= orARTS

" The University of Sydney

Lars Herold

Building a Market
Economy in North Korea
and Vietnam

KEY LESSONS FROM THE CHINESE,
RUSSIAN, AND GERMAN EXPERIENCES

Dissertation

Sydney, July 2002



IEWS-Schriftenreihe

herausgegeben von Prof. Dr. Ottmar Schneck
European School of Business - Reutlingen

Band 15

Lars Herold

Building a Market Economy in
North Korea and Vietnam

Key Lessons from the Chinese, Russian,
and German Experiences

Shaker Verlag
Aachen 2002



Die Deutsche Bibliothek - CIP-Einheitsaufnahme

Herold, Lars:
Building aMarket Economy in North Korea and Vietnam : Key Lessons
fromthe Chinese, Russian, and German Experiences/
LarsHerold. Aachen: Shaker, 2002
(IEWS-Schriftenreihe ; Bd. 15)
Zugl.: The University of Sydney, Diss., 2002
ISBN 3-8322-0643-4

Copyright Shaker Verlag 2002

Allrightsreserved. No part of this publication may be reproduced, storedina
retrieval system, or transmitted, in any form or by any means, electronic,
mechanical, photocopying, recording or otherwise, without the prior permission
ofthe publishers.

Printedin Germany.

ISBN 3-8322-0643-4
ISSN 1616-1904

Shaker Verlag GmbH « P.O.BOX 101818 « D-52018 Aachen
Phone: 0049/2407 /9596-0 « Telefax: 0049/2407/9596-9
Internet: www.shaker.de ¢ eMail:info@shaker.de




Abstract

The appropriate turnaround strategy for a country depends largely on its
starting position, the level of political complexity and consensus, the degree of
ideological indoctrination, understanding of basic principles of a market
economy, as well as the availability of external partners for support through
financial resources or skills. The following success factors apply commonly to the
turnaround approaches observed in Germany, Russia, and China:

» Keep a realistic time frame in mind when communicating the
objectives and potential benefits of the transition

* Accept and communicate the possibility of mistakes and necessary
policy corrections along the transition process early on

* Build and maintain political support and maintain long-term
perspective

* Emphasize the creation of SMEs, which is at least equally important
as privatization

For North Korea, even under favorable circumstances the introduction of a
functioning market economy will be a task that will take at least one to two
generations. A quick unification with the South appears to be neither likely nor
suitable for North Korea due to the enormous wealth and ideology gap between
the North and the South. A gradual opening seems more suitable, with a short-
term focus on "feeding the nation" and building basic infrastructure, a medium-
term emphasis on liberalizing the tight ideology and encouragement of
entrepreneurial activity, and a long-term prospect of economic growth and
eventual unification.

In Vietnam, the first wave of reforms, which was launched in the late
1970s, has subsided due to opposing political forces. The "young" generation of
leaders, which has risen to power, needs to adjust the ideological rhetoric in a
way that embraces the fundamental principles of a market economy and unites
the political currents to resume the reform process. At the heart of the country's
road to market economy are the overhaul of the administration, the creation of a
sound institutional and legal framework, and the setting of positive incentives
for private enterprise.
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