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Abstract

The Economic Effects of
Gaeseong Industrial Complex Project

on Korea: A Simulation Study

Song Youjin
Department of Public Policy
Graduate School of Public Administration

Seoul National University

Inter—Korean economic cooperation, which had gradually
developed since the late 1990s, practically stopped with the closure
of the Gaeseong Industrial Complex in 2015. As the new government
in Republic of Korea has taken attention on building better North—
South relations, inter—Korean economic cooperation, especially re—
operation of Gaeseong Industrial Complex, is once again emerging as
a major topic of discussion. Some opinions claim that Gaeseong
Industrial Complex project is meaningful not only because it is a
progress toward reunification of the Korean Peninsula but also it
could be justified in terms of economic feasibility since it is new

economic growth opportunities given to Republic of Korea. Based on



this view, economists are paying attention to predicting the economic

effects of Gaeseong Industrial Complex Project.

Most of domestic studies on economic feasibilities of Gaeseong
Industrial Complex or inter—Korean economic cooperation are based
on Solow growth model or Leontief’ s multi—sectoral analysis. As
inter—Korean economic cooperation 1s political 1issue, prior
researches usually were conducted on the favorable situation of
inter—Korean relations, which caused tendency of an overly
optimistic forecast. The latest study in December 2017, conducted
by Korea Institute for International Economic Policy (KIEP),
estimated approximately 159 trillion won of the economic effects of
Gaeseong Industrial Complex project on Korea, of which result

arouses doubts about the achieveability.

This study starts critically investigating former predictions about
economic effects of Gaeseong Industrial Complex Project. Going one
step further, this study tries to re—estimate the economic effects of
Gaeseong Industrial Complex Project on Republic of Korea assuming
that Gaeseong Industrial Complex Project would be promoted and
expanded without interruption for 30 years, by using simulation
method. This study analyzes the reasons why the error occurs from
the former study using input—output analysis method and figures out
the size of the error. Adjusting parameter values from this analysis
and estimation, this study adopts the scenario used in the recent

KIEP study with a slight modification.

SERL



The results are as follows; first, the estimated cumulative
production effect of the Gaeseong Industrial Complex is at least 62.7
trillion won and up to 100.1 trillion won, which 1s far smaller than the
estimates of KIEP’ s study. Second, the job creation effect would be
expected by 1.41 million at most, even though following the most

optimistic view. This figure is only 42.7% of the prior study’ s result.

The simulation results show that the estimation of the economic
effect of Gaeseong Industrial Complex Project is highly dependent on
the methodology. Different analytic techniques draw different
expectation even though exactly the same scenario that recent KIEP
study developed is applied. Further, this study shows more sensible
and more credible predictions by adjusting error factors of the former

study.

Keywords : Gaeseong Industrial Complex, economic effects, scenario
inter—Korean economic cooperation, overestimation,

simulation
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