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Inter-Korean Economic Cooperation

11-1 Inter-Korean Economic Cooperation and Peace Economy

Hello. I am Hong Jea Haan for the lecture series, Past and Present of North Korean
Economy. This is the 11th lecture on the ‘Inter-Korean Economic Cooperation'.

Up until the last lecture, we looked into the North Korean economy with ten topics.
In the remaining two lectures, | would like to discuss inter-Korean economic
cooperation and unification. Today, we will discuss inter-Korean economic cooperation.

Before the lecture, let's briefly review the previous lecture. In the 10th lecture, we
looked into the demographic change in North Korea. We identified the distinctiveness
of North Korea's demographic structure and named it the income-population puzzle.
Then, we examined the causes of this puzzle in terms of mortality and fertility rates.
Also, we predicted how the North Korean population would change if North Korea
undergoes the transition.

Now, let's begin our discussion of today's topic. More than 30 years have passed
since inter-Korean economic cooperation began. Once, inter-Korean economic
cooperation was so active that more than 50,000 North Korean workers worked in the
Kaesong Industrial Complex.

However, in the 2010s, inter-Korean economic cooperation shrank considerably, and
after North Korea's nuclear and missile tests in 2016, even the Kaesong Industrial
Complex, which was the only one operating, was closed. There have been no economic
cooperation projects since then. However, as both South and North Korea agree on the
need for economic cooperation, it is expected that economic cooperation would resume
once conditions improve.
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How has inter-Korean economic cooperation developed so far, and in what
achievements did it make? To answer this, this lecture will review the overall
experience of inter-Korean economic cooperation. The lecture would discuss the
followings.

First, we will examine why inter-Korean economic cooperation is necessary, focusing
on the aspect of realizing a peace economy. Next, we will look at the background of
why inter-Korean economic cooperation has been promoted and how it has developed.
After examining the achievements of inter-Korean economic cooperation, | will wrap up
the lecture by discussing the significance and limitations of inter-Korean economic
cooperation.

We first need to answer why inter-Korean economic cooperation is necessary. Why
was inter-Korean economic cooperation promoted? There are many factors, but here
we will focus on the economic aspect.

Inter-Korean economic cooperation is to realize peace and prosperity on the Korean
Peninsula by realizing a virtuous cycle of peace and economic development, that is, a
peace economy. What is the virtuous cycle of peace and economic development?
Simply put, it means that peace promotes economic development, and economic
development in turn promotes peace. We can put deepening economic interdependence
instead of economic development.

Now, is a virtuous cycle of peace and economic development a realistic goal? Based
on historical experience, we can say this is an achievable goal. First, let's look at the
economic effect of peace, that is, the aspect that peace promotes economic
development. Ending conflict and building peace is conducive to economic development,
in two major ways.

28

-




0|>21I9=l Q%

BHg

First, there is the ‘peace dividend effect. When a peaceful environment is created,
resources used in the military sector will be used in the civilian sector. Would this
always help economic growth? Empirical studies suggest that this is not necessarily the
case. It may hinder economic growth because the productivity of the private sector is
not necessarily higher than that of the military sector.

Second, when a peaceful environment is created, investment in human and material
capital is promoted, which is helpful for economic growth. If there is a possibility of
conflict, the private sector is reluctant to make physical investments, especially
long-term investments. This is because physical investments may be destroyed by
military conflict.

Accumulation of human capital will also decrease. If the military service period is
prolonged, opportunities to complete educational courses or acquire skills required by
the civilian sector are reduced. Also, if a conflict occurs, accumulated human capital
may be lost due to casualties. These concerns also discourage investment in human
capital.

Combining the two effects | just mentioned, the peace dividend effect and the effect
of promoting investment in human and physical capital, the enhanced level of peace is
conducive to economic growth.

This figure shows the relationship between the positive peace index and the per
capita income growth rate between 2005 and 2016. The x-axis shows a positive peace
index, and the y-axis shows the per capita income growth rate. It's difficult to explain
the graph in detail, but you can think a country located on the left has a higher level
of peace. Conversely, countries located on the right have a lower level of peace.
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If you look at the figure, the countries on the left seem to have higher growth
rates. In general, the y-value, or the income growth rate, tends to decrease as you
move to the right. What does this mean? Countries with higher levels of peace have
higher per capita income growth rates.

Now, let's examine the peace-promoting effects of economic interdependence. The
most mainstream view in economics is that deepening economic interdependence
represented by trade can promote peace. Through trade, both parties can obtain
economic benefits, and these economic benefits act to suppress disputes between the
parties. This is because if the trade is suspended or reduced due to conflict, the
economic benefits gained through trade may be lost.

On the contrary, there is a view that economic interdependence fuels conflict.
Neo-Marxists and neo-realists are representative. Trade profits are being distributed
unequally among the participating countries, and this causes conflict. When
dissatisfaction builds up in countries that benefit relatively little, it leads to conflict.

Then, which side do the empirical analysis results support more? To tell conclusion
first, it is difficult to say that a consensus has been reached on whether economic
interdependence promotes peace. Some studies support this, while others do not. Still,
there are more studies on how economic interdependence promotes peace, so we can
say that it is probable that economic interdependence promotes peace.

To sum up the discussion, it has been confirmed that realizing a virtuous cycle
relationship between peace and the economy is possible. Therefore, we can say that
the goal of realizing a peace economy through inter-Korean economic cooperation is
fully feasible.

After a break, we will examine how inter-Korean economic cooperation has developed
and how much it has contributed to realizing a peace economy.
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Background and Progress of Inter-Korean Economic Cooperation

Hello again. Before the break, we looked at inter-Korean economic cooperation and
peace economy. Now, let's examine the background and progress of inter-Korean
economic cooperation.

Inter-Korean economic cooperation began in the late 1980s, but the discussion about
it was done before that. The discussion started under two main backgrounds.

First of all, the 1970s saw an easing of Cold War tensions. In 1969, US President
Nixon proposed dismantling the Cold War, known as the Nixon Doctrine.

In 1971, the World Table Tennis Championships in Nagoya triggered ping-pong
diplomacy between the United States and China. The US table tennis team visited
China and played a friendly match, which greatly improved the atmosphere between
the two countries. In the following year, US President Nixon visited China.

Amid these movements, South and North Korea announced the July 4 South-North
Joint Statement in 1972. Through the July 4 South-North Joint Statement, the three
principles of peaceful unification were declared: independence, peace, and national
unity. The joint statement also included measures to stop mutual slander, criticism, and
armed provocations, conduct exchanges in various fields, install a permanent hot-line
between Seoul and Pyongyang and operate the South-North Coordinating Committee
(SNCC).

However, no follow-up measures were taken afterward, and the two Koreas returned
to their previous hostile relationship. Still, the July 4 South-North Joint Statement
became an important watershed in inter-Korean relations.
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The dismantling of the Cold War order accelerated in the late 1980s because the
centralized planned economic systems of socialist countries reached their limits. System
transitions took place in several socialist countries in Eastern Europe. With the
dissolution of the Soviet Union in 1991, the Cold War finally came to an end.

As we reviewed in the 3rd lecture, the collapse of the socialist bloc dealt a severe
blow to North Korea. Until then, North Korea sustained key parts of its economy by
relying on socialist countries, such as energy and technology, but the collapse of the
socialist bloc reduced aid and trade volume. This made North Korea became more
interested in improving inter-Korean relations.

The second reason why discussions on inter-Korean economic cooperation began is
that the systemic competition between the two Koreas has virtually ended. The graph
shows the long-term trend in per capita income in North and South Korea.

The statistics of North Korea were calculated by assuming that North Korea's income
in 1955 was the same as that of South Korea and applying the North Korean growth
rate estimated by domestic researchers. | explained this in the previous lecture. South
Korea's income presented here is the Maddison estimates from the site shown below
the graph.

Looking at the graph, South Korea's income level was initially lower than North
Korea's. It was not until the early 1970s that South Korea's income began to be
higher than that of North Korea. After that, the income gap between the South and
the North widened more and more. According to the Bank of Korea estimates, North
Korea's income today is less than 5% of South Korea's.
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In the early days, North Korea had an advantage over South Korea by achieving high
growth rates through the external growth policy, which intensively invest labor and
resources. However, as various limitations of the socialist planned economy system
were revealed, it was unable to maintain growth and fell into long-term stagnation. We
have examined this while discussing the development of the North Korean economy.

As South Korea's international status has risen, such as surpassing North Korea in
terms of economic development and successfully hosting the 1988 Seoul Olympics, the
South Korean government gained confidence that it secured an edge in system
competition. Based on this confidence, South Korea became more active in improving
relations with North Korea.

Then, how has inter-Korean economic cooperation developed in detail? We can divide
it into six periods, the beginning period, the shaping period, the growth period, the
leap period, the stagnant period, and the suspension period. Now, let's take a look at
the development process of inter-Korean economic cooperation in each period.

First, the period from 1984 to 1988 can be called the beginning period. In November
1984, officials from the two Koreas held their first talks over ways to cooperate in the
economic field. They held five talks until November 1985, but inter-Korean trade
ultimately failed.

The decisive opportunity for a breakthrough in inter-Korean economic cooperation
was the “Special Declaration for National Self-Respect and Unification and
Prosperity,“the so-called July 7 Declaration, announced by President Roh Tae-woo in
July 1988.
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As you can see, the July 7 Declaration includes the promotion of mutual exchanges
between the Koreans of the South and the North, the confirmation of the fate and
address of separated families, the exchange of letters, active support for mutual visits,
the consideration of trade between the South and the North as trade within the
nation, and the pursuit of balanced development of the national economy, and so on.

In October of the same vyear, the South Korean government officially allowed
economic exchanges between the two Koreas by carrying out measures to open up the
economy to North Korea, a follow-up to the July 7 Declaration in the economic sector.

Private companies began to try the trade with North Korea. In November 1988,
Daewoo's application to import North Korean ceramics was approved for the first time,
and in January of the following year, Hyosung Corporation brought in 200 tons of
North Korean copper for the first time.

In December 1989, Hyundai Corporation sent 5,000 men's jackets to North Korea,
starting the carrying out to North Korea. For your reference, things sent from South
Korea to North Korea are not exports but carrying-out, and things from North Korea
are not imports, but carrying-in.

The period from 1989 to 1992 can be called the shaping period. As you can see,
inter-Korean economic cooperation began at the end of 1988, but the legal basis for
economic cooperation was not secured. Under these circumstances, it was difficult to
expand the inter-Korean trade. Also, it was mainly conducted by indirect trade through
third countries.

The legal basis for inter-Korean economic cooperation began to be prepared in 1990.
In August 1990, the ‘Inter-Korean Exchange and Cooperation Act'and the ‘Inter-Korean
Cooperation Fund Act’, were enacted as the most basic laws for inter-Korean economic
cooperation.
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Let me briefly introduce the two laws. The ‘Inter-Korean Exchange and Cooperation
Act'stipulates the procedures for inter-Korean exchange and cooperation. The
enactment of this act ensured the legality and legitimacy of inter-Korean trade. In
addition, the ‘Inter-Korean Cooperation Fund Act'established the legal basis to raise the
Inter-Korean Cooperation Fund to provide financial support for inter-Korean exchange
and cooperation.

Once the legal basis was established, the scale of inter-Korean trade began to
increase rapidly from 1991,

The period from 1993 to 1997 can be seen as a growth period. From 1993 to 1994,
North Korea's nuclear development was suspected, so the pace of inter-Korean
economic cooperation slowed down significantly. In October 1994, when the North
Korean nuclear issue showed signs of being resolved, the South Korean government
announced measures to promote inter-Korean economic cooperation in November.

It contained measures such as allowing the carrying-out of facility materials related
to consignment processing and permitting technicians to visit North Korea. We will
examine what this means later. This provided an opportunity for trade through
processing on commission to grow.

Inter-Korean trade, which had been showing signs of growth since then, slowed down
again in September 1996, following the North Korean submarine infiltration incident.
However, with the start of the Light-water Reactor Project in 1997, the carrying-out of
construction materials increased, and inter-Korean trade, including non-commercial
transactions, exceeded $300 million for the first time.
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After the Kim Dae-jung administration took office in 1998, inter-Korean trade entered
the leap period. In the same year, the Korean government took the second measure to
revitalize inter-Korean economic cooperation and started the tourism project to Mt
Kumgang tourism project using the sea route in November.

In 2000, the first inter-Korean summit was held and the ‘June 15 Inter-Korean Joint
Declaration'was adopted, which stated that ‘South and North Korea will develop the
national economy in a balanced way through economic cooperation’.

In December of the same year, the so-called 'four major agreements on inter-Korean
economic cooperation' were signed, including the Agreement on Investment Protection,
Agreement on Clearing Settlement, Agreement on Prevention of Double Taxation of
Income, and Agreement on Procedures for Resolution of Commercial Disputes. As the
four major agreements are very important, let's examine them in more detail.

First, the Agreement on Prevention of Double Taxation of Income is an agreement to
prevent both South and North Korea from imposing taxes on income or interest. The
Agreement on Clearing Settlement is an agreement to pay only the difference between
the money to be given and the money to be received after trading for a certain time,
rather than paying for each transaction.

The Agreement on Investment Protection is an agreement to protect the investment
assets of each other's investors and guarantee convenience in trade-related activities
such as remittance, entry, and stay.

Lastly, the Agreement on Procedures for Resolution of Commercial Disputes contains
the contents of how to deal with disputes in the course of transactions when the
parties cannot reach an agreement. The two Koreas decided to mediate by establishing
an organization called the Inter-Korean Commercial Arbitration Committee.
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The ‘four major agreements on inter-Korean economic cooperation’, although not
sufficient, have provided the minimum institutional conditions necessary for North and
South Korean companies to operate in each other's regions. Therefore, the signing of
the four agreements provided an important opportunity to expand inter-Korean
economic cooperation.

Even after that, inter-Korean trade was actively pursued. The Gyeongui Line and
Donghae Line railroad and road connection projects began in 2002 and the first stage
of the Kaesong Industrial Complex construction began in June 2003. In September of
the same year, the overland tour of Mt. Kumgang began. Tourism to Mt. Geumgang
was done only by sea route, but the overland tour became possible as well. In
December 2004, the Kaesong Industrial Complex started operating.

The Kaesong Industrial Complex project was launched, increasing the export and
import of goods, and the humanitarian aid programs for North Koreans were expanded,
so inter-Korean trade exceeded one billion dollars for the first time in 2005. In 2007,
the second inter-Korean summit was held, and the leaders of the two Koreas agreed
to actively promote inter-Korean economic cooperation and continue to expand and
develop it.

Inter-Korean economic cooperation, which had been leaping forward, entered a
stagnant period in 2008. First of all, a tourist at Mt. Kumgang was shot and Killed in
July 2008. Due to this incident, Mt. Kumgang tourism was suspended temporarily and
it still hasn't reopened.

Even after that, the cold phase of inter-Korean relations continued. In 2010, when
the sinking of the Cheonan warship in which 46 sailors were killed occurred, the South
Korean government announced the May 24 measures and inter-Korean economic
cooperation greatly shrank. Let's look at the key points of the May 24 measures.
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First of all, the carrying-in and carrying-out of all goods for general trade and
processing trade were prohibited. In other words, general trade and processing on
commission became no longer possible. In addition, North Korean ships were prohibited
from operating in South Korean waters or entering South Korean ports, and South
Korean nationals were prohibited from visiting North Korean regions or contacting
residents, except when visiting the Kaesong Industrial Complex or the Mt. Kumgang
District.

In addition, new investments in North Korea are prohibited. The Kaesong Industrial
Complex was no exception, and companies that entered the Kaesong Industrial Complex
for the first time or had already entered the Complex were prohibited from expanding
their investments. Lastly, aid projects to North Korea were put on hold. However, pure
humanitarian aid projects targeting the vulnerable, such as mothers and infants, were
excluded from the suspension.

To sum up, inter-Korean trade, excluding the Kaesong Industrial Complex, virtually
stopped completely due to the May 24 measures. However, the scale of inter-Korean
trade was stagnant but increased greatly after 2014 because the Kaesong Industrial
Complex project was so active that more than 50,000 North Koreans worked there in
the 2010s. | will come back to this later.

Finally, the period after 2016 can be called the suspension period. In February 2016,
the South Korean government stopped operations at the Kaesong Industrial Complex,
the only inter-Korean economic cooperation project that was maintained because of
North Korea's fourth nuclear test and missile launch. As a result, inter-Korean
economic cooperation came to a complete halt.
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With the 2018 Pyeongchang Olympics as an opportunity, an atmosphere of peace
was created, such as the inter-Korean summit and the North Korea-U.S. summit, and
there was also a movement to resume inter-Korean economic cooperation. At that
time, the two Koreas agreed to connect and modernize the inter-Korean railways and
roads, conducted joint field surveys, and held groundbreaking ceremonies. They also
agreed to cooperate in the joint control of pests and the modernization of tree
nurseries in the forest sector.

As a result, both sides worked to implement the agreement, such as visiting Mt.
Guemgang to check the forest pest damage in North Korea and visiting a tree nursery
in Pyongyang. In addition, both sides conducted a joint survey of the Han River estuary
and reached an agreement to create joint special zones between the two Koreas, such
as the West Sea Joint Economic Zone and the East Sea Special Tourism Zone.

However, since the nuclear negotiations between the United States and North Korea
have not progressed since 2019, and sanctions against North Korea are being
implemented at a very strong level, the movement to resume inter-Korean economic
cooperation has not progressed further.

So far, we have briefly reviewed the progress of inter-Korean economic cooperation
over the past 30 vyears, divided into six periods. We could see that inter-Korean
economic cooperation has grown despite twists and turns under the influence of
political and military variables, but has been suspended since 2016.

After a break, we will look at the economic achievements of inter-Korean economic
cooperation through major projects.
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Achievements of Inter-Korean Economic Cooperation

Hello again. Before the break, we examined the background and progress of
inter-Korean economic cooperation. Now, let's discuss what has been achieved through
inter-Korean economic cooperation so far.

We need to check how the scale of inter-Korean trade has changed first to see the
achievements of inter-Korean economic cooperation. The graph shows the annual
inter-Korean trade volume from 1989, when the inter-Korean economic cooperation
began, to 2015, just before it stopped. Blue represents the amount of carrying-in or
take-in from North Korea to South Korea, and red represents the amount of
carrying-out or take-out from South to North.

Only commercial transactions such as general trade and consignment processing
trade are included here. In other words, non-commercial transactions, transactions that
are not for commercial purposes such as humanitarian aid or sociocultural cooperation,
are excluded.

Looking at the figure, you can see the inter-Korean trade volume increased greatly
until inter-Korean economic cooperation was completely suspended in 2016. The
inter-Korean trade volume seems increased moderately until the early 2000s. Then, the
increase rate has accelerated since 2005.

As | mentioned earlier, we can also confirm that the trade volume increased even
after the implementation of the May 24 Measures in 2010, which halted all economic
cooperation projects other than the Kaesong Industrial Complex project. This shows
that trade related to the Kaesong Industrial Complex accounted for a large share of
the overall inter-Korean economic cooperation.
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However, in 2013, both carrying-in and carrying-out decreased greatly. Why did they?
In 2013, the North Korean regime withdrew workers from the Kaesong Industrial
Complex, and the project was suspended for more than five months. The decline in
2013 is attributed to this.

Dividing the volume into carrying-in and carrying-out, it appears that carrying-in
accounted for a much larger share than carrying-out in the early stages of
inter-Korean trade. However, the gap between them narrowed after the mid-2000s.
Why? This is mainly related to the nature of the inter-Korean economic cooperation
projects at the time.

As we will discuss later, general trade accounted for a high share in the early days
of inter-Korean economic cooperation. In general business, North Korean products are
often brought in. However, North Korea was reluctant to bring in South Korean
products. That's why carrying-in accounted for an overwhelming proportion.

However, the importance of the Kaesong Industrial Complex project increased after
the mid-2000s. In the case of the Kaesong Industrial Complex, many goods necessary
for the construction of the complex were taken out of Korea. In addition, production
activities at the Kaesong Industrial Complex mainly took the form of taking raw
materials out, processing them, and then bringing them back in. As a result, the
proportion of carrying-out increased relatively compared to the previous period.

Now, let's break down the inter-Korean trade volume by the project. The graph
shows the annual trend of carrying-in and carrying-out of major inter-Korean economic
cooperation projects. It is divided into general trade, consignment processing trade,
Kaesong Industrial Complex, and Mt. Kumgang tourism.
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Looking at the graph, you can see that the Kaesong Industrial Complex project took
up the most in the inter-Korean trade volume. This graph explains why the Kaesong
Industrial Complex project is a symbol of inter-Korean economic cooperation and is
talked about as the most successful one.

As | mentioned earlier, general trade accounted for the largest share in the early
days of inter-Korean trade. Then, shares of general trade and consignment processing
trade became similar in the late 1990s. After production started in the Kaesong
Industrial Complex at the end of 2004, its share increased rapidly and took up the
largest share in 2008.

From 2011, trade was conducted only through the Kaesong Industrial Complex
because Mt. Geumgang tourism was suspended in 2008, and general trade and
consignment processing were stopped in 2011 by the May 24 measures in 2010.

Now, let's look into each project. First is general trade. General trade took the form
of carrying South Korean products out to North Korea or carrying North Korean
products into South Korea. The share of carrying-in of North Korean products was far
higher.

The sum of general trade from 1989 to 2010 amounts to $3.93 billion. If you do a
simple calculation with today's exchange rate, it's about KRW 4.8 trillion. If you
consider that Korea's annual exports reached a minimum of $150 billion and a
maximum of $400 billion in the 2000s, $4 billion in 20 years is actually not that large
by South Korean standards. The volume is not that big for South Korea.
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From North Korea's point of view, it's different. First, North Korea's trade volume
was between 2 and 4 billion dollars in the 2000s, so the inter-Korean trade volume
was not small for North Korea. Moreover, about 90% of general trade was the
carrying-in of North Korean products to South Korea, so general business was
important for North Korea considering North Korean exports in the 2000s ranged from
$500 million to $1 billion.

Now, let's look at the number of domestic companies participating in general trade.
The figure shows the number of domestic companies and different colors represent the
different industries. The number of companies grew rapidly from the mid-1990s,
approaching 700 in the early 2000s. A considerable number of companies participated
in general trade between the two Koreas. Afterward, it shows a stagnant or decreasing
trend, but it appears to have decreased significantly since 2010 due to the 5.24
measures.

So, what types of businesses participated? Companies in the agriculture and fishery
industry were the most common. They accounted for around 50% until 1998, but the
share increased to more than 70% afterward. Textile-related companies accounted for
a high share in the late 1990s, but the number of participating companies has
decreased significantly since then. It is probably related to the increase in processing
on commission in the textile industry at the time.

This figure shows the share of carrying-in and carrying-out by general trade item.
Instead of presenting them by year, | presented the total trade volume for 20 years.
Similar to the number of participating companies, agricultural and marine products
accounted for the largest share at 41.8%. It is followed by steel and metal products at
26.2% and minerals at 21.1%.
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Earlier, | said that most of the general trade was conducted carrying North Korean
products to South Korea. Since the items that North Korea can sell are mostly limited
to primary commodities such as agricultural and marine products and minerals, the
trade item composition looks like this.

Now, let's take a look at the procession on commission. It was conducted by taking
raw or subsidiary materials from South Korea to North Korea, processing them in
North Korea, and then carrying the finished or semi-finished products back to the
South. This trading method focused on production using North Korea's high-quality,
low-wage labor force.

In particular, as the conditions of consignment processing in Asia, such as China and
Vietnam, deteriorated due to rising wages, more attention was paid to trade with North
Korea, increasing the trade volume from the late 1990s.

Processing trade was initially focused on simply processed goods that did not require
a high level of technology in the production process, such as bags, backpacks, clothing,
and plush toys. Then, it developed into a technology-intensive toll processing that
makes products such as color TVs from the mid-1990s.

This can be attributed to the 1994 inter-Korean economic cooperation measures. In
the early days of processing trade, it was difficult to produce technology-intensive
products because companies had to use North Korean companiesTfacilities when
processing in North Korea.

However, the 1994 measures enabled taking facilities necessary for processing trade
out to North Korea. In addition, they allowed South Korean companies to provide
production facilities to processing companies in North Korea, and as a result, the
manufacturing of technology-intensive products was activated.
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Now, let's take a look at the Kaesong Industrial Complex, which is a symbol of
inter-Korean economic cooperation in terms of scale and performance.

Discussions on how to develop an industrial complex on the west coast of North
Korea began in 1998. When Chung Ju-young, honorary chairman of Hyundai Group,
visited North Korea and presented development plans, the North Korean regime
responded positively. In June 2000, North Korea proposed Kaesong as a candidate site
for the industrial complex, and in August, Hyundai Asan and North Korea signed an
“Agreement on the Construction and Operation of an Industrial Complex,“laying the
groundwork for the construction of the Kaesong Industrial Complex.

However, Hyundai Asan faced difficulties in promoting the project alone, and in the
end, Hyundai Asan and Korea Land Corporation jointly promoted the industrial complex
development project. A groundbreaking ceremony to develop the Kaesong Industrial
Complex was held in June 2003, and Living Art, a kitchenware manufacturer, started
production for the first time in December of the following year.

Initially, the development of the Kaesong Industrial Complex was planned in three
stages. The table presents the key development plan for each stage. In the first stage,
it focuses on labor-intensive industries, prioritizes lotting out to SMEs, and establishes
a foundation for inter-Korean economic cooperation.

In the second stage, it starts developing a surrounding city as well as the industrial
complex. Unlike the first stage, it focuses on technology-intensive industries such as
machinery, electricity, and electronics develops them together with the metropolitan
area and fosters the complex as a global export base.

Finally, in the third stage, it aims to develop a surrounding city as well as the
industrial complex. The plan is to make the complex a base in Northeast Asia by
creating an industrial complex in the high-tech industry and attracting famous foreign
companies and large corporations,
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The original goal is to complete stage 3 of the development plan by 2012. By the
time the implementation is finished, a large-scale industrial complex would be
established with 2,000 companies and 350,000 North Korean workers.

So how much progress was made? The Kaesong Industrial Complex project was
suspended in the first stage. This table shows the status of sales and occupancy of
production facilities in the complex when the operation of the Kaesong Industrial
Complex was stopped.

Of the total production facilities of 645,000 pyeong (2,132,231m2), only 269,000
pyeong (889,256m2) were sold and occupied by companies. That's less than 40%.
268,000 pyeong (885,950m2) was sold, but companies did not move in, and 108,000
pyeong (357,024m2) was not sold.

Looking at the number of companies, the original plan was to have 300 companies
move in during the first stage of development, but only 125 companies moved in.
That's slightly over 40% of the target. In addition, 97 companies purchased lots but
were unable to move in.

Why did nearly 100 companies purchase lots but not move in? This graph shows the
number of companies in the Kaesong Industrial Complex annually. You can see that
about 20 to 30 companies moved in every year until 2009.

However, only four companies moved in after 2020. The May 24 Measures in 2010
prohibited new or already established companies from expanding their investments in
the Kaesong Industrial Complex, and this acted as a decisive factor in preventing
companies that had purchased lots from moving into the complex.
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Lastly, let's take a look at Mt. Geumgang tourism. The Mt. Geumgang tourism project
began in November 1998 through the sea route. Tourists went to Mt. Geumgang by
boat. The Mt. Geumgang tourism project started amid high interest from the public and
showed good results at first with the number of tourists exceeding 200,000 in 2000.
The number of tourists has shrunk to less than 100,000 after 2001.

Under this circumstance, as land tours began in September 2003, the Mt. Geumgang
tourism project became active again. As soon as it became possible to travel by bus,
the problems of sea routes like cost and travel time were solved. The one-day tour
course that started in July 2004 helped invigorate tourism. As a result, the number of
tourists increased significantly to 270,000 in 2004 and reached 350,000 in 2007.

As | mentioned earlier, the Mt. Kumgang tourism project came to a stop in July
2008 when a South Korean tourist was shot and killed by a North Korean soldier.

The South Korean government requested measures to prevent recurrence and
strengthen personal safety, but the North Korean government did not accept them, so
tourism was not resumed. In addition, as the United Nations sanctions against North
Korea have been strengthened since the late 2010s, the Mt. Geumgang tourism
project, which attracted nearly 2 million South Korean tourists over the past 10 years,
is still drifting.

So far, we looked at the achievements of inter-Korean economic cooperation. After a
break, we will discuss the significance and limitations of inter-Korean economic
cooperation.
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Significance and Limitations of
11-4 [

Inter-Korean Economic Cooperation

Hello again. We have discussed why inter-Korean economic cooperation is necessary
from the perspective of a peace economy and briefly reviewed its 30-years history in
chronological order and by major projects. Finally, let's review the significance and
limitations of inter-Korean economic cooperation.

Let's first discuss its significance. It can be divided into political/military aspects and
economic aspects. From the political and military perspectives, it has contributed to
easing tensions between the two Koreas and restoring national unity.

At a time when economic interdependence between the two Koreas expanded, the
possibility of a military conflict was low. In other words, economic interdependence was
contributing to the promotion of peace. Also, the contact between the two Koreas was
expanded while promoting economic cooperation, and this helped reduce the sense of
the difference between the two Koreas and restore national unity.

Now let's look at the economic aspect. First of all, it is meaningful in that both
South and North Korea gained economic benefits. However, the meaning of the
economic benefits would be different in the North Korean economy and South Korean
economy.

The impact and importance of inter-Korean economic cooperation on the South
Korean economy were relatively small. On the other hand, | believe that its impact and
importance on the North Korean economy were not small. Why is it so? In the end, it
is because of the difference in the size of the economy.
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The trade volume of South Korea is approaching $1.2 trillion today. It was already
close to $900 billion as of 2010. Therefore, the significance of inter-Korean trade,
which amounted to a maximum of $2.5 billion, to the Korean economy is not big.

On the other hand, North Korea's trade volume was only around $3 billion in the
2000s. Even in 2014 when the trade volume was the largest in the 2000s, it was
around $7.6 billion. Inter-Korean trade must have been important to such an economy.

Secondly, the inter-Korean economic cooperation is meaningful in that we could
identify the success model.

The success model refers to, of course, the Kaesong Industrial Complex project. The
Kaesong Industrial Complex showed that it is most desirable to combine South Korea's
technology and capital with North Korea's labor force in promoting inter-Korean
economic cooperation by considering the economic situation of the two Koreas.

The Kaesong Industrial Complex project is expected to be promoted again as a top
priority when inter-Korean economic cooperation resumes in the future. It will be a
good reference case when promoting other economic cooperation projects.

However, we have to remember that it is necessary to break away from this success
model in the mid-to-long term. This is because the wage competitiveness of the North
Korean labor force will decrease as the North Korean economy grows through
inter-Korean economic cooperation. If that happens, South Korea's demand for North
Korean labor will decrease, and inter-Korean economic cooperation may decrease.

Therefore, in the early stages of resuming inter-Korean economic cooperation, we
need to refer to the Kaesong Industrial Complex model, but also focus on finding mid-
to long-term alternatives. That is, we need to continue to look for inter-Korean
cooperation in industries with higher added value.
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Now, let's take a look at the limitations of inter-Korean economic cooperation. As
you saw earlier, inter-Korean economic cooperation showed limitations in many aspects
despite its significance.

First of all, the business environment for companies in North Korea was poor. Let
me take the Kaesong Industrial Complex as an example. Companies in the Kaesong
Industrial Complex continuously complained of difficulties caused by three issues,
communication, traffic, and customs clearance, but the situation did not improve much.

For example, there is no internet and no cordless phones. If you want to pass
through, you must notify them 3 days in advance. Various situations may happen while
running a company and you cannot appropriately respond in such an environment.

In addition, companies operating in North Korea did not have enough autonomy to
hire or fire North Korean workers or manage labor. Companies had to hire workers
provided by North Korea, and South Korean personnel could not directly instruct the
workers.

Overall business environment of the Kaesong Industrial Complex was poor in many
respects. The thing is, the Kaesong Industrial Complex is in a better condition
compared to other regions. The Kaesong Industrial Complex has a relatively favorable
environment for companies to operate in North Korea. Infrastructure such as roads and
electricity is also in place, and restrictions are relatively low.

In other words, the business environment of other regions is very poor for South
Korean companies to enter. This poor business environment is becoming an obstacle to
the expansion and development of inter-Korean economic cooperation.
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It is also pointed out as a problem that the government provided excessive economic
support to private companies that moved into the Kaesong Industrial Complex. This
may hinder the operation of market economy principles while promoting economic
cooperation projects and can cause a moral hazard to companies. If the government
continues to support companies, problems such as lax business management or
excessive investment may occur.

As the government's economic support for companies increased, the government
instead of companies took the lead in decision-making for economic cooperation
projects. A typical example is the Mt. Kumgang tourism project. In the future, the
government needs to limit its role to institutional support rather than providing
excessive support, so that private companies can responsibly run the business.

Another issue is that the principle of separation of politics from the economy was
undermined. Of course, given the uniqueness of inter-Korean relations, inter-Korean
economic cooperation cannot be completely free from political variables.

The problem is that the promotion of inter-Korean economic cooperation has been
excessively influenced by political variables. It is not easy to completely resolve political
tensions on the Korean Peninsula. If economic cooperation continues to be excessively
influenced by political variables, it won't be easy to expand the cooperation scale. Not
many companies will jump into economic cooperation if they are not sure when
economic cooperation will suddenly stop due to political variables.

Let's summarize what we have learned. We first discussed why inter-Korean
economic cooperation is necessary. Inter-Korean economic cooperation is to realize
peace and prosperity on the Korean Peninsula by realizing a virtuous cycle of peace
and economic development, that is, a peace economy. Then, we referred to previous
studies and confirmed that it is possible to realize a virtuous cycle in which peace
promotes economic development, and economic interdependence promotes peace again.
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Second, we looked at the background and progress of inter-Korean economic
cooperation. The background to promoting inter-Korean economic cooperation was that
the Cold War was eased in the 1970s and the inter-Korean systemic competition had
virtually ended.

Inter-Korean economic cooperation began in the mid-1980s, The July 7 Declaration in
1988 served as a decisive opportunity for a breakthrough in inter-Korean economic
cooperation. Trade began to take place in 1988 and the legal basis for inter-Korean
economic cooperation was established in the early 1990s.

Inter-Korean trade, which had been growing since then, took off in 1998 when the
Kim Dae-jung administration took office. The Mt. Kumgang tourism project started, the
“four agreements on inter-Korean economic cooperation“were signed, and the Kaesong
Industrial Complex started operating in December 2004.

However, inter-Korean economic cooperation entered a stagnant period in 2008. Mt.
Kumgang tourism was suspended in 2008, and inter-Korean trade, excluding the
Kaesong Industrial Complex, was virtually suspended due to the May 24 Measures in
2010. The Kaesong Industrial Complex became very active to have more than 50,000
North Korean workers, but its operation was also stopped in early 2016. Inter-Korean
economic cooperation faced a complete halt, and such a situation continues.

Then, we reviewed the achievements of inter-Korean economic cooperation.
Inter-Korean economic cooperation can be divided into general trade, processing trade,
Kaesong Industrial Complex, and Mt. Kumgang tourism. General trade accounted for the
largest share in the early days of inter-Korean trade, and South Korea brought in
agricultural products and minerals from North Korea.
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The processing trade volume increased as South Korean equipment could be taken
out to North Korea through measures to vitalize inter-Korean economic cooperation in
1994, and the manufacturing of technology-intensive products was activated.

The Kaesong Industrial Complex is a project that symbolizes inter-Korean economic
cooperation in terms of scale and performance. Its development plans were established
in three stages but were discontinued in the first stage. We also reviewed the
development process of the tourism project until it was stopped.

Lastly, we talked about the significance and limitations of inter-Korean economic
cooperation. It is meaningful because it has contributed to easing tensions between the
two Koreas and restoring national unity. Both Koreas could obtain economic benefits,
and we identified a successful model, the Kaesong Industrial Complex.

The limitations include a poor business environment for companies entering North
Korea, excessive government support for companies in the Kaesong Industrial Complex,
and undermining of the principle of separation of politics from the economy.

Now, let me conclude the lecture here. In the next lecture, we will take a final look
at the economy of a unified Korea. Unification can bring significant changes to the
economies of both Koreas. Therefore, we will discuss how economic integration should
be promoted if the two Koreas are reunified, what aspects should be paid attention to
in the process, and what economic effects unification will bring. I'll see you in the next
lecture. Thank you.
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