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(Abstract)

The objective of this study is to analyze the causality of Inter-Korean conflict and trade.
As the general argument that international trade and political processes are interrelated,
has long history since A. Smith, trade contributes to political cooperation and peace
between trading countries. International trade, however, is the source of political conflict
and hostility because of unbalanced gains of trade. International trade is also affected by
political variables(Conflict and Cooperation Index: CC Index), whereby trade declines with
conflict and rises with cooperation.

Inter-Korean trade increases rapidly since Kim Dae-Jung government, but trends are
quite different by the governments. Kim Dae-Jung and his successor Roh Moo-Hyun
governments have argued that fostering inter-Korean trade will promote peace and
prosperity in Korean peninsula and further Northeast Asia as the basis of the Kim's
“Sunshine Policy” and the Roh's "Policy for Peace and Prosperity”.

In contrast to the Kim’'s policy, the Lee Myung-Bak government introduced its
principles on and policy toward North Korea in the “Policy of Mutual Benefits and
Common Prosperity”. Its tool for implementation of the policy has been the “Vision 3000
thru Denuclearization and Openness” plan. As "Vision 3000" plan executing is definitely
expected to darken prospects for inter-Korean relations, any deal between two countries
has not reversed the stagnant trend in bilateral trade have hurt both countries over the
past few years.

Using the Granger test to find out the nature of causality for the period 1998-I to
2013-1V, the relative inter-Korean hostility does indeed affect Non-Commercial Trade, Aid
Project, especially Public Aid Project. The increase of Total Trade including not only
Commercial Trade but also Non-Commercial Trade, affected to the conflict within the
two Koreas. The Gaeseong Industrial Complex and the Private Aid, will also improve

inter-Korean relations.
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<FIGURE 1> Conflict's Marginal Cost and Marginal Gain

MC* = Mi*Pmi — Xi*Pxi

MC = Mi'Pmi — Xi'Pxi

- — MC** = Mi**Pmi — Xi**Pxi
MG = Wzi / A
I
— Zi  Cooperation Conflict  Zi

3 S. W. Polachek(1980), “Conflict and Trade,” Journal of Conflict Resolution, vol.24, no.2.
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<Table 1> Classification of Inter-Korean Trade
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<Figure 2> Total Trade(TT), Commercial Trade(CT) and Non-Commercial Trade(NCT)

(unit: million dollars)
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<Figure 3> Share of Commercial Trade(CT) and Non-Commercial Trade(NCT) (unit: %)
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<Figure 4> Trends of Classified Commercial Trade (unit: million dollars)
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<Figure 5> Share of Classified Commercial Trade (unit: %)
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<Figure 6> Trends of Classified Non-Commercial Trade (unit: million dollars)
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B X 5(NCT), —f X 5(GT), BRI EGIC), K Kol HALZIEPrAZS & = ULt = mitE
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<Table 2> Causality Test Results lag: 1
Political Factor — o Economic Factors — o

. F Statistics | Prob. - F Statistics | Prob.
Economic Factors Political Factor

CCIndex — Log TT 0.26040 0.6104 | Log TT — CC Index** 5.61531 | 0.0188

CC Index — Log CT 0.74931 0.3878 | Log CT — CC Index** 6.35261 | 0.0126

CCIndex — Log NCT** 6.09043 0.0146 | Log NCT — CCIndex* | 3.52578 | 0.0621

CCIndex — Alog T 2.19756 0.1399 | Alog T — CC Index 0.09475 | 0.7586

CC Index — Log EC* 292214 0.0891 Log EC — CC Index 255915 | 0.1114

CC Index — Log AP** | 6.28980 | 0.0131 | Log AP — CC Index 0.21225 | 0.6456

CC Index — Log SCC 0.76378 0.3969 | Log SCC — CC Index 0.00247 | 0.9611

CC Index — Alog GT 073664 0.3918 | ALog GT — CCIndex* | 3.17842 | 0.0762

CCIndex — Alog ITC* 3.02629 0.0839 | Alog ITC — CCIndex | 0.62629 | 0.4299

CC Index — Log GIC 0.44182 0.5076 | Log GIC — CC Index** | 4.06646 | 0.0477

CCIndex — Log KMT* 2.90970 0.0907 | Log KMT — CC Index 1.37785 | 0.2429

CC Index — Log OEC | 0.09564 | 0.7578 | Log OEC — CCIndex | 0.81078 | 0.3703

CC Index — Log PrA 1.81796 0.1825 | Log PrA — CC Index** | 4.73944 | 0.0333

CC Index — Log PuA** 4.54637 0.0450 | Log PuA — CC Index 1.35571 | 0.2573

CC Index — Alog KEDO 0.42291 0.5173 | Log AKEDO — CC Index | 0.06801 | 0.7949

*) **, * denote significance levels of 5%, 10% respectively.
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