Preface
Is North Korea actually changing? This is the most common question we get
as North Korean researchers. People from all walks of life - from ordinary
Korean citizens to the U.S. high officials – have asked us this question. While
they had different definitions of North Korea’s change, there seemed to be an
underlying perception that North Korea is a closed, hostile military state
resistant to change. Such an image of North Korea has solidified as North
Korea continued to develop nuclear weapons, and in no time, the U.S. and
other Western countries have come to establish policies on North Korea.
But North Korea today is in transition. Currently, North Korea is undergoing the
most extensive structural change in its history across many areas, especially in
the economy and society. Notably, the North Korean authorities are at the
heart of this change. In April 2018, North Korea shifted its national strategy
from “military-first” to “economy-building,” and since then, the change has become
more noticeable. Everyone can see this change if they let go of strict
standards with the attitude that “nothing should be considered a change unless
North Korea’s political system embraces democracy.”
North Korea aspires to improve economic structure conducive to economic
development by prioritizing the economy over the military and strives for
international cooperation. To that end, North Korea has shifted its national
strategy to promote economic reform and opening. We are witnessing a new
North Korea - one that we could never imagine before. Given that North Korea
is under the toughest sanctions, the changes are very astonishing, and at the
same time, worrisome in that North Korea could withdraw from efforts to
transform. In fact, the changes are so dramatic that they can challenge the
existing perception that has been the basis for setting policies on North Korea.
Still, some skeptics are keeping a suspicious eye on North Korea’s changes.
So we decided to make a book that presents today’s North Korea going
through transformation centered on the economy.

We have collected data from various sources to confirm changes in North Korea.
They include years of direct observation through site visits to North Korea, field
research in Sino-North Korean border areas, analysis of North Korean archives,
interviews with North Korean defectors, and a close examination and analysis
of speeches and “field guidance” of the North Korean supreme leader Kim
Jong-un. Based on these data, we have also systematically collected images
of changes in production sites, construction sites, daily lives of ordinary people,
and policy process of North Korea, tracking and analyzing them in chronological
order. This book is the result of that quest.
Seek Truth from Facts. This has been the motto of our North Korean research.
We made every effort to be consistent with the motto in the process of writing
this book in the hopes of helping readers better understand today’s North
Korea as it is.
Finally, we would like to express our sincere gratitude to the Korea Aerospace
Research Institute and all the other contributors for willingly providing us with
vivid data that made this book possible.

November, 2019
LEE Jong-seok and CHOI Eun-ju

Ⅰ

Shift in North Korea’s National Strategy
1. Shift from Military-First State to Economy-Building State ········· 3
1) Shift in National Strategy ······································································ 3
2) Military-First State vs. Economy-Building State ···································· 5

2. Is the Change Taking Place? ························································ 6
1) From Military Grounds to the Infrastructure of Economy ···················· 6
2) Committing Large-Scale Armed Forces into
Economic Construction Sites ·································································· 9
3) Mobilizing Military Resources in Support of Economy ······················ 10
4) The Munitions Industry to Support Economy ····································· 12
5) Closing Songun and Weakening Status of Military ···························· 15

3. Background and Motivation of Shift in National Strategy ······· 18
1) Background ··························································································· 18
2) Motivation ······························································································ 20

Ⅱ

Reform and Opening of the North Korean Economy
1. Reform Policies and Changes in Mindset ·································· 25
1) Features of Economic Reforms in the Kim Jong-un Era ················· 25
2) Iconic Trait of North Korea’s Reform:
“Socialist Corporate Responsible Management System” ···················· 27
3) Transition from Planning to Competition ············································ 30

2. Opening Policies and Limitations ················································ 37
1) Features of Economic Openings in the Kim Jong-un Era ················ 37
2) Awkward Coexistence: Economic Opening and Sanctions ················· 41

Contents
Demystifying
the North Korean Economy

Ⅲ

North Korean Economy Today
1. Rapid Growth in the Types and
Quality of Consumer Goods ························································· 53
2. Markets at the Heart of People’s Everyday Life ······················ 61
3. Breaking the Cycle of Hunger and
Expansion of Leisure Activity ······················································ 65
4. Upsurge in Telecommunication ···················································· 72
5. Rapid Growth in Commercial Activity and Transportation ······· 75
6. Nationwide Construction Boom ···················································· 78

Ⅳ

Sanctions and North Korean Economy:
Impacts and Responses
1. Impacts of Sanctions and Securing Minimal Viability ·············· 87
2. North Korea’s Response to Sanctions ········································ 91
3. Standing Against the Toughest Sanctions ································· 95

Shift in North Korea’s National Strategy

Ⅰ

01

Shift from Military-First State to
Economy-Building State*1)

1) Shift in National Strategy
From parallel (Byungjin) policy of economic and nuclear development to an
all-out focus on economy alone
On April 20, 2018, Kim Jong-un, the supreme leader of North Korea,
proposed a new direction for national strategy at the 3rd plenary meeting
of the 7th Central Committee of the Workers’ Party of Korea (WPK).
- Kim proposed a shift to an “all-out focus on socialist economic
development” from a “parallel policy on nuclear power and economy.”
The Party has adopted it as a new national strategy, signaling North
Korea’s shift from a military-first state into an economy-building state.

Rodong Sinmun informing North Korea’s adoption of new national strategy (April 21, 2018)

* All references without citations are from Rodong Sinmun and Minju Chosun on indicated dates.
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What is an all-out focus on economic development?
- “It is to have the Party and the state in general to prioritize economic
tasks over other national tasks, and to fully devote human, material,
and technological resources to economic development.” (Kim Jong-un,
April 21 and 23, 2018)
- Kim has put economic development as the first priority of the state
governance.
▸“Today, for our Party, there is no revolutionary task that is more
urgent than promoting economic development and improving the
quality of people’s livelihood.” (Kim Jong-un, March 9, 2019)
▸“In our current stage of struggle in building a powerful socialist nation,
the central mission is to focus all of national strength on economic
development and build a firm material foundation.” (Kim Jong-un, April
13, 2019)
North Korea’s official media are widely propagating discourse on prioritizing
economy to the general public, thereby breaking its old unwritten law of
prioritizing military.
- Many economy-prioritizing messages, which would have highly incurred
suspicion of anti-revolution sentiment or revisionism that threatens the
regime, appear frequently on official publications, such as Rodong Sinmun,
Minju Chosun, and Economy Studies.
Change in prioritization on resource allocation
Following the change of national strategy direction, the resource allocation
is also shifting from prioritizing military to prioritizing the people’s economy.
- North Korea has abandoned the military-first policy, which focused
resources on the national defense industry, and has implemented policies
that focus on the defense industry’s contribution to the people’s
economy.
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2) Military-First State vs. Economy-Building State

Ⅰ

What is a “military-first state”?
A state that prioritizes military affairs over other sectors and allows military
to engage in overall state affairs
- In North Korea, this kind of state governance is called Songun regime.
A state that prioritizes the strengthening of its military

What is an “economy-building state”?
A state that puts economic development as the number one national strategy
and carries out relevant tasks as its top priority
- In terms of allocating resources, economic development projects come
before military sectors, such as defense enterprises or military training
exercises.
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Is the Change Taking Place?

1) From Military Grounds to the Infrastructure of Economy
Construction of large-scale international recreational facilities on important
military training grounds (Kalma Peninsula, Wonsan)
April 26, 2017.
Large-caliber
self-propelled artillery
rifle drill observed by
Kim Jong-un

May 26, 2018.
The Wonsan-Kalma
Coastal Tourist Area
under construction

North Korea has been developing the Kalma Peninsula, which embraces
Wonsan City in Kangwon Province, into an international recreational area.
Kalma Peninsula was originally used for large-caliber self-propelled artillery
rifle drills.
- Kim Jong-un has ordered construction of a world-class coastal tourist
city on the Kalma Peninsula where the Myongsasipri Beach is located.
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▸ On January 1, 2018, in his New Year’s address, Kim proposed to
complete the construction of Wonsan-Kalma Coastal Tourist Area at
the earliest date.
▸In May 2018, Kim visited the construction site and later has inspected
several times.
The demolition of military airfield and ongoing construction of a large-scale
greenhouse farm

In July and August of 2018, Kim Jong-un visited twice the military airfield
located in Chungpyong-ri, Kyongsong County, North Hamgyong Province,
and ordered to demolish the airfield and replace it with a large-scale
greenhouse farm to supply vegetable to the people of North Hamgyong Province.
- “It is an important project to help improve the diet of the people in
North Hamgyong Province.” (Kim Jong-un, August 18, 2018)
- Kim Jong-un has also ordered the military to establish an approximately
1 million m2 greenhouse vegetable farm and a large-scale tree nursery
and provide them to North Hamgyong Province (July 17, 2018 and
August 18, 2018).
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The change of military exercise in the Kalma Peninsula seen on
the photographs from the Korea Aerospace Research Institute

Coast of Myongsasipri, Kalma Peninsula, Wonsan City
Coast of
Myongsasipri when
it was still a
military exercise
ground
(September 18,
2017)

Coast of
Myongsasipri under
construction
(September 18,
2019)

September 18, 2019
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2) Committing Large-Scale Armed Forces into Economic
Construction Sites
Since the declaration of an “all-out focus on economic development” as
the new national strategy, the core task of North Korean military has
been about supporting national economic-building projects.
North Korea used to send Korean People’s Army (KPA) forces into
construction sites even prior to the shift in national strategy but the scale
and range have increased significantly since April 2018.
- It is predicted that the armed forces equivalent to a division or above
have been sent to large construction sites including Wonsan-Kalma
Coastal Tourist Area, Samjiyon City and Yangdok County Hot Spring
Tourist Area.
In 2019, Kim Jong-un specifically emphasized the role of military in economic
development.
▸“The KPA should support [the pepole’s economy] especially well this
year, a time crucial for the five-year economic development strategy.”
(From the visiting speech at the Ministry of People’s Armed Forces on
the 71st anniversary memorial ceremony of Military Foundations Day
February 9, 2019).
Large-scale commitment of soldiers into massive construction sites

Wonsan-Kalma Coastal Tourist Area
(June 8, 2019)

Yangdok County Hot Spring Tourist Area
(May 12, 2019)

Samjiyon City (July 16, 2019)

Dancheon #5 Power Plant Dam
(June 15, 2019)
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A locally stationed military troop providing support for economic construction
site in rural area
Photo below is zoomed from the photo on the left
Farm Village near the Yalu River, Chunggang County,
Chagang Province
(photo by the author, August 18, 2019)

3) Mobilizing Military Resources in Support of Economy
Agricultural Industry
- North Korean military aircraft sprinkling fertilizer
- The picture below shows the North Korean military aircraft sprinkling fertilizer
over a field of reeds in Sindo County (Bidan Island), North Pyongan Province.
The aircraft is assumed to be Antonov AN-2 biplanes.

(August 9, 2019)
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Fish Industry
- The Korean People’s Navy (KPN) is managing fisheries offices throughout
the state to provide fish products to soldiers and civilians.

KPN West Sea Fisheries Office
(May 10, 2019)

Kim Jong-un inspecting KPN East Sea Fisheries
Office (December 1, 2018)

Forestry
- The KPA has established and managed large-scale tree nursuries in an
effort to restore desolated forests.

(June 10, 2019)

KPA #122 tree nursery
- The largest tree nursery in North
Korea that produces around 20
million trees per year.

(June 10, 2019)
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4) The Munitions Industry to Support Economy
Producing civilian goods at munitions factories
The national defense industry was a forbidden realm which no other
industry could have dared to overstep in North Korea.
- It has strictly followed its principle of prioritizing national defense industry
over people’s economy in terms of allocating national resources.
However, after adopting the all-out focus on economy strategy in April
2018, a greater emphasis was placed on the national economy than the
national defense for the first time in the history of North Korea.
- On January 1, 2019, during his New Year’s address, Kim Jong-un praised
the contribution of the munitions industry in supporting the civilian economy.

“The munitions industry responded heartily to
our Party’s combative call to concentrate all
of its strength in economic development and
produced various farm and construction
machinery, cooperative products, and civilian
goods, thereby promoting the improvement
of economic development and people’s
livelihood.”
Kim Jong-un reciting the New Year’s address (January 1, 2019)

- North Korea’s official media has publicly disclosed Kim Jong-un’s
statements, encouraging munitions plants to support the civilian economy,
during his field inspections in 2019.
▸“I highly appreciate how factories skillfully produce high-performance
equipment that greatly contribute to the reinforcement of national economy
and defense capability.” (During his field inspection at “Ganggye Tractor
General Factory” [munitions factory] June 1, 2019)
▸“I assigned munitions factories to manufacture facilities for ski resorts,
such as escalators and cable cars, and they produced them impeccably.”
(During field inspection at Yangdok-gun Hot Spring Tourist Area
construction site, August 31, 2019).
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Yangdok County Hot Spring Tourist Area, South Pyongan Province where the military and
munitions factories are leading the construction (August 31, 2019)

▸ “Our supreme leader assigned construction tasks to the army and
production of equipments to the munitions industry.” (During field inspection
at Myohyangsan Medical Appliances Factory, October 27, 2019)

Kim Jong-un inspecting Myohyangsan Medical Appliances Factory (October 27, 2019)

The North Korean authorities held product exhibitions of daily essentials
produced by munitions factories.
- From September 19 to 24, 2019, North Korea held “2019 Munitions
Industry’s Daily Essential Product Exhibition” at Changgwang Store located
on Future Scientist Street in the city of Pyongyang.
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▸The exhibition displayed and sold more than two thousand kinds of
daily necessities including electronics, housewares, construction materials,
furniture, apparels, resin products, compound metal products, kitchen
utensils, children’s toys, etc. (Meari, September 15, 2019)

Reference___
Social Status of National Defense Industry in North Korea and
Recent Changes
Conventional social status
- The economic development as defined in the era of Kim Jong-il was
“preferential development of national defense industry followed by
simultaneous development of light industry and agriculture.” It was only a
different expression for prioritization of national defense industry.
- Preferential development of national defense industry signifies to first
secure shares for national defense within the national budget and to
sufficiently allocate human and material resources, thereby allowing it to
head other industries (Seo Jae-young, Interpretation of Our Party’s
Songun Era Economic Ideology, Pyongyang, Chosun Rodong Publications,
2005, p.21).
▸ “By making much more of our own contemporary armed equipment
through gaining leading power in the development of national defense
industry in response to the demand of Songun Era’s economic
development direction, we must strictly establish military-first spirit
throughout the entire society and turn the country into a fortress of
iron walls.” (Kim Jong-il’s statements on October 8 and December 15,
2011, Complete Collection of Kim Jong-il work(revised edition), Pyongyang,
Chosun Rodong Publications, 2016 p.426)
- National defense industry was considered as a forbidden realm that
could never be touched regardless of the circumstances of national
economy.
▸“Some people are expecting some sort of money to come out from the
state’s powerful national defense industry, but it is like a matter of
life and death. Therefore, to touch that for other reasons is worthy of
divine punishment.” (Song Sang-won & Kim Yong-hwan, [Full-length
Novel Series Immortal Leadership 2009], Pyongyang, Munhak Yesul
Publications, 2014, p.19)
Recent changes: New Perception
- Now, North Korea has emphasized the munitions industry (defense industry)
to closely coordinate with the civilian industry to contribute to the
development of national economy.
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▸“For general reinforcement and maintenance of the state's economy,
the state has to mobilize and utilize technological achievements and
production potentials in the national defense industry for invigoration
of the people’s economy.” (Ri Ki-song, Era of Knowledge Economy and
New Century Industrial Revolution, Pyongyang, Social Science
Publications, 2019, p.107)
※ The Changgwang Store sells daily necessities produced by North Korea’s
munitions industry.
In August 1954, following the proposal of Kim Il-sung, the Prime
Minister of North Korea at that time, North Korea produced daily
products from the munitions industry.
In November 1983, Changgwang Store officially opened at Chung-Guyok.
In October 2015, the Store doubled in size (nearly 7,200 ㎡) after relocating
to the newly formed Future Scientist Street.
Since the relocation of Changgwang Store, Kim Jong-un has ordered
the store to regularly hold product exhibition to encourage the munitions
industry to produce daily necessities.

5) Closing Songun and Weakening Status of Military
On April 11, 2019, North Korea deleted Songun politics in the constitution.
- Removed Phrases:
▸Article 3: “DPRK is guided in its activities by [ … ] and the Songun idea.”
▸Article 59: “The mission of the armed forces of the DPRK is [ … ] to
protect [ … ] by implementing the Songun-based revolutionary line.”
- Nevertheless, the preamble of constitution still records Kim Jong-il’s
“achievement” of “Songun politics” during his rule as a historical fact.
※ Songun politics was written in the Constitution on April 9, 2009 under
the leadership of Kim Jong-il.
As Kim Jong-un solidified his regime, Songun politics that was born in
the era of Kim Jong-il, began to wane. This constitutional reform signifies
such change in politics has also been institutionally confirmed.
- The end of Songun politics signifies that North Korea is heading towards
the direction of a normal state.
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Kim Jong-un has weakened the status of the military as he aims to
establish a normal state and achieving economic development.
- During his early period, Kim Jong-un executed Hyon Yong-chol, the
chief of general staff of KPA, and other high-ranking military figures in
order to weaken the status of military, which had overly grown in the
past decades.
- Kim Jong-un is proceeding with the goal of depriving military of its
excessive privilege and a sense of entitlement by “actually demoting” a
large number of generals one or two ranks below their previous ranks,
thereby reducing the bubble of military ranking system that was puffed
up in the Kim-Jong-il Era, which consists of: Brigadier General < Major
General < Lietunant General < General < Vice Admiral < Admiral
Position

2012

2019

General Director of Bureau of
Politics

Vice Admiral Choi Yong-hae

Four-star General
Kim Soo-gil

General Chief of Staff

Vice Admiral Kim Young-chun

Four-star General
Park Jung-cheon

MPAF(The Ministry of People’s
Armed Forces) Department Head

Vice Admiral Kim Jong-gak

Four-star General
Noh Gwang-cheol

- In February 2016, Kim Jong-un formed the structure of having the KPA
to be absolutely submissive to the Workers’ Party of Korea (WPK)
through the “Extended Meeting and Allied Meeting between the Central
Committee of WPK and Committee of KPA.”
- The weakening of the military’s standing within North Korea’s power
structure (Political Bureau of the Workers' Party of Korea)
▸The General Director of Bureau of Politics (ranked number one in North
Korean military), traditionally authorized to be a member of Presidium
of Politburo of the Workers' Party of Korea, was dismissed from the position.
Kim Jong-il, when alive, transferred military control to Kim Jong-un.
- Kim Jong-il (deceased in December 2011), the Chairman of National
Defense Commission, made his son Kim Jong-un to begin assist him in
the military business in 2009, right since Kim Jong-un became the
official heir.
- Kim Jong-il virtually took measures to allow Kim Jong-un to take control
of the military while he was still alive, and so he appointed Kim Jong-un
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as the Vice Chairman of the WPK’s Central Military Commission in
September 2010.
- Kim Jong-il left the establishment of Kim Jong-un’s leadership structure
within the military as his dying words in his declining years.
▸“We must thoroughly establish comrade Kim Jong-un’s leadership
structure within KPA, KPA must firmly build a strict line of command
and revolutionary militant discipline so that the entire army can move
as one under comrade Kim Jong-un’s command.” (Kim Jong-il, stated
on October 8 and December 15 of 2011, Complete Collection of Kim
Jong-il works Volume 25 revised edition, Pyongyang, Chosun Rodong
Publications, 2016, p.426)
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Background and Motivation of
Shift in National Strategy

1) Background
As it suffered from economic hardship and poverty due to the strategy of
strengthening nuclear power, North Korea sought a shift in national strategy.
North Korea is looking for economic development through changing the
previous patterns of resource allocation of priortizing national defense.
By openly declaring its shift in national strategy direction and revealing
Kim Jong-un’s activities, North Korea is showing its intention to change
the hitherto military-prioritizing social atmosphere into a mode of an “all-out
focus on economic development.”
Chairman Kim Jong-un possesses a strong desire to overcome poverty in
North Korea.
In his emotionally sensitive teenage years, Kim Jong-un heavily experienced
the North Korean Famine (“Arduous March”), during which approximately
two million North Koreans died of hunger.
- Kim Jong-il, the first supreme leader of North Korea, pointed to Kim
Jong-un’s experience of the North Korean Famine as one of the
qualifications for his leadership.
▸“Comrade Kim Jong-un acquired many life experiences while suffering
together the hardship suffered by the people during the famine, the
most difficult time of our revolution […] Comrade Kim Jong-un will
probably never be able to forget the time of that famine forever.” (Kim
Jong-il, stated on October 8 and December 15 of 2011, Complete Collection
of Kim Jong-il works Volume 25 revised edition, Pyongyang, Chosun Rodong
Publications, 2016, p.419)
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- It can be reasonably assumed that this experience has ignited within
him a strong passion to overcome poverty.
Through studying abroad in Switzerland, Kim Jong-un painfully realized
the underdevelopment of North Korea and gained the will to overcome it.
▸“Here we are enjoying jet skiing, horse riding, and other leisure activities
on a daily basis daily, but what about our ordinary people? When we
go to Europe or Japan, we see food and commercial products piled up,
but when we return to North Korea, we see nothing.” (from the interview
of Hujimoto Genji who was a Japanese private chef of Kim Jong-un
during his childhood, Chosun Ilbo, December 27, 2011)
During his first public speech (April 15, 2012) after he came to power,
Kim Jong-un openly professed the overcoming of poverty and the realization
of a wealthy nation. Afterwards, he repeated this whenever he had the chance.
▸“It is the Party’s steadfast determination to never again make our
people starve but rather to make them enjoy the riches and honors of
socialism to their heart’s extent.” (April 16, 2012)
☞ In fact, North Korean people were greatly encouraged upon hearing
this speech (based on the testimonies of North Korean defectors
and residents)
▸“The lack of my abilities that always failed to meet the passions of my
heart drowned me to spend the past year in self-reproach. But to make
the singing of ‘We Have Nothing to Envy in the World’ into today’s
reality, not just in the moment of our nation’s past glory, I ‘promise’ to
press on even harder and dedicate my all.” (New Year’s Address,
January 1, 2019)
Confidence in rapid economic growth
It is assumed that Kim Jong-un has the confidence that North Korea can
surpass the speed of economic growth shown by China in the past if
North Korea’s human and material resources were to be combined with
advanced capitals and technologies from external sources.
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2) Motivation
The declaration of the completion of nuclear power
With the declaration of success of nuclear weapon development and
intercontinental ballistic missile (ICBM) test-firing (November 29, 2017),
conditions to make a deal with the U.S. as equals were fulfilled. Moreover,
with no more need to compete in conventional arms race, the national
defense expense were reduced. These are the reasons why North Korea
believe that they can now sufficiently focus on economic development.
Denuclearization negotiation with the U.S.
North Korea believes that it can create advantageous environment and
conditions (domestic and foreign) for its economic development through the
realization of denuclearization negotiation with the U.S.
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Reform and Opening of
the North Korean Economy
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Reform Policies and
Changes in Mindset

1) Features of Economic Reforms in the Kim Jong-un Era
Institutional reforms to improve incentives and encourage productions units
including firms, farms, workers, and farmers
Adopting a comprehensive competition system
- By providing substantive management rights to firms and other entities,
North Korea seeks to encourage competition among firms and boost
productivity.
▸Firms can make their own decisions regarding inputs (materials, product
designs, financial management), outputs (production), and sales to secure
their business activities.
▸As North Korea institutionalizes and protects the pursuit of profits as
the principle of economic activity, firms are allowed to autonomously
utilize profits and install a business strategy of producing and selling
profitable goods.
Boosting motivation for production by differentiating distribution according
to abilities and performances
- As the norm of differentiated distribution according to abilities and
performances spreads within production sites, competition among various
entities has emerged to improve one’s performance.
- In the agricultural industry, a ground-breaking reform policy (“Field
Responsibility System”) was adopted to boost farmers’ motivations for
production.
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Institutional improvements to guarantee smooth economic activities
Taking advantage of the systems of price, profits, and incentives to boost
production
Reforming structure in economic systems to guarantee efficiency and
smooth business activities
▸“[The Cabinet] should adjust the structures and systems of work to
raise the efficiency of economic activity and to make enterprises smoothly
conduct their business activities.” (Kim Jong-un, New Year’s address
of 2019, January 1, 2019)
Improving financial systems through the establishment of commercial banks
to allow smooth lending of funds for business activities
By allowing individual firms to trade, North Korea induces firms to create
demands in the world market and enhance the quality of goods.
Fostering individual abilities to lead economic reforms and adapt to changing
business environment for bringing successful results
- Universities have opened curriculum for economic and business managers,
and the state changed the relevant education system.
Economic development on the basis of science and technology
On April 20, 2018, North Korea officially declared its shift in national
strategic line from military-first to economic-building approach and suggested
to “make a leap forward by dint of science and guarantee the future by
dint of education.” In other words, the regime revealed its priority of
developing science and technology for economic development.
- North Korea has put science and technology as the most important
strategic means for economic construction and the strongest drive to
promote developments in its entire society. And thus, it settled down the
advancement of science and technology as an overriding national task.
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【Newly added contents that emphasize science and technology through
constitutional amendments in April 2019】

Ⅱ

Contents added by constitutional amendments

Article

∎ “Informatization” was added upon “Juche-orientation, modernization, and scientification”
of the national economy
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∎ Stipulates that “power of science and technology” is “the most important strategic
means of the state” and economic construction is driven by science and technology
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∎ “Nurturing science and technology talents” was added

40

∎ State seeks to foster “talented science and technology personnels” through education

46

∎ Stresses the importance of expanding “national investments” in scientific research

50

※ These revisions were made in April 2019. The latest amendment prior to that was made in June 2016.

Economic development through the integration of business production
with science and technology (Industry-University Cooperation)
- North Korea seeks to adopt cutting-edge technologies in all the industrial
sectors, thereby adjusting inter-industry imbalance in technology and
enhancing production efficiency.

2) Iconic Trait of North Korea’s Reform:
“Socialist Corporate Responsible Management System”
Kim Jong-un promoting innovations in the economic management system
After taking the office, Kim sought new measures to substitute conventional
methods of economic management, which the Workers' Party of Korea
(WPK) had led and supervised the overall business system.
- As an alternative, Kim ordered to improve economic management methods
by allowing agents of production (managers and workers) to take leading
roles (Kim Jong-un, New Year’s address of 2013, January 1, 2013).
▸“Tae-an Work System” and “Agricultural Guidance System” are
conventional methods of economic management in which activities of
all production units, including firms and collective farms, are under
absolute guidance and management of the Party and the state.
On May 30, 2014, Kim Jong-un formalized economic reforms by presenting
the statement with the title of “On Establishing Our Way of Economic
Management That Meets the Needs of Development.”
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- In his speech, Kim Jong-un presented a new management system called
“Our Way of Economic Management,” which guarantees an economic
profit of firms, manages a business through the corporate responsible
management system, and distributes according to economic performance.
After the statement, North Korea applied the new method of economic
management to firms and farms.
- The term “Socialist Corporate Responsible Management System” later
substituted for “Our Way of Economic Management” and settled down as
“Field Responsibility System” in the agricultural sector.
- “Field Responsibility System” was applied in full-scale after Kim Jong-un
stated that the most important duty in agriculture is to increase agricultural
production when he published his work, Let Us Bring About Innovations in
Agricultural Production under the Unfurled Banner of the Socialist Rural Theses, on
February 6, 2014.
Key Contents of the “Socialist Corporate Responsible Management System”
Classification

Key Contents

Definition

▸A system in which factories, firms, and cooperative enterprises run business
activities autonomously with substantive management rights, ensuring workers’
responsibility for production and management

Rights Granted to
Firms

▸Rights to plan, produce, develop products, control qualities, and manage
personnel

Individual
Responsibility System

▸While jointly managing state- and cooperative-owned machinery, lands, and
facilities, individuals carry out respective tasks

Evaluation of Labor
and Distribution

▸Distribution according to labor inputs and outputs
*Emphasis on excluding equal distribution
▸An individual can be a unit of production and distribution (which used to
be impossible)

Revision of laws to provide legal grounds for the “Socialist Corporate
Responsible Management System”
Enactment of reforms for firm management
- The state grants firms the right to plan, produce, develop products,
train personnel, manage finance, set price, sell, control product qualities,
manage workforce, trade and form joint ventures or cooperation (Corporate
Law, amended in 2014, 2015).
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Enactment of agricultural reforms
- The state enacted a new system in which an individual or a team in
consideration of the situation of individual collective farms, becomes
responsible for the production of agricultural goods of specific fields.
And later each production unit is subject to distribution of produced
output.
- To raise motivation for production through competition, the previous system
that had set teams of 10 to 15 farmers as a basic unit for production and
distribution, was revised to have an individual farmer as a basic unit for
production and distribution (Agricultural Law, Article 22, 2015).
- With the premise that an individual farm completes the tasks assigned
by the state, each farm can plant cash crops to generate additional
income (Agricultural Law, Article 23, 2015).
“Socialist Corporate Responsible Management System” first stated in the
constitution
Through the constitutional amendment in April 2019, North Korea shifted
from “Tae-an Work System” and “Agricultural Guidance System” to “Socialist
Corporate Responsible Management System” as a new economic management
method.
- However, this “Socialist Corporate Responsible Management System” is
limited to a certain extent in its applications to munition industries and
national strategic industries (i.e. electricity and coal industry), since the
state provides production resources like capital assets and materials for
these industries based on national programs.
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3) Transition from Planning to Competition
The expansion of autonomy of firms and the emergence of competition for
the quality of products
Due to expanding autonomy in planning, production, and sales, competition
has emerged among firms producing the same goods. Each firm has to
develop its own brand to create product differentiation.
- In a traditional planned economy, firms in North Korea produced the
amount determined by the state and sold them solely to contracted
material or commercial distributors.
【Sales Process of Shoes Before the Reform】

- As firms started to make their own plans for production, sales competition
emerged among firms producing the same type of goods.
【Sales Process of Shoes After the Reform】

※ In the case of provincial factories, most products are supplied to local stores and markets
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Product differentiation has emerged due to competition
- Noticeable improvement in not only product quality but also packaging
and advertisements for customer satisfaction
▸Various brands and trademarks reflecting the preference of customers
have appeared.
【Wide range of domestically-produced snacks displayed at a store in North Korea】

Pyongyang Department Store No.1 (photo by the author, November 1, 2019)

- Income gap has appeared among firms due to different sales outcomes.
▸Firms with the right to manage labor input allocate human resources
effectively to reduce waste of workforce and pay workers based on
individual’s performance, leading the workers to voluntarily boost their
productivity.
Advertisement for new products and investment for product development
have emerged due to sales competition
- Before the reform, firms in North Korea produced the same goods
developed by research institutes under the Cabinet, thereby firms had
not realized the need to develop its own new products.
▸Each firm had organizations for technology development, but they mainly
served for technical innovation to improve the quality of products and
maximize productivity.
- After the reform, firms realized the importance of developing differentiated
products for their survival in competition and focused on manufacturing
distinct products.
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- Numerous exhibitions to advertise newly developed products, including
shoes, clothes, and groceries, were held.
▸At the “2019 Spring National Footwear Exhibition,” more than 60
production units, including Wonsan Shoe Factory, Ryuwon Footwear
Factory, and Han Tok Su Pyongyang University of Light Industry,
participated to display more than 1,100 types of shoes (March 21, 2019).
【The 7th National Exhibition of Korean Dress, at the Central Youth Hall in Pyongyang】

(September 6, 2019)

Allowing firms to use reserves of individuals for company funds
- By amending Corporate Law in 2014, North Korea allowed firms to use
reserves of individuals for company capital.
▸This revision led to the expansion of private finance in North Korea.
Adoption of “Field Responsibility System” at the national level
An individual farmer emerges as a basic unit of production and distribution.
- In 2012, Kim Jong-un tested out “Field Responsibility System” with four
to five farmers in one team in the following four collective farms: Migok
(North Hwanghae Province), Samjigang (South Hwanghae Province),
Sinam and Unhung (North Pyongan Province)
- “Field Responsibility System” has been introduced in full scale since
2014 and has made progress to allow an individual to become the unit
of production and distribution
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- Before the reform, production duty was allocated to a team consisting
of 10 to 15 workers in collective farms, and distribution and evaluation
took place on the basis of each team’s performance.
- After the reform, an individual farmer or a smaller team (two to four farmers)
was selected as a production unit within a team (Bunjo) and a portion of
farmland (field) was assigned to each unit for separate production and
distribution.
▸Farmers can earn the yields produced additionally to the production
target within their responsible fields.
▸Individual livestock farming has been legalized and encouraged as a
side job to solve the nutritional problem of supplying meat and improve
the fertility of the soil.
- Individual farmer as a unit of production and distribution indicates a
significant change from the former collective production system.
Emphasis on managing and customizing “Field Responsibility System”
suitable to conditions unique to each region and farm
- For instance, regular “Field Responsibility System” may be applied to
farmlands where an individual field is relatively small or situated in a
mountainous area, but a customized system would be applied to a land
where an individual field is too extensive for a single farmer to cultivate
as in rice farming. In such a case, two or more farmers may jointly take
charge of fields as a smaller team.
- Farmlands are categorized according to their conditions and the fertility
of the soil, encouraging reasonable production assignments for each farmer.
▸“In this working group, farmlands were categorized according to their
conditions, and lands were distributed evenly to each working team (Bunjo).
As a result, farmlands of a team were scattered among different places.
Within the team, fields were distributed to individual farmers in the
same way, taking a step away from the conventional way of assigning
fields within a single region.” (January 20, 2019)
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【News articles about field allocation published by Rodong Sinmun】

(January 20, 2019)

(November 4, 2019)

A shift from equal distribution to graded distribution based on individual’s
performance
- The state established a new principle of evaluation and distribution methods
on the basis of individual’s performance and launched a national campaign
of denouncing conventional equal distribution.
▸“[Equal distribution] has no relations with the socialist principles and
rather has ill effects – discouraging farmers’ enthusiasm for production.”
(Kim Jong-un, A Letter to Participants in National Conference of Squad Leaders
in the Agricultural Sector, 2014)
- Emphasis was added to the accurate execution of graded distribution to
heighten farmers’ motivation for production and to raise their level of a
voluntary contribution to productivity.
▸“Farm managers kept the promise they made with farmers at the beginning
of this year and distributed cash by calculating working days, work
efforts, and crop sales – accurately rewarding based on work efforts and
sales performance […]. Many households made grains for several years
and the farmers’ enthusiasm for production was heightened.” (April 8, 2019)
The state is promoting “Field Responsibility System” and its sensible
application by spreading public discourses through media and cultural
activities.
Financial reform: the establishment of commercial banks
Kim Jong-un formalized the establishment of commercial banks through
his letter.
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- Kim officially announced the establishment of a commercial bank by
sending a letter titled “On Strengthening the Financial Sector” to the
3rd National Conference of Workers at Financial Institutions in December
2015.
Along with other reform policies, North Korea seeks to improve the financial
system so as to manage the expanding demands of firms for business capital
and to secure reserves.
- As the central government no longer supplies business capital, demands
for bank loans have increased from firms seeking necessary funds for
production activities.
- North Korea intends to reinforce the role of a bank and has adopted a
system to improve the credibility of banks in order to lead individuals’
reserves to saving accounts.
※ No results have yet been reported as financial reform policies were
only recently executed.
Specifying role, mode of management and duty of commercial banks by
adopting and changing relevant law
- Roles of central and commercial banks are separated by transferring
the duties of local finance to commercial banks.
- By adopting a self-supporting accounting system in financial institutions,
a bank creates profits by lending margins and pays taxes to the state.
- Commercial bank now carries out the conventional duties of deposit and
lending from the central bank and performs new duties including issuing
deposit cards.
Commercial banks compete with each other to attract deposits from the
private sector
- Before the reform, individuals preferred saving privately to saving at the
bank, provided that the bank lacked credibility in the past, which is a
necessary condition for financial transactions.
- After the reform, the North Korean banks strive to boost credibility by
ensuring the payment of principals and protecting the confidentiality of
fund sources.
Diversifying the modes of transaction and invigorating financial transaction
by issuing deposit cards

35

Ⅱ

Fostering personnel for reform: new universities, undergraduate programs,
and departments
In the past, North Korean institutions only taught “theories of Juche
socialist economy” because problems incurring in a market economy did
not appear in North Korea’s traditional economy, such as disputes
among firms and problems of price setting.
New undergraduate programs and departments were installed at major
universities in different provinces to foster personnel.
- Kim Il-sung University’s College of Economics newly established the
Department of International Economics and University of People’s
Economy newly established the Department of Development Studies.
- Chong Jun-taek University of Economics newly established the College
of Management of National Economy, and the following departments:
Economic Laws, Economic Law Legislation, Tourist Economy, Insurance
Studies, and Price Studies.
To foster personnel for tourism business, Pyongyang Tourism University was
established and the Department of Tourism was installed at each provincial
university.
75 departments related to fields of information and advanced technology,
such as information security, nano-material engineering, robotics, were
established in 37 universities.
11 secondary schools specializing in information technology were established
in each province.

36

Ⅱ

02

Opening Policies and Limitations

1) Features of Economic Openings in the Kim Jong-un Era
Opening policy actively led by the state
On May 8, 2016, North Korea made it clear, through the Resolution of
7th Party Congress of the Workers’ Party of Korea (WPK), that it will expand
and improve international economic relations and put such foreign relations
as the key principle of the state’s economic development
- Types of foreign economic affairs defined by North Korea include: foreign
trade, capital export, technology exchange, freight traffic, economic
cooperation including joint venture, labor transfer, loans, international
finance and insurance, etc. (Ro Myong-song, “Establishment of Economic
Development Zones (EDZs) is an important mean for external economic
development,” Gyeongje Yeongu [Economic Studies] 2018-3, Pyongyang:
Science Encyclopedia Publishing House, July 2018, p.41)
North Korea’s supreme leader Kim Jong-un proposed himself conditions
for the success of the opening policy (May 7, 2016), which were then
adopted by the Workers’ Party of Korea (WPK) as the party line (Resolution
of 7th Party Congress). Soon after, the Cabinet officials put forth detailed
policies at the Supreme People’s Assembly (SPA) meeting (June 29, 2016).
- Emphasis on credit in foreign trade
▸“We will place the greatest importance on credit when it comes to
trade.” (Pak Pong-ju, Premier of the Cabinet)
▸“The state will increase support and control over foreign trade in
order to ensure the quality of exports and the due date for payment.”
(Ri Kwang-kun, Vice Minister of Foreign Affairs)
※ The North Koreans have been notorious among foreign companies
for having bad credit.
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- North Korea aims to improve trade structure by shifting from trading
with specific countries to diversifying trading partners, and from trading
specific products to expanding product varieties to processed products,
technology trade, and services trade.
▸“We will diversify trade and improve trade structure by increasing
export of secondary and tertiary processed products, technology trade,
and services trade.” (Pak Pong-ju, Premier of the Cabinet)
- North Korea intends to adopt advanced technologies and make a commitment
to the state’s economic development by practically organizing joint ventures
as an active agent.
- North Korea seeks to enhance investment environment and conditions
that are favorable to developing Economic Development Zones (EDZs).
▸“We will improve the state’s investment environment and conditions to
stimulate joint ventures and businesses in EDZs.” (Pak Pong-ju, Premier
of the Cabinet)
▸“We will realize investment on EDZs, including Rason Economic Trade
Zone, Sinuiju International Economic Zone, and Wonsan-Mt. Kumgang
International Tourist Zone.” (Ri Kwang-kun, Vice Minister of Foreign Affairs)
Inducing domestic impact of opening policy centered on Special Economic
Zones (SEZs)
North Korea has set up SEZs, in all parts of the country, with favorable
investment conditions, such as legislation favorable to foreign investment,
to attract investment.
- In order to seek economic development through foreign investment, dozens
of new Economic Development Zones (EDZs), in addition to the existing
Economic Districts, have been created all over the country to lead the
opening of the economy.
▸The existing Economic Districts and newly formed EDZs together are
referred to as the SEZs.
Promoting a virtuous cycle between the Special Economic Zones (SEZs)
and domestic economic development
- North Korea has departed from the way it designated SEZs around the
border area far from its capital Pyongyang to prevent the spread of
capitalism. Now, SEZs are being established nationwide in areas where
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foreign investment is highly likely to be attracted.
▸This implies that North Korea has shifted from the existing method of
opening up its economy (referred to as “mosquito net opening”) in which
it aimed to acquire foreign currency by providing labor and land and
prevent the internal spread of market economy, to a new method in
which it aims to establish an organic connection with domestic economy
and share development experiences of SEZs within the state.
▸“In this investment process, advanced technology and foreign capital
may flow into our country. When combined with competitive domestic
factors, the production of goods that can compete with foreign products
will increase. Industrial development of these zones will promote the
corresponidng development of surrounding areas and also improve the
people’s living standards.” (Ro Myong-song, “Tasks that arise from setting
up EDZs in a way that is suitable for each province,” Gyeongje Yeongu
[Economic Studies] 2015-2, Pyongyang: Science Encyclopedia Publishing
House, April 2015, p.40)
- The state (or local government) established plans to attract investment
in EDZs by reflecting the industrial features of each region so that the
opening can lead to regional economic development.
- The state (or local government) also allowed North Korean companies
to enter SEZs and join or merge with foreign companies that entered in
the region so that domestic companies can use it as an opportunity to
acquire advanced business administration techniques and technologies.
Promoting opening policy which prioritizes tourism development
North Korea particularly has emphasized the development of the tourism
industry in the development of external economic relations (as evidenced
in Kim Jong-un’s speech and the Resolution of 7th Party Congress, May
8, 2016).
▸“Keeping up with the global tourism development trend, we will
increase the number of tourist programs and destinations and prepare
various forms of tourism.” (Pak Pong-ju, Premier of the Cabinet, June
30, 2016)
※ Kim Jong-un already stressed the promotion of the tourism industry
at the Plenary Meeting of the Central Committee of the Workers’
Party of Korea (WPK) held in March 2013.
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With most external economic exchanges blocked by the U.N. sanctions,
North Korea is focusing on developing the tourism industry which is not
subject to sanctions and is able to produce results on a relatively short-term
basis with limited use of resources.
- With the exception of construction in some basic industries, such as the
Tanchon hydroelectric power plant, recent large-scale constructions underway
are focused on tourism.
▸i.e. Construction of Wonsan-Kalma coastal tourist zone, Samjiyon City,
Yangdok hot springs tourist area
Limitations of the opening policy due to sanctions
Foreign trade has been drastically reduced as major export and import
items are on the sanctions list.
The development of SEZs which requires foreign capital, has not actually
begun due to the U.N. sanctions.
Due to sanctions, North Korea’s strategy to achieve rapid economic growth
by attracting foreign capital and technology is in limbo.
- This has escalated the pressure on the North Korean regime.
- A dilemma between sanctions and the economic opening has emerged.
▸The international community has strongly encouraged North Korea’s
economic opening, thinking it as an important sign of North Korea’s
survival through international cooperation. But various sanctions have
accumulated throughout the development of the North’s nuclear weapons
program, and such circumstance is preventing North Korea from pursuing
an open door policy.
- If the denuclearization talks were to remain in long-term stalemate and
the U.S. continues to insist on “denuclearization before sanctions relief,”
there are growing possibilities of North Korea getting frustrated and
losing its willingness to open up its economy.
▸In the long-term, North Korea is likely to insist on extreme “self-reliance”
in response to sanctions, which will force Pyongyang to return to a
“closed economy.”
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Economic Opening and Sanctions
Establishment and Expansion of Special Economic Zones (SEZs)
Concept and History of SEZs
- In North Korea, SEZs refer to “areas where rules of economic activities
are set differently from other regions of the country” and where laws and
order are applied to facilitate the development of external economic relations
(Kim Eun-sun, “Establishment, Development and Types of Special Economic
Zones,” Gyeongje Yeongu [Economic Studies] 2015-2, 2015, p.55-57).
▸In other words, SEZs are specific regions that distinguish themselves
from other parts of the country with the objective of developing the
national economy by attracting foreign investment and by ensuring a
more favorable environment for investment and business production,
services, and scientific and technological research activities (Ri Il-chol,
“The Concept and Major Types of Economic Development Zones,”
Gyeongje Yeongu [Economic Studies] 2015-1, 2015, p.42).
- SEZs are divided into Economic Districts, such as Rason Economic
Trade Zone which was designated in December 1991, and Economic
Development Zones (EDZs) created based on the Economic Development
Zone Act of May 2013.
▸As of the end of October 2019, Economic District includes the following
six regions: Rason Economic Trade Zone, Wonsan-Mount Kumgang
International Tourist Zone, Hwanggumphyong-Wihwa Islands Economic
Zone, Mount Kumgang International Tourist Special District, Sinuiju
International Economic Zone, Kaesong Industrial Region (currently closed).
▸As of the end of October 2019, there are 22 EDZs in total, comprised
of three central government-level EDZs (Kangryong International Model
Green Zone, Unjong Hi-Tech Development Zone, Jindo Export Processing
Zone) and 19 local government-level EDZs (Kangnam IDZ and others).
▸Out of the total 28 SEZs, only four (Rason, Mount Kumgang, Kaesong,
Sinuiju) were set up prior to 2012 under Kim Jong-il.
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- North Korea’s EDZ establishment has been highlighted as a key project
for economic opening policy since Kim Jong-un mentioned at the Plenary
Meeting of the Workers’ Party of Korea (WPK) Central Government in
March 2013 (March 31, 2013) that “each province should plan its own
EDZs in accordance with its circumstances and develop them in its
distinctive way.”
Objectives of SEZs
- To promote exports and stimulate economic development in SEZs by
embracing advanced technologies and capital from foreign countries
and producing world-class products
- To stimulate the development of surrounding areas
- To reflect the global trend of economic development
Modeling after the establishment of Economic Districts in developed Countries
- A range of efforts have been made to learn from China’s economic
reform and opening policies, including a visit to Beijing by a group of
WPK high officials from each province, to observe the Chinese Academy
of Sciences and the Chinese Academy of Agricultural Sciences.
- In August 2019, a photo exhibition was held in Pyongyang on China’s
achievements in economic reform and opening.
North Korea has set up various forms of Special Economic Zones (SEZs)
including Economic Development Zones (EDZs).
- EDZs can be largely categorized into two: one which is combined with
diverse industrial functions of different fields, and one which is specialized
in a specific industry. It can also be distinguished by types, such as
Industrial Development Zone (IDZ), Agricultural Development Zone (ADZ),
Tourist Development Zone (TDZ), Export Processing Zone (EPZ), and
Hi-Tech Development Zone (HDZ).
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【North Korea’s Special Economic Zones (SEZs)】
(as of the End of October 2019)

Central
Government
Level

Local
Government
Level

Name

Location

Area

Wonsan-Mt. Kumgang
International Tourist Zone

Some parts of Kangwon
Province

440 ㎢

Rason Economic
Trade Zone

Rason Special District

470 ㎢

Sinuiju International
Economic Zone

Sinuiju City,
North Pyongan Province

40 ㎢

Mt. Kumgang International
Tourist Special Zone

Kosong County and Kumgang
County, Kangwon Province

225 ㎢

Hwanggumphyong and Wihwa
Sindo County and Sinuiju
Islands Economic Zone
City, North Pyongan Province

Note

Inter-Korean
Tourism Suspended
(Jul 2008)

52.49 ㎢

Unjong Hi-Tech Development
Zone

Unjong District,
Pyongyang City

2㎢

Jindo EPZ

Nampo City

1.37 ㎢

Kangryong International
Model Green Zone

Kangryong County,
South Hwanghae Province

3.5 ㎢

Kaesong Industrial Region

Kaesong City,
North Hwanghae Province

66 ㎢

Kangnam IDZ

Kangnam County,
Pyongyang City

3㎢

Waudo EPZ

Nampo City

1.5 ㎢

Chongnam IDZ

Mundok County,
South Pyongyan Province

2㎢

Sukchon ADZ

Sukchon County, South
Pyongyan Province

3㎢

Songrim EPZ

Songrim City,
North Hwanghae Province

2㎢

Sinphyong TDZ

Sinphyong County, North
Hwanghae Province

8.1 ㎢

Amnokgang(Yalu River) EDZ

Sinuiju City,
North Pyongyan Province

6.3 ㎢

Chongsu TDZ

Sakchu County,
North Pyongyan Province

20 ㎢

Chongjin EDZ

Chongjin City,
North Hamgyong Province

5.4 ㎢

Orang ADZ

Orang County,
North Hamgyong Province

5.1 ㎢

Onsong Island TDZ

Onsong County,
North Hamgyong Province

1.69 ㎢

Kyongwon EDZ

Kyongwon County,
North Hamgyong Province

1.91 ㎢

Fully Suspended
(Feb 2016)
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Total

Name

Location

Area

Hungnam IDZ

Hamhung City,
South Hamgyong Province

2.2 ㎢

Pukchong ADZ

Pukchong County,
South Hamgyong Province

3.5 ㎢

Hyondong IDZ

Wonsan City,
Kangwon Province

2㎢

Manpho EDZ

Manpho City,
Chagang Province

3.9 ㎢

Wiwon IDZ

Wiwon City,
Chagang Province

2.3 ㎢

Mubong International Tourist
Special Zone

Samjiyon City,
Ryanggang Province

20 ㎢

Hyesan EDZ

Hyesan City,
Ryanggang Province

1㎢

Note

9 central government level SEZs & 19 local government level SEZs

【Special Economic Zones (SEZs) and Locations】

Major Special Economic Zones of the DPRK,
(Cha Myong-chol, Pyongyang: Foreign Languages Publishing House, 2018)
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Due to international sanctions, the majority of SEZs have been out of
business. The only SEZ that is currently operating to a small extent is the
Rason Economic Trade Development Zone.
Nationwide opening policy
North Korea has established SEZs in major cities and inland areas, including
the capital Pyongyang and cities like Cheongjin, Nampo, Hamhung, Wonsan,
and Sinuiju.
- Such change reveals the North Korean leadership’s shift from a negative
to positive perception of the impact of the opening of the economy on
its regime.
- In particular, large-scale tourist complexes under construction in North
Korea are mostly located in the inland or the central part of the state,
except Samjiyon City.
- Expansion of foreign tourism to inland areas implies that the North
Korean regime has overcome its fear of opening up to a certain degree.
The pursuit of Special Economic Zones (SEZs; or Economic Development
Zones, EDZs) even taking the changes in military geographical features
into account
- The EDZs designated in Nampo and Kangryong County have military
units located nearby.
▸Waudo Export Processing Zone (EPZ) and Jindo EPZ in Nampo City
are located close to the West Coast Fleet Naval Command.
▸Kangryong International Model Green Zone is a front line area facing
Yeonpyeong Island of South Korea and has the 8th North Korean
Naval Battalion and coastal artillery units stationed nearby.
Selection of EDZs considering economic effects and feasibility
- On the contrary to the Kim Jong-il regime putting regime safety as the
top priority in designating Economic District, the Kim Jong-un regime has
placed greater emphasis on the possibility of attracting foreign investment
in the selection of EDZs.
▸Good examples would be Unjong Hi-Tech Development Zone and
Kangnam IDZ set up in the capital Pyongyang.
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The legal foundation for attracting foreign investment
In December 2011, 10 laws related to foreign investment were revised
and since then, 13 related bills have been revised over 20 times in a
way favorable to foreign investment.
After Kim Jong-un rose to power, Economic Development Zone Act (May
2013), General Trading Places Management Act (December 2014), Foreign
Investment Company’s Accounting Verification Act (October 2015) were enacted.
Revised contents related to the opening of the economy through a
constitutional amendment in April 2019
- The Constitution revised in 2016 stated only “foreign trade,” but now,
the term has been modified to an “external economic relationship,”
indicating that North Korea would promote both foreign trade and
investment – the two pillars of the external economic affairs – simultaneously.
- North Korea has added “credit compliance” to its Constitution making
clear that expansion and development of exterior economic relationships
are premised on having good credit among countries.
Institutional arrangements in a way favorable to attracting foreign investment
Giving preferential treatments in income tax and tariff to investing firms
moving into Special Economic Zones (SEZs)
- The tax rate of corporate income tax for foreign-invested companies in
North Korea is 25% of their net profit, while that of companies in SEZs
is 14%.
▸The tax rate is reduced to 10% when it comes to selected sectors, such
as, the hi-tech development sector, infrastructure construction sector,
and the scientific research sector.
- In general, when other incomes are obtained through dividend income,
interest income, rental income, and patent fees, the income tax rate
becomes 20% of the total amount; meanwhile, only 10% is applied to
firms in SEZs.
- Implementation of the preferential tariff system
▸“Goods exempt from tariff include construction goods, goods for
processing trade, transit trade, and compensation trade, goods for
corporate production or management, produced exports, daily necessities
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for investors, goods selected by the state.” (Economic Development Zone
Act, Article 56, 2013)
Legal guarantee of personal safety
- The state has officially addressed concerns about the safety of tourists
and businessmen staying in North Korea and has guaranteed their
personal safety through legal regulations.
Practices to promote investment for the development of Special Economic
Zones (SEZs)
Promoting North Korea’s economic policy to attract investment through
international seminars
Introduction of the build-operate-transfer (BOT) method as an infrastructure
for the safe return of funds of investors
- In 2013, North Korea systematically addressed the BOT method by using
the term “specially license management” in the Regulations for Developing
Rason Economic Trade Development Zone.
▸The BOT investment method refers to a process in which business
owners build public facilities by raising funds, operate them for a certain
period of time, and then transfer ownership to the government at the
end of the operation period.
- North Korea proposed development through the BOT method in its
investment proposal for the development of Wonsan City in 2016.

“Special license management” refers to a company, which has received a
special license, building designated facilities and operating them for a
certain period of time (Regulations for Developing Rason Economic Trade
Development Zone, Article 2, 2013).
Contracts related to “special licensing management” stipulate management
period, investment method, repayment method, management rights and
obligations, and method and procedure of ownership transfer by the expiration
of management period (Regulations for Developing Rason Economic Trade
Development Zone, Article 2, 2013).
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Efforts to attract investment by publishing various promotional brochures
- Proposal and brochures including “Presentation of Investment and
Development in Kumgangsan Special Zone for International Tourism”
(also provided in Chinese and English) and “Special Economic Zones
in DPRK: Present and Future” (also provided in English)
- PowerPoint presentation on “Tourism Policies and Prospective Plan of
DPR Korea” (also provided in Chinese and English) and promotion
through China
【Promotional materials produced by North Korea for foreign investment】

- In 2018, the Foreign Languages Publishing House published a promotional
brochure titled The Major Economic Zones of DPR Korea, which introduces
North Korea’s Special Economic Zones (SEZs).
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【The Major Economic Zones of DPR Korea】
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The opening is limited to a few sectors like tourism due to sanctions
Despite North Korea’s active push to open its doors, international sanctions
on North Korea have severely restricted investment, commodity exchanges
and human resource exchanges.
At this point, undergoing opening project is tourism, and some limited
progress is being made in exporting labor
- Tourism is gaining ground, and major tourist sites include inland tours
to the capital of Pyongyang, Wonsan, and Kaesong, as well as one-day
tours to North Korean cities (such as Sinuiju, Manpho, and Rason)
adjacent to the North Korea-China border.
▸When the constructions of Wonsan-Kalma Coastal Tourist Zone and
Yangdok Hot Springs Tourist Area are completed in 2020, the number
of foreigners visiting North Korea annually, with mostly Chinese tourists,
is expected to reach millions.
- The Chinese media reported that North Korea is planning to develop
nine tourist zones. Samjiyon City, Wonsan-Kalma Coastal Tourist Zone
and Yangdok Hot Springs Tourist Area are already on their ways to
world-class tourist destinations, and additional tourist zones include
Pyongyang, Mount Kumgang, Mount Myohyang, Kaesong and Nampo
(People’s Daily, September 9, 2019).

49

North Korean Economy Today

Ⅲ

01

Rapid Growth in the Types and
Quality of Consumer Goods

Increase in domestic production and consumer goods
Recently, as the North Korean authorities have rapidly increased the
proportion of domestically manufactured light industry products, domestic
products have become more common in the market.
- In addition to the goods sold in general markets, most of the exhibited
products at hotels and state-run stores, which used to be dominated by
imported goods, have been replaced with domestic products.
- Since Kim Jong-un took power, North Korea has been aggressively seeking
to create a foundation for science and technology research and to
improve the working conditions of scientists. In addition, North Korea has
expanded its domestic manufacturing base by attracting capital and
importing intermediate goods needed for domestic production from China.
Increase in domestic production has led to an increase in the types and
quantities of domestic products
- This is also confirmed by the rapid increase since 2017 in the number of
products and varieties presented at North Korea’s iconic Light Industrial
Product Exhibitions held annually.
Case 1. 【Annual Increase in the Number of Products at the August 3rd National Exhibition of
Consumer Goods】
Year

2014

2016

2017

2018

2019

Product Varieties

1,500

1,200

7,700

-

25,000

Total Number of
Products

124,000

130,000

85,000

287,300

385,700

※ Annual figures are quoted from a report from the Rodong Sinmun of the corresponding year.
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▸The August 3rd National Exhibition of Consumer Goods is an event in
which manufacturers of factories, businesses and household working
teams from each province display consumer goods made by using
left-over materials and resources such as their own local materials
and waste resources.
▸The consumer goods were initially made to supplement the shortage
of regular factories and meet the needs of the people for daily
necessities. As of now, the quality of products was enhanced to the level
comparable to those of regular companies due to the promotion of domestic
production and the establishment of a competitive incentive system.
【The August 3rd National Exhibition of Consumer Goods 2019】

Pyongyang Department Store No.1 (August 5, 2019)

Case 2. 【Annual Increase in the Number of Products at the National Exhibition of Consumer
Good】
Year

2014

2016

2017

2018

2019

Product Varieties

-

-

2,000

4,500

**

Total Number of Products

33,000

100,000

80,000

150,000

410,000

* Annual figures are quoted from a report from the Rodong Sinmun or the Korean Central Television of the
corresponding year.
** 600 firms participated the exhibition in 2019.

▸ The National Exhibition of Consumer Goods is an event involving major
light industry companies nationwide.
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Case 3. 【Annual Increase in the Number of Products at the National Exhibition of 206 Types of
Daily Necessities】
Year

2014

2017

2018

2019

Product Varieties

350

350

300

400

Total Number of Products

-

3,000

8,000

42,000

※ Annual figures are quoted from a report from the Rodong Sinmun of the corresponding year.

▸The list of 206 Types of Daily Necessities, which refers to 206 essential
items needed for the lives of North Koreans, was completed in July
1976 by the order of President Kim Il-sung.
▸The early exhibitions, which have been held since 2012, used to
feature ashtrays, vases, fish tanks, fine-toothed combs, nail clippers,
indoor thermometers, and bookshelves. Nowadays, various kitchen
utensils, electrical and electronic products, and school supplies are
mostly on display.
【Change in Products Seen in the National Exhibitions of 206 Types of Daily Necessities】

2013
(August 30, 2013)

2019
(July 27, 2019)
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Greater product varieties, small volume production and quality enhancement
Introduction of products through exhibitions, expos, and fairs
- Exhibitions have transformed from a place to passively display manufactured
products to a platform where consumers evaluate product quality and
sellers promote their products through competition.
- Various manufacturers such as companies, research institutes, and military
organizations participate and promote their products.
▸Even individuals, such as housewives, workers, and farmers, are allowed
to participate in the exhibition and apply for the patent rights of their
products.
Product diversification due to “greater product varieties and small volume
production”
- For light industrial products, the types and number of products produced
by each unit are on the rise.
Case 4. 【Product diversification trend of the National Footwear Exhibition】
Season

Fall 2018

Spring 2019

Fall 2019

Manufacturers

60

60

50

Varieties

940

1,100

1,300

Items

31,000

113,000

182,500

【The 2019 Spring National Footwear Exhibition】

Pyongyang Station Department Store (March 21, 2019)
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【Production Site and Product Exhibition of
Ryuwon Footwear Factory】

(Sogwang, July 2, 2019)

【Change in How North Korea Perceives Commodities】
Emphasizing competition and product quality with greater product varieties and
small volume production centered on consumers

Ⅲ

(October 28, 2018)

※ Title: Impartial and open competition, with the principle of “quality before quantity”
Key Messages: With an introduction of the National Footwear Exhibition in 2018, the
newspaper emphasized the following:
☞ Since different units participating in the exhibition are allowed to sell their products, fierce
competition emerges
☞ Shoes need to be produced in high quality so that they can gain popularity among people
☞ Greater product varieties and small volume production must be applied for diversification
of product types to serve the demands of people
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【Wide Range of Red Pepper Paste Products Released by One Company】

Pyongyang Department Store No.1 (photo by the author, November 4, 2019)

Competition among brands and product diversification
- Take cosmetics, for example; there has been a transition from the monopoly
of Pomhyanggi (Scent of Spring) brand to a competition system of four
cosmetics companies that have launched a variety of functional cosmetics
as well as basic skin-care products.
▸Major North Korean beauty brand, Pomyanggi, manufactures its products
in Sinuiju Cosmetics Factory. Production with modern hi-tech facilities
in Pyongyang Cosmetics Factory which manufactures Unhasu (The
Milky Way) products has fueled competition among brands.
▸On top of this, Mount Kumgang (Mount Kumgang joint venture) and
Mirae (Myohyang Chonho joint venture) have made the competition
even more fierce. Currently, in addition to four major cosmetics companies,
other provincial-level companies, including the Kangso Cosmetics
Factory and the Chongjin Cosmetics Factory, also joined the competition.
【Unhasu Cosmetics Fueling Competition among Brands】

(April 3, 2019)
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▸Diversification of products ranging from basic skin-care products to
cosmetics for diverse purposes like makeup, men, oily skin, moisturizing,
whitening, anti-aging, treatment, multi-functions, and cleansing.
【Cosmetics Manufactured by Mount Kumgang Joint Venture】

(April 27, 2019)

- The government is making efforts to improve product quality by emphasizing
international competitiveness and obtaining international quality certification
and management system certification.
▸An inventor medal and certificate from the World Intellectual Property
Organization (WIPO) was awarded to three North Korean specialists
for developing a technology that derives anti-aging essence from an
elixir plant, which became a patent technology applied in Pomhyanggi
production (September 10, 2019).
【Pomhyanggi Cosmetics Which Used to Be an Iconic Cosmetics Brand in the Monopoly System】

(Sogwang, August 7, 2018)
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- As of the TV market, LED televisions (from 33 to 75 inches) of the three
brands – Rakwon (Paradise), Purun Hanul (Blue Sky), Potonggang (Potong
River) – are competing.
▸TV penetration rate prior to the 2000s was a mere 10%. Today, the
number has reached 98.2% (Central Bureau of Statistics of the DPR Korea
and UNICEF, DPR Korea Multiple Indicator Cluster Survey Findings Report
2017: Survey Findings Report, Pyongyang: UNICEF DPRK, 2018, p.18.).
【Electronics Including TV Introduced in the Product Exhibition of
Pyongyang Department Store No.1】

(DPRK Today, July 18, 2019)
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Markets at the Heart of
People’s Everyday Life

Expansion of markets
General markets, as markets for consumer goods trading, were officially
allowed in 2003. Since then, they have rapidly grown in number and quality.
- 200 general markets were established by 2010, and it is estimated that
the number has increased to around 500 nationwide as of 2019.
- Since Kim Jong-un took office in 2012, the existing markets have been
expanded and renovated to boost consumer convenience.
【Newly Created Market: Jungdaedudong Market in Nampo City】
2013
(Google Earth,
August 31, 2013)

2019
(Korea Aerospace
Research Institute,
July 1, 2019)

※ Created the market by reclaiming a lake
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【Extended and Renovated Market: Sunam Market in Chongjin City】
2017

(Google Earth, September 30, 2017)

2019

(Korea Aerospace Research Institute, March 8, 2019)

【Residential Buildings with Commercial Facilities in Pyongyang】

(photo by the author, October 2018)

In addition to consumer goods markets, factor markets, such as the real
estate market and labor market, have emerged.
- More and more civilians are taking part in the construction of apartments
by borrowing the names of construction companies (local governments
or firms), and they receive apartments as a return.
- Quasi-privately run businesses (nominally owned by state institutions,
collective institutions, or firms), such as restaurants, stores, small factories,
and small coal mines, hire workers themselves.
A newly emerged form of markets: e-commerce stores (online shopping malls)
New online shopping malls – Manmulsang (Many Items) in 2016, Unphasan
in 2017, Amnal in 2018 – have emerged every year since Okryu (Flow of
Jade) first appeared in 2015.
- As of 2019, Manmulsang has 400 companies selling 60,000 pieces of
450 varieties, providing mobile app services as well.
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【Online Shopping Malls Operated in North Korea】
Name

Okryu
(2015)

Ⅲ

Key Features
-

Directly operated by the Bureau of People’s Service
Provides product information on 30,000 pieces of 600 varieties
Only handles domestic products produced in North Korean factories and businesses
Offers delivery service of products and food in famous stores
Mainly sells food, cosmetics, drugs, clothes, and accessories and offers delivery service
for products and food from popular stores and restaurants
- Consumers can order via a mobile application
- Delivers by motorbikes or vans through its self-run transportation business

Manmulsang
(2016)

- Online marketplace (Open Market) operated by the Yonpung Commercial Information Technology
Company
- As of May 2019, the subscribers amount to 40,000 and the number of website visits is
50,000 a day on average
- Offers nationwide delivery service through contracts with transport companies in North Korea
- Opens English and Chinese websites and plans to sell products overseas
- Can access to the website (www.manmulsang.com.kp) as of October 2019 in South Korea

Unphasan
(2017)

- Operated by Chosun Unphasan Information Technology Exchange Center
(www.unphasan.com.kp)
- Offers various functions, including “product search,” “add to cart,” “reservation,” “e-payment” and
“deferred payment”
- Allows direct commerce between subscribers and the exchange of information technology

【Homepages of Online Shopping Malls in North Korea】

Okryu (Sogwang, January 18, 2017)

Manmulsang (October 13, 2019)

- Developments of internet shopping in North Korea owing to △surge of
personal computer and mobile phone users, △expansion of the use of
the debit cards, △expansion of delivery services with motorbicycles
and vehicles
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Daily use of a debit card
- After Foreign Trade Bank of DPRK absorbed foreign currencies by issuing
“Narae Card” in 2010, debit cards came into daily use. Debit cards in
domestic currency units (KPW) were also issued, including “Jonsong Card.”
- More than 20 kinds of debit cards are currently used by the North
Korean residents.
- As the North Korean government encourages daily use of a debit card,
ATMs and card readers are installed in key institutions, stores, and
department stores.
【Debit Cards in North Korea】

(Tongil News, August 25, 2015)
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(Tongil News, March 17, 2016)
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Breaking the Cycle of Hunger
and Expansion of Leisure Activity

Improvements in food conditions
Since 2014, North Korea seems to have nearly overcome the food crisis by
adopting the “Field Responsibility System” and thus increasing agricultural
production.
- Although food imports and aids to North Korea remained very low in
the last five to six years of severe economic sanctions, there was no
sign of famine.
※ In the late 1990s, 2 million people died due to extreme famine
(“North Korean Famine”).
By promoting the “10-year National Forest Restoration Plan (2014-2023),”
“Ttwaegibat” is in decline and forests are in restoration.
Recently North Korea is supposed to have undergone temporary food
shortage due to climate crisis and extreme drought.
- North Korean grain production is assumed to have been severely
decreased by overheat and drought in 2018 and extreme drought in the
spring of 2019.
▸[Extreme drought in North Korea] “Average precipitation of the state
from January to May 15 was 56.3 mm, 39.6% of the annual average.
This record is the lowest of all during the same period after 1917.”
(May 17, 2019)
- World Food Programme (WFP) raised the need to supply emergency
food aid in response to drought this spring.
▸WFP figured out that food production in 2018 and 2019 was 4.9
million tons, the lowest since 2008, and that 10.1 million people, 40%
of the North Korean population, are undersupplied.
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【Ttwaegibat in Decline: Changsong County, North Pyongan Province】

※ Ttwaegibat in the middle of the hill
(photo by the author, August 2012)

※ Ttwaegibat has gradually disappeared
(photo by the author, August 2018)

- Ttwaegibat described in this book refers to a small piece of farmland in
the middle of steep mountains or riversides illegally cultivated by farmers
seeking for additional crops to overcome the shortage of food.
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Launching a variety of food products
North Korean market is selling different types of dairy products, including
ice-cream and yogurt, and side dishes, including Kimchi and fish pickles,
which were not available four to five years ago.
【Products Exhibited at a Store in North Korea】

Pyongyang Department Store No.1 (photo by the author, October 2019)

【Manufactured Products Exhibited at an Exhibition held in a North Korean Food-Processing Factory】

Songdowon General Foodstuff Factory (July 26, 2018)
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The rapid diversification of consumer products including foods and snacks
- Notably, Geumkeop Athletes Comprehensive Food Factory manufactured
10 types of 360 products in 2016, whereas the number increased to 30
types of 690 products in 2018 (December 12, 2018).
Opening and repairing of restaurants in cities and the expansion of dining
culture
- In the past, dining out was for an exceptional family event like a wedding
ceremony but became a daily event nowadays.
- There are also food stacks and stores in the market.
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Reference___
Evidence of improvement in food conditions:
changes in infant nutrition status in North Korea
Between 1998 and 2017, particularly since mid- and late-2000s when food
aid was plummeted, North Korea’s infant nutrition status has dramatically
improved.
【Trend of Infant Nutrition Status in North Korea】

(Central Bureau of Statistics of DPR Korea and UNICEF, DPR Korea Multiple Indicator Cluster Survey
Findings Report 2017: Survey Findings Report, Pyongyang: UNICEF DPRK, 2018)

- From 1998 to 2017, the underweight infants were decreased by 51.3%
(60.6% → 9.3%), and infants with acute malnutrition were decreased by
13.1% (15.6% → 2.5%).
- In this period, the proportion of infants with chronic malnutrition was
decreased by 43.2% (62.3% → 19.1%) due to long-term improvements in
living conditions.
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The appearance of new leisure culture: expansion of facilities for activities
and freedom of individual travel
In the Kim Jong-un era, facilities for activities were built in different places
including Pyongyang.
- In the past, sports activities, including table tennis and soccer, dominated
leisure activities. Since Kim took office, activities have diversified to include
water sports, shooting, etc.
▸Munsu Water Park opened in November 2013, and, the General Service
Center which has Meari Shooting Range, sauna, and other indoor sports
facilities, opened in May 2014. These facilities gradually expanded
nationwide.
- Today, leisure facilities utilizing scientific technology including virtual reality
(VR) monitors are adopted and expanded.
Divisions within consumers and the appearance of inequality
※ The data and charts below are from the DPR Korea Multiple Indicator Cluster
Survey Findings Report of 2017, Central Bureau of Statistics of the DPR
Korea and UNICEF.
For economic revitalization, the North Korean authorities encourage not
only the production of goods but also consumption by people with
purchasing power.
- The lifestyle of a North Korean resident today has improved even further
from its heyday in 1990s before the economic crisis (“Arduous March”).
- As the North Korean economy shifts from its conventional supply-centered
approach to a consumption-centered approach, it forms a virtuous cycle
of economic activities that satisfies the demands for consumers and, in
turn, galvanizes production.
This phenomenon is prevalent in major cities and shows that inequality arises
from places to classes.
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【Regional Economic Gap】
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※ After considering the use of electricity, fuels, access to the internet, materials
for building, and the number of bedrooms, the population is reclassified
into three groups: the top 40%, the middle 40%, the bottom 20%.
- According to the survey conducted by the UN Children’s Fund (UNICEF)
in 2018, the income gap among the regions has widened with 86.2% of the
residents in Pyongyang belonging to the top 40% of national income and
63.2% of the residents in Ryanggang Province belonging to the bottom 20%.
- Urban-rural gap appears with 60% of the top 40% of national incomes living
in the cities whereas 41.2% of the bottom 20% live in the countryside.
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Upsurge in Telecommunication

Expansion of telecommunication
After the use of mobile phones has gained traction in 2008, the number
of users has sharply increased. After ten years, the users of mobile phones
are assumed to be 5.8 million (nearly a quarter of the North Korean
population) in 2018 (Estimated by Institute for National Security Strategy,
Joongang Ilbo, September 17, 2018).

According to the International Telecommunication Union under the United
Nations (UN), the rate of increase in mobile phone users is the highest
in the world.
- Although the price of a mobile phone is very high for ordinary North
Korean residents (around 100 to 400 USD), it has come into daily use.
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Focusing on the improvement of functions while continuing to close down
telecommunication within the state
On the basis of the 3G communication network, North Korea connects to
its intranet in order to block the residents from receiving information from
outside.
Remarkable improvement in mobile phone functions
- For instance, “Jindallae” launched in 2017 is installed with different mobile
phone applications.
【Smart Phones Made in North Korea】
Jindallae 3

(DPRK Today, March 2017)

Pyongyang 2425

(Sogwang, April 2019)

Establishment and expansion of distance education and medical service system
North Korea established its own distance medical service system, connected
from the central to the local hospital through an intranet.
- Strives to overcome center-local discrepancy in medical diagnosis and
treatment.
▸For instance, Tokchon City People’s Hospital in South Pyongan Province
liaises with Pyongyang Medical School of Kim Il-sung University and
makes efforts to improve medical treatment through distance medical
service system (May 11, 2019).
▸In the case of Yonsan County People’s Hospital in North Hwanghae
Province, it has built a distance medical service system with Pyongyang
Okryu Children’s Hospital and succeeded an important medical treatment
in pediatrics (March 28, 2019).
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【Tokchon City People’s Hospital, distance medical service system】

(March 11, 2019)

North Korea is trying to reduce regional disparity in access to knowledge
and information by establishing a distance education system.
- Providing educational opportunities for workers and engineers at production
sites via distance learning services by establishing and extending distance
education colleges in universities.
- As of July 2018, there are 200 distance education colleges and departments
in 50 universities, and 100,000 workers are currently enrolled (DPRK Today,
July 2, 2018).
- The Online College of the university at Kim Chaek University of Technology
offers distance education in affiliation with major firms and factories nationwide.
▸It has 24,000 students and over 30 courses including machine-building,
computer engineering, metallurgical engineering, control engineering,
applied electronics, physical exploration, and mining machines engineering
(Website of Kim Chaek University of Technology, last accessed: October
10, 2019).
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Rapid Growth in Commercial
Activity and Transportation

Improvement in logistics network and business activity, stimulating economic
development
Increased production of state-owned enterprises and market revitalization
have led to a nationwide expansion of logistics nationwide.
A rise in consumption and increase in production and transactions have
mutually simulated each other, forming a virtuous cycle of economic
development.
Increasing traffic volume and diversifying transportation services
Such changes are caused by an increase in logistics due to the market
expansion in the 2000s and by allowing private ownership of passenger
cars.
Increase in transportation services has extended to Pyongyang and other
cities
- Several taxi companies have recently started operations, sparking competition.
▸Other than taxi company directly managed by Air Koryo, a number of
taxi companies compete with each other, including Daedong River
Passenger Transport Service Company and General External Taxi Service
Company.
- In the past, taxi services were targeted at foreign tourists, but recently
civilians have heavily used the service, increasing the volume of taxi
services
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【Taxis in Pyongyang】

(photo by the author, October 2018)

- Various modes of transportations have been operating in local cities.
▸There are also taxis operated by the emerging rich (Don-ju) or private
businesses with the approval of state agencies and “private taxis”
without taximeters.
▸Taxis issued with a taxi driver’s license and a license plate can travel
between provinces other than the Sino-North Korean border area.
▸Logistic vehicles, such as freight trucks and vans, have appeared.
【Taxis in Hyesan City and Changseong County, 2019】

Taxis and freight trucks lining up in Hyesan City, Ryanggang Province (photo by the author, August 2019)
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Taxis and passenger cars stopping in Changseong County, a mountainous region in
North Pyongan Province (photo by the author, August 2019)

Frequent movement of cargo trains over the last two to three years
- In the past, it was difficult to witness North Korean freight trains in
operation. Nowadays, they are often observed near the Sino-North Korean
border.
【North Korean freight train observed in 2019 (railway connecting Hyesan and Kanggye cities)】

(photo by the author, August 2019)

Increase in domestic production of vehicles
Since 2017, Seungri Automobile United Company has started full-scale
production of its new five-ton freight truck (December 8, 2017).
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Nationwide Construction Boom

Widespread construction boom across Pyongyang and rural areas
Since 2012, the government has pushed for large-scale civil engineering
projects centered on Pyongyang and has expanded them to provincial areas.
- North Korea constructed “Changjon Street” in 2012, “Eunha Scientist Street”
in 2013, “Future Scientists Street” in 2015, and “Ryomyong Street” in 2016,
and built high-rise apartments with 35 to 55 floors along these streets.
【Construction Boom in Pyongyang: Ryomyong Street】

(May 23, 2016)

(Tongil News, August 24, 2018)
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- North Korea has carried out city maintenance and redevelopment
projects in major cities like Hamhung.
- Since the shift of national strategy (declared on April 20, 2018), the
government has pushed for the state-led construction in large-scale,
including tourist complexes and power plants.
【Construction Site in Samjiyon City, Ryanggang Province】

(DPRK Today, August 6, 2018)

(October 16, 2019)

【Reconstruction of a Provincial City: Residential Areas nearby Pyongsudong Market,
Hamhung City, North Hamgyong Province】

(Korea Aerospace Research Institute,
December 31, 2015)

(Korea Aerospace Research Institute,
September 16, 2019)

- Construction boom has been observed in provincial and rural areas as
well as Pyongyang.
▸Construction of an apartment complex in Hyesan, a city in the Northern
border area.
▸Rural housing reconstruction is in progress in various areas including
Chunggang County and Chagang Province.
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【Changes in Hyesan City, Wiyondong】

(photo by the author, August 2016)

(photo by the author, August 2018)

【Construction of Apartments in Hyesan City】

(photo by the author, August 2018)
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(photo by the author, August 2019)

【New Houses in Cooperative Farms in Chunggang County, Chagang Province】

Ⅲ

(photo by the author, August 2016)

- Renovation of all the houses in a rural village was observed for the first
time in 21 years since the author’s trip to the Sino-North Korean border.
Securing Construction Funds by Attracting Private Funds
For firms and collective farms to utilized people’s reserves, the Corporate
Law was revised.
- “Companies can borrow funds from banks or use funds from residents’
reserves.” (Corporate Law, Article 38)
Promoting the circulation of domestic funds by concentrating money in
banks through means of financial modernization.
- In order to encourage savings from residents, each bank ensures the
payment of interest, the anonymity of the source of money, and convenience
of withdrawal.
- Expecting an increase in government finances and facilitation of fundraising
through issuing cards based on bank accounts.
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Reference___
Changes and Development of North Korean Rural Areas:
Chunggang County, Chagang Province
August 2012

August 2016

August 2019

(photo by the author)
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Sanctions and North Korean Economy:
Impacts and Responses

Ⅳ

01

Impacts of Sanctions and
Securing Minimal Viability

Sanctions hindering economic development
Sanctions have a profound impact on the North Korean economy in terms
of trade and investment.
- A sharp decline in trade is a major factor that directly hurts the North
Korean economy, weakening its economic vitality.
▸Under the sanctions, North Korea’s exports have been drastically
reduced compared to imports, worsening its trade deficit and leading to
foreign currency shortages which in turn, leads to a drop in imports.
- Banning foreign investment poses a serious setback to North Korea’s
strategy, which aims to promote rapid economic development through
the creation of Special Economic Zones.
【North Korea’s Trade Volume (2010-2018)】

National Statistical Office (https://kosis.kr, last accessed: October 20, 2019)
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【North Korea’s Trade Balance (2010-2018)】

National Statistical Office (http://kosis.kr, last accessed: October 20, 2019))

- The sanctions have had a profoundly negative impact on the North
Korea’s economic development strategy, and it is believed that sanctions
had played a decisive role in having North Korea to enter denuclearization
negotiations.
However, North Korea has already secured minimal viability in response to
sanctions.
Despite sanctions, North Korea has been able to secure internal development
momentum, which promises at least three meals a day, due to the shift
in the state’s strategy to an “all-out focus on economic construction” and
the effects of economic reform policies.
- Internal development includes: boosting productivity by introducing competition
system, increasing production through reforms of management and
agriculture, inducing utilization of people’s reserves through financial
reforms, expanding markets, and promoting technological development.
- The reality of the North Korean economy described above shows that North
Korea has maintained its growth, at least modestly, contrary to recent
estimates by some economic institutions that North Korea has been
seeing negative growth due to tough sanctions.
North Korea’s market prices and exchange rates have stabilized since
2013 and have continued to remain stable even after 2017 when the
strongest sanctions were imposed.
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- Since sanctions gained traction in 2017, market prices of import-dependent
products have drastically increased but are now gradually recovering.
▸For rice and corn, which relatively rely less on imports, market prices
have continued to remain stable despite sanctions.
【North Korea’s Rice and Corn Price (2016-2019)】

Choi, Jang-ho and Choi, Yoo-jung, Unification Policy Studies, Vol.28 Iss.2, 2019

▸The price of gasoline and diesel, which are 100% dependent on
imports, skyrocketed in 2017 but are now gradually recovering.
【North Korea’s Gasoline and Diesel Price (2016-2019)】

- The exchange rate has stabilized since 2013 and has remained stable
since 2017.
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【North Korea’s Exchange Rate (2010-2019)】

DailyNK (https://www.dailynk.com, last accessed: October 20, 2019)

【Kim Jong-un’s Development Plans】
Goal

Direction
of
Strategy

Systems
Methods

A shift in the
national strategy
(2018)

Promoting
competition
Economic
development
(improvement
in living
standards of
people)

Directions of
Improvement
Military-first
➜ Economybuilding

Putting an end to
Songun politics
(Constitution, 2019)
Mobilizing military
resources for economic
support

○

Reform

Socialist Corporate
Responsible
Management System
(Constitution, 2019)
Field Responsibility
System

○

Productivity
enhancement Expanding
external economic
relations
Opening
(Article 36,
Constitution,
2019)

Scientific and
technological
advances

In
Progress

Measures for
Improvement

Trade expansion
Investment attraction,
labor transfer, freight
transport, etc.

Prioritizing science and technology and
establishing an industry-academic joint
cooperation
Overhauling the education system with
the focus on science and technology
Some articles in 2019 constitution
were newly written or revised

(

Notes

Leading to
X
nuclear
(Sanctions)
negotiation

○

)

* Kim Jong-un’s development strategy to build an economically prosperous nation:
Shift in National Strategy + Economic Reform and Opening + Scientific and Technological Advances
** Factors hindering rapid economic growth in North Korea and solutions:
Barriers to economic growth = Sanctions
Solutions = Nuclear negotiation
*** How North Korea secures minimal viability under the toughest sanctions:
By executing policies on national strategy, economic reform and scientific and technological
advances which focus on building the economy

90

Ⅳ

02

North Korea’s Response to
Sanctions

Economic development through “self-reliance” in response to sanctions in the
long run
During the process of nuclear negotiations with the U.S., North Korea
expected the U.S. to partially lift some sanctions as a countermeasure to
North Korean measures towards denuclearization, but gave up the wishes
after the collapse of Hanoi Summit in February 2019.
In his speech at the 14th Supreme People’s Assembly in April 2019, Kim
placed greater emphasis on self-reliance as a preparatory measure for
delay and failure to lift sanctions due to difficulties in denuclearization
negotiations.
- Since then, the North Korean authorities have promoted economic
development with the focus on self-reliance.
【Editorial in Rodong Shinmun stressing on self-strengthening and self-prosperity】

(October 23, 2019)
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※ Key Messages:
☞ Self-reliance is a foundation of “our way of socialism” and a drive to development.
☞ Although we have been experiencing hardships and lacking resources, it is
foolish to wish others to help us.
☞ By realizing production potential on the basis of our own developmental
capacity that has been accomplished throughout the decades, we can
overcome the difficulties we are facing today and open a new future of
prosperity.

After Kim Jong-un took office, North Korea has actively promoted the domestic
production of goods.
North Korea is promoting the restoration of the foundation of domestic
production, which had collapsed throughout the Arduous March.
- After Kim took office, North Korea has actively promoted domestic production
of goods to develop the national economy in a normal way and respond
to the sanctions of the international community.
- As a result, North Korea has improved and achieved the domestic production
of goods in various industries, especially in the light industry.
Directions of domestic production in North Korea
※ “Domestic production” stated here refers to the whole process of production
that relies on domestic resources, from essential raw materials to labor.
- Domestic production for import substitution
▸Substituting light industry consumer goods imported from China
▸Utilizing development in cutting-edge technology to upgrade various
industries
- Domestic production of high-value-added products
▸Processing natural resources to add higher values
Excessive domestic production in response to sanctions and its downsides
- As a response to the sanctions, North Korea promotes domestic productions
incurring high costs in the key fields of metallurgical and chemical
industries where it had relied 100% on the imports of the raw materials.
▸Substituting petrochemical industry by advancing C1 chemical industry
utilizing coals
▸Substituting coke (fuel) by developing formula utilizing anthracite and
lignite in order to produce so called “Juche Steel.”
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- Problems with excessive domestic production
▸Incurring high costs and generating low efficiency in global standard
▸This can be an impediment to industrial standardization of inter-Korean
economic cooperation.
Desperately developing the sources of foreign currencies
Securing foreign currencies by developing the tourism industry, which is
not under the sanctions.
- Developing tourist products, improving service quality, and expanding
advertisements to invite more foreign tourists
- Under the guidance of Kim Jong-un, large-scale tourism complexes are
developed nationwide.
Securing foreign currencies by extracting gold buried rich in North Korea
- Although gold import from North Korea is prohibited, gold is easily traded
through smuggling.
- North Korea allows individuals to extract gold from the sands at the
riversides, leading the North Korean residents to be highly interested in
extracting gold for extra money.
【North Korean residents extracting gold from the sands with
a number of machinery (Yalu River)】

Using heavy equipment, Chung-gang County, Chagang Province (photo by the author, August 2019)
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Using a water pump, Manpho City, Chagang Province (photo by the author, August 2019)

By hands, Chunggang County, Chagang Province (photo by author, August 2019)

Supposedly covering foreign currency demands by remittance from migrant
workers and smuggling
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Standing Against
the Toughest Sanctions

The U.N. sanctions led by the U.S. against North Korea have been a strong
blow to the North Korean economy, but North Korea has secured sustainable
endurance of its regime.
Since North Korea has adopted rapid economic-building as its national
strategy, they have come to the negotiation table to lift the sanctions that
hinder economic-building strategy.
However, North Korea has strongly opposed the U.S. approach that is
“complete denuclearization before lifting sanctions,” calling the idea a
“conspiracy” to subvert its regime.
Internally, North Korea has already secured its minimal power to prevent
economic collapse even under the toughest sanctions.
Thus, it is impossible to induce North Korea to denuclearize only by imposing
economic sanctions.
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