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Perception of digital penetration by industry,” % of respondents

Average across all

i 2 Fully
industries = 37% digitized
No Minor Some core Digital reaching Pre-
change secondary change mainstream dominantly
change digital
10% 30% 20% 24% 12% 4%
0 10 60 84 96 100

Selected INdustries=

Consumer packaged goods (3126)
Automotive and assembly (32946)
Financial services (39246)
Professional services (4296)
Telecom (442%246)

00000
00000

XtE: Bughin, et al. (2017).

Travel, transport, and logistics (44246)
Healthcare systems and services (5126)
High tech (5496)

Retail (559%6)

Media and entertainment (6292%)
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M OX8 gAoz 7t HefE ZastH, 28X 7| 3 27 4358dar &
HECH CXE R92 OX8 £z =28ez d2E 5 Us UXBZ 7ttt 45
MH|A He{E =ttt B2 O42 thX| 20 O = MEA CXg82 JMEE s
MB|AE2EE oL 2, dE35t= CIX|8 gAldE &5t0] 7t & S7te d8X E= &
sAtE 42907 itk X[ Eetel 2tz § X2 79, FF K2 7tX =2
ZY (2etgez FEE a2 QIHU WHar 22 CX[8=z MEE MH|A7F GE5t
O AR, M2R o 4FN MHA |5 E= &30 WIHE MH[A7F 2450 QU
Ct.
<% 2> ONY 20| FYH |

™ ™
[ Digital trade Enablers [ Digitally Enabled Flows
o >
) : —
(digptal and traditional) How? What? Who?
- Cahles and wires (Nature) [Type of flow) (Actors)
Platforms )
- Devices
d[;ilgjfrlgd Senvice Businass
e,
-Data flow regulation Fhysically
- Interoperability delivered Government
_ Fm___x
H_E"‘-‘-__‘_‘
Data flows —
N J -
-

XtE: Lopez-Gonzalez and Jouanjean (2017)
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<H 2> CIXY 2% R

Ate ae Ty T T9 0l THOlw
(examples) (how?) (what?) (who?) (tradeissue) (horizontal issues)
CIX Y 20f =t OfO| & #HH GATT,
=g "oz B2C
E=AE o= 71 718 B GATS,
= c2c )
(EAM o 4) O
ClAd == 0 &
T — clolE M5,
|y = i = o i =| =14
cHol = 37 My~ | SElEe= A H| A B2C GATS o4& SR E, MK ESAME,

e MHE| A SEHE 25,

ol 52 == AAEs 427

ClAd == GATS/GATT 257

R mom My~ £= | B2C NEoRA XIH KA NE28M.
i sc|=Eo S22d. A= xfLHA, _
= A= B2B = Noge 85 33
rSi=) 233
Clxg= H| S5} H=Z2u| 22 cCt= (Fx=9l)
AMYEQYT B2C )
o= MHu|A SHMHIAS 7HsA &

ol wio e H¥S0| CIXE F92 HHOHAE, X[HFHYES(Regional
o

o
Trade Agreements: RTAs)2 ZEH|st W™= Ron, od Yol HotLt

o
= O
o YL st WSS CXY Al Rl SHo| Ee AED MH20 28

=0 UAct.

CIXE F90| HExl= oFat MH[A0 2ot WTO THESE= GATS?E 1 #5 o

Y 52 CXE MZQ CIXZS 53t MHASS SISEcs MaIHsd AHAS

O -

=
et JhE ZRS Q40[C CIXEe) st AZRol 2

—_

i
O

IO, GATTRt TFA (Trade

Facilitation Agreement)’t &82% ZX|E2 X331, ITA (Information Technology

o



Agreement)= ICTHIEE2 ZAMZEY XA Z3t a7t =Lt

CIXE 79 dE30 Uit 780 NIFHHES RTA) 0 HSH2=Z CHRO{X| 1D
ULt Ol52 TAY HEMO| 2ot Mol =X, =Y A el 2FoM BHIXAEY 2,
HAY 2IF, HolH 2=zt F0[gles 79 5 S8elet Y85 7oty Q-0 &
Totd, AHHE EH 5o Zolet Hole #HMAM HES0 Cisto g elet =40l A
1, Be2 n8s2 2d6Ze =do| Z2o&[of ULt

Relevant WTO
trade regulation

Entertainment
Books, films, music, games, television

Telecommunications

Access to networks, email, VolP, etc.

Other

Content

Retail and supply chain management
Online platforms, websites

GATS Annex on
Financial Services

Financial services
Payments and other financial transactions

Social media, data storage and processing, cloud computing, etc. TRIPS GATT TrA ITA

Domain names

IP addresses

Technical

Software
Internet Protocols (TCP/IP)

GATS Anne.

Undersea and terrestrial cables
Satellite and wireless networks

Telecommunications

Internet exchange points

Infrastructure

Devices (computers, smartphones, etc.)

XtE: Lopez-Gonzalez and Ferencz (2018)
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Export Concentration (residuals)
0
1

T -
1 I I I 1 I
0 20 40 &0 80 100
Internet Use
95% CI ———— Fitted values
- residuals

XIE: Lopez-Gonzalez and Ferencz (2018)

CIX8 YoM 71® 7HY ST HE oAHel SE2 C=ot 2L 1) CX| et
= dF1 MHIAE dU5tE 7|8S0 SRotH, =87 CIXE HOjo| SAtcts 8
2 AMH[2O0IM 20t A LIEFHLE 2) CiX|Eets 7HXEEaEe 2 FE30M WE
=L 2Ly dikah Cixpel A0 e ZI”S0AM 7HS ZHKIRlE A2 LIEFHL 3)
d5S Uiicte 7|¥85 GAl YSH2Z MH|2ep A2 YHSO 2D, ME[AS

YHSO QehM FES Whrh F OXY AAML MBI A

r
=2
Ot
rir
N
1K)
il
rlo
0r m?
ol

11



HIA ALO[Of Af22 ERdS oL

2 CIXE Roo] g2 Ft e ZAS (AN ¥ HMH £F)

CIX @790 s F= XS0 oigh oHH2 o fld2 L 22 2% &

ol 7L} CIX|Este HE 7tstt A0 ot =25t =
die2M, T2 g5 MH[A AOje] HEHCZE Roct 122 ARSE 791

HSOf CHet Cio| XY =85S MAISHT.

<Jd8 6> CIX8 7Y #3882

NTMs

g Tariffs
TE Trade facilitation—de minimis, customs handling, pre-arrival notices...
Q
a
£
8 Market Access
=5
o National Treatment
Domestic regulation
te -"é‘ Support services for poods — logistics, transport, courier
B,H =]
Hy
R~ Supporting goods for services - Computers, smart phones, tablets
T .§ Support services—retail or financial services [e-payments)
:, ﬁ Enabling Services—Computer services
C
ﬁ g Business environment - Competition policy, regulations on establishment, local content requirements, dispute settlement,
g8 Ml
o
2 Transparency

o = Telecommunicationsservices

=
g z g Technical-measures that affect use of infrastructure ~flows of data, technical interoperability, domain names, net
ﬁ e neutrality, Internet protocols, e-contract and e-signature provisions
£ 8 -

Infrastructure —~measures affecting the use and access to equipment (cables and wires, wireless netwaorks)

XtE: Lopez-Gonzalez and Ferencz (2018)
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Gini coefficient*
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The South Korean government began to pursue the Sunshine Policy in the late 1990s and
inter-Korean trade since then expanded.  Kaesong Industrial Complex (KIC) was
established in North Korea as a symbol of cooperation between two Koreas. Explaining
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in 2018 are expected to lead to resumption of KIC and inter-Korean trade, which will

contribute to further economic development of North Korea.
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Introduction

After four decades of confrontation between South Korea and North Korea, an
inter-Korean diplomatic relationship was opened in 1991.  Inter-Korean economic
cooperation began to be strengthened in 1998 under the then South Korean President Kim
Dae-jung.  Pursuing the so-called Sunshine Policy, he tried to stabilize the political
situation of the Korean peninsula through economic cooperation with North Korea. The
Sunshine Policy pursued by the South Korean government went hand in hand with the
marketization and reform measures pursued by the North Korean government from the
late 1990s to the mid-2000s.  As conservative administrations led South Korea in the
late 2000s and early 2010s, economic cooperation between the two Koreas underwent
ups and downs.

Kaesong Industrial Complex (KIC) played by far the most important role in
inter-Korean trade during the 2000s and the first half of the 2010s.  As a place where the
conflicting ideologies of socialism meets capitalism (Lim, 2011: 51, 64), it has been
recognized as undermining inter-Korean political confrontation. Regarding it as a way
not only to unify the Korean peninsula but also to support small- and medium-sized
enterprises (SMEs), the South Korean government allowed preferential treatment to firms
investing in it. North Korea benefitted from its operation in various aspects. The
South Korean government under President Park Geun-Hye determined the shutdown of
KIC in early 2016, after which inter-Korean trade disappeared.

This paper explains the evolution of inter-Korean trade, particularly as a result of
the operation of KIC, and analyzes its role in the economic development of North Korea
during the early 2000s up to 2015.  The structure of this paper is as follows: the next
section explains the situation of the North Korean economy as a whole and international

trade. The third section offers an overview of inter-Korean trade. The fourth section

explains the evolution and operation of KIC and its economic effect on North Korea.

Finally, conclusions are provided.

North Korea’s Economy and International Trade

Overview of the Economy

The North Korean government had pursued the goal of establishing a
self-sufficient national economy (jarip minjok gyungje) since the 1950s.  Although the
per capita income of North Korea was higher than that of South Korea until the early
1970s, the situation was then reversed, and the gap between two Koreas in terms of per
capita income continued to widen. The North Korean economy shrank seriously in the
early to mid-1990s (Lee, Kim and Lee, 2009: 287; Lim et al., 2015: 48-54), while it was
able to achieve a positive annual average real GDP growth rate during 1999-2016. GNI
per capita of North Korea returned to the level of 1990 in the late 2000s and reached
US$1,259 in 2016. Meanwhile, the GNI per capita of South Korea was approximately
twenty-two times higher than that of North Korea in the same year, according to the Bank
of Korea (BOK) statistical data base (BOK, 2017).!

During the serious famine period in the mid-1990s, the public allocation system
broke down, and households relied on the market in North Korea (Haggard and Noland,
2010: 545). Among others, the state’s food allocation system did not function well
(Yang, 2001: 38), which drove many North Korean people to starve even to death. The
annual average real GDP growth rate during 1990-1998 was recorded as -4.2 per cent
(BOK, 2017).  As aresult of the break-down of the planned economic system, the black
market, called jangmadang, emerged spontaneously in the mid-1990s.  The then North

Korean leader Kim Jong-il tried to implement a series of reform measures after 1994 (Lee,



Kim and Lee, 2009: 287; Lim et al., 2015: 48-54).

The North Korean government adopted an across-the-board market-based reform
measure in July 2002, which comprised: partial acknowledgement of jangmadang;
allowing autonomy for enterprises to a certain extent; and an increase in the number of
firms granted international trade licences (Lee, Kim and Lee, 2009: 288; Lim ez al., 2015:
48-54).  During the 2010s, under the leadership of Kim Jong-un, marketization
progressed rapidly in North Korea. The North Korean style economic management
method (urisik gyungje-gwanri bangbup) promoted by the North Korean government has

provided an atmosphere friendly to further marketization (Lee et al., 2017: 214).

Industrialization

The North Korean government pursued the development of the manufacturing
sector without meaningful results (Yang, 2001: 101). The manufacturing sector share of
GDP fell from 31.8 percent in 1990 to 17.7 percent in 2000 due to the disastrous
economic situation during the 1990s.  The share of the manufacturing sector in GDP
gradually recovered to between 20 per cent and 22 per cent during the first half of the
2010s (United Nations Conference on Trade and Development (UNCTAD), 2017). The
North Korean manufacturing production index rose from 52.2 in 1999 to 100 in 2010 and
then to 106.5 in 2015.  This can be compared with South Korea, where the same index
rose from 45.3 in 1999 to 107.8 in 2015 (Statistics Korea, 2016: 73).  That is, although
the progress of industrialization was somewhat more rapid in South Korea compared with
North Korea, there has not been a significant difference between South Korea and North
Korea in the speed of development since the 2000s (Lee, 2014b).

Although the development of value-added technology-intensive industries is

essential to the further economic growth of North Korea, the continuing bureaucratic

control under the socialist regime may be considered to be inefficient in the sense that it
provides no incentive for innovation (Kornai, 1992: 118), which is essential in the
development of technology-intensive industries. One can find a big gap between South
Korea and North Korea in terms of their development of technology-intensive industries.
For instance, technology-intensive industries such as the automotive industry and the
information technology industry have led the South Korean economy since the 1980s or

1990s (Ahn and Mah, 2007; Lee and Mah, 2017).

International Trade

The North Korean government stuck to building a self-sufficient national
economy until the end of the 1960s. The trade dependence ratio continued to be low -
i.e. about 20 percent - until late 1980s, while it remained at between 10 and 15 per cent
during the 1990s. In late 1993, an emphasis was declared on trade-led economic
development (Yang, 2001: 246-250, 292-293). Meanwhile, due to the overall disastrous
economic situation, exports plummeted from US$1.7 billion in 1990 to US$0.6 billion in
2000. The law on planning approved in 1999 expressed the promotion of
export-oriented production (Lee, Kim, and Lee, 2009: 288).  Exports gradually
recovered and have been able to reach US$3 billion each year since 2012.  During the
1990s and 2000s, trade deficits continued. Table 1 shows North Korea’s export values
by country. In contrast to the falling share of Japan and Russia in North Korea’s trade,

North Korea’s reliance on China and South Korea has continued to grow.

[Table 1 about here]

China shared 18.5 percent of North Korea’s exports in 1980 (Yang, 2001: 256).



Due to the opening of diplomatic relation between South Korea and China in 1992, North
Korea terminated its international trade relationship with China temporarily.  The
Sino-North Korean trade relationship resumed around 2000 (Lim et al., 2015: 64-65).
Since then, China’s share in North Korea’s exports has continued to rise, accounting for
some 60 per cent of North Korea’s exports in 2015.  Exports of coal (US$1.18 billion)
and garments (US$0.72 billion) shared 45 per cent and 28 per cent respectively of North
Korea’s exports to China in 2016 (Lee et al., 2017: 17).

North Korea could not export to South Korea until the 1980s.  North Korea’s
exports to South Korea have increased from US$19 million in 1990 to over US$0.1
billion each year since 1991. It reached US$152 million in 2000, sharing 22 percent of
North Korea’s exports.  In 2015, South Korea was the second most important
destination for North Korea’s exports, absorbing 35 per cent. Inter-Korean trade has
been in general less commercial in nature than Sino-North Korean trade (Haggard and
Noland 2010: 560).

The North Korean government has tried to raise the share of manufactured
products in its exports, while it has mainly succeeded in exports of minerals. In 2009,
for instance, minerals and mining products constituted over 58 per cent of North
Korea’s total exports. Too much dependence on natural resources may to a certain
extent explain the failure of North Korea’s export-oriented industrialization (Szalontai
and Choi, 2013: 272-273).  Although minerals shared only 7.6 per cent of North
Korea’s exports in 2000, the share in total exports increased to about half in 2015 and
2016. Exports of coal alone reached US$1.2 billion in 2016, accounting for 42 per
cent of total exports. Garment exports amounted to US$.7 billion in the same year,
explaining 25 per cent of North Korea’s total exports. This shows the export pattern of
a typical low income developing country.

By country, imports from Russia accounted for 55 per cent of North Korea’s

imports in 1990, falling to lower than 10 per cent since the mid-1990s. Japan’s share in
North Korea’s imports disappeared recently due to her economic sanctions against North
Korea. China’s share in North Korea’s imports was recorded as 13 per cent in 1990.
Since then, it has continued to rise, reaching 67 per cent in 2015.  South Korea’s share
in North Korea’s imports increased gradually to 16 per cent in 2000 and then to 26 per
cent in 2015 (Yang, 2001: 257-258; KOTRA, 2016; BOK, 2017).

By product, North Korea’s imports of crude oil continued to be around 4 million
barrels each year during 2001-2015.  That was recorded as 3.9 million barrels in 2015,
which was less than 0.4 per cent of South Korea’s 1.0 billion barrels in the same year
(Statistics Korea, 2016: 36). Crude oil imports comprised somewhat more than 10 per
cent of North Korea’s total import values in 2015 and 2016. Manufactured products
have constituted the majority of her imports recently. In 2016, imports of products
belonging to the heavy and chemical industries in particular shared about two-fifths of

North Korea’s total imports (KOTRA, 2017).

Inter-Korean Trade Relationship

Evolution of the Inter-Korean Relationship

The inter-Korean relationship has gradually changed from civil war in the early
1950s and extreme confrontation since then to a mixture of confrontation and cooperation
since the 1990s. In December 1991, the two Koreas adopted the Inter-Korean Basic
Agreement, which declared their intention to become members of the UN and to pursue
peaceful unification of the Korean peninsula. Since then the two Koreas have
cooperated in the midst of military confrontation. Table 2 shows the main events which

might have affected the inter-Korean relationship significantly since the 1990s.



[Table 2 about here]

President Kim Dae-jung of South Korea who assumed his post in February 1998
began to pursue the Sunshine Policy, which sought cooperation rather than confrontation
with North Korea. The two Koreas made an agreement on Mt. Geumgang tourism in
June 1998. Mt. Geumgang tourism actually started in November 1998.  The first
North-South Korean summit was held in June 2000, which declared the intention to
pursue further cooperation and gradual unification. As a follow-up to the summit, in
August 2000, they adopted an agreement on establishing KIC to pursue inter-Korean
economic cooperation further. The Inter-Korean Investment Guarantee Agreement was
adopted in December 2000. President Roh Moo-hyun also pursued the Sunshine Policy
during his term, 2003-2007.

The conservative politician Lee Mung-bak was elected President of South Korea
in 2008.  Under his presidency, there was a profound reversal from the previous
cooperation strategy (Haggard and Noland 2010: 542). The Cheonan-ham incident (i.e.
sinking of a South Korean naval vessel Cheonan-ham) occurred in late March 2010.
Attributing it to a North Korean torpedo, the South Korean government took the May
24th measures which suspended inter-Korean economic cooperation except the operation
of KIC and banned further investment by South Korean firms in KIC. Despite the
suspension of inter-Korean economic cooperation in general, inter-Korean trade values
continued to increase until 2015 due to the operation of KIC.

Facing North Korea’s nuclear tests, the next President, Park Geun-hye, weakened
inter-Korean economic cooperation further. For instance, she declared a shutdown of
KIC and inter-Korean trade disappeared completely after March 2016.  Thus, the degree

of inter-Korean economic cooperation has relied heavily on the political regime in South

Korea. That is, the relatively progressive administrations favored pursuing cooperation,
while the conservative administrations tended to retreat from it. In May 2017, after the
impeachment of Park Geun-hye, South Koreans elected President Moon Jai-in. As a
successor to two relatively progressive presidents, Kim Dae-jung and Roh Moo-hyun, he
was expected to pursue a resumption of the inter-Korean trade and operation of KIC.
However, North Korea’s continuing tests of nuclear bombs and inter-continental ballistic
missiles (ICBMs) as well as the consequent UN resolutions imposing economic sanctions
against North Korea in 2017 obliged the South Korean government not to declare a

resumption of inter-Korean trade and the operation of KIC.

Inter-Korean Economic Cooperation

Inter-Korean economic cooperation did not begin in earnest until the initiation of
the Sunshine Policy under President Kim Dae-jung in 1998. It expanded remarkably in
the late 1990s and early 2000s. Despite the Roh Moo-hyun administration’s reputation
as an advocate of engagement, inter-Korean trade was interrupted by the missile and
nuclear tests of 2006 before taking off in 2007 following the resumption of the Six Party
Talks and the location of more KIC enterprises. The December 2007 South Korean
election fundamentally changed the nature of the inter-Korean economic relationship: the
Lee Myung-bak administration of 2008-2012 moved towards a more conditional concept
of engagement in which expanded trade, investment and even humanitarian assistance
would follow rather than lead progress on the nuclear issue (Haggard and Noland 2010:
558).

Table 3 shows the trend for inter-Korean trade values during 1990-2016. There
has been a sharp increase since the early 2000s. Inter-Korean trade values reached

USS$1.1 billion in 2005. Despite the May 24th measures which terminated general



inter-Korea-trade, inter-Korean trade values continued to increase, as KIC was allowed to
operate, reaching US$2.3 billion in 2014 and US$2.7 billion in 2015.  Trade values due
to the operation of KIC accounted for 99.6 per cent of the total inter-Korea trade values in
the same year (Ministry of Unification, 2016: 57).  Although South Korea’s exports to
North Korea continued to dominate imports from North Korea during 2000-2007, this
was reversed after 2008.  Such a changing situation can be explained by the full
operation of KIC since the mid-2000s and the consequent exports of the commodities
produced in it to South Korea since then. In 2015, North Korea’s exports to South
Korea amounted to US$1.5 billion, while the former’s imports from the latter equaled

USS$1.3 billion.

[Table 3 about here]

Thus, inter-Korean trade contributed to improvement of trade balance and
foreign exchange earnings of North Korea since the late 2000s. It can be compared with
Sino-North Korea trade. As Table 4 shows, North Korea continued to show bilateral
trade deficits. In 2008 and 2010, for instance, North Korea’s imports from China
doubled the former’s exports to the latter. North Korea’s bilateral trade deficits against
China equalled about US$.5 billion each year in 2015 and 2016. It increased to US$1.7
billion in 2017. Thus, Sino-North Korea trade led to substantial loss of North Korea’s

foreign exchange reserves.

[Table 4 about here]

Regarding inter-Korean economic cooperation, Yoon (2010) distinguishes

cooperation driven by economic motives from that initiated by non-economic motives.
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For North Korea, the latter consists of trade relating to the Korean Peninsula Energy
Development Organization (KEDO) project and aid for trade. When the total amount of
inter-Korean economic cooperation reached US$1.8 billion in 2008, that initiated by
non-economic motives accounted for 56 per cent (Yoon, 2010: 63).

Inter-Korean economic cooperation has been financially supported by the
Inter-Korean Cooperation Fund (IKCF), which was established in 1990 to promote
mutual understanding and socio-economic interactions between South Korea and North
Korea. The Export-Import Bank of Korea (EXIM Bank) assumed responsibility for the
operation of IKCF in January 1991 and has strived to facilitate inter-Korean cooperation
by promoting economic, social, and humanitarian projects under the initiation and policy
coordination of the South Korean government. IKCF conducts various operations
including the provision of humanitarian aid, loans and insurance relating to inter-Korean
trade (EXIM Bank, 2017).

The disbursement of aid provided by IKCF accumulated during 1991-2015 stood
at US$6 billion. The lion’s share (57.6 percent) of its aid in 2015 was channeled to
strengthen the infrastructure of KIC and the projects facilitating economic cooperation
between the two Koreas.  About US$1.7 billion was channeled into inter-Korean
economic cooperation and US$0.4 billion was spent on insurance covering inter-Korean
trade. In 2013 and 2016, respectively, US$161 million and US$254 million were spent
on insurance to cover the losses arising from the shutdown of KIC (EXIM Bank, 2017).

Besides South Korea’s aid to North Korea in terms of economic cooperation,
South Korea began to provide humanitarian aid to North Korea in 1995 right after North
Korea’s request for food from the international society. South Korea’s humanitarian aid
remained below US$5 million until 1999.  After the summit meeting between the
leaders of the two Koreas in 2000, South Korea expanded its humanitarian assistance

very rapidly. Humanitarian aid by the South Korean government as well as private



organizations continued to increase significantly in the 2000s.  Since 2003, South
Korea’s humanitarian aid has exceeded the total value of aid provided by the international
society to North Korea (Yoon, 2010: 75-76).  For instance, in terms of food, excluding
loans, it increased from US$114 million in 2000 to US$213 million in 2005. This
peaked in 2007, recording US$305 million. When Lee Myung-bak became President of
South Korea in 2008, it dropped suddenly to US$105 million. It continued to decrease
since then, recording as little as US$22 million in 2015 (Statistics Korea, 2016: 41).
Inter-Korean trade was led by electric and electronic products in 2014 and 2015,
followed by textiles and garments (see Table 5).  These two industries in the
manufacturing sector accounted for nearly three-quarters of inter-Korean trade in 2014
and 2015. The share of textiles and garments decreased somewhat from 41 per cent in
2010 to around 34-35 per cent in 2014 and 2015; meanwhile, that of electric and
electronic products increased significantly from 20 per cent in 2009 to 38-39 per cent of
inter-Korean trade values in 2014 and 2015. Primary products including agriculture,
fishery and mining products comprised only about three per cent of the total amount.
This shows that trade with South Korea has contributed to the industrialization of North
Korea. It can be contrasted with the pattern of China’s imports from North Korea,

which has been characterized by the dominance of mining products.

[Table 5 about here]

Kaesong Industrial Complex (KIC)

Establishment and Incentives

Inter-Korean trade has comprised the trade of commodities produced in KIC and
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those based on processing-on-commission (POC) arrangements.”> Most inter-Korean
trade could be explained by the former during the 2010s.  Table 6 illustrates the main
changes that occurred. KIC began to be constructed in June 2003 and commodities
produced in it began to be exported to South Korea in December 2004.  The number of
North Korean workers employed in it began to exceed 10,000 in November 2006 and

30,000 in July 2008, respectively: this continued to increase to over 50,000 in 2012.

[Table 6 about here]

After temporary suspension of the operation of KIC in April 2013, it resumed
operation in September of the same year. The South Korean government, led by
President Park Geun-hye, declared a shutdown of KIC in February 2016, arguing that
inflows of foreign exchanges through it resulted in the development of North Korean
nuclear arms and ICBM (Ministry of Unification, 2017).  Consequently, no South
Korean firm is operating in KIC as of the end of August 2018.

The South Korean government actively tried to support firms investing in KIC
following its establishment. The measures provided by the government comprised the
provision of infrastructure, tax incentives, financial incentives and preferential rules of
origin in the establishment of FTAs with the other countries (Ministry of Unification,
2016: 294). First, in terms of infrastructure, the governments of the two Koreas agreed
to allow South Korean firms’ use of land in KIC until 2054. Firms operating in it were
exempt from a land use fee until 2014, while they should pay about US$0.64/square
meter each year from 2015 (Ministry of Unification, 2016: 84).>  Second, for tax
incentives, profit tax rate equaled 10 to 14 per cent depending on the industry and income
tax rate was as low as 4 to 20 per cent. Since the highest profit tax rate and income tax

rate in South Korea equal 25 per cent and 42 per cent, respectively, in 2018 (National



Assembly Budget Office (NABO), 2017), one can say that tax incentives are provided to
firms investing in KIC (KIC Supporting Foundation, 2017).

Third, the EXIM Bank, as a financial incentive, provides insurances to firms
investing in KIC (EXIM Bank, 2017). Among others, it provides economic cooperation
insurance and, as of December 2015, most investing firms were insured (Ministry of
Unification, 2016: 87).  The loss compensation system was introduced in 2004 to
support companies investing in and trading with North Korea. It compensates losses
incurred by firms due to political risk - losses arising from appropriation, restrictions on
repatriation, suspension of operation of firms by the authorities, for instance.  The
largest amount of compensation has reached about US$6 million. The percentage of
cover reaches 90 per cent (KIC Supporting Foundation, 2017).  Contracts under this
insurance program amounted to US$336 million as of the end of 2015.  Actually, when
there were shutdowns of KIC in 2013 and 2016-2017, IKCF provided loans to the
suffering companies in it to cover their losses (EXIM Bank, 2017). In 2013, the EXIM
Bank provided financial support of as much as US$0.1 billion to firms investing in it
(Ministry of Unification, 2017).

In addition, the South Korean government has provided financial incentives other
than insurances to firms investing in KIC. It has provided special guarantees through
credit guarantees institutions. The Korea Credit Guarantee Fund and Korea Technology
Finance Corporation provided special guarantees to firms investing in KIC. The Small
and Medium Business Corporation (SBC) and EXIM Bank also provided policy loans at
preferential interest rates to firms investing in KIC.  Most firms investing in KIC
received loans from them (Ministry of Unification, 2016: 88).

Fourth, preferential treatment under the rules of origin has been provided by the
South Korean government to commodities produced in North Korea. That is, according

to the agreement on rules of origin relating to the products transacted between South
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Korea and North Korea adopted in 2003, those products where South Korea’s share of
investment or raw materials/intermediate goods exceeds 60 per cent will be imported
duty free (Na and Hong, 2014: 29-30), which benefits North Korea’s exports to South
Korea.*

Fifth, the South Korean government has tried to promote North Korean exports
when establishing free trade areas (FTAs) with other countries. =~ When North Korea
exports its products to the rest of the world, they are typically subject to high tariff rates
which are in general higher than the most favored-nation tariff rates. The South Korean
government has tried to apply the rules of origin preferable to commodities produced in
KIC in the establishment of FTAs. That is, if commodities produced in the KIC are
regarded as made in South Korea, then they can benefit from preferential treatment
provided by South Korea’s FTA partners. Of a dozen FTAs that South Korea has
agreed, several FTAs, including the China-Korea FTA, Korea-Singapore FTA,
ASEAN-Korea FTA, and India-Korea FTA, regard the commodities produced in KIC as
made in South Korea subject to some conditions (KIC Supporting Foundation, 2017;
Ministry of Unification, 2017: 89).  Such preferential rules of origin in FTAs are

expected to benefit firms producing in KIC.

Evolution and Operation of KIC

KIC continued to expand in terms of employment, production, and export values
from its establishment until 2015. In 2005, although the number of the North Korean
workers employed in it was as small as 6,013, this increased to 22,538 in 2007 and to
42,561 in 2009 (KIC Supporting Foundation, 2017).  The figure became stable
between 50,000 and 54,000 during the 2010s, as Table 7 shows, and reached 54,988 as

of the end of 2015 (Ministry of Unification, 2016: 77). The value of outputs produced



in KIC continued to increase from US$323 million in 2010 to US$470 million in 2012,
falling to US$224 million in 2013, which reflects the temporary suspension of its

operation in the same year. Production recovered since then.

[Table 7 about here]

The number of firms operating in KIC increased from 18 in 2005 to 65 in 2007,
and then to 121 in 2010 (Ministry of Unification, 2016: 292).  As of the end of 2015, the
figure was at 125. By industry, as of the end of 2015, 73 firms, i.e. 58 per cent of the
firms in it, produced textiles and garments. Machinery and metallurgy accounted for 19
per cent and electricity/electronics shared 11 per cent of the firms in KIC. The chemical
industry explained seven per cent of those industries in KIC (Ministry of Unification,
2016: 76; Ministry of Unification, 2017).  Thus, although the majority of the firms
produce labor-intensive products such as textiles and garments, about two-fifths of firms
produce commodities relating to the heavy and chemical industries or
technology-intensive industries (KIC Supporting Foundation, 2017).

In the early stages of its operation, in July 2005, the Korean Chamber of
Commerce and Industry (KCCI) conducted a survey with respect to 300 South Korean
businessmen in the manufacturing sector (KCCI, 2005). According to the results of the
survey, 41.0 per cent and 40.7 per cent of them respectively chose Chengdu in China and
KIC as the most attractive investment destinations, followed by Vietnam. The
responding firms chose low wage level (60.7 per cent), same language (18.0 per cent),
and geographical proximity (7.7 per cent) as the factors positively affecting their
investment in KIC. Thus, they chose the low wage level as the most important benefit
of such an investment.  As the important factors affecting their investment in it

negatively, they chose political/military threat (27.7 per cent), uncertainty arising from
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North Korea (27.0 per cent), and restrictions on the transportation of raw materials (26.3
per cent).

Another survey was conducted by SBC of Korea with respect to the firms
actually operating in KIC in September 2012.  Some 59 per cent of the respondents
chose low wage as the reason for their investment in it and 32 per cent of them chose it
due to its geographical proximity. Use of the same language and similar culture were
also revealed to benefit their operation. Some 82 per cent of the responding firms
expressed that they faced no difficulty in communication with the workers. It may be a
factor that KIC is more favorable to South Korean firms than other attractive investment
destinations such as China and Vietnam. Overall, only 17 per cent of the respondents
expressed that they were not satisfied with their operation in KIC (SBC, 2012). Up to
the end of 2013, there was no case of labor management conflict causing a critical
situation in its operation (Kang, 2013: 114). The firms were in general satisfied with the
quality of the products. = Meanwhile, 66 (36) out of 117 firms assessed the labor
productivity of the North Korean workers to be between 50 per cent and 80 per cent
(lower than 50 per cent) of that of the South Korean workers. Therefore, there is much
room for improvement in the labor productivity in KIC (SBC, 2012).

The survey results also showed that most of the firms operating in KIC supplied
all of their products to their parent companies in South Korea. In addition, 58 (19) per
cent of the respondents replied that the share of KIC in the production of parent
companies reached 100 (51-99) per cent (SBC, 2012). That is, the parent companies are
likely to face a disastrous situation in case of the occurrence of political risk such as the
shutdown which actually occurred in February 2016. Therefore, investment in KIC may
be more appropriate for firms where the parent companies do not rely entirely on

production in KIC.



The Economic Effect of Operation of KIC

KIC produced commodities with a value of as much as US$563 million in 2015.
Thus, it contributed to raising the GDP of North Korea by 1.9 per cent. It was able to
employ more than 50,000 North Korean workers: that is, it could provide many relatively
well-paid jobs to North Korea. Production in it was channeled towards the expansion of
exports and raising North Korean foreign exchange earnings. It also contributed to
upgrading the industrial structure of North Korea. That is, all firms investing in KIC
produced manufactured products and more than 40 per cent of those produced
commodities belonging to the heavy and chemical industries or technology-intensive
industries. In addition to the contributions that can be quantified, access to the capitalist
way of production used in the South Korean firms operating in it may have stimulated
management skills and raised North Korean workers’ production skills.  That is, in
addition to its direct contribution, it may have provided positive externality to the rest of
North Korea.

South Korean firms investing in KIC took advantage of the relatively well
educated North Korean workers with a low wage level.> The median monthly labor cost
per worker, including social insurance fees, was reported to be US$120 - US$140 in 2012
(SBC, 2012). This can be compared with the average wage level of workers in
Vietnam (US$183) and China (US$617) in the same year (Na and Hong, 2014: 55).  As
of December 2015, the average monthly wage level paid to the North Korean workers
rose to US$188 (Ministry of Unification, 2017: 77).°

Although the South Korean firms in KIC started by recording net losses, their
profitability tended to improve over time: that is, the average sales revenue of each firm
operating in it jumped from US$0.7 million in 2009 to US$1.3 million in 2011. On

average, those in KIC experienced net operating losses in 2009, while they could show

19

average operating profit per firm equaling US$50 thousand in the same year.
Two-thirds of the firms in KIC reported that their operating profit to sales ratio was
higher than that of the firms in the manufacturing sector as a whole in South Korea, at 4.2
per cent. By industry, firms in the textiles/garments and leather/footwear industries
showed a very high operating profit to sales ratio, 7.0 per cent and 6.8 per cent,
respectively.  Firms in the electronics/electricity industry particularly showed the ratio
to be as high as 7.5 per cent (SBC, 2012). Thus, firms investing in KIC could enjoy a

profit ratio in general higher than that in South Korea.

Shutdown of KIC and Economic Sanctions

Besides the economic benefits and costs, the political situation affects the
prospects for the operation of KIC. Firms which may invest in KIC or in any area of
North Korea will also seriously consider the political risk, as Lim (2011) noticed. In
addition to the South Korean government’s decision on the shutdown of KIC in March
2016, the economic sanctions taken by the UN against North Korea make the issue of the
operation of KIC more complicated.

Facing its nuclear and missile tests, the UN Security Council Resolution
(UNSCR), which prohibits the UN members from the sales and transfer of arms and
luxury goods (Lim et al., 2015: 99), has since 2006 adopted a series of economic
sanctions against North Korea (Haggard and Noland, 2010: 562). The UN strengthened
economic sanctions against North Korea in 2017. In August 2017, UNSCR 2371
prohibited North Korea’s export of coal, iron ore and fisheries. It also prohibited UN
members’ new employment of North Korean workers, the establishment of joint ventures
with North Korea and the enlargement of already established firms. North Korea’s

export of coal and fisheries reached US$1.2 billion and US$.2 billion, respectively, in



2016 (Hankyure Newspaper, August 7, 2017).  Although UN SCR 2371 will lead to a
substantial reduction in export values for North Korea, it will not affect inter-Korean
trade, since South Korea did not import coal and iron ore from North Korea in 2015, for
instance.

UNSCR 2375, adopted in September 2017, restricted the quantity of export of
crude oil so that it was not to exceed that of the previous year and prohibited export of
refined petroleum products to North Korea exceeding 2 million tons per year from 2018.
It also prohibited export of North Korea’s textiles and garments (its second most
important export product), new employment of North Korean workers, and the opening
and maintenance of joint ventures between UN members and North Korea. This would
reduce the foreign exchange earnings of North Korea substantially.’

Unlike the previous UN economic sanctions against North Korea, UNSCR 2375
adopted in September 2017 may seriously affect inter-Korean trade in the sense that
North Korea’s export of textiles and garments is prohibited, while those produced in KIC
in North Korea were exported to South Korea until early 2016, comprising a substantial
proportion of the commodities exported by North Korea to South Korea. UNSCR 2375
also prohibits new employment of North Korean workers.

It has actually been difficult for the South Korean government to resume the
operation of KIC subject to the US government’s pursuit of strong pressure and economic
sanctions against North Korea.® The changing situation of North Korea-US relations in
the face of North Korea’s nuclear and missiles tests’ affects the across-the-board
resumption of operation of KIC and inter-Korean trade as a whole. Inter-Korean
summit in April 2018 and North Korea-US summit in June 2018 could be regarded as
paving the road to lifting economic sanctions on North Korea and resumption of KIC and

inter-Korean trade.
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Conclusion

The two Koreas adopted the Inter-Korean Basic Agreement in 1991.  Since then,
inter-Korean economic cooperation has proceeded with ups and downs in the midst of
military confrontation. President Kim Dae-jung of South Korea, who assumed his post
in early 1998, began to pursue the Sunshine Policy, which sought cooperation rather than
confrontation with North Korea.  The first South-North Korean summit was held in
2000, which declared the intention to pursue further cooperation and peaceful unification.
In the same year, the two Koreas agreed to establish the KIC. The operation of KIC and
the trade of commodities produced in it represented inter-Korean economic cooperation.
The degree of inter-Korean economic cooperation has to a large extent relied on the
political situation of the South Korean government: that is, the relatively progressive
administrations in general preferred to pursue cooperation, while the conservative
administrations tended to retreat from it.

By product, electrical and electronic products, along with textiles and garments,
shared near three-quarters of inter-Korean trade in 2014 and 2015. Primary products
comprised only a few per cent of North Korea’s exports to South Korea.  This shows
that inter-Korean trade has contributed to the industrialization of North Korea. This can
be contrasted with the pattern of China’s imports from North Korea, which has been
characterized by the dominance of mining products. KIC accounted for most
inter-Korean trade in the first half of the 2010s. The commodities produced in it began
to be exported to South Korea in 2004. KIC employed more than 50,000 North Korean
workers and produced commodities valued at as much as US$563 million in 2015,
contributing to 1.9 per cent of GDP of North Korea. It also contributed to the expansion
of exports, raising foreign exchange earnings, upgrading the industrial structure,

stimulating advanced management skills and raising production techniques in North



Korea.

The UN adopted a series of UNSCR economic sanctions against North Korea
and strengthened them in the second half of 2017. The economic sanction adopted in
August 2017 prohibited North Korea’s exports of coal, iron ore and fisheries. ~Although
this will affect North Korean export values negatively, it will not lead to a substantial
reduction in inter-Korean trade, since South Korea did not imported coal and iron ore
from North Korea recently. Meanwhile, unlike the previous UN economic sanctions
against North Korea, the economic sanction adopted in late 2017 may seriously affect
inter-Korean trade in the sense that it prohibits North Korea’s exports of textiles and
garments and the majority of the commodities exported from KIC to South Korea were in
that bracket. One consideration may be to try to resume operation of the firms in KIC,
and inter-Korean trade in general, in commodities other than textiles and garments.
Those products included in inter-Korean trade may subsequently be extended, depending
on the changing situation. Inter-Korean summit and the epoch-making North Korea-US
summit in the first half of 2018 are expected to lead to resumption of KIC and
inter-Korean trade, which will contribute to further economic development of North

Korea.
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Endnotes

1. Since the Bank of Korea estimates the national income of North Korea with respect to
production in the official sector and ignores the unofficial sector, its estimates are likely

to underestimate the correct values of its national income (Lee, 2014a: 91).

2. POC arrangements allowed South Korean firms to send raw materials and
semi-processed goods to North Korea for further processing. The processed goods were
then re-exported back to South Korea. This type of trade involved little investment in

North Korea, except warehousing and transit facilities (Jing and Lovely, 2015: 6).

3. KCCI estimated it to be equal to the government subsidizing half of the actual price

(KCCI, 2005: 13).

4. According to the Constitution of South Korea, its territory comprises the whole area of
the Korean peninsula, which means that North Korea is officially a part of South Korea.
Consequently, if the outputs produced in North Korea are exported to South Korea, they

are to be allowed duty free import.

5. The North Korean workers can be said to be relatively competent human resources in

the sense that compulsory education lasts for 11 years in North Korea (KCCI, 2005: 11).

6. The minimum wage level in KIC was set at around US$71 per month starting from

March 2015 (KIC Supporting Foundation, 2017).

7. The effect of such economic sanctions on the North Korean economy is controversial.



For instance, using the gravity model, Lim et a/. (2015) reported that economic sanctions
significantly affected Sino-North Korean trade. Meanwhile, Haggard and Noland (2010:

562;2017) argued that economic sanctions are not meaningful in case of North Korea.
8. There is the Mutual Defense Treaty between the Republic of Korea and the United
States of America, which regulates the South Korean government’s independent pursuit

of an inter-Korean relationship.

9. Refer to Haas (2017) for a good summary of the United States’ options facing North

Korea’s nuclear and missiles tests.
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Table 1. North Korea’s Exports by Country

(unit: US$ million, percentage in parentheses)

year Russia China South Korea Japan
1980 437 303 - 164
(26.6) (18.5) - (10.0)
1990 1,047 125 19 273
(57.0) (6.8) (1.0) (14.8)
2000 3 37 152 257
(5) (5.2) (21.5) (36.2)
2015 6 2,484 1,452 -
(2) (59.9) (35.0) -

Notes: The numbers within the parentheses denote the share of North Korea’s exports to
the concerned country divided by total North Korean exports, including those to South
Korea.

Sources: Yang (2001: 256), KOTRA (2016) and the Bank of Korea (2017).



Table 2.

Main Events Affecting Inter-Korean Economic Cooperation

year event

1990 Stop of supply of crude oil from Russia as a result of disintegration of
the former soviet Russia

1991 Inter-Korean Basic Agreement

1993-1994 First nuclear crisis

1994 Death of Kim Il-sung; Kim Jong-il began to lead North Korea

Mid-1990s Serious famine and gradual and informal transition to market based
system

1998 Kim Dae-jung elected as President of South Korea; beginning of Mt.
Geumgang tourism

2000 First inter-Korean summit

2002 July 1 Economic Reform Measures in North Korea

2004 Kaesong Industrial Complex (KIC) began to produce outputs.

2007 Second inter-Korean summit

2008 Lee Myung-bak elected as President of South Korea

2010 Cheonan-ham incident; South Korea suspends inter-Korean
cooperation measures (May 24th measures)

2011 Death of Kim Jong-il; Kim Jung-un became leader of North Korea.

2013 Park Geun-hye elected as President of South Korea; temporary
shutdown of KIC by North Korea

2016 North Korea’s fourth nuclear test; shutdown of KIC by Park Geun-hye
administration

2017 North Korea’s nuclear and ICBM tests; UN’s strengthening of economic
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sanctions against North Korea

2018 Inter-Korean summit and North Korea-US summit

Sources: Haggard and Noland (2010), substantially modified by the author using various

sources



Table 3. Inter-Korean Trade Values (unit: US$ million) Table 4. Sino-North Korea Bilateral Trade (unit: US$ million)

year South Korea’s imports ~ South Korea’s exports total amount year  North Korea’s Exports North Korea’s Imports
to China from China

1990-1994 635 46 681

1995-1999 812 591 1,403 2008 754 2,033

2000 152 273 425 2010 1,188 2,278

2002 272 370 642 2012 2,485 3,446

2004 258 439 697 2014 2,841 3,523

2006 520 830 1,350 2015 2,484 2,946

2008 932 888 1,820 2016 2,634 3,192

2010 1,044 868 1,912 2017 1,651 3,328

2012 1,074 897 1,971

2014 1,206 1,136 2,342 source: Choi (2018: 103)

2015 1,452 1,262 2,714

Source: Ministry of Unification, Unification White Paper 2016: 68.
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Table 5.

Major Products in Inter-Korean Trade

(unit: US$ million, percentage of the total)

year textiles/  electricity/ agriculture/ machinery mining
garments electronics fisheries

2009 688 331 238 121 58
(41.0) (19.7) (14.2) (7.2) 3.5)

2011 706 528 33 122 31
(41.2) (30.8) (1.9) (7.1) (1.8)

2014 829 882 38 167 39
(35.4) 37.7) (1.6) (7.1) (1.7)

2015 915 1,070 31 165 37
(33.7) (39.4) (1.2) (6.1) (1.4)

Sources: Ministry of Unification, Unification White Paper 2010; Ministry of Unification,

Unification White Paper 2012; Ministry of Unification, Unification White Paper 2016.
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Table 6. Chronology of KIC

year/month contents

1998/06 Hyundai-Asan and Chosun-Asia Pacific Committee adopt an agreement
on establishing Kaesong Industrial Complex (KIC).

2000/08 South Korea (SK) and North Korea (NK) sign agreement on
establishing the KIC

2000/12 Inter-Korea Investment Guarantee Agreement

2002/11 Enactment of the Law on KIC (NK)

2003/06 Beginning of construction of KIC

2004/06 Contracts established with 15 firms in the Trial Zone in KIC.

2004/10 Opening of Committee on Administration of KIC

2004/12 Beginning of export of KIC outputs produced

2005/09 Contracts established with 24 firms in the Main Zone in KIC.

2006/11 Number of the North Korean workers in KIC exceeded 10,000.

2007/05 Enactment of the law supporting KIC (in SK)

2008/07 Number of North Korean workers in KIC exceeded 30,000.

2012/01 Number of North Korean workers in KIC exceeded 50,000.

2013/04 Temporary suspension of operation of KIC by North Korea

2013/09 Resumption of operation of KIC

2016/02 Shutdown of operation of KIC

Source: Rearranged from information in Kaesong-gong-upjigu-jiwon-jaedan (Kaesong

Industrial Complex Supporting Foundation), available at https://www kidmac.com,

retrieved January 2, 2018.



Table 7. Output Values and Number of North Korean workers in KIC

year output values number of North
(unit: US$ million) Korean workers
2010 323 46,284
2011 402 49,866
2012 470 53,448
2013 224 52,329
2014 470 53,947
2015 563 54,988

Source: Kaesong Industrial Complex Supporting Foundation,

available at https://www.kidmac.com, retrieved May 5, 2018.
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2016 2021 2026 2036
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2016 2021 2026 2036
N2352(FH) 626 1,421 2,871 3,859
[REUEOFAHFR 0|F] 2=, MAAY|, AR, HH|, HAHAME SO S =
2016 2021 2026 2036
D842 (H) 179 406 821 1,103
[DZHMH|AZOF Q=2 O|F] 2|, T, HBE, 28/88, 8 S
2016 2021 2026 2036
875 (H) 681 1,546 3,123 4,197
[Z40
2016 2021 2026 2036
nk=S=Neils: 1,487 3,374 6,815 9,159
[DZ4MH|A 2O0F 5 $E|/MH|A/8H| Q3 +=Q 0%
2016 2021 2026 2036
Ofl () 174 395 797 1,072

Aoz o

Global Inspiration

A &2 A7)




K
™N
—t—
rnl
-
ol
S
)
R
=13
o0
——
o

33






- 4R AAAYA LHuPT HFLY Ul -

2018. 09



[5] L A Ard]
sich, 7}, 54 5 27t0lA E7]% 2sHsoleshet HAH BRE A

yaem W1 *Dlm

HHAI SIS




S
2
ek
ol
i)
oﬁ.‘.

Haxt S HEY
MR BEET
g7 X

Hi3AH Hdey
247 3 ;

. — -
H|2Zx} A

18-Md7| %= 'ﬁ.

x=EEIE

llu}ﬂ".%lﬂ%' S ﬂzgiﬁg, Xis /N A
CHztaa B Auyguey  f ity H- EIE?IH
?Hﬂﬂ‘-ﬁ
= 2 ~enn ACH
A -FA-ZA | - duke] cigshARIAINA, AAEE)
(~~ CHE}SHAICH) 204171 olF SNFAR LAY BANOZ S
+21817] 2t} s 2akatel




[AARAICe] AUt - whpch hztel




} Four River Valley Civilizations

EUROPE

ABIA

AFRICA

mo
ok
1o

= (3




[ CHAITH 2] 8]

OVE mete ) (2] 2/20 2)H)




[SAIAITHS] 9] - SR BEQFS] ATo] e

B

(5ol )

_6_




[SAIAITe] Aokt FsHAIT, A A]7HA)]




LA IBEIIE) AL e gEAY S

* 7|AIstol| W 7FAIRE =T
- YA 2E} B 5(AstEl Sailing yacht 574

(Beneteau sailing yacht)

_8_




[2AHAFEA S - 7| A] Z]HH]

CDES T e OR|E1858, £), 71E27]TH(1876, )

- A7 aPstel AL B2 R L AP M

otor boat &%t




c Ol QAIZE BLOH MARY] S| G 2|A2et F45] A/ LA
Hgel Al o7t 71E418J Mo At
- 953 459 1

1:]
- g TS FHOE /1T oeld 54

|
ol

]

£ 2000 o]l Sof QA S0l T
- FEAA AR ABE S ¢ ujEl] 2 Wel/n st




[EIX2E T&/

(a2 E)

_’I’I_




[H71(HFE) A AAEE]

EH 2RO Al

=k F2| il A Hupe| x5

_12_




A EE]

1

v

._A_I

0
=0

)

OFEY

[ 7] (EH




[OF2] (5 <])]

_’IA_




[oha]LHZ2 )]

_15_




mer

BO
ol

5B

i
<A

- 7IAlE

A’ ==t

61;]._

- gl o

_16_



" wf . PR

T C o
p "\"‘.:"1 v
-\. ‘

N AT BA

(e ) (2

o7} 25
Artoll A 27]7)

_17_




(o).

<

R

1}

Al Key Words

SH
i

_18_



2 &

a7t o

=
| .

N

Nk

_19_



Stmol T (MFHLAle] THE
& X EY

w P AT

ZA8 A4 uS



A
o

heded

r
i
<[
I



BT T E— B

|

O J2iLl =253 1 A] sFE5(olsl, & 5ol A DALRE WM
5= o] THSHAM = AFS AL EAlo] T &
QL& Nso2 2 ™Moz THLAAR WMEN LIEYE £
QUAIEE EF|of= 28121 B2 |7l &3 E ‘A o| EAIE A USE



& CONsA— —

</

ot

 J-curve #74 o| E

Trade balance surpluas

Crervrerc v deprrecialior

Trade balance deficit

Source : Simakova (2014)

s
= lEILIE A o2 XM B30
E AZL =T Hdlof AlAF EASE ] i Z of gAY
% Junz an Rhomberg (1973) &

L A5 Al AFY 1Y B o] 1o “75-!7"0I0| ]

= O A A&l (recognition lag) @ M ' Al Al (decision lag)

@ = AlAF (delivery lag) @ THA AlAl (replacement lag) & AF AlAl (production lag)
51 AIE MA
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O Aledd 2o 132 Ol g|F
Q 2000~2016H 0|2 U= 2 HFL ZEoEYAIC T2 FLt
ofAlolo] 2 U|F & F I

Q EU AlYE Fl2tof 303 Ea{ofAl 1,048 2212 2780 FskF oLl

DA HFTE 12.2% oA 11.6%E A F &FE,
(Unit: Billions USs, %)

Country 2000 2005 2010 2015 2016
USA (1691c? ) (71(3)15) %?13845 %134?12) (113550
China 5D 37:3) (o ) ey (223)
Japan (15.8) (31) (10.4) 4.9 o)
EU 22 @35 38:5) (118 (045
Southeast Asia  (37°5) (139 (2. (5 (16.6)
Middle East (16:2) (73.6) (126 o 55
Latin America (1) (4D (%) (i'6) )
Others e 0) ol (i6) o (115
Total 2 53872 879.7 963.5 905.0

Note : The numbers in parentheses are the share of total trade volume as expressed by sum of exports and
imports by region.
Source : The Bank of Korea. 4
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] EU 4= 2| A o s e B o Al ﬂ%"(1991Q1~2017Q4 A& &)

Q EU Al¥oZ $+3'slo] AmMEH E2U(341%), UEEE(11.7%), TF A
(11.5%), olE2lol(11.4%) 22| A ZE 2 t|Fo|l =3

Q ol 2T WHEEES Mt S, IFA, o|E2|ot 2F SALA| HAE
NE (59769 Bal, TFA ;2328 B2, o|E2lol : 979 Ha)

O 13O, RHAR HAE Fol1l 2 T2 THL EU U IHEo
T QB MeIb? obLIB Aol MRS Slstel TR FME QB
¥ Aol B A gl& Mol

(Unit: Millions USs, %)

No e Export Import Total Trade Balance Total Trade

y (A) (B) (A+B) (A-B) Ratio
1 Germany 147,250 244,821 392,071 -97,571 34.1
2 Netherlands 76,254 58,545 134,800 17,709 11.7
3 France 54,599 77,835 132,433 -23,236 11.5
4 [taly 60,827 70,495 131,322 -9,668 11.4

Note : All values of variables are cumulated from 1991Q1 to 2017Q4.
Source : Direction of Trade Statistics (IMF).
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- 0| 81 E+ (2007, 201) Q 22|Llatel 2 THA= &= ot KIE§ °|%—6| of M HoLl &
= ’ %ol el Al Mt Eolal= M A
8 YA (2011) O ™F T2 2Ao)A J-curve ZN EAMsl=AI -E’A'lﬂ A=t &
=°= ool ol 2ALR WM EN 2'IH*4 ol ZAHE
Q gto|, g+ OF Booa| B & P2 HES M 0|22 T2 J-curve
9 ol ¥ (2007) TheE EMSEAl %32, dEo| B LoE J-curve E | B ME[ AL
MurA M T = OlojEt Moz B
O 0= dE, T3 ¢33 N AZE o|&8lo] BAs ¥ HE AS
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LFELEAl 282 28|l 2 LA HMEIE MoZ2 LLeL
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Q EU 3 2™ 22iLialel B2 dlF ol =2 4 H= 2 2 Y2
MBSl o] 1999 B H 2017H Al EE AFZE o &

¥ EU4 =S : S, TF A, UEHEE, olE2|o}
Q NE Mg ATo|A2l & o] Rose and Yellen (1989)°2| Fok 75 Al
o| &sko] TSI &2 3[FNalZ AT

Log TB* = a+3Log Y+~ Log Y+ Log REXR e,

% AR BE Aol IE 2YAA WM £ EMETE 5> o

- o2 &AL t :1990H EH 2017 THA| 1] . AT S [HA] CP{Z;IE_YR
- 2| MA p: B U= S TTA WEEE, olE2|ol '

sk 3 - CPIE AHIAEHAISL, EXRE

k- —_
223 Tyl 222 EAIE TS
-FS B4 TB: AU Ul £AZ HIZZ LIEH SHLA(ZOHEE X LT) L2 oln|
- SR H4e Y 83 TEEU4MSCGDP (HE F)
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(Error Correction Model, ECM)& ol £
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= %ol A J-curve
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A &

oF oF
ALog TB' = a+ >0, ALog TB" .+ 3 8.ALog Y’ .+ > ~.ALog Y} .
RS i 24 it 2

+
i1

0, ALog REXRIF  +wECT, | +pu,

O A2 M

Q &% A 42922 IMF2O| Direction of Trade Statistics (DOT) AL 2 & o| &

-
Q 22|Lkalel EU 4TH=2| GDPE OECD Stat AFEE o| &

QO o233 tid HE ¥ LN CPIE IMF2| International Financial
Statistics (IFS) A2 & o| &
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oAM= E2lZol ZMeILE, AFEE Aol 2 EH 2

—
A2 NAE (F,10) T T2 X2 U= HOZ LIEL)

X ADE PP
Nariable - 5
In levels In Difference In levels In Difference

Germmnary

Log TB —0.814C2) —3.328%% (L —1.333(2) —14 5957 (A

Log GDP —0. AG0C2) —4 696~ (1) —0.ABS(Z) —5.330% (1>
France

Log TB —2.095(2) —5.664 (D ~3.453(D —17.035* (D

Log GDP —1. 25804 —3.498~ (1 —2.090C4)y —3.4327F (3
Italy

Log TB —1.973C(1 —3. 7367 (L —2.206( 1) —B.2327% ()

Log DB —=1.420(2) -4 007* (1) —1.687(2) —3.913* (D
Netherlands

Lo TB —1.2590(2) —6.501% (2) —2. 7752 —17.048" (2

Log GDP —1.4120(2) —-3.628F (1 —2.226(2) —-3.816% (1>
Korea

Log GDP —1. 237(2) —4. 4027 (1) —2 55002 —6.011* (1
Real BExachange Rate (Won'BEuro)

Germany —2. 45501 e T 0 i O V] —2.284C4) —7. 1557 (4

France —2. 3790 —A. 3847 (D) —2.146CA4) —7.2387F (D

Italy —2. 432010 —aA 279 () —2.085(4y =7 197 (D

MNetherlands —2. 6230 —A4 . A1GF (A —2 23N A) —T.29] (A

Note: 1) **, * indicate significance at the 1% and 5% level respectively based on MacKinnon’s(1991) critical values.
2) The numbers in parenthesis are optimal lags determined by AIC(Akaike information criterion).

11



\

Q 1Ak AFEF Ef o] AR AlHIY HoeltE 4F HIAE Mo B ZF 2k
SEE A o0z 282 (Johansen cointegration) M2 T ol 2! sl
= Zot AS

O EM X EULMHS 25 FHE 2k gith(r=-0)= A2 WY S 1Y
5t2 2 Mol= 1T ol ¥ e FHE W SRS I2E 2 US

Trace Statistics Max Statistics
Country =0 r=1 r=2 r=3 =0 r=1 =2 r=3
Germany(4) 68.76%  36.56™ 15.37 3.23 32.20%" 21.19 12.13 3.23
France(4) 72.71*  38.86" 15.41 3.46 33.85*  23.45% 11.95 3.46
Italy(4) 73.43%  23.95. 12.68 3.97 49.48* 11.27 8.71 3.97
Netherlands(2)  57.59*  35.38%" 17.50 5.76 22.20* 17.88 11.74 5.76

Note: 1) * indicates significance at the 5% level.

2) The lag order is selected by AIC.

12
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° .| &= o o o
28 e TR ofpt F AT ¥
Q % ZME vt o2 HAoEo BAHLR A Olxle Tl §FL X7
8= Mol 1} TE
Q F4pLL 2ARQRIZ Lo EZE " (normalized) £3' Bk ok 2f FEof
MAIElol US
Country Log TB Log Y* Log Y* Log REXR  Constant ECT.
Germany 1 7.18%* —-4.26%* -0.63 -41.98 —0.20*
France 1 8.92%* -5.76%* -0.54 -44 65 —0.67%*
Italy 1 8.99** -4 .14% -2.29%* -54.81 —0.18%*
MNetherlands 1 -5.36% 5.55%* -0.41 -4.76 -0.60**

Note: **, * indicate significance at the 1% and 5% levels, respectively.

Q =F U, SY, TFA o|E2|oto] P2 =20l GDPE FTHAROCZ 2o|n0|ft
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Q & HALE olE2lol2 MolstD BE SHE 20|40 Y= ()0 A2
L= HoZ EAE
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O BZ, UEEE GDPel Fit= 22|Llal 2L R BFE P2
OlAlE HoZ2 LIgL
¥ ok TE ANE 29 ol2E= 22|Llatelel 2o Jojal =9

ol 29 IX- B Hoz WEE

Q S Ao A HAQ BE L AT BTl BT E A= HoZ Lgk 2
THA Lol s HoZ LieLy, AA I & 4%5ol EU 4= el
DogARle Olxl=E 92 MEtEp Ho=z mErE
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THg Aol offt B SHYAR YU, B J-curve T EMSHEAl 24
skl 2l T {-Er52 JeHZZ LIEHH
Germany France
1 /:/\\
; ; ; ; : ; ; ; : 1 : : : : : ; :
step step
95% Cl impulse response function (irf) 95% CI impulse response function (irf)

Italy Netherlands

o 1 2 3 4 5 a T a2 o 1 2 3 - 5 & T =
step step
95% I impulse response function (irf) a59s Cl impulse response function (irf) |
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ABSTRACT

An Empirical Study on the Improvement of Export Support of
SMEs

Yoo, Seung-Gyun

This study conducted empirical studies for the purpose of suggesting
improvement of export support of SMEs. As a result, the recognition and
utilization of the government 's export support policy has a significant effect on
the performance of the government policy but it does not have a significant
effect on the export performance of the SMEs. The export competitiveness of
SMEs have a positive effect on both the performance of government policies

'

and the export performance of firms, and the government 's policy performance
has a positive effect on SMEs’ export performance. The study suggests three
ways to improve export support. First, it is necessary to nurture specialization
manpower and education support for SMEs, especially in universities. Second, a
trade finance hub is needed. Third, it is necessary to unify the export support
program centering on K-sure. The limitation of this study is that it is difficult
to generalize the results of the research because the questionnaire sample is
limited. Nevertheless, this study is meaningful in that it presents a new

perspective on export support of SMEs.

Keywords : SMEs, Export Center, Foreign Market, Government Support, K-sure
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