, and financial markets are formed and quantitatively expanded.

Second, it means the introduction and spread of market mechanisms. In this
mechanism, prices are determined by supply and demand and economic agents make
decisions based on these prices and adjust resource allocation. This mechanism spreads
throughout the economy. In the planned economic system, the state makes all
economic decisions. This system that North Korea has been adhering to is weakening.

North Korea has experienced major changes in both dimensions of marketization over
the past 20 years. In fact, even before that, markets existed in North Korea. The
farmer's market has existed officially since the late 1950s.

This market was held once every ten days, and farmers could sell the crops from
their gardens at market prices. But you could not trade food such as rice and corn
and manufactured goods. There were many restrictions on trading in the market.

However, in the 1990s, the farmer's market began to change. It turned into a huge
black market. North Korean people started to call it ‘Jangmadang'.

This change was caused by the economic crisis. North Korea's planned economic
system literally collapsed during the North Korean Famine and the rationing of food
and various daily necessities stopped. Residents had to make a living, so they sold
items in their homes or crops they grew on a small farm which they illegally made by
clearing slopes.
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Many people sold food they made, and some even stole and sold things from the
workplace. Market activities became active as residents engaged in economic activities
in various ways to survive.

| mentioned that there were many restrictions on the items that could be traded at
the farmer's market. However, after the state became wunable to distribute daily
necessities, control over trade items became meaningless. So, the market started to
trade not only food but also various items such as daily necessities and durable
consumer goods.

In addition, you could spot trades in areas other than farmers' markets, such as
areas near roads with high traffic and residential areas and markets became open
every day instead of every 10 days.

The North Korean regime tolerated this because it had no choice in a situation
where it could not properly distribute food. From this point of view, | can say that
‘marketization from bottom to top'was very important in North Korea. And the pattern
of marketization continues to this day.

So far, we have looked at the background of marketization. After a break, we will
discuss marketization in North Korea in the 2000s.
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m Marketization in North Korea in the 2000s

Hello again. So far, we looked at the background of marketization. Now, we will
discuss marketization in North Korea in the 2000s.

We talked about the 7.1 Measures in 2002 in the last lecture. The 7.1 Measures
embraced some practices of the 'marketization from the bottom'into the official
system.

For example, the introduction of ‘earned income’legally allowed companies to produce
and sell products outside the plan in the market. Socialist Goods Exchange Market,
North Korea's first market for production materials, opened.

Also, the opening of the general market for consumer goods in March 2003 is a
very important change. This officially admitted the farmer's market, which had turned
into a black market where various consumer goods were traded, and allowed people to
trade consumer goods.

You may wonder whether legalization is such an important issue in relation to these
changes. In fact, legalizing a market that has already been operated will not bring
immediate change.

However, there is a big difference between what is done informally with the
connivance and what is officially permitted. In particular, legalization is very important
in a society like North Korea where the situation can change with one word from the
leader. People would have been anxious all the time when the market was illegal
because they don't know when the regime would punish it, and this can negatively
affect the growth of the market.
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Then, what specific changes took place when the general market opened? First, as
commercial activities became more active, a class called 'Donju’, who accumulated
capital by earning money through trade, was formed.

Even before the advent of the general market, people who accumulated capital
through business must have appeared. However, the ‘Donju‘class began to appear
clearly after introducing the general market. | will talk about ‘Donju’again later.

When market activities become more active, the labor market and financial market
also develop. A market did not open officially in these sectors. Instead, wage laborers
in the beginning level, workers who receive wages, appeared and private finance
developed.

Let me start with the wage workers. As commercial activities flourished, shops such
as restaurants informally run by Donju began to appear. When you run a store like
this, you need to hire people. But these were informal places, so the state did not
assign labor. As a result, labor demand was generated.

Back then, state-owned enterprises did not operate normally, resulting in surplus
manpower. Manpower can be reduced through layoffs and other methods, but this is
not possible in North Korea. So, they became the 8.3 Workers | explained in the last
lecture. Some of them were supplied to the informal labor market as wage workers.

In this way, labor demand and supply were formed, and wage workers were hired
informally. The store owner hired people for a daily wage. However, this type of
employment did not increase significantly until the 2000s.
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Now, let's look at private financing. There will come a time in your life when you
need a loan. You may also need a loan to do business. But in North Korea, people can
not get a loan from a bank. However, those who accumulated capital through business
formed a class called ‘Donju’in the marketization, and it became possible to borrow
money from them informally. Private finance developed in North Korea from this period.

To sum up, from the time around the 7.1 Measures, North Korea witnessed the
growth of the production goods market, the consumer goods market, the labor market,
and the financial market. The labor market and the financial market were not officially
permitted, so there were restrictions on growth, but the formation of these markets
was a significant change.

However, the marketization pattern changed after the mid-2000s. The regime
changed the policy direction from promoting the market to restraining the market in
2007. Why did the policy direction change?

As | mentioned in the 4th lecture, the cabinet led economic reforms such as the July
1 Measures. The Workers' Party showed growing opposition to this. In addition, voices
of concern about the side effects of the reforms have grown. The reform inevitably
shakes the socialist order, and dissatisfaction has grown.

Policies to restrain markets have taken many forms. There were various restrictions,
such as limiting the age of traders in general markets, limiting trading hours, or
restricting trade items. In addition, censorship was strengthened to give punishment to
Donju. It took issue with various informal economic activities conducted by Donju.

The currency reform in November 2009 was one of the market restraint policies. The
currency reform had a particularly large aftermath. Let's take a closer look.
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The North Korean regime made people exchange the old currency for new currency
during the currency reform, but there was a limit on the exchange amount. Then, who
will suffer the most? They must be people who have a lot of money, like Donju.

This significantly reduced the cash held by the Donju, which inevitably reduced
activities in the market sector. In early 2010, the North Korean government announced
that it would revert the general market back to the farmer's market.

How was the result? The phenomenon of using foreign currency, called dollarization,
spread greatly in North Korea. Seeing the sudden encroachment on the property of
Donju through currency reform, distrust of North Korean currency grew, and people
preferred to hold dollars or Chinese yuan instead of North Korean won.

As a result, the value of the North Korean won dropped sharply, the dollar's
exchange rate against the won rose drastically, and the prices rose rapidly. The graph
shows the rice price in Pyongyang, North Korea, and you can see a steep rise for
three years from 2010 to the end of 2012. The North Korean regime also recognized
the problem and took mitigation measures, but the aftermath continued for quite a
long time.

In addition, the production of state-operated enterprises was seriously affected.
State-owned enterprises were using Donju's money due to a lack of funds, but
currency reform made it difficult.

So, the currency reform promoted as a market restraint policy ended in failure. The
North Korean regime withdrew the market restraint policy in May 2010.

So far, we have discussed the marketization in North Korea in the 2000s. After a
break, we will look at marketization under Kim Jong-un's rule.
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5-3 North Korea's Marketization in the Kim Jong-un Regime

Hello again. So far, we have discussed the marketization in North Korea in the
2000s. Now, we will look at marketization in the Kim Jong-un regime.

First, | will discuss how marketization developed in the Kim Jong-un regime. Earlier, |
divided marketization into two categories: the development of various forms of
markets, such as consumer goods, production goods, labor, and finance, and the
spread of market mechanisms. In the Kim Jong-un regime, there have been significant
changes in both aspects.

First, the commodity market has expanded significantly. A good example is the
expansion of the general market, the consumer goods market. In early 2010, when the
market restraint policy was implemented in North Korea, a research institute called the
US-Korea Institute (USKI) analyzed satellite images and found that there were about
200 general markets in North Korea.

In 2016, the Korea Institute for National Unification (KINUI) where | belong, analyzed
satellite images and found that there are more than 400 general markets. In early
2018, the US-Korea Institute (USKI) analyzed satellite images again, and there were
482 general markets or more. Over the past eight years, the number of general
markets has more than doubled.

The figure on the screen shows the number of markets in each province as of 2016.
You can see there are 20 to 30 markets in large cities such as Pyongyang and
Nampo. You can also see that many markets are in North and South Pyongan
Provinces and North and South Hamgyong Provinces which have a relatively large
population.
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The service market has also grown. As marketization progressed, demand for the
movement of people and goods increased, and the transportation industry grew rapidly.
Private businesses operate intercity bus routes and they are spread nationwide. For
example, in 2013, buses were running from Pyongsong in South Pyongan Province,
which is located next to Pyongyang, to Sinuiju in North Pyongan Province, Ganggye in
Jagang Province, Hyesan in Yanggang Province, and Hamheung in South Hamgyeong
Province.

Along with this, the number of privately operated city buses and taxis has also
increased significantly. In the early to mid-1990s, an illegal transportation service called
‘Servi-cha'appeared. From the 2000s, such transportation services as intercity buses,
city buses, and taxis appeared, which expanded greatly in the 2010s.

In addition, as the demand for moving goods increased, the trucking industry has
also grown. In the 2010s, imports of trucks in North Korea increased significantly,
which also shows the growth of the transportation industry.

| already mentioned that private businesses are operating intercity bus routes, and
the number of privately run city buses and taxis has also skyrocketed. So, is the
establishment of private companies allowed in North Korea? No. We already discussed
that point in the last lecture on economic reform.

Then, how could an individual do these activities? Let me take the taxi operation as
an example. You buy a taxi. But, the means of production cannot be owned by
individuals, so you register the taxi under the name of an institution or a company.
Officially, the taxi is owned by an institution or company. Now, you pay a certain
amount to the company and operate the taxi.
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This is called ‘wearing a socialist hat'. Through this, individuals secure the legitimacy
of conducting private economic activities, and companies receive a kind of tax. Many
individuals do business in this way in North Korea.

Now, let's talk about the growth of the service market. In the 2010s, imports of TVs,
refrigerators, and other home appliances increased significantly in North Korea. As a
result, the electronics repair industry seems to be growing as well. Also, real estate
brokers have appeared as housing transactions have increased, and the private
education market has also grown. There are also testimonies that delivery services
using motorcycles are widespread. Various service markets are growing besides these.

The table shows service sector items only extracted from the survey on private
economic activities conducted by North Korean defectors. If you compare the
2007-2012 survey with the 2013-2015 surveys, you can see the services sector is
growing.

If you look at the response that there were a lot of people who ran restaurants,
beauty salons, or lodging businesses by registering with the management office, you
can see that positive answers increased in the 2013-2015 surveys compared to the
2007-2012 surveys.

The percentage of respondents who said that many were running a restaurant at
home by registering with the commercial management office increased significantly
from 14.7% to 50.6%. The percentage of respondents who said that many were
running restaurants by renting buildings from the food and clothing office rose from
30.3% to 48.1%.

Here, you can see the expression ‘by registering with the management office’. You
may not understand what it means. As mentioned earlier, a private person cannot own
a business in North Korea. That's why people employ various expedients to do business
or run shops.
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Registering with the management office is one of the expedients. It's similar to the
example of ‘putting on the socialist hat'l explained.

In the meantime, let me talk a little bit about the way the Donju run their
businesses.

Donju often does business using the name or assets of state-owned enterprises.
First, Donju can borrow the name only. This is registering with the management office.
Then, a business is registered as an affiliated company to the state. This is called
‘putting on the socialist hat'or red hat'as | mentioned before.

Second, Donju can borrow production means from state-owned enterprises. Donju
borrows equipment that a company does not use at a certain amount. In some cases,
Donju borrows both the name and production means.

Of course, state-owned enterprises receive payment for lending names or production
means. This is a win-win relationship between Donju and companies because Donju
acquires legitimacy by wearing a ‘socialist hat’, and companies receive money by
lending their name or production means that they do not use due to sluggish
production. The thing is, it is limited for Donju to grow their private economic activities
in this way.

| strayed from the topic. Let me go back to the discussion on marketization in the
Kim Jong-un regime.

In the Kim Jong-un regime, not only the consumer goods and service markets but
also the labor market and financial market have grown, albeit at a slower pace. Let's
look at the labor market first.
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The labor market cannot exist officially in North Korea, because the state allocates
labor force and guarantees employment. As mentioned earlier, an informal labor market
was established after the 7.1 Measures. In the Kim Jong-un regime, the informal labor
market grew in the private economic sector.

This table shows how active the wage labor is based on the survey of North Korean
defectors like the previous table. You can see that wage labor has become more active
in the Kim Jong-un regime.

To the question of how many people received money for helping others in their
fields, the percentage of those who answered “very many’more than doubled from
16.5% in 2007-2012 to 35% in 2013-2015. To the question of how many people
worked at convenience service facilities operated by individuals, the percentage of
those who answered “very many‘rose from 18.3% in 2007-2012 to 30.6% in
2013-2015.

Now, let's look at the financial market. The financial market has also grown,
centering on private finance. In the past, small loans were made at high-interest rates
without collateral, but mortgage loans were also made by the Kim Jong-un regime. It
became possible to use the housing card or production means as collateral because
the privatization progressed informally.

Also, the loans became more systematized. For example, the amount or the interest
rate became different according to the collateral and its value. This naturally happened
as mortgage loans became available.

One noteworthy change in the official financial sector is the establishment of
commercial banks in the Kim Jong-un regime. North Korea enacted the Commercial
Bank Act in 2006. Before that, the central bank also acted as a commercial bank, but
this act enabled the establishment of commercial banks.
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However, only a system was built and actual commercial banks were not established.
Around 2015, commercial banks began to be established in North Korea. It is known
that about 30 to 40 commercial banks are operating in Pyongyang alone, but they are
not being used much. However, as the North Korean government is trying to activate
the official financial market, we need to keep an eye on it.

Why did the market sector grow in the Kim Jong-un regime? Various factors may
have influenced it. Now, let's look into two factors that seem the most important.

First, the North Korean government actively embraced the market sector. As
mentioned earlier, North Korea's marketization has been promoted from the bottom,
but the government's stance on the market is also very important. In the late 2000s,
the North Korean government implemented the market restraint policy and the market
sector shrank fast.

The Kim Jong-un regime used to take a gentler stance on marketization until the
sanctions intensified. Then, of course, it would have considered something other than
the transition to a market economy system. Still, the Kim Jong-un regime actively
embraced marketization compared to before, and some even assessed that the North
Korean government was leading marketization.

There was good reason to believe so. First, | mentioned the introduction of business
indicators and the permission to open cash accounts in the last lecture. These were
official permission for the production activities of companies in the market, which had
been conducted with the connivance of the government.
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The North Korean regime is also directly involved in the market sector and earns
profits. A typical example is that the government led the wireless communication
business and made huge profits by importing low-cost mobile phones from China and
selling them to people at high margins. A study estimated that the North Korean
government earned between $600 million and $900 million through this.

In addition, the Kim Jong-un regime started to operate 'Golden Bee Store', a North
Korea-style convenience store, and ‘Changgwang Mart', a supermarket, in a market
economy method.

Why was the North Korean government so active in embracing and utilizing the
market sector? We can think of two aspects.

First, embracing the market sector was inevitable. The importance of the market
sector in the North Korean economy has grown too much. However, the North Korean
government does not intend to give up the planned economic system officially. As a
result, it made a compromise by incorporating some of the market sectors into the
official sector while maintaining the planned economic system.

Second, it may have considered the financial aspect. As seen earlier, the regime
entered the wireless communication or distribution industry to earn revenue through
sales. It can also secure taxation targets by incorporating some of the market sectors
into the official planning sector.

It cannot impose taxes on the informal sector. If the informal areas continue to
expand, the regime has no choice but to consider including them in the official realm
for taxation. Considering the lack of finance in North Korea, it would have been
difficult to leave the situation as it is.
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So far, we have discussed why the North Korean regime actively accepted the
market sector because this made the market sector grow.

Now, let's look at the second factor, the expansion of foreign trade. In fact, we will
look at foreign trade in more detail in the next lecture. Today, we will briefly review
how the expansion of foreign trade has helped marketization.

North Korea's trade volume increased significantly during the Kim Jong-un regime. It
showed a sharp decline after the sanctions were strengthened later.

Still, an increase in the trade volume must have helped the market sector in many
ways. First, if exports increase, it boosts income. When incomes increase, the
purchasing power of people increases, resulting in more market demand.

Now, let's look at the increase in income. If the income increases, supply to the
market also increases. Particularly, because North Korean products have poor quality
and are not diverse, residents may prefer imported products more. In fact, it is known
that imported goods account for a fairly high proportion of goods distributed in the
North Korean market.

This increase in trade increases both market demand and supply. The cost of
transactions has also decreased due to increased imports. As | mentioned earlier,
imports of trucks and mobile phones increased significantly during the Kim Jong-un
regime. Especially, the import of mobile phones became in full swing in the 2010s.

The increase in truck imports is a sign that the transportation industry has
developed. It must have promoted changes like the smoother movement of people and
goods and the integration of national markets. Also, the spread of mobile phones
allows market-related information to circulate quickly, which helps facilitate transactions
and stabilize prices.
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So far, we discussed how much North Korea's market sector has grown in the Kim
Jong-un regime and why the market sector has grown. Then, how big is the market
sector in North Korea's economy? Let's look into this.

The thing is, analyzing this is not easy at all. It is especially difficult in today's
situation where the market and planning sectors co-exist. The data we can refer to is
also very limited. Please listen to the following with these limitations in mind.

First, let's look at how much the income from the informal sector like the market
takes up in the total income. This was mainly analyzed using the survey conducted on
North Korean defectors, and the informal income was much higher than the official
income.

The left graph shows the survey result by the Institute for Peace and Unification
Studies (IPUS) at the Seoul National University of North Korean defectors who entered
South Korea from 2011 to 2018. The survey was on their official income in North
Korea right before they defected. The survey question was about how much they
received each month from the job assigned by the state.

The right graph shows informal income, how much income they earned each month
through economic activities other than a job assigned by the state.

Let's start with the graph on the left. Those who responded that they had no
income at the job assigned by the state accounted for about 50% since 2013. Many of
the rest responded that their official income is less than 5,000 North Korean won.

You probably don't know how much 5,000 won is worth. You can buy 1 kg of rice
for 5,000 won in North Korea. In other words, 5,000 won is far too little to make a
living. Most North Koreans were unable to earn a living with the income from the
formal sector.
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The wage level of North Korean companies is so far from reality. In the Kim Jong-un
regime, some companies raised wages dozens of times and made them realistic, but
many still pay wages that are barely helpful to make a living. Because of this, many
workers pay money to companies and go out to engage in private economic activities
like 8.3 Workers, and a lot of women who do not belong to the workplace engage in
private economic activities.

According to the survey conducted by the IPUS, 70% of North Korean defectors run
businesses in North Korea. Private economic activities are carried out in such a wide
range in North Korea.

Now, let's look at how much informal income the residents earn through private
economic activities such as trade. The graph on the right shows this.

It is different every year, but those who responded that their informal income was
none or less than 10,000 won account for 20% to 30%. Those who responded that
their informal income was over 100,000 won account for 50% to 70%.

Comparing these two graphs, you can see that North Koreans earned most of their
income in the informal sector in the 2010s. However, you need to consider a few
things when interpreting this.

First, rationing is partially recovered. But rations are not reflected in the official
income here. For example, defectors may have said that they received 5,000 won when
they received 5,000 won in cash and 10 kg of rice. Therefore, official income may be
underestimated.
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Second, there could be many 8-3 Workers or housewives among those who
responded that they had no official income. They don't have official income because
they don't work at a job assigned by the state. We have to calculate official income
after excluding them, but that is not considered in the graph presented here. This, too,
may contribute to an underestimation of official income.

Third, you need to consider that those who were engaged in the informal sector are
more likely to defect than those who have a stable position and a relatively high
income in the formal sector. Those with stable status and economic power in North
Korea are less likely to defect. This can also be a reason why informal income
accounts for a higher share in the survey of North Korean defectors.

You also need to consider that many of the North Korean defectors are women, who
mainly participate in private economic activities, and come from the border area
between North Korea and China, where the inflow of goods from China is relatively
high.

In summary, the formal and informal income level in the survey of North Korean
defectors is likely to be slightly distorted, showing a higher share of income in the
informal sector. Even taking these into account, however, it seems clear that the
informal sector plays a significant role in the income of North Koreans.

Even though the informal sector accounts for such a high share of household
income, the informal sector is unlikely to account for a high share of North Korea's
GDP. In North Korea, the public services sector, such as administration, national
defense, security, education, and health, accounts for a high proportion of GDP, and
state-owned enterprises' investment activities belong to the official sector.

| feel my explanation is not enough, but it is difficult to analyze this more
systematically due to the lack of related statistics. | ask for your understanding on that
point.
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Let me summarize the discussion on how large the market sector is in the North
Korean economy. The market takes up a high proportion of the public economy, but
the planning sector still takes up a significant proportion of the whole economy.

Lastly, let me explain the situation in 2020 in terms of the marketization of North
Korea. The North Korean economy has deteriorated since 2017 because of the
sanctions. Looking at North Korea's economic growth rate estimated by the Bank of
Korea, it has recorded negative growth since 2017.

As the economic situation deteriorated, the marketization in North Korea also started
to slow down. This is because the North Korean regime reinforced control and
management of the overall economy while emphasizing self-reliance. Because of the
COVID-19, imports of Chinese consumer goods decreased significantly, and the market
sector seems to be shrinking due to restrictions and controls on market activities.

However, the regime is not suppressing the market like it did in the late 2000s. The
North Korean regime seems to be aware that the market sector has become very
important in the economy and turning it back may bring serious side effects because
some are already incorporated into the official sector.

What would it change in the future? The North Korean regime is likely to maintain
the current policy stance of strengthening control and management of the overall
economy unless the external environment changes significantly due to the continued
sanctions. In such a situation, it is difficult to expect great progress in marketization.

However, from a mid-to-long-term perspective, marketization in North Korea is
expected to progress further. Reversing this flow is not easy as markets are deeply
embedded in the economy as a whole and even in the planned economic system.
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So far, we have discussed the marketization of North Korea in the Kim Jong-un
regime. After a break, we will examine the impact of marketization on the North
Korean economy.
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5-4 Impact of Marketization on the North Korean Economy

Hello again. So far, we have discussed the marketization of North Korea in the Kim
Jong-un regime. Now, let's examine the impact of marketization on the North Korean
economy.

| already mentioned these while discussing the development process of marketization.
| will explain them in four points: improving efficiency in resource distribution, utilizing
idle manpower and facilities, stabilizing residents' lives, and increasing financial income,

First, the efficiency of resource allocation increases. What does it mean to efficiently
allocate resources? If resources are allocated most efficiently, each good will be
produced as much as society needs, and the product will be distributed to those who
value it the most.

In a planned economy, the efficiency of resource allocation is low. The state allocates
resources based on the plan, but the state has limited information. Thus, there are
limitations in allocating resources to the right place at the right time.

However, as marketization progresses, the resource is efficiently allocated by the
price mechanism. As a result, the whole society can use allocated resources well to
enjoy a higher level of utility. The efficiency of resource allocation became higher in
today's North Korea compared to the past due to marketization.

Second, it has increased the utilization of idle manpower, facilities, and resources in
North Korea's planned sector. Since the economic crisis of the 1990s, North Korea's
official economic sector has not functioned properly, leaving a large amount of idle
manpower and facilities in the state sector.
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However, as private economic activities increase through marketization, the idle
manpower started to participate in production activities and idle facilities started to be
used. This has improved workers' incomes and company financing.

The 8-3 Workers is one example. Idle manpower of state-owned enterprises started
to engage in private economic activities. The case that Donju borrows production
facilities from state-owned enterprises for production is another example.

Third, marketization helps residents maintain a stable livelihood. As mentioned earlier,
many North Koreans do not receive adequate wages in official jobs to make a living.
The North Korean regime also knows that it should be corrected, but that is not easy.

In addition, the social security system only exists as a mere formality and does not
provide any practical help to residents. For example, North Korea does have a pension
for the aged, but it is only a few hundred won. Considering that 1kg of rice is 5,000
won, the pension for the aged exists as a mere formality.

In this situation, residents eventually have to live on the income earned through
private economic activities. Residents no longer expect the state to take care of their
livelihoods.

Lastly, expanding the market sector contributes to stabilizing the national fiscal
revenue. Earlier, | mentioned that the North Korean regime profits by selling mobile
phones and operating modern supermarkets. | also said that the Kim Jong-un regime’s
attempt to incorporate the market sector into the official planning sector is related to
finance. The government cannot impose taxes on the informal sector, so it is gradually
trying to incorporate them into the formal sector.
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Let me add one more point. North Korean government is collecting taxes under
various names even in the market, and this has been considerable help in stabilizing
the finances of local governments. North Korean regime collects market usage fees and
storage fees for storing bicycles and luggage in the general markets, which become
revenues of local governments.

Let me explain a little bit more about the market usage fee. There are three types
of market usage fees that merchants should pay to the market management office
under the People's Council of the city or county.

First, you should pay a fee to purchase Maedae, a space to sell. This is a relatively
large amount. When you open a business, you have to pay rent every day, and the
amount varies depending on the size and location of the Maedae. Finally, you need to
pay a fee based on the sales amount.

How big is it? It's hard to know exactly. A study conducted in 2016 estimated that
the amount collected from markets could reach up to $70 million a year because there
are more than 400 markets nationwide. Considering the size of North Korea's economy,
this is not a small amount.

Now, let me summarize the 5th lecture. First, the lecture started by discussing what
marketization is. | said that marketization is a phenomenon in which various types of
markets are formed and expanded, as well as a phenomenon in which market
mechanisms are introduced and spread. North Korea has witnessed changes in both
over the past 20 years.
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Second, we looked at the marketization process in the 2000s. Originally, there was
the ‘Farmers'Market'in North Korea. But it was held only once every 10 days, and the
items traded were very limited. Then, during the North Korean Famine, farmers'markets
turned into huge black markets, and trade items were diversified. In a situation where
rations were cut off, '‘marketization from bottom to top'took place as residents
engaged in economic activities in various ways to survive.

As a result, the farmers' market was transformed into a general market, a legal
market for consumer goods after the 7.1 Measures in 2003. As market activities
became more active, a class called ‘Donju'who accumulated capital and ‘wage
laborers’emerged and private finance also developed. Of course, the labor market and
financial market were formed informally, but this was a significant change compared to
before.

However, North Korea's policy direction was changed to suppress the market after
the mid-2000s. It was caused by the backlash against change and concerns about the
shaking of the socialist order.

As a result, market activities were restricted, and currency reform was also
implemented to suppress Donju class in 2009. However, the currency reform brought
resistance from people and ended in failure with several side effects such as inflation.
The market restraint policy was also withdrawn.

In the Kim Jong-un regime, marketization has progressed further. The number of
general markets has increased significantly, and various service industries have also
been activated. Still, privately owned companies were not allowed, so Donju had to
borrow the name or assets of state-owned companies to run their business, which
limited the scale of private economic activities.
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In the Kim Jong-un regime, the labor market and financial market also showed a
growing trend, albeit at a slower pace. Employment of wage labor in the informal
sector has increased, and private finance has become systematized. The North Korean
government attempted to activate commercial banks.

There were two main reasons why North Korea's market sector has grown under the
Kim Jong-un regime. One was that the North Korean regime actively accepted the
market sector and the other was that foreign trade expanded.

Next, we examined how much the income from the informal sector like the market
takes up in the total income. The conclusion was that the market takes up a high
proportion of the public economy, but the planning sector still takes up a significant
proportion of the whole economy.

As the North Korean economic situation deteriorated after 2017, the North Korean
government changed its policy stance to strengthen control and management of the
overall economy, and marketization slowed down. The North Korean regime is likely to
maintain the current policy stance due to the continued sanctions. However, from a
mid-to-long-term perspective, marketization in North Korea is expected to progress
further.

Lastly, we discussed the impact of marketization on the North Korean economy. |
mentioned four points. First, the efficiency of resource allocation was improved. Second,
the utilization of idle manpower, facilities, and resources in the official sector was
enhanced. Third, it helped residents maintain a stable livelihood. Fourth, it contributed
to stabilizing the national fiscal revenue.

Let me wrap up the lecture. In the sixth lecture, we will discuss North Korea's
external economic relations, the third topic in the North Korean economy after the
2000s.
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Although North Korea's trade volume is not large, the foreign economy is very
important in the North Korean economy. Thus, learning about North Korea's foreign
economic relations will help you better understand the North Korean economy. [l see
you in the next lecture. Thank you.
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