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North Korea and the China Model: The Switch from
Hostility to Acquiescence

By Mika Marumoto

The global community has plainly noticed the critical role
played by the People's Republic of China (PRC) in induc-
ing change in North Korea's diplomatic behavior, particu-
larly with respect to the recent international crisis created
by North Korea's pursuit of a nuclear weapons program.
L ess attention has been given, however, to China's power-
ful influence over North Korean behavior on the economic
front. Asit turns out, China’'s influence on North Koreain
the economic sphere, while subtle, has been considerable,
extending beyond the simple empirical fact that Chinais
the most important investment and trade partner for North
Korea. Chinahas, infact, had animportant impact on North
K orean domestic economic policy, asamodel and asacata-
lyst for the modest changes that have taken place despite
North Korea's extreme regime rigidity and limited state

capacity.

Hwang Jang-yop, the highest-ranking defector from the
Democratic People's Republic of Korea (DPRK), who |eft
Pyongyang in 1997, stated in his memoir that both Kim I1-
sung and Kim Jong-il felt great hostility toward Chinaafter
Deng Xiaoping launched China on the path of pursuing
market-oriented “socialism with Chinese characteristics’
in 1978.1 This antipathy deepened after China participated
inthe Seoul Olympicsin 1988.2 Despitethisanger and hos-

tility, and regardless of repeated denials from Pyongyang,
the record shows that North Korea started to attempt to
emulate certain aspects of China's economic reform poli-
cies as early as the first half of the 1980s. Sporadic Chi-
nese-style reform attempts followed repeatedly thereafter,
exhibiting acharacteristically North Korean “ go-and-stop”
pattern of economic policymaking.

This paper constructs an empirical answer to the questions
of why, when, and how North Korea shifted from a stance
of hostility to one of acquiescence toward China's model
of economic reform and development, coupled with con-
tinued authoritarian rule, and therefore in fact started to
follow, even though hesitantly, atransition path.®

The China Model and North Korea

China's economic reform model can be defined as encom-
passing aspects of simultaneous external opening and in-
ternal reform, accompanied by conscious efforts to create
linkages between thetwo types of reform. China seconomic
transition model is a gradualist one and is predicated on
the maintenance of authoritarian rule and reliance upon the
Chinese state’s considerable capacity for coherent policy
implementation.*
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As its principal methodology, this paper documents the
content of the most important DPRK-PRC |leadership ex-
changes, starting from 1979 just before the Korean Work-
ers Party’s Sixth Congress formally enshrined Kim Jong-il
as Kim Il-sung’s successor in 1980° up through Kim Jong-
il’s most recent visit to China in January 2006. Those top
leadership exchanges are presented in the context of key
North Korean economic policy and institutional changes—
both formal changes such as new regulations or laws and
informal changes such as policy pronouncements by the
two Kims, which occurred just prior to or immediately fol-
lowing the top-level visits. The direct causal relationship
between top bilateral meetings and DPRK reform efforts
may be difficult to ascertain with complete reliability.

But the degree to which the interaction of the two coun-
tries has affected DPRK perceptions toward the China
model over time and how those changed perceptions have
actually translated into North K orean institutional changes
prove easier to demonstrate. Thischronological study, split
into three phases around certain key inflection points, is
supplemented by additional analysisof why particular North
Korean policy changes happened and identifies some of
the crucial trigger factors that prompted the DPRK leader-
ship to adopt Chinese-style economic policy measures.

The central argument of this paper isthat careful empirical
analysisrevealsthat Pyongyang's economic transition path
was heavily influenced by interaction with Beijing’sreform-
oriented |eadership. Although North Korea's economic re-
form path was characterized by numerousinterruptionsand
setbacks, Beijing's attemptsto coax Pyongyang to follow a
transition path and Pyongyang's switch from hostility to
acquiescence in the Chinamodel became increasingly ob-
vious by the late 1990s. By that time, North Korea had | ost
its socialist bloc “brothers’ abroad as well asits ideologi-
cal “father,” Kim Il-sung, at home, and many citizens had
fallen victimto famine. Soon thereafter, by the early twenty-
first century, North Korea appeared ready to attempt cer-
tain Chinese-stylereformsin earnest, and its policy experi-
ments expanded to include special economic zones (SEZS)
and the new economic incentives set forth in the July 2002
reforms.

Throughout, however, Pyongyang failed to comprehend key
elements of China's approach, including the importance of
building coherent links between domestic and international
economic policy. North Korea has also lacked sufficient
state capacity toimplement reforms effectively. These short-
comings may continue to present a decisive handicap to
DPRK attempts to implement a coherent long-term eco-
nomic transition strategy.

Phase 1: 1979-87: A New Trade Policy and
Joint Venture Law

North Korea s development mind-set in the late 1970s can
be characterized by a strong commitment to central plan-
ning in economic management and pride in the spirit of
juche (self-reliance), which seemed to outperform South
Korea's economic system during the 1960s and 1970s.

In this context, a number of major pronouncements and
economic policies adopted during the 1979-87 period stand
out as particularly noteworthy and as significant departures
from the orthodoxy of the previous decades:

* Kim ll-sung's public pronouncements during his 1979
and 1980 New Year’s speeches concerning the need to
expand external trade;

e Kim Jong-il's campaign in 1983 to “improve people’'s
living standards’;

e Official promulgation in 1984 of a new trade policy;®

» Enactment in September 1984 of ajoint venture law
along with related follow-up measures; and

 Establishment in 1984 of a more independent account-
ing system, which was intended to give greater respon-
sibility to state enterprises at the local level.”

Between 1979 and 1984, at least five major interactions
took place between Kim Il-sung and top Chinese leaders.
First came three Chinese leadership visitsto Pyongyang—
by China's de facto top leader Deng Xiaoping in 1979, by
Premier Zhao Ziyang in December 1981, and a secret visit
by Deng and Chinese Communist Party General Secretary
Hu Yaobang inApril 1982.8 These exchangeswerefollowed
by a lengthy visit by Kim Il-sung to Sichuan and
Guangdong—China smost important initial “laboratories’
for enterprise reform and SEZs—in September 1982,° and
Hu Yaobang's visits to Pyongyang in May 1984 and to the
North Korean border city of SinuijuinMay 1985. In 1987,
Kim II-sung made another official friendship visitto Beijing
and Tianjin.X°

Thesetop-level discussions between Beijing and Pyongyang
officials concerned economic matters as well as interna-
tional palitics. Out of diplomatic necessity, the Chineselead-
ersgenerally brought aid packageswith them to Pyongyang,
but they al so sought to obtain endorsement and understand-
ing from Pyongyang for China snew path of socialismwith
Chinese characteristics. During Hu Yaobang's 1984 visit,
Kim lI-sung proclaimed that China's transition, starting in
1978, had “opportunely chartered a correct guiding idea



for the Party.” ™ In response, Hu expressed his appreciation
for Pyongyang's understanding of China's new direction,
and hereiterated the strength of Pyongyang-Beijing tiesas
shown by the growing number of PRC-DPRK technical
exchanges.’

The particular significance of Kim Il-sung’'s 1982 visit can
be seen in the fact that the 78-year-old Deng personally
escorted Kim Il-sung to Sichuan Province to explain the
transformational nature of China’s economic reforms. To
follow up on the lessonslearned, Kim'svisit was followed
by at least nine high-ranking Pyongyang delegations,*® in-
cluding Vice Premier KimYong-nam'’stour of the Shenzhen
SEZ in February 1984.% In August 1984, an economic del-
egation led by North Korean Premier Kang Song-san®® vis-
ited Beijing and met Hu and Zhao, specifically to discuss
economic and technical cooperation between thetwo coun-
tries.’® A month later, in September 1984, the DPRK fol-
lowed up on its new trade policy by enacting its own joint
venture law. This major step was clearly linked to the prior
series of North Korean study trips to Shenzhen.

Kim Il-sung’'s son, Kim Jong-il, also met Chinese leaders
at least three times during the same period: once during
Deng and Hu's 1982 visit; another timein June 1983, when
the younger Kim was invited by Hu to visit China on his
own; and again in May 1985 when Hu visited Sinuiju. The
purpose of Beijing’s 1983 invitation to the younger Kim
wasto recognize him asthelegitimate successor of Kim I1-
sung®” but also to initiate Kim Jong-il in China’'s new ap-
proaches to economic management. Kim Jong-il held four
rounds of talks with the reformist Hu Yaobang, of which
the second and third rounds, conducted on a special train
bound for Nanjing from Beijing, focused on China's eco-
nomic reform and opening policiesand achievements.’® Hu
Yaobang was well-known for his reform credentials and
for advocating acentral rolefor technocratic experts.’® Upon
his return to Pyongyang, the younger Kim initiated a cam-
paign to “Bring About an Epocha Turning Point in Im-
proving People’'sLives,” 2 emulating Deng Xiaoping'sown
xiaokang programs aimed at providing amore comfortable
living standard.

Pyongyang's partial acquiescence toward the China model
during phase 1, despite its political reluctance, can be at-
tributed in large part to the DPRK’s deteriorating economic
conditions. North Koreafaced serious pressures, including
arapidly worsening external debt situation, the disappoint-
ing results of its second Seven-Year Plan for devel opment,
and Seoul’s threatening economic catch-up—in addition
to China’s own remarkable market-based economic take-
off. By 1984, the DPRK’s total cumulative external debt
owed to Organization for Economic Cooperation and De-
velopment (OECD) countries amounted to $1.2 billion,

and South Korea's per capita GNP had caught up with and
surpassed the North’s.?22 By that time, Pyongyang had also
had a chance to witness and internalize China's remark-
able economic takeoff; China's average GDP growth rate
jumped from 4.9 percent in 1965-78t0 9.3 percent in 1978—
84.2 The DPRK leadership certainly had China's successes
in mind when it embarked in the early 1980s on North
Korea sfirst-ever attempt to actively promote international
trade and attract foreign investment.

Phase 2: 1988-97: North Korea’s First Special
Economic Zone

Following the flurry of bilateral DPRK-PRC exchanges—
and coinciding North Korean economic policy innova-
tions—in the early 1980s, things slowed down markedly in
the latter half of the decade. Chinawas at that time experi-
encing significant internal political and socia challenges,
culminating in the Tiananmen disaster of 1989, while the
Soviet Union was aso radically changing under Mikhail
Gorbachev. Both trends made North Korea's leadership
more wary of dramatic change.

Pyongyang-Beijing relations exhibited serious strains fol-
lowing North Korea's November 1987 placement of an
explosivethat brought down aKoreanAirlinesjet, followed
by Beijing’s participation in the Seoul Olympicsinthe sum-
mer of 1988. Back in Pyongyang, both Kim Il-sung and
Kim Jong-il expressed new disdain for China's“ capitalist”
path.?* In addition to their diplomatic unhappiness with
China, North Korea's economic-policy |eaderswere disap-
pointed that the reforms of 1984 had failed to deliver sig-
nificant new inflows of foreign exchange.?® Pyongyang
desired apanaceafor itsfailing economy, but the 1984 joint
venture law fell far short of the mark. Meanwhile, succes-
sor-apparent Kim Jong-il concentrated throughout the late
1980s on consolidating his own internal political position,
particularly relative to North Korea's military leaders.

Finally, in the early part of the 1990s, a second round of
economic institutional and policy changes did begin to
emerge:

e Announcement of anew civil code, designed to regu
|ate property rightsamong institutions, state organs, and
individuals; %

» Establishment of the Rajin-Sonbong economic and trade
zone (ETZ) in December 1991,

» Enactment of a new socialist commerce law in 1992,
permitting some commercial activities among private
citizens;*” and



» Promulgation of aforeign investment law, aforeign
businesslaw, and arevised joint venture law, along with
some 57 other related laws and regul ations, which were
introduced almost every year up through 2000.%

During thisturbulent time, there were also renewed annual
meetings between Chinese and North Korean leaders. Presi-
dent Yang Shangkun’s September 1988 visit to Pyongyang,
Chinese Communist Party General Secretary Zhao Ziyang's
April 1989 visit to North Korea amid the Tiananmen de-
mocratization protest, Kim Il-sung's unofficial November
1989 visit to Beijing to meet Deng, General Secretary Jiang
Zemin'sMarch 1990 visit soon after he assumed that post,?
Premier Li Peng’'s May 1991 visit,® and ancther visit by
Yang Shangkun in April 1992 followed by China’s diplo-
matic normalization with South Koreain August 1992.

By far themost important event, however, wasKimIl-sung's
fina visit to China in October 1991, which featured spe-
cial attention to China's SEZ strategy. Kim Il-sung visited
an economic and technological development zone in the
vicinity of Jinan, Shandong Province,® matching his China
itinerary to his desperate efforts to urge greater attention to
agricultureand light-industrial devel opment at home.® Two
months after Kim’sreturn, the Ragjin-Sonbong ETZ—North
Korea s first SEZ—was established in the northeast of the
country, close to the DPRK border with China and
Russia.®

The Rajin-Sonbong ETZ was far from a raging success.
Although the original target for foreign investment inflows
was set at $4.7 billion, Rgjin-Sonbong had attracted only
$80 million by the end of its 10th year, in 2001.* By con-
trast, China's Shenzhen SEZ pulled in more than $1.5 bil-
lion ininward foreign direct investment during itsfirst 10
years (1979-88).* One of the critical reasons for Rgjin-
Sonbong’'s dismal failureto attract foreign investment was
undoubtedly the fact that it failed to create any significant
new linkages between North Korea's external and internal
economic sectors. In contrast, China consciously sought to
link its outward-oriented SEZs to the Chinese internal
economy in order to create international market opportuni-
ties for domestic enterprises as well as to funnel imported
technology and management ideas in the direction of its
internal economy.*® In addition to providing labor and raw
materials, Chinese domestic enterprises from around the
nation were encouraged to operate inside the SEZs as sub-
contractors. These so-called neilian (domestic link)*” com-
panies played acritical rolein linking the internal and ex-
ternal sectors, prompting state-owned-enterprisereform and
contributing some 16-18 percent of thetotal industrial out-
put of the Shenzhen SEZ by the latter half of the 1980s.%

The economic policy focus of Kim Il-sung’'s October 1991
visit—including Kim'skeen interest in SEZs—was no doubt
triggered in large part by the demise of the Soviet Union
and the socialist bloc, which had grave political and eco-
nomicimplicationsfor North Korea. Up to that point, North
Korea had been heavily dependent on the Soviet Union,
and it faced extreme difficulty keeping up with payments
for the imports needed to complete the third Seven-Year
Economic Plan amid higher import pricesand new demands
from its trading partners for payment in hard currency. By
1993, imports from Russia had fallen to only 10 percent of
their 1987—90 average.®* North Korea's external debt in-
creased from 34 percent of itsGNPin 1990 upto ashigh as
96 percent in 1998.4

North Korea desperately sought a prescription for achiev-
ing economic recovery while maintaining internal political
and social control. North Korea could neither mobilize re-
sources to achieveitsthird Seven-Year Economic Plan tar-
gets, nor even feed its own people, launching a “let’s eat
only two mealsaday” campaign in 1991. During his sum-
mit with Yang Shangkunin 1992, Kim Il-sung publicly ac-
knowledged some of these problems, even while reaffirm-
ing the DPRK’s third Seven-Year Plan goal of increasing
production and raising peopl€’s standard of living by meet-
ing daily needs for food, shelter, and clothing.*

Pyongyang looked anew to the China model in the early
1990s because it offered the possibility of saving North
K orea’sailing economy while maintaining Communist po-
litical ingtitutions and internal legitimacy. The political col-
lapse of the Soviet Union and the Eastern European social-
ist bloc, and their rapid diplomatic normalization with South
Korea, had shocked and angered North K orean leaders be-
yond description, prompting Pyongyang to emphasize its
uri sik (our way) path.*? Even so, in January 1994, immedi-
ately after the last year of the third Seven-Year Plan, Kim
Jong-il sent Hwang Jang-yop, then party secretary in charge
of international affairs, to meet Jiang Zemin and to visit
Shenzhen and Zhuhai in order to study more about China's
open-door policy.”® Unfortunately, subsequent months did
not see any improvement in attracting foreign investment
after Pyongyang'sfailureto attainitsthird Seven-Year Plan
targetsin 1993.#

Ultimately, the roller-coaster years of phase 2 saw yet an-
other reassertion of the influence of the military over
Pyongyang's economic policy, cementing North Korea's
go-and-stop pattern of economic policymaking. In Decem-
ber 1993, several top State Planning Commission officials
were scapegoated and dismissed for the DPRK’sfailing to
achieve the third Seven-Year Plan targets.”® Rather than
temper theinfluence of the military, successor-apparent Kim



Jong-il evidently decided it would be wiser to seek their
firm backing. The chief of the general staff of the Korean
People's Army, Choi Gwang, for example, praised Kim
Jong-il as“the most distinguished commander who is pos-
sessed of all character and quality.”“ Kim Il-sung’s sudden
death in 1994 prompted a few additional deathbed legal
changes to support the Rajin-Sonbong ETZ project,* in-
cluding revisionsto the 1976 civil procedures|aw to delete
ideological references to juche and class struggles.”® Fol-
lowing the elder Kim's death and amid debate between
opposing groups about reform and the direction of possible
opening, Kim Jong-il clearly associated himself with the
military and conservative forces, launching a very public
three-year mourning period from 1994 to 1997 in order to
solidify hisleadership position through self-portrayal asthe
faithful son of Kim II-sung.*

Predictably, the level and frequency of senior Chinesevis-
itsto North Koreaand DPRK del egationsto Chinadropped
off sharply during the mourning period for Kim Il-sung.
The main exceptions were DPRK officia visitsto Beijing
to obtain food aid. Roughly 600,000-1,000,000 North Ko-
reans, or about 3-5 percent of the population,® died of hun-
ger during the unprecedented famine of 1994-98,%* which
was triggered by natural disasters that were badly wors-
ened by the severe degradation of North Korean farmland
and the general ineptitude and lack of compassion of Kim
Jong-il’s totalitarian regime. In May 1996, Vice Premier
Hong Song-nam visited Beijing to sign an economic and
technology cooperation agreement, and hereceived asmall
amount of food aid (20,000 tons) in return.® Out of des-
peration, North Korea started to adopt a range of agricul-
tura policy reformsto try to fix the food supply problem,
including explicit recognition of the importance of certain
rational incentives.

For the most part, however, phase 2 (1988-97) can be best
characterized as alost decade for economic policy reform.
North Korea showed clear signs of affinity for the China
model in the early 1990s, especially following the abrupt
demise of the European socialist bloc countries. But Kim
I1-sung failed to maintain domestic political support for
reform as power slipped to his son. His son then proved to
be less interested in economic performance and more fo-
cused on using pro-military policies to consolidate politi-
cal authority. Losing its*brothers’ abroad in Moscow and
Europe and losing its “father” at home when Kim Il-sung
died, North Koreaended up a so forfeiting the lives of hun-
dreds of thousands of its citizens in a tragic famine. Wait-
ing impatiently on the sidelines of this drama, China stood
alone as the DPRK’s only consistent geopolitical aly, of-
fering a now clearly proved model of economic success
combined with continued Communist Party rule.

Phase 3: 1998 to the Present, the
Kim Jong-il Era

Immediately after North Korea's mourning period ended
in June 1997, anewly confident Kim Jong-il began yet an-
other series of attempts to institutionalize economic open-
ing and reform. This time, even more explicitly than be-
fore, Kim turned to Chinafor policy ideas and used China
as amodel to bolster his case for economic policy change.

Reversing the pattern of the 1990s when Chinese envoys
did most of thetraveling, Kim Jong-il himself visited Beijing
in May 2000, Shanghai in January 2001, and Beijing and
Tianjin in April 2004; and in January 2006 he finally em-
barked on alengthy southern tour of China’s fastest-grow-
ing regions, tracing Deng Xiaoping's 1992 path. President
Jiang Zemin, meanwhile, visited Pyongyang in September
2001 to make a major speech on his “Three Represents’
theory for economic development under authoritarian rule.>

New North Korean economic policy initiativeswereimple-
mented in relatively rapid succession amid the renewed
emphasis on the Chinamodel. New institutional and legal
arrangements included, inter alia:

* Amendment of the constitution in 1998 to more clearly
define private property and to encourage equity invest-
ments and contractual joint ventures with foreign enti-
ties;

» Statement by vice minister of the Agriculture Commis-
sion that the country was considering the introduction of
a so-called Chinese-style contract production system,
planting export crops, liberalizing grain prices, and gradu-
aly replacing state food rationing with market mecha
nisms;

e Enactment and revision of some 16 other new econom-
ics-related ordinances from January 2000 to June 2002;%

* Initiation of market-economics training for economic
officials and students both at home and abroad;®”

 Pronouncements beginning in 2000 by Kim Jong-il con-
cerning new ideassuch as“New Thinking,” “Aim High,”
and “practical socialism”;

* Announcement in July 2002 of simultaneous external and
internal price and policy reforms;

* Establishment in September 2002 of the Sinuiju special
administrative region (SAR) across the river from the
Chinese border city of Dandong; and



 Launch of the Mount Kumgang tourist zone and K aesong
industrial complex on North Korea's southern border in
December 2002, in cooperation with South Korea's
Hyundai Group.

Of these, the July 2002 economic reforms were the most
important.

North Korea’'s 1998 constitutional amendments, which le-
galized new categories of private property,*® are sometimes
dismissed as little more than an ex post facto attempt to
institutionalize changes that had already taken place in so-
ciety asindividuals struggled to meet basic survival needs.
Still, the amendments represented asignificant step forward
in the direction of creating a more rational incentive struc-
ture, as evidenced by the follow-up enactment of other leg-
igation such as a new inheritance law. Also, article 37 of
the new constitution stipulated that the state could encour-
agejoint ventures with foreign entitiesin SEZs. About this
time, North Koreafirst reached rough agreement with South
Korea'sHyundai Group leadership on the Mount Kumgang
and Kaesong specia zones.

By May 2000, Kim Jong-il apparently felt sufficiently con-
fident of hisinternal position in North Koreato embark on
hisfirst foreign visit since June 1983, ahiatus of 17 years.*®
Inevitably, he returned to China. During his stay, Kim met
China's top leaders, including President Jiang Zemin and
Premier Zhu Rongji, and he made site visits to industrial
facilities such as a computer factory run by the Legend
Group, China's largest computer producer and exporter.%
Before histrip, Kim Jong-il had proposed amajor transfor-
mation in economic thinking, calling for sillijuui, which has
been defined in English as either “pragmatism” or *com-
mercialism.” During a site visit to factories in Sinuiju in
January 2000, Kim boldly declared that profit seeking was
aform of “practical socialism.”®

Kim Jong-il’s next trip to China, just eight months later, in
January 2001, brought him back to Shanghai. Almost two
decades had passed since Kim's first encounter with Chi-
nese reformersin 1982, followed by hisfirst visit to Shang-
hai in 1983. This second trip, however, proved to be a semi-
nal event in the course of North Korean economic policy
change, marking a solidification of the younger Kim's ac-
quiescence toward the China model.

The Shanghai visit was clearly designed to examine the
potential for the DPRK to pursue more market-oriented eco-
nomic policy approaches. Just before the trip, Kim deliv-
ered amajor messagein aNew Year’sjoint editorial calling
for graduation from “old thinking” to “new thinking,”® a
signal of Kim'saspiration for directional change—although
themilitary-first policy still retained top billing asanational

policy priority. During his visit, Kim Jong-il repeatedly
asked Shanghai officials one key question: “Is a market
economy compatiblewith socialism?’® Sitevisitsincluded
the Shanghai Stock Exchange and China's joint-venture
factory with General Motors.®* Chinese officialsand schol-
ars who made the behind-the-scene arrangements for Kim
Jong-il’s Shanghai visit (and follow-up visits by North
Korean technocrats) had no doubt that Kim Jong-il was
convinced of some of the advantages of amarket economy
by the end of his Shanghai trip.%> During his most recent
trip to China, in January 2006, Kim Jong-il noted:

Stll freshin my memory ismy visit fiveyearsago to Shang-
hai, which had changed beyond recognition. Touring vari-
ous special economic zones, which are making agreat con-
tribution to the socialist modernization drive with Chinese
characteristics, we were deeply moved by the Chinese
peopl€e'senterprising and persevering effortsand thefruits
[borne] from these efforts.%

Kim Jong-il’s 2001 Shanghai trip appeared to accelerate
the reform of DPRK economic institutions. A “Directive
for Economic Management” was announced in late 2001,
intended to decentralize economic decision-making
power®” and pave the way for North Korea's more radical
economic reform measures adopted in July 2002. When
announcing the July 2002 reforms, Kim Jong-il reportedly
said that the policies would be pursued in an uri sik fash-
ion, copying neither Chinanor Vietnam.® Yet, two months
prior to the reforms, in May 2002, a Chinese Communist
Party delegation visited Pyongyang and delivered an un-
published special message from Jiang Zemin.®® The July
2002 economic measuresincluded some textbook “transi-
tion economy” adjustment measures, including price, wage,
and exchange rate increases, a partial deconstruction of
therationing system; and expanded management autonomy.
But the reforms also hewed closely to the China model,
with the prominent introduction of land use fees. The July
2002 economic measures aimed to better control North
Korea's emerging pockets of decontrol™ by harnessing
some of the previously illegal market activity encouraged
by prior Chinese-style reforms as well as rapidly increas-
ing trade with China. Indeed, China was never far from
the minds of North Korea's economic planners as they
implemented the reforms of July 2002. The year 2002 cul-
minated with the official announcement of the Sinuiju SAR
in September 2002 and the formal launch of the Kaesong
industrial complex in December 2002.

In April 2004, Kim Jong-il undertook yet another trip to
China, this time an unofficial three-day visit by train to
China's capital region.” Accompanied by other key North
Korean leaders, including Premier Pak Pong-ju, Kim vis-
ited Tianjin and toured a mobile telephone factory and



brewery on the outskirts of Beijing.” During his meetings
with top Chinese leaders, Kim discussed the two countries

trade and economic cooperation, China's remarkable eco-
nomic development, and the “ North Korean way of social-
ism.”” President Hu Jintao was quoted as saying that he
was pleased to see China and North Korea continuing to
maintain high-level contacts, whilefurther devel oping their
economic and trade cooperation.” The state-run Korea
Central NewsAgency reported that Kim Jong-il “completely
agreed” with Hu Jintao’'s suggestions.” Kim also com-
mended China's accomplishments that were based on the
“Three Represents’ philosophy, Jiang Zemin's brainchild
legitimizing full participation of private businessin social-
ist society,” and Kim expressed his interest in “ mutual

learning and an exchange of experiences,” noting that both
countries were undergoing simultaneous rural and urban
development.” Premier Wen Jiabao, meanwhile, promised
that China would encourage its enterprises to invest more
in the DPRK.®

Pre-visitinstitutional changesrelated to Kim Jong-il’s 2004
visit included North Korea’sintroduction of a*“family-unit
farming system” ™ and enterprise system reform, announced
on atrial basisin January 2004.2° North K orea had already
transformed aconsiderable number of farmers’ marketsinto
general marketsin March 2003, allowing merchantsto sell
manufactured goods and other commaodities in addition to
farm products.®! Pyongyang also established markets ex-
clusively for dealings between industrial concerns, where
manufacturers could freely exchange inputs and outputs.®
In addition, a new inheritance law was also enacted, en-
abling North Koreansto inherit their parents' house leases,
automobhiles, bank savings, and household appliances.® In
August 2004, after Kim Jong-il returned from China, North
Korea'slega codewas published for thefirst time; therules
had |ong been accessible to aspecific class of officias, but
not to the general public.®

Taken together, Pyongyang's 2004 economic policy mea-
suresaimed at Chinese-style adjustmentsin incentive struc-
turesin abid to energize and harness market forces. In the
following year, during DPRK Premier Pak Pong-ju’s visit
to China, the two countries signed the “ Agreement on In-
vestment Promotion and Protection” and the * Agreement
on Environment Cooperation.”

Kim Jong-il’slongest and most in-depth study tour of China
took place in January 2006. Kim appeared to consciously
trace the path taken by Deng Xiaoping during his famous
1992 southern tour to promote economic reform.t® Kim
Jong-il commented in speechesthat he was much impressed
with developments in Wuhan, Guangzhou, Shenzhen, and
Zhuhai, especialy in the high-tech field.®” He concluded

by saying: “In sum, our visit to the southern part of China
convinced usonce again that Chinahasarosier future thanks
to the correct line and policies advanced by the Commu-
nist Party of China.”® Kim’s Shenzhen trip was followed
in March 2006 by a 30-member North Korean economic
delegation led by Kim’s brother-in-law, Jang Song-taek.®
Increasingly, experts have started to interpret Kim’s south-
ern tour and the subsequent visits of economic delegations
to China as signaling Kim Jong-il’s increased interest in
pursuing economic reform,* rather than viewing them as
mere tactics to induce more aid from China and South
Korea.

Conclusion: North Korea Today: More Willing
but Less Capable?

To amuch greater extent than is commonly acknowledged,
the top leaders of Chinaand North Korea have held inten-
sive discussions of economic policy reform over the course
of more than a quarter century. Both Kim Il-sung and Kim
Jong-il wereregularly exposed to direct conversationswith
China's reformist leaders starting as early as 1980. As a
result—gradually, and with many setbacks—Pyongyang's
leaders have partially overcome their resentment of China
and their ideological commitment to North Korea'sunique
brand of socialism to attempt—however haltingly—eco-
nomic policy reformsin the DPRK that closely resemble
the earlier stages of China's economic transformation.

North Korea's acquiescence in the Chinamodel appearsin
retrospect to have been amost inevitable: The failings of
North Korea' s economy in comparison with China's vigor
became too obvious to ignore, especially following the
tragic famine, and North Korea has had no other real allies
to turn to following the demise of the Soviet Union. North
Korea's policy and institutional changes, especially as ob-
served in phase 3, therefore closely resemble the China
model and can be closely linked to North Korea's pattern
of leadership interactions with China.

Inretrospect, in fact, another crucial question—and atopic
for separate study®—becomes not just why North Korea
has acquiesced in the Chinamodel, but why it has been so
dow and ineffective in doing so. Throughout the phases,
and most clearly during phase 3, North Korea'slack of state
capability® to implement rational long-term economic de-
velopment policies can be identified as a critical impedi-
ment. State capacity has been eroded by Kim's de facto
one-man leadership and decision making, backed by his
personality cult and a bloated military. Economic
policymaking has been characterized asaresult by apoliti-
cized and capricious management style, which | term* guer-
rillatactics’ ®—an “achieve quick gainsor abort the policy”



approach to economic policy implementation. The approach
is fundamentally incompatible with long-term economic
policy and reform implementation.

This approach seems to be prompted by Kim Jong-il’s per-
ceived external threats and internal fears, supplying thera-
tionale for his military-first policies.® The global threat
factor may be mitigated, depending on the progress of the
ongoing six-party talks. But regardless of such progress,
Kim Jong-il’s domestic fear factor may remain as a major
hurdle owing to hislack of alternative sources of political
legitimacy. Ultimately, Beijing's role will be critical in or-
chestrating international effortsto “teach” Pyongyang how
to run amodern economy and remove political bottlenecks
preventing North K orea from taking a bolder approach to-
ward economic opening and reform.
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