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Abstract

The debate about varieties of capitalism and diffesocialisms in Europe and Asia tends to
focus on cases such as Central and Eastern Edhapiermer Soviet Union, or China.
Vietnam has so far received relatively little calesation, and North Korea seems to be even
more unexplored in the said context because oddnginance of security and humanitarian
iIssues. Starting with a basic framework of clagsgyeconomic and political systems, the
paper will attempt to generate an objective answenow to interpret North Korea against
the background of the mainstream concepts of segiand capitalism and in comparison
with the above mentioned cases. This task is metbgatally challenging and further
complicated by a lack of empirical information ¢we tNorth Korean case. It will be argued,
however, that the few verified facts and the addaneans of information are sufficient to
provide at least a cautious assessment of theisiuaf the North Korean society.

The official North Korean position is similar toetlChinese concept of “our style socialism”.
This flexible approach stands, however, not onlgharp contrast to the orthodox framework
of Marxism; neither does it fit major Western categations as the one by Janos Kornai.
There seems to be a huge discrepancy betweerafatisage. The analysis is further
complicated by the centrist search for a “third Way it is considerably popular in the West,
assuming that socialism or capitalism are not niiyteaclusive options, but that they can
rather be fruitfully combined (Macmillan, Giddejtnam, Winter). The position as
emphasized in this paper is that it might be neogds lift the analysis to a sufficiently high
level of abstraction to avoid falling into the trapparticularism. However, after having
completed this step, it can indeed be useful warmetb the question of varieties of either
capitalism or socialism in order to acknowledgedtreng differences between the actual
cases.

These theoretical considerations will be supplestkbly empirical information on economic
reforms and their effects on society, including ploétical sphere, as well as on the official
North Korean position regarding these issues.llthvei argued that the cases of China and
Vietnam can provide important clues for an analgéisiorth Korea, but that there are also a
number of issues that prevent the application eé¢lcases as a model. That includes the
question whether China and Vietnam have ever espesd “classical socialism” at all.

Finally, it will be argued that despite the priralipinpredictability of future developments, it
is nevertheless possible to generate a numbemyplilkely scenarios for interpreting the
background and the direction of current developsianiNorth Korea's economy and society
based on the above mentioned theoretical and erapigsearch. The process of
transformation has started in North Korea andres/grsible; however, neither the actual
outcome nor the process itself can be predictela sufficient certainty because internal and
external shocks cannot be excluded. In this congtabilization becomes an important tool of
increasing the chances for a gradual and steadia@went. This brings the very practical
topic of international aid and assistance as weihtegration via (North)East Asian initiatives
such as ASEAN+3 or the EAC into the focus.

In the end, many striking connections between Eeianpl East Asia can be identified,
ranging from theoretical debates about capitalisthscialism, the issue of transformation
and post-socialism until direct influence via ecomoand political interaction as well as
indirectly with the EU as a not undisputed, buteréveless hardly ignorable benchmark for
regional integration.
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Given the seriousness of the issues at stake wéleastidg the development of North Korea -
such as the nuclear question, a chronic food sherdfecting millions of people, or human
rights - it is high time to structure, professionaland de-emotionalize the related academic
discussion. In this paper, it will be attemptedytd closer to an understanding of the North
Korean economic system by integrating it into staddrameworks of analysis and modeling.
This is a necessary precondition for extractingdes from other country cases, if this is
possible at all. The underlying questions are: dstiNKorea indeed socialist? If not, what is
it? And is there any chance we will see a developrt@vards capitalism? If so, how would
we know?

It is little surprising that North Korea itself it an easy object of research. However, the
very definition of the categories for this analygisves to be quite challenging, too, although
(or because?) the terms capitalism and socialisme baen widely used for a considerable
time and both within and outside social scienceil&Vit seems relatively easy finding
descriptions of real or imaginary forms of both teyss, these versions often deviate
substantially from each other. Moreover, despieeghundance of literature on capitalism and
socialism, the extraction of a few key charact@ssthat can be used for identification and
classification remains a challenge.

The question of identity is one of the oldest isswmeankind struggles with. There is a
continuous demand for systematic and structuredy@saf us, our societies, economic and
political systems. However, few if any attemptsclssifying societies have been broadly
accepted. A critical debate and disagreement anestlinevitable if we not only consider the
different perspectives and normative conceptsléyabeneath analytical frameworks, but also
the very nature of a model, by definition beingadostraction, i.e., a deviation from reality.
Therefore, the first step in a discussion of amgssification of such complex entities as
societies is to acknowledge that the result mightvalid in principle but hardly satisfying
everybody and that it will become more debatabdehilgher the level of detail becomes.

With this in mind, a look at some of the most p@pudefinitions of capitalism and socialism
is in place, followed by the extraction of some kisfining features for practical use. This
will be the foundation for an analysis of North KKarbased on a historical evaluation, factual
evidence and official statements. At the end, wd wopefully be able to answer the
questions whether North Korea has ever been ssiiathether it still is, or whether it has
embarked on a post-socialist way that might leagbtae form of capitalism.
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Capitalism

Capitalism is usually seen as connected to induigiation and to a complex division of labor.
Later in the debate, the importance of financiabtegces, or capital, was stressed primarily.
Capitalism’s emergence as a topic of academic relseia associated with the work of
classical economists such as Adam Smith and Davchré®, who openly attacked
mercantilism and its instruments. They opposedidka that the world’s wealth is a given
constant and hence a nation’s wealth can only bee@sed at the expense of others. They
regarded labor as the source of actual growth, ptedhfree trade and a hands-off approach
by the state and criticized monopolies as bart@msompetition, as well as tariffs and duties
as barriers to trade. They believed in the abitifythe market to be the most efficient
arbitrator of resources. Critics associated thesty eesearchers of capitalism and the term
itself with an uncompromising free trade policy tthvaould come at the cost of weaker
partners, and with an extreme laissez-faire pdimat let the Invisible Hand rule no matter
what the social consequences were. However, in “Wealth of Nations”, there is no
mentioning of the term capitalism itself.

Building on the work of the classical economistsarKMarx developed his historical
perspective of capitalism (which he explicitly nahs®) as a mode of production. He added
the generation of a value surplus aka profit to goetfolio of images associated with
capitalism and lauded it as the most advanced, pragressive form of social organization in
his Communist Manifesto. At the same time he dréid it as the source of exploitation of
man by man, i.e. the working class (poor masseghéyourgeoisie (an affluent minority),
adding to the negative connotation of the termtedipm. Lenin expanded this critical view of
capitalism by arguing that it would eventually ldgadmperialism, with an aggressive foreign
policy and even sharper internal contradictions tvauld make life of the majority so
unbearable that a forceful overthrow of the casitaystem by a socialist revolution was the
only and unavoidable way out.

While these approaches to capitalism were mosttyided on the production side, Max
Weber in his studies of capitalism looked at exdgearelations on the market, which he found
to have become much more rationalized, legalizedl deremotionalized as compared to
previous forms of economic organization in socgti®ereby opening new opportunities for
the expansion of production and the increase afiymtivity. One of his most famous theses
connects certain value systems such as a religiintihe resulting work ethic and the very
approach to economic activity.

Austrian economist Joseph Schumpeter (1942), whoaly had a skeptical view of
capitalism’s future, became famous for his intetggien of the destructive forces of
capitalism that could be observed on an every-dasisb Instead of viewing the frequent
failure of businesses negatively as a source datiization and poverty, he argued that such
destruction was necessary to ensure a continugqugeration of the capitalist system which
would rise again and again from its own ruins IRkoenix from the ashes. Accordingly,
representatives of the Austrian School such as igidwn Mises and Friedrich von Hayek
argued strongly in favor of a system that remowvasidrs not only on market entry but also
on market exit. Von Mises (1922) further pointed that a functioning economy must know
the value of a good or service, which cannot beutaled as an absolute number but only be
observed as a result of the price mechanism wisatefunct in socialist economies. Only
under capitalism, which at that time they alreaggased to socialism, would the state refrain
from interfering with individual action by produserThese should be punished or rewarded
by the market, not the state, for wrong or rightisiens. Especially in the work of von Hayek,
who in “The Road to Serfdom” (Hayek 1994) critigalinalyzed the situation in his exile
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Great Britain, we find a close connection betweetioms of economic freedom and political
freedom. Like Adam Smith, he stressed the abilitynarkets to self-regulate, and that the
most valuable driving force of capitalism was uinieted individual economic activity that

did not need (or would actually suffer from) cehied coordination to achieve optimal

results.

This orientation on the supply side was not entilared by John Maynard Keynes who
rather emphasized demand as the most crucial issgapitalist societies. Based on the
experience of the economic crisis in the late 192 early 1930s, he argued that without
state interference, capitalism could find itselfcHed into a stable equilibrium of

underproduction and unemployment. This was a higtdgptroversial statement since it
implied that the market, or Smith’s Invisible Hawdn actually fail.

Classical economics returned in the form of nesotat monetarism. Milton Friedman
argued that recessions are a result of inapprepsiate interference with market forces, such
as an ill-advised contraction of money supply bgeatral bank. Friedman suggested that
monetary policy was the key to economic stabilitgntral banks should regulate money
supply in concert with the growth of economic proilon. He was strongly against Keynes’
anti-cyclical policy and suggested a neutral rdlehe state, including the privatization of
state-owned enterprises. Milton Friedman repeai@d Mayek's argument that economic
freedom is a necessary condition for political dle®, and categorically excluded the
coexistence of socialism with democracy (Friedm@@22 8). He argued that there are only
two ways of coordinating the economic activities lafge numbers of individuals: either
central direction, which he connected to the modestalitarian state, or voluntary
cooperation in the context of a market. He definethpetitive capitalism as a “free private
enterprise exchange economy” (Friedman 2002: 13).

Although this is easily forgotten given the poklticbackground of critics and supporters,
capitalism is, first and foremost, an economic aréddéthough often associated with this term,
its defining characteristic is not a specific madkm for distribution such as markets, but
rather a particular form of ownership. Markets haxésted in pre-capitalist societies, and
they can exist in socialist economic orders tdtowever, property rights under capitalism
are different from those under feudalism, wherey thit¢en belonged to the feudal ruler who
delegated rights of use, but not ownership itdelfcapitalist economic systems, property
rights in means of productions are largely privatell-defined and transferrable. Hernando
de Soto (2000) pointed at the connection betwepitatdm and property rights, which links
the economic order of capitalism to the existentea cstable state that can create and
guarantee a formal, transparent system of ownerm@hiptransactions. While the ruler of a
feudal society could take means of production aWwam his subjects as he only bestowed
temporary rights of use upon them, property onaguiaed legally in capitalist systems is
almost sacrosanct and well protected against arpiexpropriation by the state.

With these few basic theoretical positions in mivwe, can now try to identify a set of neither
necessarily coherent nor exclusive indicators oftiwer a society can be classified as
capitalist. There is some interference betweensihgle points, as the theories discussed
above show a number of similarities. This overlagphas little effect on the viability of the
following points and can be quite is helpful initrectual application.

(1) Property rights Division of labor, profit-making and unequal disttion of wealth as
well as a massive participation in economic exckangs the only way to maintain one’s
existence imply the need for a stable environméntiles and enforcement mechanisms. This
is especially important for property rights, thpnotection and their transfer. In capitalism,
private ownership dominates.

! Interestingly, this is an argument also used bytiNKorea’s Kim Il-sung, as will be shown later.
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(2) Exit and Entry Capitalism is not regarded as a static system,ratner as one of
continuous dynamic renewal. Accordingly, mechanisdngutonomous market entry and exit
must be in place.

(3) Decentralized coordinatiorDespite arguments in favor of state interventsuch as an
anti-cyclical economic policy, social cushioning ononetary stability, capitalism is
characterized by decentralist and spontaneous icati@h rather than centralized planning
and steering. This includes the Invisible Hand #redimpact of incentives and disincentives
that are not set politically. In capitalist soaesti allocation of resources takes place via the
market.

(4) Division of labor and industrializationObviously, an economy must have reached a
relatively high level of development to be capgaliThis includes a sophisticated division of
labor and also implies industrialization.

(5) Free trade and exchangBor a number of capitalist theories, the freehaxge of goods
domestically and internationally plays a centrdé ronot for defining what capitalism is, but
for making it work in the most efficient way.

(6) Profit Assuming that individuals strive to maximize thignarginal) utility, investment of
resources and risk into an activity that yieldspnafit will not be sustainable. Making a profit
and keeping a certain part of it are therefore cbhegacteristics of capitalism.

(7) Inequality in the distribution of wealtapitalism is characterized by a division of stgi
into a minority of affluent owners of means of puotion and a majority of people who have
to sell their workforce to cover their needs, pduelatively large middle class of small-scale
capitalists or well-paid professionals.

(8) Political pluralism The specific features of a capitalist economicdeor such as
decentralized coordination and protection of indiial property seem to imply that capitalism
develops best under political pluralism, and imntsupports the development of pluralist
political orders.

(9) Motivation Actions imply costs, so individuals need a sugintly strong incentive to act,
including engaging in economic activities. Whileadogies such as nationalism and religion
are not alien to capitalist societies and can leav@mpact on their performance, they are not
central to the very functioning of capitalism. lapitalist societies, individual motivation is
(economically) rational. Individuals autonomouslyto maximize their (marginal) utility.

(10) Minimal interventionEven a Keynesian economic policy does not aigoatrolling and
micro-managing every single transaction. In caitadconomies, there is broad agreement
that state intervention should be at a minimunhaalgh there is a heated debate about what
exactly this means.

(11) CompetitionAlthough perfect competition can only be foundertbooks and reality is
rather characterized by a relatively small numlderompeting entities, competition as such is
regarded as a core mechanism of a functioningalegtieconomy.

(12) Price formation Prices in capitalist systems are usually notlbsethe state but result
from the interplay of demand and supply on freekets: However, the state can influence
prices indirectly via taxation, subsidization, innprestrictions and, if it controls the Central
Bank, via monetary policy such as interest ratesraaney supply.

(13) Market structureln capitalism, private enterprises of variousesizoexist and compete
with state owned enterprises and other forms, asatooperatives.

The major characteristics of a capitalist systeenséo be private, protected property rights;
decentralized coordination and allocation of resesy and free market entry and exit. Most
other points are in one way or the other dependmmdbles of these core characteristics.
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With these points in mind, we can embark on a tired debate of whether a given society is
capitalist or not. The result will not necessatig clear without ambiguity. For example,

Altmann (1993: 60) points at the experience of ttgyieg countries from the perspective of

dependency theory. In these cases, so he argyssipheral capitalism emerges, i.e., an
economic system with capitalist characteristicoomly a few centers such as large cities,
foreign settlements, industrial zones etc., whilee trest of the country remains

underdeveloped and often mired in feudal structufases like this will have to be kept in

mind. Also, some of the 13 points as laid out abssem to be exclusive characteristics of
capitalism (such as property rights), whereas somgiem (such as division of labor and

industrialization) can be perfectly shared by ofleems of economic organization of societies,
including socialism.

As so many complex and controversial topics hawnleuched, a disclaimer is due. The
motive behind this section was to indentify a numdsecharacteristics to define whether a
society is capitalist, and not to debate how cépitashould be organized. Therefore, issues
such as public goods, redistribution, protectionismsiness cycles etc. have been largely
ignored, although they do have a significant immacthe actual face of capitalism in various
societies. As Howell (2003: 103) notes: “nationapitalisms are distinguished one from
another by particular configurations of interlodgkiand interdependent political-economic
institutions that produce different forms of belwavon the part of economic actors, different
economic and social outcomes, and different pattefneconomic development”. Authors
like Hall and Gingerich (2004: 7ff.) emphasize diffnt ways of coordination within firms
and institutional complementarities as leading e telatively stable formation of either
liberal market economies or coordinated market ecoes. This is covered in discussions on
varieties of capitalism, contrasting, for examplee American system of market-oriented
capitalism with the Japanese and South Korean maysfedevelopmental capitalism or the
German system of social market capitalism (Gilp©2 148ff.). For the purpose of this
paper, the most fundamental differences betweeitatigm and socialism as aggregates are at
the center of interest. It is nevertheless usefulbe aware that capitalism is neither
homogenous nor is the term undisputed. And, asoll@ving section will show, the same is
true for socialism.

Socialism

Although they are often characterized by opposioglgand approaches, there is no perfect
dichotomy of socialism and capitalism. It would résfere not be sufficient to simply use the
direct opposite of the 13 points above to defingadism. Rather, it will be helpful to contrast
them with the essence of socialist systems asdtgathered independently. Since our starting
hypothesis is that North Korea is indeed socialisge discussion in this section will be
somewhat more detailed than the one of capitalism.

The term socialism emerged in the earl{' t@ntury in Europe as a prominent anti-thesis to
capitalism, with which it shares the unspecific unat of definition. The Encyclopedia
Britannica (online edition) associates it with aodmt array of ideologies and political
movements that aim at building a socio-economictesysin which property and the
distribution of wealth are subject to control by tbommunity. While socialism is indeed
predominantly an economic concept with roots tkach back as far as ancient Greece, it is
closely connected to the historical and politicabughts of Marxism, which regards
(scientific) socialism as a stage in the histord@velopment of societies. This development
follows objective laws that can be understood litdeliberately influenced by individuals,
S0 socialism is more or less inevitable. Socialisrseen as following capitalism and being
superior to it, and as serving as an intermediageson the way to communism. In socialism,
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class antagonism as it existed under capitalisbasscally gone since the working class has
taken over control of the state. Remnants of tdebolurgeois class can continue to exist for a
certain period of time, but they are not in poweyraore and are governed by the dictatorship
of the proletariat. The latter is necessary to @n¢\a reactionary counter-revolution. The
working class is the majority in society, whichwy the dictatorship of the proletariat is
seen as the perfect realization of democracy. Thpnity uses its power to reeducate the
minority, to integrate it into society and to ldetfoundations for communism.

Despite sharing the same basic characteristics vatard to ownership of means of
production, the working class is too big and hejereous regarding the individual’s abilities.
Hence, it needs an avant-garde that acts on italfbehd in its interests (Bucharin 1921).
Under socialism and from its theoretical viewpoihtwould be absurd to let this partthé
Party) compete with other domestic political forces sititere are only two classes who have
a strictly antagonistic relationship, and one oénth after revolution enjoys a natural
monopoly of political power. Different political gées in a socialist country would imply the
existence of opposing forces, which is a charatterof capitalism but not of socialism.
There are, however, different strata within theually homogeneous society. These can be
represented by separate parties. They do not raimsighe Party but form an alliance with it
to demonstrate the big overarching unity as memberfiends of the working class. In
predominantly agrarian societies, the result ierokuphemized as “the masses”, indirectly
admitting to the difficulties of orthodox Marxisheory in dealing with farmers and self-
employed. During elections, citizens (the princgpare not asked to choose between various
political options but rather to reconfirm theirgtun the Party-led alliance (the agent) as their
executive committee.

The assumption of economic superiority of socialisests on the idea that central
coordination is much more efficient than capitalsiglecentral mechanism. Whereas valuable
resources are wasted under capitalism for overymiod without knowing the exact demand
beforehand, central planning helps to utilize thessrce resources with maximum efficiency
by producing not more and not less than what isadigt needed. Double investments are
prevented; costs for unemployment, advertisemeotsstant change of models and types of
product are avoided, and the costs of supervisiericaver than under capitalism. All this is
expected to drive down prices. Since there is mopsdition, innovation is freely shared and
therefore easier accessible. Workers freed fromlodgafon supposedly work more
responsibly and enthusiastically, raising produgtivMoreover, under socialism, economies
of scale can be realized without the negative sifiects of monopolies as they exist under
capitalism, because the de facto state monopatptigiriven by the profit motive but serves
the purpose of maximum public welfare.

As is evident already from this rough summary @f $kelf-image of socialism, a number of its
theoretical claims can be challenged; especiallyitfea that demand can be calculated ex
ante, and that individuals can be motivated effetyi and sustainably by non-material
incentives. Moreover, in the ®Q@entury there has been extensive practical expegisvith
actually existing socialist systems that often dmd substantially from the ideal-type
socialism of the textbooks. This invites criticisshthe idea of socialism, which is not the
subject of this paper; however, it also makes ssdigation of these cases difficult if done on
a purely theoretical basis. It is therefore uséfuturn to the analytical framework based on
the practice of socialism as it has been develdyyetanos Kornai. His model will be used to

% The term “Party” with a capital “P” is henceforbed for Communist parties with a power monopolhair
respective countries; the actual names can vacy, asl Socialist Unity Party in East Germany, Korkalor
Party in North Korea, or Chinese Communist Partglirina.
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identify a number of characteristics that can bgliag on specific country cases in order to
determine whether they are indeed socialist.

The Four-Staged Socialist System of Janos Kornai

Kornai (1992: 19, 27) makes an important argumerthat socialism more or less typically
passes through various stages (revolutionary-ti@ysiclassical, reform and post-socialist).
This is truly worth considering since it helps tdeigrate various, obviously different actual
cases into one coherent framework. These stages atplain the strongly varying
performance of socialist systems not only acrosstes, but also on the same territory over
time. In other words, the fact that socialism oft¢arted out performing well but ended up
failing miserably has to do with its own internabvg@lopment. This is an important
observation if we want to avoid mistakes duringassification of countries as this will be
attempted with regard to North Korea later in fhaper.

The heroic stage

Following an indigenously developed or externallyposed revolution, socialism usually
starts with the revolutionary-transitional systear, the “heroic stage”, characterized by
enormous dynamics, chaos, and bold changes almmoanceveryday basis. Old rulers are
removed, symbols replaced, a new ideology introduEactories, banks etc. are expropriated
and transferred into state or collective ownerspipgduction and distribution are centralized.
The great estates of the landowners are confis@atddhen divided among the landless and
the poor peasants who had been dreaming of owhiig @wn plot for centuries and hence
meet the new order with enthusiasm. “Measured dmstorical scale, the revolutionary-
transitional phase is the brief moment in which gbeialist system comes closest to applying
egalitarian principles.” (Kornai 1992: 316). Thespense by the majority is usually positive;
partly because potentially hostile elements haveadly been driven out or silenced by the
revolution, but also because socialism indeed seerhe able to deliver on its promises. The
one-time redistribution of wealth as well as thgaiaing of stability after the turbulences of
revolution improves the economic situation of lasggments of the population. Individuals
who hitherto were living at the periphery of sogiebow have a chance to grab leadership
positions in the administration.

However, there is a downside - the “heroic stagai last only for a limited period of time,
usually a few years. The effects of the singulatisteibutions of economic and political
wealth wither away. Few individuals are ready tmtowously sacrifice themselves by
working overtime and for insufficient wages. Idegilzal incentives lose their effectiveness.
Most people want to get back to “normal life” arahanly be encouraged to perform well by
the “traditional” means, i.e., material rewardgenalties (Kornai 1992: 28-29). Once the rich
are expropriated, once the land is allotted to fikeple”, these material rewards have to be
generated in the old-fashioned way - by productimt,by confiscation. This, in combination
with pre-revolutionary promises to eliminate backiveess and to foster development, as well
as a number of external and internal challengesisléo the emergence of a strong political
desire for “swift and spectacular’ economic succ@&s® latter requires order and discipline,
leading to the institutionalization and bureauaation of the new system, which now enters
into what Kornai calls the classical stage.
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The classical stage

Classical socialism represents what is commonly etstdod under *“socialism”.
Revolutionary fervor and the youthful image of stism disappear, structures become static,
the revolution becomes bureaucratized, and thealbgracy becomes entrenched. The state
develops sophisticated tools of economic planning guidance, but also of political
surveillance and propaganda. Individuals get usetthis and find their niches; they pay lip
service to official slogans, appear routinely atsmeallies and demonstrations, and develop
successful strategies of underperforming at wordlividual ambition is tamed, upward social
mobility is only possible within the boundaries bgtthe state; a career in the party or the
government is often the only way to advance (Kolrgg2: 42).

Acknowledging the confusion over the term socialisiornai (1992: 361) presents a
hierarchical order of characteristics, of which fhst two are necessary conditions to call a
society socialist: (1) Undivided, lasting power tfe Communist Partyand dominant
influence of the official ideolody (2) Dominant position of state- and quasi-stateership;

(3) Preponderance of bureaucratic coordination; ®4an bargaining, quantity drive,
paternalism, soft budget constraint, weak pricgpoasiveness; and (5) Forced growth,
chronic shortage economy, labor shortage and uroymant on the job, the system specific
situation and role of foreign trade.

While points (1) and (2) are given, (3), (4) and &e consequences thereof. It would be
somewhat beyond the scope of this paper to condudétailed derivation of the single
characteristics and consequences, but it is nesledh useful to spend some time on gaining
an understanding of the systemic features of gemalThis is also necessary for extracting a
number of yardstick points at the end of this sectiSince these issues are heavily
interdependent, the order as presented here doescessarily represent a ranking.

Property Socialism differs first and foremost from capgged in having replaced private
ownership with public ownership, at least for thajonity of means of production (Kornai
1992: 87). Public ownership led to an extreme dapwalization of property in socialist
systems. Neither gains nor losses have direct anlistve effects on specific individuals;
responsibility typically is enormously low. Privapeoperty continues to exist in socialism;
Marx actually ridiculed his opponents already ia #1848 Communist Manifesto with regard
to this point. However, it is limited and does wmotver means of production, especially not
those that enable employment of hired labor. lresaghere property could not be transferred
into the hands of the state, collective properigshsas in the case of agricultural cooperatives
or small handicraft businesses was introduced duded. In theory only, membership is
voluntary, and ownership as such is not affectgallg. Collective ownership is seen as an
intermediary stage that will eventually be replabgdtate ownership.

Low economic performancdn marked contrast to the theoretical claims cbremic
superiority of socialism over capitalism, the pieait experience of socialism in the 20
century showed a tendency to develop low produgtivow levels of innovation, and a
chronic shortage economy, even if initially highowth rates could be generated through
massive investments.

¥ Communist Party serves as an umbrella term. Thiy Pathe sense of Kornai's definition has the pow
monopoly for a prolonged period, thereby excludiages in which a CP might have won a democratatiete
* Note that “ideology” has not been specified; tds be Marxism-Leninism, but also any other idepltgt is
deemed suitable for a Communist Party.

® Quasi-state ownership stands for collective owripras it is often practiced in agriculture; “domuin
position” indicates that other forms of ownerslifluding private, are not necessarily eliminatedhpletely.
However, they are excluded in strategic sectorsshat Kornai (1992: 71), quoting Lenin, calls the
"commanding heights" of an economy: mining, engngduction, and manufacturing.

10
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Seller's market One of the most distinguishing features of agitad socialist economy is
what Kornai (1992: 245) calls a seller's markete huyer bears all the transaction costs: he
acquires information on where and how to get tloelpet (hence there is no advertising), he
adjusts to the supply by the seller (forced sulntstih), he does his best to win over the seller,
and he mainly bears the consequences of uncertamdyhence has to build up reserves
including the capability to produce a good in shetpply himself. This is almost
diametrically opposed to capitalism, which can baracterized as a buyer's market. The
reasons for this huge difference are manifold: reémtianning, state ownership, absence of a
labor market, absence of competition, dysfunctiamahey, the soft budget constraint for
producers. In more abstract terms, a seller's madsgka stable situation in which demand
continuously exceeds supply. Since the entry of fiaws is limited by legal and indirect
means, the existing producers enjoy an unrivalesitipa (Kornai 1992: 301). These firms act
as buyers during their own production/acquisitioocess and hence face a huge disincentive
to sell; selling also entails few positive incelely because jobs are secure, wages are fixed,
profits are transferred to the state, investmestweall as promotions usually are the result of
hierarchical negotiations, not of performance.

Central planning With the state owning most if not all major pretlan facilities and the
market mechanism defunct, the complex and multidsimmal production process that
organizes itself spontaneously under capitalismtrbasorganized in a central, bureaucratic
way. The necessary inputs for the production oélfiand preliminary products must be
determined and organized; political priorities mbstconsidered; the demand of consumers
and producers must be anticipated, and proper egeheelations must be defined by price
setting. This is a huge and costly task for the iathtnation and gets the more complicated
the more sophisticated and technologically advaracaedtional economy is. In fact, it seems
that planning is easier in underdeveloped economiéis few goods and few firms, and
becomes almost impossible in intricate advancedaoes.

One of the many difficulties of the planning proxes the typical principal-agent problem.
The state (principal) has all the power and usés ihake the agent (worker, lower level of
bureaucracy etc.) perform a certain function tolibst of his abilities. The agent, however,
possesses information that the principal is lackiagpecially on the actual productive
potential. Revealing this information would be héarinsince the principal has a habit of
demanding continuously growing output. He usesllimiént of the plan as the only criterion
of assessing the agent’s performance; negativessssats will result in denial of promotion
and even repression. Knowing that much is at stpkacipal and agent engage in a tough
pre-production negotiation process, in which thagipal seeks to achieve the highest and the
agent the lowest possible production target. Thicgss takes place repeatedly, with the
actual performance of the preceding plan as a flekdsAssuming rational behavior, a
producer will therefore never produce more thangla® prescribed, which means that low
productivity becomes institutionalized. This is eveore the case since the idea of the
original plan can become disconnected from itsityeaDne typical example is the fixation
with quantity because it is much easier measurétid@ quality. In addition, the agents
quickly discover that there are more ways to plehseprincipal than by fulfilling the plan.
This includes false information and bribing, andoalitilizing the fact that for the principal,
economic goals compete with political and socialectives. The agents can therefore
compensate poor performance in terms of produdtith an increase in the percentage of
party members, enthusiastic participation in matiees, additional hours of political training
or an outstanding childcare facility for working thers, to name just a few examples.

Central planning has another built-in weakness.eCthe complex plan has been composed
and announced, it is almost impossible to changsoithat reaction to unanticipated events
has to wait until the next planning period. Thiflexibility is emphasized by Kornai (1992:
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129) as he shows how overproduction can have digjoeffects on the plan, which is a
closed system. If a firm produces more than planitedill create a larger than expected
demand for inputs. If the suppliers do not increttssr output proportionally, increased
productivity of single units leads to a supply gshge and a possible decrease of output in
other sectors that compete for the same inputs.

Soft budget constraintAnother structural weakness of socialism thatilaiy is a
characteristic feature is the soft budget condtriin producers from the state-owned and
collective sectors, while the budget constrainhofiseholds and of the private economy is
hard. Faced with continuous demands to increageuband simultaneously suffering from
low productivity, the only option to increase protan is raising investment levels,
sometimes recklessly. With quantity at the cenfethe plan and a distorted price system,
return on investment is less important and haméasure. The consequence of such behavior
of a firm under capitalism would eventually be baugtcy. However, under socialism market
exist is restricted both formally for ideologicalasons, and de facto since the state as the only
owner of all production facilities either delibezht or without even noticing tends to cross-
subsidize underperforming production units. Thisates a serious moral hazard (Kornai
1992: 146) that results in a lower-than-usual presponsiveness of state-owned firms under
the classical socialist system and helps explaitivegseller's market as discussed above. It
also results in over-investment at the expense asfsemption and a neglect of risk-
assessment strategies. Interestingly, such expasisibehavior is not limited to socialist
economies but rather seems to be a characterfdtigreaucratically administered economies.
The example of the chaebol (large business congkies® in South Korea during the
developmental dictatorship of Park Chung-hee showilar patterns that eventually
contributed to the financial crisis of 1997/98 wdhéhese unproductive expansions received
their delayed punishment by the market.

Prices The coordination of transactions via prices tgpcal feature of a capitalist economy.
In a socialist system, giving prices so much poweuld not only require an adequate market
structure including granting extensive propertyhtggto private entities; it would also directly
challenge the plan and the state who createdtiteim attempts at distributing resources in the
economy. Although this basic contradiction and corecilability seem rather easy to
understand, in socialist reality prices were raggynpletely eliminated; in many cases it was
even attempted to integrate the price mechanism esbnomic planning. One result were
multiple official and unofficial price systems. Bhwas most obvious for the exchange rate
with “hard” currencies, but also for various gool@sding to bizarre situations in which a ten-
year old used car purchased privately cost mone dah@ew one (same model) bought from the
state. The distorted price system that fails tdecefreal scarcity levels makes firms and
consumers relatively price-inelastic; in other wgrthey do not respond adequately to rising
or falling prices since these are more or less mgéss. Kornai (1992: 152) puts it bluntly:
“the relative prices emerging under the classigsiesn are arbitrary and irrational.” The only
reason why prices do at all exist under classicaiasism is the necessity to measure
qualitatively unlikely goods or services. Accordingprices show a remarkable stability;
inflation does of course exist in socialist econesnialmost naturally since demand routinely
exceeds supply, but this is rarely expressed vi@gr

However, unlike firms, households in classical abiem systems operate under a hard budget
constraint. Their funds are limited. Hence, theyekpond to prices. Since the state sets these
prices, they become of high political relevancecdxdingly, prices for basic goods and
services such as staple food, medical servicedadnié, housing etc. are usually subsidized,
while demand for so-called luxury goods (cars, comsr electronics) is regulated by setting
artificially high prices. Consumers react prompdiyd as suggested by classical economic
theory; they purchase more of the subsidized gtiwals they would in a market equilibrium,
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and resort to hoarding in anticipation of comingrsfiges. Excess liquidity is often soaked up
by black or “parallel” markets which exist in evezhassical socialist system (Kornai 1992:
86; 156) on which rare goods are available attiedarices.

Since such a situation affects the every-day [ffa onajority, the state has to react. Kornai
(1992: 170) identifies a threefold strategy to deith the consumption shortages. Citizens are
asked to either sacrifice the fulfillment of theiwn desires for the sake of future generations,
or to postpone the fulfillment of these desiresthmir desires are neglected. In particular in
the first two cases, ideology plays an importate.rédhis is connected to repressive systems
of control that have the task to prevent discontemh emerging, being organized, and being
expressed (see above).

Investment In addition to overinvestment, the various ecoimoand political specifics of
socialism also lead to very distinctive prioritigsinvestment decisions: Investment goods
over consumer goods; domestic production over itsp@nport-substitution); the productive
sphere (material goods) over the unproductive spliservices); industry over all other
sectors, including agriculture and transportatio@avy industry over light industry; priority
of arms industry; new installations over mainteraat existing ones; big installations ("cult
of scale”, "gigantomania”) over small ones; focus riority products and investment
projects; economic development over environmentrign1992: 171ff.). These investment
decisions have the same consequences as they woaldapitalist system, although in the
latter, they are unlikely to be made.

Labor. As shown above, prices are distorted under gemalin the case of labor, this is even
more so because of ideological considerations. rElason is the Marxist criticism of the
treatment of labor as a commodity. Not only is phiee of labor set arbitrarily because the
planners cannot know the equilibrium wage in liduaolabor market; it is a matter of
principle not to treat the wage as a price of labbrall. Under such conditions, formal
unemployment - reflecting the unwillingness of eayglrs to pay a certain price for labor -
does not exist. Unemployment under socialism isallisuhidden unemployment or
unemployment on the job. Another reason why forrhdl employment is a typical
characteristic of socialist systems has to do Wighlow productivity of labor and the chronic
shortage of capital and technology. Often, thereaikigh immobility of labor between
geographic regions, either for political or for gireal reasons (such as housing shortage).
Education and training are as planned as othertsnpoder socialism and suffer the same
problems in case of wrong anticipations. Firms raggher free to determine wages, nor are
they allowed resorting to aggressive headhuntingngbloyees from other socialist firms. The
result is a chronic and growing labor shortage (01992: 211).

Shortage economy and rationings indicated above, shortages occur in varioeasiof a
socialist economy. In fact, these phenomena amgidespread and characteristic that Kornai
speaks of a “shortage economy”, which can be oksewhen shortage phenomena are
general, frequent, intensive, and chronic (Korn@®2: 233). This differs from a wartime
economy, which is usually of a temporary nature eagsed by a traumatic event, whereas
the socialist shortage economy is lasting and systeAs indicated above, a typical reaction
to shortages by individuals as well as by firmsh@arding. Informal or parallel markets
develop and provide incentives for moonlighting. niMidirms spend valuable resources on
manufacturing supplies themselves that they capoothase. In especially severe cases of
shortage, the state reacts with rationing. Thiads necessarily related or limited to staple
food. Gasoline, coffee, and from an abstract pmsigven children (see China) have been
rationed to ensure that the aggregate supply dlail@r deemed to be acceptable) could be
distributed as equally as possible. Waiting timesadso a form of rationing, and refer to cars,
telephone lines, housing, etc. The one or the dtrer of rationing could be observed in all
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classical socialist systems (Kornai 1992: 243)islimportant to note that just as market
distribution instills a certain behavior on indiuals (maximizing their income, bargaining for
the best price, etc.), administrative distributarationing does the same. Kornai (1992: 274)
lists a number of criteria that can help an indildto maximize what he or she receives:
need (size of family, health), recognition of pecki merits, recognition of other
achievements, standing and prestige in the buratcichierarchy, income and wealth,
connections and bribery. This means that the siperaonomy affects the whole society way
beyond the economic sphere.

Money It has been pointed out before that money as doel not matter much in a socialist
economy. Even if a classical socialist system iminally monetized, in reality this is a
“semimonetized system” (Kornai 1992: 131) becadsdhe only limited functions money is
allowed to play in the economy. The money is "eak®ad': Money that a firm has on its
subaccount for wages cannot be used for purchagimgnaterials, etc. "investment money"
can not be converted into "wages money" or "mdten@ney". For individuals, too, money
Is not a universal means of exchange. The budgedtti@nt of the firm is soft, so what counts
is the availability of supplies, not their pricehd latter is also true for consumers, although
their budget constraint is hard. However, becausenaney overhang created by forced
saving or purchasing postponement, their demareh ot also relatively price inelastic. The
distorted price system adds to this. Accordinghyler classical socialism there usually is no
active monetary policy, and interest plays no agiplde role whatsoever on the creditor’s or
the debtor’s side (Kornai 1992: 276).

Social security Socialist societies are typically known for thgenerous social security
systems. This includes full employment, free edooatull coverage by the pension system,
state-provided subsidized housing (albeit at lowlity), a welfare net for orphans, the sick,
and the elderly, and high public security with & lcrime rate.

Trade and FDI1 Foreign trade in socialist countries is partha plan; hence it is rarely done
by firms independently, but rather through the nmtediary function of specialized
organizations such as foreign trade firms, whicteeine the market, the prices, terms of
delivery, deadlines etc. The parallel existenceamfialist and capitalist countries has created
an interesting pattern in the foreign trade of alsti countries: attractive products were
preferably sold against hard currency to capitgiettners, whereas in trade with socialist
partners it was attempted at trading less attragoods (Kornai 1992: 334f.). The interaction
with capitalist trade partners which naturally talgace at market prices also often highlights
the artificial nature of domestic state-set pric&sce the currencies of socialist countries are
not traded and hence not convertible, trade talespn hard currency. Exchange rates exist
but are more or less numbers to assist the donm@atioing process. An active exchange rate
policy is useless.

Interaction with capitalist partners is usually shed in principle by socialist countries
because of the relatively shaky ground on whick #tands ideologically; not only is such
interaction dangerous because of ideological cominon, it is also questionable whether
one should support the exploitation of workershe partner countries by purchasing their
products. Whenever possible, a socialist country typically opt for import substitution
rather than export expansion. However, experiehogved that socialist countries have been
very eager to trade with capitalist partners. Tla@meason is the hunger or imports of goods
that are either of short supply or not at all aaalié. To pay the import bills, hard currency
must be acquired, often by all means. Wheneverilgesdoans are accepted without much
fear of debts (Kornai 1992: 350). For ideologicahsons, trade is preferred over foreign
direct investment; the latter, if it occurred, topllace in the form of Joint Ventures and was
usually treated more or less confidential.
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Travel Not only interaction of firms with external paghs is restricted; this is also true for

individuals. Heavily fortified borders and huge pkies for illegal border crossing occur in

capitalist countries, too; however, this usualliere to entering the country, not to leaving it.

In addition to political motives, it is often anaeomic calculation that makes leaving a
socialist country attractive for its citizens. Tleisuld quickly create a painful brain-drain and
also an aggravation of the already serious labortage, in addition to being dangerous to the
ideological stability. Since other incentives faigpression is left as the only option for

socialist countries to prevent a massive exoduis aftizens.

Ideology Kornai (1992: 50) notes that as the classicailadist society develops, the former,
more general sources of ideology "tie in very dgsevith emerging, very particular
characteristics of the system to "justify what @sisn practice". These different ideologies
across socialist countries share some common dbasiics, such as the "Messianic" belief
that socialism is historically destined to save hkmadh, and the conviction that the socialist
system is both economically and morally superiatht capitalist system. Even more, official
ideology suggests that the creation and maintenahttee socialist system is in itself a thing
of value, a primary good. Since the socialist systan only function if citizens overcome
their instincts as individual economic beings ataidtsacting altruistically and in the interest
of the community (as the state defines it), ideglayvital to the success of socialism as a
whole. Religions are competing ideologies and ah susually treated with suspicion or
outright enmity.

Paternalism All socialist societies have in one way or thé&est been characterized by
paternalism on various levels. This is a directfion of the Party’s power monopoly and the
dominating role of the ideology. In an interestiwgy, this is a return to feudalism where
property rights and political power were concemttain the hands of a few, their claim of
legitimacy of this situation being supported byigiein. Although socialists would strongly
protest such a comparison, the parallels are stikirhis is also true for the paternalistic
bureaucracy that considers it necessary and addepta force people against their will to
adopt a way of life that eventually will be for thewn good." Kornai 1992: 88). In extreme
cases, paternalism can develop into what is knosvrcudt of personality. Such a cult is
supported by the absence of an election systenthandng terms in office of the top leaders.

Militarism: The highly militarist nature of socialist socedihas three main reasons. One is of
a historical nature. Socialist revolutions havéeitresulted in military conflicts, such as the
ones in Russia, China or Cuba, or were the resdltmajor wars (Eastern Europe). Class
struggle, either real or fabricated ex post, hanka the core of ideological legitimization of
the leadership and single leaders. Furthermore,véng nature of a centralized, planned
societal development implies the existence of gakthierarchies and of top-down command,
which resembles the structure of the military. Finahe enforcement of collective interest
against individual interest and the omnipreserggeimentality” of socialist societies who see
themselves surrounded by hostile capitalists supponilitary spirit even among those who
do not wear a uniform; as Kornai (1992: 59) note8, citizens should feel they have been
mobilized." However, this does not make socialisnmiitary dictatorship, since power
remains in the hands of the party and the bureayciRather, the military is under their
control and utilized to achieving their goals. Kairrf1992: 46) quotes Mao Zedong: “Our
principle is that the Party commands the gun, diedyun must never be allowed to command
the Party.”

Perfection drivesAs the problems of the classical system aggravheleadership becomes
aware of them but remains convinced that the systetf is right, just the correct principles
are not applied correctly and consistently enoufhe results are attempts at making
socialism work; these can take various forms, iticlg the reorganization on the upper level,
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the merger of firms, or the improvement of plannamgl direct control (Kornai 1992: 401ff.).
Perfections drives do not affect the socialist exysitself and hence are not reforms; their
effects will not be lasting, so in many cases theeee a number of consecutive perfection
drives over time.

Reforms and the End of Classical Socialism

According to Kornai (1992: 52, 416), the classistdge is over once the idea that certain
features of capitalism need somehow imitating arorporating into socialism begins to
pervade officialdom. Perfection drives are intaesifand become more encompassing and
bold. Issues that once were taboo can be openlgtelébn public including the media. The
leadership is still not ready to give up the powemopoly of the Party, its ideology, and state
ownership. Rather, it continues in the fashionhef perfection drives as described above, still
hoping to make socialism work, this time with cap#t ingredients. However, this is an
illusion: The internal coherence of the single comgnts of the (classical) socialist system
are so strong that the whole system is prone tause if only one integral part of it becomes
unstable. Socialism “produces a fabric so closebven that if one strand breaks, it all
unravels sooner or later” (Kornai 1992: 383).

The following four groups of inducements obligingetsystem to change Kornai (1992:
382ff.) can be observed in the case of reformedabsic systems: The accumulation of
economic difficulties, public dissatisfaction, asgs of confidence by those in power and the
outside example. In such a situation, the hitheexy effective political repression does not
function anymore, losing support even from adherefthe socialist system and creating not
obedience but resistance. The Achilles heel of ideplogy-based system with claims of
moral superiority is its legitimacy; once it is i{psupport can vanish at breathtaking speed.

While actual cases of transformation differ, itresethat none of them could occur without
support from the top and from within, the so-calteeform Communists”. As Kornai (1992:
413) notes, the emergence of such a group is afb@mected to the revelation of the top
leadership’s crimes against its own standards.

The last, i.e., the post-socialist stage of samalioverlaps with the debate on varieties of
capitalism as discussed in the preceding sectias.the subject of a heated debate over the
question whether formerly socialist societies thawe transformed into the one or the other
form of a capitalist market economy should still described as post-socialist or leave this
realm and simply be regarded as capitalist. Thevansbviously depends on the historical
perspective and the level of abstraction appliedydver, this debate, too, has to be largely
ignored for the sake of staying in line with thesioarationale of this paper. The next task is
therefore not a discussion of post socialism vensarigeties of capitalism, but rather a
summary of the major points that can serve as pmats to analyze the North Korean
system.

Classical Socialism and its Main Characteristics
Even more than in the case of capitalism, we cahkema certain distinction between
economic and non-economic features, although ilityetinese are closely interconnected.

(1) Political power:undivided, lasting power of the Communist Partgt dominant influence
of the official ideology; dictatorship of the prtdeiat, which is seen as a democratic form of
political rule; elections take place but do noeofthoices

(2) Ownership/property Dominant position of state- and quasi-state osaimer extreme
depersonalization of property; private property altiwed for employment of hired labor
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(3) Centralized Coordinatiancentral bureaucratic coordination, central plagrincluding
typical principal-agent problems, plan bargainirgantity drive, disregard of quality,
withholding of performance

(4) Motivation non-material incentives; careers in the partyher government are often the
only way to advance and hence regarded as higklyatide

(5) Stages of socialismocialism passes through various stages duringwhwill exhibit
different characteristics; initial enthusiasm widinish; the state replies with intensified
propaganda plus repression

(6) Labor. No labor market, no official unemployment, uneaywhent on the job, chronic
labor shortage

(7) Trade and FDl trading via specialized organizations; prefereanethe acquirement of

hard currency; interaction only cautious; prefeeefar import substitution rather over export
expansion; weak loan repayment discipline; prefegerof trade over foreign direct

investment; FDI mostly as Joint Ventures

(8) Low economic performanclw productivity, low levels of innovation, chriznshortage
economy, rationing

(9) Seller's marketdemand continuously exceeds supply

(10) Soft budget constrairfor producers, overinvestment at the expense asuwmption,
limitations on entry and exit of firms;

(11) Prices distorted, multiple price system; state pricest gmlitically; heavy
subsidization/premiums; unrealistic exchange raigh nominal price stability; hoarding;
parallel markets with inflated prices; producersd aconsumers show a weak price
responsiveness

(12) Hard budget constraint for consumeasd disregard of the state for consumption;
consumers are asked to either sacrifice the fulétit of their own desires for the sake of
future generations, or to postpone the fulfillmerit these desires, or their desires are
neglected.

(13) Investmentforced extensive growth; priority on investmenbds over consumer goods;
import-substitution; material goods over servicegjustry over all other sectors; heavy
industry over light industry; priority of arms inslny; new installations over maintenance;

"cult of scale", "gigantomania"; priority settinggonomic development over environment

(14) Moneyis not a universal means of exchange, no activeetaoy policy, no market
interest rate, multiple exchange rates

(15) Social securityfull employment; free education; full coverage ttne pension system;
state-provided subsidized housing; a welfare nebfphans, the sick, and the elderly; high
public security with a low crime rate

(16) Travel restricted foreign travel, especially to non-sdist countries

(17) Ideology working class is at the center, sometimes sulbsttby “the masses”

especially in agrarian societies; belief that d@nais historically correct and scientific;

belief of socialism’s economical and moral supétyavver capitalism; socialism as a good of
intrinsic value; enmity towards religions; combioatof socialist ideology with traditional
elements

(18) Paternalismpaternalistic leadership with cult of personalitfe-time terms in office at
the top; paternalist bureaucracy forces ignoraapfeeto act for their own good

(19) Militarism: militarized ideology and rhetoric; preference the military in resource
allocation; top-down command structures; reflectidmilitarism in art and historical views;
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transfer of military terminology and behavior teitlife; siege mentality and permanent state
of mobilization; military controlled by the Party

(20) Perfection drivesattempts at making socialism work by applyingraes that are not of
a systemic nature, including the reorganizatioth@nupper level, the merger of firms, or the
improvement of planning and direct control

The major points seem to be the power monopolyhkeyGommunist party; state and quasi-
state ownership in the economy; and centralizedrdioation by the bureaucracy. The
political component including ideology is of muclgder importance than this was the case
for a definition of capitalism. The reason is thecehtral structure of a capitalist economy
making it function autonomously as long as a nundéidramework conditions are provided,
while socialism not only needs to be micro-managedalso requires the deliberate
cooperation by a majority of the individuals in @ciety, a cooperation that will not occur
spontaneously but requires education, propagardlaantually also enforcement.

The Challenges of Classification: Is China Socialis

The preceding section is based on an analysistoélacases of state socialism as they existed
in the decades since the foundation of the Sovid@btJand until the collapse of socialist
systems in Eastern Europe in the late 1980s/ea@B04. However, claim on the term
“socialist” has been laid by other states or pmditigroups that would not necessarily qualify
as such if the above were applied strictly. The tnppeminent example is China. This case
demonstrates how important a clear definition afi@esm is, how academic and political
viewpoints can differ substantially, and how trickye application of criteria can become in
reality. The official Chinese view is that it hasdm and still is socialist; but if we statically
apply the points as extracted above following Kosnanalysis, we could argue somewhat
provocatively that China never went through a prgkd classical stage and at the moment
appears as being in the middle of the reform phase is right?

The Chinese emphasize that socialism has a nunfilmampeting fundamental tasks; in the
past (a euphemism for the Mao era), a wrong emgpliesl been placed on “class struggle”,
thereby neglecting the development of “productieecés” (Wang 2004). The latter has
developed into one of the main official argumeriskéep ideology in line with changing
realities as proposed by Deng Xiaoping in 1984 n@&Has not given up socialism; it rather
has shifted emphasis according to actual conditidfeng, claiming to represent the official
Chinese position, goes even further in his suggestihat public ownership is not a necessary
ingredient of a socialist economy, central plannimgs inferior to decentralized market
coordination, and Chinese socialism differs fromialssm in other countries. He maintains
that socialism is perfectly compatible with a markeonomy, and that having discovered this
fact is one of the greatest theoretical achievemehthe Chinese Communist Party. On the
difficult issue of Communist Party power monopdhg insists that the Party leads based on
the rule of law, although one could argue that @sglas the Party can alter the law
unchallenged by political opposition, reality conuésser to ruleby law. The term “working
class” had been sidelined already under Mao andsed only rarely in today’s China.
Moreover, the old euphemism “masses” increasingigomes substituted by “overwhelming
majority”.

A quick check against the points as extracted enprevious section shows that China has
given up strict state ownership of means of pradactThe problem of institutionalized low
productivity and inefficiency has been resolvediividual motivation is not ideology-based
anymore, militarism in society is prevalent but twomously reduced, the shortage economy
including rationing is more or less history, idepfadominates but is being transformed from
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Communism to nationalism, the bureaucracy is stitmrignot as dominant as in the past, the
seller's market has transformed into a buyer’s mtrthe budget constraint of enterprises has
hardened, prices are still affected by the statenot as artificially set as in the past, the
economy is fully monetized. On the economic sidebacomes increasingly difficult to
maintain the idea that China is socialist.

But what about the political sphere? So far, astidarmally the undivided power of the
Communist Party is still in place. But to compliedhe matter, a certain de facto softening of
the Party’s power monopoly is evidenced by theusicin of patriotic entrepreneurs under the
Party’s umbrella. This opens the way to expandddigad pluralism, albeit for the moment
only within the Party. One could however argue that first steps have been made and the
development of a multi-party system is a mattertiofe, since the society has become
diversified in terms of economic power trough therkvof a market economy based on
private or quasi-private property. How long will tdke until wealthy businesspeople and
successful local political leaders will ask for malirect representation?

An interesting feature of Chinese socialism emerghen we apply a dynamic view. Has
China ever experienced the classical stage? lag mot absent altogether, we should at least
emphasize its very short duration. The revolutmwktplace in 1949, but the events of the late
1950s (Great Leap) and the decade after the mi@sl@6ultural Revolution) disrupted the
continuity of socialist development and destroydie thalf-entrenched bureaucracy,
significantly reducing resistance against the ckargjarted in 1978.

If we look at the criteria developed for the cléisation as capitalist, the result is not
waterproof either, but nevertheless much more cmivg. China is quickly becoming the

biggest trading partner of many leading econommeshe world, replacing liberal market

economies such as the USA; profit making is legal o widespread that ideology is moved
to the backstage for many Chinese; socialist egaitism is replaced by an alarming
disparity in income and wealth across subregiomssaciety; property rights are protected by
the state, with private property on the rise altffokey enterprises are still in public hands;
market entry and exit have been legalized; a ceptem continues to exist but planning

becomes increasingly indicative and decentralizedjpetition is rampant; prices are largely
formed by independent market transactions, althdhghstate maintains its influence on the
exchange rate; allocation is increasingly dondhgamarket.

China is not the subject of this paper, so theudision must be stopped here; however, it has
become evident that the answer whether a countgodcsalist is not as easy as it might
sometimes seem.

North Korea: Classical Socialism?

Against this background, an analysis of North Kogpeamises to deliver interesting results.
The example of China shows that premature assungptian be misleading. If we apply only
the major characteristics identified for capitalisprivate, protected property rights;
decentralized coordination and allocation of resesy free market entry and exit) we can
already be relatively sure that North Korea is cegtitalist. However, the real challenge is in
the question whether it is, or ever was, socialist.

North Korea’s Socialism: From the Heroic to the &d&cal Stage

Korea has been a colony of Japan since 1910 arargeliberated when the Japanese lost the
War in the Asia-Pacific. As the Soviet Army marchatb the Northern part of the Korean
peninsula in August 1945, socialism was importedaisimilar way as this happened in
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Eastern Europe. The transformation to socialisiNanth Korea was a consequence of power
shifts in international relations, not the resudlaalomestic struggle like in Russia in 1917, in
China in 1949 or in Vietham in 1954/1976. This ltasimplications for the legitimacy of
political rule and the available ideological opsom will later argue that it made Kim Il-sung
less risk-taking on the domestic front than Mao afeglbut also explains his desire to leave a
political legacy of his own in the form of nationatification — either by military or by other
means.

The revolutionary-transitional stage of socialismNiorth Korea began in late 1945 and lasted
until about 1956, interrupted and extended by tbeen War (1950-1953). Formal statehood
was obviously less important, as the DemocraticoRé® Republic of Korea (North Korea)
was founded only in September of 1948. The (Jagaaesed) industry was expropriated by
the Soviets who regarded it as a war trophy; lateras nationalized as the emerging Cold
War prompted Moscow to understand that it bettér ttee economy of its allies intact.
Establishing state property in industry was a retlif easy task since most of the former
owners were the disgraced Japanese colonial masterdiad left already. Expropriation of
land was less uncomplicated, but the existence.8f-backed South Korea that also hosted
the national capital of Seoul, the traditional desice of rich landowners, helped smoothing
the process by providing them an exit strategy. WM&ndowners chose not to resist
expropriation directly and hoped for a grand solutin the context of Korea’s unification,
which at that time seemed a matter of a few months.

On March 05, 1946, a land reform was started arudaced successfully completed a few
weeks later. Land of Japanese, of collaboratorsyer a size of 5 chongbo (about 1 ha) was
confiscated and distributed to the farmers. On Ma28, 1946, a 20-Point-Platform was
promulgated that included the confiscation of thadl owned by traitors and great land
owners as well as the nationalization of big indaktand trading companies, but also
guaranteed freedom of trade and commerce. A lavocbncluded in June 1946 stipulated an
8-hour workday and a social security mechanisnduly 1946, a law on gender equality was
passed, banning polygamy and prostitution. A lawtlo® nationalization of industry was
finally passed in August 1946, referring mainlyféotories, banks and transportation. About
90% of the industrial sector became state-ownedgd-acale campaigns of alphabetization
were started and access to education improved.

Political power in the Northern part of Korea foliyiaested (and still does) with the People’s
Committees. They originally were organs of locaf-administration existing throughout the
peninsula that quickly became dominated by Comnigrsups and hence treated as illegal
by the U.S. forces in the South. The various doimestd exile Communist groups at first
united to fight the much more powerful Christiardamationalist opponents. They formed,
after a number of steps, the Korean Labor PamtyAugust 1946 that received the full support
of the Soviet troops stationed in Northern Korelroligh this, it became the dominating
force in a typical socialist “block” of politicalgsties, called Democratic United Front. After
the non-Communist political forces were either @liated or assimilated, factional strife
within the Korean Labor Party took the center stafjpolitics. It lasted until 1956, when a
putsch of the pro-Chinese and the pro-Soviet factigainst Kim IlI-sung’s Guerilla faction
failed and power was finally unified, monolithiccatargely uncontested.

North Korea exhibited the typical features of thexdic, revolutionary-transitional stage of
socialism. Reforms in ownership started with thpregriation and nationalization of industry
and with the expropriation and distribution of lariébllowing the egalitarian ideology,
hitherto disadvantaged large parts of the populatvere given a higher status and access to

® This party is also frequently called Korean Wotkétarty; Korean Labor Party is, however, the exact
translation of the Korean term and hence used tjtrout this paper.
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education. The past was rectified by punishmentfainer colonial masters, their
collaborators (a handily flexible term) and richpiters. Communists took over political
power. The formal institutions of a socialist demamy (democratic centralism) were installed.

When the DPRK was founded in September 1948, theichstage was about to end. This
development was disrupted by the Korean War thatralged the stability achieved during
the past five years, justified the demand for naerifices, and eliminated previous economic
achievements. It also led to an acceleration ofumber of processes. The war led to a
tightening of Communist control, an extreme milzation of society, and the further
reduction of the remnants of the old society, ideig private economic activity and political
liberty. Punishing political opponents of Kim Il4sgis Communist rule was easier at times of
military turmoil. The war also changed North Koeahportance for its socialist allies. They
were formerly reluctant to provide large-scale exoit assistance, partly because they were
occupied with their own reconstruction after WWiartly because North Korea was regarded
as too peripheral. This had changed substantiall¥950, leading not only to a large-scale
inflow of humanitarian aid, but also to massiveustlial construction and technology transfer
after 1953. This was the second transfer of wetiNorth Korea after the expropriation
drives of 1945 and 1946 and helped the economytay gynamic for some time.
Collectivization of agriculture started in 1953 awds declared successfully completed in
1958 (Lee 1962); all plots that had been distriduaenong individual farmers in 1946 were
transferred into collective ownership. The usuasistance against such a de facto
expropriation was relatively weak thanks to thecggesituation after the Korean War.

The atrocities of a civil war and the feeling ofwmrlessness during the American aerial
bombings strengthened the ideological side of teen@unist rule. Not only were many
political opponents eliminated during the war; iasvnow much easier to create a siege
mentality that lasts until present time, to pratiaa quasi-state of emergency and to justify
measures that would be similar to martial law. Idgp was increasingly merged with Korean
national features. This is to some degree in lift Wornai's analysis, but also reflects the
developments within the socialist camp after thatldeof Stalin and the beginning of the
nuclear arms race. The Soviet Union decided toaduits territorial expansion, discard
militant class struggle and focus on economic,afiytic and soft-power competition in the
context of what was dubbed “peaceful coexistenceien Nikita Khrushchev. Moreover, the
new leader openly attacked Stalin’s cult of perfighand demanded collective leadership.
This was neither acceptable to China’s Mao who alasut to consolidate his power and
prepared for forceful unification with Taiwan, neas it in line with the interests of North
Korea’s Kim ll-sung who had to deal with a hostiégime in South Korea and with factional
strife within his own party.

At first reluctantly, out of fear to lose the magseconomic support by the Soviet Union and
its satellites, but increasingly openly, Kim oppibdbe ideas of peaceful coexistence and
collective leadership. He did not want to join Beljs side, though, since the just-defeated
major opposition faction in his party was actudlitinese-backed and Mao was much too
risk-taking in the eyes of Kim ll-sung who couldtradford gambling with his fragile and
imported political power. When the Chinese stattesir Great Leap in 1957, Kim followed
very cautiously with a flattened version in 1958, wark-harder-campaign called the
Chrollima-movement. This was a very typical sogagffort at boosting output not by raising
productivity but by increasing a key input, in thdase labor. He also paid lip-service to
Moscow’s demands by simply neglecting the existesfoeult of personality in North Korea.
After the Bucharest and the subsequent Moscow ngeefi Communist Parties in 1960, the
differences between the Chinese and the Soviet Gomsts became so openly manifested
that it was impossible to maneuver anymore. Kirsuitg decided to raise the North Korean
assimilation of Communist ideology to the next ldweemphasizing the ideology of chuch’e,
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a term first mentioned by himself in a speech te 955 but not too extensively promoted
until the early 1960s. Chuch’e is generally desatibs socialism with Korean characteristics,
or the correct adaptation of socialism to the dmeconditions of North Korea. This is not
only an open deviation from orthodox socialism emmoted by the Soviet Union and adapted
by its Eastern European satellites; it has lateret out to be a very useful tool to overcome
the ideological challenges of the reform stageoofadism.

The open refusal to take the Soviet side in thdroatation with China cost North Korea the
huge external economic support it had receivedesi®61 and at an increased rate since 1954.
Moreover, what was interpreted as Soviet appeasetheing the Cuban missile crisis in
1962, combined with an emerging military dictatgosin South Korea since May 1961,
prompted the North Korean leadership to allocateenad its already scarce resources to the
independent buildup of its military, including ames and ammunitions industry and related
R&D. This put an additional strain on the economy.

Classical Socialism in North Korea: Checking thea€itteristics

North Korea quickly moved into what is a typicalaexple of classical socialism. The

passages between single stages are usually snsootimly rough estimates can be offered,; |
would argue that the classical stage started arthndid-1950s and lasted until the death of
Kim Il-sung in 1994, i.e., for around four decaddswe apply the 20 characteristics as
extracted above to North Korea in that period, iwd &n almost perfect match.

Political power was undivided and for a long tinmthe hands of the Communist Party;
chuch’e was the official ideology with dominantludnce; socialist democracy was in place
including regular elections, a parliament (the ®upg People’s Assembly), a constitution,
and no choices. Ownership of means of productios wahe hands of the state in industry
and collective, i.e. quasi-state, in agricultureoomic planning (Chung 1983) and central
coordination by the bureaucracy became more ané swphisticated, growing on the fertile
ground of a traditional neo-Confucian understandsighe organization of a society. The
North Korean economy became a typical seller’s miankith a limited choice of low-quality
goods, unfriendly sales personnel, and forced gabinconsumers who found few goods to
spend their money on. Money had only a nominaltiong since goods had fixed prices, they
could only be bought if they were indeed availadhel in many cases also a coupon was
required. As the various campaigns indicate, wikthing performance was rampant by
individuals who quickly realized that they shoult/e their energy for permanent requests to
work extra long. Material incentives existed ocoaally, but the main emphasis was on
ideological motivation through the omnipresent gispropaganda, but also by loudspeakers
that were either installed in living quarters anorkgpaces, but also mounted on trucks so that
they were available on construction sites and enfiflds. The constitution stipulates that 8
hours are devoted to sleep, 8 hours to work, amou8s to ideological training.

Despite all attempts at keeping revolutionary femo/e, enthusiasm seems to have vanished
since the mid-1950s, as is evidenced by frequestiladjical campaigns as well as reports
from visitors (Frank 1996). The response typicafigluded not only propaganda but also
repression; the issue of labor camps (the offiparadigm is reeducation instead of
punishment) remains a major concern regarding Niddtean human rights. There was no
labor market; workforce was allocated centrally amals not mobile. Free movement of
individuals within their own country was restrictednemployment on the job became
especially evident when the state was forced tp pyyment of wages to workers of non-
productive factories during the famine of the 199@bile at the same time offices and
universities in Pyongyang were regularly emptiedrduthe spring planting and the autumn
harvest seasons to make up for the chronic lalmtee.
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Foreign trade is not per se opposed, but nevesghdleated as a highly political issue in
North Korea. It used to be limited to non-capitalg@rtners in the 1950s but had to be
expanded according to the needs of the North Koeeanomy, and since the late 1980s also
because of the global changes. Trade with socipéigners was more a case of diplomatic
rather than economic interaction. Volume and cdstewere negotiated between
governments; fulfillment of commitments, loans ampdices/exchange relations were
determined politically. Products in high demandrsas gold or magnetite were sold on the
world market against hard currency, much to thetfation of socialist partners. Individual
enterprises could not sell or buy directly but bado so via state agencies coordinated by the
Ministry of Foreign Trade. FDI did not take placéwthe exception of a few Joint Ventures
with pro-North Korean businesses from Japan simee mid-1980s. North Korea had a
negative image concerning debt repayment amonglgiaiountries since the mid-1950s, as
is evidenced by archival documents disclosed imméor socialist countries. The same
happened with the West when larger loans becamiéblain the context of the oil crisis;
North Korea effectively defaulted on an amount thastimated to be around 12 billion US$.

The chronic shortage economy of North Korea preagkihe abolition of rationing for food
and other goods such as consumer electronics. Egmishowed the typical effects of the soft
budget constraint by overinvesting into unproduetareas, only to suffer from a lack of key
inputs that led to continuously low levels of capaatilization. This has been aggravated by
the chronic electricity shortage. The transportatamd communication infrastructure are
badly maintained. Neither the founding of a bussnesr bankruptcy are possible; the state
strictly controls market entry and exit. Prior 002, the price system was exclusively under
the control of the state, characterized by heabgisiies for food such as rice, and mark-ups
for consumer electronics such as TVs and compuiéexe were three different currencies in
circulation; one for North Koreans, one for foreegs from socialist countries, and one for
foreigners from capitalist countries. The excharajes for the latter two were different, and
multiple exchange rates existed for foreign trafleparallel market for food existed with
prices clearly above the state level.

Propaganda continuously asked consumers to sagrifics went as far as suggesting two
meals per day instead of one, and the consummatiomeat only once a weak. The capital
city of Pyongyang was covered with huge ceremohialdings, hotels and broad alleys,
although neither traffic nor the number of visitdiave yet justified these investments.
Among the symbols of a failed investment policy tlee 105-story Ryugyong hotel,
construction of which was stopped in the early X9@d not resumed ever since. The
investment policy laid out in the economic plansiuhe 1990s followed the typical socialist
pattern of prioritizing heavy and chemical indusatythe expense of light industry. Where
possible, imports are being substituted by locabpction. Pollution is not a major problem
in most areas because of the low capacity utibrasind lack of inputs of industrial facilities;
however, deforestation has reached alarming leaglgravating the effects of torrential rains
and having prompted South Korea to offer a refatest program.

The social security system of North Korea for agldme was a source of pride of the
leadership. Medical services and education wes free state cared for children and for the
elderly. Housing was either free or heavily sulm=edi as was staple food. Formal
unemployment did not exist. Official propagandaduese points to prove that North Korea
had indeed become a worker’s paradise, implyingttieapromises of the revolution had been
fulfilled and the sacrifices made so far were motain.

Travel in North Korea was heavily restricted at bdlels. Without a special permit,
individuals cannot move to another county. Leauing country is even more difficult and
only possible for a small ruling elite or for busss purposes. The borders are heavily
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fortified. The one to China seemed to be relatiagdgn, although this openness did not reach
the level of inter-Eastern European borders. Taartsps of ordinary North Koreans abroad
have not been reported. The number of foreignarsitvas very small; they mostly came
from among the pro-North Korean groups in Japamfother socialist countries, or included
Western businesspeople and diplomats.

The North Korean ideology described itself as dmti@and Marxist-Leninist, although the
latter vanished in favor of Kimilsungism. Being iadustrialized country with the majority of
the workforce employed in the industry, emphasishenworking class was less of a problem
than for Mao; this is also reflected in the namett@ Party and of the Party’s organ, the
Rodong Sinmun (Labor Daily). The historical correxds and inevitability of socialism has
been stressed continuously. The claim of beinghsiiewas especially well received by both
leadership and population, reflecting an importaart of Korean traditional thinking.
Religions are not officially banned in North Korbeat have de facto been eliminated or
sidelined. The once dominant Christian religion Hmeen reduced to a few officially
sanctioned churches. Buddhist monasteries existasmdhown to foreign visitors, and the
natural religion of shamanism is reportedly praadién the countryside. However, it seems
that the official ideology not only opposed religg especially through the cult of Kim II-
sung and Kim Jong-il, it has been tried to repldogan. This is exemplified in mystic stories
about the leaders, their origin and their deedsoutih rituals, pictures and places of
worshipping.

Paternalism is a characteristic of totalitarianteys, of many religions and of Neo-
Confucianism; it is hence not surprising to findint North Korea. A frequent motive of
depicting Kim Il-sung is that of the loving fathef his people or the omnipotent leader who
gives on-the-spot guidances on almost any sublexadership by example has been the
typical style especially of Kim Il-sung, who accorgl to North Korean sources made a total
of 20,600 such guidances, travelling 578,000 kne (sevw.korea-dpr.com). The Party is
described as the loving mother, officials are agketdke good care of their subordinates as if
they were their children. The people are expeabeshbw not only loyalty but love to their
leaders. Disobedience is in such a context notgal leffense but an act of treason.
Accordingly, the penal system focuses on reeducatio

Militarism in North Korea was a part of every-dafe | prompted by the hierarchical structure
of socialist societies, the emphasis on the rewalaty guerilla tradition as a source of
legitimacy, and strengthened by the Korean War thedabsence of a peace agreement that
legally means the country is still in a state of wa school, children wore uniforms and were
organized similarly to military units; paramilitayaining took place from an early age
onwards and was continued at the workplace. Youag were conscripted to the army for
about a decade of military service, the higheshsuember for all socialist countries. The
leaders wore clothes resembling uniforms and wemeosnded by generals on official
occasions. Resources were primarily allocated eoriilitary; in fact, it operated its own
industry, called the “second economy”, making ibremmically independent even from the
other branches of the executive. The slogans disglan North Korea used a militaristic
language (fight, front, victory, struggle). The itaity was controlled by the Party.

As the failure of the socialist economy became obwj the leadership reacted by attempts at
making the system work. Examples are improved mamagt systems such as the Taean
System and the Ch’ongsanri Method, as well as nomsecampaigns to work harder, to
utilize scarce resources more efficiently, to rdiaed currency, to increase output, to improve
product quality etc.
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It is evident that the presence of the three mdiaracteristics of socialism, i.e., the

Communist Party’'s power monopoly, state ownersim@ eentralized bureaucratic control,
have the results that can be expected based amasysis of other cases of classical socialism.
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North Korean Socialism: Entering the Reform Stage?

If North Korea were on the way towards transforomtiwe should be able to observe
changes to at least some of the points as madeealBgvit seems, the new global situation
after the collapse of most socialist systems, #wldof Kim ll-sung and transfer of power to
his son Kim Jong-il, the changed attitude of Sokittrea and the success of China and
Vietnam have not been without an impact on Nortindéa socialism.

Political power The signals emanating from North Korea in thigarel are mixed. Political
pluralism is not even a distant possibility undemrrent conditions. However, a certain
challenge to the power monopoly of the CommunistyHeas emerged from the Military First
Policy. Statements such as “the working class it the leading group in our society
anymore” and “fatherland is over ideology” are weiiih precedence and therefore hard to
interpret. They certainly indicate the end of odbw Marxism-Leninism in an unusually open
form; but, as Kornai’'s study shows, socialism anarifsm-Leninism are not necessarily the
same. It is therefore fair to assume that the Rapggwer monopoly is intact. However,
especially the well educated functionaries mustehaalized the hidden opportunities and
contradictions of this new mode of thinking, so steuld not be surprised if in hindsight, the
Military First Policy marked the ideological beging of the end of socialism in North Korea.
Another indicator of irregularity is the fact thhe so far last Sixth Party Congress has taken
place in 1980, breaking with the tradition of halglisuch conventions every five years as it is
still being observed for example in China.

Ownership/PropertyState and quasi-state ownership are still donmirtdowever, the size of
the so-called “kitchen gardens”, i.e., de factosae plots of collective farmers, has been
enlarged; they are explicitly mentioned in the 198fhstitution. Reportedly, there were
experiments with the reorganization of collectiviesed on enlarged families, a de-facto
return to the pre-collectivization period betweé@ and 1953. In industry, state property
has been left untouched, although individual emisep have received much more
responsibility within the state sector. A wage dieination system was introduced in 2002,
allowing factories to pay wages according to indinal achievement and the overall situation
of the enterprise, thereby raising the level ofnideation with the workplace through
classical material mechanisms. New forms of prgpkéave been introduced, such as Joint
Ventures between the state and private capitdfisis abroad. It is not yet possible to speak
of a dramatic reform in ownership; rather, we sewle perfection measures aimed at
incorporating some of the mechanisms of a capitatiarket into socialist reality in North
Korea without touching the system itself.

Centralized Bureaucratic CoordinatiorAgain, the assessment is not entirely clear. The
system of central coordination has not been abadisket it is far from being intact. This is
not only exemplified by the collapse of the ratimgisystem during the famine of 1995-1997
and its only incomplete resurrection thereafterortéenic planning showed signs of
irregularity even before, when plan periods hadbdé¢oextended by so-called supplementary
plans to gain more time to reach failed goals. €hity, the plan exists but more as a
symbolic, indicative figure. On the other hand, #tlecation of key resources still does take
place through the old central mechanisms and assaltrof plan bargaining. Pressure to
change is particularly high in this field since thmalfunctioning economy has become
publicly prioritized by the government.

Motivation The dominance of ideological motivation is evidermen strolling through the
capital Pyongyang or the countryside; both are mlewnith slogans. Their content has
changed according to the new priorities, eithersprg the Eternal President Kim ll-sung or
his son, or asking to defend the country with atamt spirit. However, this says little about
the effectiveness. In factories, propaganda pistutisplaying revolutionaries fighting until
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the end are supposed to inspire workers to follogirtexample, yet charts with individual
achievements in socialist competition (the ThreevdRegions Movement) are left empty.
Anecdotal reports indicate growing opportunitiesaidvance outside the state system, for
example by being a successful trader on one ofrthkkets, thereby reducing the value of
traditional systems of motivation. The Special Isiial Zone in Kaesong hosts over 80,000
North Korean workers, and the number is growinge Tdctories are South Korean, so not a
single slogan or propaganda poster can be seen.pyaductivity is high, teaching the
workers a silent lesson.

Labor. Recent reports indicated that the state incrgasifaces difficulties to staff its
production facilities. In 2005, a diversificatiorf the food rationing system has been
introduced that rewards regular presence at th&plawes as assigned by the state, since
many workers obviously left after wages could ne¢fk pace with inflation and better paying
side-line activities were a matter of survival. Esjplly women quickly developed skills to
keep their families alive by processing basic faootisaind selling the products on the markets
for a profit. This not only frustrated men who weneld why they went to the factories for a
fraction of what their wives made, it also deprivbd state of a large part of its workforce.
Accordingly, a minimum age for trading women on tharkets was introduced and raised
until about 50; enforcement seems to be a probleswever. From the Northern border
regions with China, it is reported that workersre@asingly seek jobs in JVs with Chinese
companies because they pay higher wages and @fr lwonditions. This is not yet a labor
market where enterprises freely compete over tls¢ dmployees, but certainly a departure
from the previous situation.

Trade and FDI The pattern of trade has changed substantiailyesi990. Preferential trade
has not disappeared but changed its nature. Otdgrarsuch as Russia and other formerly
socialist countries demand payment in hard curremxy the delivery of the agreed quantity
and quality, having nothing but economic motivesifderacting with North Korea. Also, the
partners are not other governments anymore buaterigntities or at least single economic
agents. Preferential trade still takes place, aassly proven by a look at North Korea’s trade
statistics. Imports continuously exceed exportdjendiccess to international finance does not
exist. Accordingly, the difference is covered bther aid or long-term loans that are de facto
similar to a free gift. New partners for preferahtirade have emerged, such as China and
South Korea. Especially the latter is a difficudtse; the language barrier does not exist, the
cultural barrier is lower, so that uncontrolledldgue is easier whereas misinformation is
more difficult. Most importantly, the stance towarBilDl seems to have changed. Since the
introduction of the first Joint Venture Law in 19&#d the largely failed Special Economic
Zone in Rajin-Sonbong, especially the Special IihisZone near Kaesong has developed
into a major hub for FDI. Other examples are thepewation with the strictly anti-
Communist Unification Church of Revered Moon, whigider the label P’'yonghwa (Peace)
Motors builds cars in a factory in the North Korezty of Namp’o. Other examples abound.

Seller's marketDiscounts, newly opened restaurants, street wepgtastic money — all these
are indicators of a substantial change in econoreiations and of a change towards
normalization, i.e., a buyer's market. This stamdslose connection with the issue of money.
The latter seems to regain a number of its basictions, becomes valuable, and hence turns
money-making activities into attractive options.eTtbnsequences are manifold and often of
an indirect nature; they have the potential ofaesly undermining the old classical system of
North Korea.

Soft budget constraintVith increased responsibility of individual pradion units and the
proceeding monetization of the North Korean econoting budget constraint of firms
hardens.
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Social security and equalityfhe hardening budget constraint makes lavishdipgron social
security both transparent and more difficult. Af&802, North Korea has introduced modest
social security premiums; the quality of the sesgidowers, and inequality according to
available resources is growing. Considering thalitsgianism is a major claim of socialism,
this will not be without its impact on the legitigyaof the regime.

Ideology As indicated above, massive ideological changesuader way in North Korea.
Most importantly, the economically defined eliteofkers) is replaced by a politically defined
elite (military), opening the way for much more Xilality in economic realities without
colliding too openly with official theory. Socialis is continued to be substituted with
nationalism, an ideology that is much less vulnlerab external attacks and to the effects of
newly gained information about the affluence ofgdean capitalist countries including South
Korea. In short, it is argued that although the tBd{oreans might be wealthier, the North
Koreans are the true nationalists who happily araugy suffer for the sake of national
independence and integrity. Such an ideology isminaeder to attack than socialism.

Paternalism Still omnipresent, changes are observable inales, too. Especially the cult of
Kim Jong-il differs markedly from the one of higtar. There is not a single Kim Jong-il
statue in North Korea, no school, no road, no sgjimnamed after him, and his face is not
printed on banknotes. About half of all slogan®yongyang praises Kim ll-sung; Kim Jong-
il benefits indirectly as his eldest son and chosgecessor. In a way, he portrays himself to
the people as beingrimus inter paresthe first among the many loyal children of Kim II
sung. This makes Kim Jong-il's position very sabet also raises the question whether
dynastic leadership can be continued. There ares sttat there might be no next leader but
rather government by a form of collective leadgrshi

Militarism: This has not changed, or has even become inxhsMissile and nuclear tests
are new developments that raise the level of tengim the other hand, the frequency and
intensity of clashes at the border has diminishedprist adventures such as attempts at
assassinating the South Korean president, abdsctiba bombing of Rangoon or the bomb
aboard a Korean Air plane have not been repeatee she 1980s. The increased emphasis on
the military can in some way be interpreted asga sif the regime’s insecurity. Finally, it is
important to note that the military-controlled paftthe economy has played a progressive
role in the economic transformation of China.

Perfection drivesNorth Korea has not given up socialism. All measuas discussed above
are aimed at making the system work, not at refognii. However, results not necessarily
coincide with intentions, as was evidenced in mi@mgner Eastern European countries. Still,
the North Korean leadership seems to hope to be t@bfollow the Chinese example of
gradual transformation of the economy while keeflognmunist Party rule intact and stable.

Today’s North Korea: Neither fish nor fowl

Present day North Korea presents a hybrid imagé.cssical socialism anymore, and not
yet undergoing full-fledged reform and transforroatiit has entered the reform stage and is
in the process of accumulating the energy neededdocome the last hurdles on the way to
real change. As the example of former Eastern Euh@s shown, such a process can last for
many years, even decades; however, once a cei@shbld has been reached, events can
become very dynamic and quickly transform in a eraif weeks and months what seemed to
be solid and insurmountable just the day before.

Such a development is difficult to detect and togtete in real time, as obvious as it will
seem to have been in ex post factum analysis. @Actsired, continuous observation is
therefore of utmost importance as an early warsiygiem. The latter is not just a matter of
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academic interest and curiosity; it has serioudigafons for a number of issues. The list is
topped by the hitherto unresolved nuclear issuéclwimust be seen in the closest connection
to the regime’s fight for survival in obviously fidult and turbulent, threatening times.
Humanitarian considerations play a role, too. Trefers to the possibility of the system’s
reaction to widening cracks in domestic stabilijydbepping up repression. But even without
this, a collapse of a society that even under stabhditions has difficulties feeding its
population is highly risky, especially for the wesk parts of society who might simply die
before the outside world realizes what is goingaod organizes humanitarian aid properly.
This in turn will have its repercussions on thecties by neighboring countries, for which
North Korea is also a strategic question. One ofteentioned scenario is a Chinese
intervention that could in the worst case lead toamifest conflict with South Korea and the
United States.

Having seen how significantly North Korea has bdewiating from classical socialism in the
past years, and assuming that such a changehs imterest of North Korean people and its
neighbors, a policy oriented towards the furthezsoemagement of such developments seems
desirable. This could include the integration ofrtNoKorea into regional networks of
cooperation, such as ASEAN+X (Frank 2008).
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