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Introduction 1

1 . Introduction

DPRK's July 2002 economic reform measures attracted much
attention. It was geared to increase efficency and prdfitability by
‘improving and perfecting the planned economy,” as was said in North
Korea. Howewver, moving beyond the frame of planned economy, it
included such measu es as to partidly allow production and saes of
enterprises outside the planned activities and permit management
autonomy to medium or small business in consumer goods producton
or service sector.

Interms of its logic and measures, North Korea's Juy reform looks
very similar to the partia reform systems in China 1979-1984 and in
Vietnam 1980-1982. It is, nevertheless, questionable whether the
North Korea's attempt wil be as successfu as in China and Vietham.
This paper supposes that a Chinese reform might not guarantee a
Chinese success in North Korea Its success or falure is likely to
depend on the variables like progress in the current nuclear issue and
stability inits internal politics.

Regarding the future prospect of change and/or its success or
failure in North Korea, this paper attempts to illustrate nine different
scenarios. It assumes three possible developments for the nuclear
issue: peacefu resolution, stalemate, and sanction against North
Korea It simulates dso three possible alterations of North Korea’s

state capablity duing the resoluton of nuclear issue: strong, medium,
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and weak Onthe bases of these two sets of three variables, 9 cases
a e distinguished, with which varying pr ospects for resuts of change in
North Korea canbe speculated.
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Il . Three possible Developments of the Nuclear
Issue and their Impact on North Korea’s
Change.

This section discusses the prospect of change in North Korea
based on three possible developments in the nuclear issues: peaceful
resolution; tension bulding and war; and a long-term stalemate through

repetiton of progress and complication.

1. A stalemate: focusing on the ROK's North Korea policy and the
inter-Korean relations in 2003

Since the reemergence of the nuclear crisis in 2002, the situation in
2003 has been one of standstill. While the US and Japan pursued
‘daogue and pressure’ approach towards North Korea (D PRK),
Republic of Korea (ROK) hes maintained its ‘dialogue first principle in
its North Korea policy. Atthe US-ROK summit in May, the US induced
an agreement on ‘considering further steps’ in case Narth Korea
escalates the nuclear crisis and ‘conducting future inter-Korean
exchange and cooperation in light of developments on the North
Korean nuclear issue.’” In the same month, the US-Japan summit drew
an agreement on possibility of taking ‘tougher measues’ towards
North Korea. Mearwhile, the Proliferation Security Initiative (PSI) was

launched under the US leadership and Japan strengthened its
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measues onshipboar dinspection of the North Korean ship.

The ROK’s North Korea policy largely pursued two goals in 20031
The first goal was stabilizing management of the situation on the
Korean peninsula. The Ministry stressed that stabilizing management
of the sttuation on the Korean peninsua through continuing didlogue
and cooperation would directly affect the South Karean economy and
that the government would carry on warning against DPRK’s act of
escdating threats on the peninsula and urging North Korea to resolve
the nuclear issue through the inter-Korean dialogue channel while
strengthening its cooperation with the internationa community. The
second goal was a steady development of inter-Korean relations.
Despite difficult situation of unfolding nudear crisis, the Ministry of
Unification put effort into improving inter-Korean relations, and

maintained the momentum of inter-Korean exchanges and cooperation

1 It s summarized on the bass of the following materals: Ministry of Unfication,
“Recent development in the inter-Korean relations,” report of the minster of
unfication to the special committee on nter-Korean relatons atthe ROK Nato nal
Assembly, April 11, 2003; Minstry of Unfication, “Progress inthe polcy for peace
and prosperty,” report of the Minister of Unifcation to the 2nd <Open Forum for
Unifeation> on April24,2003; Ministry of Unificaton, “Progress inthe North Ko rea
Policy” June 2, 2003; Ministry of Unficaton, “Major Issues in the Policy for Peace
and Prosperity and Inter-Korean relatons,” June 30, 2003, Minstry of Unification,
“Major Issues in the Policy for Peace and Prosperty and InterKorean relations”
<the 9th Open Forum for Unficatio n> July 25, 2003; Ministry of Unification, “Major
Issues inthe Policy for Peace and Prosperity and Inter-K orean relations” <the 10th
Open Forum for Unfication>, August 11, 2003; Ministry of Unification, “Major
Issues in the Polcy for Peace and Prosperty and Inter-Korean Relations” <the
11th Open Forumfor Unfication>, Septe mber8, 2003
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through inter-Korean ministerial talks and working-level meetings in
various areas related to economic cooperation. The Ministry assured
that, as long as the North Korean nuclear situation does not aggravate,
it woud continue inter-Korean exchanges and cooperation to set up a
foundation for medium to long term economic and socdial community
bulding, and even to facilitate improvement in the military area While
continuing the three ongoing major inter-Korean economic cooperation
projects, namely Gaesong industrial complex construction, Mt.
Geungang tourism project, and connection of Seou-Shinuiju railroad,
the Ministry promated a pdlicy of actively supporting inter-Korean sodal
and cutua exchanges (Daegu Universiade, 8.15 joint national event,
Jeju peacefestivdl, etc).

Food ad to North Korea was regarded as a significant means o
realize the goals of the North Karea pdicy. The Ministry of Unification
maintains the importance of food aid as follows: Firstly, food ad to
North Korea leads to inter-Korean dialogue and cooperation, thus,
contributes to preventing further internal and externa crisis and
promoting stability in the peninsua. Secondly, food aid encourages
DPRK’s participation to the inter-Korean dialogue and provides a
strong means for the ROK to lead the dialogue. Thirdly,
discontinuation of ROK's annuad humanitarian assistance to DPRK
might break the link to continue inter-Korean dialogue and
cooperation.?

2 The Mnistry of Unficaton, “Briefing on issues related to provison of rice to Notth
Korea” May 28, 2003.
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Following the ROK-US summit, ROK-Japan summit, and
establishment of the PSI, the first level of international sanction against
North Korea seemed to have been agreed upon and advanced. A
crack down on DPRK'’s drug trafficking and counterfeiting, Japan’s
reinforcement of limiting the Choson Soren activiies and activating
inspectons on North Korean ships, and limiting inflow of US dadllars
attogether must have reduced the amourt of hard curency in North
Korea.

However, ROK has preserved the existing policy of separating the
North Korean nuclear issue and inter-Korean relations. ROK’s
humanitarian assistance to North Karea increased in 2003, comparing
to 2002. The total amount of ROK’s humanitarian assistance to North
Korea in 2003 was $263.62 million USD, including the 400,000 tors of
rice loan (calcuated at international price). The assistance is
comprised of $160 million USD of rice loan; $87.01 million USD of
government aid (4% increase from $83.75 million USD in the previous
year); $70.61 million USD of private aid (38% increase from $51.17
million USD in 2002). The aid from the international community,
however, has been decreased 38% from $257.27 million USD in 2002
t0 $160.13 million USD in 2003(see table 1).

Hence, South Korea became the most important humanitarian
assistance provider (62.2% of the total aid) to NarthKorea and a major
source of hard currency. The tota volume of inter-Korean trade in
2003 was $724.217 million USD, inceasing 12.9% from $ 641.730
million USD of the previous year.
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<Table 1> Assistance to North Korea (million USD)

Category 2000 2001 2002 2003
Government] 179.63 70.45 189.75 193.01

ROK Private 35.13 64.94 51.17 70.61
SubTotd(A) 214.76 135.39 240.92 263.62
Category 18177 | 35725 | 25727 | 160.13
Int’l Community(B) 396.53 492 .64 498.19 423.75

A/A+B(%) 54.2 27.5 48.4 62.2

*Statistics on the humanitaran aid taken from the official data of the Ministry of
Unification are refined 1o include 500,000 tons of fore gn grains in 2000, 400,000 tons of
rice loans respectively n 2002 and 2003, The figures ar cd lculated at intematonal p rice
and included as a pan of the government ad .

Alongside with South Korea's increasing assistance 1o North Korea,
trade between DPRK and China also further expanded in 2003.3
Import of food from China, in particuar, hes increased since the DPRK
suffered from food shortage caused by a cut down of food aid from the
international community and continung poor harvest. Fdlowing the
suspension of US heaw dll supply to DPRK in November 2002, the
DPRK increased its import of petroleum from China; the amount of
petroleum import from Chinain thefirst half of 2003 marked 86% of the
total petroleum import in 2002. Moreover, Chinese ervoy Dai Bingguo,
who visited Pyongyang in Juy, proposed that China would further
increase assistance to North Korea if North Korea accepts China’s

3 Kim Kwang I, “NK-China Trade in the 1st Haf of 2003, KOTRA- North Korea
team, October7,2003.
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medatory role between the US and the DPRK* Accounting to an
increased import of food and mineral fuel from China during the first
half of 2003, the trade volume between the DPRK and China
amounted to $377.72 million USD, a 16% increase comparing to $
325.41 USD of the same period in 2002. There has been a report that
China promised in October to build and provide a 30 billion won glass
factory to North Korea and to supply 500,000 tons of fud oil and
200,000 tons of food.®

The ROK'’s North Korea pdlicy may be warmly welcomed by the
DPRK. Firsty, North Korea may have to be under stronger pressure if
the ROK government complies with the ‘hardHiine’ pdlicies of the US
and Japan towards the North Korean nuclear issue. Owing to the
ROK's sympathetic North Karea pdicy, North Korea can restrain its
extreme actions and gain some tme. Secondly, despite a scale down
of humanitarian assistance from the US and Japan, North Korea
receives consistent aid of 200,000 - 300,000 tons of fertilizer, 100,000
tons of corn, 400,000 tons of rice from the ROK annualy. It accounts
48% of the total international assistance of 2002 and 62% of 2003.
The assistance from ROK is a confributing factor to the DPRK’s
internal and external economic stahility, expansion of state finance,

and economic development fund raising. North Korea sells the

4 “Hu Jintao wrtes to Kim Jong-il to open doorto six-party taks,” Hong Kong
Economic Journa( 2003.8.28, quoted in Northeast Asia Peace and Security
Network, 5 Septe mber, 2003

5 Yonhap News, November29, 2003
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400,000-ton rice ad from the South to its people for 46 won per kilo?;
the total amount of income from selling all 400,000 tons will be 184
bilionwon. The DPRK anticipated selling about 40 to 50 hillion won
wor th of people’s life bonds in three-m onth ime between May and Juy
2003.7 In other words, earnings from the sale of all 400,000 tons of
rice will mark about 37 - 46% of the amount of money planned to raise
in the sae of people’s life bonds® Thirdy, the ROK provides an
opportunity to make up for the decreasing hard curency income.
North Korea lost some of its source of hard currency due to a cut down
of remittance from Japan and a reinforced surveillance on DPRK'’s
exports of drugs, counterfeited money, and weapons. North Korea
began to invite a large-scae tourist groups from the South in spite of
internal problems, particularly in the second half of the year. The
number of South Korean tourists who visited the north in 2003 was 154
in February; 68 in April, 107 in June; 120 in Juy; 124 in August; 466 in

6 The Ministry of Unificaton “Assessment Report on the 1g On-site Inspection of
Food Distribution (2003 food loan)” October 10, 2003.

7 Rodong Sinmun May 4, 2003; KCNA, May 6, 2003; ITAR-TASS reported that
North Korea pianned to issue people’s ife bond inthe scale of 20 to 50 b ilion won,
(May 23, 2003)

8 North Korea dtated thatthe purpose of issuing people’s Ife bonds s “to meet the
demand of funds necessary for modemizing people’s economy and enhancing
producton and to secure stabilzaton of currency throug h regulation of the amount
of currency” Rodong Smmun, March 30, 2003, It is reported that profis from the
sale of peop e s Ife bonds have been invested in some major progcts forthe North
Korean economy in 2003 - ie. inthe power generation sector, and develop ment,
modernization and factory buiding. The Ministry of Unification, North Korea
Weekly, no. 655: 1 - 7 Aug ust, 2003
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September and 818 in October.

Fourthly, due to significart differences between the ROK and the
US in their approach to North Korea, the ROK gets explicit and impilicit
pressure from the US. Despite the US pressure, the ROK carries on
the present North Korea policy behind the outward appearance of
ROK-US cooperation. The ROK's North Korea pdlicy has a certain
effect on causing o acks in the ROK-US cooperation. Fifthly, continuing
turmail in the South Korean interna pditics contributed to the absence
of apparent restraints on the North Korea palicy by opposition partes.
Moreover, the ROK would not demand conditions that can put too
much pressure on the Northin negatiations since the ROK government
is greatly aware of the possibility of rising tension between the two
Koreas. Sixthy, there has been a tendency of corficts between the
extreme right and extreme left in South Karea in early and mid 2003,
featuring the emergence of ‘independent dipomacy faction and ‘pro-
US alliance’ faction within the ROK government, their confrontations,
and chaos. North Korea must be enjoying such a division in the South
Korean politics, and will try to take advantage of this situation (for
example, DPRK notified of its nonattendance to the Daegu
Universiade, then changed its position when the South Korean
president apologized, and findly decided to participate). Seventhly, the
ROK govermment puts a significant meaning to the inter-Korean
economic cooperation projects and socia and cuitural exchanges and
aso plays a leading roe. Because the proects are mostly carried out
upon ROK's requests and expenses, North Korea can just go along
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without facing any burden or investmert risk. If the projects sucoeed,
North Korea wil certainly gainfrom them.

Wemay suppaose a situation inthe future in which ROK continues a
similar North Korea policy as in 2003, separating the North Korean
nuclear issue and economic cooperation, while the nuclear issue
comes to a deadock. In such a case, internationa assistance woud
not increase, meaning stability and status quo of the North Korean
economy wil very much depend onits economic relations with ROK. |t
will eventually facilitate DPRK's opening up of its Gaesong industrial
complex and tourism industry towards South Korea. ROK provided
100,000 tons of corn, 400,000 tons of rice and 300,000 of fertilizer
respectively in 2002 and 2003. If the ROK aid discontinues, food
situationin North Korea will be in serious troudle. In order to maintain
the 2002 and 2003 levd of governmental economic assistance o
North Korea, it will cost the ROK government, caculated in Korean
won for domestic fiscal expenditure, notin international price, about $
700-800 million USD annudly (equivaent to 20,000 won per person)
with possible additiona $300 million USD for the annual cost of
building Light Water Reactors.®

As long as the nuclear issue remairs, it will be difficut for North
Karea to open up to western countries including the US and Japan. |
9 Hyeong Jung Park, “ROK's North Korea policy and assstance to DPRK n the

process of resolving the nuclear issue” Word Peace and Security of Northeast

Asia, coledion of papers from the KINU and Choongnam Universty Peace and

Seaurity graduate school joint international conference, Odober 25, 2003, pp.74-
83
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will, therefore, strengthen North Korea's opening toward South Korea
With dedinng aid from the internatonal community, South Korean
government and NGOs are taking up 62% of the totd assistance o
North Korea. Additionally, ROK is thought to be providing most of
North Korea's inflow of hard curency other than that from cfficial trade
activities. DPRK’s open wp towards South Korea will primarily am at
maximization of inflow of hard currency; secondly, improving
m anufacturing capability through inviting investments; and thirdly,
cooperating in publicity and future-oriented projects (e.g. Gaesong
industrial complex development project and inter-Korean railway
connection prgect). For a shat to mediun term, ROK will carry out
one sided support and investment to the North Korean economy,
which will be asignificant finandial burden for the ROK If the stalemate
proongs, only symbolic projects, which does not generate any
substantial profit for the time being, are likely to continue. In such a
case, expenses will rise without profit or breakthrough in inter-Korean
relations: North Korea will be only one constantly benefiting from the
projects. The ROK might, therefore, face a situation in which it gets
pressure from bath domestic polics and ‘hard-line’ countries like the
US or Japan todrop the prgjects.

Since there is a political need for the DPRK to deepen its exclusive
opening to South Korea for the time being, the ROK may need to take
advantage of it and tringit onto aform of structural subor dination (e.g.
prior occupation of the market, improvement of the overall image of
South Korea, cutural penetration, relaxation of the totalitarian ruling,
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efc). If the situation worsens, however, the ROK may be the first to be
exposed to pressure 1o stop the assistant to North Korea. If North
Korea strengthens its dependency on the South and promotes its
exclusive opening towards South Korea, it may correspond to a long-
term nationa interest of the ROK. But for a short term, there will be a
rise of idedogica and economic expenses and a gradua increase of
pdlitcal expenses in deding with the US and Jgpan. Minimizing the
short to medium term pdlitcal expenses requires persuasion and
compromise in the domestic political scene as well as persuasion of
the US and Japan.

2.A Case of Progress toward Resolving the Nuclear
Issue

W hile rising tension around the North Korean nudear issue and
signs of negotiations repeat themselves, the ROK and the US
respectively provided a vision regarding how to reestablish the
relaions with North Korea upon resadving the nuclear crisis: the ROK
has suggested a large-scae economic assistance, and the US
proposed a ‘bold agpproach’.

Such a policy perspective from the ROK and the US suggests that
resolution of the nuclear issue woud bring international cooperation to
rebuild and change the North Karean economy. The ROK and the US
are sad to be devising a three-step strategy for resolving the North

Korean nuclear issue. Acoording to the ROK's roadmap'®, the first
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step proposes the ROK, US, and Japan to confirm a nonaggression
intent towards North Korea in return for North Korea's willingness to
freeze onits nudear reprocessing, to defer its missile launch tests, and
to thoroughly dismartle its nuclear development. The second step
offers a multilatera security assurance to DPRK when North Korea
resumes dismartling its High Enriched Uranum (HEU) nuclear
program and plutonium produced since October 2002 and returns to
the NPT. Inthe third step, the US provides security guarantee ratified
by US Congress, removes DPRK from the list of terrorism-sponsaring
states, and gives a large-scde economic and energy assistance; in
return for this, North Korea takes measures such as verification of
nuclear faciities dismantlement, joinng the international arms control
system, improving human rights, and signing the antiterrorism pact. It
is reported that the US is also considering three steps, comprised of
clarifying the intent of nudear dismantlement, concrete actions, and
completion of dismantement.!’ As mentioned in the first round six-
party talk, the first step is so-caled ‘declaration of freezing the
situation, in which the US and the DPRK refrain from taking any action
that may aggravate the situation. It entails an exchange of intents that
the DPRK would freeze its nuclkear and missile activiies and that the
US woud not invade DPRK or seek regime change. In the second
step, the US calls for return of DPRK 1o NPT and IAEA nuolear safety
pact, dsmantiement of its HEU nudear weapons program, and IAEA

10  Yonhap News, August 18, 2003
11 Yonhap News, September 5, 2003
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inspection on its nuclear activities. Inreturn for the DPRK's
compliance, the US will provide a written security assurance with a
guarantee of the six-party talk participants, expand its food assistance,
and remove the DPRK from the list of terrorism-sponsaring states.
The third step is expected to include security assurance ralified by the
US Congress, nhormalization of relations between the US and the
DPRK, and energy and economic assistance to DPRK in return for
North Korea’'s completion of nuclear dismantlement, joining the
international arms control system, and improving human rights. It is
also reported that the US is reviewing a plan of signing a peace treaty
with the DPRK and establishing a peace regime on the Korean
peninsula upon resohving the North Karean nudear issue &t the six-
party tak.

If the nuclear issue can be resdved through these three steps,
North Korea will be rewarded with an increase of economic assistance.
With the externa assistance, North Korea will be able to sulbsidize
expenses for its interna stability during the process of reform and
opening and to obtain externa capita and techndlogy needed for its
economic developmert. In such a case, internal reform of the North
Korean economy will be able to experience more smooth fransition to
the ‘sodalist commodity economy’ level. This process is illustrated in
table 2.
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<Table 2> Three-Step Model for Resolving the North Korean Nudlear Issue

Steos USDPRK Relations nter-Korean DPRK-Japan | ntemnationa | Charge in
us DPRK Relations Relations Organization Nath Korea
Miual ‘Presaure Staky Separaion of he
wclear issue & inter-
Korean relaions
Restraining : :
nudear Standtill of he Discontinuatio
- overall relaions i
. | reprocessing, ol T he July
Withholding |\ 1c:.r gastng, | Mnisterial-level ks | normalization | aconomic
economic gl ) talks Humanitarian
declaration of |Connedion of oads assistance reform
sandlions O”Fd‘f:.; Gaewony Industial fheasures
Co”gg;:ﬁ:?”dbﬁlgee” posEzsHoN, complex Suspendon of
al Humanitarian | D2ePodond2 - construction/ [ humentarian
Assiganas inisslletesting, | Guirgang mountain aid
etc. wurlsiy Farily
reunior
Hurrenitarian aid
Halt urher rise oftendon X
Continued
I-1 cornngicer rent of contact huriari tarian aid Continued
DPRK-US| eck sach others'intents o humanitarian
Muintaining he .
Contact iiaintaining bilateral contacts overallrelatons aid
wihina rultilaterd fanework
USAS;“a”(E Expaision of
| .Entering nonaggression hurnari tarian aid
DPRK-US/ and F'ew”q.th.e Develou nentof Reopaiing of
Multilateral 11-2 | unwilingness nuclea nissle | ecialecomnic | normaiization Erteing h
- S activities Z0n€ teing he
negoliaions | pppy_g | o ek mgire talks Continued | Socialist
Negotiatic | Changein Ewansionofhe | R ption of | humanitarian | Commodity
n DPRK overallielafons [ hymanitarian aid Economy
Resurntion of |Reum NTP, deeploynlent ofthe aid
heavy Ligl-ol AEA US force in ROK
delivery inspectior
Acceleration of he
overall relaions Adi
Mulilateral Adhation of te Rt
security " yecial ecoroiiic intern a:on a
assurance Verifiable Z0n€ _ N
R | |dismantiement Resoivinahe | - finandd
or10wl dthe nudear | Boldeconoric SOVIgNe | jnsituions | Maurityof
DFRK fornhe program assistance at_)ducn on the sacialist
list of ) ; 1ssues commodity
I.SetingAgendaand| terrorism- .The second rounq B Economic
_ . inter-Korean sur i1 t| Expansion of . economy
=ulim ert 8ponsoing | Recommence humanitarian | assistance
dab’ metofhe | Economic ) issue fornhe UN
Large-scale I1isdle deal ir I;\TD:};:”I in
. or red
economic Advancement
assistance Recommencement of Task Forae
of efornand plan
opening
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USDPRK Relations nter-Korean DPRK-Japan |ntemationalor | Charte in
Steps Relations Relations | ganization |NathKorea
us DPRK
'Bold approach ) Negotations for
Cornpleion of COlec;}IIOH of disariienent and
nudear ) o
aonfiderce - buildin
LWR dismantlement pulding
congtruction ) Conventiona
G'_Ve_“p weapons redudion
IIl. Competion of Energy missiles | d redeployirent | Normalization | Development | Enteing he
nwlear progam aagl;gfto Hurrian Rights [y scdle mforn and of Norh Kowa | frststage of
dsmantemert and quarantee opening Compensation Norhoest Ada | Market
corclusion of Bank Econoriy

Establishinentof a payment
Discussion of etablishirientof a| Peace e reon the
durable peace regirie on he Korean peninsula

Koman Peninwula Fulilinient d the
Souh-Nath bint
Declaration

Negotiation

3. A Case of Stepwise Sanctions against North Korea

TheUS has beentalking about a sanction plan against the DPRK's
offensive action since the recurrence of the North Korean nuclear
issue. In December 2002, a major American newspaper reported that
the US government is planning a ‘tailored containment.12 Included in
the plan are economic sanctions against North Korea with backing of a
UN Security Council resolution, a possible interception on the North
Korean shipments exportng currency-earning missiles, and pressue
onthe DPRK's neighbours 1o scale back on their economic ties. It also
considers an option of requesting the ROK to discontinue its
cooperation with the DPRK if the situation fails o improve. Fdlowing

the DPRK’s resolute declarations onits possession of nuclear

12 The New York Times, Dece mber29, 2002
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weapons and completion of nudear reprocessing and the three-party
talk in Beijing in March 2003, the US opened summits consecutively
withthe ROK and with Japan, and discussed the North Korean nuclear
issue. Inthe joint statement between the US and the ROK (May 14),
two courtries confirmed the prindples on peacefu resolution of the
nuclear issue, in which they shared complete and verifiable
dsmantlement of the North's nuclear weapons capahilities through a
peacefu means. They dso agreed on consideration of futher steps,
should threats to peace and stahility on the peninsua increases. The
ROK president Roh stated that future inter-Korean exchanges and
cooperation would be carried out in light of developments on the North
Korean nuclear issue. The US-Japan summit (May 23) clarified the
importance of Japan's participation in mutilateral talks; the necessity of
more resolute measues in case the situation futher aggravates; and
Japan’'s more strict inspection on North Korea's illegal activities.
Futhermore, the US president Bush proclamedthe PSI (May 31), and
actively carried it forward. Opening the first PSI meeting in Madrid
(June 12) and the second meeting in Austrailia (July 9), the US
materialzed its sanction plans on North Korea on the basis of DPRK's
illegal export of dr ugs and weapons.

Coercive measures that the countries involved cantake, in casethe
situation intensifies, may be dividedinto four phases.’® The first phase
is selective interdiction, which is comprised of corntrol of import and

13 The fourphase argument is de veloped fromco nsutation with Dr. Park Jong-Chul
at the Korea Insttute of National Unfication.
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export of strategic materias and techndogy related to production of
Weapons of Mass Destruction; intensive supervision activities on
narcolics traficking and counterfeiting; blockade of inflow of US ddlars.
The second phase featues expansion of economic sanctions with
contrd of import and export of general goods; blocking inflow of
financial capital; suspension of remittances from Japan; and
suspension of frade withthe DPRK. The third is a phase of diplomatic
and military pressure, promoting a UN Security Council resdution for
military coercion; intensifying military readiness around the peninsug;
carrying out a fleet demonstration; and increasing deployment of
strategic weapons. The fourth phase is a limited surgica military strike
against the DPRK. The major development of the fou phases and
reactions from the DPRK toward the measures can be summarized as
intable 3.
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<Table 3> Maor Features ofthe Four Phases of Sanctions against North Korea
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II . Directions of Political Change and their
Impacts on North Korea's State Capability

If the development of the North Korean nuclear issue sets an
im portant external variable in determining change in North Korea,
pditica change in North Korea may be defined as a key internal
variable. Pdlitical change, in particular, is likely to have a significant
impact on the state’s capability of managing the internal and external
situations. The capabilities of states implies “capabiliies to achieve the
kinds of changes in society that their leaders have sought through state
planning, polides, and actions. Capabiities include the capacties to
penetrate society, reguate sodal relationships, extract resources, and
appropriate or use resour ces indetermined ways. 4

In the case of North Korea, the state capability weakened
significanty due to deterioration of the overall system following the
economic dfficuties of the 1990s. One good example is an evident
declinng of the finance capability of the state after the 1990s. The
officidly proclaimed state budget constantly increased up to 41.6 hillion
won in 1994, then sharply declined to 24.3 billion won in 1995, and
reached the lowest point in 1997 with 19.7 billion. Although it gradually
rose to 22.1 hillionin 2002, but the figure was only 53% of that in 1994.

14 Joel|S. Migdal, Strong Societies and Weak States: State-Society Refations and
State Capabifites n the Third World (Princeton: Princeton Universty Press, 1988),
pp. 4-5.
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Since 1995, North Korea has maintained a minimum level of state
order through a martia rue under the heading of the ‘military-first
poliics’. However, it fais to fufill the basic duties of an ordinary state
such as providing a minmum socia security or preserving the
education, heath, and economic subsystems.

Accordingly, the extractive capahility, the regulative capability, the
distributive capability, the symbolic capability and the responsive
capabhility, which constitute major indicators for the state capahility, all
weakened significantly.’® The collapse of management in the
sublevels fdlowing the economic difficulties resuted in a marked
decrease in their economic profit payment to the center. As the
sublevel management experienced difficuities due to the economic
crisis, function of the party organizations that had been heavily
depended upon subordinate levels became paralyzed. To make up for
the problem, the ‘military-first pditics’ was introduced, repladng the
party with the military to form an idedogical model and strengthening
the role of military in producton and law enforcement  The distributive
capabhility of the state also weakened due to a fall of income resulted by
the economic difficulties. In terms of the symbdlic capability, the
politcal and idedogica prestge of the core symbdis (i.e. the leader,
idedlogy, the party) faded. There has not been much change in the
responsive capability, but the unilateral ruling reinforcement

phenomenon appears to have occured in order to complemernt the

15 Gabriel A. Almond and G. Bingham Powell, Comparatlive Politics: A
De velopmentalApproach (Boston: Little, Brown, 19686), pp. 194203
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weaknesses in other areas.

A nunber of measures and phases in the Juy economic reform

reflect some restructuring efforts of North Korea to improve the
situationin these aspects, as demonstrated in table 4.

<Table 4> Changein State Capability and Heorganization Patternin North Korea
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1990s
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For successfu adaptation and reorganization in strengthening the
state capabiity in a new situation (e.g. the Juy economic reform), a
capable and stable leadership that can lead such a change is
essertia. If Noth Korea secures a stable and capable leadership, it
will be possible for North Korea 1o follow the Chinese path of change.
Though China faced many difficuties and complications in the process
of reform, it had relatively strong command of the central governmert
and firm leadership. Inthe Soviet Union, on the other hand, the central
government cdlapsed during the reform process and lost control.
Consequently, there appeared phenom ena apparent in failed states in
the Soviet Union for a significant period of time. At this part, it is
difficut to confirm whether North Korea will fdlow the footstep of the
Soviet Union o the traectary of China. With the two possibiliies in
mind, developmernt in North Korea needs to be closely observed.

Uncertainty remains in the interna pditical development in North
Korea. Kim Jong I may rue for a prolonged period, or he may not be
abletoin certain cases. For instance, there can be an emergence of
power struggle in the succession process, an outburst of internal
political discontent, or an internal agitation attempt caused by
inconsistency in its foreign affairs. Whatever the case, change in North

Korea can progress with direction and order ony when the central

16 Officaly announced North Korea’s budget reached apeak in 1994 wih 41.6 billion
won, then d rastically dropped to 24 3 billion won. It maked the lowest in 1997 wih
19.71 bilion won, then gradually increased. The budget for 2003 is estmated to
be 2523 billon won. Inshott, North Korea's state bud get between 1995 and 2003
marks betwee n 47 4% and 60.8% of the figure of 1994
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govermment is stable and capable of pdlicy redization. If the central
power weakens with the dedining contral capability, it will accelerate
deterioration of the central government and disorderly autonomy of the
sublevels, causing the overall economy to plunge into confusion. If the
centa government inNorth Korea, led by either Kim Jong Il or another
leader, maintains stability in the future, it wil be more efficient indeding
with various internal and external problems. Otherwise, North Korea
will face greater dfficuties in handling internal and external matters
even with the improvement of external environmert. Palitical change,
state capability, and the assodated political forms in North Korea can
beillustrated as shown in table 5.

<Table 5> Political Change, State Capability and Political Forms in North Korea

State F . )
Capability Case Pousible political forris
“dic ydriven charge by Kim Jong | Modemizing Auhoritarianis i
igh - )
9 =mergerce of cdlective leagership atter he Modenizing Auhoritrianis
death of Kim Jong |
Mediurm Chengeindueed following the td lure of social Modemizing Auhoritarianis n
resistance
Crange by foreign i rierventon and divisi on )
F ailed Ste
withi nhe leedership alod e
Chargelby lack of countlerm essure capabiiy dif £ oiq
Kim Jong Il
Imtmlityintmleaje*ah‘ piolowing the degth o F siled Staks
oW Kim Jong Il
Change by successiu sccid resis tance Chaos
=limi netion ot Kim Jong I by p ucking-out Reacionary Regiiiie
preemplve stike
naLci ng cdlapse by ercouraging massive Reacionary Regiine/Chaos
defection )
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IV. Medium to Long-Term Prospect: Nine
different Scenarios

Summing up the discussion thus far, this section outlines nine
different hypothetical situations depending on externa environments
and internal political circumstances. The external envirorment variable
is subdivided into three independent variables: improvement (success
of the six party talk), status quo (continuation of the situation as in
2003), and aggravation (advancement of futher measues). |n case
the six-party talk resuts in success, al the secuity concerns related to
North Korea will be resadved and the neighboring countries will activate
their assistance to North Korea. Inthe case of status quo, basic
sanclions against DPRK may be carried out parallel to didogues on
the basis of the 'Dialogue and Pressure’ principle of the US and Japan,
howewver, the ROK and China woud continue to provide significart
assistance to DPRK, adhering to a ptinciple of tesolving the nuclear
issue through diadlogue’. In the case of aggravation, ROK and China
would either scale down or give up the ‘didogue and assistance’
approach and jon the US and Japan in imposing sanctions against
North Karea

The internal pditics varigble is divided into strong state capability,
medum state capability, and weak state capabilty. The medium state
capability describes the situation roughly similar to that of 2003. DPRK

maintains the functioning of the central government to a certain level
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and attempts to reform its economic system (e.g. the Juy economic
reform measures) to meet the changing situation. In the case of the
strong state capability, the central governmernt exercises the policy-
leading authority, and restores the order of subordinate levels that
loosened wp during the economic difficutes. The weak state capabiity
is the case when the central government loses its pdicy-leading
capability, andfurther slackens its regulaiononthe sub-levels.

On the basis of two sets of three variables, 9 cases (3 X 3) are
distingushed, with which varying prospects for economic policy and
economic situation in North Korea can be specuated. Plausible
changes that can occur in the nine cases are agan categorized into
three types: active change by regime’s choice, passive change due to
adaptation, and change by socia demands. Compiling all the factors
and features, table 6 presents amatrix of futlre change in North Korea
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<Table 6> Reform and Opening in North Korea on the basis of state capability

and external variables

Exte ral Variables

mprovement
(suacesstul six party talk)

Sttus quo
(dtuationin2003)

Aggravation

(gradual enforcement of
further measures)
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Bummy
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+status quo of th e economic
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(Il Low-spe ed change by
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+Financial @n draints
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defense indu gry

ek

(VIHigh speed change by
adaptation following th e death o f
Kim Jong |

+Unbalanced growth, financial
constaints

+Mafia-gyle internal disinteg ration
+Mafia-gtyle opening

+Increa gn g extemallinfluence by
specific re gions

+Disintegrat on of autonomy of
people’s economy

+spontaneous transformation of
tedefenceindugry i consumer
industry

(Vb Accel erafon of change by
adaptation following the death of Kim
Jongll

+gradual weakening of central
control

+internal disintegration and Mafia-
style e nomy

+Financial on graints
+Mafiasty e opening
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+Coll apse of the system prioritizing
te defenseindu gry

( [X)High speed/ mediu m-
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+Collapse of control of
sublevels

+financial bankruptcy

+Mafi aeconomy, Mafia-style
opening

+Decreasing rade with China
+Collapse of the system

prioriti zn g the defense
industry
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<Case b

A successiu six-party talk alleviates the threats of nudear weapons
and WMD and enables North Korea to actively promote its reform and
opening policies backed by a secuwity assurance from the five
countries. The North Korean central government strengthens its policy
execution capability by playing a policy-leading roe and by improving
supervision and control of the sub-levels. Econaomic pdicies are
reformulated to increase production of consumer goods and improve
people’s livelinood. Economic pdlicies aso become export-oriented for
acquisiton of foreign curencies. As people's living condition visibly
improves, the support for the reform-oriented leadership increases and
internal politics become stabilized. It encourages liberdlization in
people's daily lives. Since the security issue has been resolved,
preservation of the defense industry is no longer needed.
Consequently, it leads to an orderly transformation of the defense

industry into consumer industry.

<Case lI>

In the absence of a breakthrough or aggravation of the nuclear
situation, assistance from the ROK and China cortinues. North Korea
inter nally carries out some reform measures o improve productivity,
and advances its pdicy executing capahility through intensifying the
reguations on the subordinate level cadres. The pdicy implementation
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progress, however, is not significant due to insufficient external
assistance and problems of ‘reform costs’ like inflation and rising
disparity inincome distribution. A certain level of ‘liberalization’
accompanies the economic reform measures, but a major inter nal
resistance is unlikely to occur politicaly because the perception of
external threats persists. Opening the country to the outside is
pusued, but South Korea woud be the only partner responding to
such amove. Accordingly, frade with South Korea will increase, and
the rising investment from the south will alleviate North Koreda's
economic management to a certain degree. As the externd threat

perception persists, it will continue to prioritize the defense industry.

<Case llI>

Internal difficuties in the North Korean economy surmourt as the
aggravation of the nudear situation resuts in suspension or a cut down
of assistance from ROK and China. As a reaction to the worsening
internal situation, North Korea will enhance coerdve and repressive
measures polticaly. Whilst stressing the principles of ‘self-reliant’ and
‘Juche’ economy, internal economic policies will concentrate on
keeping the basic industries in extraction, electriaty, transportation, and
agricultr a sectors. The defense industry will be strengthened onthe
basis of the externd threats perception.
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<Case V>

Success in the Six Parly talk resolves the security issue, and
expands foreign assistance. The fop leadership exercises its policy-
leading power, but a conservative orientation of the leadership or a
rising reform-induced centrifugal force within the leadership hampers
efficient execution of the reform measues o distorts the nature of the
reform. Externd assistance increases autonomy of enterprises and
regiona governments, rather than enhancing the capability of the
central governmert. As a resut, the central government suffers from
the fiscal crisis. Since the role of aid donors - the ROK, Japan, and
internationa organizations - increases in the North Korea's economic
decision-making process, the North Korean economy will come under
their influence, inducing its peripheriaization in the world economy.
With reduced externa threats, the defense industry will fansform to

cohsumer industry.

<Case V>

This case may describe the situation of the second half of 2003.
With the support from the ROK and China, North Korea maintains the
internal economic stability and carries out some internal refarms.
Although opening towards South Korea is in progress, refarm and
opening towards other foreign courtries do not bring any significarnt

achievements due to instahility of the security-related situation.
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Pressure for resource distribution in the consumer industry rises with
the reform in progress, but pressure of resource distribution in the
defense industry simultaneously rises with the security instability.

Nonethdless, no evident corflict evolves aroundthis issue.

<Case VI>

Despite relative stability in Kim Jong Il regime, economic situation
aggravates as worsening nuclear crisis resuts in ‘further measures’
towards North Korea, which damages its economic relations with the
ROK and China. Slanting towards prioritizing the defense industry, the
consumer industry shrinks, and financia resou ce of the central
government runs out  Aggravaiion in the internal economic situaton
brings about a tendency of rising autonomy in regional governmeris
and enterprises as their redemption attempt and a tendency of
strengthening centrifugal force such as spread of black markets.
Worsening secuity situation enhances aconservative arientation inthe
central government and a centripetal force in controlling the economy
to prioritize the defense industry. This can lead to a clash between the
centripetal force and the centrifugal force, which will initidly strike the
Gumgang mountain tourism project, the maor source for cashincome.
This will be followed by suspension of Gaesong industrid complex
development project, a cut down of humanitarian assistance to North
Korea, and either simultaneous or afterward cutback of food and oil

import from Chinain a form of aid.
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Should something happen to Kim Jong Il for whatever reason,
centraization of power will be difficut in North Korea. Once Kim Jong |l
is gone, power struggles among the top ruing dlite will emerge; if
power struggles persist for along-term, North Korea will drift without a
clear policy direction while control of the centra government on
regional governments or enterprises considerably diminishes. The
common feafures in the case of weakening contrd and management
capability of the central government may be pinpointed as alsence of
efficient economic pdicy and rapid expansion of market activities.
Growing market activities is likely to induce collapse of the internal
economic system, spread of black market, and formation of a Mafia-

style economy, rather thanfacilitating economic growth.

<Case VlI>

The six party talk ends successfully, resolving the security issue
and expanding foreign assistance to North Korea. Nonetheless, the
central government's policy capability and contrd of the sub-level
conhsiderably decline due to some interna pdiitical factors. Economic
situation in genera improves with the rising foreign support, but certral
government's lack of pdicy and contrd capability results in increasing
corruption in the sub-levels and disturbance in the general public order.
In spite of improved economic situation, the central govermmernt will
face serious financia constraints. Subordinate organizations will

attempt to form economic relations with foreign countries either
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individually or illegally, thus they may come under the influence of
cetan foreign countries. Owerall, Mafiastyle capitaism and opening
will emerge. Transfomation of the defense industry to commodity
industry will take place, not in an orderly manner within an overall
pdicy arrangement but rather in a disorderly manner by enterprises
attempting to pioneer their independert survival route.

<Case VllI>

While the security issue remains to be unsdved, the reguation
capability of the central goverrment weakens by internal divisions.
Decentralization and liberaization speed up, intensifying atendency in
which the range of activiies by enterprises, regional governments, and
individuals escapes the overall contrd of the central government. This
will result in a gradual internal dsintegration of the system. Owing to
the dedining contrd of the centra govermmert, rule and order of the
bureaucratic organization cdlapses and corruption increases, inducing
a political power and corruption colluded Mafia-style market economy.
There will be a growing tendency of autonomous foreigntrade relations
o smuggling business evading the confral of the central government
Even with the opening directed toward South Korea, the progress will
be quite insignificant The dedining contrd of the central government
on its subord nate levels will also intensify financial constraints.
Accordingly, the system of prioritizing the defense industry wil cdlapse

in practice.
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<Case IX>

Internal contra power drastically weakens with emerging divisions
in the top leadership and aggravation of the security and economic
situaton. The central governments control system on sublevels
crumbles due to a financial bankruptcy, falling authority, and a
leadership division maneuver. Theinter nal economy only preserves its
minimum central components. A cdlapse of the centra contral system
along with heavy pressure from serious irflation induces a formation of
a market economy centered on bartering and speculation. With
increasing corruption of the dffidals, the interna economy transforms
into a Mafiastyle market economy. The declining central control
encour ages illegal economic activities such as speculative foreign
trade, stockjobbery deals, and smuggling. Fisca constrains intensify
as central control of sublevels deteriorates, resulting in an actual
collapse of the system of prioritizing the defense industry.

As discussed above, the economic situation in North Korea in the
next ten years may vary significantly depending on a combination of
externd, internal, economic cooperation variables o the drrection of
change in each varigble. Among the possililities, the best situation
may be described as follows: solution o the nuclear issue gets dearly
materialized in 2004; a strong and wise leadership in North Korea
pushes faward reform and opening pdicies boldly and consistently;
North Korea forms a six party consortium, in which the two Koreas,
Japan, China, US, and Russia cooperate to rebuld the North Korean
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economy; South Korea is wiling, capable, and wise enoughto play a
leading role in reconstruction of the North Karean economy, displaying
its ful capacity while maintaining its political and economic stability.
The warst situation, on the other hand, may featue the fdlowing
conditions: a staemate of the nuclear issues persists for a prolonged
period of time; or isolation of North Korea in the international
community lengthens, in spite of some progress in the nuclear issue,
as the US-DPRK relations come to another deadlock on the issues of
drug or human rights; politca chaos prolongs in Narth Korea due to
internal division in the leadership; drugs and weapons are exported by
governmment-business colluded Mafia groups in North Korea; a
situation, in which the North Karean central governmert is incapable of
implementing or executing effident polides, continues; foreign capital
hesitates to invest in North Korea due to its lack of confidence inthe
North Korean internd situation; ROK experiences a long-term sodall
instability and absence of political leadership; and a massive scae of
defection from North Koreabegins to occur.
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V . Conclusion

Overall, the internal change in North Korea that was induced by the
economic difficuties of the 1990s is irreversible. Newvertheless, one
cannot be certain whether the change will resut in success or failure in
the medium to long term. The question of ‘success’ and failure’ of the
change in North Korea depends on how the situaion unfolds in terms
of the development of the nuclear issue and the direction of its pdiitical
change.

A ‘Chinese-style reform and opening’ may be plausible if the
following conditions are met: firsty, the nuclear issue enters the
process of being resolved; secondly, a large-scae externd assistance
to North Korea resumes; and thirdly, the North Korean domestic
pdiitics become stabilized. If any one of the three conditions is not
fufilled, North Korea is likely to be in a form of faled state’. If the
centra government of North Korea collapses in the process of
unfadding nuclear issues, resulting in severe interna chaos and
development of the Méfia-style capitaism in North Korea, the pdiitical
and sccid oosts that South Korea has to take uponin the future may
rise to an extreme.

From a short-term perspective, there exist padicy differences
between the ROK and the US regarding the North Korean nuclear
issue that has reemerged since October 2002, but the two countries
are consequently dividing the rdles of ‘good cop and bad cop’. Under
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this situation, North Korea’s economic dependence on South Korea
has inceased and its strong idedlogical stance against South Korea
has diminished considerably. In the midst of North Korea's
aggravating action or its rising tension with the US and Japan due to
the nuclear and other related issues, a cut down of assistance from the
ROK can have a strong impact on North Korea. ROK's assistance 1o
North Korea in 2002 and 2003 has been playing a central rde in
helping North Korea to maintain its internal status quo and to gain time
and options in resaving the nuclear issues. Taking this into account,
the South Korean government’s North Korea policy should
simultaneously focus on stabilizing the situation on the Korean
peninsua against the unfolding nuclear issue and taking advantage of
its rising contribution to North Korea to draw concessions from the
North on many issues related to inter-Korean relations; these may be
listed as some humanitarian issues concerning reunion of separated
families and prisoners of war, expansion of inter-Korean social and
cultural exchanges, military confidence-building between the two

Koreg, efc.






