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The Special Feature on the Economy of the Democratic
People's Republic of Korea

MIMURA, Mitsuhiro
Associate Senior Researcher, Research Division, ERINA

The Democratic People's Republic of Korea (DPRK)
is a neighboring country of Japan and is a country which
was once under Japanese colonia rule. Between the two
countries there exist pending bilateral and multilateral
issues, including the normalization of diplomatic relations,
and the nuclear and abduction issues, along with the
settling of the past. For Japan the DPRK is a country of
major diplomatic and security interest. In economic terms,
however, the DPRK is not held in such aregard.

The greatest reason for this is that relations in trade
and investment between Japan and the DPRK have
become extremely attenuated. Figure 1 graphs the relative
proportions that the various nations and territories of
Northeast Asia constituted in Japan's trade in 2007, and the
share in Japan's trade in 2007 occupied by the DPRK was a
mere 0.00068%.

Figurel: TheRdative SharesOccupied by the Nationsand
Territoriesof Northeast Asain Japan's Tradein 2007

Source: Trade Statistics, Ministry of Finance

Taking alook aswell at investment, and looking at the
amounts of foreign direct investment from and into Japan in
2007, investment from Japan into the DPRK and investment
from the DPRK into Japan were both zero, and as far as can
be made out from current trade and investment relations,
it has to be said that the DPRK's relative importance is
extremely low.

Table1l: Amount of Foreign Direct Investment I nflow
and Outflow by Country/Territory in 2007

O Unit: 100 million yenQd
Country  FDI Outflow Share FDI Inflow  Share

ROK 1533 1.770 254  0.960
DPRK 0 0.000 0 0.000
China 7,305 8.430 17 0.060
Taiwan 1,628 1.880 43 0.160
Mongolia 22 0.030 1 0.000
Hong Kong 1,329 1.530 200 0.750
Macau 5 0.010 0 0.000
Others 74,790 86.360 26,037 98.0601

World Total
Source: Bank of Japan

86,607 100.000 26,552 100.0007

From the historical viewpoint of Japan-DPRK
economic relations, if one looks at the trade statistics for
2000, when at their greatest scale and larger than today,
then the size of Japan-DPRK trade was approximately
50 billion yen (approximately 73 times that in 2007),
and occupied 0.05% of Japan's external trade—12 times
more than Mongolia and 4 times more than Macau. Trade
relations with the DPRK, while slight, have maintained
their size. Furthermore, in the 1980s and 1990s there was
also a period when, centered on DPRK residents in Japan,
foreign direct investment into the DPRK was energetic.
Although recently the scale of Japan-DPRK economic
relations has shrunk, this is due to the shadow cast over
economic matters by issues between Japan and the
DPRK, such as the abduction issue, and is not down to the
contraction to its smallest ever of the DPRK economy.

When considering the DPRK, it is undeniable that the
political aspect, from the pending bilateral and multilateral
issues, becomes the focus of interest. When one also looks
at the DPRK in the political aspect, however, it is necessary
to consider the influence on palitics of the economy which
has changed so greatly over the last ten years or so.

So how should we view the DPRK economy? This
special feature has been prepared with the intention of
providing the material to answer that question. One Chinese
researcher and three researchers from the DPRK have
written papers for this special feature.

In the first of the papers, “The Current State of and
Future Prospects for the DPRK Economy and China-DPRK
Economic Cooperation”, Zhang Feng, Director of the
Institute of DPRK & ROK Research of the Jilin Academy
of Social Sciences, has carried out an analysis of the recent
changes in policy toward a strengthening of economic
construction in the DPRK, the recovery and invigoration
of the DPRK economy, the current state of China-
DPRK economic relations and the future prospects for
development. The author also points out here the possibility
that China, with a large share in economic relations with
the DPRK, may be replaced by another nation in the future,
and is of profound interest.

In the second paper, “The Basic Direction and
Principles for the Construction of an Economically-
Strong Country in the Present-Day DPRK”, Kim Dong
Sik, a researcher at the Korean Social Scientists Society,
has expounded, in addition to the direction of the DPRK's
policies to strengthen the economy and the implementation
of those policies, on the principles which must be defended.
Although the economic construction has been based within
the framework of the socialist planned economy, many
statements of profound interest are given here which
show the changes in the DPRK economy, including the
line of emphasizing science and technology, the policy of



emphasizing “material benefits’ in order to enrich the daily
lives of the people, and policies to not preclude external
economic relations.

In the third paper, “The DPRK, which has recently
been Pouring Effort into Agricultural Development”, Kim
Chang Gyong, a director at the Korean Social Scientists
Society, has commented on the DPRK's recent agricultural
policies. Interest is piqued here by the author's explanation
of the implementation of policies to secure sources of
protein, such as the “seed revolution”—focused on the
principles of planting crops suitable for the soil, of planting
crops suitable for the time of year, and of the introduction
of superior varieties, —the promotion of potato-cultivation,
the spread of double-cropping, and livestock raising and
fish farming.

ERINA REPORT Vol. 83 2008 SEPTEMBER

In the fourth paper, “The Modernization of Light
Industry and the Production of Consumer Goods for the
People’, Sok Chol Won, a director at the Korean Social
Scientists Society, has commented on the promotion of
consumer goods production, via the promotion of light
industry as one of the measures for raising the living
standard of the people. The author concretely explains how
the DPRK's policies are being implemented—policies in
which economic development can be sensed directly from
the improvement in the lives of the people.

| hope that this specia feature proves of assistance to
the reader in understanding the direction of the changes in
the DPRK economy and the detail s thereof.

O Translated by ERINAO
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The Current State of and Future Prospects for the DPRK
Economy and China-DPRK Economic Cooperation

ZHANG, Feng
Professor, Jilin Academy of Social Sciences, and Director of the Institute of DPRK & ROK Research

Summary
From 1999, the economy of the Democratic People's Republic of Korea (DPRK) has been in recovery. The economic

structures of agriculture, light industry, and heavy industry have remained in an unbalanced state, however. Industrial
production has been confined to slight increases, and of that production, energy, steel, coal and electrical power have become
the four priority sectors of DPRK industry. Although agricultural production is moving in the right direction, food shortages
are also the most important issue for the future. The current situation, however, is not as grave as the foreign press has
reported, and a succession of people starving to death, because of afood crisis arising again, is difficult to imagine. The basic
minimum living requirements of the people have been secured.

Compared to the mid-1990s, the DPRK economy today is clearly on the mend. Local markets are buzzing with vitality,
and everyday commodities are relatively plentiful. In addition to government-distributed food items, the citizenry can obtain
staple and supplementary food items through the markets. The result of a series of measures that were taken—such as the
government expanding its “Potato Revolution,” spreading the system of two crops per year, and alowing land clearance by
individuals—has been that food production has increased gradually year on year. On the other hand, although an upward trend
is continuing in external trade, it has not yet recovered to the level at its peak.

Through a variety of economic adjustment measures, vitality has returned to the DPRK economy, and it is exploring its
own unigue economic reform policies. Although these economic adjustment measures have still not touched the core problems
of the economic system and the structure of the economy, it could be said that the long-term state of economic stagnation has
been improved to a certain degree. A double-layered economic structure of a state-owned economy and a non-state-owned
economy has taken shape, and amid the establishing of a market economy in civil life, this spontaneously arising state of
affairsis aready irreversible. These changes will play a major role in the shape of the political system, economic system, and
the civic consciousness and ethos of the DPRK.

Although China and the DPRK have maintained a friendly political relationship for many years, economically as well
they have sustained a close cooperative relationship. Presently, Chinese private capital is actively investing in the DPRK,
and the main investment methods are now compensation trade and joint investments. The scale of that investment, however,
is small, and the investment from large state-owned enterprises is relatively lacking. In addition to this, many issues remain
in China-DPRK trade cooperation, including the lack of preparation of legal guarantees, undeveloped channels for the
collection of funds, the lack of export resources in the DPRK, fraudulent sales, cutthroat retail-price competition, unregulated
competition, and the sale of counterfeit or inferior goods.

Via mutual complementarity the form of China-DPRK economic cooperation has changed, and the further expanding of
the scale of economic and trade activity can be cited as a trend in China-DPRK economic cooperation. In future, it is thought
that the DPRK, for its economic security, will avoid an excessive economic dependence on the outside world, and will have
to adopt pluralist development strategies aimed toward the outside world. In that case, the possibility arises that another
country will take China's place in economic cooperation with the DPRK. As a countermeasure to this it is necessary that
Chinese enterprises raise their competitiveness, and strengthen economic cooperation with the DPRK based on a principle of
reciprocity.

O Translated by ERINAO
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