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<Abstract>

Fiscal Impact of Economic Integration

of two Koreas

Joonook Choi

This report studies the fiscal impact of economic integration
of two Koreas. There are several previous studies dealing with
the fiscal issues regarding unification, but they share some
common problems. This study tried to overcome the
shortcomings of previous studies in two aspects. Instead of
estimating unification costs for a relatively short period of
time, this study examines how much fiscal policy should be
adjusted to maintain fiscal sustainability in the long run.
Furthermore, this study carries out a variety of sensitivity
analysis, to accommodate big uncertainty in the economic
variables and policies in the course of integration.

The type of integration analysed in this study is rapid, in
that no artificial restrictions are imposed on labor mobility.
However, it is less rapid than in Germany, in that we do not
assume rapid integration of social systems. The fiscal outcome
under such scenario 1s not very pessimistic. Fiscal
sustainability can be maintained only with a moderate increase
in taxes, if the productivity in the North Korean region rises
to 80-90% of that in South Korean region in the next 50-60

years after the integration.
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