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Executive Summary

Expansion of Special Economic Zones in North Korea:

Possibility and Direction

[hk-PFPvo Hong

The term ‘special economic zone was emploved when the People's
Bepublic of China allowed the four southeastern coastal regions to take
up a positive market economic systetm as part of its door opening policy,
The third pletiary session of the 11th Central Committee of the China
Cormmunist Party in December, 1978 made a shift from the ideclogv—first
policy =0 far to the econothic construction-first policy, thus deciding on
‘door-opening  and activation of domestic economy as its irmportant
strategy, As part of the first stage, under the mottos of “active utilization
of foreign investment, ‘introduction of advanced technology, and
‘expansion of export, the Chinese authorities designated parts of the four
cities, Shenzhen, Zhuhai, Shantou in Guangdong, and Xiamen in Fuiian as
special economic zones in  July, 1979, and later in 15988, elevated
Hainandao to the Hainan Frovince status, at the same time authorizing it
as the fifth special economic zofe,

But now the term 'special economic zone does not only mean the
above-tmmentioned thing Chinese, but has also come to generally refer to
zones, such as free trade zone, free international investment zone, free
export trade zone, and export processing zone, which are provided with
some  special  treatment  in tertms of  production,  trade,  and  tam
differentiated legally or institutionally  from  other domestic regions,

wherever they are located in the world Bwv the definition of the UNIDO,
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the special economic zone means an industrial complex zone selected and
selected within a country for a special policy purpose and designed to
induce domestic or foreign companies to engage in business activities by
providing such cotmpanies with a series of preferred treatment mmeasures,

According to their functional purposes, special econotric zones may
break down into 1) the Trade Twpe, 2) the I[ndustry-Trade Tvpe
combining industry and trade, 3) the Science-Technology Type aiming at
development  and  introduction of science and  technology, and the
Composite Type for multi-purpose functions,

The special economic zones, although divided into the above 4 types
in termms of the functional purposes, show  considerable  corntmon
characteristics in terms of the basic purposes and geographical conditions
of establishment, The purposes of setting up special economic zZones,
though a little sraried in the particular order of preferences, put general
priorities  on  export expansion and diversification, financial income
increase, emplovment enlargement, introduction of advanced science and
technology and management know-howe, trade balance betterment and
foreign  investment increase, and  regional  development, For  such
transitional econotries such as China, Vietnam and Bussia, the special
economic zones also acted as a laboratory of economic reform and as a
window of interaction in the initial stage of reform. And the geographical
conditions of the special economic zones mainly consider the international
transport situation, the economic potential of the region itself or the
surrounding regiot;, and the relations with the main economic areas of the
wrorld,

With the change of its economnic policy, recently North Korea seemns
to be carefully considering the possikility of expanding the special
gconotmic zones as part of its somewhat limited door opening policy, The
most prodigious sign of change in WNorth Korea in 2001 is emphasis of

‘new thinking, Economic policy based on new thinking is an economic
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strategy containing a series of purposes and mmethods to advance Morth
Korea to an economic power status in the 21st century, Under the
presupposition that political stability will be promoted by strengthening
political and military bases,  the purpose of the new thinking economic
strategy is to renovate the whole industry with modern facilities and to
tmanage the economy with new management methods and thus to speed
up its entryv into the ranks of economic powers,

The background behind the new-thinking economic strategy can be
analyzed as follows, First, it must have been recognized that economic
recovery is the foremost task for stabilization of the political svstem The
domestic public opinion iz drifting to a wvery negative direction and there
iz a continuing exodus of escapees from North Korea' s economic
difficulties, Thus, it can be interpreted that a new growth strategy is
being scught at a time when it is inevitakle to raise the econoric level
to stabilize the political svstem Second, it may have started from the
recoghnition  that the passive opening  policy  represented by the
Rajin-Sunbong special economic zone has failed The foreign investments
induced into the Rajiin—Sunbong special economic zone up to 1998 have
fell far short of expectations, and the wish to achieve the recovery of
Morth Korean economy through the establishment of the zone came to
almost no results to speak of But it seemns that MNorth Korea has elicited
many lessons and experiences in the process and especially learned a lot
in the creation and management of the special economic zone, This surely
has a lot to do with the recent changes in MNorth Korea, Third, now that
the Kim Jong-il regime has taken fortmal shape, North Korea is saddled
with overcoming the economic crisis and achieving the econotrnic growth
worthy of the Kim Jong—il era, Thus, it is only Kim Jong-il himself that
iz able to advocate new thinking, And if he managses the sconomic sector
himself and achieves wvisible results, it will act as a crucial factor in

strenigthening his hold on power, Fourth, the political stability within and
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without North Korea may have given Kim Jong-il some room for taking
up a new economic strategy based on new thinking, Among a train of
difficulties such as the death of Kim [I-sung, the devastating floods and
food shortage, the meltdown of the socialist bloc and the disintegration of
the MNorth Korean econormy, Kim Jong-il achieved political stability by
emploving the military—frist policy. He also succeeded in relaxing the
tense relations with South Korea and improving the economic situation
through the summit talks, and in expanding North Korea's foreign
relations through efforts for better relations with the USA, Thus, MNorth
Korea can be said to be in a position to pool its efforts for political
stability through econommic recovery in a relatively improved environment,

[n consideration of the above internal and external environment and
the new thinking line, North Korea is more likely to take up a limited,
step—byv-step reform and opening policy, putting priority on  external
opening rather than on reform of the internal svstem  So North Korea
zeetns to be considering the expansion of the special econormic zones as
part of measures to minimize the effects on the internal svsterm and to
effectively pursue external opening, The special economic zZohes are
separated from other areas and are allowed to run a different economic
svstemn and provide foreign investors with a series of favorable conditions
=0 that thevy can achieve the purposes such as the creation of
emploviment opportunities, foreign currency earning, learning of advanced
management techniques and technology, On the other hand, an experiment
ot a limited area is guite effective in accumulation of experiences, control
of wvarious side effects, minimization of political burdens in case of policy
failures, and concentration of political support, And the case of China that
succeeded in econotic achievements while internally maintaining the
socialist system tmust have influenced North Korea in deciding on such a
line of policy,

As the policy and expansion of MNorth Korea's special economic zones
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are closely related with the reform and opening policy of North Korea, it
can act as hasic data in setting up measures of activation of South
Korea's North Korea policy and South-WNorth Korea economic cooperation
according to the stages of Worth Korea s external opening and svstem
reformm. The special economic zones can work as a window linking the
econiomies of MNorth and South Korea and the world in the short term,
and as a criterion for inducement, progneosis and evaluation of gradual
change in MNorth Korea' s internal svstem in the middle and long term,
Thus, a systematic data gathering and study on MNorth Korea's special
econommic zones can contribute to forecast and deal with Nerth Korea's
change,

Thizs study of the effects of the special economic zones on North
Korean economy and the tasks and constraints of the development of the
zones in comparison with the case of China will help analvze the future
possibility of success of the North Keorean special economic zones and the
continuity of the policy, And the comparative analysis of tasks and
constraints may act as important reference materials in setting up the
South Korean measures of support and cooperation,  The expansion of
Korean firms participation in the WNorth Korean special economic zones
will also provide some important suggestions in helping redress the
South-MNorth Korea cooperation imbalances so far leaning mainly in the
direction of trade, improve the gquality of economic cooperation by
expansion of direct investment and thus seek 3 balanced economic

development in the national economy of the Korean peninsula,
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Policy Analysis I 01-13

Expansion of Special Economic Zones in
North Korea: Possibility and Direction

[hk-Pyo Hong
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