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I. CHANGE IN OWNERSHIP: MATIOMALIZATION AND
CODOPERATIZATHON

State ownership of the means of production Is an organizational
objective in the Communist economic policy. No time was wasted
in Morth Korez in implementing this policy, The nationalization
decree ! was proclaimed by the Provisional People’s Committee on
Oictober 1o, 1946, a year after the partition of Korea. Even before
the formal decree, key industrial enterprises had been in the control
of the people’s committers under the leadership and asdstance of
the Soviet occupation force.® Thus the decree gimply legalized what
had been de acto nationalization up to that time,

The change in ownership was made easier by the fact that almeost
all the key industrial enterprises were lormerly ovwned and controdled
by the Japanese, whose mass withdrawal made the transtion and
takeover relatively simple, as compared to Communist countries in
Europe. As a consequence of the nationalization, 1,034 key industrial
enterprises were confiscated, totaling go per cent of all North
Eorean industry, according to one estimate, ? It is not clear, however,
what exactly is meant by thia percentage figure: does this mean 9o
per cent of the total financial amets, or of the total valae of past
output, or of the total annusl productive capacity in value terms ?
For one thing, only 73.4 per cent of the gross industrial output
originated in the nationalized sector in 1946, as i shown in Table 1.
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As in agriculture and commerce, socialization of industry was
completed in 1958, and as a result, private ownership and control of
industrial enterprises disappeared from the North Korean scene
altogether. In the beginning and up to the Korean War, private
ownership of some enterprises was tolerated and even ¢
officially. A decision of the Provisional People's Committes daed
Oretober 4, 1964,* included a clause that guarantesd enterprises and
commercial howes owned by Borean citizens againat nationaliza-
thon, Significantly, another stipulation called for an expansion of
private enterprises. It authorized the provisional government o
sell or make available to Korcans Japancse-owned consumer goods
factories employing fewer than fifiy workers. Expediency under
conditions of transition and economic disarray seemed to be the
chief guiding line in this decision, The private sector was useful o
the regime in 50 far as the entreprencurial and administrative skill
was in short supply after the Japanese withdrawal. In addition o
the sconomic calculation of maximizing the wse of scarce resources,
there were propaganda effects in South Korea to be considered.

In spite of the ostensibly tolerant attitode on the part of the regime
toward private enterprise, private entrepreneurs had to overcome
numerous obstackes and handicaps in the course of operations. As a
matter of fact, they had been experiencing a steady decline in their
role even before the Korean War, The regime's labor, rationing, and
prive policies and its control of raw materials had placed the private
entrepreneurs at 2 competitive  disadvantage. The government

Sovnces: (Table 1)

I. For 1954, 056, 1958, and 1g6o, Joint Publicatons Rescarch Sorvice [ JPRE),
Eronumic Beport an Marth oeea | ERNK), Moo 70, po 20; for uog0, 1959, and 1957,
* Cur Country's Cooperative Management,” Kysngie bonssl (Econpmic Constnuc-
tion}, February 1958, p. 65; for 1961 and 1962, JPRB, rgfiy Nerth Karean Contral
Yearbook, p. a6a.

I, For 1954, “Our Country’s Ceoperalive Management,”; for 1957, Chans
changang wngarm, [58, o 180 B the ool ERNVE Bo, 79, po23-

00, Kim 1L, Concerning Furither Development of Local Tedustries,” Cheaguk
chibang ramop mif pmgion krobding dohap seliong 4 larmka sashenfip (Documents of
Mationwide Local Indusiries and Produeon® Ciooperatives Enthusissts Mecting)
(Pyongyang: Korean Labor Party Publithing House, 19590, p- 34- For number of
private enterprises, Academy of Science, Institube of Eeonomile and Lzgal Re-
search, Hebsnghn wi mara mi demin bengje paichen {Develogmsoat of the Poople's
Economy Siece the Liberntion) [Pyongyang: Acadamy of Sclence Publishieg
Haoume, 1gho}, p. 17
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set wage-rate ceilings, with the result that private manufaciurers
were not able to attract needed labor. Diverting workers from
state enterprises was extremely difficnlt, as only government workers
were entitled to raiions, and in additon, they were required to
obtain discharges from the state firms for the transfer. Other
than operating from inventories and obtaining occasional supplies
from the free market, private manufacturers depended on the
government for allocations of raw materials. The government
allocation Pn].il:r, |'l:w|‘_-|.l'h.', gave Pl‘iuﬁf}' o state Brins. [T and when
ﬂﬂnﬂ.ﬁmmnﬁd:.itmd@:mtmﬁh‘ﬂﬁiﬂfﬂﬂﬂlhﬂﬂ
Hovernment with a mn‘hpm;di‘n! amwrant of Anished Ffl:dLI.EIi at a
government-fixed price.! Moreover, private firms required govern-
ment permission o operate or to expand.® Under such conditions
it was not surprising 0 find that by 1950 privale manufacturers
were typically operating at about one-fourth of the plant capacity,’
and that the contribution of the private sector to the gross industrial
product dechined from 27.6 per cent in 1946 to only 9.3 per cent in
1549, During the Korean War the private sector attenuated further
so that in 1955 it produced a mere 3.9 per cent of the gross industrial
output. By 1958 private enterprise as a form of business coased to exist,

From the very beginning ihe private sector was largely comfimed
mmdluhmnumchuhgluthuﬁndprmﬂq,m“mud
gpinning; melalworking; manufacture of stationery, paper, and
cosmetics; cottage handicrafis, eic. As late as in 1987, almost 0 per
cent nl'ﬂ-ne food processing and 14 per cent of metal-working were
performed by the privaie manufacturing establishments, as shown
in Table 2. The table ako indicaies that the disappearance of
individual firms in 1948 was abrupt in some seciors, judging from
the fact that their role was still substantial in the preceding year.
On the other hand, the decline of private enterprise a3 a whole in
terma of its contribution to the total industrial output had been
gradual, The scale of operation of the private manufacturing firms
was extremely small: in May 1957, the average number of workers
per establishment was only 2.5.% Only 14 per cent of a total of
645 private firms employed more than § workers, and the rest—
BE per cent—were operating with an average of 1.4 workers per
establishment.?

The gradual decline of the private sector was due mainly to the
absorption of the private manufacturers and their worken into the
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cooperatives, Signaled by a decision of the Korean ‘Labor (Com-
munist) Party central committes dated September 1, 1947, pro-
ducers’ cooperatives were formed initially under the supervision of
the already existing consumers’ cooperatives, The " conversion ™ of
the handicraft workers, cottage industry workers, and “free-lance™
workers was emphasized. There were, as of the end of 1047, twenty-
eight producers’ cooperatives in existence, A new decision made by

TABLE 2
CoxTrRILmon oF THE PRIVATE SECTOR T THE
Gaom Inpasraial. PROGUCT, 1947

{Dais for Fimt CQuarter)

Contribaiticm u%tfl:lu:sr:-
culput in the respective industry

Food pracesing 2.6
il paper 126
Statsonery 180
blewal-working 13.6
Paper G2
Textiben 5.3
Clemsrae then G0
Chiltural goods T

Sovmox: Cho Chae-son, Koadigle dusion choson nidemgdenpn brang e chenpchonk
(Ecomomic Policy of the Korean Labor Party During the Period of Trassition)
[Pyongyang: Korean Labor Farty Publabing Howse, 1908), po 114

the central committee on March 24, 1053, established producers'
and fisheries’ cooperatives as separate and distinet organizations
independent of the consumer’ cooperatives, 10

Another decision of the central committes dated September 20,
1957, further modified the organization of the cooperatives. Hence-
forth producers’ eovperatives were 1o be divided and clamsified into
three forms or types according (o the nature of the organization,
property arrangemenis, and settlernent of incomes earned, Basically
the same criteria used to classify the agricultural cooperatives were
employed. T]'Il.l,Iﬂ.'I‘h!:.uc-ufoF: 11l nui;pmﬁu'n,th:n:i:
complete communal ownership of all the means of production, and
distribution of incomes is based solely on labor comtribution. This
form is considered to be “superior™ and meat * advanced,” being
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completely * socialistic.” In the Type Il cooperatives, which are
comsidered ™ intermediate” and **tranaitional,” private ownership
af the means of peoduction is gtill permittsd while attempt is made
to absorb gradually the privately owned portion of the property
into community ownership. In the second form, control and
m.a:l.ug:m:rll:. qf theé mmEans nrpl‘ndnl:l'.inn are madé nu]ll:cLinlf, it
l:l.pi.l‘..ll :lill. Earns a ahare af I!'Il: II'E.I:I:III:LE, nlﬂluu.g]!l labar i; II'I.E
principal criterion for income distribution, The Type I form, which
permitied private ownership of means of production and which is
considered * primdtive," does not exist in North Korea any longer, 11

The proportion of producers’ cooperatives belonging o the third
type increased from 29.6 per cent in 1956 to Ba.o per cent in 1959,
and it reached 75 per cent in 1gBo; the remaining 25 per cent was of
the second type.'? Although recent data are lacking, a tendency
toward transforming all the cooperatives into the third form is clear
enough. If events in agriculiure are any indication, it will not be
long before all the cooperatives are completely converted to this last
and " highest " form.

Besides the producens’ cooperatives, there sprang up in 1956
what are called production-marketing (rengsan poamar) cooperatives.
They are a kind of semi-producers’ and semi-scllens’ cooperatives,
as the name implies. The primary purpose behind their formation
was said to be that of converting small and medium private
merchants intoe " socialistic” industrial workers, Tax incentives
were introduced in 1956 to make the conversion economically
advantageous by granting a reduction in tax rates or by outright
tax exemplion.!® It i expected that they will be absorbed by
producers’ cooperatives, consumers cooperatives, and state com-
mercial institutions in due course of time, To this extent they are
wransitional in character,

In 1958, the year cooperatization was completed, there were 819
producers’ cooperatives and 1 76 fisheries' cooperatives, The number
of the former has been sharply declining since then, so that at the
end of 1962 there were only 385 producers’ cooperatives, nearly a
54 per cent decline over 1958, A similar reduction in the number of
cooperatives in agriculture about this dme, it is recalled, was
attributed to the deliberate policy toward a larger scale of operation
and the consequent merging of the collective farms. The reduction
in the number of producers’ cooperatives does not signify such a
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tendency, It seems o be more the result of & large-scale transforma-
tion of these cooperatives and their members into state enterprises,
central and local, It was, for example, reported in 1960 that 347
producers’ cooperatives with over 53,000 members were converted
into state industrial enterprises, 14 with an average membership of
about 154 workers. There has not been any significant change in
the number of fisheries' cooperatives. At the end of 196a there were
66,000 workers in a combined wtal of 556 producers’ and fsheries’
cooperatives.!® This makes the average number of warkers per
industrial cooperative about 119, Comparing the average size in
terms of the number of workers of cooperatives absorbed into state
enterprises in 1960 and that of remaining cooperatives in 1962

seams to point to & conjecture that larger-than-average cooperative
plants tend to be turned into state enterprises. However, the figure

for 1962 is for both producers’ and fsheries’ cooperatives, while that
for 1960 applies only to the former. It would be interesting to specu-
late whether or not this tendeney toward converting conperatives
into state enterprises will comtinue in the future. In 1gfo, the last
vear for which such information B available, state enterpriscs
contributed an overwhelming portion—89.7 per cent—al the gros
industrial product, the rest originating in the cooperative sector. In
1962 there were 2,205 state industrial enterprises and 556 industrial
cooperatives.

II. MANAGERIAL FUNCTIONS OF THE STATE
ENTERPRISE

State enterprises are clasified into central and local enterprises
depending on their size, sphere of influence, and utilization of
output. Accordingly, central enterprises are those which operate on
a larger scale and whose products possess pationwide significance,
being utiized throughout the economy. Local enterprises, in
contrast, are small in size and their products are mainly for local
comsumption, typically utilizing locally available resources. Central
state enterprises are controlled by the appropriate ministries of the
central government through the respective bureaus concerned,
whereas local state enterprises are under the control of the ap-
propriate agencies of the provincial or municipal people®s committes,
as will be seen later,
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Though the North Korean industrial enterprise is an administra-
tive arm of the central government, it is an independent and
autonomous unit of production in so far a3 it is deemed solely
responsible for fulfilling the asigned tasks. The highest authority
of the enterprise is the state-appointed manager, who assumes total
responsibility for the productive activities of the enterprise executed
ureder his direction. He functions as a kind of entrepreneur and i
imhdlnhlmlh}'ﬂnuhld'w,nmmgu second
engincer, supervisors, etc. The chief engineer, acting as the * chief
of saff" for the enterprise, is the principal representative of the
manager and shares the responsibility in matters of production
with the manager.1® The recently reformed organizational structure
provides for three vice-managers for largescale enterprises:
administrative vice-manager, business vice-manager, and welfare
ViCE-MAGAZET. The following is the reformed organizational chart of
large-scale industrial enterprises,17

OncamzaTiosal CHART oF Lance-Scace Inpisruae Exmenreoes
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In contrast to the state enterprise, the highest managing and
administrative unit of a producers’ or fisheries’ cooperative is
elected by the general assembly of the members of the respective
cooperatives and is under the direct supervision of the governing
body of the provincial or municipal assodation of cooperatives.
The central committes of the naticnwide assecation of cooperative
industriea asumes the responsibility of setting up the general
puidelines concerning the goals and activities of all the industrial
cooperatives in the country. The governing body of cach association
is, in turn, elected by the general asembly made up of the repre-
sentatives from each member cooperative.1#

Economic efficiency and responsibility of the state enterprise is
largely managed according to what i3 called the system of inde-
pendent economyic accounting (Tekrip chocanje), by which the
government attempts, by making each enterprise independently
accountable for its efficiency, to ensure the most economic we of
resources for mecting the assgned qootas. In addition to the fixed
capital, each enterprise under the system receives from the state &
minimom sum of working capital in the beginning of the period to
enable it to begin production. The enterprise, however, is required
to mest the various expenses in the course of production such as
raw material cost, wages and salaries, depreciation for machinery
and equipment, etc,, with the fund obtained through sale of its
output, In the event of a shortage in working capital, it can bormow
from banks sccording to plan but has to pay interest on the loan.
An additional supply of state funds is made only when the state plan
is modified to expand its output goals. This prompes the enterprise
to be financially on its own rather than entirely dependent on the
atate for operating capital. The state makes the enterprise respon-
sible for abiding strictly by the established rules, standards, and
coniracts by imposing fines for breach of contract. Banks may abo
refise to make further loans to those enterprises which have
defaulted their financial obligations in the past. The firm is left with
a certain measure of independence and initiative in o far as it
could modify technological processes to achieve economies, choose
the kind of inputs, and sell the outputs at its discretion and dis-
position within a range bounded by specific (or vague) directives,1#

The system of independent economic accounting is in contrast to
that based on budget allocation. Under this system the enterprise
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receives a given Mﬂgtt&aniﬂummtnmwm:npuaﬁq
expenses. If, at the end of & given period, there is any surplus of
revenues over expenditures, this is turned over to the state. In case
of deficit, an additional budget is allocated to make up for the lom.®
Increasingly, the former system has been substituted for the latter,
and it is believed that the majority of North Korean enterprises,
especially those of large and medivm sizes, are presently under the
system. Infusion of a messure of incentives seema o distinguish
the present system from the budget-financing system under which
the enterprise is not directly responsible for its efficiency.

The primary task of a North Korean enterprise manager is to
Fulfill the planned quota, while in the West the production deciabons
of the firm, including the level of output, are made largely in
reference to the profit motive. This generalization, while it does
explain the cssential difference between the two systems, is not
wholly accurate in o far as profits do play some role in the
managerial decison-making of the North Korean enterprise. The
enterprise is not only asked to fulfll the * quantitative indices™
such as the quantity of output, etc, but also the “qualitative
indices.” The latter include effectiveness in the utilization of
equipment and productive capacity, labor productivity, cost
reduction, profit, and 50 on 2 Simply fulfilling the quota, while the
most important, is only one of the multitude of success indicators of
the management. In other words, the North Korean enterprise is
not encouraged to deliver the planned output at any cost. Rather,
its success (or fallure) and the managerial rewards (or penalties)
depend on fulfilling the quota while minimizing the cost.

A ventative conclusion seems to be that the North Korean system
of enterprise Incentives very closely resembles that used in the
USSR, especially before the recent Russian relaxation in central
planning and the introduction of profit motives in some sectors of
industry, but i quite different from the Yugoslav setup, in which
profit maximization is allowed as a rule.®

While in the North Korean Institutional setup, maximizing profit
may not ke the final goal w be pursued, it (especially unplanned
profit] nevertheless plays an imporant role in that it is used as a
barometer of how cificient the firm is in minimizing the cost of
producing the planned output, This is demonstrated in the scheme
belew showing the price structure of industrial products, Price is
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cumulatively built up by adding planned profit to the planned costs
of production. In the case of the interindustry wholesale price,
turnover tax is also added to make up the price, Interenterprise
wholesale price is that charged for the products when an enterprise
buys or sells the output of another as input, wheress the inter-
industry wholesale price is relevant when output of the industrial

w=Interimdustry ¥YWholesale Price -

F'rm
b= Interenterprise Wholesale Price —— ———————— Tax =
Tamover
+Planned Cost +Planned Profit |  Tax =
Unp]uuml 5 | 1_T'I.IHHH'H_._
- Actunl Ceat —| " Profit s=Planned Profit == Tax

sector 3 sold to commercial distributional centers. Since the
turnover income, defined as the difference between the interindustry
price and the interenterprise price, is taxed by the government in its
entirety a3 turnover tax, the effective aflter-tax price to the enterprise
is the same whether the transaction is between enterprises or
between the enterprise and the commercial agency. Actual cost
being the only undetermined variable, the bevels of all other
variables (prices, planned profit, planned cost, and turnover tax)
being fixed by the state, it is clear that unplanned profit is the
measure for successful cost reduction and depends solely on mini-
mizing the actual cost below planned costs. This seems to correspond
to the Kussian system, in which " the rule of economic accounting is
minimdization of coat through the best possible utilization of inputs
and maximization of unplanned profits without infringing any of
the plan’s provisions concerning prices and output mix™# in the
fulfillment of tasks determined by the state.

Mot only does profit influence managerial behavior as & success
indicator, but it also has built-in material Incentives for the manager
and the workers of the enterprise. As a material inducement for
economic utilization of resources, 8 portion of the profit is allowed
to be retained by the enterprise for various purposes. Around 1556
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it was reporoed that go per cent of the profit was paid to the state
and the remaining half was kept by the enterprise for sccumulation
in the * enterprise fund.” A source in 1963 indicates that 50 per cent
of the fund is earmarked for the inroduction of new technology,
improvemnent in the existing equipment, expansiaon in prodocGon and
product diversification, and quality improvemnent. OF the remaining,
40 per cent is allocated to improve the cultural and welfare Eacilities
of the workers and o per cent for rewards and temporary subsidies
to workers 228

Unlimited maximization of profit, as well as onlimited owver-
fulfiliment of goakby, however, is not encouraged, especially when a
firm produces multiple products, for it may tempt the firm to
produce more of those commodities whose unit profit is higher, in
an effort 1o incresse the over-all profit of the firm. In other words,
there is a danger that the firm may owerfulfill the target of more
profitable commiodities at the expense of less profitable products. In
such cases, a balance of profit and plan fulfillment in each individual
product rather than an over-all profit seerms o be emphasized.
Kim DN-song, deploring such practices, was quoted as having eaid
that “a eongiderable number of our enterprises and their leaders
are producing easily processable and [or] expensive products in an
unnecesarily large quantity, and, by long storage or idle stockpiling
of these products, they are failing to asure a prompt currency
circulation as well s o return to the state and are even jeopardizing
the commodity circulation plans.” ™

Since fixed capital is allocated by the state, the decisions faced by
the manager are basically of a short-run nature. Long-run decisions
dealing with the size of the plant and the number of firms are
largely in the domain of the state as reflected in its policy on the
allocation of fixed capital and other priorities to different enterprises
and various industrial sectors.

1. SIZE AND CONCENTRATION

What has been the trend of the size, distribution, and the degree
of concentration of the North Korean industrial enterprise? No
data are available on the cooperative enterprises other than the
fact that at the end of g6z the average number of workers per
cooperative ran about 119, as pointed out earlier, However, since
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the role of state enterprises is overwhelming, an analysis and
conclusion based on state enterprises alone will tell a great deg)
regarding the subject. Available data on state enterprises are based
on the number of workers employed. [deally, other information such
2a distribution according to output, capacity, and assets would ak
be needed. The number of employed workers, however, may be 1o
some degres o measure of other size criteria mentioned.

As shown in Table g, the number of enterprises in every sive clan
increased between 1954 and 1962. The same is true for the period
bBetween 1560 and 1962 except for those employing between 501 and
1,000. The rate of growth for 1954-196a is the highest for the level
of firms with more than 2,000 workers, followed by those with 100
or fewer workers. The change in the relative frequencies during the
period reflects the differential growth. In 1954, 1.2 per cent of all
state enterprises employed more than 2,000 workers, while this
figure rese 1o 2.7 in 1960 and 3.2 in 1962. The percentage of
establishments employing 100 or fewer workers also increased from
430 to 46.2 per cent berween 1954 and 1962. In recent years,
between 1960 and 1962, the percentage in this class declined, and
this is partially explained by an increase in the relative importance
of firms with 101 o 500 workers. Between 1984 and 1060 the
percentage in the laner declined substantially, Simulianeous
emphasis on the large-scale industrial plants on one hand, and on the
local industries on the other (see Section 4), largely explains the
situation. In an economy where the development of heavy industry
has been amigned priority, the emergence of & number of glant
enterprises is not wing. *T

The Lorenz curves constructed indicate a substantial degree of
concentration of workers in firms employing more than 500 worken,
For example, in 1957, the last year for which data are available,
134 per cent (501 to 1,000 worken) of state firms employed 26.
per cent of all state firm workers. In the same year, firms hiring
more than 3,000 constituted only 0.9 per cent of all state enterprises
but employed 10.4 per cent of the total workers in the state firms,
while, on the other hand, firme hiring 100 or fewer comprised 6.9
peer cent of all firms but employed only 3.5 per cent of the 1ol
workers. Between 1954 and 1957, however, there was some tendency
toward lesser concentration. Unfortunaiely, data sinoe 1957 are
incomplete for constructing Lorenz curves, and this prevents any
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definite gencralization on the trend and recent state of industrial
concentration.

The fact that there has been a marked increase in large state
enterprites both in absolute number and as a percentage of the total
firms, while the percentage of output by state firms has remained
relatively stable since 1954, wems to indicate that the trend to a
larger scale is due mainly to increasing the size, especially of medivm-
sized plants within the state sector, rather than to shifting from
cooperatives 1o stale enterprises. Also, in spite of a recent decline
in the number of cooperatives, the number of locally managed
state firms has been on the rise, This trend, since local state firms
are typically smaller in size relative 1o central state firma, appears
to suggest that cooperatives have been mainly randormed into
locally managed state enterprises, rather than centrally managed
enterprises.
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IV, DECENTRALIZATION IN INDUSTRIAL CONTROL

Growth in locally managed state enterprises is partly the result of
the regime’s deliberate policy to decentralize the industrial contral
system to & certain degree, Before 1958, all the local state enterprises
were under the control of the provincial authorities. Since 1958, at
the suggestion of Kim Il-song and the party, enterprises managed
at the municipal and county level sprang up like * bamboo shoots
after the rain™ throughout North Korea. It was claimed that the
mass movernent initiated by Kim for the purpose of expanding the
Iood-processing industry and the producton of daily necesities
resulted in the construction of mare than one thousand new faciories
within two to three months and that more than 85 per cent of these
factories immediately began production® Judging from the
hastiness and the number imvolved, they must have been small
size with little mechanization.

Several reasons may be advanced as factors influencing the Morth
Korcan policymakers toward emphasiring the local industrics and
instituting some messure of decentralization in industrial manage-
ment. First of all, it simply reflects the regime’s attempt to rectify
the uneven growth of indwiry and agriculture on one hand, and
heavy indusiry and light indwicy on the other, Official policy of
parallel development of heavy as well as light industry and agri-
culture notwithstanding, actual efforts as reflected in investment
and other policies have emphasized heavy industry. Local industries
are typically consumer goods producers and procesors of agricul-
tural products for food.

5=ul:rndl'|.r, extenmive central control of industry has bmu.[htt.rilh
it excemsive expansion, complexity, and compartmentalization in
the central controlling organs. The resulting bureaucratic in=
efficiency, lethargy, and corruption, coupled by a sort of infer-
ministry and interoffice rivalry, produced a waste of resources due
io the lack of flexibility in the supply of materials and to an in-
correct estimation of the needs of various seciors of industry.
Concentration of control agencies in the capital had alvo invited &
conceniration of sdminsirative personnel and technicians, with
the result that able administrators and skilled workers were thinky
distributed among local industries. ™ Economic wasie arising from
an imbalance in the allocation of personnel beiween ceniral and



Tre MorTh Korean Inpumstioar ExTeRrese iz

local industries had to be eliminated, that is, the marginal prod-
uctivity of the trained personnel would rise if they were iransformed
from central o local enterprises according to the equimarginal
principle.

Thirdly, the development of local factorics, be they stale operated
or cooperative, would lead to fuller and better utilization of local
resources 10 mest both national and local requirements. Any
scasonal labor surplus that might arise in & particular locality at a
particular time could be more effectively estimated and mobilized
locally. Also, locating plants near the source of raw materials or
consuming points would reduce wansportation costs for those
industries which are cither raw-material-oriented or market-
oriented from the locational economics point of view, if they use
local raw materials or serve the local market in thiz case. Kaim
Il-song, speaking in October, 1950, at the national convention of
local enterprises and cooperatives, pleaded emphatically for more
effective and expanded exploitation of local raw materials, en-
couraging the managers to find ways to use local materials as inputs. 30
There has been limited success in the movement in that the propor-
tion of raw materials originating from local sources in the gros
output of local indusirics rose from 58,8 per cent in 1958 to Bo.5 per
cent and Ga.5 per cent respectively in 1959 and 1960, Good results in
this regard were also reported for 1962, Better utilization of agricul-
tural by-products and wasie industrial materials isalso being urged.®

Fourthly, the development of local industry based om local
resources is thought to complement and stimulate heavy industry
as well as agriculture. The development of local industrics largely
founded on the exploitation of local resources will release part of the
state investment funds for central and heavy industrial projects. It
will also increase the demand for the products of heavy industry
which provide producer goods to local industry. The expansion of
domestic markets thus created will open up new possibilities and
stimuli, and the benefits of external economies will spread. Local
industries use as raw materials the products of collective farms such
as vegetables, fruits, meat, flax, milk, eggs, hemp, etc. This means
that development of local industries will “stimulate agricaltural
production. Local industrics are also expected to spur agriculture
by extending technical assistance through increased production and
repair of varions small farm implements.®® In addition, local
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industries are urged and empowered to set up directly medinmesized
enterprises, such s ironworks with an annual capacity of ten to
twenty thowand tons and cement manufacturing plants with an
annual capacity of thirty to fifty thousand tons, whose products are
to be supplied 10 local industries. This is a part of the renovation in
the industrial management introduced in October, 1g50.32

Fifthly, expansion in local industries based on local sources for
raw malerial and labor i expected o increase the guantity of
consumer goods supplied and improve their quality without
diverting resources away from heavy industry. However, although
the emphasis of the regime is to set up néw factories based on local
resources, Iocal advantages, and local demand, there must be some
competition between local industries and heavy industry for capital,
skilled workers, and managers, and for other factors of production
w0 long as their supply i scarce,

Finally, local industry, as it grows, may be expecied to contribute
an increasing share of the oot of iIndustrialization, cspecially in the
heavy industrial secior. As a matier of fact, the proportion of the
stape revenue contrbuted by local industey (presumably through
turnover tax) has imcressed from g2 per cent in 1958 to 16.5 and
21.2 per cent in 1950 and 1960 respectively. ™

In 1961 local industry contributed 35 per cent of the gross
industrial output and 56 per cent of the consumer goods output. The
latter proportion rose to 55 per cent in 1964, Table 4 shows the
proportion of major consumer goods ofiginating in local indusiry
in 1gbr and 1963,

In the production of textile goods, centrally controlled enterprises
are still predominant, local induwtry producing less than one-fifth of
the textile gpoods produced in 1g6r. This is explained by the fact
that the textile industry is dominated by & few large firms, the largest
being the Pyongyang Textile Plant in the capital city. This plant
produces cotton yars, various cotton extile products, staple fiber
products, flax products, dyed textile products, silk fabrics, and
vinalon mixture fabrice. Up-to-date machines are wsed for basic
processing, and the dye shop is said o be almost fully srtomated.
Containing also the Pyongyang Silk Textile Plant and the Pyongyang
Cotwn Yarn Plant, the city of Pyongyang stands out as the largest
textile center, Orther major textile plants are the Sinuiju Textile
Plant, the Kasong Textile Plant, and the Kusong Textile Plant,
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‘TABLE 4
Poorormon oF Mapon Cossenn Goobs Provueen
&y Locar Dsmurrsy 196t aen 1gifig

—— —

Proportion (%)

rghi 16y
Tentiles [ TS
Confeciioneric 850 n.a.
Bean paate 1ERkLy 02
Underwear 5.6 n.a,
Procomed vegeiables gil.e R,
Processsd aboaholie beverages 6.z na.
Socka ks 93
Soy sauce 100 994
Vegetable ol 6.8 579
Bhioses G400 LT
Tetal consurmer goods o 55.0

Seumces: 1. For gfa, Pak Yong-song, * Formaton of 3 Fifrm Foundation of
Lestal Incluery,"

2, For 1954, " Statistical Materlal on the Development of the 1963 People’s
Eoonomic Flan,” Kyg ¢ chink, Febraary 1964, pp. 42-g8.

all of which are reporied to be highly modernized. Local industry is
chiefly confined to the use of inferior and low-quality materials,
industrial wastes, and locally available raw materials such as rag,
fabrics produced from wild plants, hemp, and flax, cloth remnants,
o.M

Such commeon food items as soy sauce, bean paste, and processed
vegetables are the main domain of local industry. These items are
generally characterized by low capital and technical requirements
for production and can be easily produced with primitive tools and
equipment on a small scale, Judging from the number of rained
and skilled workers and the machinery available in local industry,
the level of mechanization is still very low. It was reported in 1962
that there were 4,000 technicians and skilled workers, 2,150 sets of
lathes, 350 sets of shapers, etc., in all in local industry.? Recent
North Korean literature and official speeches abound with an appeal
for innovation and mechanization in local industry within lecal
theans.
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