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I. North Korea’s Economic Difficulties and Economic Policy Changes
North Korea's Economic Difficulties
The collapse of the socialist bloc in the early 1990s and North Korea’s resultant isolation from the international community, coupled with the structural contradictions deriving from its very own socialist system, placed serious hurdles before the North Korean economy, as are clearly demonstrated by the communist country’s nine-year consecutive negative economic growth from 1990 to 1998. North Korea underwent a so-called “arduous march” from 1995 and 1997, and now it confronts a serious famine, energy shortages, and the paralysis of key industries―a crisis at best. Pyongyang’s economic woes can be summed up by “three shortages,” “three lows,” and “three vices”: foreign currency, food, and commodity shortages; low state competitiveness, low motivation to work, and low technology levels; and poor-quality products, the deterioration of living standards, and obsolete machinery and equipment. The North Korean leadership has called for the construction of a “powerful state” and championed the “military-first politics” line in a drive to surmount its persisting economic difficulties and consolidate the Kim Jong-il regime, thereby attempting to avert a regime crisis.

Economic Policy Changes
North Korea has attempted several economic reform campaigns designed to overcome the uniformity and inefficiencies innate in its socialist economic system, but they never bore much fruit. The first shot came in the early 1970s, when North Korea attracted foreign capital from Europe and Japan to develop its economy, but owing primarily to the oil shock, it ended in a failure that only generated external debt. North Korea’s second attempt took place in the form of the Law on Joint Venture in 1984, and it sought to nurture labor-intensive industries using the capital provided by the Association of Korean Residents in Japan (also known as Chochongryon). The proclamation of the Najin-Sonbong Free Economic and Trade Zone in 1991 was North Korea’s third attempt at economic reform, but the development of the Najin-Sonbong zone was not too successful due to North Korea’s institutional backwardness, the world’s indifference, and Pyongyang’s deteriorating relations with Seoul and the international community. 

At the 12th Session of the Sixth Party Central Committee in 1993, North Korea acknowledged the failure of its third seven-year program and, terming the next three years a grace period, presented as a new economic development strategy the idea that agriculture, light industries, and trade are the best. North Korea introduced the cost-accounting system, the policy of readjusting prices to realistic levels, and the sub-work team management system in succession in the first half of the 1990s. After Kim Jong-il’s inauguration as the general secretary of the Korean Workers Party (KWP) in October 1997, North Korea abrogated the idea of the three bests and began to espouse a self-reliant national economy that placed the priority on heavy industries. At the same time, North Korea tightened the noose around farmers markets and other forms of commercial activity and issued an order calling on all workers to return to work. In October 1998, North Korea revised the constitution and strengthened the Cabinet’s authority. It also implemented a string of conservative policies aimed at reviving its planned economy, such as the enactment of the Law on People’s Economic Plans and the streamlining of complexes. 

North Korea’s drive for economic reform did not take on a full-fledged tone until the end of 2000. In October 2001, Kim Jong-il, the chairman of the North Korean National Defense Commission (NDC), issued an order to improve economic management, and as was stipulated in its 2002 New Year’s joint editorial, North Korea pushed for economic management reform in a way that would enable it to “acquire as much actual profit as possible while adhering to the socialist principles.” The North Korean authorities also pledged to make efforts to build a stronger economy and enhance people’s living standards based on the “idea that our system is the best,” as indicated in North Korea’s 2002 New Year’s joint editorial. In 2002, Pyongyang strove to normalize the priority sectors and modernize its industries to revitalize the economy. These efforts ran in parallel to North Korea’s quest for qualitative changes such as economic management reform measures and the expansion of special economic zones.

As is the tradition, on January 1, 2003, North Korea released a New Year’s joint editorial in the name of the party, army, and youth league organs. The editorial, entitled “Let Us Highly Demonstrate the Republic’s Dignity and Might Under the Great Military-First Banner,” underscored the system’s unity, the anti-US and pro-independence spirit, and the defense of the military-first line with a life-or-death spirit, thus reflecting aggravated North Korea－US relations and the tension-riddled international situation over the nuclear issue. While the North Korean economy in 2003 was managed in much the same fashion it was in preceding years, it was run under the two goals of “military-first politics” and “placing importance on actual profits.” In the 2003 New Year’s joint editorial, North Korea stressed actual profits by pointing out: “We must manage and operate the economy in a way that we can gain the most actual profit while firmly adhering to the socialist principles.” The editorial also emphasized: “We must start from the revolution’s basic interests and attach importance to the national defense industry, to which we must direct our efforts before all else.” 

II. July 1 Economic Management Reform Measures
Review of July 1 Economic Measures
On July 1, 2002, North Korea launched sweeping economic reform measures that encompassed extensive price and wage increases and reinforced authority of enterprises and individuals as economic principals. North Korea has sought to normalize the public distribution system, prevent the “live idle phenomenon” among the masses, and overcome the “division-of-classes phenomenon” and material and resource shortages through the July 1 measures. When the paralyzed distribution system among state-run and cooperative shops placed the official sectors of the state economy in a crisis, black markets mushroomed. Thriving black markets, in turn, widened the price gaps between government-set prices and prices on the black market, thereby giving birth to a dual-pricing system. The North Korean authorities have tried to rejuvenate the country’s official economic sectors by gearing prices and wages to realistic levels. 

North Korea’s State Price Assessment Commission raised the rice purchase price from 80 jon (1 jon is 1/100th of a North Korean won) to 40 won for 1 kg and increased the rice sale price from 8 jon to 44 won per kilogram. The commission fixed the rice production cost by adding up the water, electricity, and fertilizer costs involved and readjusted it by taking into account international market rates as well as domestic supply and demand. It then set the prices of all other items in line with the domestic rice price. The commission also reset the prices of commodities and services and sharply increased rent and transportation fees, which had hitherto been disbursed from the state budget. For instance, it now costs 1 won to take the city bus in Pyongyang and 2 won to catch a ride in the subway. The North Korean authorities now charge 3,000 won for a sleeping car ticket from Pyongsong, South Pyongan Province, to Namhyang, North Hamgyong Province and between 7 and 15 won per pyong (1 pyong equals 3.3 square meters) for rent and levy a 10- to 15-won tax on home appliances. 

The North Korean authorities calculate workers’ minimum living expenses after setting the prices of the basic necessities of life, and convinced that increased production is the key to closing the gap between supply and demand, it has applied the “principle of preferential treatment to producers.” Under this principle, those who work in sectors which are crucial to the nation’s economic development and are particularly difficult and strenuous now earn higher income. Accordingly, government-set monthly benchmark wages have risen by approximately five to 20 times, and now the average worker earns approximately 2,000 won, department director-level personnel at foreign trade enterprises approximately 3,000 won, and mine workers, beneficiaries of high-level income under the “principle of preferential treatment to producers,” receive approximately 6,000 won per month. Price increases were accompanied by a steep fall of the North Korean won against the dollar, or from 2.15 won to 150 won to a dollar. The readjustments of prices and foreign exchange rates appear to mirror farmers- or black-market rates and the foreign exchange rates used in the Najin-Sonbong Free Economic and Trade Zone and are therefore an attestation of the prevailing economic situation in North Korea. 

Evaluation
Despite North Korea’s all-out drive for change―a marked departure from its past behavior―price and wage increases and currency devaluations alone appear insufficient for reviving the North Korean economy, which has already hit the bottom. The July 1 measures appear to be part of the North Korean leadership’s efforts to regain control over society, much of which already left the hands of the central authority in the 1990s. When an early improvement of relations with Washington and Tokyo proved to be an extremely challenging task, North Korea, which was already cornered in the face of multitudinous difficulties domestically and internationally, appears to have launched a set of economic reform measures unparalleled in North Korean history under the priority goal of creating a breakthrough on the domestic economic front.

High demand unquenched by low supply gave way to vibrant black markets that spiraled out of state control, and the gap between state-set prices and those on the black market only grew wider. Confronted with such a quandary, Pyongyang has sought to use the July 1 measures to ease the state’s financial burden and obtain the financial resources needed for economic reconstruction by resolving the wide price disparities between state-set and black-market prices, redeeming state jurisdiction over the distribution of goods, and scaling down the existing high-purchase-prices-and-low-sale-prices policy. North Korea’s strategy appears geared at the minimization of the state’s obligation to the masses, thus limiting it to compulsory education, gratuitous medical care, social insurances, and preferential treatment to wounded soldiers and reducing the people’s dependence on the government in other areas. 

The July 1 measures are a last-ditch attempt to root out the practice of “living idle” rampant among the North Korean people, who have grown up with the principle of “egalitarian” distribution. The remedying of “egalitarianism” and the introduction of the “allot what one works and earns” method just may bring a sea change to North Koreans’ mind-set vis-  -vis economic activity. On October 11, 2002, for instance, Choson Sinbo reported: “When their paychecks became commensurate with the amount of coal they excavated, not only coal miners and tunneling workers but those who were in charge of weighing and measuring coal tried to finish their work before leaving the mining face.” Even walking long distances to and fro work is said to be a budding trend among North Korean laborers, who are trying to save on transportation fees (up from 70 jon to 30 won). 

III. Impact of July 1 Measures on North Korean Economy
North Korea elected en masse economic experts and officials involved in inter-Korean exchanges and cooperation as 11th Supreme People’s Assembly (SPA) deputies, the foot soldiers of the Kim Jong-il regime’s second term. At the First Session of the 11th SPA held on September 3, 2003, North Korea ushered in the Kim Jong-il regime’s second term by way of reshuffling the NDC, SPA Presidium, and Cabinet lineups. In the NDC, known as the actual power-holder in the North Korean government, key members such as Chairman Kim Jong-il, First Vice Chairman Cho Myong-rok, and member Kim Yong-chun, chief of the Korean People’s Army (KPA) General Staff, retained their posts while Marshal Lee Ul-sol and Vice Marshal Paik Hak-rim, who both represented the “partisans generation” (the first generation of North Korean revolutionaries who fought alongside Kim Il-sung against the Japanese occupying forces), retired. In the Cabinet, former Chemical Industry Minister Park Pong-ju, a man in his 60s well versed in real economy, replaced Prime Minister Hong Song-nam, who was in his 70s, and the State Planning Commission chairman and the ministers of Metal and Machine-Building Industries, Mining Industry, and Chemical Industry all headed out the door. The wave of new faces in the North Korean Cabinet is indicative of Pyongyang’s intention to continue to press ahead with economic reform.

General Markets
Farmers markets have burgeoned across the country since the launch of economic management reform measures on July 1, 2002. (The Ministry of Unification estimates that farmers markets, including ad hoc markets, numbered more than approximately 1,000 as of 2003.) When the State Supply Center and state-run shops were no longer able to satisfy the people’s demand, the North Korean authorities began permitting the sale of rice in market places in September 2002, and it is reported to have allowed the sale of joint products since December of the same year. These measures culminated in a revamp of market places into general markets in April 2003, and the Korean Central News Agency (KCNA) made this official on June 10, 2003. In an interview with Choson Sinbo, Choi Hong-kyu, a bureau director at the State Planning Commission, explained: “Even in Pyongyang, farmers markets in every district came to be called ‘markets’ since the end of March, and the name has been changed to reflect the reality in which agricultural products as well as all kinds of industrial goods are traded there.” Bureau director Choi then noted that “the country does not view markets as objects of control but recognizes them as a part of the socialist distribution of goods” and claimed: “The name change is an expression of the country’s resolve to implement more positive management policies in order for markets to function properly as places for satisfying social demand.” 

In Pyongyang, the Pyongchon, Nakrang, and Sunan Districts host the Pyongchon, Tongilgori, and Sunan Markets, respectively, and a new market is slated to open behind Chung District. Pyongyangites shop in these markets to purchase those vegetables, cereals, and shoes that cannot be found in state-run shops, and residents in Chung and Pyongchon Districts are said to patronize the well-furnished Tongilgori Market despite the long distance. Products on the market are sold at prices higher than state-set benchmark prices because state-run shops alone cannot meet commodities demand, and individuals and agencies that trade goods in markets pay market management committees sale stalls usage fees in proportion to sale amounts. Sale prices are based on state-set prices but can fluctuate according to supply and demand. One Council of National Reconciliation official explained, “All commodities have benchmark prices set by the State Price Assessment Commission, but they are traded at different prices in different markets depending on their quality as well as supply and demand.”

The birth of markets signifies the North Korean authorities’ recognition of individuals’ commercial activities, and the North Korean Constitution, revised in 1998, recognizes as an individual’s property the income that is earned via legal economic activities. The average Pyongyang resident’s monthly cost of living is approximately 8,000 won, and he or she would spend roughly 1,500 won to purchase rice at a rice shop, 2,000 won to buy subsidiary foods in markets, and approximately 3,500 won for miscellaneous expenses. Independent mobile stalls have begun reappearing on the streets of Pyongyang and other major North Korean cities since the launch of the July 1 economic measures. The General People Service Bureau’s Nagyon Joint Venture Company, for example, allegedly operates stalls on the Tongil Street in Pyongyang and sells roasted chestnuts and baked sweet potatoes at respectively 150 won and 50 won per kilogram. Mobile stalls covered with cloth have reportedly given way to those that have been remodeled from containers and even embellished with signboards. By way of reference, mobile stalls were first introduced in North Korea in the 1970s but disappeared due to government crackdowns. 

Sub-Work Team Management and Cost-Accounting Systems
The sub-work team management system is a basic form of cooperative farm management in North Korea. Under this system, sub-work teams of certain sizes are organized and are each assigned a plot of land to work on using various means of production such as farming machinery. Food allotments are determined by the production targets met and the number of days worked. Since around 1996, North Korea has reduced the sizes of sub-work teams from 10 to 25 people to five to seven and has set realistic production targets, the two policies geared toward preventing low productivity and boosting farmers’ morale. In 1996, for instance, North Korea reduced sub-work team production targets by setting them approximately 10 percent lower than the mean sum of the average yield between 1993 and 1995 and that of 1983-1992, thereby making it possible for sub-work teams to exceed their goals. North Korea sanctions sub-work teams to divide up the surplus among members or sell it. 

Since the launch of the cost-accounting system, factories and enterprises have had to dig into their own pockets for salary payments, which had hitherto been funded by the state. Low-revenue factories and enterprises are thus struggling to increase their earnings, and some are even applying for bank loans. Some companies are now even capable of raising their own finances. The consolidation of the cost-accounting system has played a role in relieving the state’s financial burden while increasing individual companies’ accountability. On April 1, 2003, Choson Sinbo quoted a State Planning Commission bureau director as saying: “It used to be that a few cadres in the central government would work their wit to rejuvenate the national economy, but now it is the very people in charge in the production field who must use their heads to figure out how to employ remaining labor power and generate actual profits.” North Korea has operated “materials exchange markets” since October 2001, thereby enabling companies to sell and exchange of their own accord raw materials and resources and means of production. According to a Choson Sinbo report, “Work is under way to improve lower units’ creativity so that it can be more clearly demonstrated in the resolution of raw material and resource shortages. This is to implement the cost-accounting system correctly.” North Korea emphasizes the “principle of guaranteeing actual profits” in economic management, and by it, North Korea means the rational use of human and material resources and enterprises’ attainment of maximum profits with minimum expenditures in production, construction, and management and operations. 

Expansion of International Exchanges and Opening Up
North Korea considers trade with capitalist countries such as Southeast Asia, rendered inevitable by the collapse of the socialist bloc, a necessary evil, and it has attempted to use trade as a means of earning the foreign currency it lacks. In a situation where the nuclear issue continued to push the normalization of diplomatic relations with the United States and Japan farther and farther out of reach, North Korea, in its own way, has taken a proactive attitude toward promoting exchanges and cooperation with South Korea. North Korea, for instance, has set spurs to economic cooperation with South Korea, such as the reconnection of the Kyungui (Seoul-Sinuiju) and Donghae (East Sea) Railways and roads and the launch of Mt. Kumgang overland tours and the Kaesong Industrial Zone construction. The two Koreas recently effectuated an agreement on economic cooperation in the four areas of mutual investment guarantees, the prevention of double taxation, account clearance, and commercial dispute settlements. The South-North trade volume, which includes light-water reactors (LWR) project payments, the reconnection of the Kyungui and Donghae Railways, and humanitarian aid, exceeded US$640 million, and the inter-Korean processing trade volume, too, recorded US$170 million. 

Pyongyang appears to have mapped out a two-pronged strategy of attempting to revive its planned economic system at home while, on the international front, developing a “belt of four peripheries” connecting the Sinuiju Special Administrative Region (SAR), the Kaesong Industrial Zone, the Najin-Sonbong Free Economic and Trade Zone, and the Mt. Kumgang Special Tourism District and using it as a “mosquito net-shaped” channel for drawing in the outside world’s capital and technology. Following its proclamation of Najin-Sonbong as a free economic and trade zone, North Korea adopted the Basic Law on the Sinuiju SAR in September 2002 and the Law on the Mt. Kumgang Special Tourism District and the Law on the Kaesong Industrial Zone in November of the same year. The laws on Kaesong and the Mt. Kumgang Special Tourism District, in particular, stipulate South Korea as the main partner for cooperation. 

Implications and Appraisal of North Korea’s Economic Changes
On June 10, 2003, KCNA became the first official North Korean media outlet to introduce the series of economic reform measures as “economic reforms” and affirmed that these measures were being implemented according to the Cabinet’s decision. KCNA also announced: “[The North Korean government] is pushing ahead with economic reforms using various opportunities and it positively encourages joint ventures and corporations with other countries as well.” North Korea’s economic reform measures attest to the wretched state of the North Korean economy and appear to reflect Pyongyang’s desperate awakening to the reality that the regime’s security cannot be ensured as long as the current situation is let to persist. Economic reform measures have appeared intermittently on the North Korean scene since the late 1970s, but they were merely stopgap measures that Pyongyang took without any streamlining of the overall North Korean economic structure, and naturally, they have failed to generate substantive outcomes. Nevertheless, Pyongyang has begun to broaden and deepen the scope and breadth of its economic reform. 

It would be a mistake to read too much into general markets, interpreting their appearance as an indication of North Korea’s transition to a market economy. North Korea itself flatly dismisses outsiders’ conjecture that the recent chain of economic reform measures suggests the “introduction of a market economy.” Pyongyang, for instance, has termed such a speculation as “remarks by those who do not even understand the bare bones of socialism and do not even have elementary knowledge of the historical process of the socialist construction.” It has also asserted: “With an independent line and on the premise of a planned economy, North Korea is walking along a road of developing a modern economy of unique North Korean style by reinforcing economic management.” The disparities between market-place and state-set prices appeared to be closing at one point since the launch of the July 1 reform measures and the consequent wage and price increases, but surplus demand resulting from excessive wage increases, coupled with speculative demand arising from concerns about future supply shortages, have caused severe inflation. However, there have been signs of a slowdown in price increases lately. Some even observe that the North Korean economy has regained life owing to the presence of farmers and general markets and the concomitant betterment of the public distribution system. 

According to defectors’ accounts, idle production sites have shattered all hopes of relying on the distribution-by-performance system, and thus some workers give up reporting to work in their factories and instead opt to start their own business. Incapable of procuring raw materials and resources for production, some companies lack the money to afford workers’ increased wages and instead hand out coupons that can be exchanged for goods. Owing to North Korea’s abnormal industrial structure and inferior export capability, the North Korean won’s precipitous fall against the US dollar brought almost no increase in exports, and the greenback reportedly remains North Koreans’ most preferred currency. 

Surging demand and lagging supply have hardly improved commoners’ standards of living; rather, grimmer realities of life and higher costs of living now plague ordinary North Koreans. The anomalies in the North Korean economy are major stumbling blocks to the establishment of the payment system Pyongyang has recently introduced. Since the launch of the July 1 reform measures, prices and wages rose by an average of 25 times and 18 times, respectively, thus driving down ordinary North Koreans’ actual purchasing power. Market-place prices across North Korea are assessed to have skyrocketed by a minimum of more than two to three times over the span of eight months, or from July 2002 to February 2003. A Washington Post report also noted that rice prices rose by approximately 50 percent and those of other basic necessities of life soared by three times in the Pyongyang area. In summer 2003, rice was traded at 95 to 155 won per kilogram, corn 60 won per kilogram, cooking oil 150 won for half a liter, pork 280 won per kilogram, 500 won for a pair of running shoes, 1,000-2,000 won for enough tetron to make one western men’s suit, and 17,000-20,000 won for a bicycle at a Sinuiju market place. 

Black marketeering spread across the country like wildfire, and the North Korean authorities cracked down on market-place transactions extensively at one point. Legal market-place trade, as was the case with farmers markets, was limited to homegrown crops, and transactions in only a select set of commodities such as rice and joint products were authorized. Meanwhile, the State Supply Center was urged to sell individuals’ rice at state-set prices. Goods that were not allowed on the stands of market places ended up in state-run shops. Drastic increases in food prices have made food purchasing in state-run shops, which offer lower prices than do farmers markets, virtually impossible, and now the average North Korean is forced to procure food at soaring prices. 

IV. Prospects for North Korea’s Economic Reform and Conclusions
Prospects
North Korea is projected to take more pronounced reform measures than it has in the past with a view to bolstering regime security and aptly providing the masses with food, clothing, and shelter. These measures, however, will most likely remain within the framework of the North Korean socialist system, geared toward rebuilding the socialist economy. In other words, North Korea is unlikely to easily relinquish its goal of building North Korean-style socialism. The North Korean authorities, however, must learn a hard lesson from the failures of their past spate of reform measures. Pressed to find solutions to their persisting economic problems, the North Koreans may continually announce reform measures to ease planned prices, allow the possession of production means, grant autonomy to firms, introduce a material incentives system, and facilitate opening up to the outside world. In the agricultural sector, the introduction of a household farming system should take precedence over all else. 

In the early 1980s, China replaced the commune system with a production responsibility system, and it began to phase in the “household contract responsibility system,” which had remained at an experimental stage in certain parts of the country, on a nationwide scale. North Korea has reduced the sizes of sub-work teams on cooperative farms to boost productivity, and it is reportedly examining the possibility of introducing a family-unit sub-work team management system. North Korea’s economic dilemma already appears to have reached a point where its authorities’ independent endeavors alone no longer suffice. This should only lead to one conclusion―simultaneous domestic reforms and opening up to the outside world―and here, Pyongyang’s priority task should be the improvement of its external surroundings by, for instance, further promoting exchanges and cooperation with South Korea and improving relations with the United States. Economic reconstruction also calls for a fundamental switchover in the North Korean authorities’ mind-set. North Korea’s economic problems do not derive from international isolation only; other critical reasons include the inefficiencies of the North Korean socialist system, excessive defense outlays, and unproductive expenditures to continue propaganda and ideological education. As long as tensions linger on the Korean peninsula, however, North Korea will stick to the policy of giving priority to heavy industries with the aim of developing the munitions industry, which in turn will continue to place a cumbersome burden on the North Korean economy. The already frail North Korean economy could suffer further turmoil should the North Koreans fail to hammer out an early resolution of the nuclear issue and economic reform measures spawn side effects. The North Korean leadership might then fall prey to internal disharmony and schisms over the course of future policies. 

The July 1 reform measures have inseminated new perceptions about currency in ordinary North Koreans, and they are expected to adopt an economic-oriented mind-set that knows how to balance income and expenditures. Wage disparities and severe inflation are reportedly widening inequalities in income in North Korean society. What is worse, commodity shortages and delayed wage payments could escalate into a social problem, for they are likely to result in disproportionate distribution of wealth among regions and classes. For example, it will most likely be urban workers who are hardest hit by inflation, not party functionaries or foreign currency earners, who have easier access to foreign currency. The number of the urban poor, victims of an economic transitional period who failed to receive their paychecks on time, continues to rise. Meanwhile, trade company functionaries stationed overseas, diplomats, students abroad, trainees, and those shop clerks, hotel employees, and tour guides who deal with tourists are developing a deeper grasp of the dynamism of the outside world through their contacts with South Koreans or foreigners. It is highly encouraging that North Koreans, albeit a limited set, are open to increasing opportunities to collect information about the outside world and use it to take a more objective, realistic view of the situation in which they live. There is a growing tendency for those North Koreans who have seen the outside world or foreigners to crave for more information about the goings-on of the outside world and compare and examine the North Korean system and what lies beyond. 

Conclusions
Pyongyang’s ongoing drive for economic reform is not decisive or bold enough for it to shed off systemic rigidity like China and Vietnam did through their own versions of reform and opening up. In order for North Korea’s endeavors to bear fruit, it must recognize qualitative and quantitative improvements to the country’s production environment as a priority task, and these improvements must include an autonomous wage determining system, increased accountability and autonomy in business management, and smooth supply of raw materials and resources and electricity. Currently, North Korea’s isolation is a major hurdle to organic economic cooperation between the Korean peninsula and China and Russia. The closed nature of North Korean society cuts off the flow of commodities and services, and thus South Korea pays high physical distribution costs in trade with China and Russia despite its geographic propinquity to the continent. In this context, it is imperative that South Korea fosters an atmosphere in which North Korea can continue to pursue and expand reform and opening up. Ultimately, parties concerned should make an effort to link the North Korean economy to the development of China’s three northeast provinces and Russia’s Far East as well as to South Korea’s vision of becoming the hub of the Northeast Asian economy. The success of North Korea’s economic reform measures is contingent upon sustained cooperation with South Korea as well as normalized diplomatic relations and economic cooperation with the United States and Japan. North Korea will be hard put to conduct fundamental economic reforms as long as it is locked in a war of nerves with the international community over the nuclear issue. Voluntary cuts in defense spending and capital influx from Japan, South Korea, and international financial organizations are vital to the North Koreans, and for this reason, parties concerned need to resolve the nuclear issue as soon as possible and chart a plan to draw out North Korea to a path of reform and opening up. 

A fundamental change in the North Korean public’s mind-set is just as crucial to North Korea’s economic reform and change as is the North Korean regime’s change. In this light, the Seoul government needs to take advantage of South-North exchanges and cooperation to increase opportunities and make more room for contact with the North Korean masses. Those North Koreans who absorb information about the outside world will eventually become the driving force behind North Korea’s societal changes. The incumbent South Korean administration has noted and rectified problems in the preceding government’s South-North exchange policy and has sought to refine it. In the course of fine-tuning South-North exchanges, Seoul should continue to enhance transparency, promote reciprocity, and map out a plan to boost private investor confidence in North Korea business projects. Seoul should seek out an economic cooperation strategy that benefits both Koreas, not one that provides one-sided assistance or is intended to turn South Korea into a benefactor.
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