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Abstract

A study on the Characteristics of
North Korean Economy Since 1990s:

A Rent-based Economy

Yeji, Hwang
Department of Political Science and International Relations
Political Science Major

The Graduate School

Seoul National University

This study aimed to investigate the characteristics of the
North Korean economy after the economic crisis in the 1990s
by specifically focusing on the creation, allocation, and seeking
of rents. The core change brought about by the economic crisis
the 1990s, so-called 'the March of Hardship’, was the great
change in the behavior patterns of economic agents as the
planned economy system collapsed. As marketization progressed,
a significant portion of the resources were traded directly
among economic agents without going through the state. Since
the state-directed ‘official economic activities did not guarantee

livelithoods, obtaining income through ‘'informal’ economic
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activities that are not supervised by the official institutions has
become prevalent regardless of households, enterprises and even
governmental institutes.

In the meantime, the research of the North Korean economy
has looked at these changes mainly from the viewpoint of
transition in a socialist economy. One of the main criteria for
defining the economic system, the resource allocation
mechanism, 1s the core change involving the shift to the market
rather than the planning. Accordingly, it has been considered to
be the most appropriate conclusion to understanding the nature
of the existing North Korean economy as a 'dual economy’ in
which the planned economy and the market economy coexist.

This study, however, noted that the opportunities for
commercial activity in the North Korean economy are strictly
limited by the political hierarchy, and that a significant portion
of the newly created economic surplus is in the unproductive
power group. This 1s due to the nature of the North Korean
regime In which the economy i1s not independent from politics
and is an essential characteristic that should not be overlooked
in understanding the North Korean economy since the 1990s.
Therefore, this study argues that the North Korean economy
can be understood and explained by defining it as a ‘rent-based
economy.” A rent-based economy is where rent, which is
unproductive income, 1s the most basic source of wealth, and
removal of competition to create and preserve rent is prevalent.

The resulting rents are largely appropriated by the privileged
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groups that belong to the minority of the society.

To support this argument, this study analyzed the mechanism
of unplanned economic activity (market sector or informal
economy sector), which became a dominant economic activity
type in North Korea since the 1990s, and the foreign trade
sector. Although most of the economic activities -currently
carried out in North Korea appear to be similar to the market
economy In appearance, we can find a crucial difference in
terms of the market economy by looking into it through the
lens of a ‘rent-based economy.’

It is true that most of the resources are distributed by the
market mechanism, but that does not represent the essential
nature of the North Korean economy. The core characteristic of
the North Korean rent-based economy 1s that the income
transferred by seizing the results of others’ efforts becomes an
absolute source of wealth, and the state does not intervene but
promote this structure. Therefore, this study concludes that
even 1f the North Korean economy continues to progress with
marketization, it 1s distant from a market economy that is
normally understood, and hides a non-productive and predatory

structure.

keywords : North Korean Economy, Marketization, Foreign
Trade, Waku, Rent, Rent-based Economy
Student Number : 2017-24038
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