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Korea is a country with a history of several millennia and an abundance of
natural resources. Lamentably, prolonged feudal rule impeded the country’s
economic development. In the twilight of the feudal society at the turn of the
century, the country seemed to be at the threshold of an economic takeoff as
it began dabbling in capitalism. Unfortunatley, its hope for modernization
evaporated as it fell victim to aggression and occupation by Japanese impe-
rialism. The Japanese rulers imposed a colonial rule based on militarism and
fascism and embarked on massive exploitation of the country’s mineral,
land, forest, and human resources. For nearly half a century, the Japanese
colonial rule in Korea was simply a byword for cruelty and barbarism and
the country’s fragile base of national capitalism was decimated in its infancy.
Korea was reduced to an appendage of the Japanese economy and its
economy became an anomaly as a result of lopsided development. In the
meanwhile, a backward, obsolescent feudal agrarian system remained intact
in the countryside under Japanese protection. In this way, Korea degener-
ated into a semi-feudal, colonial saciety.

In the aftermath of World War 11, Korea was partitioned into two
separate political entities locked in a bitter rivalry. Based on the socioeco-
nomic system prevalent during various periods, the evolution of the
economy in the northern half of the Korean peninsula can roughly be divided
into three stages.

The first stage is known as the stage of democratic reform (1945-1948).
The major developments during this stage included land reform, the national-
ization of key industrial sectors (the confiscation by the government of the
properties previously owned by the Japanese and their Korean collaborators),
and a package of other reforms in financing, the judiciary, labor administra-
Hon, and education.

The second stage is referred to as the stage of socialist transforma-
fion (1953-1958). Socialist transformation, or the transformation of the
owiership of the means of production, is a process by which private owner-
ship is abolished in favor of collective ownership. It has two dimensions, the
ocialist transformation of private farming and private handicraft, business,
ind industry.

The third stage is also known as the stage of socialist construction
1957-present). Due to space limitations, this study will primarily address
tself to an examination of the lines, policies, and strategies pursued by
North Korea after it had been ushered into the third stage. A

The stage of socialist construction can be further subdivided into
our different periods according to the objectives the country pursued in its
conomic endeavor:
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1. The period of laying a foundation for industrialization (1957-1961) P i

2. The period of developing industry and agriculture (1961-197¢); - -

3. The period of building a complete and comprehensive national
economy {1976-1984);

4. The period of laying a material and technological foundation for
the completion of socialist construction (1987-1993).

Together, the first three periods constituted the period of building an
independent, self-reliant national economy, whereas the last period was a
period for laying on economic foundation for socialism.

In addition, throughout the period of socialist construction, espe-
cially from 1960 to 1965, strenuous efforts to improve economic management
emerged in response to the demands for the expansion of social productive
forces. In the 1980s, North Korea once again modified, though on a limited
scale, its domestic and foreign economic policies in order to adjust to a
relaxed international political climate and to changes in the country’s
internal economic and social situations.

Towards the late 1950s North Korea embarked on a policy of
building an independent national economy. In the subsequent period from
the First Five-Year Plan to the Second Seven-Year Plan, the country never
veered off this course in its economic development effort. According to the
North Koreans, the socialist economic system was not established in North
Korea until 1958, the year in which the completion of socialist transformation
was witnessed. That year was a watershed; it heralded the advent of socialist
construction.

During that period, the recurrent and dominant theme which
resonated in North Korea’s economic development policy was the building
of an independent and autonomous national economy (or a self-reliant
economy, as the North Koreans put it) conceived in the docirine of self-
reliance. They defined economic self-reliance as an effort to “rise to its feet
with its own strength and to carry revolution and construction through to
the end with its own efforts.” However, it is erroneous to equate self-reliance
with an objection to economic ties with foreign countries or to construe it as
a rejection of foreign cooperation and assistance. On the contrary, the policy
amounts to giving primacy to self-reliance and supplementing the country’s
own efforts with foreign cooperation and assistance.

In the North Korean political parlance, an independent, self-reliant
national economy refers to an economy free from foreign control, built with
domestic resources and manpower, and serving the domestic needs and the
domestic people.! Compliance with this principle entails desisting from
dependence upon foreign countries for equipment, raw materials, technical
personnel support, and capital funds.?

Y
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After settling on a policy of economic development, the North
Korean communist regime proceeded to formulate a development strategy
which favored heavy industry while pushing for a simultaneous growth of
light industry and agriculture. In their opinion, a strategy with emphasis on
heavy industry was conducive to the speedy creation of an independent and
self-reliant national economy. A system like this would be one blessed with
a perfect structure, supported by a stable raw material supply base, equipped
with up-to-date technology, and characterized by a reasonable sectoral
balance.

The period from the First Five-Year Plan to the Second Seven-Year
Plan, devoted to the accomplishment of the above mentioned goals, can be
subdivided into three periods. Below is an overview of the three periods.

The first period was the period of laying a foundation for industri-
alization (the period of the First Five-Year Plan 1957-1961). The basic tasks
during this period involved economic rehabilitation, elimination of the
pernicious influence of colonialism upon the economic structure, creation of
a foundation for industrialization, technological modernization of various
economic sectors in preparation for industrialization, and satisfaction of the
popular needs for food, clothing, and shelter.

North Korea's industrialization program allegedly gotunder way as
early as 1947, but the effort came to an abrupt halt with the outbreak of the
Korean War. The Korean War left in a shambles the country’s rudimentary
national economy which had barely recovered from the destruction of World
War IL. Production was not restored to its prewar level until after three years
of intensive rehabhilitation work, For this reason, the foundation for industri-
alization was in fact laid during the first four years of the First Five-Year Plan
(1957-1960) (the Plan was fulfilled one year ahead of schedule).

Based on the basic task of the period, North Korea proposed the
notion of central tasks during the First Five-Year Plan. The central tasks
entailed the creation of a foundation for industrialization, the solution of the
problem of feeding, clothing and housing the population, and the transfor-
mation of North Korea from a backward agrarian nation into a self-reliant
industriai-agricultural country. For this reason, the development of heavy
industry was geared to the needs of light industry and agriculture,

The successful fulfillment of this task, the North Korean Workers’
Party contended, was contingent upon giving top priority to the basic indus-
trial sectors of the national economy, such as the metallurgical, electrical,
machine-building, coal mining, chemical, and building materials industries.
The development of a machine-building industry was the highest on the
planners’ agenda. In addition, in anticipation of their active role in allevi-
ating the shortage of consumer goods, the planners gave favorable treatment
to some light industries which could thrive on domestically available raw
materials. Rapid development of the machine-building industry was
designed to assist industry in its technological renovation and upgrading
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efforts, and to provide equipment for agriculture, fransportation, postal and
telecommunication services, and the building industry.

The major production targets during the First Five-Year Plan period

included 8,500,000,000 kilowatt-hours of electricity, 9,500,000 tons of coal, a

100 to 150 percent increase of steel output (approximately 400,0.00 to 50.0‘,0{}0
tons if the 1956 output was 190,000 tons), 630,000 tons of chemical fertilizer,
1 to 1.5 million tons of Portland cement, 180 million meters of cotton goo‘ds,
a more than 30 percent increase of aquatic products over 1956, 3.5 million
tons of food grain, and half a million housing units. -
During this period, capital investments amounted to 30 billion won.
The bulk of the development funds were allocated for production projects,
with heavy industry receiving the lion's share. The country achiev?d E.lll the
plan targets a year ahead of schedule. North Korean statistical c‘lata indicated
that compared with 1956, its total social production in 1960 mcrgaz‘aed 124
percent, and gross national product 114 percent. Labor product}vﬁy was
boosted by a big margin, 40 percent in industry and 9 percent in capital
construction. The national economy also underwent structural changes. The
share of industrial production in total social product rose fropn 40.1 percent
in 1956 to 57.1 percent in 1960, while that of agriculture dechned. from 26.6
percent to 23.6 percent in the same time frame. Table 1 provides more
detailed information in this regard. ‘ o
As for the people’s living conditions, North Korea achieved initial
success in meeting the basic needs for food, clothing, and shelter. In 1960 the
real incomes for employees of state-run enterprises in urban areas were 110
percent higher than before. The volume of retail sales was 210 percent higher
than in 1956, Between 1956 and 1960 the average annual income of a farm
household in terms of food grain increased from 1,616 kilograms to 2,.100
kilograms. Its cash earnings rose from 95 to 300 won. In the area of housing,
6,220,000 square meters of floor space were built in cities and' 5,060,000
square meters in the countryside. Free medical care became an entitlement of
the whole citizenry for the first time. In 1958 compulsory secondary educ:cv
tion was instituted throughout the country, with a total school enrollmenF in
the vicinity of 2.53 million. The number of institutions of higher learning

TABLE 1
STRUCTURAL CHANGE OF BCONOMY (1956-1960) (IN PERCENTAGE) .
Agri- Trans.| Socinl Consumer
GNP Industry  culture  Commun. Indirect  Goods _ Other
1956 100 40.1 26.6 4.0 12.3 10.8 62
1960 100 57.1 23.6 2.2 8.7 6.0 . 24

SOURCE: Various issues of Statistics of National Economic Growth of the DPRK(m
Korean). Pyongyang, 1946-1960. S
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more than quadrupled, rising from 19 to 78, and their enrollment increased & o
proportionally. (See Table 2 for detailed information on the fulfillment of n| P gggresy go
targeted commodity outputs). The successful fulfillment of the first five-year t RIS TE S 9
plan ahead of schedule contributed to the undertaking of economic construc- E
tion in the second period. 3 cococomno o
The second period was one of industrial and agricultural develop- R B BRF8 @& &
ment (1961-1970). The basic tasks during this period were to carry out an all-
around technological renovation of industry and agriculture and to raise the
living standards of the citizenry. In addtition there was an effort to carry out ol coooocwe o
a cultutal revolution. This task was embodied in the First Seven-Year Plan. 35 a8 % F®88 = KT
The North Koreans devised a two-step formula for the implementation of g
the First Seven-Year Plan. The first three years were to be devoted to the o o sory
consolidation and readjustment of heavy industry. The last four years would HEE2RR3°R 8 s e
focus on a further expansion of heavy industry and the streamlining and bl A S -
modernization of its technical equipment. Under this precondition, light Eﬁ
indusiry and agriculture were also to receive adequate attention. The focus 4 ol g
of this policy also manifested itself in the pattern of capital investment. 2 o “§§ esg8e™ g- o g
During the first three years of the Seven-Year Plan period, an overwhelm- g = o Q-
ingly large proportion of the funding was earmarked for the consolidation 2l % S
and expansion of heavy industry (the North Korean metaphor for this ElE] W noness - | =%
process was “fleshing out the skeleton” of heavy industry) and other sectors o % FEegsk 8 [£%
of the economy closely associated with the people’s lives, such as machine 5 =2 o § §
building, chemical, light industries, and tishing and agriculture. In contrast, i'z:a % Ez :l
during the last four years, the bulk of the resources were invested in the - N i P 22| E
sectors which played a pivotal role in promoting industrialization. Notable Z | &8 @ § S B g :,3 .
among them were the energy, mining, metallurgical, machine-building, 2| > m g §
chemical, and other basic industries as well as the transportation industry. é ?5 0 & EB‘:E
Total state capital investment during the period was in the vicinity o™ 3 8398~ I2R 8 EE
of 1 billion won, which represented a 130 percent increase over the previous 2 - * -t % « i &
seven years combined. Eighty-one percent of the funds were allotted for the 3 & =
expansion.of productive capabilities, while 19 percent were intended to g a g
finance nonproductive construction projects. Industry received 58 percent of 5 Eﬂ; £E
the total capital investment, of which 71 percent was invested in heavy 2220 E 2 o Y ELS)
industry. Forty-Four percent of the expenditure on nonproductive projects 288858 8 - g5
was invested in housing. =| E88288%8 & |¢:t
In order to effectively fulfill the basic tasks, North Korea’s Labor = § ,% % § SE 8 2 ,% §
Party entrusted the different sectors of the economy with the various, SR
specific tasks. 2 585
First, the central tasks for industry were to further improve the struc- k= v g E
ture of industry, to strengthen its technological foundation of industry, and . e g w0l £
to establish a diversified independent and self-reliant industrial system g g 2o ~ w S § ;ﬁé e}
supported by a stable raw material base and equipped with advanced tech- EosEifs ER|528
ppor y a stable raw materia and equipped with advar ec s EETEEEE RE|=27C
nology and facilities. In the last year of the period, total industrial output Sl adEddeEs 58l
increased 220} percent. Capital goods output rose 220 percent, and consumer
TH0
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goods 210 percent. Throughout the Seven-Year Plan the annual growth rate
of total industrial output was 18 percent.

Total state investment in industry amounted to 10.72 billion won, of
which 79 percent went to heavy industry and 21 percent to light industry.3
According to the plan, the primary mission of heavy industry was to provide
complete sets of equipment for key industrial firms, and to improve and
expand the heavy industry base so as to provide better and more effective
support for light industry and agriculture. The primary task of light industry
was to increase the variety and enhance the quality of products. It was
imperative for light industry to continuously adhere to the principle of the
simultaneous development of centrally and locally controlled industries
through the construction of huge new light industrial complexes and the
remodeling and expansion of existing plants. Mechanization of locally
controlled factories was called for in order to phase out manual operation,

The central task of agriculture was technological renovation and
farm mechanization aimed at boosting agricultural productivity. The trans-
portation, postal, and telecommunication industries were to strive to increase
cargo volumes transported, and to rapidly expand railroad, waterway, and
highway links across the land. Arterial railroad lines were to be electrified,
and total metric tonnage of cargo was to exceed 75 million.

However, because of the deterioration in the international situation
and the revision of its internal policy, North Korea made a decision in
October 1966 to reorient the country’s economic construction strategy and to
defer the completion of the Seven-Year Plan for three years until 1970. The
three-year extension prevented the country from defaulting on its commit-
ments to the Plan. Finally in 1970 North Korea proncunced all the Plan
targets achieved. A perusal of the statistics released by North Korea indi-
cated that compared with 1956, the country’s 1970 total industrial output
rose by a spectacular 1,060 percent. The output of capital goods increased

1,230 percent, while that of consumer goods rose 830 percent. During the -

period between 1957 and 1970, or the period of industrialization, the average
annual rate of growth in industrial production was 19.1 percent.4 The output
of major industrial products were, respectively, 16.5 billion kilowatt-hours of
electricity, 27.5 million fons of coal, 2.2 million tons of steel, 1.5 million tons
of chemical fertilizer, and 4 million tons of Portland cement. Obviously, most
of the Plan targets were reached.5

In the sector of heavy ind ustry, North Korea managed to fill the tech-
nical gaps and eliminate the bottlenecks in ‘the metallurgical, chemical,
machine-building, energy, building materials, and other industries and
improved structural balance. The same period also witnessed the construc-
tion and expansion of power stations, mines, metallurgical, machine-
building, chemical, cement plants and other key firms. In the domain of light
indusiry, a certain percentage of plants were remodeled, expanded, or newly
constructed. The technological renovation and upgrading of the firms under
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local jurisdiction were accelerated. As a result, a nationwide light industrial
network of textile, food processing and other industries came into existence,
In 1970 North Korea produced 400 million meters of textiles. Agriculture irri-
gation, mechanization, electrification, and chemical fertilizer became more
extensively utilized than ever before. Food grain production rose to 6 million
tons. In the transportation sector, the electrification of an additional 850 kilo-
meters of railroad quintupled the extension of the country’s electrified rail-
road lines. The tonnage of cargo vessels nearly doubled. Compared with
1950, the number of trucks increased 180 percent.

A corollary of the development of production was improved living
standards of the people. By 1970 the average wages for government officials,
teachers, technical personnel, and workers had increased 31.5 percent. In the
meantime, the retail prices of textiles, children’s apparel, and toys and over
1,000 other consumer goods were lowered. The benefits accruing from pay
raises and reduced cost of living to the citizenry were estimated at more than
5 billion won. In the countryside in 1969 the average remuneration in the
form of food grain for each farm household was 80 percent higher than 1960
levels and the cash compensation doubled 1960 levels. In this way, the real
income of the peasantry was increased by 80 percent. Further, the construc-
tion of 800,000 housing units in both urban and rural areas during the period
from 1961 to 1969 greatly relieved the pressure of a housing shortage.

The North Koreans claimed that though they had to grapple with a
number of difficulties during the First Seven-Year Plan period, they could
congratulate themselves upon the initial success in industrialization, They
cited the following achievements as evidence of the initial success:

* First, the establishment of a fairly comprehensive and versatile
heavy industry base centered on the machine-building industry
and the creation of a heavy industry system capable of a variety of
functions ranging from the production of raw materials to the
assembly of products;

* Second, the creation of a machine-buﬂding industry with a 33,7
percent share of the total industrial output, The industry’s prodgc—
tive capacity had been enhanced and it was now capable (?f turning
out not only small and medium-sized but also large machines, and
not only single machines but also complete sets of equipment. Its
rate of self-sufficiency in equipment was a remarkable 80 percent.
The industry was able to cope with the demands of different
economic sectors for equipment;

* Third, the structural modernization of the national economy. In
1969 industry occupied a predominant position in the national
economy. Industrial production accounted for 74 percent of t'he
total industrial and agricultural output. By contrast, in 1956 it
made up only 34 percent of the total.
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In view of all this, it would not be an overstatement to assert that
North Korea’s impressive economic performance had qualified it for
membership in the international community of industrialized nations.

The third period, or the period to establish a complete and compre-
hensive national economy, coincided with the periods of the Six-Year Plan
(1971-1976) and the Second Seven-Year Plan (1978-1984). The basic tasks
during this period were to further improve the sectoral balance of the national
economy and to create an industrial system which consumed indigenous raw
materials and had a 70 percent rate of self-sufficiency in raw materials. North
Korea's strategy was to launch a Three Technical Revolutioné campaign
oriented toward elevating the level of technical sophistication of the national
economy. Moreover, it set the target of training high-caliber manpower and
fostering an indigenous science and technology personnel of 1 million. These
tasks of the third period were incorporated into the basic tasks of the Six-Year
Plan and the Second Seven-Year Plan.

The basic tasks of the Six-Year Plan were to consolidate and promote
industrialization and to carry out the technical revolution in an extensive and
deep-going way, to strengthen the material and technical base of society, and
to gradually reduce the burden of manual labor for the working people.
Another objective was narrowing the differentials in income and living condi-
tions between workers and farmers and between urban and rural areas.

The major targets of the Six-Year Plan included a 120 percent increase
in total industrial output from 1970 to 1976. The output of capital goods was
to rise 130 percent and that of consumer goods was to double. The average
annual growth rate of industrial production would be 14 percent.” Of the
major industrial targets, electricity was to increase 110 percent, coal 80
percent, minerals 100 percent, metallurgical products 80 percent, machine
tools 170 percent, ship building 260 percent, chemicals 150 percent, and
building materials 90 percent. More specifically, the production of electricity
would reach 28 to 30 billion kilowatt-hours, coal 50 to 53 million tons, steel
3.8 to 4 million tons, Portland cement 7.5 to 8 million tons, chemical fertilizer
2.8 to 3 million tons, food grain 7 to 7.5 million tons, housing 1 million units,
reclaimed coastal marshlands 300 thousand jungbo, aquatic products 1.6 to
1.8 million tons, and textiles 500 to 600 million meters.8

During the Six-Year Plan period, North Korea’'s strategic calculus
considered both the domestic and international factors and the needs of
economic development when it mapped out plans for allocating capital invest-
ment and conducting its vigorous albeit small foreign trade. Such an approach
paid off in a smooth implementation of the development plan. The official

North Korean statistics released during this period demonstrate that the
output of all major products, with the exception of steel and cement, reached
the preset targets one year and four months ahead of schedule. The Plan
period registered an average annual increase of 16.3 percent in total indusirial
output, which exceeded the targeted 14 percent. In 1976, total industrial
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output was increased by 150 percent over the 1970 levels. The output of capital
goods increased 110 percent and that of consumer goods 150 percent. As a
result, the structural imbalance of industry was redressed. Industry acquired
additional capacity for the production of raw materials, energy, and power
and could provide 60 to 70 percent of the needs of various sectors of the
national economy for raw materials. Agriculture achieved the target of 7
million tons in food grain production. The 1976 output of vegetables, fruit, and
silk were 60, 120, and 120 percent higher than the 1970 figures respectively.

Growth in agricultural production and government subsidy and
other forms of assistance raised the cash earnings of the workers on collec-
tive farms above the targeted level, enabling them to enjoy a living standard
equivalent to that of the erstwhile rich middle farmers. As a result, the
disparity in living conditions between country people and city dwellers was
narrowing. The benefits of the economic boom were also dispersed to the
urban population. In the second half of 1970, the average wages for workers,
technicians, and government agency employees rose 31.5 percent. That year
low-income employees in all sectors of the national economy received a 10 to
24 percent pay raise.

During the Six-Year Plan period, cultural and educational institu-
tions also experienced rapid growth. In 1975 the country implemented an
eleven-year compulsory education system. The number of engineers, tech-
nicians, and experts was augmented to 1 million, and a powerful indigenous
technical and managerial elite became the mainstay of the nation’s ambitious
economic development.

During the Six-Year Plan period, new sectoral imbalances and
bottlenecks stemming from an exceedingly high economic development rate
emerged. The problems that gained the highest saliency included the failure
of the transportation industry to keep pace with industry and agriculture.
Such was also the case with the relationship between mining and manufac-
turing. This gave rise to such problems as the congestion of the transporta-
tion lines and a shortage of raw materials. To redress the sectoral imbalances
and eliminate the bottlenecks, North Korea decided to put a one-year mora-
torium on the plan. The year of 1977 was designated as a year of readjust-
ment. An effort was made to facilitate the implementation of the subsequent
economic development plans.

The second Seven-Year Plan was announced in December 1977 as an
integral part of the third period and as a resumption of the efforf to complete
the construction of a self-reliant national economy. The basic tasks of the
Second Seven-Year Plan were to enhance the independence of the national
economy, to further consolidate the base of the socialist economy, and to
raise the people’s living standards. The main thrust of the Plan was to be
directed at the development and utilization of indigenous natural resources,
the establishment of new industrial sectors, the creation of a comprehensive,
versatile national economy dependent on indigenous natural and human
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resources and characterized by a reasonable structural balance. All this
revolved around the strengthening of an independent and self-reliant
national economy. The approaches to the accomplishment of these goals
were an all-around mechanization and automation of industry and the
industrialization of agriculture. Top priority would be given to scientific
research, which would speed up the improvement of production technology
and managerial skills.

The major objective of the Second Seven-Year Plan was a 120 percent
increase in total industrial output in 1984 as compared with 1977. The output
of capital goods was to increase 120 percent, consumer goods 110 percent.
The goal for the average annual growth rate for industrial production was
set at 12,1 percent. More specifically, the economy was to produce 56 to 60
billion kilowatt-hours of electricity, 70 to 80 million tons of coal, 7.4 to 8
million tons of steel, 4.8 million tons of chemical fertilizer, 12 to 13 million
tons of Portland cement, 800 million meters of textiles, 3.5 million tons of
aquatic products, 10 million tons of food grain, and 200 to 300 thousand
housing units.

In consideration of an amelioration in the international climate and
the domestic economic and social needs, North Korea made a number of
modifications and alterations in its internal and external policies and practices.

First, a reform of the industrial leadership system was carried out.
There was a transition from subordination of the local management to
control by the sectoral leadership to the domination of the local management
over the sectoral authorities. There was concurrently a partial devolution of
decision-making power upon lower-level agencies and a rationalized divi-
sion of labor among departments and agencies.

The second reform entailed a structural readjustment of industry.
For the first time, the North Koreans experimented with what they termed
the revolutions of the light and service industries aimed at improving the
delivery of goods and services to the population.

Third, a new, albeit limited, flexibility in internal and external policy
was implemented. For instance, in the countryside, the government insti-
tuted a system of workteam responsibility, approved reclamation of waste-
land and household sideline occupations by farmers, and permitted free
produce markets. The regime also acquiesced in the industrial firms’
marketing of the commodities produced beyond the plan quotas and gave
the management more leverage in deciding the distribution of the earnings
from these sales. In addition, the existing industrial wage system was ratio-
nalized to establish a linkage between remuneration and worker perfor-
mance. The regime delegated more powers to industrial firms at lower levels
though it was still adamant in its refusal to abolish central planning and the
micromanagement of industrial operation. ,

During the Second Seven-Year Plan period, though beset with diffi-
culties, North Korea achieved substantial results in its economic endeavor.
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This success may be attributed primarily to the regime’s wise adaptation of
some of its policies to the changing times and the reconciliation of ideolog-
ical indoctrination with economic work by launching the campaigns for
“emulating anonymous heroes” and for carrying out the “Three Revolu-
tions.” The Second Seven-Year Plan was officially completed in 1984, During
the Plan period, total industrial output increased 120 percent, with an
average annual growth rate of industrial production estimated at 12.2
percent. There was some noticeable growth in agricultural production. The
food grain output of 1984 was 9 million tons. The number of farm tractors
rose 50 percent and weed-mowers 100 percent, greatly curtailing manual
farmwork. Overall, the period registered a rise in gross national product and
the real incomes of both the rural and urban population. By 1984 the gross
national product was 80 percent higher than 1977 and the real incomes of
workers and government employees has grown 40 percent. The government
outlays on social welfare were in the vicinity of 294 million won, averaging
800 won for each household.

During this period, North Korea went on a building spree with the
construction of a number of monumental structares. Notable among them
were the Great People’s Study Hall (or the Central Library), Man Su Dae
Conference Center, Chang Kwang Boulevard, and Man Su Boulevard, which
were lined with clusters of modern high-rise apartment buildings. An
impressive number of rural residences on the outskirts of such cities as
Nampo, Wonsan, Hamhung, Chungjin, and Danchun were renovated or
remodeled. In addition, 290 medical centers for disease prevention and cure
were built. Many of them were equipped with advanced, up-to-date facili-
ties. They included Pyongyang Maternity Hospital, South Hamhung
Province Stomatological Hospital, the hospital affiliated with Kang Gae
Medical College, and the Kum Duk Mining Complex Hospital. The number
of physicians and surgeons increased 40 percent, and the life expectancy of
the citizens reached seventy-four years, thirty-six years higher than before
the Communist takeover. The completion of the Second Seven-Year Plan
solidified the economic base of North Korea. It could be construed as an
initial success in creating a comprehensive national economy.

Through twenty-eight years and three stages of arduous economic
efforts, North Korea successfully redressed the abnormalities and eliminated
the bottlenecks inherent in a colonial economy. It has turned an economy
mired in poverty and backwardness into a comprehensive and versatile
national economy comprised of various heavy- and light-industrial sectors
and self-sufficient in raw material and equipment. The country has achieved
remarkable economic progress, but in its economic endeavor it has never
been immune to mistakes and problems. In fact, the couniry has followed a
tortuous course and learned many valuable lessons.

Because of a lack of experience and the tension in East-West relations
during the Cold War period, Communist countries invariably opted in favor
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of the Stalinist development model in the early stage of economic develop-
ment. In line with this model, heavy industry takes precedence over other
sectors so as to create a comprehensive system of national economy. More-
over, a regimented, rigid circulation system based on a monolithic, planned,
command economy and a centrally controlled resource distribution and
rationing mechanism prevails. In this way, a product economy inevitably
took the place of a commodity economy.

On the one hand, the communist countries’ espousal of the Stalinist
economic development model was motivated by a need to offset the
constraints imposed by the hostile international climate of the time. On the
other hand, the model demonstrated some practicality and feasibility during
the initial stage of socialist construction. It was instrumental in concentrating
material, financial, and human resources, overcoming the enormous diffi-
culties, and promoting economic construction. It would also effectively
assist in constraining consumption and achieving a high rate of capital accu-
mulation, two prerequisites for a high growth rate and industrialization in
socialist countries plagued by low levels of productivity.

However, the expansion of the socialist economy was inevitably
accompanied by an augmentation in the scale of economic operation, an
increase in the degree of specialization and division of labor, a diversification
of the needs in production and life, and a rise in the frequency of socio-
economic activities. Under such circumstances, an economy will fall into
disarray if the people continue to reject the market mechanisms governed by
the law of value and continue to allow a few bureaucrats cooped up in their
offices to exercise control by issuing administrative orders. The reason is
very obvious. No matter how sophisticated, capable, knowledgeable, down-
to-earth, and meticulous the bureaucratic planners may be, they can hardly
cope with the complexity and fluidity of economic phenomena. This hand-
icap on the part of the economic planners stems from a problem inherent in
the planned command economy—a lack of flexibility and adaptability to
respond promptly and properly to changes in the market. Therefore, the
socialist countries could hardly dispense with a reform of its planned
command economy at a certain stage of economic development. An over-
haul of such an economy is the key element of economic reform currently
underway in China and other socialist countries. The implementation of
such a reform is also dictated by the needs of economic development. At
certain stages of economic development, it behooves the socialist countries
to reform or readjust the systems and policies incompatible with the level of
the development of the productive forces and to reconcile them with the
changing domestic and international situation. Socialism can thrive only on
such reforms.

China’s experiences reveal that at the early stage of economic devel-
opment when the economy was small, the indigenous economy could be
equal to the task of performing the required functions ranging from mineral
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extraction to the manufacturing of commodities. However, with the expan-
sion of the economy and the improvement of technology, there will
inevitably be demands for greater quantities and more varieties of raw mate-
rials, unfinished products, and spare parts. In this case, an obsessive desire
to produce everything at home will prove counterproductive and disrupt
sectoral balance. Such a practice will reduce the chances of improving the
industrial structure because it requires no end of expansion in various
sectors. This kind of expansion is a drain on the socialist economies, espe-
cially the weak and fragile ones riddled with a scarcity of resources. An over-
sized, overheated economy will precipitate a intersectoral scramble for
capital funds, raw malterials, energy and power supplies, transportation, and
labor. It will also tax the economic system beyond its manpower, financial,
and material capabilities. Shortfalls in raw materials and energy supply will
cause the factories either to slow down or to operate below capacity. A resul-
tant irony is that the expansion of productive capacity will not translate into
an increase in production but result in the idling of production facilities.

Economic development by definition means reducing inputs to a
minimum and increasing outputs to a maximum so as to add to the social
wealth and to meet the needs for expanded reproduction and the ever-
growing popular demands for consumption. An economy will k}emorrhage
excessively if the people continuously ignore the relationship between
inputs and outputs and pay no heed to the economic effects or if the state and
the people are not adequately rewarded for their contributions.

In the contemporary world, few if any countries still labor under the
delusion that they can rely on their own efforts to provide all the required
raw materials, energy, equipment and unfinished products. On the contrary,
most of them strive to increase economic interaction with foreign countries
while at the same time focusing their attention on the sectors in which they
excel. The sectors in which they could outperform their rivals shall become
the pillars of their economies. International economic specialization and
division of labor and regional economic cooperation and mutual assistance
will aid a country in fully tapping its strengths and overcoming its weak-
nesses. By availing itself of both domestic and foreign resources and
markets, a country can more easily make use of the comparative advantage
and will have less trouble stimulating economic growth and accelerating the
process of modernization, In short, an economy pruned of its we‘:ak and inef-
ficient imbs will surely outstrip those bogged down in a quagmire of perfec-
tionism and excessive size.

Since 1984 North Korea has adopted a more flexible position in its
economic relations with foreign countries. [ts economic interactions with
foreign countries have taken the forms of foreign trade, e_conomic coopera-
tion, joint ventures, scientific and technological cooperation, econor’mc a%d
given gratis, loans and credits. At the present moment, North Korea’s main
thrust is directed at soliciting joint-venture partners. To this end, the govern-
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ment enacted and issued the “Joint-Venture Enterprise Law” in September
1984. The following year it promulgated the “Joint-Venture Enterprise
Income Tax Law.”

North Korea abides by the following guiding principles in its effort
to develop trade with foreign countries: Steadfastly uphold the principle of
geographical and product diversity and the primacy of creditworthiness;
gradually raise the share of machine tools in the percentage of exports; and
upgrade the composition of exports.

In observance of the principle of independence, equality, and mutual
assistance, North Korea rank-ordered its partners in its foreign economic
relations,

First of all, preference is given to socialist countries in economic and
technical cooperation; second, North Korea will strive to cement close
economic ties with developing countries in response to the call for South-
South cooperation; third, it will expand trade and economic and technolog-
ical interaction with capitalist countries provided they respect North Korea's
sovereignty and independence. It will also augment its economic ties with
countries with which North Korea does not have diplomatic ties.

The fourth period of development for North Korea was the period of
laying a material and technological foundation for the completion of socialist
construction (the Third Seven-Year Plan period, 1987-1993). The overriding
tasks during this period were the development of science and technology,
the expansion of productive capacity, the strengthening of the national
economy, and a significant improvment in the living standards of the people.
To this end, North Korea decided to focus its attention on the development
of basic industries. It viewed such development as a prerequisite of the
consolidation of the nation’s economic base. ‘

Basic industries refer to the mining, electric, metallurgical, and
transportation industries. During the Third Seven-Year Plan period, the
development of these industries was the highest on North Korea’s economic
agenda. “It is of cardinal importance for us to concentrate our resources on
mining, electric, communication and transportation industries, and strive
for their modernization and a drastic increase in their productive and trans-
portation capabilities.”? To avoid sectoral imbalances, North Korea did not
neglect other industries. To raise the living standards of the people, it also
exerted itself in developing light industry and agriculture.

In recent years, in view of the amelioration in the international polit-
ical climate and the rapid change in the Northeastern Asian situation, North
Korea has modified its foreign policy. For instance, since 1988 it has held
several talks with the United States and repatriated the remains of some
American soldiers killed in action during the Korean War. On September 28,
1990, North Korea signed a tripartite joint statement with Japan’s Liberal
Democratic Party and Socialist Party, and has since been actively seeking to
normalize bilateral relations. From September to December 1990, North and
South Korea held three talks at the prime-ministerial level. Though North
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Korea still claims to be interested in Third World countries, its Asian neigh-
bors now occupy a more prominent position in its diplomacy.

In response to the needs for implementing the new foreign policy
seeking expanded cooperation with foreign countries, North Korea has set
about improving its foreign affairs agencies and training a more competent
diplomatic corps. In 1987 it established the Ministry of Joint-Venture Enter-
prise, thus enclosing collaboration with foreign investors and traders within
the government. In February 1990, in order to strengthen the Foreign Affairs
Committee of the Supreme People’s Assembly, the Government appointed
veteran career diplomat Hur Dam, Chairman of the Committee, and Kim
Yong Soon, an expert on the Western world (also director of the International
Depariment of the Labor Party), Vice-Chairman. In addition, a special
committee in charge of the reunification policy was set up within the
Supreme People’s Assembly. o .

By the end of 1989, North Korea had conducted negotiations with
more than sixty countries concerning joint-venture enterprises. Agr(?ements
on more than 100 projects had reportedly been reached. At the same time, .the
country was preparing to open up a special economic zone for foreign
investment or joint ventures on the Hapsan Island (popularly known as the
Little Gold Triangle) bordering on China and the Soviet Union. At the same
time, strenuous efforts were being made to bring tourism into blossom. A
plan was made to turn Kangwon Province into a province specializing in
international tourism and to create tourist resorts and districts along the
thoroughfares linking Kum Kang Mountain, Kaesung, and Myo Hyang San,
as well as Pyongyang and Nampo. ‘

All this notwithstanding, it is still evident from the blueprint of the

Third Seven-Year Plan and related documentation that in the foreseeable
future there will not be any major reversal of North Korea’s economic policy.
Barring a fundamental change, slow, tentative, minor amendme.nts Fo the
current policy are still likely. However, if there is further relaxatlf)n in t'he
international situation, if North Korea’s efforts to normalize its relations with
Japan and the United States proceed smoothly, and %f its _economic coopera-
tion with the “Southern” capitalist countries and regions in the for‘m. gf trade
and joint venture prove successful, we cannot rule out the poss.1b1hty t‘hat
the country will be encouraged to pursue a more flexible tentative foreign
policy and embark on the road of reconciliation with other countries.
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