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Abstract

This study examines the relations among wage differentials, trade, and productivity in Korea, using the
methodology of Granger causality and vector error correction modelling. Cointegration test results over the
1975-2004 period indicate that all the test variables are cointegrated. Therefore, wage differentials, trade, and
productivity are all related in the long run.

We found some evidence on long-run relationship, while there is no short-run relationship between three test
variables. First, trade and wage differentials have positively and bi-directionally Granger causality in the long-run.
Second, productivity Granger causes negatively wage differentials in the long-run. Finally, productivity Granger
causes positively trade in the long-run. These results explain partially the current theoretical predictions for wage
inequality as well as supports the productivity-led growth hypothesis in the Korean economy.
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DF 042 4,07 -1.34 -4.05%

0|27 7 ADF(1) 143 -2.33 -0.98 242
LWD ADF(2) -1.69 -1.97 -1.49 211
PP -0.61 4,09+ -1.91 -4.05*

DF B71% 7.17# -3.66* -7.04%
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oo tialAi= Gonzalo. J., “ive Alternative Methods of Estimating Long-Run Equilibrium Relationships, Journal of
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