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NORTH KOREA ECONOMY RESTRUCTURING THE
ECONOMY OF DPRK: UNAVOIDABLE RISKS
PETER HAYES, ROGER CAVAZOS

he prospects for the North Korean economy
meeting Kim’s New Year’s demand that “…we
should bring about an upturn in improving the
people’s living standards”1 looked dim at the start of
2015. The self-imposed Ebola tourism ban lasted until
April, cutting off a major foreign exchange earner.2 In
the first quarter, there were reports that North Korea
faced a severe drought that would cripple hydro-electricity production and agriculture in 2015.3 The
former may have happened – no-one knows although
power shortages appear to be as severe as ever, forcing
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the conversion of a ten electric trains to diesel and
providing incentives to develop renewable energy
sources.4, 5 To what extent sanctions imposed after the
January 2016 nuclear test and the February rocket
launch may affect coal production and oil, especially
refined products, imports, remains unclear. China has
announced that it intends to implement a ban on exports
of jet fuel to the DPRK, for example.6 However, we are
skeptical that this will be a stringent application.7 Conversely, agriculture appears to have had a bumper crop
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in 2015, largely due to Kim’s apparent encouragement
of a dramatic increase in the private share of agricultural
production (reportedly up to 30-70 percent),8 and the
service sector appears to have grown quickly in the major cities, along with economic inequality and even
conspicuous consumption at restaurants and other approved sites. Thus, Kim can fairly claim to be bringing
about “an upturn in improving the people’s living
standards.” Larger-scale formal markets have remained
fairly consistent in size and operation over recent years,
especially in port, southern, and northern border cities. 9
Private home-based and street corner service and goods
vendors are not captured in this data but are likely expanding rapidly and flexibly, according to supply and
political conditions on a daily basis. Although Kim’s
on-the-spot guidance focused on “economic construction decreased from 28 percent in 2014 to 22 percent in
2015, he highlighted food production or the service
sector on these visits, such as terrapin, catfish, or vegetable producers.10
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The ROK’s Bank of Korea estimated growth in 2014 at
1 percent, but this seems low given reports from visitors
to the DPRK. 11,12 Some suggest that real growth may
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be as high as 4 percent although this rate may not be
sustainable in the face of declining terms of trade with
China for coal exports,13 and the continuing but limited
implementation of unilateral and multilateral sanctions
on North Korean trade financing and exports such as
light arms.14 Moreover, the Special Economic Zones
announced in 2014 remain more conceptual than real –
it does not appear that any Party or Organisational Secretaries (sine qua non requirements for demonstrating
true support - are in charge of the areas. Even the
long-established zones such as Rason lack basic infrastructure needed to attract foreign investment.15,16

Also, Chinese trade is down in the first three quarters of
2015 by as much as 17 percent by one estimate (due as
much to China’s economic downturn as to
DPRK-specific factors affecting its exports).17 Chinese
investment has cooled off although it remains important
in the DPRK mining sector. Due to its unwillingness to
share basic economic data, in February 2015 China rejected North Korean entreaties to admit the DPRK to
the China-led Asian Infrastructure Investment Bank
(AAIB)--a severe blow to the DPRK’s prospects to gain
substantial institutional investment in the DPRK’s
economy. 18 Thus, negative external trends may have
ensured that Kim’s New Year’s call to “get rid of the
proclivity to import”19 was fulfilled without much domestic effort, albeit at a high social and economic cost.
The decision in February 2016 by South Korea to terminate the Kaesong Industrial Complex will only intensify this inward turning dynamic in the North.20
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Future Prospects
The DPRK is positioned to exploit its location for rapid
growth based on rapid construction of infrastructure that
completes connection of Eurasian-Russian and Chinese
telecom, rail, road, logistical, pipeline networks and
power grids with the ROK and Japan.21 It should be
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able to extract substantial rent from the avid desire of
China’s three northeastern provinces to transit the Peninsula and use eastern ports to ship goods to and from
Japan and beyond, avoiding crowded ports in China
itself. As a northeast extension of China’s vast economic and maritime silk belt projects, 22 the North could
gain substantial income to offset its trade deficit with
China. This might even induce China to invite the
DPRK to join the AAIB.

party respectively, all in service of the central leadership
that then allocates goods and services to individuals
based on a loyalty system – the requisite markets to
support such integration will be absent and the economy
will languish. Meanwhile, Kim Jong Un has to ride the
domestic tiger in the DPRK’s mountains by reconciling
the limited market system that substituted for the failed
central economy with the de facto emergence of alternate power centers within the Supreme Leader system
based on wealth accumulation from these markets and
the generation of revenues within control system itself.
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However, until the DPRK decides to restructure its internal economy – really three separate but overlapping
economies run by the military, the line agencies, and the
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