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Preface
Those of us living in the contemporary times have a common mission to achieve
unification in the Korean peninsula for the joint progress of South and North
Korea based on the support of the international society and Northeast Asian
cooperation. Korean unification is also an historical imperative for the Koreans
who have been one nation and one people for a long time. Therefore it is necessary
to present to the government strategies and policy alternatives through in-depth
research on ‘when’ and ‘how’ unification would be achieved, and ‘what’ kinds of
impact it would have, rather than ‘if’ it will happen.
In this respect, this book is a summary of 7 studies conducted under the ‘Research
Project on the Unified Korea and Northeast Asian Economic Cooperation’. Its main
contents include analyses on the costs and benefits of the unification of Korea
in the perspective of its four neighboring countries — US, China, Japan, and
Russia; effects of inter-Korean economic integration in Korea’s perspective,
and analysis of diplomatic/security benefits of unification.
The world is now more interconnected than ever, and Korean unification will
invariably impact its neighbors. In this regard, the cost-benefit analyses of the
four countries are quite meaningful in that 12 overseas Korea specialists analyze
the benefits of Korean unification and provide policy suggestions to maximize
these benefits from the perspective of their own respective countries. In addition,
the three research projects conducted by 11 domestic experts which provide
advice on the effects of economic integration along with strategies for Northeast
Asian cooperation based on their analysis on inter-Korean economic integration
and diplomatic/security benefits of unification are also extremely valuable.
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The research projects conducted by researchers from 4 major countries present
four unification scenarios-status-quo, North Korea’s reform and opening-up,
absorption of the North by South Korea, and peaceful unification. In the case of
peaceful unification, which is preferable to all parties involved, the US, China,
Japan, and Russia will all witness an increase of $7.6 to 48.5 billion in their GDPs,
and creation of 210,000 to 5,640,000 new jobs, resulting in positive ripple impacts
for all 4 countries. According to the analyses, China will be the biggest benefactor
of Korean unification, the US and Japan will reap similar benefits, and Russia will
benefit the least. In the event of Korean unification, China’s three northeast
provinces will become a vibrant logistics center and hub for the Eurasian Continent
and the Pacific region. According to the study by Japanese researchers, a ‘Super
Korea’ will emerge after Korean unification, rivaling Japan. The russian
researchers analyzed that if energy exports increases; and the Siberian railway and
gas pipeline were connected all the way to the Korean peninsula as a result of
unification, it will lead to an economic boom in the Far East.
Domestic researchers show that unification will bring changes in factors of
production, market expansion, decrease in military spending, and improvement in
international credit rating. According to their various unification scenarios, North
and South Korea’s GDP growth rates will increase 16%p and 1%p respectively
between 2016 and 2030. In the early stages of unification, independent currencies
should be used but One Korea Indexed Unit of Account (OKU) must also be
introduced; and in order to make use of North Korea’s human resources, disparity
of wages between South and North Korea is unavoidable. They also analyze that a
unified Korea will contribute to the resolution of the security dilemma in Northeast
Asia by buffering the competition for economic and military hegemony between
major powers such as the US vis-a-vis China and China vis-a-vis Japan,
facilitating cooperation. Also, North Korea’s denuclearization alone will, in and of
itself, significantly benefit neighboring countries.
Preface ∙ 7

It is my hope that this research project will be a foundation for the spread of a
common understanding that the unification of the Korean peninsula will bring
significant benefits to both South and North Korea, its four major neighboring
countries, as well as to the entire global community. I also hope that this series
will reveal an opportunity for realizing our hopes for unification, step by step, by
contributing to the improvement of unification strategies.
Last but not least, I would like to express my sincere gratitude to the 23 foreign
and domestic researchers for all their research efforts, as well as to Dr. Hoyeol
Lim, Executive Director of the Department of International Cooperation Policy,
Dr. Bo Min Kim, Dr. Jangho Choi, Researchers Yoo Jeong Choi, So Jeong Im, and
Junyoung Kim for their painstaking efforts for the successful completion of the
project.

December 2014

Il Houng LEE
President
Korea Institute for International Economic Policy
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I

A Study to Analyze
Cost-Benefits of the
Reunification of Korean
Peninsula to the United States
Marcus Noland
Executive Vice President
Peterson Institute for International Economics

1. Unification Scenarios and Interests of the United States
The United States has a strong economic and political interest in seeing Korea
unified as a democratic capitalist state. The first best option for the United States is
the peaceful unification of the Korean peninsula on Seoul’s terms. But to be clear,
this outcome is not preordained: one possibility is the permanent division of the
peninsula with the two Koreas evolving into a situation similar to say, Germany
and Austria —distinct states with common cultural antecedents. So when thinking
about unification, among the key questions are how we get there and under what
conditions should we settle for second best alternatives.
When people think about unification it generally boils down to variants on
three scenarios:
① Peaceful, gradual, consensual unification measured in decades. This is
the official position of both governments.
② An abrupt German-style collapse of the North and its absorption by
the South.
③ A violent conflict in which one side prevails.
The specifics of US interests and involvement in unification are partly
contingent on scenario: excluding the horrific possibility of war, the main two
scenarios come down to a protracted, consensual process in which North Korea
maintains sovereignty for a significant transitional period and an abrupt
collapse and absorption scenario along the lines of the German experience. In
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contrast to the fundamentally benign German experience, one variant on the
collapse and absorption scenario could involve an extended period of violent
political opposition to South Korean rule following state collapse. This might
involve a quarantine, or resemble the situation that has developed between
Israel and Palestine, and would impede economic revitalization and dampen the
benefits documented in this paper.
Which of these two basic scenarios —prolonged consensual unification
or abrupt collapse and absorption —prevails revolves around whether
North Korea successfully addresses its economic, political, and diplomatic
challenges and survives permanently as an independent political entity, or
whether the multiple stresses that the regime confronts prove unmanageable
and it experiences abrupt change, culminating in its absorption by South
Korea. Ultimately the key determinant is the capacities of the North Korean
leadership. While the rest of the world can influence incentives at the
margin, we should not exaggerate how much influence we have on these
internal developments.
From the standpoint of US policy, however, this distinction is critical. If
North Korea were to collapse and disappear as did East Germany, then
existing restrictions on economic interaction would become moot, and
economic relations between the northern part of Korea and the US would
occur under the relatively open and liberal policy regime that frames
economic relations between the US and South Korea today.
However, if the process is a gradual one during which North Korea remains
a sovereign entity, then the issues of the extent of existing policy restrictions
on economic exchange, and how they might be removed, become relevant.

2. General Equilibrium Calibration of Unification
A series of computable general equilibrium (CGE) models were used here
to analyze the economy-wide repercussions of reforms of the North Korean
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economy. The models can be considered medium-to-long run in that all
factors are assumed to be intersectorally mobile. They are Walrasian in that
only relative prices matter, and consequently are not particularly useful for
investigating the purely monetary aspects of unification. The models
generate both simple dynamic and comparative static results. See Noland
(2000) for model specification details.

1) North Korea’s Internal Changes and Product Market Integration
In this representation of the North Korean economy, the central
distortion is the repression of international trade which then leads to
further distortions of internal markets. In either a consensual or abrupt
unification scenario, North Korea would effectively open preferentially to
South Korea. This can be modeled as the formation of a customs union,
which maps nicely to the notion of consensual integration. The main result
is that since the North Korean economy is so distorted, the formation of a
customs union with South Korea would amount to a tremendous move
toward free trade on the part of North Korea.
For North Korea, with non-defense government spending held constant
in nominal terms by assumption, the other components of GDP would rise;
real consumption would nearly triple, investment would nearly double;
international trade would expand tremendously. With the trade balance
held constant, the real exchange rate would experience a modest
appreciation; if the real exchange rate was held constant the trade deficit
would expand.
The output mix would change dramatically with light manufacturing,
mining, construction, and services expanding while industrial intermediates,
capital goods, and the army contracted, the latter in response to a
demobilization imposed exogenously. Within the agricultural sector, maize
output would increase, as land was shifted away from the highly inefficient
production of rice.
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The surge in cross-border activity would be huge: light manufacturing would
experience an export explosion, with exports increasing forty-fold, and
mining exports more than three-fold. Imports would rise in all traded-goods
categories, led by a fifteen-fold growth in capital goods imports.
These changes in the composition of economic activity would have a
considerable impact on factor demands and returns. A significant share of
the labor force would move intersectorally, with more than 2 million
workers leaving the agricultural sector and another 350,000 exiting the
military, mostly to be re-employed in the light manufacturing sector.
Employment also would increase in the mining, construction, and service
sectors. The real wages of all three classes of labor would more than triple,
with the largest increases experienced by the high-skilled. The rate of
return on capital also would more than triple. The rental rate on land would
fall, however, reflecting the declines in the relative prices of agricultural
goods due to the increased availability of imports. The income distribution
would shift away from land and toward high-skilled labor.
A customs union would have a significant positive effect on North Korea
and a modestly beneficial impact on the South. Economic integration of
this depth would presumably require a dramatic decline in political tension.
If such a profound reduction in tensions were to occur, then North and
South Korea (or the unified Korea) might reduce military expenditures to
the OECD average of 2.5 percent of GDP. This cut would generate a small
“peace dividend” of less than $300 million for South Korea. However for
North Korea, the impact would be far greater, amounting to an additional
ten percent gain to GDP beyond the gains accruing from joining a customs
union. The peace dividend would be 0.3 percent of GDP for the peninsula
as a whole. Other countries such as the United States might experience
small peace dividends through rises in economic activity induced by higher
incomes in the North, as well as any reduction in military expenditure induced
by North Korea’s less threatening stance.
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2) Factor Market Integration
The results discussed thus far reflect internal changes within North Korea
and integration of product markets. This basic narrative —a potentially
huge effect on the North coupled with minor impacts on South Korea and
third parties such as the United States —changes significantly if factor
market integration occurs.
In the case of exchange rate or monetary unification, it is natural to
expect the capital market, if not the labor market, to integrate. If capital
flows North and North Korea adopts South Korean technology, but labor
is not permitted to move South, nearly $700 billion of new investment
(more than a quarter of the contemporaneous South Korean capital stock)
would be required to move in order to attain the per capita income target.
In the calculation above, the capital movement has been treated as a
pure grant. However, the existence of cross-border factor flows raises the
possibility that GDP could differ significantly from GNP if foreign
investment were to generate repatriated profits (and if migrants were to
remit wage income). In the polar case in which all incomes earned by
migrants and foreign investors are remitted, profits from investment in the
North would largely offset the negative impact in the South of the
monetary union with the North. Yet to be clear even in this extreme
scenario, North Korea would still come out substantially ahead. Income
for the combined Koreas would rise as the returns to factors are equalized
in the two economies, and peninsular income would exceed the nonunification base by roughly 12 percent.
Rather than focusing on extreme cases, it would be more useful to examine
an intermediate case allowing a plausible degree of cross-border movement
for both primary factors. Cross-border flows of labor and capital are
substitutes: the more labor permitted to migrate South, the smaller the value
of capital investment required to reconstruct the North Korean economy.
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Figure 1. Rate of Convergence and Capital
Investment Requirement

Figure 2. North Korea vs South Korea Real
Gross National Product per Capita
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Source: Noland (2000), Figure 8.4
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Suppose that a monetary or exchange rate union occurred instantaneously in
1996 (the year for which the model is calibrated) and that over the course of
ten years, two million North Koreans migrated to South Korea, technological
convergence occurred at the mid-range estimate of six percent a year, and a
portion of South Korean capital accumulation was invested in the North until the
rate of return on capital equalized in the two Koreas. This would imply a
transfer in excess of $600 billion transfer over ten years. Contingent on the
amount of investment that could be financed from abroad, this would imply
internal transfers similar in relative magnitude to the German case as
illustrated in figure 1.
However, Bank of Korea data suggest that the North Korean economy has
essentially stagnated for the last 20 years, while South Korea has continued to
grow which implies that North Korea is chasing a moving target and the
“costs” of unification represented by the value of investment needed to
achieve that target is also rising as the cross-border income differential grows
(figure 2). The models are roughly log-linear. The implication is that if the
difference between per capita incomes in the two countries has more than
doubled since the calibration year of 1996, then implied current costs of
unification will have risen to well over $1 trillion (roughly equal to South
Korea’s annual national income).
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Under this scenario, a decade after unification, the level of peninsular
income would be around seven percent higher than under the no
unification baseline. In South Korea, monetary union and cross border
factor flows would reduce the rate of GDP growth in South Korea by about
one percentage point relative to the baseline. If wages earned by migrants
and profits earned by investors were repatriated (admittedly an extreme
assumption), then the impact would be moderated, and the growth rate of
South Korean GNP would fall by only about one-half of one percent. Since
North Korean migrants would almost surely only repatriate a fraction on
their income, the negative impact on South Korea relative to the baseline
would be attenuated even further.
An alternative source of investment finance would be money from
abroad. In the extreme case, all the investment required to reconstruct the
North Korea could be financed externally. In this scenario, more capital
investment would be necessary than in the previously discussed internal
transfer case, since in comparison the South Korean capital stock would be
larger, and South Korean per capita incomes commensurately higher.
Figure 3. Capital Inflow and Exchange
Rate Appreciation

Source: Noland (2000), Figure 8.1

Figure 4. Composition of Output Change in North
Korea (External Capital Inflow Case)

Source: Noland (2000), Figure 8.3

A key issue for economic activity in both the northern and southern parts
of the peninsula is the effect of the inflow of foreign capital on the real
exchange rate. Suppose the $600 billion inflow occurred at a steady linear
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rate over a decade (i.e. $60 billion annually) (figure 3). According to
previous research, relative to the previously discussed internal transfer
case, the real exchange rate appreciation would adversely affect the
traded-goods sector in North Korea. Yet even in this scenario, some North
Korean traded-goods sectors such as light manufacturing and mining would
continue to expand notably relative to the highly distorted base (figure 4).

3. Implications for the United States from the Gravity Model
The great strength of the CGE models reviewed in the previous section is
that they impose analytical consistency on our thinking about unification
and provide a broad outline of the likely macroeconomic and sectoral
effects, particularly the international trade effects across industries. However,
they do not address the issue of bilateral trade patterns, which must be
considered in the context of US interests toward unification.
Gravity models-which measure bilateral relationships in terms of mutual
economic size and multilateral trade resistance-are the workhorse approach
to address the trade pattern issue. This approach can be used to generate
counterfactuals of how North Korea’s trade pattern might look if it traded as
though it were a typical country contingent its GDP, population, membership in trade agreements, and other chosen factors.

1) Merchandise Trade
Table 1 summarizes trade values in absolute terms for North Korea’s
top-five predicted trade partners in 2012. Our model implies that total
trade between North and South Korea should be over twenty-five times
what it is now, at $50.3 billion. The model predicts roughly double the trade
flows that North Korea currently enjoys with China. Japan, which currently
sanctions all trade with North Korea, would be doing close to the 3 billion
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dollars in trade. Finally, the United States as fourth largest trade partner
would do a predicted $365 million in trade. The main takeaway of this
exercise is that, even under current conditions North Korea should be doing
close to eight times the world trade it currently does.
These figures may represent an underestimate of North Korean trade
flows in a unification scenario. As demonstrated in the preceding section,
unification would be accompanied by a radical reallocation of resources
according to comparative advantage, a significant increase in income, and
depending on specific assumptions, a possible convergence on South Korean
levels of productivity and input mixes as South Korea ramped up its
investment in the North and North Korea in essence adopted South Korean
technology. As observed in Noland, Robinson, and Wang (2001), in a
complete unification scenario, North Korea’s international trade volume
Table 1. North Korea’s Top-5 Predicted Trading Partners in 2012

Real

“Natural” Trade
(Model-Predicted)

Integration Scenario
(20X real trade using
“Natural” trade shares)

Trade
Real Total Predicted
Differential
Trade
Total Trade
(Predicted
(Mil. USD) (Mil. USD)
/Real)

Predicted
Total Trade
(Mil. USD)

Trade
Differential
(Predicted/
Real)

South
Korea

$1,963.19

$50,278.70

25.6

$132,492.30

67.5

2

China

$6,160.65

$12,638.47

2.1

$33,304.35

5.4

3

Japan

0

$2,781.36

n/a

$7,329.33

n/a

4

United
States

$13.13

$364.76

27.8

$961.20

73.2

5

Russia

Predicted Trading
Rank Partner
1

Total World Trade

$74.33

$289.23

3.9

$762.18

10.3

$8,905.47

$67,589.66

7.6

$178,109.40

20.0

Notes: (1) All country values in nominal USD are reported from UN Comtrade as mirror statistics and
adjusted for FOB-CIF conversions.
(2) World trade value taken from KOTRA and MOU and adjusted for FOB-CIF conversions.
(3) Due to specifications of our trade model, predicted import/ export values are the same for every
country pair. Therefore the total trade value is double a country’s predicted export value.
Source: UN Comtrade, KOTRA, MOU, Author Calculations
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could increase by more than a factor of 20. We applied this scalar to the
projections obtained from the gravity model. In this calculation bilateral
trade with the US rises to nearly $1 billion.
Even this estimate may understate eventual trade between the two
countries. Today bilateral trade between the United States and South Korea
is equivalent to 8.4 percent of South Korean GDP. South Korea “over-trades”
according to the norm of our gravity model. In a collapse and absorption
scenario, it is plausible that the South Korea chaebol could be the primary
agents of the rehabilitation of the North Korean economy. It would not be
implausible to expect their North Korean operations to exhibit similar
propensities to trade as their South Korean facilities currently do, and as a
consequence, actual trade-at least in the manufacturing sector, mining is a
different matter —might exceed any of the model-derived results.
If we take the modeling result derived above that after ten years North
Korean per capita GDP could be 60 percent that of the level in the South,
and per figure 2 adjust for the much larger gap today implying that North
Korean GDP per capita might only reach 40 percent of the South Korean
level, and then apply the observed South Korea-US propensity to trade to
this estimate of North Korean GDP, it implies roughly $20 billion in
bilateral trade.
The assumption of similar propensities to trade is probably not a bad one
in the collapse and absorption scenario: the economic reconstruction of
the North would be led by South Korean firms which have in place distribution
and marketing channels. However, unlike South Korea, mining would be an
important component of North Korean exports, and it is unlikely that mining
products would be exported to the US with the same propensity as
manufactures. So the $20 billion figure is probably an overestimate of bilateral
trade a decade after unification.
Having established very rough magnitudes of trade expansion, the next
issue is the commodity composition of trade. CGE results are plausible, if
speculative, predicting an explosion in light manufactured exports (which
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would be consistent with the GIC experience), a considerable growth in
mining exports (which is consistent with North Korea’s recent trade
patterns and speculative estimates that value North Korean mineral
deposits in the trillions of dollars), and concomitant growth in imports of
capital goods and intermediates as suggested by figure 4.
Given the comparative advantage of the United States, one would expect in
a unification scenario, the $365 million to $1 billion of new trade to consist
largely of light manufactures exports from North Korea to the US, in return
for agricultural products, particularly bulk grains, capital goods, and possibly
industrial intermediates.
Apart from direct trade, in some cases such as mining, US firms might be
significant purchasers of North Korean products (metals are widely used in
consumer electronics for example) for use in assembly operations elsewhere.
Think Apple in China.
This raises the issue of investment. As North Korea began to be integrated
into international supply chains, some US firms might invest in production or
assembly operations there. US manufacturers have periodically expressed
interest in investing in North Korea in the context of their global value chains.

2) Services Trade
The analysis thus far has addressed the issue of merchandise trade. It is
also likely that in a unification scenario, services trade would expand as
well. In 2012, merchandise trade between the US and South Korea was
approximately $102 billion, and total private services trade was approximately
$27 billion. Therefore, the total service trade value was 26.5% of the goods
trade value. If we apply this ratio to the unification scenario 20-fold
expansion of world trade, this would imply that, North Korea could be
doing $254 million in services trade with the United States, in addition to
nearly $1 billion in goods trade. This services trade would consist mainly of
US exports of business and professional services to North Korea, and North
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Korean exports of travel and tourism services to the US. This should be
regarded as a ceiling: North Korea is considerably poorer than South Korea
and the consumption of modern business services rises with per capita
incomes. But the largest single component is likely to be North Korean
exportation of travel and tourism services to the US.
In 2012, 542,000 Americans visited South Korea (US Department of
Commerce n.d.). Approximately 75 percent of these visits were for leisure
or to visit family. Far fewer American tourists visited North Korea. An
industry source indicates that the average one day costs for American
tourists in North Korea are approximately $245. This implies that if all the
American leisure visitors made a three day side-trip to North Korea their
expenditures would be on the order of $300 million. These exports might
come at the expense however, of some South Korean tourism exports if
American visitors substituted stays in North Korea for time they would have
otherwise spent in South Korea.
If we were to assume 5 percent of the total Korean-American population
in the United States were to visit North Korea per year, this would be roughly
88,000 thousand people/year. According to the Department of Commerce
figures, the median length of stay for US visitors to Asia is 14 nights. An
industry source reported that rates vary by size of the party, but that $1,000
per week for a group of 2-9 visitors would be typical. This implies that such
tourism could generate something on the order of $176 million per year.
These tourism calculations are by their nature highly speculative and
not entirely additional to the earlier estimate of $254 million in services
exports overall. If half of that overall estimate is travel and tourism that
implies that the North Korea’s overall exports of services to the US might be
on the order of $300-425 million annually.

4. Policy Issues
US economic interaction with North Korea is constrained by a dense web
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of sanctions and other measures, some in the form of Congressional
legislation, others in the form of Executive orders that discourage economic
integration between the two countries. In a consensual unification scenario,
these sanctions will impede economic integration between the US and North
Korea. There is no guarantee that either the President or the Congress will
act even if relations improve between North and South Korea. The removal
of these constraints would actually be easier in a collapse and absorption
scenario in which the North Korean state would disappear, rendering most if
not all of these measures moot, and economic exchange would occur on the
basis of the relatively liberal set of rules and practices observed between
South Korea and the US. A modest peace dividend, perhaps boosting
bilateral trade by $50 million, could obtain under this scenario.
Under either scenario, the binational commission created in Annex 22-B of
the KORUS FTA agreement could be used to rapidly liberalize trade if
circumstances warranted. Depending on scenario and sequencing treatment of the
northern part of the peninsula under agreements such as the Trans-Pacific
Partnership (TPP) could be either relatively straightforward or problematic.
Unification is likely to be very expensive. There is a role for the US public
to play both bilaterally and through the international financial institutions
(IFIs). The capacity of the US government to contribute directly will be
partly a function of its own fiscal situation which is highly uncertain. But
contributions to unification finance should not be thought of strictly as a
public sector activity. The private sector will have a critical role to play as
well. Indeed, the ultimate economic contribution of the US to Korean
unification is likely to come through the private sector; foreign direct
investment constitutes the institutional mechanism for both technology
transfer and the links to marketing and distribution networks globally that
North Korea currently lacks. Aid should seek to complement and encourage
such private flows, not provide a substitute for them.
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1. Introduction
China’s northeast region boasts dense concentrations of capital, technology,
resources, and population, having a geographical advantage in terms of
international cooperation. Thus, China pursues its regional development strategy
of its northeast region with the recognition that it is an area imperative to China’s
future development and that it will function as a powerful engine in securing
China’s regional competitiveness. The biggest obstacle for the successful
implementation of this plan is the problem of the Korean peninsula. Therefore we
must understand how China views the Korean Peninsula, and which strategy it
will employ for approaching this problem.
From a strategic perspective, we believe that the political shift on the
Korean Peninsula will significantly impact China’s national development
strategy. Since each possible scenario that relates to the political shift on the
Korean Peninsula will create entirely different situations, China must face the
serious question of which policy to choose. In choosing this strategy, various
factors may exist, but the fundamental one that determines policy choices will
be the national interest structure between the Korean Peninsula and China.
Ultimately, China will choose the unification scenario that will maximize its
interests as its policy strategy.
This study introduces peaceful unification as the most ideal setting for China
regarding the Korean Peninsula if China’s goal is to pursue its development
strategy in its Northeast region. We derive that China will choose a policy
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strategy that supports the unification of the Korean Peninsula in order to
implement its own national strategy. To present key supporting evidence, we
discuss the strategic, economic, and security interests of China that result
from the peaceful unification of the Korean Peninsula. Lastly, we suggest that
the peaceful unification of the Korean Peninsula will entail positive outcomes
for Chinese national interests.
This study involves the ideal model method and global action patterns method
in order to objectively evaluate the policy underpinnings of China vis-à-vis the
Korean Peninsula. Such research methods provide theoretical arguments for the
analysis of policy underpinnings by China vis-à-vis the Korean Peninsula, and
outline the basic current action patterns of major powers, which is useful for judging
whether China is in fact strategically working towards such ideal status on the
Korean Peninsula. Additionally, the action patterns research method generates
observations on historical shifts, and sketches action patterns of the major powers
in this new era. In doing so, the strategic and characteristic setups of major powers
can be analyzed, which helps us to understand the action pattern of China, a major
power.
On the other hand, Chinese development strategies vis-à-vis Northeast Asia
occupies an important position in the aforementioned Chinese national
strategy. This is because Northeast Asia boasts dense concentrations of
economic factors (such as capital, technology, resources, and population) and
shows great potential for emerging as the future pivotal point of the world
economy, which would translate into momentum for economic growth of China’s
northeastern and northern region. In this context, China will have to drastically
expand international cooperation in Northeast Asia in order to execute China’s
national strategy, presuming that a national strategy framework exists. We present
our stepwise logic, suggesting that this framework consists of a starting point,
ideology, strategic goal-setting, and systematization of the development strategy
vis-à-vis the Northeast Asian region.
Another problem in Northeast Asia is that strategic goals among countries
are incompatible. How China will transform this to cooperation among
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Northeast Asian countries, and the question of which strategy to use,
embody crucial tasks that could make or break the strategy.

2. Ideal Condition of the Korean Peninsula within China’s
Development Strategy in Northeast` Asia
We consider the four main scenarios related to the unification of the Korean
Peninsula, and China’s position on each scenario. The first scenario is the current
status quo. Even though the status quo or the divided Korean Peninsula is not ideal
for its strategy, China duly tolerates the current state of the Korean peninsula
because it cannot immediately change shift the current political situation. In other
words, maintaining the status quo of the divided Korean peninsula is acting as a
severe stumbling block for the execution of Chinese development strategies
vis-à-vis Northeast Asia. While this cannot be the ideal status that China hopes
for in the Korean peninsula, it may pose an inevitable path for the reality it faces.
The second scenario is military conflict between South and North Korea,
which will conjure armed confrontation and result in a sudden transition on the
Korean Peninsula. From China’s perspective, rapid transition on the Korean
Peninsula may pose as a serious risk to China’s economic development, social
order, and national security, and must be avoided at all costs.
The third scenario is the case in which North Korea loosens its closed-off
situation and pursues openness and reform, which would be a highly desirable
scenario for China. If North Korea moves towards openness and reform, China will
strive for extensive economic cooperation with North Korea, and will be able to
harmoniously execute development strategies vis-à-vis Northeast Asia.
The fourth scenario, a peaceful unification of the Korean Peninsula would
create an ideal environment for China, since it would entail the emergence of a
cooperative Korean Peninsula.
In conclusion, China will strategically construct its policy underpinnings
vis-à-vis the Korean Peninsula in support of a peaceful unification. Furthermore,
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China will eschew strategic competition with neighboring powers such as the US
or Japan, and instead embrace cooperative co-existence in Northeast Asia. This
would also mean that Northeast Asia will soon emerge on the global center stage
as a peaceful and cooperative region.

3. Unification of the Korean Peninsula and Economic
Benefits for China
1) Korea’s Unification and Economic Benefits of China’s Northeast
Region resulting from North Korea’s Reform and Opening Up
If a Northeast Asian triangular trade network becomes a reality, China’s
northeast region would be the greatest benefactor of a unified Korean Peninsula.
As Busan in South Korea would rise as a central port and Rajin in North Korea as
its supplementary port, Rajin could be developed into an international logistics
hub for establishing a Pan-East Sea and Pan-Pacific logistics system, bridging the
Eurasian continent. Additionally, the international railroad between BusanRajin-Tomun (connecting the East Sea coast of the Korean Peninsula) and
between Seoul-Kaesong- Sinuiju-Dandong (connecting the West Sea coast of the
Korean Peninsula) would each penetrate the Northeast Asian region, in addition
to highways towards the East and West Seas in the Korean Peninsula. The result
would be that transportation and traffic would connect to northeast China. If that is
so, northeast China would eventually establish itself as the foothold and distribution
center connecting the Eurasian continent and the Pacific. According to some
predictions, if the Gyeongui Line gets restored, the annual railroad earnings within
the Korean Peninsula would amount to $248.5 million. Further, it is said that $150
million account for North Korean earnings. Using the Gyeongui Line, the Dalian port
will account for 10% and Tianjin port 5% of the container cargo volume between the
northeast region of China, Korea, and Japan. Ensuing economic benefits that
spring from the northeast China region will be plentiful.
Of course, the unification of the Korean Peninsula also will result in a larger
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degree of openness in northeast China, which we expect will bring about
considerable economic impact. This study observes the effect that higher degree of
openness brought about by the peaceful unification of the Korean Peninsula will
have on China’s northeast region, and attempts to estimate approximate values of
this benefit. Our results show that the three northeast provinces would profit up to
283.6 million RMB just by a higher degree of openness. (Table 2)
Table 2. Estimated GDP Growth of the Three Northeast Provinces of China in
2020, Resulting from Higher Degrees of Openness
(Units: ten thousand RMB, %)

GDP growth of 3 northeast
provinces, resulting from
higher degrees of openness in
2020

Province

GDP growth in 2020

Degree differentials of
openness, comparing
year 2013 to 2020

Liaoning

42,620

14.35

917

Jilin

19,902

33.68

1,005

Heilongjiang

21,618

28.2

914

Total

84,140

-

2,836

Source: Calculated by Author

On the other hand, according to our analysis, a large-scale armed conflict on
the Korean Peninsula would result in China’s GDP loss of 839.46 billion RMB.
Furthermore, according to the results, FDI in Jilin and Heilongjiang will
grow massively if North Korea pursues total openness. Assuming that the
share of FDI in the GDP of Jilin and Heilongjiang corresponds with indicators
for Liaoning, a 1% growth of FDI in each province in 2020 will cause the GDP
of the three provinces to rise to 5.05 billion RMB, export of the three
provinces to 992 million RMB, and consumer goods retail of the three
provinces to 3.560 billion RMB, supporting our thesis.

2) Analyzing the Ripple Effects of Inter-Korean Economic Integration on
China
This study uses a CGE (Computable General Equilibrium) model where costs
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and benefits can be considered simultaneously in order to estimate how the
effects of inter-Korean economic integration might vary by scenario. Thus, we
divided inter-Korean economic integration into the following four scenarios and
derived economic ripple effects for each.
Table 3. Scenario-wise Economic Ripple Effects
(unit: %)

Real GDP
Scenario I

Welfare

Export

Import

North Korean reform and opening

North Korea

3.55

4.05

1.10

1.58

South Korea

0.00

0.00

0.00

0.00

China

0.00

0.00

0.00

0.00

Scenario II

Scenario I + elimination of military expenditure

North Korea

4.62

5.27

2.05

4.72

South Korea

0.16

0.18

0.07

0.21

0.00

0.00

0.00

-0.01

China
Scenario III

Scenario I + increased trade to South and North Korea

North Korea

4.90

6.89

2.92

4.31

South Korea

0.34

0.45

0.59

0.68

China

0.00

0.00

-0.03

-0.02

Scenario IV

Scenario I + elimination of military expenditure
+ increased trade to South and North Korea

North Korea

5.98

8.12

3.04

4.81

South Korea

0.49

0.64

0.63

0.61

China

0.00

-0.00

-0.03

-0.03

Source: Calculated by Author

While it is true that trade diversion caused by inter-Korean economic
integration will impact China negatively, we must consider that North Korea has
a low share in China’s trade, which would limit trade diversion effects to a
minimum. However, if North Korea adopts changes such as opening up and
reform and reduces military expenditure, North Korean economic growth will
accelerate and increase import demand, which may increase China’s export
towards North Korea and create a positive ripple effect.
Even if we consider results of various studies that use the gravity model -
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which is the most commonly used model for explaining trade flows- we can
see that the distance between the two countries, economic size, and income
levels exert much larger impact than trade diversion effects from preferential
trade agreements such as FTAs. Trade diversion effects on China, which may
result from increased inter-Korean trade, will not only be negligible but is
likely to be only temporary. Instead, the positive impact that stems from North
Korea’s accelerated growth and increased import demand will be permanent.
Hence, we judge the effects of inter-Korean economic integration on the
Chinese economy will be positive in the long term.

3) Eurasian Strategy and the Application of the One Belt and
One Road Strategy
Recently the “Rajin-Hassan Project” between Russia and North Korea is
gaining momentum, triggering South Korea’s participation as well as inducing
Northeast Asian cooperation. If China participates in this project, an economic
bloc will form around the Tumen river region. Figure 5 is the diagram for a
Northeast Asia economic bloc. If a Pan-East Sea economic bloc is created over
Hunchun-Rajin-Hassan-Busan-Nikata with Rajin as its base, and a Northeast
Asia-European network were constructed over Hassan and Lianyuangang, a
basic framework will be created for international cooperation in Northeast Asia.
Furthermore, if President Park’s Eurasia Initiative Strategy is implemented,
China’s Northeastern region would boost its openness and expand development
areas, henceforth strengthening its regional competitiveness. This would mean
that the Northeast region could become a new engine of growth for the Chinese
economy.
The creation of a Northeast Asian economic bloc will provide a major
development opportunity for China. If such an economic bloc were created,
the Tumen River Basin will grow into one of the pillars for China’s overall
regional development strategy. As shown in Figure 5, the Tumen River Basin
would not only take up the role as a strategic pillar for China’s Changjitu

28 ∙ Cost-Benefit Analyses of Unification and Economic Integration Strategies of the Korean Peninsula

Development Project, but also shows great promise for being grafted onto the
One Belt and One Road Strategy.
Figure 5. Diagram of Northeast Asia Economic Bloc

Source: Developed by Author.

4. Unification of the Korean Peninsula and Security
Benefits for China
Since the beginning of the modern era, all environmental factors that
crucially impacted China’s national benefit have stemmed from the Korean
Peninsula. Accordingly, the uncertain situation of the Korean Peninsula is also
manifested in increased defense expenditure for China. While the uncertainty
of the Korean Peninsula problem stems from the zero-sum game between
South and North Korea, the great powers are essentially taking advantage of
the South-North divide for their geopolitical purposes. The South-North
divide has provided the great powers an opportunity for intervening in
domestic matters of the Korean Peninsula, and is continuously providing
legitimation for their own strategies. Whether intended or not, the North
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Korean nuclear problem has definitely provided leverage for the East Asian
strategy of the US and legitimacy for Japan’s military build-up. The North
Korean nuclear problem has repeatedly prompted tension and alleviation of
South-North relations, and in this process contributed to US containment
policy against China by strengthening cooperation among South Korea, US, and
Japan.
As history taught us, the final aim of the great powers which strategically take
advantage of the Korean Peninsula was not the Peninsula itself, but instead was
China. This has not changed much since then. The US and Japan both use the
Korean Peninsula problem for strengthening US-Japan ties, to maintain a hostile
position against China, and to create an unstable environment for China. Such
unstable circumstances recur in chain reactions and affect other neighboring
regions as well, which is why an aggravation of surrounding situations would
also severely impact domestic environments.
Most notably, the US’s strategy of reasserting its position in Asia represents
an encirclement and containment strategy towards China, which also
considerably impacts the situation of the Korean Peninsula. The US attempts to
use the Cold War structure of the Korean Peninsula to implement such strategy
towards China. Regarding the US, the unification or political alleviation in the
Korean Peninsula could harm its strategic position, which is why it may feel the
need to sustain the divided Korean Peninsula while maintaining the tension. In the
perspective of Chinese security, Japanese militarization is another issue of great
concern. It is an undeniable fact that the Korean Peninsula problem looms in the
background of Japanese normalization and militarization strategies.
Finally, we must clearly recognize that the Korean peninsula is an extremely
important issue to the US and Japan in implementing their respective
strategies. The strategies of the US and Japan are increasingly hindering any
active measure against the creation of world economies’ regional blocs, and
draw us further into a spiral of confrontation and multi-faceted hostile
situations. This means that surrounding powers such as the US, China, Russia,
and Japan are paying attention to the constantly changing standoff politics of
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inter-Korean relations, and that strategic competition is taking place among
the surrounding major powers who intend to prevent negative outcomes that
could hurt them.
If the division of the Korean Peninsula ends, the great powers no longer have
an excuse to intervene in the matters of the Korean Peninsula, no matter how
valuable it may be in geopolitical terms. This is the reason why a reconciliation or
unification of the Korean Peninsula may result in a decline of geopolitical value. If
its geopolitical value drops, another important value of the Korean Peninsula will
emerge, which is its geo-economic value. When that moment comes, surrounding
countries will realize that their own economic benefit will suffer loss if they do
not actively participate in Northeast Asian regional cooperation. If so, the mood in
Northeast Asia will be extremely cooperative, which would provide favorable
international conditions for Chinese regional strategy vis-à-vis East Asia. If
China strategically focuses on solving the Korean Peninsula problem, and achieves
adequate international environments, it could emerge as a winner in East Asia.

5. Sino-Korean Cooperation Strategies for Korean
Unification
While we must inspect the underpinnings for the unification policy of
China towards the Korean Peninsula, the Korean Peninsula’s policy
underpinnings towards China hold important motives as well. This means that
Sino-Korean strategic cooperation is absolutely necessary in the process of
unifying the Korean Peninsula.

1) Korea’s Policy vis-à-vis China during the Process of Korean
Peninsula Unification
For South Korea, China’s concerns regarding the unification of the Korean
Peninsula must be carefully considered. Among the common concerns of the
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Chinese people, the most prominent is that unified Korea might adopt pro-US
policies. Another concern is the possibility of a conflict between the two
countries sparked by historical and territorial disputes.
In the long-term view, South Korea needs to pursue a neutral policy towards
the US and China. Such a policy could be the fundamental precondition for
strengthening China’s policy towards the unification of the Korean Peninsula.
Since the Korean Peninsula problem stems from the extremely unfavorable
situation of a Sino-US standoff, Korea needs strategic wisdom. South Korea must
clearly evaluate the global landscape and make strong demands that the major
powers present themselves as responsible actors. In fact, political situations
drastically vary in Northeast Asia depending on Sino-Korean relations. In other
words, depending on whether Korea chooses pro-US foreign policies, or instead
constructs foreign policy underpinnings of equidistance policies towards the US or
China, Northeast Asia would find itself with vastly different rules of the game.
In the current situation, China also maintains a favorable attitude regarding
the ongoing active role of the US forces stationed in Korea. China also
estimates that the US forces stationed in Korea are carrying out the role of
preventing sudden unexpected situations in Northeast Asia. However, this
impression does not automatically mean China welcomes the stationing of US
forces in South Korea. If US forces stationed in Korea were to overstep the
scope of their role, which is the risk management on the Korean Peninsula,
China would rather feel threatened, which is why Korea should limit the role of
US-Korea alliance within the Korean Peninsula.

2) Sino-Korean Cooperation for North Korean Openness and
Reform
In 2013, North Korea proclaimed the “6/28” measure, which aims to
connect the distribution of the benefit of companies and co-op farms with
market effects and strengthen production incentives for the people. This could
be seen as a major institutional reform. Furthermore, North Korea installed 19
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development zones from 2013 to 2014, and along with the pre-existing special
zones of Rason, Kumgang, Kaesong, Sinuiju, Hwanggumpyong, and Wihwa,
special and development zones have now been installed throughout North
Korea. This may reflect the willingness of the Kim Jong Un administration
towards openness and reform. In fact, Kim Jong Un has proclaimed the “5/30
labor guidelines” this year and relayed it down to North Korea’s mid-level
officials, and it is said that its content is so radical that eventually it would be
no different from openness and reform policies. Specific rules that accord to
the principles of “5/30 labor guidelines” are being drafted. If North Korea had
hitherto experienced top-down changes, now there is ample possibility for
changes to occur bottom-up. This also means more opportunity to provide
additional leeway for Sino-Korean cooperation.
The fact that North Korean society is building up a market economy
system means that structural change is taking place. It also is foreshadowing
that the North Korean economic system is operating according to market
economic principles, and that North Korea’s openness and reform is finally
taking shape. In the “6/28” measure that the North Korean government has
released in 2013, some policies resembled the early stages of China’s openness
and reform policies. To state some examples: Subcontract responsibility
schemes, the clarification of how to channel economic profit in the market, and
the preference of self-employment in the constituency scheme of co-op farms
are all reform-oriented policy measures.
A desirable policy for South Korea and China should be to encourage change
in North Korea society and help it to open up and reform. Especially if one
wishes to see substantial changes in North Korea, one must actively conduct
economic exchange with North Korea. Furthermore, regarding economic
exchange with North Korea, South Korea and China should be attentive towards
the construction of special zones in North Korea.
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3) Gradual Approach towards Solving the North Korean Nuclear
Problem
In order to realistically solve the North Korean nuclear problem, the issue at
hand must be split into several steps. The first step must be to demand North
Korea to freeze nuclear arms. In this step, the international community’s
containment must fulfill the aim of freezing North Korea nuclear weapons,
whereby the international community must in turn allow countries to conduct
economic exchange with North Korea, within the boundaries set by the UN
resolution. Of course, the emphasis of such exchange must be placed on
improving the lives of North Korean people. In this manner, one can create an
international atmosphere where change is accelerated and stability is invited. At
the same time, one must use containment at this stage to demand North Korea’s
nuclear disarmament. In conjunction, one must offer North Korea the
opportunity to legitimately step off and yield to this demand. Hence, economic
exchange with North Korea is to be conducted within an appropriate scope.
North Korean internal politics must first be stabilized in the form of economic
exchange.
An alternative, which is the only way to eliminate North Korean suspicion
towards specific countries and the international society, would be North
Korea’s entry into the international society via economic exchange. The
promise of great economic benefit, which a North Korean entry into the
international society would entail, would provide the key incentive for North
Korea to enter into the international society and therefore to seriously
contemplate abandoning nuclear weapons. Additionally, one must grant North
Korea the chance to decide policy in international negotiation mechanisms,
including the G 6 talks. Whereby main agendas hitherto were only inclined
towards coercing North Korea to abandon nuclear weapons, we have never
sincerely discussed how the international society would react if North Korea
abandoned nuclear weapons. If the international society does not channel
specific signals towards North Korea, it will remain unable to pursue nuclear

34 ∙ Cost-Benefit Analyses of Unification and Economic Integration Strategies of the Korean Peninsula

abandonment. Therefore, one must pursue the question of which specific
incentives the international society would grant to North Korea, were it to
abandon nuclear weapons at the Six party Talks.

6. Conclusion
In the course of researching the effect the unification on the Korean Peninsula
would have on China’s national benefit, we were able to objectively investigate
the Chinese position towards unification on the Korean Peninsula. The question
of which unification policy China would take in terms of unification on the Korean
Peninsula does not only affect the peninsula but also China as a whole to a
significant degree. Regarding South Korea, cooperation with China in the
unification process is absolutely necessary. For South Korea, China is not merely
an adjacent country, but clearly the one country that exerts the largest influence
on the political development on the Korean Peninsula. This study offers the
conclusion that the unification on the Korean Peninsula could have positive
effects on China’s strategic, economic, and security benefits.
To conclude, prompted by strategic aims to develop its Northeast region,
China will fix its policy underpinnings towards the Korean Peninsula to
support peaceful unification, and will strive to use it as the starting point for
establishing an environment of peaceful international cooperation in Northeast
Asia. Since we entered the modern times, the Korean Peninsula has been
victimized in the strategic clashes of great powers, due to its axial position
between geopolitical sea and land powers. However, the unified Korean Peninsula
will play the role of a hub in the crossing point of geopolitical sea and land
powers. Of course, the benefit will be shared by neighboring countries, including
China and the Korean Peninsula. In this way, a peaceful unification of the Korean
Peninsula will provide bonanzas not only to the Korean Peninsula and China, but
also to all neighboring countries.
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1. Introduction
This study tries to consider the policy responses according to potential
economic benefits and costs of Korean unification on Japanese economy. A
peaceful and market-oriented unification of South and North Korea is likely to
give rise to a large investment boom in the unified Korea. An increase in
domestic absorption in the unified Korea will also be necessary to achieve rapid
economic development in the north and to reduce the huge migration pressure from
North to South that would follow unification. This boom in demand is likely to
substantially increase GDP and employment in Korea’s trade partners (Japan, the
United States, etc.), most of which are currently suffering from a serious lack of
demand. To realize this optimistic scenario, Korea and its trade partners need to
collaborate to finance the temporary current account deficit Korea will
experience after the unification. We examine these issues using a neoclassical
growth model, an open macroeconomics perspective, the World Input-Output
Database (WIOD), and other statistics.

2. Scenarios of Economic Development after Unification
The economic impact of unification on trade partners will crucially depend
on how economic development proceeds in the unified Korea. Many preceding
studies on the economic costs of unification, such as Song (2013) and Kang,
Lee, Pyun and Hyun (2014), assume a gradual unification. However, if we
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assume a democratic unification process, it will be difficult to restrict
migration (Wolf 1998) and the South will face strong pressure of immigration.
To reduce this pressure, the unified Korea will need to try to achieve rapid
economic growth in the North through large investment and income transfers.
Since the present North-South population ratio is much larger than the
East-West population ratio in Germany in 1989 and the present per capita GDP
gap between the north and the south is much larger than that in the case of the
German re-unification, Korean unification will cause a greater increase in
domestic absorption than was observed in Germany.
In our simulation, we presumed that unification occurs in 2015 and make
the following assumptions.
① Through rapid investment in infrastructure and private capital stock, the
North-South gap in the capital-labor ratio declines from 1:5 to 1:2
between 2015 and 2025. The share of investment in the North in the
South’s GDP will be constant during the period 2015-25.
② The North-South gap in TFP will gradually decline from 1:10 to 1:2
during the period 2015-25.
③ We examine both a case without migration and a case in which 2% of
workers in the north migrate to the South annually.
④ TFP in the Suth continues to grow at 2% per year and capital stock at
3% per year.
⑤ Through the investment boom and income transfers, the North-South
gap in (private plus government) consumption per worker is reduced from
1:20 to 1:3 just after unification and further declines to 1:2 by 2025.
For this rapid convergence to be achieved, the investment-saving
balance (excluding transfers) will have to rise to 18.8% of the south’s GDP.
We assume that 3.8 percentage points are financed through a reduction of
government expenditure for national defense, etc., and 5 percentage points are
financed through the account surplus South Korea currently enjoys. As a
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result, we expect the current account deficit-GDP ratio of the unified Korea
to become about 10% just after unification.
If we assume that 2% of workers in the North migrate to the South every
year, this will lower GDP growth and reduce investment in the north.
However, since the South needs to invest more to equip immigrant workers,
the current account deficit of the unified Korea will not be smaller than in the
case without migration.

3. Increase in GDP and Employment in Japan and Other
Major Economies
In this analysis, we assume that the unified Korea will meet the supply
shortage implied by the current account deficit through a proportionate
increase in goods imports from its trade partners. Using the 2011 WIOD, we
analyze the economic impact on Japan, China, the United States and Russia by
sector and by year. We take account of indirect effects (i.e., effects through
changes in intermediate inputs). We conduct a standard Leontief-type analysis
with the assumption of supply constraints in the unified Korea.
Figure 6. Estimated Changes in GDP in Major Economies in 2015 due to Korean
Unification Assuming No Migration
(US$ billion)

Source: Calculated by Author
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The analysis shows that Korea’s major trade partners will experience a
substantial increase in GDP and employment. China will enjoy the largest
benefits. If we sum up the increases in Japan’s GDP for the period 2015-25,
the total will be $234.5 billion. Job creation in Japan will be mainly
concentrated in the machinery and leasing industries.
Table 4. Estimated Changes in GDP and Employment in Japan in the Period of
2015-2025 Caused by Korean Unification: No-migration Case
(US$ billion, thousand workers)

Changes in Japan’s
GDP

Changes in Japan’s
employment

2015

24.7

217

2016

25.0

220

2017

25.2

222

2018

25.2

221

2019

24.8

218

2020

24.1

212

2021

22.8

200

2022

20.9

183

2023

18.1

159

2024

14.4

126

2025

9.3

82

2015~2025 Total

234.5

2,060

Source: Calculated by Author

4. A ‘Super Korea’ as Japan’s Rival in the East Asian
Division of Labor
Korean unification also means the country’s position as a rival to Japan in
the East Asian division of labor will be boosted. Empirical studies show that
countries that are neighbors, countries with ethnic ties, and countries with
FDI in each other tend to trade more (Felbermayr 2009, Fukao and Okubo 2011).
Therefore, after unification, China-Korea trade may increase significantly.
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We examine how other countries will be affected if they are left behind by the
deepening of trading ties between China and Korea. For this analysis, we
assume that the total amount of Korea’s exports to China doubles for each
good and service, but that China’s total imports of each good and service do
not change. This means that other countries are crowded out by Korea from
the Chinese market. Similarly, we assume that the total amount of China’s
exports to Korea doubles for each good and service, but that Korea’s total
imports of each good and service do not change. This means that other
countries are crowded out by China from the Korean market. To focus on the
crowding out effect, in this section we assume that Korea has sufficient
production capacity to increase exports to China.1
This analysis shows that the deepening of trading ties between China and
Korea will have a larger negative impact on Japan than on the United States. The
reason is that Korea, China, and Japan specialize in similar products. Job losses
in Japan will be concentrated in a small number of sectors such as electrical and
optical equipment, basic metals and fabricated metal, and leasing.
Summing up the above analysis, Table 5 shows the estimated growth of
gross output, GDP, export to the unified Korea and employment of major
economies (US, Japan, China and Russia), based on two scenarios - one, the
peaceful unification of Korea, the other being the deepening of trading ties
between China and Korea after peaceful unification. According to the first
scenario of the peaceful unification of Korea, GDP of Japan will have an US$
24.6 billion increase, and will create 2.1 million new jobs. However, according
to the scenario of the deepening of trading ties between China and Korea after
peaceful unification, GDP of Japan will increase by US$ 8.6 billion, with 0.7
million new employments at most. In comparison, China’s extra GDP
generated by unification will be increased from US$ 48.5 in the case of the first
scenario to 84.1 billion in the case of the second scenario, and new
employment will be also increase from 56.4 to 90.5 million jobs in this case.

1_ This is a different assumption from that in section 3.
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Table 5. The Benefits of Major Economies (US, Japan, China and Russia) Using
World Input-Output Table
(US$ billion, 10 thousand workers)

Scenario ①

Scenario ②

Export to
Export to
Gross
Employ Gross
Employ
GDP
GDP
the Unified
the Unified
Output
ment
Output
ment
Increase
Increase
Korea
Korea
Increase
Increase Increase
Increase
Increase
Increase
Japan

684

246

256

21.0

244

86

171

7.4

China

1,742

485

552

564.1

3,009

841

799

905.3

US

660

291

285

23.3

379

148

206

13.0

Russia

160

74

56

77.2

136

64

52

71.6

Source: Calculated by Author

5. Financing North Korea’s Infrastructure
It is empirically shown that infrastructure plays an import role in regional
economic development and income distribution. For example, Calderón
and Servén (2004) investigate the impact of infrastructure development on
economic growth and income distribution using panel data from a large
number of countries between 1990 and 2000, and they find that (1) growth
is affected by the stock of infrastructure assets, and (2) income inequality is
mitigated by an improvement in the quantity and quality of infrastructure.
Infrastructure development is a necessary engine for regional development,
and government should play an important role in such development and
financing infrastructure projects. According to our simulation in the previous
section, however, the domestic savings in Unified Korea are insufficient to
finance this massive infrastructure investment. Therefore, Unified Korea
should seek a way to procure the necessary funds from abroad.
Official development assistance (ODA) used to play a very important role
in the provision of necessary funds for infrastructure investment in
developing countries. Especially, a large part of the Japanese ODA was
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allocated to the necessary funds for economic infrastructure in Asian
countries, resulting in an increase in foreign-capital investments in these
countries. For example, some of large-scale economic infrastructure
projects, including the construction of roads, airports and power stations in
China were realized through Japanese loan aids (Yen loan), and these
developments stimulated Foreign Direct Investment (FDI) inflows to China
in the 1990s and 2000s.
Recent development of the global financial market has substantially
reduced the significance of ODA as an external source of funds. Both
private funds and FDI has accounted for a larger proportion of financial
flows to developing countries than ODA since the mid-1990s. Given such
expansion of private financial markets, it might not be too difficult for
unified Korea to access international private and cross-border fund flows.
Nevertheless, accessibility to long-term finance for infrastructure is critical,
and international society should prepare policy instruments to mobilize
Asian and international funds and prioritize the financing for North Korean
infrastructure project.
Vast domestic savings In China and Japan should play a key role for
financing North Korean infrastructure projects. Current availability of
economic and social infrastructure in North Korea is highly limited. For
example, the amount of electricity generated in North Korea in 2012 was
only 5 % of that in South Korea. According to our estimation, the North
Korea region will need to invest on average 2.9 billion US dollars per year
between 2015 and 2025. Both the Japanese and Chinese governments hold a
large amount of foreign currency reserves, and they might consider utilizing
some portion of their reserves for investments to the North Korea region’s
infrastructure funds. The funds would also be able to provide the guarantee
against political, economic, and financial risks associated with the projects.
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6. Role of Japanese Private Firms in Supporting the
Infrastructure Projects
Japanese private firms may consider that participation in the unified
Korean infrastructure projects is a big business opportunity if the associated
risk for the business is reduced by the international fund institution’s
guarantee. Japanese firms continue to keep the international competitiveness
in the participation in the overseas energy-related infrastructure investment
projects, especially power generation construction and managements.
In addition, when the transportation, communication and energy-related
infrastructure become available, the North Korea region would become an
ideal export platform for Japanese firms to unified Korea and China, and
Japanese firms are expected to relocate their production sites in that region
and can provide additional necessary funds for the reconstruction of the
North Korean economy.
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1. Factors Determining Russia’s Korean Policy
Three groups of factors determine Russia’s Korean policy.
The first group —Russia’s national interests. Russia’s main task-to preempt
the emergence of threats from the Peninsula to Russia’s national interests,
first of all to Russia’s security. Reconciliation and broad cooperation between
South and North Korea are beneficial and even necessary for Russia to ensure
both its security and economic interests in the region.
It is also important for Moscow to ensure the maximum predictability of
the outcome of the unification process. Russia is unlikely to welcome the
emergence of a unified Korea as a neighbor with the US troops on its territory.
If the united Korea becomes member of the tripartite military-political
alliance involving the United States and Japan, it would be tantamount to the
emergence of NATO’s clone on Russia’s eastern borders. These Russian fears
are increasingly gaining attention in light of the events currently taking place
in Europe.
The second group —the positions of South and North Korea. The main
feature of the inter-Korean relations are extremely contradictory inherent
to their development during the last 15 years. We see that, despite official
statements by both Korean sides in favor of unification, the interests of
retaining the position of the ruling elites and ensuring political stability in
South and North Korea, as well as their desire to strengthen military and
political alliances with third countries dominate and in the foreseeable
future apparently will retain priority over both parties’ desire for unification.

44 ∙ Cost-Benefit Analyses of Unification and Economic Integration Strategies of the Korean Peninsula

The third group —the positions of the US and China. The situation on the
Korean Peninsula and its future development can be understood only in the
context of US-China partnership and rivalry and the balance of these two
components in their relationship. The peninsula became one of the hottest
geographical spots of US-Chinese contradiction. It is possible that in the future
it may become a ground for a test of strength between the US and China.

2. Major Shortcomings of the Existing Reunification
Scenarios
① Predominance of scenarios assuming that unification will be achieved under
the guidance of South Korea, on the basis of market economy and liberal
democracy in the political system. However, is such a scenario the only
possible one? Market reforms in China and Vietnam were initiated and
successfully implemented by the ruling communist parties and their
leaders. Thus, the transition to a market economy should not necessarily
lead to fundamental changes in the political system and bring about
removal of the existing ruling elite from power.
② Ignoring North Korea’s position. In other words, denying the plans to
absorb the North in German-style fashion, In fact, the authors of such
scenarios consider North Korea as nothing more than a passive
object of the South’s policy, expecting Pyongyang will dutifully fulfill
Seoul’s reunification program.
③ Excessive emphasis on economic benefits that supposedly Russia and
other countries will reap in the case of reunification. Such forecasts tend
to ignore the possibility of emergence of very serious security
challenges for Russia, and even to a greater extent-China. Korea’s
unification under South Korean leadership with US support may result
in deployment of the US troops on land borders with Russia and China.
This would cause a fundamental change in the military-strategic
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situation in the region in favor of the US In this case, the economic
benefits from unification, which Seoul promises to Moscow, quickly
will spill over to bigger military spending to balance the increased
proximity of the US troops to the Russian border.
Current attempts by the US and some European politicians to
undermine the existing trade and economic ties between Russia and
the EU, in particular to block the construction of the “South Stream”
gas pipeline because of Moscow’s position on Ukraine, force Russia
to consider the possibility that the US might try to prevent the
development of economic ties between Russia and united Korea.
Thus the assessment of almost inevitable military-strategic risks that
Korea would entail unification under the South’s leadership and
under the US auspices will be no less important than the estimation of
economic benefits (far from being guaranteed), which allegedly
Russia can expect after the unification.
④ Predicting the actual unification in the distant future, after passing of
20∼30 years. Given the speed and multi-directional changes occurring
in the world today, such scenarios are similar to futuristic delights.
They free their authors from any responsibility for their predictions.
Such scenarios are often a product of wishful thinking, and - even
worse - are politically motivated.
Russian experts usually do not work on unification scenarios. The
prevailing opinion in Russia (with the exception of some extreme views) is
that the unification of Korea is not an issue of today or tomorrow’s agenda;
it will be a process with a very uncertain time frame.
The authors of this study are the supporters of the theory and principles of
“realpolitik”. The irreconcilable interests of the ruling elites of the two Korean
states, which determine the current state of inter-Korean relations, the
consequences of more than 60 years of division of the country in politics,
economy, culture and mindset of the South and North Korean population, as
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well as geopolitical interests of the great powers (“large countries”) lead us to
conclude that Korea unification in short (3-5 years), and even medium term
(5-10 years) is unlikely. It is more plausible to talk about different scenarios
such as coexistence between South and North Korea rather than unification

3. Cost-Benefits of 5 Unification Scenarios
The following 5 scenarios deserve consideration. Two of them can lead
to rapid unification, and other three envision a fairly long period of
coexistence of two Koreas.

1) Military Unification Scenario
At the moment and in the foreseeable future it can be initiated only by the
US or - with their approval and support - by South Korea. North Korea after
chain of natural disasters, amidst of economic problems, being under severe
international sanctions does not have arms, logistics and human resources
necessary to win a large-scale conflict.
Security of Russia’s Far Eastern region depends on how events will unfold
in Korea. In the case of an armed conflict, the radioactive clouds from the
“Korean Chernobyl” (South Korea operates 25 nuclear reactors at the
atomic power plants, which can be destroyed with conventional weapons),
and refugees are unlikely to flow into the United States, but almost certainly
will reach Russia. Both South and North Korea could become unsuitable for
human habitation.
This is the worst scenario for Russia. Therefore, Moscow’s reaction to
attempts to use force in Korea is likely to be much tougher than it was in the case
of Iraq and Libya - countries neither Russia nor China share borders with.
Russian costs are as follows: possible damage to Russian Federation
territory and citizens; security and border control improvement; slowdown in
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the implementation of development projects in the Russian Far East; possible
sanctions of the West; suspension of multilateral projects in Northeast Asia and
on the Korean Peninsula; the decline in trade and other spheres of economic
cooperation between Russia and both Koreas. According to various estimates,
delaying the railroad project only means losses of $0.5-1. 5 billion in transit
earnings annually, the gas project – $3.0 billion for Russia. There will be no
benefits to Russia in case of the military unification scenario.

2) Regime Collapse Scenario
Regime collapse scenario is unlikely to happen for two major reasons.
The first is the unity of the North Korean leadership on key domestic and
foreign policy issues (support for hereditary transfer of power, retaining
nuclear-missile deterrent capability at any cost ). The second is the position
of China, which provides economic support to North Korea, especially food and
daily necessities necessary to maintain social stability. China will remain a
major external factor in North Korea’s survival. At the same time, China will
strongly encourage North Korea to show restraint in foreign policy and to
implement reforms that would lessen China’s burden to support North Korea.
Russia’s costs under this scenario will be approximately the same as in the
case of the military scenario, with the exception of direct damage to the
Russian Federation territory and population. Russia’s benefits (in an indefinite
future) can be obtained from possible elimination of obstacles for
implementation of rail, gas and other projects and better opportunities for
trade and economic ties with unified Korea, given the absence of
abovementioned external interference and strategic risk.
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3) “Neither War nor Peace” Scenario
“Neither war nor peace” scenario or maintaining the status quo is one of
the most probable options in inter-Korean relations. It was used under
President Lee Myung-bak. In spite of promising political declarations and
some tactical shifts by South Korea, the main features of this model are
maintained by the incumbent South Korea administration. For Seoul it is
possible to employ it only in case if the US will continue its “strategic
patience” policy toward North Korea. The main danger of the scenario is
unpredictability of North Korea response to the US and its allies’ disregard for
Pyongyang’s security concerns. Under this scenario, North Korea’s execution
of nuclear test becomes almost inevitable.
Russia’s cost includes conservation of the existing economic relations with
both Koreas; postponement of the benefits of the geographical location of the
peninsula as an “integration bridge” in East Asia; delays in implementation of
the railway, gas and other projects (the same as in previous two scenarios).
Russia’s benefits will include maintenance of some stability on the peninsula;
savings in defense spending, which would increase under the two previous
scenarios; gradual increase in trade volume and economic cooperation with
the two Koreas. By 2020 Russia’s bilateral trade with South Korea is expected
to reach $30 billion, with North Korea – $1 billion.

4) Reconciliation and Cooperation Scenario
Another likely option for inter-Korean relations is “Reconciliation and
cooperation”, or “negotiation scenario”, which was implemented during Kim
Dae-Jung and Roh Moo-hyun‘s Presidency.
For Russia, this scenario is far more profitable than the previous three,
since it significantly reduces the risk of large-scale armed conflict on its
borders and increases chances for the realization of multilateral economic
projects, proposed by Moscow.
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Russia’s expenditures will be needed for the implementation of those
projects, establishment of effective mechanism of trilateral cooperation among
Russia, South Korea and North Korea and for assistance to modernize North
Korea’s economy (specialists training, reconstruction of industrial plants, etc
built with Soviet technical assistance). Russia’s benefits may include revenues
from implementation of railway and gas projects (up to $5.0 billion annually):
acquiring a key position in moving trade flows from Europe to the Korean
Peninsula and back; increase in its trade with South and North Korea ; more
active participation of two Korean states in economic projects in the Russian
Far East region.

5) The Optimal Scenario of Inter-Korean Relations
The optimal scenario of inter-Korean relations is a prerequisite for the
beginning of the reunification process, which would meet the interests of both
the Koreans and the international community. This scenario involves a radical
reduction of tension, elimination of the threat of an armed conflict,
large-scale economic cooperation and trade, the creation of a federal state or
confederation on the peninsula in the future.
In the sphere of inter-Korean relations implementation of existing
agreements between South and North Korea should lead to the normalization of
bilateral political relations, opening of liaison offices, rapid development of
trade and economic cooperation, cultural and humanitarian exchanges,
implementation of military confidence-building measures and gradual mutual
reduction of armed forces on the peninsula.
Internationally, the realization of this scenario could include, as an
important intermediate stage, the completion of the “cross-recognition” of
two Koreas, which was proposed by Henry Kissinger in 1970s (the US and
Japan should normalize relations with North Korea, like Russia and China did it
with South Korea in the 1990s).
The authors believe that reaching an agreed vision for the united Korea’s
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place in the security architecture in Northeast Asia by Russia, China, the US
and Japan, along with South and North Korea is the most important
international condition for the unification of Korea. Preparing such mutually
acceptable blueprint of the regional security system is also a prerequisite for
the solution of North Koreas’ nuclear problem.
Russia’s benefits will stem from the creation of a larger market for the
export of its energy resources; connection of TSR with TKR, exploitation of
gas and electricity transmission lines; increased investments in the Russian Far
East, including the development of advanced growth zones; transformation of
the peninsula into a transit bridge for Russia’s integration into the
Asia-Pacific Region economy. In general, the implementation of this scenario
would bring an additional 2-3% increase in Russia’s GDP annually.
This scenario would be the most favorable for Russia and both South Korea
and North Korea . Firstly, its implementation would eliminate the risk of a
large-scale armed conflict on the peninsula. Secondly, it would help to create
the most favorable conditions for the implementation of multilateral
economic projects and co-prosperity in Northeast Asia countries. However, in
short and middle term it is unlikely to be realized because of reluctance of
some countries to take into consideration the legitimate interests of other
participants in the settlement. The main obstacle to its implementation is not
North Korea’s “intransigence”, but the US’s desire to contain China and making it
to accept the US as a leader in global and regional order.
Since this scenario is unlikely to be realized, the most profitable and realistic
scenario for Russia remains to be the development of relations between South and
North Korea according to the “Reconciliation and cooperation” scenario. Its
implementation is not biased either to the vital interests of both Korean sides, nor
to the great powers’ interests and at the same time allows as much as possible, in
the circumstances, to realize Russia’s security and economic interests.
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4. Suggestions for South Korea’s Unification Policy
What are, in our opinion, suggestions for the South Korea’s unification
policy? Trustpolitik has a chance to succeed only on the path of reconciliation
and cooperation between the South and the North. Refraining from actions
which arise the other party’s security concerns and promoting sustainable
cooperation in trade, economic and humanitarian spheres-these are two
essential and interrelated conditions for launching the process of confidencebuilding in Korea.
This is especially important today, when under the influence of the
events in Ukraine a new political situation has began to evolve in the world.
It is fraught with danger of a new “Cold War”. The extension of those trends to
Northeast Asia could significantly complicate and slow down the unification
process. The trend of forming a new Eurasian community based on shared
benefits that regional countries will reap from the implementation of
multilateral projects in Northeast Asia is resistant to such a threat. The
Eurasian idea coincides with both Russia and South Korea’s interests. It was
reconfirmed by our presidents at the Russia-South Korean summit in 2013 in
Seoul. The Eurasian idea possesses a lot of synergy not only for the
developed countries; it can launch a successful process of trust-building
between South and North Korea and reduce the cost of Korean unification.
It is necessary to fully implement President Park Geun-hye’s Eurasian
initiative and take the following steps to gradually create the conditions for
reunification:
∙ lift the sanctions against North Korea
∙ launch a policy of engagement to ensure the maximum possible
convergence of socio-economic development of both Koreas
∙ increase trade and economic cooperation
∙ encourage North Korea’s involvement in the implementation of multilateral
economic projects in order to promote integration of its economy into the
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Northeast Asia economic network and to increase the predictability of
Pyongyang’s policy
∙ eliminate the remnants of the “Cold War” in South Korea, which hinder
the development of inter-Korean relations, and persuade the North to
act accordingly
∙ contribute to the building of mutual trust, peace and stability on the
peninsula as important conditions for solving the nuclear issue and
promoting North Korea‘s social and economic modernization
∙ achieve the inter-Korean agreement on a neutral, non-aligned status of
the unified Korea, which poses no threat to neighboring countries
∙ move towards greater independence in South Korea’s relations with the
United States, to restore the full sovereignty of the country in military
affairs with a view to help North Korea to overcome a “besieged
fortress” syndrome
A real progress towards the great aim of Korea’s unification can be
achieved only when the North Korean elite will be convinced that South Korea
along with international community is sincerely trying to integrate the North
into the rest of the world, instead of forcing it to chang its regime. Therefore
it is very important for Seoul to move from political declarations to practical
steps, to do what builds trust and refrain from actions undermining it.
Precisely such efforts of the South Korean government have been
consistently supported by Russia since the election of Vladimir Putin as
President of the Russian Federation in 2000. This position was reaffirmed by
the Russian leader in November of 2013 in Seoul.
Nowadays the South and the North should not waste time. They should take
advantage of the current diplomatic hiatus, reach a compromise and finally
take their destiny into their own hands.
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1. Introduction
Previous research on the unification costs of Korean unification and its
cost-benefit analyses tend to rely on partial equilibrium models which deal with
costs and benefits separately or use regional general equilibrium models. The
approach that splits the unification problem dichotomously between costs and
benefits, thereby calculating costs relative to benefits may give the impression that
unification is unnecessary if the costs outweigh the benefits. Instead, unification
must be viewed as less of a choice, but rather as a must. In addition, not only
South and North Korea, but also neighboring countries must be considered when
predicting the effects of unification.
This study aims to go beyond the approaches that merely evaluate costs and
benefits of unification, and instead estimates the economic effect by
considering both costs and benefits at the same time, while not limiting the
parties involved to South and North Koreas but also including the Six Party
Talk member countries and other powerful states of the world. Furthermore, I
do not simply estimate the economic effects of unification, but also consider South
Korea’s external trade policies, especially its participation in the Transpacific
Partnership (TPP). By doing so, I will suggest ways to maximize economic
effects of unification and trade liberalization, and also how to share the fruits of
unification with neighboring countries. As a research method, I choose the
Computable General Equilibrium (CGE) model and analyze how the effect of South
and North Korean economic integration might vary according to diverse scenarios.
Thus, I adjust the degree of economic integration and scope of reach in order to
estimate respective effects, by which I estimate the sensitivity level of
unification’s economic effects.
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2. Changes due to Economic Integration
In this study, I divide the economic costs and benefits that both South and
North Korea can mutually gain through inter-Korean economic integration into
four main types. First, there is the effect due to changes in the supply of
factors of production. By categorizing production factors into the three main
factors (labor, capital, land), I estimated how much each will vary due to South
and North Korean economic integration, and estimated the changes that follow
from it. Second, I considered the effects of market expansion, as in running the
integrated economies of South and North Koreas and entering the main tariff
agreements. Third, I included the effects from
Table 6. Variation of 4 Factors due to Economic Integration
Economic benefit

Content
Military reduction and economically active population growth

Labor

Improved productivity of North Korean labor
Based on labor productivity of Kaesong Industrial Complex
and the German reunification experience

Assuming inter-Korean labor mobility
Supply of
factors of
Improvement in international credit rating, due to declining
production Capital North Korean risk; decline of interest expense for foreign
debt
Change in the natural resources reserves of North Korea
Land

Increased North Korean land due to cultivation
Land reclamation due to reduced military size
CEPA agreement between South and North Korea

Market expansion TPP entry by South and North Korea
Expansion of South Korea FTA to include North Korea
Finance
Credit Rating

Reduced military expenditure
Subsidies by the South Korean government to North Korea
Change in military expenditure by the US, China, Russia, and
Japan due to risk elimination on the Korean Peninsula

Source: Compiled from various sources by the Author

The Effects of Economic Integration between South and North Korea ∙ 55

enhancing financial efficiency, as in the reduction of military costs (as seen in
standard studies on unification benefits) and the financial aid transferred from
the South to the North Korean government. Last, I estimated the effects from
improving internal credit rating, as in the effects that the Six Party Talk
member countries will gain through South and North Korean unification and
also other effects that may incidentally occur.
Based on such changes, I derived the expected values of changes from
economic integration in order to apply them to the CGE model. Using these values,
I derived interval estimates of 50-150% and conducted scenario-wise analyses.

3. Model and Scenario
In this study, I used the CGE model as a basis for cost-benefit estimates of
unification in order to comparatively analyze effects of the baseline scenario and
diverse scenario assumptions. The baseline scenario of this model is adjusted to the
changes of economic environment after 2007 and reflects changes of GDP,
population, and labor productivity of all countries worldwide. As for the data used
for the baseline scenario, in attempting to keep this study coherent, I applied the
estimated results from the EU’s CEPII that is provided by GTAP.
On the other hand, this study considers not only the changes of economic
relations between South and North Korea, which were objects of interest in
standard unification studies, but also the participation of other countries
throughout the unification process, which includes the Six Party Talk
countries. Hence, I considered the FTAs, which South Korea has entered into
with various countries and is still in the process of agreeing further ones, and
the TPP. However, to include in the model all of the FTAs that South Korea
entered would mean to include too many countries and industrial sectors,
which could harm the stability of the model. Since some FTAs exert limited
effect to start with, I did not include them in the baseline scenario. Hence I
included the Korea-US FTA, the Korea-EU FTA, and the currently negotiated
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Korea-China FTA into the baseline scenario, since they are relatively
significant.
In the current study, I assumed that North Korea incurs the highest tariffs
towards not only South Korea, but also towards other countries. Additionally, I
assumed that this tariff barrier is not merely a tariff barrier but also partially
includes non-tariff barriers.
Taking the above as a starting point, this study considers two main
unification scenarios. Unification scenario I is where unification is achieved
only due to inter-Korean activities, and no special role is granted to the Six
Party Talk countries. Unification scenario II is the effect of improving the
degree of international credit rating and considers the effects that Korean
unification will have on the Six Party Talk countries , and additional effects
that may occur. On another dimesion, I investigated the changes from economic
st
nd
rd
integration by classifying 1 , 2 and 3 periods of unification. In order to

reflect the changes in North Korean labor productivity due to economic
integration, I hypothesize that North Korea’s public services and agriculture in
the 1st phase, light industries in the 2nd phase, and heavy industries in the 3rd
phase would grow to the size of its mining industry, and include the policy
directions of unification in the unification scenario. Both baseline scenarios and
the scenario with the consideration of gradual change after economic
integration are specified in Table 7.
As expected, the two unification scenarios vary in their unification- related
variables from sub-scenario 1 to 5, where economic effect of unification
increases. However, noting that a purely prediction-based model for scenario
setup may project unrealistic economic effects, I constructed a realistic
scenario by using minimum and maximum values. Also, if the maximum value
were to be inserted in the 1st phase of the scenario, posterior results failed to
converge towards the equilibrium. Hence, I adjusted this and devised an
increasing variation range over time for the sub-scenarios 1 to 5. In this
manner, the sub-scenarios consist of six scenarios that allow for diverse and
broad analysis models.
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Table 7. Time-wise sub-Scenarios of Integration: Integration Scenarios I and II
st

Unification
scenario

1 period of
unification
(2016~2020)

Ⅰ-1
Ⅱ-1

nd

2

rd

period of
unification
(2021~2025)

3

period of
unification
(2026~2030)

minimum

minimum

minimum

Ⅰ-2
Ⅱ-2

minimum

minimum

predicted

Ⅰ-3
Ⅱ-3

minimum

predicted

predicted

Ⅰ-4
Ⅱ-4

minimum

predicted

maximum

Ⅰ-5
Ⅱ-5

minimum

maximum

maximum

Ⅰ-6
Ⅱ-6

predicted

minimum

maximum

Source: Developed by Author

4. Analysis of Results by Scenario
Results reported from the CGE model reflect the differences between the
baseline and sub scenarios. The baseline scenario is estimated independently
from the application of unification scenarios and if previously designated
unification scenarios are applied at an adequate point in time, new economic
effects can be estimated. Hence, this study reports solely economic effects
from unification, and therefore reports differences of economic effects
between the baseline scenario and other unification scenarios.
The GTAP model is designed to resemble reality as closely as possible, yet
is overly simplistic in comparison to the real economy. Thus if only the actual
monetary amount were reported as results, there may be a big discrepancy
compared to the reality. Especially when it comes to predictions regarding the
future, factors such as inflation become unmanageable. For these reasons, and
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in order to increase objectivity, the results of this study only report the
changes of growth rates.

1) Unification Scenarios I-1 and II-1
In the unification scenarios I-1 and II-1, the real GDP of South Korea after
20 years grows by approximately 1.814% and 1.717% respectively, and North
Korea’s GDP grows by approximately 4.396% and 9.968% respectively. In
both scenarios, real GDP growth increases in the 1st and 2nd periods, while it
decreases when nearing complete unification. If we compare unification
scenario I-1 which does not consider international aid during the unification
process with unification scenario II-1 that does, the overall economic effect
for both South and North Korea is not only greater in unification scenario
II-1, but also impacts the member states of the Six Party Talks more
positively. In the unification scenario II-1, the US, Japan, as well as China,
and Russia will see an increase in non-public services and light industry
productivity derived from reduction in military expenditures, whereby the US
and Japan will witness a greater increase in their GDP as TPP participants.
If we examine the changes in industrial production, there is an overall
increase in North Korea and especially so in agriculture and land mining.
However, as the unification process progresses, agriculture and land mining
production will relatively decline. The industrial production of South Korea
and Japan will generally increase, which I presume to be a phenomenon
that arises from the influences of Northeast Asian regional trade
relationships with North Korea. As the unification process begins, North
Korea’s agriculture and services production level will notably increase and
South Korea and Japan’s manufacturing production will increase. Such
changes are more apparent in scenario II-1 compared to scenario I-1.
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2) Unification Scenarios I-2 and II-2
In the unification scenarios I-2 and II-2, the real GDP of South Korea after 20
years will grow by approximately 2.067% and 1.968% respectively and North
Korea’s GDP will grow by approximately 29.925% and 36.472% respectively. In
these scenarios, the predicted values (average values of minimum and maximum
values) are inserted for the 3rd period of unification, and therefore the real GDP
growth of North Korea is accentuated in the transition period. Just as with
unification scenarios I-1 and II-1, for US and Japan, non-public services and light
industry production will increase due to decrease in military expenditure, and will
experience a higher increase in their GDP compared to China and Russia for being
TPP participants. However, compared to unification scenarios I-1 and II-1, the
GDP of the US and Japan decreased marginally.
Regarding changes in industrial production, the results are similar to those
of unification scenarios I-1 and II-1, in which North Korean agriculture and
services production increase to a large extent, while mining and manufacturing
production decrease relatively. Also, manufacturing production will increase to a
large extent in both South Korea and Japan, which are relatively geographically
close countries, whereby South Korea’s light industries and Japan’s heavy
industries production will increase to a large extent. In the transition period,
production will grow significantly in North Korea in agriculture and services, and
in South Korea and Japan in manufacturing. Such overall growth effects of
industrial production are more salient in unification scenario II-2 compared to
I-2.

3) Unification Scenarios I-3 and II-3
Unification scenarios I-3 and II-3 attempt to show economic effects of
unification, with the application of predicted values for 2nd and 3rd
unification periods, showing that the real GDP of South Korea after 20 years
grows by approximately 2.516% and 2.383% respectively, while North Korea’s
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GDP grows by approximately 54.115% and 65.543% respectively. Just as with
aforementioned unification scenarios, the US and Japan will experience a
decrease their military expenditure and an increase in their non-public services
and light industry production, while their GDP will increase even more compared
to China and Russia due to their TPP membership. At the time of unification,
China and Russia will see a decrease in their real GDP marginally despite the
positive effect from military expenditure reduction, due to North Korea’s
rapid expansion.
Just as with aforementioned unification scenarios, North Korean agriculture
and services production will increase significantly, while mining and
manufacturing production will relatively decrease. This tendency becomes even
clearer with the progression of unification process. Also, relatively nearby
countries South Korea and Japan will witness a relatively significant increase in
their manufacturing production, the production of heavy industries will decrease
and production of light industries will increase in South Korea until unification is
complete, when the overall manufacturing production will start to grow. On the
other hand, the production of heavy industries in Japan will grow relatively to a
large extent. This shows that the rapid development of North Korea contributes to
the South Korean light industry and Japanese heavy industry production. In the
transition period, production grows significantly in North Korea for agriculture,
mining, and services, and in South Korea and Japan for manufacturing. Such overall
growth effects of industrial production are more salient in unification scenario
II-3 compared to I-3.

4) Unification Scenarios I-4 and II-4
Unification scenarios I-4 and II-4 are derived by inserting predicted
values for the 2nd period of unification and maximum values for the 3rd
unification period and examines the economic effect of unification,
showing that the real GDP of South Korea after 20 years grows by
approximately 2.671% and 2.496% respectively, while North Korea’s GDP
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grows by approximately 58.418% and 73.931% respectively. Just as with
unification scenarios I-3 and II-3, GDP in the US and Japan increases
marginally, but the real GDP of China and Russia decreases.
Changes in industrial production are equal to aforementioned unification
scenarios, where North Korean agriculture and services production increase
significantly, while mining and manufacturing production decrease relatively.
Also, just as in unification scenarios I-3 and II-3, the rapid development of
North Korea contributes to South Korean light industry and Japanese heavy
industry production in the long term. While the overall economic effect is large
compared to unification scenario 3, the extent of increase in South Korean and
Japanese production in manufactures is not large, whereby the expanded North
Korean economy benefits South Korea relatively more. Again, similar to
aforementioned unification scenarios, production after the transition period
grows significantly in North Korea for agriculture, mining, and services sector,
and in South Korea and Japan for manufacturing. Compared to unification
scenario I-4 that shows relatively small ripple effects, the change in
industrial production is generally significant in unification scenario II-4.

5) Unification Scenarios I-5 and II-5
Unification scenarios I-5 and II-5 are derived by inserting maximum
values for the 2nd and 3rd unification periods to examine the economic
effect of unification, and among the unification scenarios presented here,
attempts to observe the largest change within reasonable range. Scenarios
that assumed more rapid changes than unification scenarios I-5 and II-5
show North Korean GDP will increase to the extent beyond common sense,
and therefore were dropped from this study for their lack of realism. Again,
as seen before, unification scenario II-4 that considers international aid
during the unification process shows generally greater economic change
than unification scenario I-4 which does not consider international aid.
According to unification scenarios I-5 and II-5, the real GDP of South
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Korea after 20 years grows by approximately 30.081% and 2.883%
respectively, while North Korea’s GDP grows by approximately 86.504%
and 110.589% respectively. Just as with unification scenarios I-4 and II-4,
GDP in the US and Japan will increase marginally, while the real GDP of
China and Russia will decrease. This shows that North Korea’s progressive
growth may inflict some negative influence on neighboring countries.
The change in industrial production is similar to the aforementioned unification
scenarios but appear more salient. In particular, South Korea’s manufacturing
production will in fact increase marginally, compared to unification scenarios 4.
Similar to unification scenarios I-3, II-3, I-4, and II-4, the rapid
development of North Korea will contribute to South Korean light industry and
Japanese heavy industry production in the long term, but this is accompanied
by the relatively negative influence that North Korea’s rapid GDP growth
inflicts on the growth of specific items in neighboring countries. Just as in
aforementioned unification scenarios, production after the transition period
grows significantly in North Korea for agriculture, mining, and services,
and in South Korea and Japan for manufacturing.

6) Unification Scenarios I-6 and II-6
Unification scenarios I-6 and II-6 are derived by inserting predicted
values for the 1st, minimum values for the 2nd, and maximum values for the
3rd unification periods, and examines the economic effect of unification. If
nd

predicted values are inserted in the 2

unification period, the economic

effect becomes unrealistic, for which reason it was dropped from this study.
According to these unification scenarios, the real GDP of South Korea after
20 years grows by approximately 2.286% and 2.072% respectively, while
North Korea’s GDP grows by approximately 60.957% and 79.943%
respectively. For the North Korean economy, these scenarios bring greater
effect compared to unification scenarios I-4 and II-4, but for the South
Korean economy, they have smaller effects even compared to unification
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scenarios I-3 and II-3. Just as with unification scenarios I-4 and II-4, GDP
in the US and Japan will increase marginally, while the size of this effect is
slightly larger than unification scenarios 4.
The change in industrial production is similar to aforementioned unification
scenarios but appear more salient. South Korea’s manufacturing production
level seems to be somewhere between unification scenarios I-4, II-4 and
unification scenarios I-5 and II-5. Just as in aforementioned unification
scenarios, production after the transition period will grow significantly in
North Korea for agriculture, mining, and services, and in South Korea and
Japan for manufacturing.

5. Comparative Analysis of Scenario Results
If the North Korean GDP levels from each sub-scenario of unification are
compared to those of South Korea, the margin of increases of North Korean
GDP are larger in unification scenarios II which include international aid from
the Six Party Talks countries, as opposed to unification scenarios I. Regarding
each sub-scenario of unification, North Korean GDP remains lower than 10% of
South Korean GDP in unification scenarios I-1 and II-1, whereas it reaches 40%
to 50% of South Korean GDP in unification scenarios I-5 and II-5 respectively.
The US real GDP is affected by the TPP, for which reason its real GDP in
unification scenario I grows until the transition period. However, the TPP
effect declines at the 2nd unification period, and real GDP in fact declines.
Still, in the unification scenario II which considers international aid, the US
real GDP marginal growth not only increases but also incurs larger effects.
Alongside the TPP effect, this is seen to be caused by financial soundness
resulting from reduced military expenditure .
Japan shows almost identical trends to the US, but shows greater margin of
growth in GDP compared to other countries, and is expected to be the greatest
benefactor among neighboring countries. On the other hand, non-TPP
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countries China and Russia see a decrease in real GDP after the 2nd unification
period compared to the absence of South and North Korean unification and
exclusion of the sub-scenarios I. Still, in China’s case, it shows real GDP
nd
growth in the 2 unification period of unification scenarios II which include

international aid, whereas Russia is expected to show declining real GDP in
both unification scenarios I and II. This shows that China and Russia may incur
relative loss if they abstain from trade liberalization flows. Notably, South and
North Korea show the greatest real GDP growth in sub-scenarios 5 which has
the greatest variable variation. On the other hand, the US and Japan can expect
most positive effects from sub-scenarios 1 that are likely to reap the smallest
effects of unification, whereas China and Russia can expect the most positive
real GDP change in sub-scenarios 6 which expects significant change in the
1st unification period. Thus, the unification actors (South and North Korea),
the potential South Korean side (US, Japan), and the potential North Korean
side (China, Russia) may disagree regarding the enactment speed and method
of Korean unification.

6. Policy Implications
Based on the results of this study, I suggest the following implications for
pursuing future economic integration of South and North Korea.
First, standard studies present too much optimism, and if such effects were
actually realized, the economic effects of unification may lead to unrealistic
outcomes. If the predicted values of standard studies were used as they are,
North Korean GDP would surpass South Korean GDP after 20 years. If such
predicted values were simply added as in standard studies, the scope will be
modest, but if such predicted values were to change the actions of economic
actors and create a new equilibrium, we may need to reasonably evaluate
overly highly predicted values in previous studies.
Second, we must pay attention to the fact that if trade liberalization and
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unification were pursued simultaneously, the distribution of industrial
competitiveness may manifest differently than expected. If we consider that
North Korean manufacturing production decreases after unification, production
growth effects may be limited if trade liberalization were to determine
industrial competitiveness beforehand, even if North Korean productivity
in specific sectors were to grow.
Third, North Korea’s rapid growth can bring the largest benefit to Japan.
Especially if the TPP and unification are pursued at the same time, the benefit
for Japan as a TPP participant shows to be relatively large. This shows that it is
important to actively promote that unification benefits neighboring countries.
Fourth, according to the model results, overly rapid growth of North Korea
may act as a negative factor for other countries’ growth, which leads to the
conclusion that a moderated, long-term unification policy is desirable.
Comparing unification sub-scenarios 1, 5, and 6, South and North Korea gain
more economic effects from sub-scenarios 5, while the US and Japan prefer
sub-scenarios 1, and Russia and China sub-scenarios 6. Keeping in mind that
there may be clashes of interests, international relations should be considered
in the international negotiation processes for unification, which calls for more
studies on Korean unification that may prove helpful for neighboring countries.
Fifth, as I mentioned above, the approach of examining unification
dichotomously as costs versus benefits is outdated, leading to a standstill for
discussions on unification. As shown in this study and partially in the study by
the Korean Institute of National Unification (2011), the economic effects of
unification must be estimated within a general model, and we must try to use
these for policy references for preparing unification.
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1. Introduction
As the Korean peninsula has been divided for about 70 years since its
liberation in 1945, the North and South economies have been managed in
different systems, to the extent that the economic gap has recorded 42.6
times the nominal GNI or 20.8 times the GNI per capita (according to the
latest status of 2013). In this respect, the pursuit of an economic integration
between North and South Koreas will likely spark a variety of problems in the
economy as well as in politics, society, and culture, which is a recipe for
serious problems in the future to come. For this reason, detailed and proactive
research into North and South Korean economic integration is indeed one of the
core topics in the unification-related scholarship. Further propelled by the
so-called ‘unification bonanza’ framework touted by President Park’s New
Year’s Speech, the attention among the general public is increasingly geared
towards the unification project, intensifying the need towards exploring how to
tackle the North-South economic integration in practical terms and by
sectors. Such analytical approaches ought to provide the basis for an advisable
roadmap towards economic integration. Notably, the economic integration
between North and South Korea would affect the division of labor and the
economic cooperation within the Korean peninsula as well as its neighboring
countries of the Northeast Asian region, which prompts deeper inquiry into the
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connections between the aforementioned factors in this area.
Thus, this study seeks to suggest a strategic outlook for the economic
integration between North and South Korea in a gradual unification process,
and anchors this attempt in sector-wise integration policies (such as trade,
investment, unified currency, and human resources, which are some of the
sectors that drive economic integration), and focuses also on the labor
structure in Northeast Asia and its effect on economic cooperation. To this
aim, we suggest fundamental directions that North and South Korean economic
integration must take, and argue our case by enhancing theoretical
considerations found in the standard strands of economic integration,
supplementing our observations with case studies on economic integration. In
this manner, we sketch an in-depth integration plan by fixing our perspective
on sectors such as trade, currency, and the human resources of North Korea.
Lastly, we analyze qualitatively and quantitatively how the North and South
Korean economic integration would affect the division of labor, regionalism, and
economic cooperation in Northeast Asia. By doing so, we consider the
comprehensive sub- and external sectors that agglomerate to constitute the
North and South Korean integration, with gradual economic integration
provided as the underlying setting.

2. Fundamental Directions for Achieving Economic
Integration of North and South Korea
If we adopt the Bagwell-Staiger model (2002) to the concept of political
barriers to trade in order to theoretically consider economic integration, the
current division of North and South Korea is Pareto inefficient. This proves
that a better outcome can be gained by mutual agreement through a policy for
planning North and South Korean economic integration. However, as we saw
from the German or EU precedent, a premature integration between two units
of severe economic disparity can lead to another set of side effects, which
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alerts us to utmost caution
The fundamental directions for tackling the North and South Korean
economic integration are as follows. Firstly, we must thoroughly contemplate the
speed of integration, and whether the unification or integration should be
driven rapidly or gradually. Secondly, regarding the trade and exchange
between North and South Korea, we must try to separate politics from economics,
where issues of politics, military, and security are kept separate from economic
cooperation. Thirdly, we need the regulation of law and policy for North and South
Korean economic integration, while accounting for respective regional characteristics
and helping to maintain and even gradually expand economic exchange. Fourthly,
whereas North and South Korean economic integration ought to be implemented
from the governmental level, the civil sector must simultaneously play an active
role within the process. Fifthly, in order to avoid harm that an integrated currency
would entail if enacted prematurely- i.e. inflation- the currency must be
integrated gradually. Last but not least, the North and South Koreas have existed
in entirely different political systems for a long time now. Thus, we must pursue
political union and a stable mechanism for political decision-making.

1) North and South Korean economic integration and investment
strategy
Presuming that politics and economy stay separated, which we presume to
be the precondition for North-South economic integration, the maintenance
of peaceful relations between North and South Korea will significantly
increase trade and investment. Using a gravity model with global countries
as partners, we have posited the hypothetical scenario of pacified political
tension and economic constraint as a result of North-South economic
integration, and predicted the expected changes in trade for North and
South Korea. The result confirms that the event of war embodies a factor
that significantly decreases inter-Korean trade. If we suppose that the
opening of North Korea and North-South economic integration will eliminate
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the risk of war and provocation, the estimated inter-Korean trade volumes
will increase by 1.25 times, compared to the status quo where provocations
and the risk of war exists with a probability of 50% (equal to biannual
occurrence).
Direct investment from South to North Korea will likely tend towards
asset exploitation, where South Korean companies aim to maximize the
utility of their native assets (i.e. specific technologies, products, brands) and
therefore seize cheap labor and low costs of the North Korean market. On the
other hand, direct investment from North to South Korea is likely to lean
towards asset seeking, where North Korean companies want to boost
productivity by acquiring the advanced technologies of South Korean
companies or knowledge of market environment. Hence, we predict for the
early stages of North-South economic integration that investment from South
to North Korea will be more salient.
That said, from North Korea’s position, it should implement the following
investment strategy as follows. Firstly, it must provide an institute for conflict
resolution that can effectively mediate potential conflicts that could arise from
increased investment from South Korean companies to North Korea. Secondly,
in order to prepare for a wave of foreign companies who invest in North Korea,
it must devise policies delegating South Korean companies the bridging role for
foreign capital investment. Thirdly, it must inspect the possibility of
designating an additional economic zone in the case of North-South economic
integration. If this event takes place while North Korea utilizes new economic
zones akin to the Kaesong industrial region, adaptation to the capitalist market
economy will occur partially and sequentially, and effectively ameliorate the
shock of sudden opening in the North Korean society, including the risk of
disorder. Lastly, in order to maximize efficiency of economic exchange, political
amity between North and South is imperative, for which a framework must be
produced that supports inter-Korean trade and investment in an institutional
and practical manner.
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2) North and South Korean economic integration and unifying
currency systems
In order to expand trade between North and South, the most important factor
may be the orderly stabilization of relative currency values, exchange rates, and
respective price systems. Also, in order to boost the exchange of goods and
services between North and South Korean companies, autonomous survival and
profit seeking must be allowed in the North Korean market.
While North and South operate independently in the early stages of
integration, the One Korea Indexed Unit of Account (OKU) will eventually
become necessary. In Germany’s case, political decisions resulted in an
extremely rapid intiation of currency integration, which led to a hard landing
for the real economy of East Germany. However, in the EU’s case, gradual
currency integration was pursued over relatively mid to long ranges of time
while demanding the convergence of real sectors, which reduced those side
effects experienced in Germany. Reflecting on these lessons, we must also
consider a gradual and incremental North-South currency integration,
whereupon we suggest introducing and maintaining a new unified accounting
unit in the process.
Currency integration is ultimately a task of determining conversion ratios of
respective currencies, and its core is the quest for the optimal ratio and the
minimization of costly disorder. The timing for transitioning to integrated
currency will depend strongly on price convergence, and must be solved by the
market price mechanism embedded in intra- and inter-exchange, as opposed to
political steering. In this manner, the problems of transition timing and
conversion ratios can be solved by the market mechanism, but will further reduce
uncertainty regarding exchange rates in North-South transactions while inducing
its expansion. This will eventually contribute to a soft landing for the real
sectors during the process of North-South economic integration.
The payment and settlement system, which ultimately settles transactions
between North-South economic actors, must be supported by a harmonious
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currency policy between respective central banks. Below, we look at the event
in detail where a transaction between a South Korean consumer and a North
Korean producer has taken place, with OKU as the unit.
At the point of transaction settlement, the South Korean consumer will pay
South Korean Won according to the agreed OKU, using the payment and
settlement system. Afterwards, the settlement system will convert this amount
into North Korean Won and pay it out. However, at that moment, a differential of
financial rates may occur between the OKU-based North-South exchange rates
and the North-South arbitrage rates that are formed in the Won-Dollar market.
Hence, when it comes to short-term transactions that are less vulnerable to risk
by exchange rates or inflation, economic actors will prefer transactions by
arbitrage rates that are formed in the foreign currency market; when it comes to
transactions that are vulnerable to such risks, they will rather prefer OKU-based
transactions in order to hedge such risks without additional cost. To minimize
disorder caused by dual transaction structures, exchange rates require a
harmonious currency policy between respective central banks that eliminates
differentials between North-South rates based on the foreign currency market
and the North-South rates based on OKU.

3) North and South Korean economic integration and North Korean
human resources
North Korean human resources are more flexible in linguistic communication
than Chinese or Southeast Asian labor, and yields relatively high productivity
vis-à-vis labor cost. Also, North Korea displays higher population growth than
the South and has a relatively small population among the elderly, which will slow
down the speed of aging in the unified Korea. However, due to the isolation of
North Korean society, its knowledge and experience regarding the market
economy system is extremely limited, with additional limitations posed by the
need to overcome long labor hours of competitive societies and industrial
technology gaps.
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Therefore, in order to utilize North Korean human resources effectively and to
maximize the positive effects of North-South economic integration, there are
several prerequisites. Firstly, we must pursue integration gradually while
following a specific schedule and clear goal. Secondly, we must mutually accept
that wage differentials between North and South Korea are inevitable for some
time, and negotiate minimum wages and wage increases that are applicable to
North Korean human resources, so that the productivity differentials can go
through the labor market’s adjustment mechanism and reflect in the form of wages
at least partially. Thirdly, we must increase our understanding of North Korean
human resources in the market economy, and it may be worthwhile to investigate
means of expanding global cooperation with interested parties in the South Asian
region, in order to trigger openness. For instance, one might cooperate with
countries such as China, Vietnam, Mongolia, and Myanmar, who maintain benign
relations with North Korea, and thereby include North Korean labor in
inter-regional infrastructure building, ODA projects, or educational programs.
Fourthly, we must designate a special zone that is free from intervention by
political decision-makers or petty factionalism, where step-wise programs for
economic integration can be executed. Just as China has established economic
zones in Shenzhen, away from Shanghai or Peking, an autonomous location such as
the demilitarized zone around the ceasefire line is likely to be more desirable,
away from traditional metropolises such as Pyeongyang or Wonsan, free from
either North or South Korean influences.

3. North and South Korean Economic Integration and
Effects on Northeast Asian Division of Labor
To analyze the effect of North and South Korean economic integration on
North East Asian division of labor, we hypothesized a setting where half of the
North Korean profit from China will convert to South Korea, due to
North-South economic integration. As a result, we observed that South Korean
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production inducement increases while those of China decreases. Likewise,
production inducement of the world in total will decrease by $330 million . Such
analysis results do not include phenomena such as the movement of capital and
labor between North and South, which means that the global production
inducement will actually further decrease in total.
Judging from these facts, North-South economic integration requires
sufficient contemplation regarding the following two strategies. Firstly, the
economic integration of North and South Korea must be conducted step by
step, centered around industries that show comparative advantage compared to
Northeast Asian countries. As demonstrated in the effects of North-South
economic integration on division of labor in Northeast Asia, the trade from
South and North Korea towards South and North Asia must be switched to both
countries. If the South Korean investment towards South and North Asia
switches towards North Korea, the global production inducement will greatly
decrease. In this case, neighboring countries will become increasingly less
benign towards North-South economic integration, due to the decreasing
effects of their own production inducement. Thus, South Korea must first
concentrate its investment towards industries that North Korea has a
comparative advantage in, thereby allowing North Korea to participate in the
South and North Asian production networks. This will induce trade and
investment by South and North Korea to be switched to both countries,
which is necessary for minimizing the negative wealth effect.
Secondly, we need to secure sufficient cost capacities for economic
integration that South Korea will spend towards North Korea. Considering
the kind of finances that South Korea can best provide for North Korea,
what comes to mind are private capital in the form of South Korean FDI
capital towards South and North Asia, public capital in the form of ODA, and
the South-North Cooperation Fund. When it comes to South Korean FDI
capital towards South and North Asia, its instant and complete switch
towards North Korea can actually create more disadvantages than advantages,
which limits its utility. Equally, when it comes to ODA, the current ODA
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volume towards Asia accounts for over 50% of global ODA, with the ODA
towards Asia in 2012 marking $6.380 billion and therefore quite large,
amounting to about half of the $12.26 billion of the ODA that flows from South
Korea to South and North Asia. Therefore, if all of it is funneled towards North
Korea, the attempt to switch FDI to North Korea will prove ardous. When it
comes to the South-North Cooperation Fund, even if we assume that the funds
saved up hitherto were kept unscathed, its total volume does not suffice
because it amounts to the ODA volume from South Korea towards Asia in the
years 2011 and 2012. Thus, we need to secure necessary finances for
South-North economic integration in order to direct those funds formerly
invested in Asia to the economic integration project, which averts loss of other
countries.

4. North and South Korean Economic Integration and
Northeast Asian Economic Cooperation
Production networks increase mutual dependency between countries and
can assume a crucial role in the achievement of economic integration. If
countries within a production network sign a regional trade agreement and
reduce trading costs even further, this will cause trade creation, increase the
trade between both countries, and thus benefit both countries equally. The
opposite case also applies. Considering the regional trade agreements that
exist globally, we can conclude that production networks are a decisive factor
for regional trade agreements. If a regional trade agreement is made,
production networks of both countries will intensify even further. In this
sense, we can expect member countries’ production to increase.
Assuming the central outcomes of South-North Korean economic
integration to be North Korea’s openness to reform, the reduction of labor
and costs from military engagement, and the expansion of South-North trade,
we conducted a CGE model analysis and arrived at the result that a
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South-North Korean economic integration will greatly benefit the economies of
both South and North Korea. In particular, the real GDP in North Korea is likely
to rise by approximately 5.9% per annum. Additionally, we analyzed that the
effect of inter-Korean economic integration on neighbouring countries such as
China and Japan will be limited to a very low level. The reason for adversely
affecting neighbouring countries by economic integration would be trade
diversion effects. However, our share in the trade volumes of the concerned
countries such as China and Japan are very low, which means that the effects of
switching trade will naturally be of limited nature. Rather, if changes such as
North Korea’s openness to reform and reduction in military costs should
facilitate North Korea’s economic growth, its demand for import will rise and we
could expect a positive ripple effect of increasing exports from China to North
Korea. Even if we consider various analyses that use the gravity model, which
is the most widely used model for explaining trade flows, we can see that the
distance between both countries (i.e. economic size and income levels) exert a
much greater effect than trade diversion effects brought by preferential trade
agreements such as an FTA.
From the opposite viewpoint, if we consider the scenario where North Korea
does not participate in inter-Korean and Northeast Asian economic integration,
the real GDP and welfare of North Korea result in a decrease. That is due to the
benefits of three-party economic integration between Korea, China, and Japan,
which consist of trade creation effects as well as intensified production
networks between member countries. If North Korea would not participate in
Northeast Asian economic integration, it would fail to enjoy these benefits.
Furthermore, if we consider the scenario where South and North Korean
economic integration takes place, and North Korea simultaneously participates in
economic integration, positive effects are likely to be incurred in North Korea
alongside South Korea, China, and Japan. Such analysis results imply that the North
Korean issue is not only a constant risk factor for Northeast Asia, and should not
be separated from Northeast Asian economic integration. Instead, we should
recognize the issue of inter-Korean economic integration as a partial process of
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Northeast Asian economic integration, and we must search for realistic approaches.

5. Gradual Achievement of South and North Korean
Economic Integration
In the analysis thus far we have analyzed aspects of South and North
Korean economic integration, Northeast Asian division of labor, and the
effects on regionalism. Based on this, there exist means to achieve gradual
economic integration of South and North Korea. These are CEIA
(Comprehensive Economic Integration Agreement, also called ONE Korea)
and a ‘10-year plan for South-North Korean Economic Integration’, which we
believed to be planned and conducted by sector and in detail.
The comprehensive economic integration agreement between South and
North Korea is composed by fusing the theory and practice of economic
integration. It stems from the gradual integration model from among the three
possible South-North integration scenarios that were suggested by Lee Suk
(2012), which was extended further, using the economic integration theory
taken from the study by Lim Su-ho (2007). To begin with, the abovementioned agreement is not mutual, because South and North Korea do not
accept each other as legitimate states as of yet. Instead, it aims to contain a
more detailed policy suggestion for pursuing North-South Korean economic
integration, and build on to the ‘North-South Fundamental Agreement’ of
1991 for gradual and ultimate economic integration, so that it can be achieved
via directions that are future-oriented and successive. Its significance lays in
the institutionalization of prior processes until ‘complete’ economic
integration, which is negotiated by both South and North Korea in the form of
an agreement. Thus, this agreement must comprise aspects of institutional
measures for supporting sectoral integration in trade, investment, currency,
and human resources, for example, which in sum will lead to realistic economic
integration between the two countries.
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The comprehensive economic integration agreement between South and
North Korea will not be burdened by tariffs, because it is classified as
‘Inter-Nation-State Trade’ from the viewpoint of economic integration
theory. Thus, its level of economic integration is higher than an FTA (which
aims for tariff elimination) or a customs union (which levies common
extra-area tariffs). Furthermore, it temporarily limits the free movement of
labor in the early stages of integration, and displays therefore a lower level of
integration than a common market. This agreement will reshuffle the
cooperation system between the divisions of labor in South and North Korea,
and provide a stimulus for promoting and expanding not only Northeast Asian
economic cooperation on the level of regional trade agreements, but also the
division of labor in this region. Additionally for the field of international
development, the international community is likely to increase its aid
towards North Korea.
Throughout the process towards South and North Korean economic
integration, the comprehensive economic integration agreement ought to be
settled before North Korea’s entry in the WTO, which carries an important
policy implication. If North Korea enters the WTO as a member even before
entering into the economic integration agreement, other WTO member states
can start demanding freedom from tariffs, basing their claim on the principle of
preferential treatment. If the South-North economic integration agreement is
instated beforehand, and North Korea decreases this as a standard regional
trade agreement during its entry into the WTO, it will succeed in its acceptance
as regional trade agreement that complies to WTO regulations. Thus, friction
potential in terms of international law will decline.
On the other hand, we must take this agreement as a foundation and establish
the ‘Ten-Year Plan for Economic Integration’ while striving for active
fulfillment. The ten-year plan divides into three periods overall: Early stage,
integration acceleration stage, and the stage of preparation for perfect
integration. The early stage (3 years) is for integrating sectors that are
relatively easy to integrate and to build foundations for integration. The
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integration acceleration stage (4 years) is built on the success of the early stage,
and accelerates the speed of integration by strengthening sectoral integration.
Lastly, the stage of preparation for perfect integration (3 years) predates perfect
integration, and re-checks potential sources of disorder by sectors and
minimizes them by expanding policies accordingly. Even after the 10-year plan
for economic integration terminates, concentrated efforts must continue for
examining and solving various problems that ensue from economic integration.
Such efforts require the support of appropriate institutions and organs that
are designed to execute such processes efficiently.
If our suggestion is accepted, and the South and North Korean economic
integration is implemented in the most incremental manner possible via the
comprehensive economic integration agreement and the 10-year plan for
economic integration, we expect that potential disorders and side effects will
be minimized. Moreover, even if the South and North Korean economic
integration is pursued via rapid unification processes, it will remain impossible
to rapidly integrate all sectors of the economic system. Hence, regarding
partial areas, an incremental pursuit will be inevitable. Therefore, the gradual
economic integration process and policy measures that we suggest in this
study has a high possibility of being useful, even if economic integration
progresses rapidly.
Table 8. Ten-Year Plan for Economic Integration
Stage of
Economic
Integration

Content and Policy Task

Trade
Early Stage
(3 years)

No tariffs on trade between South and North
Lifting antidumping duties and countervailing duties
Temporary permit of safeguard measures
Harmonizing the institutional framework of rules of origin and
clearance procedures
Establish Committee on Trade in Services

All-inclusive liberalization, including national treatment,
Investment repatriation of profits and a dispute settlement system
Establish Committee for Investment Promotion
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Table 8. (continued)
Stage of
Economic
Integration

Content and Policy Task

Currency
Early Stage
(3 years)

Establish Committee for Currency Integration
Introducing and operating OKU
Establish Common Payment Settlement System

Establish Committee on Human Resources with rights to
Human determine a minimum wage rate
Resources Gradually opening labor market in economic zones in the
North

Trade

Tariffs and Rules of Origin: same as before
Lifting all trade remedy measures, including antidumping
duties, countervailing duties and safeguard measures
Liberalizing trade in services
(sectoral exclusions are possible)

Investment Same as before
Integration
Acceleration
Stage
(4 years)

Currency

Encourage transactions between South and North Korea
using OKU
Committee for Currency Integration: Consider the timing for
currency integration

Committee for Human Resources: Proposing plan for raising
minimum wages over the years
Human Establishing economic zones in the South for utilizing human
Resources resources from the North
Cooperating with countries in Northeast Asia for utilizing
human resources in the North
Trade
Stage of
Preparation
for
Perfect
Integration
(3 years)

Same as before
Liberalizing all services sectors without any reservations

Investment Same as before

Currency

Establishing an institution to integrate central banks
Preparing for complete integration of financial markets
between South and North
Committee for Currency Integration: Considering the timing
for currency integration

Human Establishing an institutional framework for a perfectly free
Resources movement of workers between South and North
Source: Developed by Author
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VII

Analysis on Diplomatic and
Security Benefits of Unification
and Strategies for Unification

Prof. Chun Chae-sung Seoul National University
Dr. Kim Sungbae East Asia Institute

1. Introduction
According to the “Unification Bonanza” initiative of President Park in early
2014, expectations towards unification are rising alongside the recognition
that unification requires preparation. Discourse centered on unification
benefits is desirable for eliciting passion for unification and seeking better
strategies. Rational and orderly discussions regarding unification preparation
relay to the public that unification will greatly increase national interest in
various aspects, and that the Korean state power will be upgraded alongside
its position within the international society. Such discourse will be powerful
for solidifying the public and future policy suggestions. However, the problem
is to create claims for overall apprehension of cost and benefit. Recent trends
tend to stress economic costs and benefits of unification too radically.
Unification not only represents the emergence of a large-scale community
which is a unified Korea, but will also cause fundamental shifts in the
geopolitical constellation of Northeast Asia. For this reason, the costs and
benefits in terms of international politics must be viewed in detail. This study
seeks to move beyond discussions that center on economic cost and benefit,
and instead considers cost and benefit for politics, society, and diplomacy. By
doing so, we emphasize not only the national benefit of unified Korea, but
also for benefits of Northeast Asia and the world.
The diplomatic and security benefits of unification are equivalent to the
benefits that the alleviation of South and North Korean conflict will bring about
as well as to the benefits that unified Korea will gain in the international
society through its emergence within international politics. Especially from the
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aspect of security, the alleviation of South and North Korean military conflict
will completely eliminate military expenditure and input that goes into mutual
containment and defense. Additionally, expenditures that stem from the need
to rely on neighboring countries will vanish. Lastly, unified Korea will gain
more resources than before, and will enjoy a strengthened national defense
alongside security resources, which adds to the diplomatic and security
benefits of unification.
While discussions on the benefits for international politics maintain the view
that Korea’s standing and national power in international politics will reap huge
benefits, another implied logic also suggests that a strong unified Korea may
benefit Northeast Asia and the international community. The emergence of a
unified Korea will be a tour de force that can greatly impact not only Northeast
Asia but the whole of Asia, perhaps even the world. For this reason, if Korea
spreads the impression that it only strives for its own benefit and wants to
achieve the status of a superpower, neighboring countries might be deterred
from supporting Korea before unification and during unification processes.
Hence, now is the time for suggesting the logic that neighboring countries and
international society can share the benefits of Korean unification.
Considering the above points, this study interprets the unification bonanza
initiative as a theory for unification benefit that can arise from a carefully
prepared unification. Furthermore, we investigated which benefits in international political terms might be highlighted in addition to economic benefits.
As for research methods, we first outlined the details of current division
expenditure by evaluating the dramatically changing international politics of
East Asia. Secondly, we examined the neighboring countries’ strategies towards
the Korean Peninsula (especially the US, China, Japan, and Russia) in more detail,
and analyzed their potential benefit from unification in terms of geopolitics,
geo-economics, and geo-culture. Thirdly, we seek to analyze the mutual
benefits of the abovementioned countries and the benefit of East Asian
politics that may arise from unified Korea. Based on this, we suggest what
kind of strategy for unification diplomacy should be pursued by South Korea.
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2. International Politics in the Current East Asian Region
In recent global terms, the US stronghold and unipolar system tends to
weaken, but President Obama’s rebalancing strategy has helped to sustain
the unipolar system in East Asia. As the US aims to restore its economic
power and therefore its stronghold, one of its baseline strategies is the
rebalancing strategy that concentrates strategic resources onto East Asia.
While it is difficult to predict how the US stronghold will shift and the Chinese
emergence will shape the Sino-US relationship to come, and what form the
Sino-Japanese tensions will take, the Korean foreign policy may be faced
with hardship. This hardship consists of the impending resolve of Northeast
Asia powers to strengthen their national power and sustain the arms race
according to the underlying balance of power. Before this takes place, South
Korea direly needs to resolve the North Korean problem and improve
regionalism and multilateralism. Especially in the near future, the Sino-US
competition poses an important independent variable and promises to shift the
landscape. Hence, South Korea must constantly keep in mind the
developments of the Sino-US relationship, and reason by connecting the
denuclearization strategy with the strategy vis-à-vis North Korea.
On the other hand, Japan assumes the military role for containing China
in the midst of the Sino-US competition structure. While the US attempts to
cooperate with China in a relationship between new great powers, it also
hopes that Japan would overtake the role of military containment. If unified
Korea would deepen its ties with China, the Japanese hope would suffer
great detriment in turn, since it desires Korean-Japanese cooperation in its
role of military containment vis-à-vis China. Also, if Korea’s national power
was to grow and the relative gap to Japan would shrink, it would not improve
Korean-Japanese relations, and Japan may not necessarily welcome Korean
unification.
As it stands, the power that welcomes Korean unification the most may
be Russia. Russia is seeking for cooperation partners in East Asia due to
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China’s rise and competition in a mirrored relationship. As Russia increasingly
feels that East Asia’s economic significance is growing, it is striving to
cooperate with East Asian countries via Far East development and energy
cooperation, whereby her cooperation with South Korea has yet been initiated.
The existence of North Korea is in fact hindering Korean-Russian economic
cooperation. As Russia’s standing in the North Korea nuclear problem is
unlikely to rise much further, unified Korea may provide the turnaround for
Korean-Russian economic cooperation, and may become a significant partner
in containing China.
Currently, Northeast Asia is split into sea and land powers, with isolated
North Korea as the axis. While China and Russia conduct development in
the Northeast and Far East regions, they are experiencing difficulties in
connecting with Korea, Japan, and the US. Equally, the US and Japan are
pressed by the inconvenience of having to choose long routes for their
economic exchange with the continent. If unified Korea emerges, the
Northern Peninsula will become an important hub for exchange. Korea
could provide a platform for Northeast Asia great powers to mutually
cooperate, and it may well contribute to establishing a multi-dimensional
peace network in Northeast Asia.

3. Position on the Unification in the Korean Peninsula of
Countries US, China, Japan and Russia
1) The US
The US policy vis-à-vis Asia has become formalized with terminologies such
as ‘return to Asia’, ‘pivot to Asia’, and ‘rebalancing’ since late 2010. Characteristics
are regulation-based emphases on traditional alliance, configuration of
future-oriented strategic relations with China, active employment of small
and large multilateralism, freedom of market/democracy/sea travel/human
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rights, which would mean stabilization in Asia. For this reason, the US can
be seen to support unification by absorption, holding as preconditions free
democracy, market economy, human rights, legal rule, and the continuation
of the Korea-US alliance. Even if the US were not to declare its official position
to support a South Korean-led unification, this baseline is not likely to change.
Regarding desired benefits, the US would expect from Korean unification
that Korea remain as an ally of the US. An alliance with unified Korea would
solve the Korean problem for the US and bring sizable security gains.
Unification symbolizes the success of democracy and market economy, and
unified Korea would greatly contribute to diffusing US values, such as
democracy, market economy, human rights, and peace.
Hence, Korean diplomacy vis-à-vis the US should hold up the shared
values of market economy and democracy for unified Korea, while stressing
the fact that it may enact a stronger allied role as a core partner in the
Northeast Asia region in order to stabilize Northeast Asia.

2) China
The underpinnings of the Xi Jinping government’s viewpoint and policy
towards the Korean Peninsula are Chinese national goals and the appropriate
strategies for diplomacy vis-à-vis great powers and neighboring countries.
China’s national goal is to achieve the Chinese dream of regaining the past
glory of the Chinese-centered order. Hence, China’s policy for the Korean
Peninsula is simultaneously driven by the Good Neighbor diplomacy that
proclaims ‘to sustain peace and stability on the Korean Peninsula for the sake
of China’s rise’ and the great powers diplomacy ‘to increase influence on the
Korean Peninsula to strengthen one’s own position as a great power’. During
this process of rising China, it will, for at least the next 10 years, hope for
stability rather than unification of the Korean Peninsula on its doorstep. While
China agrees to South Korea improving relations to North Korea via reconciliation and cooperation, it disagrees on its expansion toward unification by
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absorption of North Korea by South Korea. The reason is its concern that
South Korean-led unification processes entail the demise of the North Korean
system, which may result in instability in China’s border areas. Also, if unified
Korea sustains its alliance with the US and the stationing of armed forces,
China may in fact find itself head to head with the US at the borders.
However still, if the unification of the Korean Peninsula were to accelerate,
China will benefit from accelerated economic growth of the Korean Peninsula
by synergetic effects for the Chinese economy, the alleviated tension on the
Korean Peninsula including the North Korean nuclear problem, the easing of
tension and competition to the US due to peace and stabilization in Northeast
Asia, the easing of strategic burden due to the North Korean systemic instability
including the refugee problem, and the stability and prospering of China’s
underdeveloped Northeast regions. Based on these benefits, China can positively
contribute to the unification of the Korean Peninsula, while seriously increasing
its role and status as a responsible great power.

3) Japan
Recently, Japan is attempting to create a new balance of power in the
East Asian region by strengthening the Japan-US alliance and pursuing a
normalized state. However, Japan has never voiced its official position
regarding the unification of the Korean Peninsula. This may be because it
carries responsibility for the Peninsula division due to its colonization in the
past, and also because it lacks the legitimate grounds for intervening in the
Korean Peninsula problem, as opposed to the US or China who claim these
grounds due to their signing of armistice agreement. Still, the Japanese
government emphasize the aspect that a unified and therefore peaceful and
stabilized Korean Peninsula would be very useful for the peace and stability of
East Asia including Japan. As long as North Korea exists as a threat for South
Korea, Japan might be potentially affected by the same threat, which is why it
maintains a Korean-Japanese relationship of mutual cooperation.
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The Japanese benefit from the unification of the Korean Peninsula may
be the resolution of the North Korean nuclear problem as a potential
security threat, the acceleration of East Asian multilateral security
cooperation, the possibility of banishing the long-term economic slump
due to expanding external markets and developing the North Korean
region, and the enhancement of Japanese soft power and international
image-making due to stronger social and cultural exchanges with the North
Korean region. More fundamentally, the emergence of a unified Korea will
inaugurate a new era for East Asia, and provide Japan with the opportunity
to escape the shackles of history.

4) Russia
The Russian policy vis-à-vis the Korean Peninsula ensues from its global
strategy and East Asia policy. Russia is seeking cooperation partners in East
Asia in the midst of the rise of China and US-Russian competition. Russian
policy vis-à-vis the Korean Peninsula is focused on enhancing its influence
on the Korean Peninsula and on creating a peaceful and stable Peninsula for
Far East and Siberian development. In more detail, Russia can contribute to
securing peace and stability on the Korean Peninsula, the expansion of
reciprocal economic relations, and can participate as an actor in the Korean
Peninsula problem. Regarding the unification of the Korean Peninsula, Russia
adheres to peaceful co-existence by supporting peaceful unification via
South-North Korean negotiation, and can be seen as a country that views the
unified Korea positively when compared to the US, Japan, and China.
Russia can geopolitically benefit from the unification of the Korean
Peninsula by the denuclearization of the Korean Peninsula by the resolution
of the North Korean nuclear problem, the weakening of intra-area military
arms race, the creation of stability for East Asia and politics of the Korean
Peninsula, the elimination of unstable factors in adjoining regions, the
structuring of Good Neighbor relations to the Korean Peninsula that is
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based on actual profit, and the promotion of geopolitical national benefit
for containing China and Japan. As for the geo-economic aspect, economic
cooperation can bring about the increase of trade and investment. If
development in the Far East and Siberia meets favorable reception,
economic cooperation between South Korea, North Korea, and Russia
could be realized with construction projects of gas pipes that pass through
North Korea, the TSR-TKR connection project, and more. Lastly in the
geostrategic aspect, Russia will use the opportunity to resolve regional
security with unified Korea and create the impetus for establishing an
actual multilateral security system in Northeast Asia, which will help reduce
military expenditures to a large extent.
Considering the unification benefits listed above for each country, the
East Asian regional order might benefit from the softening of competition
between the US and China regarding the construction of East Asia.
Furthermore, the China-Japan standoff constellation will be alleviated and
Korean-Chinese-Japanese relations will be reestablished. Lastly, the
denuclearization of North Korea will yield diplomatic and security benefits in
the form of an East Asian multilateral security system, and more.

4. Unification Diplomacy Strategies for the Unified
Korean Peninsula vis-a-vis
Neighboring Countries
`
The diplomatic policy of unified Korea also translates into the destiny of
East Asia. For this reason, Korea must strive for peace and stability in East
Asia by suggesting well-thought out diplomatic strategies and directions.
Based on the diplomacy and security benefit analysis of unification for each
country and region, the Korean diplomatic policy for unification ought to
consider the following strategic tendencies.
Firstly, in the context of unification diplomacy, Northeast Asia peace
cooperation as part of President Park’s regional strategy must be made more
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intricate. We must clearly demonstrate to neighboring countries that a unified
Korean Peninsula will decrease the regional security threat, and may well
contribute to creating new security governance that replaces the current
unstable structure. On par with the US rebalancing strategy, the Chinese
dream, and the Japanese normalization strategy, the national security strategy
of the South Korean government must be compelled to expand the limited
scope of South-North Korean relations. The most lucid diplomacy and
security benefit of the unified Korean Peninsula is the reduction of security
threat in East Asia and the acceleration of security governance, which is a
contribution on the regional level. Accordingly, unification diplomacy ought to
be conducted strictly in the context of Northeast Asia regional policy. Even
when devising inter-Korean relations and policies vis-à-vis North Korea, we
ought to follow a grand underpinning for a new Northeast Asia architecture, for
which it is most urgent to conjure a better policy vis-à-vis Northeast Asia
and to suggest ways to unify the Korean Peninsula.
Secondly, alongside unification diplomacy on the level of the Northeast
Asia region, we must not neglect bilateral unification diplomacy. In fact, the
benefit calculations that neighboring states harbor towards the emergence
of unified Korea differ from one another and sometimes even contradict
one another. Seeing that the US and China intensify their race towards
leadership in East Asia, and that Japan and Russia are increasingly
partaking in great powers’ politics, South Korea ought to fiercely grasp its
respective benefit calculations and acquire shrewd measures by which it
can react according to realistic consideration. Furthermore, it also ought to
clarify which strategy unified Korea could pursue for regional peace, and
which contributions it could make in striving towards great powers’ politics
in today’s power balance, and in forming a multilateral cooperation system.
Thirdly, we require a more advanced unification plan, whereby the new
plan must correspond to variations in the external unification environments.
Recently in the East Asian region, the US and China intensify their race
towards leadership in East Asia, and Japan and Russia are increasingly
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partaking in great powers’ politics. The new unification plan must correspond
to such variations in the external unification environments, and it must be
an approach that allows flexible measures, regardless of what kind of events
take place in North Korea. The standard unification policy for global
Korean community presumes a functional unionism that hypothesizes
spill-over effects which enable seamless transition from social/cultural
exchange to political integration, while positing the state as unit. However,
a new unification plan requires the consideration of diverse actors other
than the state, and of the diversification of issue areas. It must also consider
the changes in international politics, as seen in US-China relations or
China-Japan relations. In today’s times where external and internal boundaries
are blurring, a contemporary unification plan must not only account for
South-North Korean relationships and international politics, but also for
the changes of domestic society. First and foremost, it must reflect new
trends in the Republic of Korea, such as multiracial and multicultural traits.
For achieving this, the diplomatic policy for the unification of the
Korean Peninsula should surpass beyond the completion of nation-state via
the re-unification of South and North Koreas, and instead should hold up
the vision of establishing an exemplary political community in East Asia. It
may be advisable to attempt differentiation by newly naming plans, for
example, “Unification Plan of Korean Community”. Such attempts will help
to display political flexibility by replacing the ethnic scope of national
community with the spatial scope of Korean Peninsula Community.
Furthermore, in order to go beyond the identity of Peninsula and to instead
present an expanded identity as central actor of East Asia, one might also
examine the more radical option of “Unification Plan for East Asian
Community”. This would be a concept of “South and North Korea + α” and
imbues openness to the unification of the Korean Peninsula. From the
aspect of building a network community that exceeds territorial
nation-states of modern history, this may contribute to generating a new
and future-oriented way of viewing states.
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