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IEi9N10), Bahmani-Oskooee and Domac (2003), Reinhart et al. (2003), Karacal
(2005), Levy-Yeyati (2006) 5 W2 A5 DeietolAlold Sk A7t &=
5 QdEYolHdE =utar Bttt olof His, Berg et al. (2003), Gruben and
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A AZSEALS 313l l=d|, 9& &¢] Bahmani-Oskooee and Domac (2003)-2
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Btk HAI, Levy-Yeyati 2006/ 3k084 By AT AFEA2
I I} o] &2 BAIL dEdolde] B wthe 2YE AR o
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=g, o]& oA+ Reinhart et al. (2003), Alvarez-Plata and Garcia-Herrero
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(Table 1) Market Prices in Sinuiju Before and After Currency Reform

(North Korean Won/kg)

Nov. 28 Dec. 2 Dec. 9
(Just Before Reform) | (Immediately After Reform) | parket Price | Semi-Official
Rice 1,700 17 40 22~23
Corn 700 7 25 8
Flour 1,500 15 30 22
Eggs 250 2 8 3

Source: Good Friends newsletter 314 and 316.
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(Figure 1) North Korean Market Prices Before and After Currency Reform
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Source: Daily NK, Ministry of Unification (2013), p. 171.

AeAE AT BE 27 9 S8 20139 187717 sjol e o4
oz Prig wa F5AE 2o du) geises sefE D59 20094
129 zo| 1= 35RFA7AA YAzl 20139 157]0] 8,57723171%]
22} 3do] Hob 24su] FEHOH, A sHAL sefE 239l 20099 1290
kg% 17823H71%] s12Hit7} 20136 127]9]] 6,42283H071%] &2t 7|7k &
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sHiE g E71 9 go] §55ks THHeRE "3 o] et §, & Hy
gtolAlo] o] BhitEl= AAE A ISE U T 5eko] dejetolA|o] A
B FolE AT ATEE 2520152 Mun and Jung (2017) 5°] &
B, o] HF gEA Auo] A AWE HuF Aojth

FEFQ015) = APgolA] Aste v&(YEY FIHAAF)S 2AH
3, Mun and Jung (2017)2 AHibhA|er FotfA|o] A=s A 2AH
o]9]9] thFgt Aol FitollA gefetolAo] o] ATt Hrm FAlbE o
AL, A71€F Aol whet S Hmet o3hE ARgH|Fo] AolE Holil itk
© 2AFEATE AAE AT HA4H2002), HHE A £](2011) 52 AFBAIEEOl
et Aol 9shEfo AY, Rt 3 vS 52 EFed, 3t
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HSe A3 dis] vA4h2002)2 =23} 59.3%, {93} 37.5%, Als}t 31.3%
Z2AME ] g3t B0l e ARl 7Y Wlthal 2ARRE W, E
QJ(2011)= 9I9k3} 56.5%, EEFUABKHATFA E3h) 22.3%, D3} 20.1%E
A= O] fieksl B BiFo] 7HE EUH Zom Hilskgich o]47] ¢
(2012)= H3HolA 9] Qatg-8 i A7t AAIHAIR ofy et dF X[ HoflA
= YA FE7A SN, BEABA Aol Ao QStAkg A
o] ¥ ghE 7kl HAAIANE St ARgol, BHY T WEAGoAE &
3t ARgo] o Wrhe ASHE ATE AASHAT ol¢fo 4dU(2014)2 +
gAHN A= FEst Azt didds, 4EE(2015)2 =2 HEFAY ¥
e W HERA Sof FAE v )slE Algel: A S7keln Aot
L So] o3 AuE wushqr,

53to] dejetolAloldof tis W] ApA|S] 2ARRE Mun and Jung (2017)19)
of TAste] L Bk o2 Mweln T} Utk o5& Bake] GejziolAol
g st giAshe 750 wel AL A R 4>(asset substitution index: ASI)%}
=3} Al (currency substitution index: CS)E L& c.16) A 2 Z3) A x]<4=
(ASI B! CSI)i= Feige (2003)0] whe} ofefje} o] Hojgt &= it

ASI = 2ol dstdlF / FolF(EE B3kF M2)
CSl = % I3t / (R 95 + 45 RS

e Bae] Aol F§UIuel 5T Aol et BAYEA ek
Ag mefstel AXES A AR ka3t Pol AYelstsct
ASINK) = ARG SIS / 7RG AR
CSINK) = 7HAS] 953 st EHel 997 A%
Y719 F Al AE Y ASE ANT F olE AEBReh: BB

AT bt B 2aiAE FAS AAMIY B A4 EE AE
FUOZ Uk WA 5 F AR A 5 ey o7 Mk A

b

14) AAe] B2 wT RS Ysslo] AT S0l

15) Bgtolerzul 2319 (20074 0|3 =& Ealz k] 184] o]AhS tiAre 2 20154 4¥~10¥39
HEjo|& Mg Aot

16 453t gste ZA A, 2l ANAE $9 15 AFEL dAste A olvje
st o] ZHAAE 715e St dAske S ATAP E} sh, €3kE-8 d4ol % W E
QQeprt A AN ﬂﬂ—J o zA 0 7| 57HA] HESHA He B9-E EssArEr o
(Calvo and Vegh, 1992; Feige, 2003; Levy Yeyati, 2006).
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(Table 2) Asset and Currency Substitution Trends in North Korean
Households

Before Reform Since Reform

2006 2007 2008 2009 | 2010 | 2011 | 2012 | 2013 | 2014

AST 0.69 0.65 0.49 0.39 0.67 0.67 0.93 0.83 0.82

CST 0.27 0.27 0.22 0.25 0.43 0.43 0.62 0.54 0.55

Source: The ASI was calculated based on a survey of 118 respondents who stated that they
owned cash assets, and the CSI on 161 respondents who stated expenditures in
foreign currency. Mun and Jung (2017), pp. 86-89.

5B AL F AEEEE ATNe 27 ek Be FUSY oshug
b polug o qgs] A9 HEYHES BHS Hol grks HelA A
Ape] wpao] WAIS mrh 2 wolzria shah

- i Ak
AST = §:] ;;ﬁl j ﬂ%ﬂ(} Aj) /n (i=7E7HA)

oSy — Z (7HAli 9] 231A1F)

2o wAE) o (i

<Table 2>= Mun and Jung (2017)0] &3l 7}A49] 24 9 =351 A X4
ARt A3E A=z AASHL At olE F3l HetelAes e O]Xd"ﬂ
= apgel Awel 4L 9 B3} QA Qe AAAT A ol F 24
W sl o Aol U FelA SHEEE RAE BYLS o & ok £,
2719} 2hgo] SHYAIE BobAl 2013 R A4k 9 Eae] oA Hmoh cha

gotE = HEe Holil vk HE 2T 5 vk

—

Ct 2013E Ol =7t & &&E2| 2ryst

SHNE o] % Fedtd &R =7Reh 22 2013 2875 F A EHAL
W AA7AE I eEoA ZA BoluA] e e e Hola ek div] &
Bghe3 2013 12719 8,577%@%-.% 7157 olF S AHAME A&
20199 2&7] & AA 8,0005%HA Wl Sekal glom, A 7FAL 2013
9 12710l kg 6,42257MA7HA] AF5Rt & SH3F SHE o] 20199 2&7] &
A 4~5,00053Hd WelollA =3kl
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(Table 3) Exchange Rates and Rice Prices in North Korean Markets During

1990~2001
1990 (1992 (1993 (1994 [1995| 1996 | 1997 | 1998 | 1999 | 2000 | 2001
North Korean 190 | 190 | 200 | 200 | 210
Won/U.S. dollar 80~100 | 120~150 | 195 301 950 | ~230 | ~210 | ~250
Rice Prices 100
(North Korean | 20 | 25 | 25 77 64 46.6 | 49.5
Won/ke) 85~200

Source: Mun (2005), p. 36.

(Figure 2) Exchange Rates and Rice Prices in North Korean Markets Since
2001

<2002.3Q~2009.3Q> <2010.1Q~2018.4Q>

(North Koren Won) (North Korean Won)
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—exchange rate(USD)  —rice price(kg) ——exchange rate(USD) —rice price(kg)

Source: 2002.3Q~2009.3Q from Han (2009). Since 2010.1Q, from Daily NK.
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(Table 4) Trade Types and Approved Medium of Exchange
Institutions and Enterprises Households

Production | For Production Non-Cash X

Goods For Other ” x
Consumer | For Production Cash

Goods For Other Non-Cash or Cash
Source: Mun (2005), p. 9.
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(Figure 3) Flows of Foreign Currency in North Korea
Overseas Domestic Economy
Economy
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(Table 5) Ratio of Currency to National Income in Former Socialist
Countries, as of 1989

(%)

China Hungary Poland Romania Average
Cash 13.9 10.5 8.3 9.3 10.5
Ml 34.5 222 15.9 25.6 24.6
M2 66.7 41.7 62.5 47.6 54.6

Source: IMF (1996), Lee and Lee (1998).
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(Table 6) Estimation of Kim Jong—un Regime's Foreign Currency Supply
and Demand (2012~2017)

(billion USD)
2011 2012 2013 2014 2015 2016 2017
Trade Balance -7.4 -10.5 9.1 -12.8 -8.6 9.1 -20.1
ForeBizlliméir:‘)efncy 48 3.0 3.9 1.4 0.6 A1 | -102
Source: Jang and Kim (2019).
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Effects of Dollarization on Inflation

and Exchange Rates in North Korea
Sung Min Mun*, Byoung-Ki Kim™*

This paper studies, from a quantity theory of money perspective, the reasons that
North Korean inflation and exchange rates maintain stability while its economy is
experiencing difficulties due to the international community’s economic sanctions.
In doing so, this paper uses both domestic and foreign currencies in an analytic
model based on the quantity theory of money to cautiously reflect North Korea’s
dollarization as well as its management of its exchange rate. In particular, foreign
currency holdings are divided into those for store-of-value purposes and those for
transaction purposes.

This paper shows that in the early stages, in which the amount of foreign currency
holdings for store-of-value purposes is decreasing while the amount of foreign currency
holdings for transaction purposes is intact, inflation and exchange rates both exhibit
stable movements. In the middle stages, where the amount of foreign currency holdings
for transaction purposes begins to fall, exchange rates show some increase and inflation
decreases. In the final stages, when the amount of foreign currency holdings for
transaction purposes significantly decreases, exchange rates and inflation both increase,
and in some situations a crisis can happen.

According to this paper’s analysis, if the economic sanctions continue to the extent
that the amount of North Korean foreign currency holdings for transaction purposes
starts to fall, the exchange rate and inflation stability we see now are unlikely to be

maintained.
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