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Figure 1. Hazard of regime change under three scenarios

0.45

|
0.40 1 ;
0.35 T
0.30
0.25 1
E
N
T 0.20 T
0.15 T
,’
0.10 T !
0.05 T
0.00 f f f f f f f f f f f f —

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Year

—A— Baseline (Reg. 3.3)  —®— Cooperative Engagement —®— Neo Cons' Cream  —®— International Embargo

{

3715 (IMF) Soll 71d3k= Aolt}. o] 7% B3te] A A= o] 7|A =], (2™ 1)< oA

U&u_,o

o] UERd o443 Awste] /e 1 el o 1-2% R vtolack, e 3
49 91 07o] A2 582 wolshtlehs 1 okE F F vt PohwlAe] RS Bl

Ll )=

7 WA Alvel s “AEFEke] FH(Neocon' s ream)” olglal = Ao 2 ZAALE7}
§2 oS0 7= ol o] A9 FAALE PAska AAVE Bolshulol, Wty
B5he A3 2 33l WA Hek, o 5 WA Alkel s
o 150 ¥ 274 B9, ol 2 SA7o] 24 341
BT 5% oS vl oAt 24 2| thEHe] 19
= 200871 o},

A e AUy Q= “SA| A Al (International Embargo)” 24 (19 1) oA AAH3}e] 7}
s730] v =7 Ueh= Alug 2ol ol & S0 Heko] & Thelltt 2o d=ds A
msh= 23k 22 Y5 sk A-9-¢ld, ol v AeE dolr] wiigell AR 22
A AAAANE 7Vl Ht, BAI= vke} 2ol o] 7-9-9f AU} s A2 45NE A|5ol,
e Ad2 1~2d Wl 532 Aot




=
=
T

] ©]
3}

177} 54 #8 £ . 67

LIy

ol o

Geo| o] FojA 1 Q= Ao, AW Fs S viekAHoIN 27 o ¥
Bel

T
A ol&x el A7ldd, ¢4, 7] 44

Xe)
pal

o
=

1

°
il

H

‘:I'.T

A 3

Fsde AZRe} vio}
37k oA

35l olw BIGk)

=0
o -

1¢]
=2

ofe} thi ZAolo}

5l 7

%8

R

T

ol A]

0|

Aot

=]

':li‘

A oA H

(@)
I

A
RL

El

kS S vl % ¢S Blolh. mhehA

Fod ¥l GE)

(@)

ol d
s = e FE7HA o] oM deius At LA

o

Zz0
o -
[¢]

he Aot 7l o]

&= 2]

)

ag

[

7}
s

olt}, 2] 1 o] oAl Ale)d

ol, o] F 7HA Alute] 2ol o

T
Y

]

LIy
T

#A
=

=

T

o] 7}

}

3
pul

=y

[e)

ok e
o
=]
':li‘

Aol
g]

b

7]

o M

=
i

o
A

o}
() A

| ot A

[s13

514
o] 4] B AL, 2l o)sh B

=

37
1S3
=

8

23)

T
=

°
pal

o] HA1A A37ellA]

]

o

Qle] Agoleh. mapa] ‘AR FTte] B ol “FAAA o 2 Altele 4] Az} 7]
a1, SAALE) o] Felo] o} 2 ol FolXL Q=] ]

A9 Ayl
4o 847
o & Z ol
2 o
71 5A

2

A 7}

S a7k YeAE mark wekd A 7H B9l 7k A%

= T R
= LYo &
~/ _ﬂ&HoEEE
) oF o )
k- N X AR
o ﬂjﬂ_ct
T ® % o
B N A
W N oF &
o =T
o o= o
%O -~ O
o HoEe g
N ﬂ_OI.uAIL_ﬂmo
) oAy Ry
G TET
o N o
I oy -
o . _rT._U__OL
T A
vy EEE
MMMA ﬂol.z\;e
Aoy 2T S
Tl oo M
ﬁrﬂr mﬂmemﬂﬂ
o op 5 ©
DT N S
- N N R
| ﬂvlécﬂmﬂq
R N
BE Lo
XLH B 3%
ol 7LJXI
TR
oF o W o o W
o Np Hyowp ER O Rp
Gy Wy o o




olef theh HALA HH % Qlt}. opul UE-o] Ho] A (Meiji)fralo] HAH L2 71 FA 3}
AA T2 AEE & F e, 8719 23t 719ks nhdst F2El) A ol R 2
F(Muatafa Kemal Ataturk) T8 ¢] A= vpzb7b]olth, S 2 Q1 W sl= A9t of)
Seho M AslE B A9 JtE Hztethe SHAA FHsE A

S w5 ofelslan 1on, ole] ] 1ol ¥ AP 918 Aoleh, A o
& &H2}o|E(Madeline Albright) 1]=r 5-2d3ol|7A| ¢, Fx|7} obd X]ujj o)

#alo] Atk WAHE A5 Aol

shaF2 ZdiskE AL Ad7ge] JE QI 7holl 7hsdo] dlnt. o2 Ve (E) 2
iste] FEaprt J3he) ub 3y o7 2E 3| =A| E(Augusto Pinochet) thEH o] He
= Ao glon, Bako] ity Al A7 (Alexander Kerensky)t ZEF & v 2|2
(Lothar de Maiziere)ol] £ 7Fs A% Ut} &, A9 X ol tigt AT 2 Xl

FotaL o] 2l WstE The g Wed] TN ok e A QlEd B3 T AR o

TR o,

[
Ho
_?L

LU S

olelg ZHolA ¥ uf FEe Fod X0 gtk o] FaF ol fr B0l
ALE Bho] ATL 5 9l7] violn, Zdiste] FEATF 1Y JAHIE 27
Aol Zroll Bibol g 2AH LA 0l7] Hfolch, A% B0l F a7 E THE of
= e 24 2 AL e e S48 RE Al AR4e] BAE
A7) I, olol el S, el - stol 13219 AL 2 A

)

b

N
-

Al & Ak oA Db, Bake] 5314l AR A Ho] ghamg B AHAF
(bourgeois) W12 & €4 o}— /‘} EE o[ FA H= Afoltt 3, Fsd e BAA
Al ARG

e Pl Bo] Bate] (b B AN AUk 2N F A Aok
A

2l 2g3o] Mol A b5 R gl

Adlgol def S=Hot Ui de] Uzk7] wiiel, ook &2 ol 7HA] #A o] g7




10

FHE Aot @ ae 28] 24 GAARD. Wb dh=e] th&3

il

=)
N

23] 7¥s el thulg B et gl ol

ghtoll s} T 744 BEAL 2T @S A 5-6d Fok 221818 Ate] AAAA

3} 2912 A% AMslol sy, Bate] ad B2 Qla] AR} olgle Al

W A% AAAA} A AEEE o2 s 2 FRE 5 31g Aotk & 7| A
al

=
P S FROAE Be Wal} gl ol #elo] AIMY F¥ol /|5 S

ol

tulate] AL dulax] wi Z4s) Ulof shl.
o} slrehe, Teli dho] Bate] B2 el ¢

=t stuEtE, 22 Es tinlsliof Sk o) 917 wiEold.

4

AEH 0T B3t BANE-2 WA A AL e, 23A oM Bek2 =
s O

25 A 2ALdB Aske] HaMdl @3 A Al E Ho) il 21 71Atel




11

olatd Fiste] HiA T SAH|Goll thet Aol Sl=Hl, Heko] B2t A 53
g 735 gh=ro] HABAE A7) fsl Bad ulE2 of 61 @ A=

selgks Aol 2oL Asrt AA R 133t £ 2 AFeIEA & A

s 7SS ki aht, o] HRel diaAE olel 7}

Wolgole] AFS Jlekadt ol

e
O,
o
v

A

o

ol

>

off

9(;
{0
o

&oll thell A7-stei=tl, o] Arollr] ZElshe Al

© F st FY AUeleE 428 2 5 gk of RdE o} 1)
=
=

w TRE

U e Pol5S BAld Auol Bate] 258 AF 0w Boleue & A%

3P} w6310 Belehs £AE T g AteloolM AEE Zolrk, &
AT FYAN AR E B B wFA7L GHO 2 o) F5H= Aol 7Pl
W, o] 29 ol 7hsd $8 Bk i 2009 1 ek o] 291 Azt
o}, olsk EAlol Hatol th £ o] Fol ) Hr olsh e thE AR 4171
& sl =jv] ofof me} 33t el 7|6 apst 42 F7P} ehdt. o

AElQ. Sholq Babe] 252 o

v
ue ol

y

&
o
I3
=
A
—m
N
P
o,
AuS
il
ot
R
NS
S
olr
=
=2 9
19
o
fifye
2
;N
[k
T
Ir
N
)
°
I
=




12

ths Zlolth, 7|RA o8 A ghro] %23
A2 ASE I Y Folug Fos] Hake] Ak
A AAE ol ol Fod A =

oFA|A| Hr},

AANAE B3 9o, o] Akl 2t kel s mAE
B 7zo] B Aol HAY, 3 £5HU} mFo AR HOR of

Fa7 s
b, ol Wihe] ARIHEe] FAsh FAINEl AH5E Bahol A2E wFAG
=

3to] Gogol thAHHE AT 1871 e] A
AR Bl AN B AbA] W Ao 4 2}
At B9l geln] DR AEe] AT A9 B el

)

le) H =
.29 $Ee B
le)

ofl

ol

ne

2

i

=

X0,

o
Xl
o

FPAA ] 2RAZE FHo| UolA Zo| ople AL 1EL A1
% [e]

Sl = AT
=)
ke
iy
m U
Of
o
=
o
il
s
2
20
9,
>
[y

2002'd oFol Heh2 A2 TE FEskL BEE TS AAshE AR 7ha
A sk AE Bolon, ofo thigh v&-& Fured i 2 )itk 2002
10¢€ A9l A (James Kelly) =45 2Fa R o] H oA w5-5eha 221
S ZHA L Jrka & AU o gate] w2 olo} o wigtelz)y S O Ml

o] ols} e FAS Wgeolol Leim o] Frhe U GErk oh




13

=
y 1

!

A
“

g

2AJo|ch. shkst vlatel A}

SR 87}

=

=

A

5

7}?

T

A7} =S & Hold7] wioltt. T1Ejal A Sjn]olr &

ojgA B

o 4ﬁia.%
_’OEOM;OL
2P
Np R
AT
. MWMMowﬂoE
Y Lﬂﬂm@&o
‘o ML,oJEm_MNﬁE
B ST o N
%o oW
N mmm.ﬂli
%o = oW R R
1 =
P ToT ik
a - I
SR
X Noop o —
Mo AM%EAT%
. c_aqxﬁujl
7E 1 7HL
o Mo e
m WX TS
gy _E;o_zr.]m
~ < de Ho B L
m o A o B
& WO o )
or — o o
Nd % = W R ol
PR -l
IS
— X 3 ~
T Zhenw
Lok e R 9
=3 X T 8 K

=

1

thA) gl

YRR v

[e)

|

L

A
o

=]
L

7} Gofol “olFar

SATHL
e

SEIE

=

o}

Al & 7 ler of

14

O

2o tf

3L

o A2 A 9] Bk A}

S
¥

il
A= JA

3k

74 Hef ol




14

ol
-

AFFRY = &l Ak, ofnl ) n|=I B 4 4R w) B
A go] AAE) A7 s nhe Sao] 9le Aolrk, RAl @HRe
oA 11906 hERAAZ} 317 o] Bahe 7eks] AlRpAA sl Aol
of Agolr}, Teh} o] A0l BAEE A% AFHE NDAAE Bae As
QJpolc. of Ao 3
A AR AR 2 AT AARE Pkl A8 PSR oleh 2eu
o o)5)e] AZalak $91 2] TR, A7) E9l717F B2l A B
A AR} O AFeE Sl oo 2 e nA delens A7EA
o, Zejn e nEae faR e g eizke] felo] Qi Ao,

et B
by

o 2

inss
(o ooX

i)

¢
o

e

= F o)efat Fo] AxE 3
1 Qe el BAH Be BaelA dael 444 ERow I8 Bl A%

A
(o,
Mo
offt
)
lo
2,
g
o
<
©
N,
Auh
2,
1\2
1o
3\2
S

!
°x,
i
a=)
nj

5 A =
R E Aoz W QlEAE REn shARE EAl= Al Aol tie¥e
2 FAE 7hs e ek S0%ol AR, 18] A&l WiFo] of3e] gds H
otsl7)7} 2] A ks Aeoltt. 2 Ax Al ool fiF Pl g41E ¢,
Ale] el o] thego] HaL FA| e e 2547 q

otehs dat ye o] v ok, 297 9 v
ol IF7 eHe FAHLR Ao HYF oz His ol &3

1999~20001d 0.2 ¥|=ol7}A Ec}

7heks] Zigked Alg] g olslo] thego] d = A, o] A el 4
T M oA 7L A9 gle e Ao ofel2UAsHAIE A thEE o] H3E
Aol Balo] slohd, AeraS Ag Ao Ayk= A theF o] Aol d Ao

O




15

Z7 vHEd s A s iolﬂ} —r/\l ﬂi%"’ﬂ

A& e &S obF ahA &AL L, WEHGES BARIE 7Fs7do] it

ol 22S WEI Y Y (Nixon) EHo|U o|JEE WHEaid s w7

(Menachem Begin) o]}l F2|o] -9 FAlstthaL H3lct. v+l FA] 55

o] YHEFES kA 19 Al AR ofwl A ClA 71wl Ak
T girk. 1A o] a1z} sk AlFsof 3k Aot

2T %%Pi Bapzu o] oF 6~8%7} 7N H 07 7)Y o] EAIEAL ks tha

o
2=(Mercy Cops)sh FF02 FYT PURAZZAES ofahel ke Ao} b
o
o

ot A&, T, vl 5 =AAETE Eojok & Ao tisi M = Al < ¢ §i

s
2 7S WEH shARE 9-217h 5 ol whd B3 dRlSe] el ofsh, 4
f'é} &= A qelr= A o] 1996~1997Ld TELE FA3] AL Qe Y

of2hiL e, o ol ek Fale] Tl

|o
bl

o

o rr
it ¥ rlr rr

=
A, dr 32
IV
ofN
=

[
i
R/}
oft
oX,
s

o
——

AT AE 2 J‘{‘—(Court Robinson)©] AAIE th2 ZAE ¢l 17} WA

P

B Axs %‘JSHH ol A= o] AR AFste Aol F& A 2

N
m

*Mﬂﬁ% i S e} Bl ke 35S 12 Ao
(o)




il
rII
o
%,
©
¢
rlo
i
N
=2
=
v
—u
)
gil
o
o
5
ol
H,
re
ro
e
e
=)
Hr
©
Hl
=
ol
o,
ol
=

e
:“E«,
ol (Y
o)
)
=
)

rlr
=

ojth. At T R v=a AHsM = AAl= A7

Jogke] 23 Hol7h 7] miEoltt. #410] o
EQHSI AL Aol S 2
Tol7] WlZoltt, o= w7k 1=d 5
gk, it A 9 2F2 HI%
1

ole}

02
H
Hd
>
s
Mo
=2
= A
ok
M~
r

Yo, 4o 2 mE A
rr ey do

olf ot ol

off
-

<

o

N o
Ir

A

o

o

i

2L

|

f
o,
)

>,\l]-mo

Lot

o T

Al
o}

#o]7]

2
2 °
>~
|

e
ok
N>
fl
_O‘L
2
e
g
AC
ok
|

o

7

-

I\ VO [
o

do 2 ™
%0,

tlo
NI
i

whel Batol oo, AR e, Felet Bt 5} e Ago] Wity
Ade FHe7) ol v F5 Tt ARAL 2 9L s Hgke A
e}, 22 S vl thol B j3 Erd o] glow F
o 45 FESFE A9 UeRd Aolth, 2L S £R NS B mF)
Q7] Wl 25l S e WA o] EAlE =efsteba i TRt
B2 ANH Aol = 2R HaglE3te] tisirh YRR Qe sk 2
A dstagold AR Bad AL HeT WA o1 ‘FeUR njris}
e Aoleha Aztent S| F9E AL & /1A Hoke] A9 B o

o] 7124l APt &

o] ol Thulo] 9 RA g pAste], B, 53, Fav)
Zes

2rshl H5hA @ Btel ] BEahE AT g B9

P
=Y
=

A2 Astel Feilg Fol 20024 79] BANE el B Aol glgih, T2l o]l
B AYZAZ 3] B8 ol We Hgol AAkor ekl vt FA4
BAEE ¥ Ik AFE U FSA, ook e RAFo] A B9
23 e Uko e ded SEAE TR 1 B e W ¢
2 Zlole}. olelat Zlo] WA 7hsd vheklrl A A Dot Absdot

Heje} 47a=r)

(S A8 Ths Aol tfe BAE vl F0]2E olgrolt) Bl AlZE Aol

olv] Hed 7 3l WA kA ARG, B9k FHEL AFeE Ao
A om] At 1097 TR AT ol FAFe ke, ol2gk 97t A5 I

2t 5 3
st Aefoltt. o] & v HE ks A2 ot 74 o] & Aol




17

2 &)

% £A17F He S AhdAn|eh e d Ftolnt o] AhdAdn|el drdE Tl
gxAt o= A IAHEHAEAE Bl 2A % 18 REart, e Al Hellx=
HsPL ASAE S 7IdE S o8] duEs € F fle Aol Aol 2419
ot I7I9ES dEAES s ds 5 Sd2H S 32 Aol
53 TG0l of2 ti=d & Aotk YA EA=TH S 2418
E 0, ofe} FARE B-97F A 19900 2 dupuotell x| yebith, 2| 7S
o] A|2tE7] Aol 2 FollM e ofo} Hlszgk A9t JUSAT. of 23 Aol

o

2 ), 1960t} 1970 e o] AF el 5o} 87T ool o] A8
A7} 918 % & ANA ol e A SHaatA bk whrol jEo] e ojw
o 2 YolzA ol tlala e Bakalaly,

N
Jor
o,
>
At

oA P72 7HES FAE W, B9 A5 22 Al whA Sle A

ot B3t /Y-S HTH LR o|F HH= = 2

ojt}, o]gt Hollx= 7N E o] Wk sto] Brlssl AN, 7 o= Ut
7

Sl S0 WA A 222k HelE B7hsd Ak ojuT,

Y
o,
ne,
Ho
o,
ol
rlo
ofl
!
M
of
— of,
o
3L
=
)

=
N
§E
lo
2 ofl i
B
1
Mo

Anj
o TQ
£
o B I
L
2
2

M
oy LT
%0
rlr
N

o
(N
N
o
S
i
AN
=

o] o Qlifo]] tisfiA] 2l J)
o= AR FQ83 o|frolt}t, H3}
U7t 7edoR B ) ZRER

2AQd], EREF Z2IaPL 53

N
ro,
off
1 ‘ O,
kel
2
Rn
ol
)
>
bl
N
)
kd
30,
)
¢
=

e
i K
uich
=

r ol
|\
o

ol
ﬂ‘
oy
o
o
A
D)
l-d:l
)
H
o
A
Au)
gl
v
AL
)
A
o
o

o,
s
%
ki
T
o
[ &l
ki
i
)
o
=)
L
ok
&
%0
L3
2
g
rr
A
=}
W
2
rr

d
5
N
2

o, of
)
A
e
o
e
r'O
kil

N ofg
of 1o

ofi
rO
o
2
)
=]
o
=
o
N

o)
o
S

(]

WESFeHE ZR2IAHI T A o A= ogfgk AEe] Agtl 3l& AL

ol FAlo|th, -2l o] 2] oftlo] hA] meth A}

il
o
|\
)
~
=2




18

W7)se] Eehol2ul WAHIL BeF 3 2e)e AlRste] AR s

o) 3314 £E 5ol i ek, aelm v|Ro] olsl LE FFEAL T 7}
SAE S vkt Bgehde] Al te vae dEUwE ol 42 1
A AYFOA W AR A4S % 43 AANE 275 T Aol %
o] 01 83 12 H71E A L AR oAU, Wl - o]
o] WASE B B AT ek Bol Shshl BAEIE ol Aol
o}, s Hl S A5} SjAlA o] 91315 BET 5 gk Aol s 9213 Aol
51 H5He v|Fol} thE SFelEe] Bek el AAES 3] $J3) BE GBS A
513 th) s A Getahy] diolct

2 Bato] ABA - HAH AL HAF] 93 el TALTE BLE Frke of

B3to] Aulel ZAE B A3 hI AL BaE sH=) ke AL o
2% ARolth. thel9IFle]l fasths He wus z
g Fejsal7)7] 91 e gl AAE S 83

ojAle] o7} QA BA| o] Ao 7 7= Aot}

L5953 doelXe 53] HgHAE Fxold WiEEH ams}_ 3ol
et 128 sl ol 8% o7t Tt S Ml ER o] 17kl 3171w
o 53 &, A1, a5S 918 AR S T Ml B shdstal gl a9
U S WEo] Al < P& P T8 AR eude] 5 AR ¢
A3 th=d

32 19700 Zol], W ER-L 1980 dt) Tol] | ol kg, 2 FA 2
& =599 70% 01”01 TRl FAFRL A% I A W E TR
£ WAstele] FEREe AMIS dEe mhe Srs ST F Jidlen, o
= T A % S7EE ofolRlth. old A S T Aol 53 W2 Ab
£ 54 ﬂE—OM =7} &f7F obd A8 AP o g olsshs Aol 7FseiA
o 1A I}HE.E% AFE A gadhs T4l Tl T STHA F

S~

she At

ﬂllrl
E
Hir
flo
o
ol
bt
N
-
o
XL
A
32
£
o
>
o
N
lo,
=)
o
e
[
o
pos
o




19

HIE RE Alghe] Agto] Yolx|= S E 7RA (Pareto improvement)o|t}, &5

ARE B ohfe) BRI ES B AEE BB RN FAkHE
o

o olm glow], Ao} Fefe] T FIYRE FAAEIA
= 5ol YobAx gl el

AAA 02 W, e Pash AN TR ol 2 ) %
Eguet Fohuoht BekFAls) o] AR 202 ekt Bake
Aol 7] Wo P} 9 F7ht 4 F7hol o FARE Ao
bgel s e shels s AL} e, A4 208 A
Whshe Mo S EEE AshEol Uek /b5 o] B Etk.

[j‘%
oomy o
o o f T
2 Hl o =

2 g W Eo] B33} 37 2 F WA o] fi= Bito] gz FHolgh= 4
ofth. kA AFE T REAH, HEko] FAPEAN BofuAL ol F AsiA
3171 fleh Al of Wk AR o] 2277 HkEA] Fasitt

AR, M Eo] 7P 71t Alelo] 7ol o] & H-8staa} st MEES WA
S A2 F 3 Fo| Yt wepr] 25 Frte]d u]]Eblo] Doyo on|al=
Aol thgk A oj7}t & & 7hARtel §iek, WiEde] ) o 24gk A 1980‘4‘41 o
o) =], BAl 2EL I 7fFe] AW (Ho Chi Minh) ] °W o] X o= kol
Argshs 725 A < it 22ja S o] o
L of] thek A3 o] T3] 78kt

82 o] R4 SH AFFE BFol7] 24
HEH, ol it BATRS o 2 et Y ‘%}
5 of a

=

a 8 790) BAl FANVT]

mlo oL
el
rr
L
o
T
£
v
_?L
lo,
=
=2
2
!
f@
o
ol
e
1o
o
O~
o
=3
Mt
ol
o

39 Z=75uA %ﬁ—s} JxW A7} JJriJéﬂﬂOi
=3




war

=
b 7EA] AR

R

HlZ o] §

L.

e} A3 o] A

}

o)
pul

=]

‘..l.i‘

bajole] Flthet 2fo]

T

X}

Blof#oldtt. ol W3] Tl At
=3 5

==

b g5 o glojAzh ohith. 44
5

T

}b]—
Z2ak veholH, gl
o|tt.

Xel

&

3l
=

-

Al

9

2ol o

=" o] gk} 2

A

-

t}
1 EE At

-

==

L
5

Eedel

20

B]Z22HI(C, Fred Bergsten) HHA}] oJol7] &

|y

2l

A o] B3 w7] B3 237 9] 477 E(Helmut Schmidt)

H]

2] A

o

=

&l

E

= 4l

13 Zolet, el )

°

o ATt FA 1

744 deht 2 Ao g zEEsy

_foT

63:

oLt 7}

o
T

2 o]

“@o] B

°

1]

=5

°] 19891 10¢ ¥ ] BHE(Willy Brandt) &
H

o] et

L —

| Y

°

74 2tal oAl EQI0H B E A o] o

oy 2

20|

-

ojch, Zehr Z Hof

al

b 2elol

T

T

20~30'd Hell= 5 Fdo] o Hrk
B

53

st 5L A




21

Korea after Kim Jong-il

This morning | would like to offer some remarks that are based on the
monograph “Korea After Kim Jong-il”’, which came out in January this year. The
book actually had its origins in an earlier visit of mine to Korea when | did a series
of interviews. Reporters continually asked me questions along the lines of, “Which
would be preferable: gradual integration and reconciliation between the two
Koreas, or a collapse of North Korea and its absorption into South Korea?”

| kept on explaining to the reporters that in some ways that was a mis-specified
guestion. My own views on this were basically irrelevant as to what would
actually happen. But it got me thinking that there was probably some utility in
sitting down and actually trying to think through what those channels of change
might be, and what the implications might be for both sides of the peninsula.
Those are the origins of this book, and that is to what | will devote my remarks
today.

North Korea is coping with a crisis that has probably been going on for
something on the order of 20 years, going at least as far back as the mid-1980s
when there was already evidence of deterioration in North Korean economic
performance. This was followed by the tremendous macroeconomic shock of the
cut-off of Soviet aid and the collapse of the Eastern Bloc.

In response to this withdrawal of support from the former Soviet Bloc, China
partly stepped into the breach in the early 1990s. But even the Chinese eventually
grew weary with the North Koreans, and significantly cut the amount of aid they
provided to North Korea in 1993. The food problem had been building for a
number of years, but if one were looking for a single proximate trigger for the
famine, this would be it.

* A transcription of a speech given at the IGE’ Distinguished Lecture forum on Tuesday, April 7, 2004
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We don’t know how many people the famine killed. Perhaps something on the
order of 600’000 to 10007000 people, which would be about 3-5% of the pre-crisis
population. Famine- and food relief-related issues are one prong of North Korea’s
engagement with the outside world. There are two others.

At the same time as North Korea was entering into a famine, it was stumbling
into a nuclear confrontation with the United States. Out of that came the 1994
Agreed Framework, the construction of the Korean Peninsula Energy
Development Organisation (KEDO), and the subsequent diplomatic activity with
which you are all quite familiar. In effect, over the course of a decade the North
Koreans moved from a system of dependency on patronage from the Soviet Union
and some of its allies to dependency on patronage from a broader multilateral set
of countries. That makes up a second prong of North Korea’s engagement with
the outside world.

The final prong of Pyongyang’s engagement would be the strategic shift that
occurred here in South Korea in 1998 with sunshine and the subsequent policy of
engagement. So, North Korea now primarily interacts with the outside world
through three channels: food-related issues, the nuclear program, and its policy of
engagement with South Korea.

This approach has proved inadequate to pull North Korea out of its decline. |
would argue that in the year 2002, the North Koreans began sending signals in a
variety of ways that suggested they were either pursuing or consideringa
fundamental strategic reorientation in three parts. These policies are not
necessarily ones that anyone in this room wouldadvocate. They are not policies
that | am endorsing. | am simply making the argument that, from a North Korean
perspective, this is what they were trying to accomplish in 2002.

If one gives up, at least for some period of time, the notion or the hope that one is
going to communize the peninsula on Pyongyang’s terms, then one does not need
a massive conventional army capable of invading the South. Indeed, if one expects
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a permanent or prolonged period of peaceful coexistence, then that massive army
Is actually an impediment to improved relations with the South.

Under those circumstances, the first piece of this three-part platform is the
creation of weapons of mass destruction and their missile delivery systems. If one
has given up the hope of having an offensive threat, the weapons of mass
destruction and their missile delivery systems provides one with deterrence.
While you are not planning on attacking anyone else, no one is going to attack you
If you have nuclear weapons and missiles capable of hitting not only the Korean
Peninsula but most of Japan and places further afield as wvell.

Once one has secured that double-sided deterrence, then the conventional army
IS no longer needed. Indeed, it’s an albatross around the economy’s neck and a
diplomatic impediment as well. So one can then start talking about conventional
forces demobilization. It may be in your own self-interest, but it’s always good to
get somebody to pay you for actions that you would do for free anyway. So why
not take a run at South Korea, Japan and the United States and see if you can get
them to pay you for conventional troop demobilization.

Indeed, in the summer of 2002 all the way up to October 2002, the North
Koreans were putting out signals involving conventional troop demobilizations of
up to 500’000 men, which, interestingly enough, would have reduced the size of
the North Korean army to approximately the size of the South Korean army.

If you’re going to demobilize a half-million troops, you need somewhere for
them to go. Politically, you certainly don’t want half-a-million unemployed
military-trained people wandering around your country with time on their hands.
That is why you need economic reform. You need economic reform to generate
employment, to absorb the demobilized military forces.

| would argue that it is plausible that that is what the North Koreans were
aiming at in 2002. As we all know, that didn’t come to fruition. So now they are in
a situation where they have begun a process of economic reform and that has
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implications for internal political stability. | want to talk about how this plays out.

The economic reform process that was initiated in July 2002 had four
components. The first was changes in microeconomic incentives, and initiating a
kind of marketization program. Here, we can say that the results thus far, at least
as | can observe them, have been mixed. The North Korean economy prior to the
introduction of these reforms was an incredibly repressed economy. Markets were
thoroughly repressed and market activity was criminalized. However, as a
consequence of the economic crisis beginning in the early 1990s, households had
to do things to cope. They had to survive. They had to get food. So they began
engaging in behavior that, in a literal sense, was criminal.

In effect, the July 2002 reforms legitimated coping behavior by households that
had started a decade earlier. By legitimizing it, it reduced the risk premium
associated with engaging in those behaviors and led to their expansion. We now
see in North Korea a considerable upsurge in entrepreneurial activity at the
household level. You have people raising chickens and selling them at markets.
You have people selling things by the side of the road. You have an increase in
retail activity. By one estimate between 6-8% of the population is now engaged in
these kinds of informal sector activities, generally in retail trading or very small
scale foodstuff production for sale. That has led to an improvement in the quality
of life for many North Koreans.

It is harder to argue that there has been any significant upsurge in industrial
production, though. There are things going on, and | don’t want to deny that there
has been no response to these reforms at the formal level. But it is fair to say that
any response in the formal sector has been disappointing. You don’t see the Kim
Chaek Iron & Steel Complex producing lots of steel, despite the introduction of
these reforms.

The second component of that reform process was the creation of inflation. In the
interest of time, | will not go into the reasons why the government did this, but |
think it is very important for a variety of reasons. With the introduction of the
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reforms, there was a tremendous increase in the price level. This means that if you
were a North Korean citizen and you were dependent on North Korean won
denominated salaries, given the huge increase in prices and the much smaller
increase in salaries, you suffered a decline in real income. The World Food
Program, for example, has found in its surveys that these reforms have in effect
created a new class of urban poor.

If you are a high government official, or someone who perhaps because you
have relatives in Japan has access to foreign exchange, you were, to a certain
extent, insulated from this process. If you can get your hands on dollars, Japanese
yen or Chinese yuan, you are insulated from the effect of this degradation of the
North Korean currency. Also, if you are a farmer, you can retain production for in-
kind consumption. So people in the rural areas and the very high-end people who
have access to foreign exchange are to a certain extent insulated from this process.
However for the average North Korean who’s relying on a salary, there has been a
decline in real income. Some of these surveys from the World Food Program, for
example, suggest that some households are spending 70-80% of household
income on food. There has been an increase in the number of food-insecure
households among the urban non-elite.

At the same time, among the class of people who do have access to foreign
exchange, there has been a widening of the goods that are available. If you have
the dollars, you can now buy a VCR. You can buy counterfeit or pirated tapes of
South Korean soap operas. There is some evidence, and | do not want to
exaggerate it, that this is starting to have the ideological impact that traditional
anti-communists as well as the Kim Jong-il regime have always expected: once
North Koreans start watching South Korean soap operas and see the lifestyles of
the rich-and-famous as portrayed in these television shows, it will start to have
real implications in terms of cognitive dissonance. | know of people who have
concluded that they have been lied to, that they have wasted their lives, and who
are telling their children to leave, to go to China, and to try to get to South Korea
and have a real life. So one implication of this adjustment in the system the
creation of inflation is potential ideological or cultural infiltration through
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cultural products produced outside North Korea.

The third component of this reform process was the creation of special economic
zones. The one at Sinuiju was a fiasco. The industrial park at Kaesong will
ultimately have greater implications for North Korean development. Ultimately, it
Is South Korean small and medium enterprises that will be the main foreign
investors.

The final component of the reform package is aid-seeking, in particular seeking
aid from Japan. Post-colonial claims, or reparations, or however you want to
describe them, are the one major claim the North Koreans have on the world
financial system. The expectation that was ratified in the meeting between Kim
Jong-il and Prime Minister Koizumi was that when diplomatic relations were
normalized between Japan and North Korea, there would be a substantial
financial transfer from Japan to North Korea. | think that neither government
anticipated the political reaction in the Japanese public to the issue of the
abductees, and, as we all know, normalization has not proceeded as expected.

So North Korea finds itself, then, in a situation in which it has started to
marketize the economy with a variety of effects internally. It has inflation that
with distributional implications . The special economic zones are not panning
out at least up until now as they might have been expected to. And the aid
from Japan that was supposed to keep goods on the shelves while they were
implementing these reforms has not been forthcoming. As a package, this has not
worked out as the North Koreans expected.

The key point is that this moves North Korea from the realm of elite to mass
politics. Unlike the diplomatic maneuvering that preceded the introduction of
reforms which only effected a few hundred people in the Ministry of Foreign
Affairs or the Party, these economic reforms are fundamentally changing social,
economic and political relations at the grassroots level for everyone in the society.
These developments are overturning, at the individual level, the paths to power
and status. As a friend of mine put it, it used to be that the traditional preferred
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sons-in-law in North Korea were state officials or party cadres. Now they are
military officers and entrepreneurs. The central issue for the North Korean regime
is whether they can manage that transition in the context of the legitimization
challenge posed by the existence of a democratic and prosperous South Korea.

The introduction of reforms has required an ideological reinterpretation of the
national ideology of juche to legitimate these reforms and the departure from past
socialist practices. The response, and this may sound strange, has been the
introduction, or intensification, of a “military first” campaign.

In the second chapter of my book | attempt to use formal statistical models to
analyze the prospects of regime change in North Korea. | want to make quite clear
that I'm using the term “regime change” in a narrow, technical, scientific sense.
I’m looking at the determinants that lead one political regime to change to another
political regime. I’'m not using it in the sense of actively seeking a regime change in
North Korea. I'm just looking, in a scientific sense, at the underlying forces that
determine regime changes around the world.

In the context of that study | looked at three different data sets. | wanted to make
sure the results were relatively robust. They covered political developments
throughout the world, essentially universally, from 1960 onwards. | have data on,
more or less, every country in the world from 1960 forward. | then analyzed what
were the underlying determinants of regime change.

There were three sorts of variables. The first were basic political, legal and
cultural variables that change slowly, if at all. That simply means that some
societies are more likely to experience political instability than others. The second
are demographic and social indicators, things like the level of urbanization. They
change, but they change relatively slowly. The third group of variables relate to
economic performance and policy. They tend to change the most rapidly, and, as a
consequence, have the most impact on the short-run changes in the likelihood of a
regime change.
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These models were then used to generate the probability of regime change in
North Korea in any particular year. The results of one such model are shown in
Figure 1. It's one of about half-a-dozen models produced in the book.

Figure 1. Hazard of regime change under three scenarios

Hazard

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Year

—A— Baseline (Reg. 3.3) —®8— Cooperative Engagement  —@— Neo Cons Cream  —®— International Embargo

The probability of regime change most likely peaked at around 10% in 1992,
declined, and then peaked again in the late-1990s. Then, as the process of
engagement with South Korea moved forward, and as there’s been an expanded
provision of international aid, the likelihood of regime change has declined. Now
it’s on the order of 4-5%.

| then simulated three alternative scenarios in order to get a sense of how
amenable these probabilities are to change. In the first scenario, which 1 called
“Cooperative Engagement”, North Korea solves the nuclear crisis, there’s a
normalization of relations with Japan, the Japanese provide more aid, North Korea
gets into the World Bank and IMF, so on and so forth. Economic performance
improves. The likelihood of regime change declines, as can be seen in the lower
spike in Figure 1, down to about 1-2% a year. Kim Jong-il dies in his sleep and one
or another of his sons inherits his grandfather’s mantle.
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In the second scenario, called the “Neocons’ Dream”, the international
community puts the squeeze on North Korea. Aid flows are reduced, economic
performance deteriorates, North Korea is stuck in this kind of nether world of
half-way successful economic reforms and so on. In this scenario, the probability
of regime change rises to about 15%, which means that Kim Jong-il is probably out
of power before George Bush. As you recall, in the neocons’ dream George Bush
gets re-elected in November and is president until 2008.

In the final scenario, the “International Embargo” scenario, which is the very
high spike in Figure 1, North Korea does something i.e., sells fissile material to
al-Qaeda that is so outrageous that the international community imposes a
comprehensive economic embargo. As you can see, the likelihood of regime
change shoots up to about 45% and the North Korean regime collapses within a
year or two.

These are simply statistical models. They are not tablets received from God. In
particular, the models might not do a very good job of capturing certain dynamics.
In particular, I've always thought that it is politically useful to be able to blame
one’s problems on hostile foreigners. So it may be that the likelihood of regime
change under the scenarios of, say, the “Neocons’ Dream” or the “International
Embargo”, are actually somewhat lower. You would have to bring those top two
spikes down, since this model doesn’t take into account the psychological political
dimension.

At the same time, if the international community is being very cooperative and
your performance still isn’t very good, you cannot blame the foreigners as an
excuse. So in the case where you have cooperation, maybe the likelihood of regime
change needs to be a little higher than that spike at the bottom. So perhaps the
whole fan in Figure 1 needs to be brought together a bit.

Yet even with that caveat, the analysis suggests that the current situation is
consistent with outcomes ranging from the maintenance of the status quo, to
evolutionary change, to what would amount to revolutionary upheaval. If there
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were a regime change in the North, there are two questions. One, what would be
the character of any successor regime? Related to that, would any non-
Kimilsungist, non-juche North Korean regime be viable? Would it be able to
legitimate itself or would this simply be a transitional state toward unification? In
other words, is a post-juche North Korea possible?

With respect to the character of the successor regimes, which is basically taken
up in the third chapter of the book, I’'m going to make an argument that may seem
counter-intuitive, but which | think is a potentially important argument. |
mentioned earlier the “military first” ideological campaign. On its surface, it
seems to suggest the ascendancy of the most reactionary forces in North Korea.
But I am going to argue that this may actually be the mechanism by which a broad
ranging top-down modernization of North Korea a society subject to an external
threat s justified.

The argument is very straight forward. A strong military is necessary for
survival. A strong military needs a strong economic/technological base. Ergo, by
elevating the military to the level of the vanguard, the “military first” ideology
justifies all manner of departures from past practices, including the jettisoning of
socialism in practice, if not as an ideal, in the pursuit of military modernization.

There is historical precedence for this. Possibly the best historical analogy is the
Meiji Restoration in Japan, but one can point to others, such as the founding of
modern Turkey under Mustafa Kemal Ataturk, as well. Revolutionary changes
were justified as responses to foreign pressure and legitimized in terms of
restoring past glory:.

The argument I’'m making is a positive argument, not a normative argument. It’s
an argument that top-down, military-centered modernization may be a successful
political development strategy. It may be that, in a normative sense, a result of that
would be a nuclear-armed North Korea that’s antithetical to our interests. But
that’s a different issue.
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If I am right, it would suggest that Kim Jong-il is trying to play the roles of both
the Tokugawa Shogun and the Emperor Meiji, which would probably task even
his theatrical abilities. But it’s consistent with remarks he’s made, for example, to
Madeline Albright saying he was interested in a model where he would reign but
not rule.

Top-down modernization, with or without Kim Jong-il, is a possibility. But
there’s no guarantee that the military modernizer that would emerge would be the
Park Chung-hee or the Augusto Pinochet of North Korea. That person could just
as well be the Alexander Kerensky or the Lothar de Maizire of North Korea, that is
to say a transitional figure who is unable to legitimate his rule and who simply
paves the way for a much, much deeper change.

The key in this respect would be South Korea. South Korea is key because of the
resources it has and which it can provide to the North, potentially propping up
either a Kim Jong-il modernizer or some kind of post-Kim Jong-il modernizer. But
it is also key because the very existence of South Korea poses a legitimization
challenge to any would-be reformer in the North. Ironically, one can imagine a
situation in which the most radical forces in the North would be revolutionary
unifiers. That is to say the most radical political forces in the North would be the
people who want bourgeois democracy on the South Korean model. One could
end up in the ironic situation where South Korea, fearful of the economic
implications of absorption, would actually act in a way to try to prop up a non-
revolutionary regime in North Korea.

| have already gone longer than | anticipated, so | will skip the final part of the
book in which I talk about what the implications of these various paths would be
for the South Korean economy. | will simply end with the following
recommendations.

It seems to me that, from the standpoint of South Korea, one can make a very
strong case for engagement. Why not? North Koreans already have 11’000 artillery
tubes pointed at Seoul. If you engage with North Korea, the North Korean
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economy grows a little bit more next year and they invest some of that money in
military modernization. The marginal increase in threat of the then 12’000 artillery
tubes will not be that great. South Korea might as well engage with North Korea
in an attempt to encourage North Korea’s evolution there is not a lot of
downside risk. So if you’re South Korea, there is a simple case for engagement.

However | maintain that that engagement needs to be done on efficient
transparent terms. | specifically argue that one could use the tax code here in
South Korea to move engagement so that it would be done more efficiently and
more transparently than it has been done in the past.

Secondly, while engaging, South Korea needs to prepare for the possibility of
sudden collapse in the North. That has two implications for South Korea. There’s a
need to continue the process that South Korea has been pursuing over the past
five or six years of strengthening its internal institutions. When put under strain,
stronger institutions will perform better. There are a variety of changes in
corporate governance, and so on, which | recommend.

Third, South Korea ought to err on the side of fiscal prudence and accumulate
fiscal reserves in anticipation of a possible collapse in the North. Even if you don’t
expect it, and even if you may not want it, there’s something to be said for putting
away something for a rainy day.

In conclusion, the North Korean initiation of economic reforms has put the
internal stability of North Korea into play, if not in the immediate term, certainly
in the medium-run. Nuclear diplomacy could have enormous implications on
how this plays out for both North and South Korea, as well as others. Thank you
very much.

Questions & Answers

Kl The other day, the Chosun Ilbo had a book review about your new book.
According to the review, your book mentions the cost of unification. If North
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Korea collapses suddenly, the South Korean government may need some
US$ 600 billion to normalize the North Korean economy. | wonder if you did,
actually, mention that figure in your book.

I’m going to give a more lengthy answer than one may have expected from
the question. | want to be careful that | am understood since there is a lot of
misunderstanding about this.

| have done economic research on the implications of economic integration
between North and South Korea. One of the scenarios that is modeled in that
economic research could be thought of as a “unification” scenario. Think of
this model in very simple terms. We have the Korean Peninsula. If one
simply takes away the border and labor is allowed to go anywhere, a lot of
people would move from the North to the South. Likewise, if you took away
the border but didn’t allow people to move, and tried to raise the level of
income in North Korea to some specified level, then you could calculate the
amount of capital investment needed.

The number that you cite US$ 600 billion comes from the following
scenario. There is a process of economic integration in which a limited
number of North Korean workers are permitted to come to the South. In this
particular scenario | believe it is two million workers. At the same time, there
is investment in the North. That investment carries with it new technology.
So there is a process of technological upgrading and productivity increase in
the North. Under that scenario, how much investment is needed to raise
North Korean incomes to a particular target level? A level that has been used
as a benchmark by prior researchers, for example at the Korean Development
Institute and by other academic researchers, has been 60%. So | simply adopt
that benchmark for purposes of comparability.

If one makes plausible assumptions about the number of people who move
from the North to the South, the rate of productivity increase in the North
associated with the importation of new technology, the amount of capital
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investment in the North needed to raise Northern incomes to 60% the level
of the South is approximately US$ 600 billion over ten years. Obviously if
one raises or lowers the 60% target, one will increase or decrease the bill.

There are further assumptions to this model. Do you assume that this is
profit-oriented investment that generates remitted flows back to the South, or
do you consider it grants? But setting such questions aside, the
macroeconomic implications for the South under this model are that the rate
of growth in South Korea slows over that decade, relative to what it would
have grown otherwise. Basically, some capital accumulation is being diverted
from investment in the South to investment in the North. Of course the rate
of growth in North Korea would rise dramatically. So the rate of economic
growth for the peninsula as a whole is higher under integration than non-
integration.

The other implication for South Korea in this scenario, beyond the slowing
economic growth rate, is that it would have distributional implications for
the South. There’s a shift in the distribution of income away from labor and
toward capital, because capitalists now have this new group of Koreans in
which they can invest and get to work in their factories. Within labor itself,
there is a shift in the distribution of income away from relatively low-skilled
labor toward relatively high-skilled labor. If you believe that relatively high-
skilled labor are the predominant owners of capital, that suggests that
without some compensatory policies here in South Korea the process of
economic integration would be accompanied by an increase in income and
wealth inequality.

The UK has an embassy in Pyongyang. We’ve had one there for 18 months.
During our time there, we’ve picked up a few changes that have occurred
fairly recently. People who worked in industries and who were supported by
work units, and until fairly recently had been quite well-supported, are now
not getting the support from those units that they were getting. There is some
evidence that people in industrial complexes, which we know are often very
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inefficient, are now not among the better off, but are indeed among the
suffering. It is those people who are having to turn, in some cases quite
desperately, to making money by other means.

The second thing we noticed over the past year or so is that there seems to
be more of what has been described as “horizontal” discussion going on
between different organizations and ministries. Groups of people in
organizations talk much more now about people in other organizations. This
IS, in a way, less closed, more open, and sometimes more critically open,
activity and dialogue. Would you have anything to add to this?

In the summer of 2002 North Korea signaled its willingness to reduce
conventional armies and move more toward a deterrent posture. It was
looking for someone to pay for it. Does the October 2002 “confession” when
James Kelly was in Pyongyang of having an enriched uranium program fit
into that? Was that an indication that they wanted this topic put on the table?
Was it an accident that this came out?

Secondly, you referred to the nuclear diplomacy that was going on. What
do you think the next six to eight months will bring?

First of all, the problem with the North Korean nuclear program is that,
although it might be something that we, meaning the international
community broadly speaking, could learn to live with if it could be confined
to the Korean Peninsula, it cannot be confined to the Korean Peninsula. The
delivery systems extend beyond the peninsula. There are worries about
proliferation in a physical sense and that a desperate cash-strapped North
Korean government would sell these nuclear weapons. Thirdly, there’s the
issue of precedence that withdrawal from the Nuclear Non-Proliferation
Treaty sets.

The problem with the trial balloons the North Koreans were floating in
2002 is that, while they had a certain internal logic from their perspective, it
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would be hard for the rest of the world to accept them. When you get to the
specifics of what happened in October, | believe that the revelation about the
highly-enriched uranium (HEU) program was not something the North
Koreans were anticipating. This was a product of US intelligence. Also, this
was not the first time this had happened, when US intelligence picked up
activities in North Korea and the North Koreans had not realized these
activities had been observed. One then has very strange interactions with the
North Korean diplomats precisely because of the “stove piping” that was
mentioned in Question. People within one organization know very little
about what is going on outside their organization.

During a few times in the 1990s, and again in October 2002, the North
Korean diplomats from the Foreign Ministry were charged with negotiating
these programs, but they literally did not know about what they were
negotiating. | do not believe the North Korean Foreign Ministry knew about
the HEU program.

There’s a lot of blame that can be spread around about the current situation.
I don’t think any government is blameless. However, if you are the Bush
Administration, it is very difficult to negotiate with another side if your
interlocutors have not only not been empowered to negotiate in a serious
way but are also literally not knowledgeable about what they are supposed
to be negotiating.

The problem is that in North Korea the system is so closed and so drawn
toward the center. You have a problem where, literally, the same individuals
who are being sent out to do these things have revealed in the past that they
have little credibility. This makes negotiations difficult.

What do | think are the implications over the next year or so? WWe have an
adage in English, “Be careful what you wish for.” | think that at the present
time probably both the US and North Korean governments have an incentive
to postpone or delay this process. For the Bush Administration, because of
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our elections in November, the best option would be for North Korea to
simply disappear. But if that is not possible, for it to at least go away and not
create trouble between now and November. At this point, they would
probably have trouble negotiating an agreement that would have any real
carrots. That would require going to the US Congress for a budget
appropriation, and | don’t think the administration wants to go to the
Congress for a budget appropriation for North Korea in the run-up to the
election. So the US side has some incentive to stall.

The North Koreans also have an incentive to stall because the North
Koreans like their nuclear program. They don’t want to give it up. It will give
them additional time to continue to work on the program. The situation here
in South Korea aids that process. The political turmoil here gives the North
Koreans a good excuse to not come to the table because there is political
chaos in South Korea.

The reason | say, “Be careful what you wish for,” is that in the US, roughly
speaking, there is about a 50% probability that President Bush will be re-
elected and there’s about a 50% probability that Senator Kerry will be elected
president. Now, the odds are probably a little bit in President Bush’s favor at
this point, but it’s not, say, 3:1. It’s about 50:50. Flip a coin.

The North Koreans may believe that if they hold out and the coin lands
heads and Senator Kerry is elected president, then they will have a more
pliant set of counterparts with whom to negotiate. The problem is, while it is
roughly 50% probable that Senator Kerry will be elected president, it is much
less likely that the Democratic Party, that is Senator Kerry’s party, will take
control of either house of the US Congress, much less both houses of the US
Congress. As a consequence, if Senator Kerry is elected the most likely
outcome is that Senator Kerry would be elected and the Republicans, that is
to say President Bush’s party, will control both houses of the US Congress.
We will in essence be back to the status quo ante of 1994 to 2000 in the US
when the Congressional Republicans used North Korea as a very convenient
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issue to politically beat up on a Democratic president.

You may stall and wait and you may get President Kerry. But you might
find that President Kerry has very little maneuvering room to make a deal.
Ironically, if President Bush is interested in making a deal, the best outcome
for making a deal would be the re-election of President Bush. He comes into
office. He has a Republican Congress. They’re not going to give him a lot of
heartburn over North Korea. He’s not running for re-election ever again. He
can make a deal. This would be like Nixon going to China or Menachem
Begin going to Egypt. Ironically, if President Bush wants to make a deal, his
re-election may actually be the outcome most favourable to seeing that
happen. So be careful what you wish for.

You gave a somewhat optimistic assessment of perhaps 6-8% of individual
North Koreans engaging in entrepreneurial activity. However, the refugees
that we are meeting at the border are describing, at least in the North
Hamgyeong area, conditions that are very quickly degenerating to the period
1996-97 in terms of food availability. Could you comment on this, please?

This is very, very interesting. It points to basic problems of trying to
understand what is going on in North Korea. Basically, we have very little
information. | am sure you are reporting accurately the situation with which
your group is dealing, with these refugees in at least that part of the border
region. What'’s interesting is that there is other data coming from other
groups that would appear to contradict that and suggest that refugee flows
are slowing down. It could well be the case that both sets of data are correct:
people are correctly reporting what they are observing in the part of the
country that they can see.

All I would say is that we know there are economic changes going on. We
know they’re having distributional implications. We know there are groups
of North Koreans who are being made worse off. What you say is plausible.
But there is other evidence from Court Robinson and the project he has
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monitoring refugee flows, done in conjunction with Mercy Corps, that
suggests a different picture. Given that degree of uncertainty, it would
probably be best to just stop here.

In your conclusion you only mentioned the homework that South Korea
should do. But | believe your various scenarios also have enormous
implications for our neighbor countries around the Korean Peninsula, as well
as the US. Would you like to mention what sort of homework the
international community should do? Japan? China? The US?

First of all, let me leave Japan out of the equation. I've already spoken
about their process of diplomatic normalization. There is a real problem,
though, with China and the US. The militaries of China and the US do not
talk to each other enough. The reason | say this is that, if there is any
substantial instability in North Korea and a humanitarian disaster, it is the
militaries that are on the front lines of doing humanitarian relief. Not because
they are well-trained at giving humanitarian relief, but because they are the
only institutions capable of handling the large-scale logistics involved.

If there was a lot of upheaval, anarchy, a cholera epidemic, and so on, it is
natural that the US and Chinese militaries would play a large role in the
immediate provision of relief in that situation. The last thing we want to see
is the Chinese and US militaries running into each other in North Korea
without well defined rules of engagement. | have always urged people in the
US military, primarily since | have much greater contacts with them, to
seriously reach out to the Chinese military and talk about these issues. There
is a certain amount of talking that happens at a very high level, in the macro
sense. But I think we actually need a much more “on the ground”, “getting
your hands dirty” talk process. The single worst outcome one can imagine,
short of nuclear war, would be some kind of situation in North Korea in
which one or another North Korean faction appeals for outside support, and
you get the South Korean, Chinese and US militaries on the Korean

Peninsula, in North Korea, without well-defined ground rules about what




40

they’re doing.

In your presentation you talked about the economic reforms of July 2002.
You mentioned that a lot of pressures are building up from those reforms,
and that there were some economic pressures on political stability.
Presumably if these pressures grow too great, the regime has the option of
simply stopping the reforms or going in a different direction. Is that, in fact,
an option? Are the reforms reversible? If they did stop them, what do you
think would be the implications in North Korea itself?

The issue of the reversibility of reforms is a very interesting one. On one
level I think the system-fraying has gone so far that it can’t be reversed.
Households have been already engaging in a variety of coping behaviors
over the past decade in response to the crisis. That coping behavior has now
been legitimized. It’s probably hard to put that genie back into the bottle.

The more problematic aspect is with regard to industrial facilities. In
respect to industrial facilities, it’s not at all clear to me how far these reforms
have gone. There have been changes in behavior, but my impression is that
you still have a situation in which state-owned enterprises are unable to meet
their pay-rolls. They go to the North Korean central bank for loans in order to
cover those pay-rolls. The North Korean central bank provides those loans.
From the standpoint of analyzing the transition of a centrally planned
economy, this actually looks like Albania in the early 1990s. It looks like some
of the things that happened in the Soviet Union or the Eastern Bloc before it
started to reform. At this point, I’'m not sure if that is reversible in the sense of
going back to a classic centrally planned economy that may have existed in
the 1960s or 1970s. But on the other hand, it’s not clear that it actually leads
anywhere, either.

So with respect to these large industrial enterprises, North Korea today is
stuck in a kind of nether world. It hasn’t managed to reform successfully, but
it’'s going to have difficulty going backward. The reforms are irreversible in
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that sense, but not irreversible in the sense that the country’s taken some sort
of dramatic step forward.

We understand that Kim Jong-il is very good at command digging. Are
there many more tunnels near the DMZ? Or underground cities built in
North Korea from which to govern the country during potential attack? Is it
possible for US technology to detect and destroy these underground facilities
from the air without landing in North Korea?

| don’t have any personal knowledge of additional tunnels, but it’s actually
an important issue. One of the problems posed by the HEU program in
North Korea is that the technology, technically speaking, is more amenable to
dispersed facilities than the plutonium program, which involves a smaller
number of fixed facilities that are more observable, particularly from the air.
Without advocating this policy, if one asks if it is possible for the US or some
other country to do aerial strikes against North Korea and destroy the
plutonium program, today it’s hard to say. The North Koreans have pulled
out the rods. If you asked two or three years ago, the answer would have
been, “yes.” You could probably have bombed those facilities at Yongbyon
and destroyed the program.

The problem with the HEU program and the dispersed facilities is,
presumably, these things are underground. We don’t know where they are.
Even if we bomb them and use high-tech munitions, like the so-called
“bunker busting bombs”, it is quite possible we wouldn’t destroy it. The
likelihood of the US doing aerial strikes of this sort is pretty low. So as part of
any negotiated settlement, the US is going to demand an inspection and
verification regime that, for understandable reasons, will be highly rigorous
and by its nature intrusive. The North Koreans, | believe, are going to have a
hard time accepting that. Even if both governments behaved like angels, it
would be difficult to reach a negotiated agreement precisely because the US
is going to be concerned about these underground facilities which they
cannot locate and observe, and because the North Koreans are going to be
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concerned about having US or other types of foreigners going through every
cave in North Korea looking for nuclear facilities.

There is a theory that North Korea requires an external military threat to
maintain social and political stability. If North Korea got what it wished for,
at least ostensibly a peace treaty with the US and mutual recognition of the
regimes in North and South Korea, what effects do you think that would
have on the stability of North Korea?

That’s a very interesting question. Does North Korea really require an
external threat to legitimate its existence? Obviously external threats are
useful. They allow the regime to rationalize under-performance in different
ways. Whether it is essential, | doubt. This goes to the heart of the issue.

There’s a tendency, especially here in South Korea these days, to compare
the economic reform process in North Korea to China or Vietnam. There’re
some obvious reasons for doing so. China and Vietnam are nearby. The
North Koreans have sent people to China and Vietnam to get training, to
observe and to study. But the situations in China and Vietham when they
started their reform processes and North Korea today are very, very different.

China in the late 1970s and Vietnam in the last 1980s, when they initiated
their reforms, had more than 70% of their labor force in the agricultural
sector. As a consequence, they could enact agricultural policy changes which
led to a pretty rapid increase in rural sector productivity. This led to an
increase in the supply of food. That allowed the people who were at the very,
very low productivity positions to move out of agriculture and into the
emergent non-state-owned light-manufacturing sector, while at the same
time providing for lower real costs of food and higher wages for people who
were already employed in the traditional state owned heavy industry. In
economist speak, it was a Pareto improvement: everybody was made better
off. People who stayed on the farms had higher incomes, the people who left
the farms had higher incomes in the new light-manufacturing sector, and
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even people who where still in the old state-owned heavy manufacturing
sector were better off.

Economically speaking, in terms of the structure of the labor force and the
composition of output, North Korea looks more like Romania or Belarus than
it does China or Vietnam. It is a much more industrialized economy. It looks
more like parts of the former Soviet Union or Eastern Europe. The economic
reform processes in those countries, regardless of the politics, are much less
likely to be Pareto improving. They’re much more likely to generate losers,
and with losers political discontent and opposition to reform.

The second big difference between China/Vietnam and North Korea is that
North Korea is a dynastic regime. Just as | mentioned with the “military
first” campaign, they have to have some ideological rationale for moving
away from, or for reinterpreting, juche.

Third, and Vietnam is the simplest case so I'll just use it, the Viethamese
had a civil war. One side won. They became the monopolist definers of the
national ideology and what it meant to be Vietnamese. When, in the late
1980s, they decided to initiate reforms they could come up with slogans
explaining that this is what Uncle Ho really had in mind. Fortunately for
them, Uncle Ho had died early enough that you could reinterpret the
doctrine.

The divided nature of the Korean Peninsula poses a much more difficult
political problem to any would-be political reformers in North Korea,
because you have this larger, richer, more prosperous, more attractive South
Korea. The problem is, as you start reform in North Korea, you loose the
identity of juche and you start to simply look like a shabby third-rate version
of South Korea. In that sense, the political problem faced by Kim Jong-il and
any would-be reformers today is a very difficult political problem. Whether
they absolutely need external threats to legitimate themselves and maintain
power under this process of political transition, I’'m not sure. But | don’t
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doing reform.

Based on a not-very-scholarly analysis, I’'ve always been skeptical
about North Korea following the Chinese model, simply because China
didn’t have a bigger “South China” or a richer “South China”. Korea, and
this is the most important point, is a small country on a small peninsula.
South Koreans are much better off, and the economy is much bigger, than
North Korea. This one factor makes a huge difference between China and
North Korea. That’s the most important reason why North Koreans cannot
go for the Chinese model.

| always recall the story of our mutual friend, Fred Bergsten, who had
dinner with former German Chancellor Schmidt only two weeks before the
Berlin Wall fell. Fred asked Schmidt, How long do you think it will take
before the two Germanies unify? The chancellor apparently said to Fred,
“Not in my lifetime,” meaning not in the next 20 or 30 years.

Also, Willy Brandt was here in October 1989, just one month before the
Berlin Wall fell. He was, again, asked, “How soon do you see the two
Germanies unified? And Willy Brandt said, Not before the two Koreas

unify.”

So my recommendation to South Korea is to have a well-articulated and
well thought out plan in case of a sudden collapse. It should be based on a
long-term unification strategy. Unless there is a long-term strategy, then we
cannot make the right decisions on monetary and financial integration issues
or on the labor mobility issue. We need a long-term strategy, and based on
that we need a well-thought out contingency plan. Otherwise we’ll run into a
messy situation.
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