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2 The Unofficial Exercise of Property Rights in North Korea

command economy. |t woud be inappropriate to use such terms as
privatization or private management. However, it has been reported
that gradual changes are taking place in North Korea, though
uncfficialy, inthe concept of property rights. This paper willandyzethe
cases of illega or unusua exerdse of property rights over the means of
production owned by the state or colective entities, drawing on the
conceptua debate on property rights and empirical cases.



4 The Unofficial Exerdise of Property Rights in North Korea

North Korea will dlow private ownership for the private property, sodal
ownership for the common property of the society, and individual
ownership for the individua property. North Korea will make a unique
distinction between “individual property” and private property. It
stresses that the private property is a material condition for explaitation
of men by other men. However, North Korea explains that individual
property is the resut of soddist distribution of the fruits of workers’
labor and additiona benefits of the society, and includes various
material conditions that are necessary to fufill individual demands for
consum ption, such as workers’ income, savings, housing units, family
furniture and expendable materials. North Korea emphasizes that
individual property in a socialist scciety is different from private
property, because the former can never be transformed into capital
and cannot be used as a means of explottation. Accardingly, it argues
that the state will legally protect not only the state property but also the
pr operties of the collective organizations and individuals.*

The property right in North Korea is the right to the interests of
economic content and is comparable to persond rights. Under the
North Korean civil code, the most essential components of property
right are ownership and claims, as well as the right of inheritance under
the family law. In short, property right in North Korea consists of the

3 Economic Dictonary If (Pyongyang: Socal Science Publishers, 1970), p. 594 and
Economic Dictonary Il (Pyongyang: SocialScience Publishers, 1985) pp. 460-1.

4 The Institute of Law at the Social Science Academy, Civil Code Dictionary
(Pyongyang: Social Safety Agency Pub. 1997), p. 590.
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to use forms a part of the right of ownership or manageria contal,
dong with the right of possession and disposition? People are entifled
to the right of usage not only through the right of ownership and
managerial control, but also through lease or rental contracts. The right
of possession is the right to place the property under one’s own control.
In most cases, it stems from the right of ownership, but it coud also
develop from contracts. North Korea's dvil code also defines that the
right of possession stemming from a confract is temporary, and will
loose its effect after a period of ime. Therefore, it is assumed that the
right of possession is dir ectly linked to the right of ownership.8 The right
to dispose is the right to change the legal status of the property,
including the right to sell, rent out, or donate. Along with the right to
possess and the right to use, the right to dispose is a part of the right of
ownership and is the most important feature of the right of ownership.
Fundamentally, the right to dispose a property belongs 1o the owner,
and this right coud be transferred to cthers through a contract with the
owner or the delegation of authority.®

7 The Institute of Lawat the Social Science Acade my, Civif Code Dictionary, p. 201,
8 Ibid,p. 473
9 Ibid, pp. 6178,
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1998 constitution. The 1992 revision retained the same wording of the
1972 constitution, stipuating that “Only the state shall own dl natural
resouces, maor factories and workplaces, harbors, banks, means of
transportation and communication of the nation.” However, the 1998
revision states that “Only the state shal own all natura resources,
railroad, aviation, transportation and communication faciities, as well
as major factories, workplaces, harbors, and banks of the nation.” The
importance of transportation and communication facilites has been
moved up in priority, and railroad, aviation, and transportation have
been specified. Probably, this change reflected North Korea's
recogntion of the importance of rail transportation on which it had to
depend during the economic hardship and the communications
industry in the wake of the advancing information technology.

Fouth, the 1998 constitution left open the possibility of legdizing
various personal economic activities that have been tacitly alowed
amid food shortage and economic hardship. For example, in the
category of individua possessions it included other income garnered
through legal economic profit-seeking activities. In fact, it is widely
known that North Korea is alowing and continuously expanding the
scope of individual profitseeking activities.

B. Kim Jong-iI's Views onthe Private Ownership

In the mid-1980s, during a diadogue with senior workers of the KWP
centra committee, Kim Jong-il insisted that individualism based on
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privetiz etion of the means of production in order to develop capialist market
ecohomy. They are indiscriminately selling off state-owned factories,
workplaces and land to individuals and foreign capitalists. The democrats in
modern societies will advertise that they can achieve economic prosperty
by way of market economy, which is based on private ownership. However,
t is a vain illusion 1

Kim Jong-il continues to show his personal disapproval about

allowing private ownership and transforming privatization, that is, a

change from public ownership into private ownership. He insists that

privatization will resut in a concentration of the means of productionin
the hands of a small minority of exploiters and will force the workers
into becoming the “slaves of capital.” He aso seems to worry about the

collapse of socialist system if the capitalist private ownership were

restored:

The socialisttrators are transferring the socialist ownership into private
ownership, arguing that the system of administrative orders is relying on the
absolute rule of state ownership. The socialist ownership, which consists of
state, collective, and all-people’s ownerships, is the socio-economic
foundation on which the masses will fully exercise their roles as masters of
the state and the society. If the socialist ownership is dissolved and
transferred to private ownership, regardess o the method of privatization, it
is abundantly clear that all privatized means of production will sooner or
later be concentrated in the hands of a few explaiters, the privileged and

Kim Jong-il, “Our Socialism is Qur-style Socialism based on Juche Ideology:
Speech before the Senor Workers of the Presidium of KWP, Dec 27,1990 Kim
Jong-lSekctions vol 10, (Pyongyang: KWP Pub., 1997), p. 476,
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most ration systems. First, in adjusting the price of rice, North Korea
put into consideration the domestic supply-demand and inter national
market situations and approved the curent market prices, as well as
the costs of wages and services, in light of the costs of production.

Second, North Korea introduced and expanded the individual and
material incentive systems. It has taken steps to rate workplaces and
factories according to their profit-earning rates and to decide workers’
wages and bonus according to their productivity, eliminating the
previous average system. In the agricutura sector, the productivity unit
has been downsized from work platoons to squads, and approved free
disposition of surplus production (70 percent) beyond the amount of
mandatory procurement (30 percent) .

Third, ration systems have been mostly €iminated. From Juy 1,
2002, dl limits were lifted in the amount of purchase, except for rice. In
effect, everything, except for grains, could be purchased in cash at
staterun stores in unlimited numbers or amount. In addition, North
Korea emphasized that economic efficiency will be used as the
standard in investment decisions. In explainng the Juy 1 Measures, it
sad that “guaranteeing profits” woud mean discovering ways to earn
maxmum profits after studying the most efficient and beneficia ways
of distribution of avaiable resources under givenconditions.

In announcing the July 1 Measures, North Korean authorities
warned against the possible expansion of private ownership by
absd utely excluding the diversification of ownership. In order to
maintain the socialist principles, they apparently determined they coud
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I . Unofficial Exercise of Property Rights

1.Major Actors

The folowing actors of unofficia economic activities are identified
according to their functions, so in redity the same actor coud be
invaved intwo or more different funcions. For example, a funding
squad coud be invalved in foreign currency earning activities, and they
coud be classified as either a funding squad or foreign currency

earners depending onwhich functionplays the leading role.
A. Loan-sharks

The loan-shark business has been regarded as illega in North
Korea It has beenlabeled as a typical sodal evil of explotatoninthe
capitaist society during the period when North Korea was nationalizing
major businesses and industries. As the unofficial economic sector
was expanding recently, the needs for unofficial loan or capita rose
sharply, and the loan-shark business flouwrished to meet these
demands. In the North Korean society where the capital fluidity is
extremely restricted, the loan-shark business is performing an
important loan functionfor the unofficial economic actvities.

Indirect evidence of the extremely restricted capita fludity in North
Korea is the interest rate of loan sharks, along with the fact that the
authorities decided to issue public bonds. The loan sharks usually
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the markeiplaces. They do not stop at simply taking advantage of the
weaknesses of sodalist economy, but they are actars in creating the
uncfficial economy and undermining the principle of socialist economy.

On the ather hand, the foreign currency earners are official
economic actors approved as such by the government In the early
stages, they used to export mushrooms, Alaska pollacks, or sea
u chins to earn foreign curency. However, the scope of their activity
expanded as inter-Korean exchange and cooperation increased to
include the production and manufacturing of clothing and leather
works. The foreign curency earners are officially sanctioned, but their
endeavors are often unofficial because their roles are sometimes
indistinguishable from illicit smugglers. Also, com petiive elements of
market economy are added to their work in the process of participating
in business operations or recruiting the workforce in North Korea. Their
income is a part of the gross product of the workplace or organization
they belongs to, rather than individua income of someone in the party
or the government For this reason, their activities are regarded as
officia rather than unofficia. In order to win outside contracts, they
sometimes engage in sharp competitions with other outfits or

organizations.

C. Funding Squad

This is the most important actor who is located on the border of

officia and unoffidal economic activiies. Funding squads are usualy
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understanding about foreign countries.

It is possible that the funding squad began to engage in profit-
seeking activities from the mid-1980s when North Korea launched the
August 3rd Consumer Goods Production Campaign. The campaign
sought to fulfill daily necessities by recyding the used materials at
workplace o administrative unit levels. As time passed, however,
these economic activities went beyond conird. In the 1920s when food
shortage and economic hardship hit North Koreg, it seems that they
became the center of arti-socidist o illicit economic activiies. Since
the products manufactured under the campaign were sold at state-run
prices at state-run stores, participants of the campaign coud not
benefit from them. They now began to work in simiar activiies or in
individua collection activities. These are early types of funding squad
members or wor kers joining in the funding squad.

The appearance of funding squads is closely related with the
stagnation of the North Korean economy. Funding squads developed
naturdly in the process of declinng August 3rd Consumer Goods
Production Campaign and increasing independent funding activities of
some workplaces. Of course, the most important background for their
growth was the backing and protection of power agencies like the
party, cabinet, and the military.
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host agency are in a symbiotic relatiorship.’® The host agercy’s
support comes sometimes directly in the form of stable supply of fuel
and source materiads and other times indirectly by tacitly approving
illicit activiies. For example, the agency dlows the funding squads to
freely hire and pay their workers. Usually the workers assisting the
funding squads are pad higher wages than other workers and are
entitled to better welfare benefits.

Third, there is a certain ratio of profit sharing between the funding
squad and the host agency. Sometimes, this relationship is described
along with the contract period. These contracts are specifically
concluded in a written form. Interms of the ratio of sharing, the general
ruke is 3.7 between the agency and the squad, and sharing takes place
every month. Some 30 percent of the profits go the host agency as
compensations for the use of its name and the guarantee of support
The remaning 70 percent will be used as the operating fund for the
squad such as wages, automobile maintenance, procuremernt cost of
sour ce materials, and renta. Any amount left over is disposable by the
members of the squad. The squad has the right to freely dispose of the
funds within the limits of its operating fund.

15 This symbiotc relationship betwee n the age ncy and funding squads remindso ne to
recall the mutually dependent reiationsh p between the state and entrepreneurs in
the Chinese reform process. Athough there are differences of “official” and
“unoffical” between the Chnese and Noth Korean cases, the nature of symb osis
intimes of transition is quite simiar. For the Chinese case, see Dorothy J. Solinger,
China s Transition from Socialism. State Legacies and Market Reforms, 1980-
1990, (NY: M.E. Shame: 1993), pp. 2614
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operation of the squad lacks comparative advantage over other

squads, it will discontinue the contract relationship.

B. Specia Features on Property Rights

W hen we ook into the adliviies of funding squads, it is clear that
various authorities try to operate funding squads according to the
contract terms, whereas they usualy allow them to independently
operate by permiting the introduction of elements of producton that
the squads actually possess. The unique feature is that the squads
may exercise lots of rights interms of use rights and contrdl rights.

1) Control Right and Use Right

The funding squads are dlowed o use and contra the property or
assets that they actually possess for puposes of maximizing profits.
Included in this asset woud be cash (North Korean currency, US
ddlars, Eurcs, and Japanese Yen), automabiles, and the means of
production related to explaitation. Since they are unable to exerdse
ownership rights under the sodidist economic principles, they manage
these inthe name of the agency, factory, or workplace with which they
register their assets.

The important point is that their use or contrd rights would still be
vunerable to manipuation by the nomina owners. An example woud

be the requirement to change or extend the terms of their contract with
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coud transfer the fitles of their assets to others.

Atthe condusion of the contract period, there coud be some room
for dispute over the means of production. According to the socialist
economic principles, individuals coud not possess any means of
production. Therefore, even if the squad members developed or
crafted new tools or exploitation machines on their own, dispute coud
er upt if the agency claims rights to these items. If the dispute develops
into a legal dispute, the squad mostly has to give up their rights to
them. Since open disputes with the agency would not benrefit
individudls, they would seek compromise rather than fighting.

In sum, the unofficial exercise of property rights is quite
commonplace in the areas of unofficial economic relationships
between the agencies and funding squads. Not only have the funding
squads’ exercises of property rights been expanded, but also their
rights 1o manage and operate public assets, especially their rights of
use and contrd, have aso been enlarged. The squads, however, ae
operating under significant legal constraints. They also exercise their
rights of use and contrd over the state-owned means of production
under a state mandate. If significant changes were © occu in this
system or over the lega guarantees concerning the unoffidal exercise
of property rights, its impact on the society as a whole would be
tremendous, indeed.
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renamed the former farmers’ market into general market, which usualy
has a building for rent to individua merchants. In the specia economic
zone (SEZ) of Najin-Sunbong, for example, the governmert officialy
issued permits o indviduas with the means to operate stores or
restaurants. As a resut, individuals in NgjinSunbong SEZ coud now
engage in business activities at the spaces rented from the
authorities. '®

Since the Juy 1 Measures, the number of stores and sales stands
has increased, and private commerdal activities have been expanding,
including individua service businesses and organized intermediary
businesses."” During this process, the cases of the authorities renting
store spaces, swech as restaurants, hotels, and stores, to individuals
were increasing in large cities like Pyongyang. More conspicuous
cases would be the increase of service industries run by families or
joint operations, and so were the cases of production of smal items by
individuals. As a result, roadside stores and individual-owned stores
arerapidly on the increase nationwide. Recertly, there were cases in
which severd individuals woud pool their money to open ajoint
restaurant under the permission of the authorities.

As private business activities increased, privately operated

business buses aso began to appear in North Korea '8 Individuals

16 The Joong-ang libo daly, “North Korea Permits Private Stores in Najin-Sunbong
Cty.” Nove mber18, 2003, (hitp:/nkjoinscomartcle asp)

17 Ministry of Unfication, Information Ana lysis Division, “Overall Assessment of North
Korean Economy 012003 " Dec. 29, 2003. (www.unikorea.go kr/data/)
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as well. In line with the marketplace stimulation measures, North
Korean authorities introduced measures to reform the marketplaces
into general markets in April 2003. North Korean Central News
reported that the govermment has taken official steps to convert the

farmers’ markets into full-ledged general consumer markets.

This year, we have taken numerous practical measures to drastically
improve the economy and people's lives. For example, we have revised the
accounting laws and expanded the farmers’ markets into general consumer
markets. The newly expanded general markéts where you cah buy not only
agricultural products but aso industrial goods are emergng all over the
nation. Since the operation of this type of market is a new experience for us,
we are trying to secure cooperation from other countries, including the
training of experts and learning from their experiences. 12

The conversion of famers’ markets into general markets shoud be
taken as amagjor change, since it not only meart anoffidal introduction
of market functions but aso signified the possikility of transforming into
market economy through such a change. In an interview with Chasun
Shinbo, an officia newspaper of the pro-North Korean Association of
Koreans in Japan, Director Choi Hong-kyu of North Karea's State
Planning Committee sad that North Korea woud regard the markets
not as a subject of contrd but as part of sociaist merchandise flows.
Ths comment woud indicate that North Korea would now reinterpret

19 Norh Korean Central News, Commentary, "America’s Shamekss Attempt to
Accuse Us of Narcotics Smuggling,”June 10, 2003.
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district administration. Fiith, the merchants wererequiredto pay market
rents to the market and state income tax to the government. This
would mean that the economic activities of the market have now been
absorbed as part of national economy.

As aresut of the appearance of genera markets and the dedsion
to permit state-run enterprises and cooperatives to participate in the
markets, individuals are now offidally permitted to accumuate wealth,
and state-run enterprises are able to expand its scope of activities. In
particuar, the state-run enterprises are now able to mobilize their own
funds through the markets. Howewver, since the amount of saleis tied
with the planned state targets, a safety vave has been installed o
maintain state controls.

According to state plans, factories and enterprises are allowed to
manufacture people’s daily necessities using the by-roducts obtained in
the process of manufacturing their basic products and sel 30 percent of
them as production maintenance expenses. Goods put to sale in the market
cannot exceed 30 percent limit. In order to sel more products, the factory
must raise its overal production levels. For the factories and businesses,
manufacturing beyond the state plan quota is a prerecuisie for increasing
tts income from market sales.... If the staterun businesses increased their
procuction levels on the basis of their funds earned from market operétions,
more goods will become available at the national level, and the result would
gaaually reduce the price differences between state-run stores and general
markets 22

22 Ibid.
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promises to protect the inheritance and private property rights of
individuals, along with the commitment not to nationdize them.2® Inthe
Shindju SAR law, North Korea will allow the operation of a complete
market economic system in Shinuiju that will enjoy independent
administrative, legislative and judicial autharites within the framework
of one-state, two-systems and is separate from the political economic
system of the centrad government. This Shinuiju SAR law, which
contains drastic measues to experiment capitaism, is known to be
comparable tothe 1990 laws that established Hong Kong SAR.

The inheritance and property rights of investors are also
guaranteedin the Kaesung Industrial Zone, whichwas established with
South Korean corpor aions in mind. Artide 7 of the law establishingthe
Kaeasung Industrial Zone sdtipulates that: “The Industria Zone shall
protect the rights and profits of investors, and guarantee the
inheritance rights on the invested capital. The investors’' property shall
not be nationalized. In the inevitable event of having to expropriate the
investors’ properties for reasons of public interest of the sodety, prior
consutations with the investors are required and their value woud be
duly compensatedfor.”

In fact, management activiies of individuals were aso guaranteed

23 In the Shinuju SAR, the state will protect individually owned properties and
guarantee the inhertance right thereof. In the Shinuju SAR, the state shall not
nationalize indivdually owned properties. In the event the individually owned
propeties needed to be expropriated for natonal security reasons, the state shall
compensate for their due value.






