North Korean Economy at a Crossroads

A Joint Session by the American Economic Association and the Korea America Economic Association

Date: Saturday, January 6, 2007, 8:00-10:00 a.m.

Place: Soldier’s Field, Hyatt Regency Chicago, Chicago, Illinois


The Korea America Economic Association (President Suk Kim) and the American Economic Association held an interesting academic session on North Korean economy  at the annual meetings of the Allied Social Science Associations (ASSA) in Chicago, January 4-7, 2007. This article summarizes the papers presented at the 2007 joint academic session of the American Economic Association and the Korea-America Economic Association, ASSA, with the theme “The North Korean Economy at a Crossroads.” This session at which four papers were presented, was chaired by James Lister, Vice President of the Korea Economic Institute of America, Washington, D.C.


The first paper, “North Korean Monetary and Exchange Rate Policies: Is there a Way out of Hyperinflation?” was presented by Bernhard Seliger, Resident Representative of the Hanns Seidel Foundation in Korea. Seliger first discussed the difficulties faced by former centrally planned economies in their transition to a more market-based economic system from the experience of Eastern European countries and then examined North Korea’s case from this perspective. In Eastern Europe, repressed inflation prior to transition led to hyperinflation in the transition process and sometimes demonetization. Hyperinflation was commonly followed by banking crises and exchange rate crises during the transition period. A rapid decline of the centrally planned economic system in North Korea began with the end of cheap energy supply and a reduction in aid from Russia when the Soviet Union collapsed in 1991. The public distribution system in North Korea, which had always been unreliable, ceased to function properly. The breakdown of distribution system led to non-monetary barter economy first and later, the private sector was re-monetized alongside the moribund official economy. When the differences between private market prices and official state prices were hundredfold, North Korea resorted to a price and wage reform on July 1, 2002. A narrowing of the gap between two market prices was temporarily achieved. However, the gap has widened further over the last few years. North Korea can learn from the Eastern European countries which had a dose of shock therapy with an initial difficult period during the early stage of transition, but are now in relatively healthy economic condition after 15 years of transition, or from China, which experienced no inflation with its gradual reform. Measures to end inflation will necessitate a much more thorough reform than North Korea is willing to enact for now, and the accommodation of inflation means growing inequality between those with access to foreign (hard) currency and those who have to rely on domestic currency and the largely defunct public distribution system. The pessimistic conclusion is that only half-hearted measures to fight inflation will possibly take place in North Korea for the time being.


The second paper, “U.S. Economic Sanctions on North Korea,” was presented by Semoon Chang, professor of economics and director of the Center for Business and Economic Research, University of South Alabama. Professor Chang started his presentation with a historical review of major economic sanctions invoked by the U.S. against North Korea that had an impact on investment and trade with North Korea. Then he discussed how more recent sanctions have influenced the North Korean economy from the analysis of North Korea’s trade data. North Korea is in violation of more than 13 U.S. laws. Three of these laws are directly related U.S. economic sanctions against North Korea. It began on June 28, 1950, when the United States invoked a total embargo on exports to North Korea on the basis of the U.S. Export Control Act of 1949. The most favored nation tariffs were rescinded on North Korea’s exports to the United States on the basis of the Trade Agreement Extension Act of 1951, while the Export Administration Act of 1979 allowed North Korea to be branded as a terrorist state after its agents blew up KAL 858 on November 19, 1987. Until the collapse of the Soviet Union in 1991, North Korea’s policies had violated many US laws that automatically invoked economic sanctions. Since 1991, North Korea’s policy appears to be based on the belief that freezing long-range missile and nuclear programs may be too high a price to pay for the largely symbolic easing of economic sanctions, although recent sanctions seem to have had an impact on North Korea’s trade in recent years as seen from a rapid increase in its trade deficit and a decrease in the number of its trading partners from a peak of 130 countries in 2000 to 68 countries in 2005. China and Japan have been only two steady trade partners of North Korea until now. However, Japan’s joining the UN economic sanctions recently will further isolate North Korea.


The third paper, “North Korea: From Failing towards Reforming State? A Governance Perspective” was presented by Joachim Ahrens, professor of economics and international economy, Private University of Applied Sciences, Goettingen, Germany. Professor Ahrens argues that North Korea, even though it can be classified as a failing state according to the Failed States Index by the Fund for Peace, can become a reforming state with some policy changes. According to most indications of whether a state is failing or not, North Korea would be classified as a failing state. The country’s destiny has been often predicted as collapse, chaos, and in the end, probably absorption by South Korea. However, the Kim Jong-il regime in North Korea so far has proved to be viable and has cultivated the art of survival within a globalized world without opening up. The author notes that North Korea seems to have renewed interest in South Korea’s sunshine policy and that it seems to have initiated some rudimentary and cautious market-oriented reforms, even though they are definitely not straightforward and not sufficient. The author believes that all parties involved - the North Korean ruling elites, South Korean authorities and the rest of the world - have a vital interest in maintaining a politically sovereign and economically reforming state to avoid an apocalypse on the Korean peninsula. However, North Korea’s nuclear threat potential, its reliance on exports of military goods for hard currency revenue (sometime through illegal transactions), and its opaque international bargaining strategy represent key obstacles. The paper concludes with the argument that effective integration and economic transition of North Korea crucially depend on the emergence and success of specific transitional governance structure which can lead to efficiency gains and enhance compatibility between ruling the country and pursuing the nation’s welfare. 


The final paper, “Faith-based Private Humanitarian Relief to North Korea’ was presented by Thomas Park, professor of medicine, Wayne State University and chair of the Christian Association for Medical Missions (CAMM). Professor Park described economic conditions of North Korea and involvement of the CAMM in helping the North Korean people. North Korea was critically affected by natural disasters such as flood and drought from 1995 to 1998. In response, the CAMM shipped medical and relief supplies to North Korea. More recently, medical and dental equipments, food, clothes and livestock were shipped. Some lessons learned from 17 years of operation include the following. The North Korean government shows openness to receiving humanitarian aid and educational assistance in the medical field. Assuring that relief support and supplies reach the intended end users is challenging due to the complex hierarchy of the system.  Non-governmental efforts driven by humanitarian motives can contribute to improving the atmosphere for dialogue between governments.
Note: Kang Hoon Park of Southeast Missouri State University wrote this article. 
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