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Foreword 

This report is an analysis of the Korean agricultural sector and Korean agricultural 
policy. It was undertaken as part of the OECD’s continuing work on Member countries’ 
policies and contains evaluation and recommendations based on the principles for 
agricultural policy reform laid down by OECD ministers in 1987 and developed further in 
1998. The last study of agricultural policies in Korea was undertaken in 1998, and this 
report focuses on policy reforms that occurred after that report was published. In addition 
to reporting a wide variety of statistics with respect to Korean agriculture, the report 
describes and makes use of two of the main OECD tools for agricultural policy analysis 
— the PSE and CSE database and the Policy Evaluation Model (PEM).  

The main author of the report is Il Jeong Jeong. Roger Martini also contributed, 
including the section dealing with the PEM. Editorial assistance was provided by 
Michèle Patterson and statistical assistance was provided by Alexandra de Matos Nunes. 
All authors are with the OECD Directorate for Trade and Agriculture. Many other 
colleagues from the Directorate provided useful comments. The Korea Rural Economic 
Institute (KREI) also contributed to this report. The report was declassified by the 
Working Party on Agricultural Policies and Markets of the Committee for Agriculture in 
February 2008. 
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Executive Summary 

The Korean government has implemented a series of agricultural policy reforms over 
the last ten years to cope with significant changes in both the international environment 
and the domestic situation. Through the implementation of the Uruguay Round 
agreement, import prohibitions on major agricultural products except rice were 
transformed into a tariff system. As a result, agriculture in Korea is more exposed to 
international competition and increasing the competitiveness of this sector and adjusting 
policies accordingly have became urgent goals for policy-makers. The focus of domestic 
societal interests in the agricultural sector has also changed significantly. Consumer 
interest in environmentally-friendly agricultural products has increased, outbreaks of 
animal disease have drawn national attention to food safety, and the rapid migration from 
rural to urban areas with the increase of industrialization has led to rural areas being left 
behind and spurred increased interest in rural development. The purpose of this report is 
to evaluate Korean agricultural policy reforms which were taken to cope with these 
challenges over the last ten years and to provide recommendations for continuing the 
reform process in the future. 

First, this report provides an overview of the current Korean agricultural situation 
with respect to average farm size, the age structure of the farm population, the level and 
distribution of farm household income, grain and livestock production patterns, and 
international trade in agricultural products. Agriculture in Korea is characterized by small 
farm size and an ageing farm population. Recent data shows a fall in the dominance of 
rice and the increasing importance of livestock products in production and consumption.  

This report also describes the agricultural policy developments that have taken place 
over the last ten years in the areas of income, farm consolidation, environmental, and 
rural development policies. The evolution and decomposition of agricultural support, as 
measured by the Producer Support Estimate (PSE) and the Consumer Support Estimate 
(CSE) is described and discussed. The Policy Evaluation Model (PEM) is used to 
evaluate how variations in support levels affect production, trade, and welfare. 

Overall, the Korean government has implemented agricultural policy reforms that in 
many aspects are broadly consistent with the principles of transparency, targeting, 
tailoring, flexibility and equity outlined by OECD Ministers. Support through direct 
payments has increased significantly in recent years, especially after the introduction of 
the direct payments system for paddy fields in 2005 following the rice negotiation which 
permitted the suspension of tariffication for rice for another ten years from 2005 to 2014. 
Several comprehensive agricultural investment plans have been put in place to improve 
the infrastructure for production, processing, and distribution and have contributed to 
efficiency gains. Through the increased efforts to promote environmentally-friendly 
farming, the share of environmentally-friendly products in agricultural production has 
increased. The newly introduced Good Agricultural Practices (GAP) regulation, Hazard 
Analysis and Critical Control Point (HACCP) system, and traceability scheme respond to 
growing consumer concerns about food safety. Regulations on farmland use and 
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ownership have been revised to render them more market oriented. As a result of the 
2004 rice negotiation and several FTAs, market opening in agricultural products will 
continue to increase as these agreements are implemented. These policy changes have 
been contributing to the modernisation of the Korean agro-food sector, increasing its 
efficiency, and bringing benefits for producers and consumers. 

Despite the progress to date, there remains room for additional reforms aimed at 
improving the market orientation and economic contribution of the sector. The level of 
the percentage PSE of Korea remains high compared to other OECD countries and most 
of this support is in the form of Market Price Support (MPS). The introduction of fixed 
and variable payments on paddy field is an improvement over continued use of market 
price support, however the variable payments remain coupled to rice production. The 
current quota-based system of milk pricing, which was introduced in 2002, has helped to 
reduce the surplus and the associated budget costs but continues to allow overproduction 
and provides significant support to producers. While the regulations limiting the total 
amount of land a farmer may hold have been abolished, urban residents have been 
allowed to possess farmland for weekend or hobby farming, and agricultural corporations 
have been allowed to own farmland, quite strict regulations still continue to apply to non-
farmer and corporate ownership of farmland. 

Agriculture in Korea needs to be allowed to evolve into an efficient, modern 
enterprise that provides a positive economic contribution to society in line with other 
sectors of the economy. The OECD makes several recommendations for further policy 
reform in Korea. 

Efforts to open agricultural markets should be continued to reduce the high price gap 
between domestic and international prices. 

• The variable payments which encourage rice production should be reviewed. The role of 
the fixed payments for paddy fields needs to be clarified so that the objectives of these 
payments are clearly understood and they can be targeted to meet these objectives. 

• Reduction of milk quota to decrease the need for subsidy on manufacturing milk, 
reducing the out-of-quota price, or balancing the domestic market by reducing the in-
quota price of milk would improve economic efficiency in the dairy sector. 

• Increased efforts could be made to diversify income sources of agricultural households. 
Examples include the promotion of agro-tourism and agro-food industries. By promoting 
investment in education, transport, heath, and housing infrastructure, the desirability of 
rural areas and the opportunities for off-farm work would be increased. 

• Future policies should promote larger farm holdings and farm consolidation. Given the 
high price of farmland, the further development of the rental market should be pursued. 
Current restrictions on land ownership by corporations and non-farmers could be further 
eased. Also, the current definition of a farmer and associated legal, fiscal and financial 
implications needs to be reviewed, in order to avoid being an impediment to 
diversification and rural development. 

• Environmental policies should respect the polluter-pays principle and care must be taken 
to ensure that commodity policies do not conflict with environmental goals. 
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• The provision of safe, high quality agricultural products should be an important aspect of 
future agricultural policy in Korea. Efforts promoting traditional foods and helping to 
develop premium products for the domestic market should be intensified. 

• Efforts to improve efficiency in upstream and downstream industries in the agricultural 
production chain should be continued. 
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Chapter I. 
 

Agricultural Situation in Korea 

I.1. Characteristics of Korean agriculture 

The significance of agriculture in the Korean economy 

The rapid development of the Korean economy is reflected strongly in the changing 
role of agriculture. Until the 1960s, agriculture generated almost half of Korea’s GDP and 
in 1970, agricultural production continued to contribute 25.5% of GDP and the labour 
force employed in the agricultural sector accounted for 50.5% of the country’s total 
labour force. As the industrialization process progressed, however, the share of 
agriculture in the national economy declined sharply. In 2005, the share of agricultural 
production in GDP was 2.9% and the agricultural population accounted for 7.1% of the 
total population. Nevertheless, despite this decline agriculture continues to play an 
important role in the Korean national economy, accounting for a relatively large share of 
GDP, and with a large rural population and employment as compared to other OECD 
countries.  

As a large net importer of food products, agricultural imports are important in 
Korea’s overall trade balance. They represented around 18% of merchandise imports in 
1970, but dropped to 4% in 2005 as non-agricultural imports grew at a much faster rate. 
In current US dollars, agricultural imports were valued at about USD 9.8 billion in 2005 
making Korea one of the largest importing countries of agricultural products in OECD. 
Korea exports small quantities of specialty agricultural products mostly to Japan and the 
United States. These exports, valued at USD 2.1 billion in 2005, were – at 0.7% – 
unimportant relative to total exports and to Korea’s agricultural production. 

In 1970, almost half of all urban household expenditure was on food. Reflecting 
economic development, the share of food in consumption expenditures has fallen 
dramatically over this same period (19% in 2005). The indicators of the role of 
agriculture in the Korean economy are shown in Annex Table I.3. 



12 – Chapter 1. Agricultural Situation in Korea 
 
 

EVALUATION OF AGRICULTURAL POLICY REFORMS IN KOREA © OECD 2008 

Graph I.1. Contribution of agriculture to the economy, 1970-2005 
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Source:  MAF, Statistical Yearbook of Agriculture and Forestry, various years, Seoul. 

Graph I.2. Contribution of agriculture to trade, 1970-2005 
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Source:  MAF, Statistical Yearbook of Agriculture and Forestry, various years, Seoul. 
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Farmland structure 

As of 2005, the total cultivated area in Korea was 1.8 million hectares, or 18% of the 
total land area (Annex Table I.1). Despite intensive efforts to increase this area through 
drainage, irrigation and reclamation, the cultivated area has tended to decline due to 
industrial and urban development. The share of cultivated land in total land area fell from 
23% in 1970 to 18% in 2005. Of the 1.8 million hectares of cultivated land, 61% is paddy 
field and 39% is upland. Rice is the dominant crop and occupies 51% of cultivated land. 

Korean agriculture is characterized by small farms. A combination of factors, 
including regulations governing the sale and transfer of land and the role of land as a 
family asset to be preserved, means that the average farm size is extremely small. 
Although the average area farmed per household in 2005 was almost 50% higher than in 
1970, it was still only 1.4 hectares (Graph I.3, Annex Table I.6). More than 60% of 
farms have less than 1 hectare and only 7% have more than 3 hectares, although this latter 
category shows the most rapid increase. Korea has a relatively equal distribution of 
holdings, with little variation between regions and farm types. Most Korean farms are 
mixed general farms although the number of specialised farms, notably in the production 
of livestock and greenhouse vegetables, has increased.  

Graph I.3. Evolution of average farm size, 1970-2005 
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Source:  MAF, Statistical Yearbook of Agriculture and Forestry, various years, Seoul. 

Characteristics of the agricultural labour force  

Since the industrialisation process in the Korean economy began in the 1960s, there 
has been a rapid decline in the agricultural labour force, both in absolute terms and 
relative to the total labour force. The farm population in 2005, at 3.4 million persons or 
about 7.1% of the total population, was less than a quarter of its 1970 level (Annex 
Table I.6). The proportion of the farm population over 60 years old is increasing rapidly: 
indeed, it has quintupled between 1980 and 2005 and is now around 40% (Graph I.4). 
All other age groups have experienced a fall in absolute as well as relative terms, but the 
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sharpest decline was recorded in the age group of those 19 years and younger whose 
share of the farm population fell from 45% in 1980 to 14% in 2005. There is now a 
predominance of older women in the farm population with women over 60 years 
representing 32% of all women in agriculture as compared to 9% in 1970. 

The decline in the number of farm households has been commensurate with that of 
the farm population. There were about 1.3 million farm households in 2005 compared to 
2.5 million in 1970. During the same period, the number of people per household also 
declined sharply in line with general demographic and social trends. It was 2.7 in 2005 as 
compared to 5.8 in 1970.   

The number of households engaged mainly in agricultural activity is now much lower 
due mainly to the reduction in the number of full time farms. On the other hand, part time 
farming has developed and in 2005, part time farm households (defined as farm 
households in which one or more members are engaged in jobs other than farming) 
represented 38% of the total as compared to 19% in 1975. This trend may be partly due to 
the industrialisation and urbanisation process, but could also reflect the commercialisation 
of farming. In recent years, opportunities to work off the farm in crafts or local industries 
have increased. 

Graph I.4.Evolution of the proportion of farm population over 60 years old 
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Source:  MAF, Statistical Yearbook of Agriculture and Forestry, various years, Seoul. 

The agricultural sector has played a crucial role in Korean economic development in 
that it has provided a plentiful supply of labour to new industries. However, as this labour 
drew mainly on younger people who migrated to urban centres, there has been a 
corresponding deterioration in the demographic structure in the agriculture sector, a 
break-up of traditional rural communities, and severe labour shortages in rural areas. 
Labour shortages have become a deterrent to development, particularly in the labour 
intensive greenhouse sectors which are often located near large urban areas and which 
must compete for labour with relatively highly paid urban and industrial employment. 
Emigration out of rural areas has had, however, a positive impact on structural adjustment 
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in the agricultural sector by increasing farm size and, therefore, farm income in the last 
forty years. 

Agricultural production 

As a result of improvements in land and labour productivity, agricultural production 
has increased about 1.7 times between 1980 and 2005. In 2005, agricultural production 
was valued at KRW 35 trillion (USD 34 billion) (Annex Table I.3), of which a quarter 
consisted of rice. Over the period 1980-2005, the share of fruits and vegetables, milk, 
meat and eggs in total production grew faster than that of cereals and soybeans as the 
former require less land, are more labour intensive, and are subject to rapidly growing 
consumer demand linked to rising incomes (Graph I.5). 

While consumer demand for food has been diversified, production capacity has 
decreased for the major crops and has shifted towards more profitable crops. Korea’s self 
sufficiency ratio for basic foodstuffs fell from 81% in 1970 to 29% in 2005. When feed 
grains are excluded, self-sufficiency was 52% in 2005 as compared to 86% in 1970. 

Rice is by far the most important single product and the dominant grain in Korea as 
shown by its contribution to agricultural production and land use. In 2005, it accounted 
for 24% of total production and about 51% of total cultivated area. However, the 
importance of rice in the value of agricultural production decreased rapidly over the last 
forty years. Rice production rose to a peak of 6 million tonnes in 1988 and then declined 
as profitability fell relative to fruits and vegetables and the high yielding tong-il rice 
variety was abandoned. In 2005, rice production was 4.7 million tonnes. In recent years, 
the area occupied by paddy fields, used mainly for rice production, has decreased by 
10 000 hectares, which represents about 1% of the total area, per year. 

The production of barley and soybeans was 1.1 million tonnes and 216 000 tonnes 
respectively in 1980, but their total production has fallen over the last twenty years. In 
2005, the production of barley and soybeans was only 59 000 tonnes and 105 000 tonnes 
respectively. In parallel, there has been a significant fall in the area planted to barley and 
soybeans between 1980-2005 as the relative profitability of these crops has decreased. 
The decline in barley production has been spectacular: in 1980 barley production was 
worth 17% of the value of rice production but fell to less than 3% by 2005. Production of 
other grains is negligible in Korea. In 2005, wheat production was only 8 000 tonnes and 
maize production 73 000 tonnes. 
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Graph I.5. Value of agricultural production  
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Source:  MAF, Statistical Yearbook of Agriculture and Forestry, various years, Seoul. 
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From a very low level, the area planted with fruit has grown at a sustained rate 
between 1980-2000 to reach almost 8.9% of the total cultivated area in 2000. In 2005, the 
share of land use was 8.2% and the share of fruit in the total value of production was 
8.8%. The share of land use for the cultivation of vegetables increased from 11% to a 
peak of 20% in 1995. In 2005, vegetables were grown on 17% of the total cultivated area. 
As a result, vegetables account for 20% of the total value of production. The main fruits 
and vegetables produced in Korea are apples, pears, mandarins, garlic, red pepper, water 
melon, and strawberries (Annex Table I.4). Ginseng is an important specialty 
agricultural product in Korea and accounts for 1.6% of the total value of production. 

The importance of crops has diminished in value terms as livestock production (milk, 
beef and veal, pork, chicken and eggs) increased sharply during the period 1980-2005. 
For example, the value of pork production has almost tripled in the last ten years, while 
the value of beef, milk, egg production have almost doubled, and chicken production has 
increased by 40%. 

The Korean beef cattle (Hanwoo) continues to dominate but, due largely to 
government promotion policies, dairy cattle numbers grew rapidly up to the early 1990s 
and have stabilised at around 500 000 heads (Annex Table I.5). A record 2.8 million 
head of Hanwoo cattle was reached in 1996 but decreased to 1.4 million heads in 2002. In 
2005, it recovered to 1.8 million heads and in the last two years this number has increased 
as the outbreak of BSE in the United States and Canada led to import restrictions in 
Korea. Although at present the number of cattle per farm is greater than in 1970, it is still 
low compared to other OECD countries, especially for beef cattle (9.5 animals per farm 
in 2005); the number of dairy cows, however, has increased to 53 animals per farm, a 
level close to that of a number of European countries. Between 1970-2005, the 
development of hog and chicken production has been significant - the number of hogs 
increased eightfold and the number of chickens more than fourfold- and the 
rationalisation in these sectors has been spectacular. Hog and chicken farming has rapidly 
become a full-time activity as part-time farming is unprofitable because of economies of 
scale.  

Input use and productivity improvements 

In addition to the structure of the labour force, the decline in the farm population 
affects many other aspects of the agricultural sector. One of the most obvious 
consequences has been the high growth in farm wages which, expressed in index terms, 
have risen faster than commodity prices and other farm charges between 1970-2005 
(Annex Table I.7). This combined with limited land availability and subsidies has led to 
greater reliance on chemical fertilisers and pesticides. Over the period 1970-95 fertiliser 
use increased, especially potash, and reached very high levels compared to other OECD 
countries. However, a trend towards the decline of fertiliser use has been observed since 
1996 as environmentally-friendly farming was emphasized and the government subsidy 
for fertiliser use was in the first stages of abolishment (Annex Table I.8).  

Agriculture accounts for 47% of total water use in Korea (16 billion m3 in 2006). Of 
this, 13 billion m3 was used for paddy fields. Farmers are not charged for the cost of 
delivery when receiving water from large government dams. But farmers provide labour 
for weed elimination, dredging, etc., to maintain irrigation facilities. The third ten-year 
plan of rural water supply (2004 ~2013) aims to increase the proportion of agricultural 
land which is irrigated from 77% in 2001 to 80% by 2010, and the area that can resist a 
ten-year drought from 38% to 47% over the same period.  
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Mechanisation has been significant over the last 20 years as shown in Annex 
Table I.9. In addition to high producer prices, mechanisation has been encouraged by 
government programmes, including access to credit, training, establishment of farm 
machinery service centres in rural areas, and promotion of co-operative machinery 
ownership and utilisation. As shown in Annex Table I.9, the number of power tillers per 
100 farms increased from 13.7 in 1980 to 66.1 in 2005. The number of rice transplanters 
and harvesting machines per 100 farms increased from 0.5 in 1980 to 26.8 and 7.0 
respectively in 2005. In addition, since contract farming and cooperative use of machine 
is widespread, the degree of mechanisation in Korean agriculture is very high. For 
example, one farmer often uses his own equipment to perform the major rice farming 
tasks for several neighbours and almost all rice in Korea is now transplanted and 
harvested by machines. In effect, the increase of contract farming leads to large-scale 
consolidation de facto, without the transfer of land titles. 

As a result of all these developments in input use, there have been significant 
improvements in crop yields over the period 1970-2005 (Annex Table I.10). Most of the 
increase in rice yield occurred before 1985 brought about by the development of high 
yielding varieties and the adoption of modern farming technologies such as water 
management, land improvement, and fertiliser use. Progress in milk production has been 
considerable as milk yields increased from about 3 300 kilograms per cow, per year in 
1970 to nearly 9 000 kilograms in 2005, levels comparable to those attained in the most 
technically efficient OECD countries. 

Prices and income 

On average, over the period 1970-2005 farm gate prices of all farm products 
increased but at a slower rate than farm wages and charges (Annex Table I.7). Farm gate 
prices of rice and other grains increased up until 2000 but have since stabilised. Although 
the price of fruit and vegetables fluctuates considerably according to changes in 
production which result from weather conditions, prices have been stagnant in recent 
years. Prices of livestock products have shown steady increase and they have become 
more profitable to produce with respect to grain, vegetables, or fruit. 

As a result of increased agricultural productivity and higher prices, real agricultural 
income (deflated by the Consumer Price Index) has increased by close to one and half 
times over the last 20 years. However, it continues to be extremely difficult to generate 
income from agricultural activities comparable to what can be earned outside the 
agricultural sector on such small holdings; hence, farm households have strongly 
diversified their income sources and now depend on agriculture for around 40% of their 
total incomes on average, compared to more than three-quarters in 1970 (Graph I.6). 

Over the last 20 years, the non-agricultural income of farm households grew more 
than nine fold while agricultural income has increased by a multiple of three. The 
increasing importance of non-agricultural income has been facilitated since the 1970s by 
initiatives taken to improve rural industrialisation and to create off-farm job opportunities 
in rural areas. Non-business income accounted for 24% of total farm household income 
and salaries accounted for 81% of the total non-business receipts in 2005 (Annex 
Table I.12).  

The degree of dependency on farm income increases with farm size. Annex 
Table I.13 shows that in 2005, farm households with more than 5 hectares of land earned 
55% of their income from agricultural activities while this share was only 15% for 
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households farming less than 0.5 hectares. On average, farm households have been able 
to achieve income levels broadly comparable to urban households until the early 1990s 
(Annex Table I.11). However, the income gap between farm and urban households has 
widened since the beginning of the 1990s and farm household income was only 78% of 
urban household income in 2005. 

In 2005, farm household debt as a share of total farm asset values was 9%. Of the 
average farm debt of KRW 27.2 million (USD 27 000), 84% of this amount was 
borrowed from credit institutions (mostly the National Agriculture Co-operatives 
Federation) and the remaining 16% from private sources. Over the last ten years, farm 
debt increased at an average rate of 11.5% per year. The origin of the increase is mainly 
commercial farmers, the increase of mechanization in farming, new investments, and 
occasional price drops of certain products due to oversupply or outbreak of disease. 
Chronic farm debt has been a serious problem for many years and a number of policy 
measures have been implemented to alleviate farm debt. 

Graph I.6. Share of agricultural income to farm household income, 1970-2005 
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Source:  MAF, Statistical Yearbook of Agriculture and Forestry, various years, Seoul. 

Food consumption 

Although rice consumption per capita has been declining sharply and is likely to 
continue to do so, rice still dominates the Korean diet with consumption at over 
80 kilograms per capita in 2005. Vegetable consumption has increased dramatically over 
the last thirty years and now represents around 170 kilograms per person, per year 
(Annex Table I.15). The fourfold increase in fruit consumption over the last 30 years is 
also remarkable, but Korean dietary traditions persist and rice does not seem to have been 
replaced by any other cereal. The highest consumption growth has been recorded in 
livestock products, which increased five-fold over the period 1970-95 and at a slower 
pace since. Over the years, the predominance of pork in meat consumption has been 
confirmed. Almost zero in 1970, milk consumption is now almost 63 kilograms per 
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person, per year. In contrast with most OECD countries, milk is mainly consumed as 
fluid.  

The movement towards livestock products, fruits and vegetables reflects mainly 
income growth. However, the Korean diet is still high in carbohydrates and low in fat as 
compared to most other OECD countries. An increase in Western-style and processed 
food consumption can also be observed as convenience and quick preparation have 
become more important. The demographic shift occurring in Korea will have a great 
impact on food consumption patterns in the future. Population growth is coming to an end 
and an older population may shift preferences to more healthy and nutritious food. 

Agro-food sector 

Food processing industries are not yet fully developed in Korea. Their contribution to 
the economy in terms of GDP and employment is small relative to primary agriculture 
(Annex Table I.18). The share of food processing industries in GDP was 2.4% in 2005 
and total gross sales of the food processing industry were KRW 49.4 trillion (USD 48.2 
billion). Value-added in the food processing sector nevertheless grew over the last three 
decades, although more slowly than in other manufacturing industries. The number of 
employees in the food processing industry represented only 0.8% of total employment in 
2005. 

According to a mining and manufacturing survey, the number of food processing 
companies with more than five employees has risen by 34% over the last ten years 
(Annex Table I.19). At the same time, the total number of employees in food processing 
industry has fallen from 206 200 in 1995 to 185 900 in 2005. As a result, the number of 
employees per company declined from 33 to 22. Value-added as a proportion of gross 
sales fell slightly from 41.5% in 1995 to 39.5% in 2005. Compared to other 
manufacturing industries, food processing companies are smaller in size and R&D 
investment is much lower. In particular, food processing companies in rural areas also 
lack capital to adopt modern technologies, especially for transportation and packaging. In 
addition, those in rural areas are penalised by poor infrastructure and lack of information. 

Compared to the slow development in the food processing industry, the retail sector, 
particularly hypermarkets and convenience stores, has been developing very rapidly. 
Compared to 1996, the sales of hypermarkets and convenience stores have increased 
960% and 210% respectively by 2006. The traditional markets have lost share and around 
80 000 small scale stores among 706 000 small scale retail stores with less than four 
employees left the market since 1996. The number of hypermarkets has increased from 
28 in 1996 to more than 300 in 2006 and this trend will continue as lower price and one-
stop shopping become increasingly the norm. The consolidation of retail marketing offers 
opportunities and challenges to farmers in Korea. Large scale retail entrepreneurs have 
increased their influence on quality control and price setting. As Private Brands (PB) are 
developed by the hypermarkets, they are providing strong competition to producer 
brands.  

Upstream industries are dominated by the production of feedstuffs with sales of 
KRW 4.8 trillion (USD 4.7 billion) followed by fertilisers at over KRW 1 trillion (USD 1 
billion) and machinery at KRW 207 billion (USD 202 million) in 2005 (Annex 
Table I.20). The National Agricultural Co-operatives Federation (NACF) and local 
agricultural co-operatives play an important role in delivering these inputs to farmers. 



Chapter 1. Agricultural Situation in Korea– 21 
 
 

EVALUATION OF AGRICULTURAL POLICY REFORMS IN KOREA –© OECD 2008 

I.2. Agricultural Trade 

Imports and exports of agricultural products 

Although agricultural production has more than doubled over the period 1970-2005 
and self-sufficiency has been attained for some major products such as rice, the volume of 
Korean imports of agricultural products has increased strongly. This largely reflects rapid 
income growth and changes in dietary patterns and has been facilitated by a degree of 
agricultural trade liberalisation. Korea is thus a significant net food importer. With a 
population of about 48 million and a rapidly growing standard of living, Korea is a very 
important market for exporters of cereals, including feed grains and livestock products 
(Graph I.7). 

Graph I.7. Imports of agricultural products, 1980-2005 
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Source:  MAF, Statistical Yearbook of Agriculture and Forestry, various years, Seoul. 

The top ten imported agricultural goods by value account for 64% of the total in 
1992-1994 and 51% of total in 2004-2006 (Table I.1). The decreasing dominance of the 
top ten goods shows the trend of diversification of imported agricultural products, 
although the dominance rate is still very high. Cereals, mainly wheat and maize, represent 
a large but decreasing proportion of agricultural imports: from almost half of the total at 
the beginning of the 1980s, they now account for less than a fifth. Korea imported about 
3.6 million tonnes of wheat in 2005 and imports of maize, mainly used for animal feed, 
increased to 8.5 million tonnes. At 1.3 million tonnes in 2005, imports of soybeans are 
also significant. The second main imported item in value terms is livestock products, 
mainly beef and veal, which in 2005 accounted for 17% of all agricultural imports. In 
recent years, imports of all products, in particular fruits, vegetables and livestock products 
have increased, leading to a higher trade deficit (Annex Table I.16). 



22 – Chapter 1. Agricultural Situation in Korea 
 
 

EVALUATION OF AGRICULTURAL POLICY REFORMS IN KOREA © OECD 2008 

Table I.1. Main imports of agricultural goods to Korea 

1992-1994 Million 
USD

Part (%) 2004-2006 Million 
USD

Part (%)

Maize 749 16.7 Maize 1 309 13.2
Wheat 483 10.8 Beef 738 7.4
Beef 414 9.3 Wheat 670 6.7
Soyabean 324 7.3 Pork 583 5.9
Cane sugar 320 7.2 Cane sugar 415 4.2
Cigarettes 148 3.3 Soyabean 406 4.1
Oil-cakes of soyabean 147 3.3 Oil cake of soyaban 394 4.0
Coffee 106 2.4 Whiskey 223 2.2
Palm oil 89 2.0 Royal gelly 200 2.0
Oranges 74 1.7 Oranges 171 1.7
Bananas 62 1.4 Soyabean oil 143 1.4
Tobacco 55 1.2 Cheese 137 1.4
Whiskey 54 1.2 Coffee 133 1.3
Oil cakes of rape or colza seeds 53 1.2 Fodder roots 133 1.3
Young antlers 48 1.1 Bananas 115 1.2
Beef fallow 44 1.0 Palm oil 111 1.1
Wheat of brans/sharps/residues 43 1.0 Tobacco 110 1.1
Sesame seeds 39 0.9 Other fruit 109 1.1
Royal gelly 39 0.9 Fowl 96 1.0
Tapioca 38 0.9 Ethyl alcohol 88 0.9
Molasses 38 0.8 Olive oil 86 0.9
Oil cakes of cotton seeds 36 0.8 Chocolate 86 0.9
Pork 35 0.8 Rice 84 0.8
Ethyl alcohol 31 0.7 Sesame seeds 72 0.7
Other pharmaceutical plants 29 0.6 Food preparations 72 0.7
Turkey 29 0.6 Wine 71 0.7
Chocolate 26 0.6 Molasses 68 0.7
Cocoa preparations 26 0.6 Other sauce preparations 60 0.6
Other pharmaceutical plants 1 137 19.9 Other 3 057 30.7
Total 4 719 100.0 Total 9 941 100.0

 
Source: MAF, Database on trade in agriculture, Seoul. 

The top ten exported agricultural goods by value account for 63% of the total in 1992-
1994 and 49% of total in 2004-2006 (Table I.2). As in the case of imports, there is a 
tendency towards diversification. However, compared to the stable composition of 
imported products, there is a significant fluctuation in the composition of the top ten 
export products which reflects the situation of world markets. Only three items in the top 
exported goods in 1992-1994 survived in the top ten lists in 2004-2006. Outstanding 
examples are the cases of chestnuts and pork. These accounted for 13.5% of total exports 
in 1992-1994, but its share shrank to only 1.8% in 2004-2006 as China started to intensify 
exports of this item to Japan. Also, the outbreak of swine fever had a significant impact 
on Korea’s export markets. Overall, the evolution of the composition of exports has been 
a shift towards higher value products, such as processed goods. 

The direction of trade flows of agricultural products has changed very little since the 
early 1990s, implying that the increase in trade has been distributed fairly evenly among 
trading partners (Table I.3). Japan was the main destination for Korean agricultural 
exports, accounting for 31% of the total, and the United States has provided a quarter of 
Korea’s imports in 2004-2006. 
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Table I.2. Main exports of agricultural goods from Korea 

1992-1994 Million 
USD

Part (%) 2004-2006 Million 
USD

Part (%)

Chestnuts 113 13.5 Cigarettes 271 13.2
Cane or beet sugar 88 10.5 Ramen 132 6.4

Pigmeat 57 6.8 Soju 122 5.9

Ramen 47 5.6 Coffee preparations 104 5.1

Red gingseng 45 5.4 Cane or beet surgar 98 4.8

Pine mushrooms 43 5.1 Kiml-chi 89 4.3

Gum 37 4.4 Royal jelly 51 2.5

White gingseng extract 35 4.2 Biscuits 50 2.4

Kim-chi 34 4.0 Sweet peppers 47 2.3

Fruit juice beverage 26 3.1 Pears 43 2.1

Sheep meat 19 2.3 Other sugar confectionary 39 1.9

Other pharmaceutical plants 19 2.3 Chestnuts 38 1.8

Mixes and doughs for bakery 17 2.1 Beer 36 1.8

Candies 17 2.0 Red ginseng 36 1.7

Other dairy preparations 16 2.0 Mixes and doughs for bakery 35 1.7

White gingseng preparations 16 1.9 Prepared food of cereals 34 1.6

Beer 16 1.9 Mayonnaise 29 1.4

Coffee preparations 15 1.8 Pigmeat 28 1.4

Oak mushrooms 14 1.7 Gum 28 1.4

Other sugar confectionary 14 1.7 Other vegetables 25 1.2

Cocoa powder 14 1.7 Fruit juice 25 1.2

Soyu 13 1.5 Lentils 24 1.2

Apples 12 1.5 Other pasta 22 1.1

Biscuits 12 1.4 Other bakery products 21 1.0

White gingseng 10 1.2 Water 19 0.9

Prepared foods of cereals 10 1.2 Other sugar 17 0.8

Other vegetables 10 1.2 Vegetable seeds 17 0.8

Vegetable seeds 9 1.1 Cocoa powder 16 0.8

Other 58 6.9 Others 562 27.3

Total 837 100.0 Total 2 058 100.0
 

Source: MAF, Database on trade in agriculture, Seoul. 

Table I.3. Main agricultural trading partners with Korea 
(based on trade valued in US dollars) 

Exports 1992-1994 2004-2006 Imports 1992-1994 2004-2006

World 100.0 100.0 World 100.0 100.0

Japan 38.5 31.4 United States 28.5 23.7

United States 9.2 13.3 China 20.3 15.5

Russia 6.0 9.4 Australia 10.3 13.3

China 1.0 9.2 European Union 7.8 13.1

Hong Kong - China 17.4 6.2 Brazil 3.1 6.1

United Emirates 0.9 5.3 New Zealand 2.4 3.6

Chinese Taipei 4.9 4.1 Canada 5.3 3.0

European Union 8.6 2.4 Argentina 0.3 2.6

Rest of world 13.6 18.8 Rest of world 22.0 18.9

(per cent) (per cent)

 
Source: MAF, Database on trade in agriculture, Seoul. 
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Tariff structure and imports mechanism 

In accordance with the Uruguay Round Agreement on Agriculture, import restrictions 
on all agricultural products, with the exception of rice and rice products, were converted 
to tariffs by July 1997 (January 2001 for beef). As Korea has developing country status in 
the WTO, it was given a ten-year period (from 1995 to 2004) to implement its 
commitments. Reduction requirements for tariffs were 24% on average, with a minimum 
of 10% per tariff line. In 2004, after fulfilling its ten-year tariff reduction commitments of 
URAA, the bound tariffs for agricultural products remained at the same level. Among the 
1 698 tariff lines of agricultural products, a total of 121 tariff lines (those applying to 
products that have been tariffied) are subject to the special agricultural safeguard clause 
(SSG).  

Tariff rate quotas were established on 67 product groups under the current and 
minimum access provisions of URAA. Quotas also cover the most important agricultural 
product, rice. In compliance with the special treatment provision in the Uruguay Round 
Agreement on Agriculture, Korea had not converted rice import restrictions to tariffs but 
has established a minimum access quota. Minimum access for rice is fixed at 1% of the 
average 1988-90 domestic consumption, rising to 4% by 2004. In 2004, these special 
provisions were re-negotiated and an agreement was reached to continue special 
treatment for another ten years from 2005 to 2014. Under this new agreement, the 
Minimum Market Access volume would be increased from 4.4% of domestic 
consumption in the year 2005 to about 8% of domestic consumption in the year 2014. 
Table I.4 presents a summary of market access commitments with WTO member 
countries for selected products and their tariffs. The fill rate of tariff-rate quota was 
around 65% in 2005. Out of 63 agricultural products currently subject to TRQ, 26 were 
completely filled, 22 were partially filled and there were no imports of 15 products. 

Korea uses three different procedures for quota administration. There are state-trading 
agencies for 17 products, including rice, barley, soybeans, oranges and sesame. For 
40 products, tariff quota entitlements are distributed on a first-come first-served basis or 
are based on historical imports. For the remaining 6 products, including sesame oil and 
milk powder, an auction system is employed (Table I.5). Tariff quota administration has 
typically been delegated to the same State-trading agencies, agricultural associations or 
marketing organisations traditionally responsible for domestic marketing.  
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Table I.4. Market access commitments for selected commodities 

 

In-quota (MT) 
In-quota tariff rates, % Tariffs/TEs 

Initial Final 
Implemen-

tation  
period 

Base rate Bound  
rate 

Reduction 
rate 

Rice 
51 307    5% 
102 614  5% 
225 575  5% 

102 614  5%
205 228  5%
408 700  5%

1995~1999
2000~2004
2005~2014

Special treatment 
(neither tariffied nor bound) 

Barley 14 150  20% 23 582  20% 1995~2004 333% or 
401 KRW/kg

299.7% or 
361 KRW/kg 10 

Soybean 1 032 152 5% 1 032 152 5% 1995~2004 541% or 
1 062 KRW/kg

487% or 
956 KRW/kg 10 

Maize 6 102 100 3% 6 102 100 3% 1995~2004 365% 328% 10 

Beef 123 000 43.6% 225 000 
41.6% 1995~2000 44.5% 40% 10 

Frozen Pork 21 930  25% 18 275  25% 1995~1997.6 37% 25% 19 

Frozen Chicken 7 700    20% 6 500    20% 1995~1997.6 35% 20% 43 

SMP 621       20% 1 034    20% 1995~2004 220% 176% 20 

Orange 15 000  50% 57 107  50% 1995~2004 99% 50% 50 

Red-pepper 4 311    50% 7 185    50% 1995~2004 300% or 
6 900 KRW/kg

270% or 
6 210 KRW/kg 10 

Garlic 8 680    50% 14 467  50% 1995~2004 400% or 
2 000 KRW/kg

360% or 
1 800 KRW/kg 10 

Onions 12 369   50% 20 645  50% 1995~2004 150% or 
200 KRW/kg

135%or 
180 KRW/kg 10 

Source: Korea’s GATT and WTO Schedules. 

Table I.5.  Features of State Trading for imports of TRQ in Korea 

State trading agency Items Legal basis 

Ministry of Agriculture and Forestry 
(MAF) 

Rice, barley Food Grain Management Act 

Korea Agro-Fisheries Trade 
Corporation (aT)  

Beans, buckwheat, soya beans, 
potatoes, onions, garlic, fruits of 
genus capsicum, ginger, 
groundnuts, sesame seeds 

The Act for Supply and Demand and  
Price Stabilisation of Agricultural and Fisheries 
Products 

National Agricultural Co-operatives 
Federation (NACF)  

Natural honey Livestock Farming Act 

Cheju Citrus Growers’ Agricultural 
Co-operative  

Oranges, Korean citrus fruits Agro-Fisheries Marketing and  
Price Stabilisation Act 

National Ginseng Co-operatives 
Federation  

Ginseng Ginseng Industry Act 

National Forestry Co-operatives 
Federation  

Pine nuts Forestry Act 
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I.3. Challenges in Korean agriculture 

Korean agriculture faces many challenges at both the domestic and international 
levels. The implementation of the Uruguay Round agreement led to important changes in 
its agriculture. Greater exposure to international competition means that increasing 
competitiveness, together with appropriate adjustment policies, have become urgent 
goals.  

However, increasing the competitiveness of agriculture is a major challenge given the 
prevalence of small farms and the high proportion of older farmers. About 62% of Korean 
farms are less than 1 hectare in size. In spite of policy reforms to facilitate structural 
adjustment, the average farm size has only increased from 0.94 hectare in 1975 to 
1.43 hectare in 2005. At the same time, the average age of farmers has been increasing; 
currently, about 30% of farmers are more than 65 years old. 

Another key challenge for policy makers is the gap in income between farm and 
urban households. Although the gap has narrowed a little in recent years, the average 
farm household income is still only 78% of urban household incomes, which is low when 
compared to almost all other OECD countries. Increasing the possibilities for farm 
households to earn alternative sources of income in rural areas is a challenge that has 
been taken up by Korean policy makers. 

Recent changes in consumer needs pose another important challenge for the Korean 
agriculture sector. Consumer interest in environmentally-friendly agricultural products 
has increased. outbreaks of animal disease have also drawn national attention to food 
safety.  

Investments in the distribution system over the last decades have created a vastly 
improved infrastructure for distribution of agricultural products. However, the agro-food 
sector and its associated distribution system remain underdeveloped relative to other 
sectors of the economy. 

Rapid industrialization and the consequent migration from rural to urban areas have 
led to rural areas being left behind. Policy makers are increasingly interested in rural 
development as a way to tackle problems in rural areas, such as the lack of good quality 
in education and medical services.  



Chapter II. Agricultural Policies, 1995-2007– 27 
 
 

EVALUATION OF AGRICULTURAL POLICY REFORMS IN KOREA –© OECD 2008 

Chapter II. 
 

AGRICULTURAL POLICIES, 1995-2007 

II.1. The objectives of agricultural policies and recent policy developments 

Although food security, income parity between farm and urban households, increased 
competitiveness, and rural development have remained as policy objectives throughout 
the past fifty years, the emphasis among the objectives of agricultural policies in Korea 
has changed over this period. From the 1950s to the 1970s, efforts were concentrated 
primarily on increasing productivity of crops as well as achieving self-sufficiency in rice. 
Since the 1980s, the issue of income parity between farm and urban households has 
emerged following GDP growth and industrialization. In the late 1980s and through the 
1990s, the focus shifted to structural adjustment and competitiveness in order to prepare 
for the opening of agricultural markets. In recent years, the emphasis has shifted to a 
broader set of objectives related to enhancing the quality of life in rural areas, agricultural 
competitiveness, environment, farm household income and food safety. 

From the mid-1980s, the Korean government began to develop comprehensive plans 
for the agricultural sector. To prepare for the challenges of market liberalization 
following the Uruguay Round negotiations, the “Agricultural and Rural Structure 
Improvement Plan” was established in 1991. This plan included a KRW 42 trillion 
(USD 47 billion) investment plan for the agricultural sector. Its main objective was to 
strengthen the competitiveness of the agricultural sector. Once the Uruguay Round was 
concluded, the Korean government established the “Comprehensive Rural Development 
Plan” in 1994, the aim of which was to implement the KRW 42 trillion investment 
scheme as well as to introduce a KRW 15 trillion (USD 17 billion) special rural 
development tax. These expanded investments and loans increased the share of the budget 
set-aside for agriculture and forestry in the total national budget to 13-15% during 1994-
97 from 9% in 1993.  

From 1998, the Korean government implemented the second phase of the structural 
adjustment plan, which included another KRW 45 trillion (USD 37 billion) investment 
plan to strengthen the agricultural sector and rural development. A new legal framework 
for Korean agriculture and rural policies, the Agricultural and Rural Basic Law, came into 
effect in January 2000. This introduced direct income payments and support for 
environmentally-friendly farming practices. 

In 2004, the government introduced the “Comprehensive Plan on Agriculture and 
Rural Communities” and established the “Ten-Year Mid and Long-Term Policy 
Framework on Agriculture and Rural Communities.” In this latest plan, the Korean 
government envisioned a policy roadmap in three areas—the agro-food sector, agriculture 
and rural development. In order to implement this roadmap, the Korean government will 
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invest KRW 119 trillion (USD 104 billion) in the agricultural sector between 2004 and 
2013. To promote rural development and to improve the quality of life of rural residents, 
a comprehensive law titled the Special Act for Improving the Quality of Life of Farmers 
and Fishermen and Promoting Development in Rural, Mountainous and Fishing 
Communities was established in 2004. The implementation of the Special Act, involving 
fifteen Ministries and one government agency, began in 2005.  

Under these three comprehensive plans covering the last ten years, several policies 
were implemented related to farm household income, agricultural competitiveness, agro-
food sector, environment, rural development, and agricultural trade. The following 
section contains a description of these. 

II.2. Income policy 

Reducing the income disparity between urban and rural areas has been a very 
important policy item in Korea. To improve farm household income, significant policy 
efforts have been made over the last ten years.  

The expansion of the direct payment program 

A number of different direct payments have been introduced since the late 1990s, 
with a variety of objectives. The first of these was introduced in 1997 in the form of early 
retirement payments with a view to facilitating structural adjustment. Farmers over 
65 years of age who were willing to sell or rent their land to full time farmers for a period 
of more than five years were eligible to receive a lump-sum payment of KRW 258 per m2 
of farmland either sold or leased (or USD 2 713 per hectare), calculated as the difference 
between annual farming income and rent during three years. The amount of payments 
increased over time; currently farmers who plan to retire could receive annual payments 
of around KRW 2.9 million (USD 3 000) per hectare for eight years in 2006. 

A direct payment for less favoured areas programme, introduced on a pilot basis in 
2004, became a national programme in 2006. Its budget increased from KRW 10 billion 
(USD 8.7 million) in 2004 to KRW 52 billion (USD 54.4 million) and the participating 
areas increased from 29 742 hectares to 119 000 hectares in the same period. In 2006, 
2 779 villages, where the share of arable land was below 22% and the land gradient is 
over 14%, were eligible to receive KRW 400 000 (USD 418) per hectare for dry fields 
and KRW 200 000 (USD 209) per hectare for pasture.  

Following the 2004 rice negotiation, the most important direct payment in the Korean 
agricultural sector, a direct income support mechanism for paddy field was introduced. 
This mechanism includes both fixed and variable payment systems from the 2005/06 crop 
year. To be eligible for the fixed payment, paddy fields had to be in production during 
the period 1998-2000. The fixed payment per hectare for registered paddy fields was 
KRW 600 000 (USD 586) in 2005 and increased to KRW 700 000 (USD 732) in 2006. 
Expenditure in 2006 was KRW 716.8 billion (USD 750 million) for 1 024 000 hectares. 
The variable payment is given only to farmers who are currently producing rice on 
registered farmland. The amount of the variable payment is determined according to the 
difference between a target price and each year’s post-harvest price. For the years 2005-
07, the target price is KRW 170 083 (USD 178) per 80 kilograms of rice, determined by 
adding the income effect of past government purchasing and paddy-field environmental 
conservation payments to the three year average of the harvest price from 2001 to 2003. 
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If the post-harvest price is lower than the target price, farmers receive 85% of the 
difference, after deduction of the fixed payment, which is multiplied by a fixed national 
reference yield to calculate the payment per hectare. The variable payment per hectare 
was KRW 958 310 (USD 936) in 2005 and fell to KRW 459 757 (USD 481) in 2006. 

Protecting farm income from natural disasters 

Programmes to protect farm household income from natural disasters have been 
reinforced in recent years. A crop insurance scheme, introduced for apples and pears in 
2001, was implemented for seven agricultural products in 2006. The farmers’ share of the 
premium decreased from 41% in 2002 to 31% in 2006 with the remainder paid by the 
government. The Korean government plans to increase product coverage to 30 items by 
2011 and to introduce an all-risks damage estimation system for paddy rice and several 
crops.1 Also, the product coverage of the livestock insurance scheme to protect farmers’ 
income from outbreaks of animal disease and natural disaster increased from four 
livestock products (cattle, pigs, chicken and horses) in 2002 to nine livestock products, 
including deer, duck, pheasant, quail and turkey, in 2006. 

Stabilising the price of agricultural products 

Government purchase programmes for barley, maize and soybeans operated 
continuously over the last ten years, managed by the National Agricultural Cooperative 
Federation (NACF). The purchase prices of barley and maize have been held constant 
since 2001. Government purchases of barley have decreased from 247 000 tonnes from 
2004 to 124 000 tonnes in 2006. Also, government purchases of maize have decreased 
sharply from 4 000 tonnes in 2004 to 600 tonnes in 2006, reflecting the sharp fall in 
domestic production in recent years. However, the quantity of government purchase of 
soybeans has increased in recent years as domestic production increased (Table 2.1). 
From 2005, the government purchase programme for rice, in which the government paid 
a higher price than the market price, was abolished and a Public Stockholding Scheme, 
which is a purchase and release mechanism based on the current market price, was 
implemented. The purpose of the public stockholding scheme is the food security of 
major staples in the event of natural disasters or other unexpected circumstances. The 
target amount of public stockholding for rice is 864 000 tonnes, which amounts to two 
months national consumption. To keep this amount in good edible condition, the 
government needs to purchase 432 000 tonnes (half of 864 000 tonnes) during the harvest 
season and release the same amount during the non-harvest season each year. 

The price stabilisation activities for vegetables are funded by the Agricultural 
Products Price Stabilisation Fund which is financed partly by the government and 
partly by the revenue from sales of products purchased domestically for buffer stocks and 
the mark-up on imports of state traded items such as beans, soybeans, potatoes, onions, 
garlic, etc., which are managed by the Korea Agro-Fisheries Trade Corporation. Price 
stabilisation operations are sporadic and the main crops affected have been red pepper, 
garlic and onions.  
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Table 2.1. Government purchase prices and quantities of major cereals in recent years 

 

Units 20021 20031 20041 20051    2006p1 

Percentage change 

2003 
 to 

2004 

2004 
to 

2005 

2005 
to 

2006p 
Barley2           

 Purchase 
price 

’000 
KRW/t 

1 109 1 109 1 109 1 109 1 109 0.0  0.0  0.0 

  USD/t 886 931 968 1 083 1 160    

 Purchase 
quantity 

’000 t 247 162 180 181 124 11.1  0.6  -31.5 

Maize3           

 Purchase 
price 

’000 
KRW/t 

580  580 580 580 580 0.0  0.0  0.0 

  USD/t 464  487 506 566 606    

 Purchase 
quantity 

’000 t 3 4 2.5 1.7 0.6 -37.5  -32.0  -64.7 

Soybeans3           

 Purchase 
price 

’000 
KRW/t 

2 296  2 296 2 296 2 877 2 877 0.0  25.3  0.0 

  USD/t 1 835  1 928 2 005 2 809 3 009    

 Purchase 
quantity 

’000 t 4.8 5.4 10.5 12.6 14.1 94.4  20.0  11.9 

1. Calendar year basis. 
2. Polished-grain equivalent in the case of price, and unhulled-grain equivalent in the case of quantity. 

3. Polished-grain equivalent. 

Source: Ministry of Agriculture and Forestry. 

Developing and expanding off-farm income sources 

The government has been implementing programmes to expand off-farm income 
sources, including establishing Agricultural Industrial Complexes and Regional Specialty 
Products Complexes. These allow the industrial sector to use agricultural resources in a 
specific region more efficiently and provide another income source for rural 
communities. This project started in 1984 and 322 Agricultural Industrial Complexes 
were built by 2006. 

The Korean government has encouraged diversified programmes such as agro-
tourism in order to promote off-farm income and has supported infrastructure investments 
for agro-tourism in selected counties. During 2002~2006, 190 Green Tour Villages were 
built with government support and regional festivals were promoted as tourist attractions. 
In 2004, the government revised the Act for the Improvement of Infrastructure in Rural 
Community so as to ensure that farm-stay businesses are operated only by rural residents. 
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II.3. Polices enhancing agricultural competitiveness  

As an effort to strengthen the competitiveness of Korean agriculture, a variety of 
agricultural and forestry programs have been implemented that reduce production cost 
through farm consolidation,  foster competitive farm managing entities, encourage 
farmers to specialise, as well as promote the development of agricultural technology. 

Promoting farm consolidation 

Korea maintained strict farmland ownership rules under the land-to-tiller principle, 
such that farmers could not own more than three hectares of farmland until 1992. In order 
to get around the former 3 hectare ownership limit, some farm families used strategies 
such as assigning land holdings to different family members. In 1993, the farm size 
ownership limit was increased from 3 hectares to 10 hectares within the Agriculture 
Development Region (ADR). However, with permission from the county head, farmers 
could own up to 20 ha inside the ADR. The ADR is designated by municipalities and 
provinces according to the Farmland Act; within the ADR, conversion of farmland to 
non-agricultural uses is prohibited. In 1999, the ownership limit outside the ADR was 
increased from 3 ha to 5 ha and in 2002, the limit on farm size was abolished both inside 
and outside the ADR, and farmers may now own farmland without any size limitations. 
Only farm households could own farmland until 1990. However, this system was changed 
in 1990 as farmer’s association corporations, of which all members must be farmers, were 
allowed to own farmland. In 2002, the Farmland Act was revised to allow farmland to be 
owned by agricultural corporations under the conditions that investment by farmers 
represented at least half of the total investment, the representative of the corporation is a 
farmer and more than half of the executive board are farmers. 

The Korea Rural Community and Agricultural Corporation (KRC), a non-profit 
public body, has played an important role in farm consolidation. One major KRC project 
involves enlarging farm size to improve productivity and rural income through economies 
of scale and the consolidation of farmland. Under this project, farmers are provided 
financial support for leasing and acquiring farmland through low interest loans, with a 
focus on young, full-time rice producers. Between 1995 and 2004, the KRC selected 
84 831 rice farmers and provided these farmers with loans totalling KRW 3 trillion 
(USD 2.7 billion). Over this period, the average farm in this group increased from 2.2 ha 
to 4.3 ha and the average income increased to about KRW 12 million (USD 11 000) per 
farm, in part due to cost savings resulting from increased size of the farm. The efficiency 
of agricultural management through consolidation of farmland also increased; 85% of the 
supported farms were adjacent (within a radius of 500 metres) to the existing farmland. 

To facilitate farm enlargement and farmland mobility, a new farmland banking 
system, which is run by the Korean Rural Community and Agricultural Corporation 
(KRC), was introduced in 2005. It provides information to farmers who wish to own or 
rent farmland from the KRC or others who want to sell or lease farmland and plays a role 
as mediator in the farmland market. Although non-farmers are prohibited from holding 
farmland in principle, they may hold more than 1 hectare of farmland acquired by 
inheritance or out-migration as long as they lease it to KRC. This change has been in 
effect since October 2005 as a result of the revision of the Farmland Act. Its aim is to 
minimize the fragmentation of farmland and encourage young full-time farmers to 
increase the scale of their farms more easily through a farmland banking system. In 2006, 
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a new program was introduced whereby the KRC will buy farmland from farmers who 
hold a significant amount of debt. If viable, the KRC will then lease the farmland back to 
them. This program aims to stabilize the farmland market and support farmers who are in 
temporary financial difficulty. 

Recruiting young farmers and promoting specialization 

To encourage new farmers, the Korean government has implemented several policies. 
Between 1981 and 2006, 125 000 future farmers were selected and supported with loans 
totalling KRW 2 438 billion (USD 2 653 million). Every year, about 1 000 new farmers 
under 35 years can receive a loan of a maximum KRW 200 million (USD 175 000) to 
start farming and repay it over the next 15 years. To smooth the path for new entrants, a 
guardianship system for new entrants was introduced in 2005. Under this system, 
experienced farmers or specialists such as professors in agricultural studies can be 
designated as guardians for new farmers with the government financing consultation and 
educational expenses. 

To promote specialized farmers, special loans were provided to rice, livestock, fruit 
and vegetable farmers to support expansion of farm size, the purchase of new machines, 
and the renovation of orchard facilities. Loans totalling approximately KRW 1 476 billion 
(USD 1 587 million) will be provided to these selected specialized farmers at a special 
interest rate of 3% in 2007. From 1998, subsidies have been provided to cover 
management consulting fees. 

The promotion of agricultural technology development 

To promote R&D in the agricultural sector, the Agricultural Research and 
Development Promotion Center (ARPC) was established in 1995. Through this new 
agency, KRW 391 billion (USD 358 million) was attributed to 3 005 research projects. 
Through 2002-2006, the government budget for R&D increased at an average rate of 
6.4%, which is higher than the national budget increase rate of 4.1%.  

To develop regional networks among the academic community, research institutes, 
the industrial sector and local governments for the provision of technical and marketing 
assistance to farmers, the government launched the regional agriculture cluster 
programme with a budget of KRW 12 billion (USD 12.6 million) in 2005 and KRW 20 
billion (USD 20.9 million) in 2006. 
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II.4. Agro-food policy 

Enhancing food safety 

Policies to cope with growing consumer concerns about food safety have been 
intensified. The traceability scheme for agricultural and livestock products, launched in 
2004 on a pilot basis for beef, has begun to be applied throughout the market. The 
breeding and movement history of branded cattle has begun to be computerized in an 
electronic database. After slaughtering, meat cuts will carry an identification number all 
the way to the retail stage. The government established a system of DNA tests to identify 
beef quality as of 2005. In 2006, the government established a traceability information 
system for agricultural products (www.farm2table.kr) and about 8 800 farm households 
and 800 distributors are participating in this programme.  

The HACCP (Hazard Analysis Critical Control Point) system was introduced in 1997 
and applied to all slaughtering houses as of 2003. It is now being applied widely in the 
livestock and milk industry. After three years of preparation, the government launched 
the Good Agricultural Practices (GAP) regulation and designated 21 institutions as 
GAP certification agencies in 2006. About 3 700 farm households participated in this 
programme. The number of safety tests for agricultural products rose from 43 000 items 
in 2000 to 66 000 items in 2006. 

The outbreaks of foot and mouth disease in 2002 and Avian Influenza (AI) in 2003 
seriously concerned Korean society. To cope with the potential increased inflows of 
damaging infectious diseases due to growing international movement of people and 
products, the “Comprehensive Livestock Disease Control Plan” was established in 2004; 
this plan has improved the disease control response system, its organization as well as 
human resources allocated to this sector. 

Modernizing distribution channels for agricultural products 

In 1998, the Korean government established a Committee for reform of the 
distribution system for agricultural products and began a drive to modernize the 
distribution system. More public wholesale markets were constructed and an electronic 
auction system was implemented in 1999. In response to changing market conditions a 
direct transaction system was put in place alongside the auction system from 2000 and a 
real-time information network was established in order to improve the transparency and 
flow of market information. 

The number of Agricultural products Processing Centers (APCs) which manage 
systematically the selection, storage, packaging and marketing of specific products in the 
region has increased from 134 in 1998 to 253 in 2006. The number of specialized local 
distributing companies has also increased from 99 in 2000 to 658 in 2005. The 
Geographical Indication (GI) system was introduced in 1999 and 54 regional products 
were certified as GI products by 2007. 

With a view to ensuring an optimum level of production of perishable commodities, 
including vegetables and fruits, and to stabilizing their prices, the government introduced 
a marketing orders system in 2000. Under this system, farmers are prohibited from selling 
commodities which do not meet certain quality standards when demand and supply are 
highly unstable. 
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To promote e-commerce in agricultural products and direct sale from producers to 
consumers, a nationwide e-commerce shopping mall (www.a-peace.com) was established 
in 2000. The system of quality standards for agricultural products has been accelerated 
and now more than half of agricultural products are marketed following national 
standards on agricultural products. Also, marketing of agricultural products under specific 
brand names has increased significantly in recent years.  

Promotion of the agro-food industry 

Through the Law of Promotion of the Agricultural Products Processing Industry, in 
place since 1993, the Korean government has promoted the establishment of local food 
companies which use agricultural products in their region. The system of traditional 
food designation was started in 1999, with 43 items selected by 2007. Currently 
271 traditional food factories can use the mark of quality certification of traditional foods 
from the Ministry of Agriculture and Forestry on their products. 

Recently, the Korean government has recognized that the agro-food industry will be 
important in the future. In 2005, it established a “Comprehensive Plan for Promotion of 
the Agro-Food Industry,” the aims of which are to increase R&D in the food industry, to 
promote the globalization of Korean traditional food, to improve human capital and skills 
in the agro-food sector, and to improve the connection between regional specialty 
agriculture and the food industry. Through the institutional change giving the Ministry of 
Agriculture and Forestry responsibility for the food industry and the establishment of the 
Agro Food Promotion Act in 2007, the Korean government is trying to strengthen links 
between agriculture and the food industry.  

II.5. Environment policy 

Fertilizer and pesticide use in agriculture in Korea is among the most intensive in the 
world. Agriculture accounts for nearly 50% of total water use and, with growing 
competition for water resources nationally, agriculture is under pressure to manage water 
more efficiently. Trends in water quality indicate that agriculture is an important source 
of pollutants. The principal pollutants are nitrates and phosphates, especially from 
livestock operations and to a lesser extent fertilisers, with concentrations increasing in 
some rivers, lakes and reservoirs. There is also an accumulation of phosphorus, heavy 
metals in agricultural soils. The build-up of phosphorus in agricultural soils from the 
overuse of fertilisers and livestock manure is more than twice that required for the 
optimal level of growth in some areas. Korea had provided support that has important 
environmental implications including fertilisers, pesticides, irrigation and energy. 

To cope with environmental concerns in society, the Korean government established 
the Environmentally Friendly Agriculture Promotion Act in 1997 and launched its Mid-
term (five year) Plan for environment-friendly farming practices in 2001. Policy 
objectives are to stimulate the adoption of sustainable farming practices, cut chemical 
input use, encourage the adoption of soil conservation practices, and address biodiversity 
concerns.  

Reducing the use of fertilisers and pesticides 

The objective of achieving self sufficiency in rice and increasing the productivity of 
crops led to a policy of subsidizing fertilisers and pesticides and resulted in Korean 
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farmers being the most intensive users of fertilisers and pesticides in the world. From the 
mid-1990s, efforts have been made to reverse this situation. Integrated Pest Management 
(IPM) and Integrated Nutrient Management (INM) programmes were introduced in 1993. 
Since 1997 pesticides have been subject to an environmental charge per container of 
KRW 6 (USD 0.006) (less than 500 ml) to KRW 16 (USD 0.014) (more than 500 ml). 
Subsidies to fertilisers decreased from 1996 and were stopped by 2005. Through these 
efforts, the average usage of chemical fertilisers per hectare decreased from 424 kg in 
1995 to 376 kg in 2005 and the average use of chemical pesticides per hectare decreased 
from 11.1 kg in 2000 to 10.7 kg in 2005.  

The expansion of environmentally-friendly farming 

Since the introduction of the Environmentally-friendly Agriculture Promotion Act of 
1997, several measures have been introduced to encourage environmentally-friendly 
farming practices. From 1999, direct payments for environmentally friendly farming 
were introduced to compensate for the reduction of yields brought by the adoption of 
environmentally friendly farming practices. In 2006, the payment per hectare for 
environmentally friendly farming was increased to between KRW 524 and 794 000 
(USD 548 to 831) for dry fields and between KRW 217 and 392 000 (USD 227 to 410) 
for paddy fields. About 27 000 farm households who produced low-chemical, chemical-
free and organic products received total payments of KRW 11.4 billion (USD 11.9 
million) in 2006. Government supports were provided to local governments to finance 
facilities and equipment in designated environmentally-friendly farming areas. During 
the period 2001-2005, 191 environmentally-friendly areas were built up. A pilot 
programme providing direct payments for environmentally-friendly livestock 
practices, introduced in 2004, was continued for nine hundred livestock-producing farm 
households with a budget of KRW 5.8 billion (USD 6 million) in 2006. 

A labelling system was introduced in 1999 to enhance consumer recognition of 
organically grown produce. Through these efforts, the share of environmentally-friendly 
products in all agricultural products has increased from 0.2% in 2000 to 4.4% in 2005. 
The number of stores which sell these environmentally-friendly products increased from 
352 in 2000 to 1 200 in 2005 and the number of farmers who produce environmentally-
friendly products increased from 2 000 in 2000 to 53 000 in 2005. 

The management of livestock manure 

Surpluses of both nitrogen and phosphate from agriculture have grown rapidly, 
mainly due to rising pig and poultry numbers. Agricultural water pollution from livestock 
operations has been identified as a serious environmental issue that farmers need to 
address. In 2006, 44 million metric tonnes of livestock manure was produced, of which 
42% was from the hog industry. To build facilities and equipment for the processing of 
livestock manure, more than KRW 1 trillion (USD 1 billion) was provided to livestock 
farmers during 1991-2005. By 2002, 98% of livestock farmers were equipped with a 
processing system. A comprehensive plan for efficient management and utilization of 
livestock manure was established in 2004. The implementation of the plan concentrates 
on establishing a system of efficient utilization of livestock manure for crop production. 
Advice to farmers on the efficient management of livestock manure and the development 
of new technology are also the main objectives of the plan. A pilot programme of direct 
payments for environmentally-friendly livestock practices was implemented during the 
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period 2004-2006. To promote efficient management of livestock manure and food 
safety, a registration system for livestock farmers was introduced from 2005.  

Around 44 million tonnes of livestock manure was produced in 2006, of which 
2.6 million metric tonnes was dumped into the sea causing harmful effects on coastal 
fisheries. In June 2007 the Korean government introduced a special plan to reduce 
dumping of livestock manure into the sea and to bring the practice to a complete stop by 
2012. According to this plan, the government will try to decrease sea dumping by 
0.5 million tonnes each year by investing around KRW 60 billion (USD 63 million) in the 
management of livestock manure each year until 2011. 

Overall National agro-environmental performance 

Figure 2.1 shows agro-environmental performance compared to the OECD average. 
The agricultural nitrogen and phosphorus balance has decreased between 1990-92 and 
2002-04. While there was a small reduction in agricultural greenhouse gas (GHGs) 
emissions, Korea experienced the highest increase in ammonia emissions among OECD 
countries. On-farm energy consumption has increased 43% over the period 1990-92 to 
2002-04. Overall, the net burden on the environment from agriculture is significant in 
Korea, but recent policy developments are beginning to address the issue.  

Figure 2.1. National agri-environmental performance compared to the OECD average 

Unit Years Korea OECD
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kg P/hectare 2002-04 48 10
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n.a. Data not available.  
1. For agricultural water use, pesticide use, and agricultural ammonia emissions, the % change is over the period 1990-92 to 
2001-03. 
2. Percentage change in nitrogen and phosphorus balances in tonnes. 

Source: OECD (2008), Environmental Performance of OECD Agriculture since 1990: Main Report, Paris, France. 
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II.6. Rural development policy 

Rapid industrialization of the Korean economy started from the 1960s. Korea is a rare 
example of a country that experienced rapid industrialization in one generation. The rapid 
migration from rural to urban areas with industrialization has led to rural areas being left 
behind. In the more recent period, this has led to increased interest in rural development. 

Improving rural infrastructure 

To improve rural infrastructure such as dwellings, roads, drinking water installations 
and sewage facilities, the Ministry of Agriculture chose 770 rural areas and invested on 
average KRW 3 billion (USD 3 million) in each area (total KRW 2 335 billion) during 
the period 1990-2004. Also, a special development plan was put in place for 361 specially 
lagging rural areas with a total budget of KRW 1 709 billion (USD 1 715 million) during 
1990-2004. From 2004, new comprehensive development projects for selected rural 
villages were launched. Through these projects, selected hub villages which have the 
potential to become rural cultural leaders can receive government support from 
KRW 4 billion to KRW 7 billion (USD 4 million to USD 7 million). How the 
government support is invested is decided by villagers themselves. Under this project, 
36 villages were chosen as rural hubs in 2004, 40 villages in 2005, and 20 villages in 
2006. There are plans to increase the number of these hub villages to 1 000 by 2017. 

Promoting agro-tourism 

From the mid-1980s, agro-tourism was pursued as another source of income for 
farmers. Government support to Green Tour Villages was introduced in 2002. These 
villages provide programmes for urban people to experience agriculture and rural life. By 
2006, the number of these villages had increased to 190 and the number of visitors had 
increased to 1.3 million. There are plans to increase the number of green tour villages to 
850 by 2017. Support is granted for the construction of facilities and for professional 
advice on the effective management of the tour villages. To promote rural tourism, 
regional festivals are widely used as tourist attractions. From 2004, the government 
started a nation-wide campaign to promote summer vacations in rural areas.  

The Korean government introduced a new pilot project of direct payments for 
landscape conservation in 2005 with a budget of KRW 600 million (USD 586 000). It 
consists of a payment per hectare to farmers who cultivate plants to preserve the 
traditional landscape in selected villages. About 470 hectares from 1 000 farm households 
participated in this pilot programme in 2006. 

A “One Company, One Village Community Movement” was begun as a new tool 
for rural development in 2004. This programme succeeded in attracting the attention of 
Korean companies and 14 498 sponsor-relationships were made by 2006. Through this 
programme, the employees of the participating companies visit the related rural areas at 
least once a year and contribute to increasing rural incomes by buying agricultural 
produce directly from farmers.  

Improving the welfare system in rural areas  

To construct an effective social safety net in the rural areas, the level of several 
supports was increased recently. In 2006, the government lowered health insurance 
premiums for farmers by 50% (the other 50% is paid by the government) and expanded 
government support of pension payments. Also, the maximum level of compensation 
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following a farm accident was increased from KRW 10 million (USD 9 000) in 2004 to 
KRW 35 million (USD 38 000) in 2007. To ensure the effective adjustment of policies 
related to the rural welfare system, a special committee which involves 15 Ministries and 
one government Agency was established in 2005 under the Prime Minister’s Office. 

Promoting agro-food industry in rural areas 

The promotion of the agro-food industry has become one of the most important policy 
tools to keep rural viability. By 2006, 686 items in 157 counties have been designated as 
regional specialty agricultural products and special brand names are being developed. In 
addition to this, the government introduced a Geographical Indication system in 1999 
and 54 products were designated as GI products by 2007.  

To establish regional networks among the academic community, research institutes, 
the industrial sector, and local government for providing technical or marketing 
assistance to farmers, the regional agriculture cluster programme was implemented 
from 2005. The budget for this programme has increased from KRW 12 billion (USD 12 
million) in 2005 to KRW 60 billion (USD 64 million) in 2007. 

II.7. Trade policy 

Import liberalization of agricultural products through the WTO and various FTA 
negotiations is one of the most important challenges facing the agriculture sector. With 
the implementation of the Uruguay Round agreement, import restrictions on all 
agricultural products except rice and rice products were converted to tariffs. Over the last 
ten years, the Doha Round trade negotiations, the rice negotiation in 2004 and several 
FTA negotiations were the major events in the field of agricultural trade.  

Rice negotiation in 2004 

Barriers to imports have long played a central part in rice policy. The result of the 
Uruguay Round Agreement on Agriculture (URAA) negotiation was that Korea received 
special treatment for rice permitting the suspension of tariffication for ten years from 
1995 to 2004. Instead, Korea agreed to increase Minimum Market Access for rice imports 
from 1% of domestic consumption in 1995 to 4% in 2004.  

In 2004, these special provisions were re-negotiated and an agreement was reached to 
continue special treatment for another ten years from 2005 to 2014. Under this new 
agreement, the Minimum Market Access volume would be increased from 4.4% of 
domestic consumption in the year 2005 to about 8% of domestic consumption in the year 
2014. Also, the Korean government was required to sell some of the imported rice in the 
domestic market for table use. Prior to this the imported rice had been incorporated 
exclusively in processed products. 

Following the 2004 agreement, the Korean government decided to initiate policy 
reform in the rice sector by reducing reliance on price support and introducing the direct 
income support mechanism described earlier in this chapter.  

FTA negotiations 

Korea’s first FTA partner was Chile. Negotiation started in 1999 and an agreement 
was reached in 2002. The parliament ratified the FTA with Chile in March 2004. During 
the ratification process in the parliament, the most controversial issue was how to 



Chapter II. Agricultural Policies, 1995-2007– 39 
 
 

EVALUATION OF AGRICULTURAL POLICY REFORMS IN KOREA –© OECD 2008 

implement a compensation policy in the agricultural sector. This first FTA negotiation 
experience boosted confidence to continue FTA negotiations with other countries. As the 
multilateral negotiations under the Doha Round have fallen behind schedule, the Korean 
government has started to pursue FTA negotiations more vigorously with several 
countries simultaneously. 

Currently, three FTAs with Chile, Singapore, EFTA (European Free Trade 
Association) and an FTA on commodity sector with ASEAN are in effect. An FTA 
agreement with the United States was reached in April 2007. FTA negotiations are 
currently under way with EU, Canada, India, Japan and Mexico (Table 2.2). The start of 
FTA negotiations with China, Australia, New Zealand, GCC (Gulf Cooperation Council) 
is under consideration. The results of the two most important FTAs in the agricultural 
sector (with Chile and the United States) are discussed below. 

Table 2. 2. calendar of FTA negotiations 

(1) Currently Effective FTA 

Chile 

1999  12. Negotiation started 

2002  10. Agreement reached 

2004  3.  Ratification from Korean parliament 

2004  4.  Effective 

Singapore 

2004  1. Negotiation started 

2004  11. Agreement reached 

2005  12. Ratification from Korean parliament 

2006  3. Effective 

EFTA 

2005  1. Negotiation started 

2005  7. Agreement reached 

2006  6. Ratification from Korean parliament 

2006  9. Effective 

ASEAN 

2005  2. Negotiation started 

2006  4. Agreement reached on commodity sector 

2007  5. Ratification from Korean parliament 

2007  6. Effective 

(2) Agreement Reached 

United States 2006  6. Negotiation started 

2007  4. Agreement reached 

(3) Under Negotiation 

Japan 2004  1. Negotiation started 

Canada 2005  7. Negotiation started 

Mexico 2006  2. Negotiation started 

India 2006  3. Negotiation started 

EU 2007  5. Negotiation started 

Source: Ministry of Agriculture and Forestry 



40 – Chapter II. Agricultural Policies, 1995-2007 
 
 

EVALUATION OF AGRICULTURAL POLICY REFORMS IN KOREA © OECD 2008 

The results of the FTA with Chile 

No concessions were granted on the most sensitive products in Korea (mainly rice, 
apples, and pears). Garlic, onions, mandarins, dairy products, chicken meat and beef were 
also excluded but the tariff elimination schedule for these products will be negotiated 
after the end of the Doha Development Agenda negotiations of the WTO. Tariffs for 
grape, kiwi, wine and pork will be reduced over the next ten years and eliminated by 
2014. In 2006, the tariff on grapes and kiwi from Chile was 33.1% (compared to 45% 
from other countries), the tariff for wine from Chile was 7.5% (compared to 15% from 
other countries), and the tariff for pork from Chile was 16% (compared to 22.5% from 
other countries). While imports from all sources have been increasing for these products, 
growth in imports from Chile has been particularly high compared to other countries 
since the start of the implementation of the agreement in 2004. In 2006, imports of kiwi 
were seven times higher than in 2003 and imports of wine were five times higher than in 
2003. Total imports of agricultural products from Chile in 2006 increased about three 
times compared to 2003 (Table 2.3).  

Table 2.3. Imports of agricultural products from Chile to Korea 

(thousand USD) 

 2003 
(A) 

2004 
 

2005 
 

2006 
(B) 

Increase 
ratio 
(B/A) 

Total agricultural 
products 52 355 81 507 125 179 148 557 2.8 

Kiwi 1 758 2 885 7 996 12 255 7.0 

Grape 13 656 13 133 19 158 27 835 2.0 

Wine 2 990 8 008 11 884 15 376 5.1 

Pork 30 237 54 725 80 627 83 557 2.8 

Source: Ministry of Agriculture and Forestry. 

During the ratification process in 2004, the Korean parliament introduced a new Law 
for Implementing Free Trade Agreement. This law established a new fund totalling 
KRW 1.2 trillion (USD 1.1 billion) to compensate domestic fruit producers. By 2006, 
KRW 465 billion (USD 446 million) was used to compensate retiring fruit farmers and to 
support projects to increase competitiveness of the fruit industry such as the construction 
of new marketing facilities. 

Exports of Korean industrial products to Chile have increased significantly due to the 
reduction of tariffs after the FTA became effective. Exports of automobiles to Chile have 
increased from 22 510 cars in 2003 to 48 925 cars in 2006 and Korea’s share of car 
imports to Chile has increased from 18.8% in 2003 to 25.7% in 2006. Also, exports of 
mobile phones and TV sets have increased by an average of 108% and 24% respectively 
per year over the past three years. Total exports from Korea to Chile have increased 
around three-fold over the last three years. 
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The results of the FTA with the United States 

Negotiations with the United States were concluded in April 2007 and the resulting 
FTA is currently in the process of ratification in the Korean parliament. The agricultural 
sector was the main issue in the negotiations. The United States agreed to eliminate the 
tariffs for 1 065 items among its 1 813 agricultural products from the effective year and to 
eliminate tariffs for all agricultural products within 15 years. Korea agreed to eliminate 
tariffs for 578 items among its 1 531 agricultural products from the effective year. 
Table 3.4 shows Korean concessions for major agricultural products. 

Table 2. 4. Korea’s concessions on major agricultural products  
in FTA with the United States 

Type of concession Major agricultural products 

Exemption from 
concession 

Rice 

Reduce to zero the in-
quota tariff while 
maintaining  the current  
out-of -quota tariff  

Edible maize, edible potatoes, 
Skim milk power, whole milk power, natural honey 

Reduce to zero the in-
quota tariff and gradual 
decrease of out-of-quota 
tariff to zero by the target 
year (within 10-18 years) 

Cheese, butter, barley, starches, ginseng, 
red-bean, green peas, sweet potatoes, buckwheat 

Gradual decrease of tariff 
to zero by the target year 

-- within 20 years: fuji apple, oriental pear 
-- within 15 years: beef, egg, red pepper, garlic, ginger, kiwi, 
tangerine, green tea, chestnut, sesame, sesame oil 
-- within 12 years: chicken meat, frozen duck meat, frozen onion, melon 
-- within 10 years: pork, sheep meat, peach, persimmon 

Establishment of 
seasonal tariff Orange, Grape 

Zero-tariff from the 
effective year 

Orange juice, grape juice, flowers, eggplants,  
Coffee, wine, wheat, live animals, tomato paste 

Source: Ministry of Agriculture and Forestry. 

The Korea Rural Economic Institute (KREI) estimated that implementation of this 
agreement with the United States will result in reductions in the value of domestic 
production of KRW 447 billion (USD 481 million) in the fifth year, KRW 896 billion 
(USD 963 million) in the tenth year, and KRW 1 036 billion (USD 1 117 million) in the 
fifteenth year and afterwards. Currently, a specific compensation plan is being prepared 
for ratification by parliament. 

The Korea Institute for International Economic Policy (KIEP) estimated that Korea’s 
exports of automobiles, fibers, and electronic products to the United States would 
increase by USD 836 million, USD 194 million, and USD 160 million per year 
respectively due to the reduction of tariffs. It also estimated that exports of industrial 
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goods to the United States would increase by USD 1 387 million per year and boost 
industrial production in Korea by KRW 5 532 billion (USD 5 948 million) per year when 
the agreements with United States are implemented. 

 

 

NOTE 
 

1. Currently, the seven products in the crop insurance scheme are fruits; apples, pears, 
peaches, grapes, tangerines, and persimmons (sweet and astringent). In the current 
individual-risk estimation system for fruits, yield loss is estimated each time a 
hailstorm, typhoon, or frost damage occurs. If an all-risks damage estimation system 
is introduced for certain crops in the future, the damage would be assessed only once 
in the harvest season by comparing difference between standard yields and actual 
yields. 
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Chapter III. 
 

ANALYSIS OF SUPPORT TO AGRICULTURE 

This chapter is composed of two sections. The first section discusses the support 
measures in terms of quantitative estimates of the transfers to producers from consumers 
and taxpayers. For this purpose, the key indicators are the Producer Support Estimate 
(PSE) and the Consumer Support Estimate (CSE). The second section utilizes the 
Policy Evaluation Model (PEM) to evaluate how variations in support levels affect 
production, trade, and welfare. For this purpose, a new Korean module covering the rice, 
milk, beef, grains and oilseeds sectors was developed and added to the OECD PEM 
model. 

III.1. Evolution and decomposition of support to agriculture 

Evolution of support 

The Producer Support Estimator (PSE) is the monetary value of gross transfers 
from consumers and taxpayers to agricultural producers, measured at the farm gate level, 
arising from policy measures that support agriculture. It includes market price support 
(MPS) and budgetary payments.1 The PSE indicators are expressed in both absolute 
monetary terms (in national currencies, in US dollars and in Euros) and in relative terms –
 in the case of the % PSE as a percentage of the value of gross farm receipts (including 
support payments) in each country for which the estimates are made. The percentage PSE 
shows the degree to which farmers are supported in a way that is not influenced by the 
sectoral structure and inflation rate of the country concerned, making this estimate the 
most widely acceptable and useful indicator for comparisons of support across countries 
and time. 

Graph 3.1 shows the evolution of the percentage PSE over the time period from 1986 
to 2006. From 65% at the beginning of the period, it peaked at 75% in 1988 and gradually 
declined thereafter. From 1988 to 1995, the percentage PSE was higher than 70% and 
remained in the range of 60 to 67% during the period from 1996 to 2006 with the 
exception of the year 1998 when Korea was hit by a financial crisis and its exchange rates 
were exceptionally high. The percentage PSE for Korea was more than double the OECD 
average at the end of the period. In the period 2004-06, Korea had the fourth highest 
percentage PSE, following Iceland, Norway and Switzerland (Graph 3.2). 
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Graph 3.1. Percentage PSE in Korea and in the OECD area, 1986-2006 
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Source: OECD, PSE/CSE database, 2007. 

Graph 3.2. Percentage PSE in Korea and in other OECD countries, 2004-2006 
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Source: OECD, PSE/CSE database, 2007. 

The Producer Nominal Assistance Coefficient (producer NAC) is the ratio 
between the value of gross farm receipts including support and gross farm receipts (at 
farm gate) valued at border prices (measured at farm gate). In general, changes in 
producer Nominal Assistance Coefficients (NAC) have followed the evolution of the 
percentage PSE. The producer NAC increased from 2.9 in 1986 to 4.1 in 1988 and it 
remained above 3.5 until 1995. It fell sharply in 1996 and remained in the range of 2.5 to 
3.0 until 2006 (except in the year 1998). The Producer Nominal Protection Coefficient 
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(producer NPC) is the ratio between the average price received by producers (at farm 
gate), including payments per tonne of current output, and the border price (measured at 
farm gate). Since MPS is the dominant factor in the PSE for Korea, the evolution of the 
producer NPC through time follows closely that of the producer NAC (Graph 3.3). 

Graph 3.3. Producer NAC and producer NPC in Korea 
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Source: OECD, PSE/CSE database, 2007. 

The changes in support to agriculture are essentially the result of variations in the gap 
between world prices and domestic prices, as measured by market price support. These 
changes are also reflected in the evolution of transfers from consumers to producers, the 
main component of the Consumer Support Estimate (CSE). Starting from 63% in 1986, 
the percentage CSE reached the highest point of 71% in 1993. It fell to as low as 53% in 
1998 and has remained around 60% in recent years. The percentage CSE is lower than the 
percentage PSE in Korea. The gap between the PSE and the CSE is mainly due to a large 
and increasing proportion of domestic consumption of soybeans and other crops that are 
imported and these imports are subject to a low level of border protection. Changes in the 
Consumer Nominal Assistance Coefficient (consumer NAC) have followed the 
evolution of the percentage CSE. The consumer NAC was 2.9 on average in 1986-88. A 
peak of 3.5 was reached in 1993 and it fell to 2.1 in 1998. It was around 2.6 in 2006 
(Graph 3.4).  
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Graph 3.4. Percentage CSE and consumer NAC in Korea  
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Source: OECD, PSE/CSE database, 2007. 

Decomposition of support 

Graph 3.5 shows the changes in the share of the main support components in the PSE 
between the period 1986-88 and 2004-06. In the period 1986-88, the market price support 
(MPS) was the dominant factor accounting for 99% of the PSE. Payments based on input 
use composed the other 1%. The share of MPS fell significantly to 91% in 2004-06 as 
other budgetary payment programmes were introduced. Payments based on input use 
increased from 1% in 1986-88 to 2% in 2004-06. Payments based on current factors 
(production required) accounted for 5% of PSE in 2004-06. This reflects increased area 
payments for paddy field, disaster payments, and payments for social programmes. 
Support based on non-current factors and not requiring production made up 2% of the 
PSE in 2004-06. This reflects the recently introduced fixed payment for paddy field. 
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Graph 3.5. Breakdown of PSE in Korea, by category 
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Source: OECD, PSE/CSE database, 2007. 



48 – Chapter III. Analysis of Support to Agriculture 
 
 

EVALUATION OF AGRICULTURAL POLICY REFORMS IN KOREA © OECD 2008 

The PSE contribution analysis helps to identify the relative importance of changes in 
the various PSE components in explaining the overall changes in PSE, ceteris paribus. 
The three year average of the PSE in Korea increased 150% from KRW 9 635 billion 
(USD 11 874 million) in 1986-88 to KRW 24 109 billion (USD 23 140 million) in 2004-
06.2 Table 3.1 shows the relative contributions of the MPS and budgetary payments. If 
budgetary payments had remained constant at the 1986-88 level, the change in the MPS 
would have contributed to a 128% increase in the PSE. Alternatively, if the MPS had 
remained constant, the change in budgetary payments would have contributed to a 22% 
increase in the PSE. The contribution of the budgetary payments to the change in PSE is 
dominated by payments based on current area/animal/receipts/income (A/An/R/I), which 
accounts for 12% or more than half of the 22% contribution from all budgetary payments. 

Table 3.2 shows the contribution of the changes in quantity and unit MPS to the 
changes in MPS between the periods 1986-88 and 2004-06 by commodity. The MPS 
increased significantly for all commodities with the exception of barley. While the 
contribution of the production quantity of crops (rice, barley and soybean) would have 
implied a decrease in the MPS, ceteris paribus, this effect was dominated by a larger 
positive contribution from unit MPS (rice and soybean). For livestock products (pork, 
poultry, beef, milk, eggs) both the quantities produced and unit MPS contributed 
positively to the observed increase in MPS, but the dominant factor was in most cases the 
unit MPS (pork, beef, milk, eggs). A weighted average % change for all commodities can 
be constructed using as weights individual commodity MPS in the previous period. The 
result, an increase of 81%, is composed of a negative contribution from quantity produced 
(-5%) and a much larger positive contribution from unit MPS (86%). This implies that the 
increase of unit MPS was the dominant factor contributing to the increase in MPS. 

Unit MPS represents the price gap between the producer price and the border price. 
The weighted average increase in producer prices was 94% between 1986-88 and 2004-
06. Similarly, the weighted average increase in border prices was 166% over the same 
time period. However, because producer prices were on average 3.3 times higher than 
border prices during the 1986-88 base period, unit MPS increased significantly as well.3 
The contribution of the world price expressed in US dollars (122%) dominated the 
contribution from the won/US dollar exchange rate (43%, see Table 3.3). In conclusion, 
the increase of the PSE in Korea was due to significant increases in MPS for most 
commodities which were in turn mainly the result of increases in the price gap between 
producer and border prices. 

Table 3.1. Contribution to change in Producer Support Estimate in Korea,  
1986-88 to 2004-06 

Contribution of Contribution of budgetary payments (BP) based on:

Value of 
Producer 
Support1

MPS BP Production
Input 
use

Current 
A/An/R/I 

production 
required

Non current 
A/AN/R/I 

production 
required

Non-current 
A/AN/R/I 

production 
required

Non-
commodity 

criteria

Miscel-
laneous

% change % change in PSE if all other variables are held constant

150.2 128.5 21.7 0.0 4.7 12.1 0.0 4.8 0.1 0.0  
1.% changes in national currency. 

Source: OECD, PSE/CSE database, 2007. 
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Table 3.2.Contribution to change in Market Price Support,  
1986-88 to 2004-06 

Contribution to % change in MPS of:

Quantity Unit MOS

% change if all other variables are held constant

Soyabean 152.4 -55.9 208.3

Barley -27.5 -102.3 74.8

Rice 39.2 -20.9 60.1

Milk 205.2 85.7 119.5

Beef 209.8 20.6 189.2

Pigmeat 376.3 159.5 216.8

Poultry 145.5 117.5 28.0

Egg 20 097.4 3 099.1 16 998.3

Chinese cabbage 46.7 -8.4 55.1

Garlic 56.0 -1.2 57.2

Pepper 44.6 -29.0 73.5

Market Price Support 

(MPS)1

 
1.% changes in national currency. 

Source: OECD, PSE/CSE database, 2007. 

Table 3.3. Contribution to change in Unit MPS,  
1986-88 to 2004-06 

Producer price1 Border price1

% change % change Exchange rate World price (USD)

if all other variables are held constant

Korea 94.4 165.6 43.3 122.4

Contribution to % change in border price of:

 

1.% changes in national currency. 

Source: OECD, PSE/CSE database, 2007. 

Single Commodity Transfers (SCT) are the annual monetary value of gross 
transfers from policies linked to the production of a single commodity such that the 
producer must produce the designated commodity in order to receive the payment. The 
%SCT is the SCT expressed as a share of gross farm receipts for the specific commodity 
(including support in the denominator). The percentage SCT by commodity was more 
than 70% for rice, barley and soybean in the time period 2004-06. It was around 60% for 
milk and beef, and less than 40% for poultry and eggs (Graph 3.6).4 
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Graph 3.6. Producer SCT by commodity, 2004-06 
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Source: OECD, PSE/CSE database, 2007. 

Evolution of total transfers 

Total Support Estimate (TSE) is the annual monetary value of all gross transfers 
from taxpayers and consumers arising from policy measures that support agriculture. It 
includes PSE and General Services Support Estimate (GSSE). General Services Support 
Estimate (GSSE) is the annual monetary value of gross transfers to general services 
provided to agriculture as a sector (such as research, development, training, inspection, 
marketing and promotion), arising from policy measures that support agriculture. 

Between the period 1986-88 and the period 2004-06, the total support estimate in 
Korean won has increased 2.6 times from KRW 10 539 billion (USD 12 988 million) to 
KRW 27 456 billion (USD 26 352 million) (Graph 3.7). The GSSE has increased faster 
than the PSE. During this period, the GSSE in Korean won increased about four fold and, 
as a result, the share of GSSE in TSE increased from 8.0% in 1986-88 to 11.9% in 2004-
06. 

Percentage TSE (expressed as share of GDP) has declined steadily over the period, 
from 9% in 1986 to 3.3% in 2006, although the TSE in Korean won increased 
significantly as the economy developed. The percentage TSE for the OECD as a whole 
was about 1.1 in 2004-06, with only Turkey being close to the level in Korea 
(Graph 3.8). 
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Graph 3.7. Evolution of Total Support Estimate and Percentage TSE 
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Graph 3.8. Total Support Estimate by country (Percentage of GDP) 
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III.2 PEM analysis of support to Agriculture 

The OECD Policy Evaluation Model (PEM) was modified for this study to include 
Korea. The model contains representations of the rice, milk, beef, grains, and oilseeds 
sectors for Korea. The work to expand the PEM was undertaken in cooperation with the 
Korean Rural Economic Institute (KREI), who provided information and guidance during 
the development process.  

The PEM is a partial equilibrium model of agricultural production that is designed to 
connect the data in the PSE database with economic outcomes in terms of production, 
trade and welfare in a stylised manner. This version of the PEM model for Korea uses the 
standard PEM structure for all commodities except rice and milk. A discussion of the 
structure of the PEM model can be found in [AGR/CA/APM(2005)30]. The rice market 
is autarkic while the milk market is designed to take into account the milk marketing 
structure which typically involves a quota system that sets in- and out-of quota prices.  

Representation of rice markets in the PEM 

The PEM representation of Korean trade measures for rice involves quantitative 
restrictions that specify the allowable level of imports. This border measure structure 
effectively isolates the domestic market from the world market such that the domestic 
market price for rice is determined internally. Thus, there is no price transmission from 
world markets to the Korean domestic market for rice. The domestic price is determined 
by a market clearing condition that states that domestic production plus allowed imports 
must equal the quantity consumed (Graph 3.9). In this manner, the domestic price is fully 
endogenous to the model and cannot be controlled as a matter of policy without leading to 
a surplus or deficit in the domestic market. The level of market price support is observed 
as an outcome of a policy scenario, but cannot be the subject of a policy shock. This is 
only the case for rice; for coarse grains, oilseeds, and beef, full transmission of world 
prices to the domestic market is assumed. The milk market has special pricing 
arrangements discussed below. 

To alter the level of MPS in a policy scenario in the Korean model requires changing 
the level of imports, which is an exogenous policy variable. Increasing allowed imports 
would lower the domestic price to allow the domestic market to clear the increased 
supply of rice. This would lower domestic production and increase consumption. The 
reduction of the domestic price relative to the world price would indicate a reduction in 
MPS support to rice. 
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Graph 3.9. PEM rice market structure 
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The other major policy affecting the rice market, the variable payment for paddy rice, 
offers rice producers protection against reductions in the price of rice. As there is no 
system of control over the domestic rice price, the domestic price varies according to the 
size of the rice harvest and the level of demand. In order to protect producers against 
price fluctuations, the variable payment offers a payment equal to the difference between 
85% of a target price and the market price, minus the per-kg equivalent of the fixed 
payment calculated using an average yield (Graph 3.10). This price differential is 
converted to an area payment based on a standard yield and provided to rice producers 
according to their planted area of rice. This payment is made on the basis of area planted, 
but is connected to the current price of rice.  

The variable payment to paddy rice is endogenised in the model such that changes in 
the domestic price affect the variable payment for paddy rice according to the program 
formula described above. This requires calibration of a target price such that the observed 
payments made under this program in 2005 and 2006 correspond to a gap between the 
producer price and the hypothetical target price. To do this, the rate of payment per 
hectare for the variable payment is converted to a rate per tonne using the observed yield 
in the model (total rice production divided by total paddy rice area). This rate must be 
equal to the difference between the producer price of rice and 85% of the target price, 
minus the per-kg equivalent of the fixed payment for paddy rice. For 2006, this 
calculation implies a target price of 181 000 KRW per 80 kg of rice, close to the actual 
target price of 170 083 KRW/80 kg. In the base year 2006, where a variable payment for 
paddy rice was made, this means that any scenario where the producer price is reduced 
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below its 2006 level will result in an increase in the variable payment, as the condition for 
triggering the variable payment has already been met.5 

Graph 3.10. Calculation of variable payment for paddy rice 
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Representation of milk markets in the PEM 

The current dairy policy was instituted in 2002 after the creation of the Korean Dairy 
Commission (KDC) in 1999. The KDC was put in place to handle the marketing of milk 
between producers and processors. Producers of milk were assigned a quota for milk 
production based on their production in a base period. Deliveries within 106% of the 
quota amount receive an in-quota price, with production between 106% and 117% of 
quota receiving 70% of the in-quota price. Deliveries over 117% of quota receive a price 
close to the import (world) price (Graph 3.11). 

Currently, only 27% of milk deliveries are made through the KDC, with the rest being 
made through a number of different marketing organizations. These other marketing 
groups typically have a pricing structure that is similar in nature to that of the KDC 
(though usually without the intermediate quota price and quantity, and an over-quota 
price that may be below the world price) and the KDC operates as a price leader in the 
market. The KDC price and quota structure cannot be used directly in the PEM as it is 
valid for only about one quarter of domestic milk deliveries, but the idea of a high in-
quota price and low out-of-quota price holds in general for the Korean milk sector, and 
this structure is adopted in the PEM representation of the Korean milk market. 
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Graph 3.11. Price and quota structure of KDC System 
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Most milk produced is intended for the domestic fluid milk market, with domestic 
production in excess of domestic demand used for processing into manufactured milk 
products. Domestic milk processors are also able to import milk products from the world 
market under a modest tariff, which leaves the raw-milk equivalent price of imported 
milk for manufacturing well below the domestic price received by producers. To make up 
the difference, a subsidy is paid to processors using domestic milk. 

The price differential between the domestic and import (world) price is measured in 
the PSE as market price support. The subsidy paid for domestic milk used for processing 
is not currently in the PSE and is added using Korean data. The PEM model reconciles 
this data with the milk market structure by solving for the quota amount and in-quota 
price that exhausts both the MPS level and manufacturing subsidy level given total milk 
production and fluid milk deliveries. That is, using the definitions for MPS and the 
manufacturing subsidy, Pd and Q can be uniquely solved for, thereby calibrating the 
model.6 The final structure of the model defines MPS as the difference between the world 
price and the domestic price, multiplied by the quota level. The manufacturing subsidy is 
the excess of domestic milk production over fluid use, also multiplied by the difference 
between domestic and world price (Graph 3.12). Producers are assumed to respond to the 
average price received for milk, the so-called “blend price.” 
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Graph 3.12. Korea milk market representation in PEM 

MPS Mfg. 
subsidy

Ph

Qf

P

Pw

Quota

Df

Dm

MC

Qp Qm

Blend price

Ph    In-quota price
Pw    World price
Df     Fluid milk demand
Dm   Manufactured milk demand
MC   Marginal cost schedule
Qf     Fluid milk consumption
Qm   Manufactured. milk consumption
Qp    Domestic milk production

 

Policy scenario analysis 

This section describes the results of policy scenarios generated using the PEM. The 
first scenario takes a historical perspective on Korean agricultural policy, inquiring as to 
the effects of the full set of agricultural policies represented in the PSE database on the 
welfare of different participants in the agro-economy. The second scenario takes a 
forward-looking approach to the situation facing the rice market after 2014 according to 
certain assumptions. The third scenario takes a counterfactual look at rice policies, 
investigating three alternatives that adjust the amount of transfers arising from the 
different policies currently in use. The fourth scenario is also counterfactual, considering 
some policy alternatives in the milk market. Counterfactual scenarios are not themselves 
recommendations for particular changes in policies. Rather, these are intended to 
illustrate the issues particular to these policies and markets, which provide insight into 
fruitful approaches to policy reform in the future. 

Policy representation in the PEM is carried out in a stylised and aggregate manner. 
All models are simpler than the reality they attempt to represent and their limitations must 
be taken into account when considering the results. The PEM is designed to measure the 
effects on production and prices in aggregate national markets and does not consider 
other factors that policy makers may consider important, for example distributional 
effects or the multifunctional role of agriculture. Given these general caveats, the 
scenarios in this section are designed to illustrate some of the consequences of 
agricultural policies and the implications of certain changes in those policies. 
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Scenario 1: Measuring welfare effects of agricultural policies 

Agricultural policies affect farm household income in different ways, and the PSE is 
not by itself a measure of the income changes that result from agricultural policies. The 
deadweight losses that occur from the economic distortions caused by agricultural 
policies and the ability of suppliers of purchased inputs to capture some of the rents from 
agricultural programs through higher prices for their products are the main reasons that 
agricultural policies are less than perfectly “transfer efficient”.7 Moreover, agricultural 
policies are directed at a number of different objectives, and farm income may or may not 
be dominant among those objectives. 

Nevertheless, it is worthwhile to ask the question of what impact do agricultural 
policies  have on the income of farmers, as well as the benefits (or costs) to consumers 
and taxpayers, and their overall impact on social welfare. In this scenario, the impacts of 
the policy set for commodities included in the PEM (grains and oilseeds, rice, milk, beef) 
on the welfare of producers, consumers, taxpayers, and input suppliers is considered for 
the years 1986 to 2006. This includes most of the policies reported in the PSE for these 
commodities: MPS, the fixed and variable payments to paddy rice, the subsidy to milk 
used for manufacturing, and payments affecting farm income or revenue (disaster 
payments, social programmes). 

The effects of the policy set can be assessed by conducting a thought experiment: 
“What if these policies did not exist?” The welfare impacts of the policies assessed by 
investigating the impact of their elimination. The model results indicate that consumers 
are the most impacted by agricultural policies paying between KRW 12 087 billion 
(USD 8 640 million in 1998) and KRW 19 409 billion (USD 17 331 million in 2000) in 
higher prices for agricultural products (Results are converted to real 2000 KRW using a 
GDP deflator) (Graph 3.13).8 Farmers gain on average KRW 5 998 billion (USD 6 675 
million) through higher prices and budgetary transfers, suppliers of purchased inputs gain 
on average KRW 1 399 billion (USD 1 568 million) through increased demand for farm 
inputs while taxpayers receive KRW 2 364 billion (USD 2 475 million) on average from 
import tariff receipts. Overall, the costs to consumers outweigh the benefits to other 
economic agents, and the result is a net welfare cost ranging between KRW 3 713 billion 
(USD 2 654 million) in 1998 and KRW 8 572 billion (USD 11 117 million) in 1995—the 
result of deadweight losses due to resource misallocation. The results indicate a stable 
policy environment in real terms, with no major trends in the level of policy transfers 
over the period. Exchange rate movements have a strong influence on the results, in 
particular for consumers, as does the somewhat greater variability of support in the form 
of MPS for beef compared with other policies in place over the study period. The period 
between 1996 and 2000 is noteworthy because of the substantial exchange rate 
movements that took place at that time. In particular, this short period contains both the 
highest and lowest consumer welfare numbers. 
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Graph 3.13. Welfare impacts of Korean Agricultural policy, 1986-2006 
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Source : OECD PEM. 

The high cost to consumers of agricultural policies relative to the benefits gained by 
producers indicates a level of transfer efficiency of approximately 50%. In fact, the 
degree of transfer efficiency of agricultural policy has been fairly constant over the study 
period (Graph 3.14). The variation in the measured transfer efficiency is driven by 
changes in the level of MPS for beef, which has been the most volatile element of the 
policy mix in the PSE. Recent improvements in transfer efficiency resulting from the 
introduction of the fixed payment for paddy land in 2005 and 2006 have been 
counterbalanced by higher MPS levels for beef in the same period.9 The degree of 
measured transfer efficiency is in line with that for other countries represented in PEM 
[AGR/CA/APM(2005)30]. The dominance of MPS in the Korean PSE would normally 
indicate lower transfer efficiency, but this is mitigated by the assumption maintained here 
that agricultural land is exclusively owned by farmers as a matter of law. The absence of 
non-farming landowners improves the measured transfer efficiency markedly.10 
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Graph 3.14. Transfer efficiency of agricultural policies, 1986-2006 
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Source : OECD PEM. 

In the absence of non-farming landowners, the level of transfer efficiency is 
determined by the scale of deadweight losses and the gains to input suppliers from higher 
input prices. Deadweight losses from economic inefficiencies arising from market 
distortions appear to be the dominant factor, accounting for almost 80% of the difference 
between PSE transfers and increased farm welfare (Graph 3.15). This is explained by the 
dominance of MPS in the policy mix; this form of support tends to introduce significant 
market distortions. 

The welfare impacts measured in this scenario (and the others that follow) are a 
measurement of the impact of changes in prices in markets on the individuals who 
participate in them. It does not include the benefits or costs of policies that occur outside 
of those markets. For this reason, it is not a measure of whether a policy set is worthwhile 
from the perspective of national welfare; it simply enumerates the costs and benefits that 
accrue from markets to the directly participating actors. For example, the effects on food 
security, rural economy, landscape amenity, and so on do not form part of the welfare 
calculations. 
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Graph 3.15. Sources of inefficiency in transfers from consumers and taxpayers to producers 
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Source : OECD PEM. 

Scenario 2: Looking forward to 2014 

This scenario considers the impact of two significant trends in Korean rice markets. 
The first is the change in the level of imports of rice under a quota that is set under an 
increasing schedule up to 2014. The second is the longstanding downward trend in 
domestic rice consumption, the result of changing consumption patterns that is magnified 
by changing population demographics. These two trends will put pressure on Korean 
agricultural policy from two sides: both increasing imports, which will crowd out 
domestic production, and reduced consumption levels will put pressure on domestic 
prices.11 As seen in the previous scenario, the highly inelastic nature of domestic demand 
and the relatively closed domestic market are important factors that will drive the results 
of the model. This scenario considers the effect of the increase in allowed imports and 
reduced consumption levels on the domestic rice price, production and welfare. The 
approach to producing this policy scenario is to increase allowed imports of rice by 
162 000 tonnes, the difference between the quota level in 2006 and 2014. The trend in 
domestic consumption comes from data from KREI, which estimates a decline in 
consumption of 238 000 tonnes between 2007 and 2014. This amount is deducted from 
demand as an exogenous shift in the demand curve. The increase in imports is significant 
in percentage terms, 66% greater than the 2006 level, while the decline in consumption is 
approximately 5%. All other aspects of the model are left unchanged. 
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Two possible cases in this scenario are considered. These have to do with the 
operation of the variable payment to paddy land, which provides payments to producers 
of rice to compensate for price declines relative to a historical reference price. When this 
system operates according to its design (using the 2006 price as the reference), it 
compensates producers for a large part of any decline in the domestic price of rice. To 
isolate its impact, the scenario is run with the variable payment endogenously related to 
the domestic price, and again with this payment fixed at its 2006 level.  

The estimated market impacts are similar under both alternatives. Production is 
forecast to decline by around 6%, consumption decreases by around 2.5%, and the price 
of rice declines by between 12% and 14%. Increasing the variable payment to paddy rice 
(as compared to leaving it constant) results in slightly more domestic production and a 
slightly lower domestic price to clear the domestic market (Table 3.4). 

Table 3.4. Simulating the 2014 Market situation for rice 

 …with variable payment 
rate adjusting to 
maintain target price 
constant at 2006 level

…keeping the variable 
payment rate to paddy 
constant at 2006 levels

Market impacts

Rice production -5.8 -6.3

Rice consumption -2.2 -2.7

Rice price -14.0 -11.9

Rice imports 66.2 66.2

Welfare changes

Producers -20.9 -922.5

Consumers 1 148.4 976.8

Taxpayers -956.5 105.8

Input Suppliers -175.7 -161.1

Net Welfare -4.6 -0.9

PSE changes

MPS -1 355.0 -1 220.5

Variable payment 1 040.0 -6.9

Simulate 2014 situation in rice markets

~ change, per cent ~

~ change, KRW billions ~

~ change, KRW billions ~

 

Source : OECD PEM. 

The real difference between the two cases can be seen in the welfare results. The 
variable payment program, when allowed to adjust for the change in domestic price of 
rice, effectively eliminates the negative impact on domestic producers of changes in 
imports and consumption levels. Of course, taxpayers pay the cost of this, incurring a net 
cost of KRW 956 billion (USD 1 billion). Taxpayers benefit from increased import tariff 
revenue from the higher level of imports in both cases. Consumers benefit from lower 
prices, and are the main beneficiaries in both cases. Producers and input suppliers are 
made worse off as a result of lower prices and production levels, respectively. In both 
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cases, the net welfare change is negligible. The results show that the operation of the 
variable payment program can be effective in preventing producers’ welfare from being 
impacted by market changes, but at a significant cost to taxpayers. 

The effects on market outcomes and the PSE changes can be decomposed into those 
caused by the increase in imports and by the trend in consumption. Fully 60% of the 
change in rice price results from the predicted decline in consumption, and 40% from the 
change in import quota. Autonomous trends in the rice market will clearly put a strain on 
the current system involving a target price and variable payment. Either the target price 
will have to trend down with the consumption trend, or the budget outlays for the variable 
payment program will have to significantly increase. The domestic rice price will come 
under significant pressure over the next decade and beyond. 

Scenario 3: Extension of fixed payment for paddy rice 

Recent reforms to rice policy introduced a fixed and variable payment to paddy land 
used in rice production. For the fixed payment, the basis and condition for eligibility for 
the payment is historical production of rice in a reference period. As explained earlier, the 
variable payment provides a counter-cyclical payment determined by the difference 
between the current and reference price for rice (adjusted by the amount of the fixed 
payment). The fixed payment is classified in the PSE in category E, payments based on 
non-current area, production not required, typically considered to represent more 
decoupled programs. The fixed payment is a relatively transfer-efficient means of 
increasing producer welfare, and more decoupled programs are typically considered 
preferable by virtue of their lower market distortions and associated deadweight loss. For 
this reason, this scenario considers three alternatives, each involving an increase in the 
fixed payment to paddy land. The first alternative also eliminates the variable payment, 
effectively transferring the budgetary outlay from the variable payment to the fixed 
payment. The second alternative builds upon the first by increasing imports to hold MPS 
constant. The third alternative increases the fixed payment, holds the variable payment 
constant, and reduces MPS through higher imports. 

Alternative A eliminates the variable payment entirely, moving the expenditure on 
this program to the fixed payment (KRW 438.8 billion (USD 458.9 million), an amount 
that will remain constant for all three alternatives in this scenario). Farm welfare is 
increased in this scenario by KRW 56 billion (USD 59 million), reflecting the increased 
transfer efficiency of the fixed payment, but also the fact that eliminating the variable 
payment causes the domestic price to increase. The increase in price harms rice 
consumers, resulting in a welfare loss of KRW 64.7 billion (USD 67.7 million) 
(Table 3.5). This reveals an interesting element of the rice market in Korea: the closed 
rice market can lead to strong domestic price movements as the market attempts to clear 
in the face of highly inelastic demand. For rice policy, the government faces duel 
objectives; to support producer income but also to manage the domestic market such that 
supply and demand remain at reasonable levels. This leads to consequences from policy 
changes that other countries typically do not face. 

The variable payment makes producing rice relatively more attractive, and so leads to 
increased production of rice.12 When the incentive of this payment is eliminated, 
production moves from rice to other products, contracting domestic supply of rice. The 
lower supply in the domestic market forces the price to rise in order for the market to 
clear. This additional increase over the world price amounts to an imputed increase in 
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MPS of KRW 54 billion (USD 56 million), enough to lead to a small net decline in 
welfare in this alternative, driven by declining consumer surplus. 

To see the connection between policies affecting the producer’s incentives and 
outcomes in the domestic market for rice, consider alternative B. This alternative is the 
same as alternative A except imports are allowed to increase enough to maintain a 
constant level of market price support to rice.13 That is, the import quota is increased in 
order to moderate the domestic price increase such that the level of effective protection in 
the market is the same. This requires an increase in the import quota of 6.6%.  

Table 3.5. Shifting support from alternatives to Fixed Payment 

Alternative A Alternative B Alternative C

 …by eliminating 
the variable 
payment

…by eliminating the 
variable payment 
with constant MPS

…adjusting imports 
so MPS is reduced a 
like amount

Market impacts
Rice production -0.14 -0.40 -2.03
Rice consumption -0.13 -0.05 0.74
Rice price 0.78 0.27 -4.23
Rice imports 0.00 6.60 53.46

Welfare changes
Producers 55.95 15.67 102.06
Consumers -64.68 -22.72 353.00
Taxpayers -1.67 14.34 -320.02
Input Suppliers 6.02 -0.89 -55.74
Net Welfare -4.38 6.39 79.30

PSE changes
Fixed Payment 438.80 438.80 438.80
MPS 54.04 0.00 -439.12
Variable payment -438.80 -438.80 -1.57

Increase payment levels for the fixed payment 
to paddy programme…

~ change, per cent ~

~ change, KRW billions ~

~ change, KRW billions ~

 

Source : OECD PEM. 

Alternative B disconnects the changes in domestic policy from changes in the 
effective level of trade protection. In this case, producer welfare increases from the 
transfer efficiency gains of the fixed payments, and there is a net welfare gain from 
increased allocative efficiency. Consumers are worse off as a result of a higher domestic 
price for rice, but to a much smaller extent than was the case in alternative A. increased 
tariff revenue from the higher import volume benefits taxpayers. 

In alternative C, some support currently provided through trade protection via the 
import quota for rice is moved to being provided through the fixed payment. Specifically, 
the fixed payment is increased by a like amount as for the other alternatives, and the level 
of trade protection is reduced by the same amount, leaving total transfers to producers at 
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the same level.14 As before, the reduction in trade protection is achieved by increasing the 
size of the import quota for rice, by 53% to 377 000 tonnes in this case. 

Alternative C brings about substantial benefits to producers, from the significantly 
better transfer efficiency of the fixed payment when compared with MPS, and as well for 
consumers, who enjoy a reduction in the price of rice of about 4%. Taxpayers must pay 
the added cost of the higher fixed payment, but this is partially compensated by higher 
tariff revenue from the increased import volume. Net welfare increases by 
KRW 79 billion (USD 83 million) as deadweight losses from trade protection are 
reduced. 

The results of the scenario indicate that net welfare gains are available from improved 
allocative efficiency and reduced market distortions, whether they come from improving 
the efficiency of domestic budgetary payments or from lower trade distortions. However, 
it is difficult to realise these benefits in the absence of freer trade, as a closed market 
always forces a trade-off between domestic consumers and producers. In particular, 
moving support provided to agriculture from domestic market protection to decoupled 
payments yields the highest potential welfare gains, while adjusting domestic policies in 
the context of continued market protection will yield only modest results.  

A move from market price support to payments that are based on land, such as the 
fixed payment to paddy land, in addition to improving net farm income, reduces the 
incentive to maximise yield and promotes more extensive use of land. This is because 
with such payments a farmer cannot increase the amount of policy support he receives by 
increasing production. Also, the price of land is reduced relative to other inputs in the 
production process, such as fertiliser or chemicals, so the farmer has an incentive to use a 
more extensive production technology. Specifically, in alternative C the use of fertilizer 
per hectare declines by 3.5%, and rice yield declines by 1.6%, while land used in the 
production of rice decreases by only 0.3%. Therefore, a policy reform of this nature 
contributes towards the policy objective of enhancing farm income, may be expected to 
help maintain land in agricultural production, and help reduce the environmental 
pressures that come from intensive use of farm inputs. The tradeoffs are lower domestic 
production and the long-term problem of targeting the beneficiaries of highly decoupled 
payments. As discussed in [AGR/CA/APM(2006)19/FINAL], while highly decoupled 
payments based on historical parameters are highly transfer efficient, over time the 
owners of the land are likely to become less connected with farming and some of the 
recipients of payments will be non-farming households. 

Scenario 4: Equating domestic fluid demand to the quota for milk  

The Korean Dairy Commission, which markets milk to manufacturers on behalf of 
producers, receives a subsidy to dispose of milk in excess of domestic fluid demand into 
the manufacturing market, where it is used to produce butter and skim milk powder. The 
subsidy is required because the domestic producer price for in-quota milk is higher than 
the price paid for manufacturing milk, which is close to the world price, and so a subsidy 
makes up the difference in cost of purchasing the higher-priced domestic milk. The KDC 
must dispose of excess deliveries because the quota level assigned to milk producers has 
been set structurally above domestic demand. In the first years of the quota system in 
Korea, this subsidy was unexpectedly high, KRW 148 billion (USD 118 million). In 
recent years, the amount of the subsidy has fallen, and now stands around KRW 27 
billion (USD 28 million).  
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By better aligning the domestic quota and domestic fluid demand, the subsidy would 
no longer be required. This scenario considers two different approaches to balancing the 
domestic quota and domestic fluid demand--by reducing the quota level in the dairy 
market to equal domestic demand for milk for fluid use, or by reducing the in-quota price 
of milk to stimulate domestic demand. In point of fact, the cyclical nature of milk 
production implies that a surplus of supply over demand is to be expected at certain times 
of the year. This scenario does not capture this intra-year effect. Rather, it should be seen 
as representing a balance of quota level and domestic demand at the time of year when 
supply is at its lowest level.  

The amount of the manufacturing milk subsidy in 2006 is relatively small, especially 
compared with its historical levels, and also in comparison with the level of MPS in the 
milk market. This means that reducing the quota level to equal domestic fluid demand 
requires a reduction in the quota of around 5%. Changing the quota does not affect fluid 
demand, as domestic consumers pay the same in-quota price as before. Neither does it 
affect the amount of milk used for domestic manufacturing uses, as the world price still 
prevails in this market and domestic manufacturers can replace the loss of some domestic 
supply with additional imports. This is seen in the results as the reduction in domestic 
production is exactly balanced by increased imports. Domestic production declines by 1% 
in response to the lower average revenue received for milk resulting from the lower 
amount of milk eligible to receive the higher price (Table 3.6, Alternative A).  

Table 3.6. Equating production quota to fluid milk demand 

Alternative A Alternative B

Reduce milk quota Reduce in-quota price

Market impacts

Milk production -1.0 -1.5

Fluid Milk consumption 0.0 4.2

Manufactured milk consumption 0.0 0

Milk blend price -1.8 -2.9

Milk imports 2.3 11.1

Welfare changes

Dairy Producers -17.4 -27.8

Dairy Consumers 0.0 56.1

Dairy Input Suppliers -4.4 -7.1

Subsidy savings 35.7 35.8

~ change, per cent ~

~ change, KRW billions ~

 

Dairy consumers include both processors and final consumers. Welfare results are for the dairy sector 
only to simplify the presentation. 

Source : OECD PEM. 

The elimination of the subsidy reduces the welfare of milk producers, but benefits 
taxpayers who no longer need to finance the subsidy. The welfare results indicate that the 
consumer subsidy is a poor method of transferring income to producers, as the loss to 
dairy producers is just over half of the value of the subsidy, indicating a low transfer 
efficiency. This is not entirely surprising, as the intent of the subsidy is to dispose of 
surplus production, and not to support farm income. On the other hand, the need for the 
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subsidy arises from the effects of the quota programme, which is aimed at increasing the 
income of milk producers.  

Alternative A brought about a balance between domestic production quota and 
domestic fluid demand through directly reducing the quota level. Alternative B achieves 
this result by reducing the in-quota price (which determines the consumer price of fluid 
milk) to stimulate domestic demand. As before, this has the effect of eliminating the 
subsidy to consumers of domestic milk used for manufacturing. 

The reduction of the in-quota price also has the effect of reducing the average revenue 
to producers. This leads to a reduction in output of just under 2%. Demand for fluid milk 
increases by 4% to equal the quota level by design of the scenario (Table 3.6, 
Alternative B). When compared with reducing the quota, producers lose somewhat more, 
KRW 27 billion (USD 28 million), but consumers are better off as the price they pay for 
fluid milk has declined by over 4%. As before, taxpayers benefit from not having to fund 
the consumer subsidy. 
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NOTES

 

1. Several issues are raised concerning limitations of the PSE concept, in particular 
having to do with the role of exchange rates, international prices and 
multifunctionality. For a discussion of these issues, see Stefan Tangermann (2005), Is 
the Concept of the Producer Support Estimate in Need of Revision?, OECD Food, 
Agriculture and Fisheries Working Papers No. 1, Paris. 

2. The change in the PSE described here is in nominal terms. Between 1986-88 and 
2004-06, the GDP deflator increased by 140%. The increase in the PSE in real terms, 
calculated using this deflator, is 4.2% over the period. When Table 3.1 is interpreted, 
it should be noted that the analysis of the relative contribution is based on nominal values. 

3. When producer prices are higher than border prices (MPS is positive), an equivalent 
percentage increase in both implies an increase in the price gap. Therefore, when 
producer prices are significantly higher than border prices, the price gap can increase 
even if the percentage increase in producer prices is significantly less than the 
percentage increase in producer prices. 

4. In Graph 3.6, the % SCT of other commodities is around 60%. This fact can explain 
to some degree why only comparatively small changes occurred in the standard 
OECD indicators of percentage the MPS and the share of MPS in PSE (The 
percentage PSE decreased only 10 percentage points over the last fifteen years from 
74% to 64% and the share of MPS in PSE remains very high) despite policy reforms 
which were described in Chapter 2. The PSE product coverage of Korea is only 53% 
and, as a result, 47% of the MPS is calculated using the extrapolation methodology. 
Rice comprises one-third of agricultural GDP in Korea and is the only product for 
which imports are still subject to quantity restriction. Therefore, the PSE for Korea 
may overstate the actual figure by extrapolating the protection of highly protected 
products (rice) to other commodities not covered by the PSE. Another problem comes 
from the initial high percentage PSE. When the PSE is large relative to market 
receipts, changes in the PSE will move the %PSE by a relatively small amount as the 
change in PSE impacts both the numerator and denominator of the ratio that defines 
the %PSE. As a result, the %PSE is relatively insensitive to PSE changes when the 
PSE is significantly larger than market receipts. When these factors are considered, 
the impact of the reforms may be more significant than is implied by the relatively 
small changes in the PSE indicators which were described in this chapter. 

5. The model is defined with respect to aggregate commodities and average annual 
prices which will always differ slightly from observed prices for specific markets. 
Part of the process of calibrating the model is ensuring internal consistency, which 
can lead to the values of some model variables differing from their real-world 
analogues. This does not in general affect the quality of the results. In fact, the target 
price is implicit in the model design in the calculation of the variable payment rate. It 
is explicitly calculated and shown here only as a check of the data. 

6. Total MPS defines the area of the square labelled “MPS” in Figure 3.4, defined by the 
difference between P (the domestic in-quota price) and Pw (the world price), and the 
origin and the quota level, labelled “quota”. The manufacturing subsidy is defined by 
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a square of the same height (P-Pw), and width defined by the difference between 
quota production and fluid milk consumption.  Pw and the quantity consumed as fluid 
milk is known, as are the level of MPS and manufacturing subsidy, which taken 
together imply unique values of P and “quota” by solving a system of two equations 
(the definitions of MPS and subsidy levels) and two unknowns (the in-quota price and 
quota level). 

7. Transfer efficiency is defined as the ratio of the change in net farm household welfare 
to the size of the policy transfer that brings it about. Policies may be poorly transfer 
efficient when they result in large market distortions and corresponding loss in 
allocative efficiency, or their benefits are captured by individuals other than the target 
of the transfer. For more information, see OECD (2001) Market effects of Crop 
Support Policies. 

8. US dollar equivalents are calculated using the same GDP deflator and the exchange 
rate for the year in question.  

9. In fact, excluding beef MPS from the simulation results in an improvement of transfer 
efficiency of 9%  (from 46% to 54%) between 2004 and 2005, the year the fixed 
payment to paddy rice was introduced.  MPS for beef increased from KRW 1 004 
billion to KRW 1 784 billion in 2005, while the payments to paddy fields introduced 
in 2005 amounted to KRW 1 514 billion.  

10. The standard approach used in PEM to allocate welfare between farmers and non-
farming landowners is to allocate the welfare gains derived from changes in producer 
surplus to land ownership according to the percentage of land that is rented. Thus, if 
half of the land in a particular country was rented, then 50% of the welfare change 
accruing from changes in the land market would be considered to be “leaving” the 
agricultural sector, thereby reducing measured transfer efficiency. 

11. Market segmentation between table rice and rice used for processed products 
introduces an element of uncertainty regarding the impact of increased rice imports on 
the domestic price in different rice markets. The current import quota schedule 
specifies a percentage of imported rice that must enter the table rice market (and this 
share increases over the 2007-2014 period), but the majority of rice imports will be 
used to supply the processing market. The model currently does not differentiate 
between rice for table use and rice for manufacturing use. 

12. Indeed, this effect is underestimated in the model, which ignores the impact on 
production of the risk-reducing effect of the variable payments. Such counter-cyclical 
payments have additional value to risk-averse producers. See OECD Papers (2001) 
Decoupling: A Conceptual Overview, Volume 5, N°11. 

13. As discussed elsewhere, rice imports are governed by an import quota with a defined 
schedule to 2014 that is unlikely to be altered in practice. 

14. The change in the fixed payment and the change in MPS differ by KRW 320 million, 
or 0.07%. The difference is an approximation error coming from the scenario design. 
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Chapter IV. 
 

EVALUATION AND RECOMMENDATIONS 

This chapter evaluates Korean agricultural policy reforms over the last ten years and 
provides recommendations for continuing the reform process in the future. The evaluation 
is based on the operational criteria of transparency, targeting, tailoring, flexibility and 
equity which were agreed by OECD Agricultural Ministers in 1998. These criteria are 
designed to support an economically healthy sector that contributes to the wider 
economy, respects natural resources and uses inputs effectively without resorting to 
distorting subsidies. Following the evaluation of the recent agricultural policy reforms in 
Korea, specific recommendations for future agricultural policy are made. 

IV.1. Evaluation of agricultural policies over the last ten years  

Key reform initiatives 

The previous OECD study of Korean agricultural policy, published in 1998 under the 
title “Review of Agricultural Policies in Korea”, made ten policy recommendations. The 
list of OECD recommendations and the corresponding policies that have been 
implemented are shown in Table 4.1.  

Over the last ten years, the Korean government has implemented agricultural policy 
reforms broadly consistent with the principles outlined by OECD Ministers. The 
introduction of direct payments was an important first step. Support through direct 
payments has increased significantly in recent years, especially after the introduction of 
the direct payments system for paddy fields in 2005 following the rice negotiation. The 
share of direct payments in the national agricultural budget has increased to 24% and the 
share of direct payments in farm household income has increased to 5.3% in 2006. The 
abolition of government purchasing and the introduction of a public stockholding system 
for rice in 2005 is a significant step towards finding an alternative way to achieve food 
security. The new system is more market oriented and less expensive than the previous 
one. 

Several comprehensive agricultural investment plans have been put in place to 
improve the infrastructure for production, processing, and distribution and have 
contributed to efficiency gains. The productivity of agricultural labour has increased from 
KRW 9 897/hour (USD 7/hour) in 1998 to KRW 12 297/hour (USD 12/hour) in 2005 and 
the productivity of land has increased from KRW 8.8 million/hectare (USD 6.3 thousand 
/hectare) in 1998 to KRW 11.4 million/hectare (USD 11.1 thousand/hectare) in 2005. 
Almost all rice is currently processed through modernized Rice Processing Centers 
(RPC). A large share of livestock is processed through Livestock Processing Centers 
(LPC) or modernized slaughterhouses and distributed as box meat. The introduction of 
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the total management fund system and making public the manual for implementation of 
agricultural projects has increased transparency in the budget allocation process. 

Table 4.1. OECD Recommendations of 1998 and implemented policies 

Recommendations Implemented Policies 

(1) Increase direct payments 

Introduction of several direct payment schemes: early retirement 
payments (1997), direct payments for environmentally-friendly 
farming (1999), direct payments for environmentally-friendly 
livestock practices (2004), direct payments for less favoured 
areas (2004), direct payments for landscape conservation 
(2005), fixed and variable payments for paddy field (2005) 

(2) Increase market opening efforts 

Implementation of the Uruguay Round Agreement (1995-2004) 

Implementation of the result of the 2004 Rice negotiations 
(2005-2014) 

Implementation of FTAs with Chile (2004), Singapore (2006), 
EFTA (2006), and ASEAN (2007) 

FTA with the United States (2007) 

(3) Find alternative ways to ensure food 
security 

Abolition of government purchasing and  introduction of public 
stockholding system for rice (2005) 

(4) Develop downstream industries 
Restructuring of the food distribution system (1998) 

Introduction of a regional agriculture cluster programme (2005) 

(5) Reduce input subsidies 
Abolition of the subsidy on purchasing agricultural machines 
(2001) 

Abolition of the subsidy on chemical fertilizers (2005) 

(6) Improve infrastructure 

Introduction of an electronic auction system in the wholesale 
market (1999) 

Introduction of a comprehensive nation-wide e-market system 
for agricultural products (2000) 

(7) Implement effective structural adjustment 
policy 

Launch of farm consolidation projects (1988) 

Introduction of the farmland bank system (2005) 

(8) Promote sustainable agriculture 

Introduction of direct payments for environmentally -friendly 
farming (1999) and direct payments for environmentally-friendly 
livestock practices (2004) 

Introduction of IPM and INM (1993) 

Abolition of the subsidy on chemical fertilizers (2005) 

(9) Accelerate regulatory reform 
Several revisions of farm land acts to increase the maximum 
size of farmland holdings (1999, 2002, 2006) 

(10) Increase transparency in policy 
implementation 

Introduction of the total management funding system (1999) 

Merging of the Seeds Fund and Ginseng Fund into the 
Agricultural products price stabilization funds (2000) 

Revision of the agricultural projects evaluation system (2005) 

 

Through the increased efforts to promote environmentally-friendly farming, the share 
of environmentally-friendly products in all agricultural products has increased to 4.4% in 
2005. The complete withdrawal of subsidies on chemical fertilizers in 2005 has increased 
the price of fertilizer by 18% leading to a decline in their use.  
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Regulations on farmland use and ownership have been revised to render them more 
market oriented. One key aspect of regulation, the maximum size of farmer’s farmland 
holding, was eliminated with the revision of the Farmland Act in 2002. Korea’s 
constitution enshrines the principle of “farmland to the tillers”. Recent reforms attempt to 
introduce a degree of flexibility into the laws governing land use while remaining faithful 
to the constitutional principle. For example, agricultural corporations were permitted to 
own farmland from 2002 and non-farmers were allowed to own up to 0.1 hectare of 
farmland for the purpose of weekend farming from 2003. The introduction of the 
farmland banking system in 2005 has facilitated farm enlargement and farmland mobility 
between different owners. 

As a result of the 2004 rice negotiation and several FTAs, market opening in 
agricultural products will continue to increase as these agreements are implemented. In 
particular, the FTA with the United States will bring significant market opening and 
introduce competition in the domestic market when the agreement begins to be 
implemented. This will contribute to the modernisation of the Korean agro-food sector, 
increase its efficiency, and result in benefits for consumers through lower food prices. 

The need for continuing reform 

The general direction and progress of agricultural policy reform in Korea since the 
mid-1990s is broadly consistent with the policy principles as defined by OECD Ministers. 
Despite the progress to date, there remains room for additional reforms aimed at 
improving the market orientation and economic contribution of the sector. The level of 
the percentage PSE of Korea remains high compared to other OECD countries, despite a 
decline of about 10 percentage points over the last fifteen years. Furthermore, most of this 
support is in the form of MPS (91%), one of the most production and trade distorting 
types of support. While this is a decrease from 99% in 1986, there is much more scope for 
reduction. 

Although the introduction of fixed and variable payments on paddy field is an 
improvement over continued use of market price support, these policies are not without 
problems. While the fixed payment is more decoupled from production, it has the 
potential to cause land prices to rise. The variable payments remain connected to rice 
production, and offer a form of price support that reduces farmer’s risks, an insurance 
effect that can magnify the distorting effect of the policy. The incentive toward rice 
production created by this policy occurs in a situation where Korea currently has a 
surplus of rice production over domestic needs, while self-sufficiency in other 
commodities remains low. While paddy fields were once exclusively used for growing 
rice, about 10% of paddy fields are currently used for cultivating other agricultural 
products, including strawberry, melon, and paprika, and this share is growing every year. 
The variable payment for rice may have the effect of retarding this positive development.  

As is the case for rice, policies in the dairy sector have led to high domestic prices 
and a surplus of milk production over domestic demand. This has resulted in high subsidy 
payments to dispose of the surplus. The current quota-based system of milk pricing, 
which was introduced in 2002, has helped to reduce the surplus and the associated budget 
costs but continues to allow overproduction and provides significant support to producers. 
Reducing support levels and deregulating the marketing of milk would likely improve 
efficiency and equity, as well as leading to considerable budget savings.  
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While intensive policy efforts have been made to decrease the use of chemical 
fertilisers and pesticides and to promote environmentally-friendly farming practices, 
agriculture in Korea remains one of the most fertiliser and pesticide intensive in the 
world. The cause of this may be found in the high levels of commodity support, in 
particular to rice, that promote intensive production practices and prevent conversion of 
land to more environmentally sustainable uses.1  

Current agricultural policy is influenced by the evolution of agricultural tenure in 
Korea. A system historically dominated by large landowners and tenant farmers led to 
poverty and inequality. From 1950 the system was changed to provide a more equitable 
distribution of assets, and to enshrine the principle of the independence and self-
sufficiency of the small farmer. This principle has led to controls on the land market 
designed to ensure land ownership by farmers of small-scale plots and policy objectives 
that focus on narrowing the income gap between small farmers and the rest of Korean 
society. The costs of attempting to ensure income parity given the persistence of so many 
small farmers and the growing  gap in productivity growth between agriculture and other 
sectors is onerous on society. In recognition of these problems, the regulations limiting 
the total amount of land a farmer may hold have been abolished, urban residents have 
been allowed to possess farmland for weekend or hobby farming, and agricultural 
corporations have been allowed to own farmland. However, quite strict regulations 
continue to apply to non-farmer and corporate ownership of farmland. These regulations 
may reduce growth in the sector by restricting entry of new people, ideas and investment.  

While agriculture will continue to play an important role in rural society, there is an 
urgent need for diversification of the economic base to support a strong and vibrant rural 
economy. This means focussing rural development policy on providing the services that 
will make rural communities attractive and competitive--transport, health, education, and 
recreational opportunities. This will benefit farm families and others. 

IV.2 Recommendations for the future policy reform  

The OECD proposes several recommendations for policy reform in Korea. 

1) Support to agricultural producers in Korea, as estimated by the percentage PSE, is 
amongst the highest (fourth highest) of the countries in the OECD. Moreover, 91% of 
the PSE is made up of market price support, one of the most production and trade 
distorting forms of subsidy. As a result, the price gap between domestic and 
international prices is very high, and should be reduced. These policies could be 
replaced where necessary by payments that are decoupled from commodity production 
decisions and to the extent that their objective is compensation should be time-limited in 
nature. This will allow a smooth transition to market-orientation for farmers while 
delivering immediate benefits to Korean consumers. 

2) Efforts to open agricultural markets should be continued. For example, Korea may 
pursue additional bilateral trade agreements such as the one recently agreed with the 
United States, while at the same time working towards a successful conclusion of the 
Doha round of multilateral trade negotiations. State trading enterprises could be 
reformed to allow for increased competition, and tariff systems modified to reduce tariff 
peaks, and increase trade generally.  
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3) The introduction of fixed payments for paddy fields was an important step away from 
market price support towards more decoupled approaches. However, given the already 
high levels of rice production, related environmental impacts, and the forecasted 
continuing fall in consumption, the variable payments which encourage rice production 
should be reviewed. The role of the fixed payments also needs to be clarified so that the 
objectives of these payments are clearly understood and they can be targeted to meet 
these objectives. Some portion of the fixed payment goes to non-farming land owners 
who are not in the target group for income support. Also, the capitalization of payments 
will have an impact on the price of farmland. Clear objectives and targeting can help 
mitigate these problems. 

4) Since the introduction of the quota system in 2002, surplus production has been reduced 
and budget costs have fallen accordingly. Reduction of milk quota to decrease the need 
for subsidy on manufacturing milk, reducing the out-of-quota price, or balancing the 
domestic market by reducing the in-quota price of milk could be better policy choices 
which would increase net welfare as a whole. Fluid milk prices need to be set in a more 
market oriented way and domestically-produced fluid milk should enjoy only a natural 
premium over the world price due to limited transportability of fluid milk from other 
countries. 

5) Incomes for agricultural households are 78% of urban households. This income gap has 
been the source of much concern for Korean policy makers. Increased efforts could be 
made to diversify income sources of agricultural households. Examples include the 
promotion of agro-tourism and agro-food industries which utilize specialty produce in 
rural areas. 

6) Rural policies should be distinguished from agricultural policies and the view that 
agriculture is the only or main driver of the rural economy needs to be revised. The 
interdependence between agriculture and rural polices should be recognized. Part of the 
solution to increasing the income of agricultural households is to improve the 
opportunities to supplement farm income with off-farm work. This requires the 
development of a robust rural economy. Key elements to promote development are 
investment in education, transport, heath, and housing infrastructure that will increase 
the desirability of rural areas. In some cases, freeing up agricultural land for new uses 
will also help drive the rural economy, for example by developing the industrial 
complex or by making rural areas important recreational destinations through the 
development of sports resorts or other tourist attractions. Decisions of this nature should 
reflect the needs and the context in the rural areas themselves and be made locally. 

7) The average farm size in Korea is only 1.4 hectares – not large enough to benefit from 
economies of scale. Future policies should promote larger farm holdings and farm 
consolidation. Given the high price of farmland, the further development of the rental 
market should be pursued. In addition, current restrictions on land ownership by 
corporations and non-farmers could be further eased. Policy reforms removing size 
limitations are an important first step, but land markets would need to be further 
liberalised to improve competition and participation. Careful use of zoning regulations 
will be essential to ensure that land is used in a way that respects the needs of the local 
community and preserves areas with a high social value. 
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8) The current definition of a farmer needs to be reviewed. Currently, a farmer is defined 
as having more than 1 000 m2 (0.1 hectare) of farmland or more than KRW 1 million 
(USD 1 000) in sales of agricultural products including livestock products or engaging 
in farming more than 90 days per year. Since farm households enjoy significant social 
benefits, including reduced health insurance premiums, educational loans and other 
social safety nets, this provides an incentive for households to keep the status of “farm” 
household. As a result, a large amount of land is held in small, non-economic units. 
Redefining farm households in line with what might be considered a business-oriented 
farm household would eliminate this distortion, free up land to be used more efficiently, 
and save unwarranted social expenditures. 

9) Fertilizer and pesticide use in agriculture in Korea is among the most intensive in the 
world. Where the use of these chemicals is causing environmental harm, effective 
measures must be put in place to reduce both their use and their impact. For example, 
promoting or requiring the use of buffer strips between agricultural fields and 
waterways to absorb excess nutrients and collect pesticide runoff, requiring fertiliser 
application to better match the nutrient requirements of crops, the use of soil testing for 
fertiliser and economic thresholds for the use of pesticides, and the creation of 
watershed-based nutrient-management plans. Also, efforts for the efficient management 
of livestock manure need to be continued. Environmental policies should respect the 
polluter-pays principle; otherwise they risk being ineffective or at worst counter-
productive, as well as inequitable and expensive. Care must be taken to ensure that 
commodity policies do not conflict with environmental goals. 

10) The provision of safe, high quality agricultural products is an important aspect of 
agricultural policy in Korea. Future efforts should be concentrated on the streamlining 
of the certification system in order to increase the confidence of consumers in Korean 
food and agriculture products and to build a strong reputation for quality in Korean 
products. Recent institutional changes, giving the Ministry of Agriculture and Forestry 
responsibility for the food industry, should assist in achieving these objectives for the 
agro-food sector. 

11) Korean traditional food and cuisine has a growing reputation in the global market place. 
Efforts to promote Korean cuisine should be deepened and expanded. Also, efforts 
promoting the advantages of traditional foods and helping to develop premium products 
for the domestic market should be continued. Policies directed towards market 
development and promotion are an important part of supporting the transition of 
agriculture towards a more market-oriented future.  

12) Co-operatives, farmer’s organization, regional agro-business clusters and innovative 
entrepreneurial farmers are a growing part of the ago-business and agro-tourism area. 
Policy efforts should be made to promote consulting activities in the field of the 
management of farm production, marketing, and income risk in order to help promote 
entrepreneurship in the agricultural sector. Efforts to improve efficiency in upstream 
and downstream industries in the agricultural production chain should be continued.  

Agriculture in Korea needs to be allowed to evolve into an efficient, modern 
enterprise that provides a positive economic contribution to society in line with other 
sectors of the economy. Fundamentally, this means reducing agricultural support to 
improve the market-orientation and environmental sustainability of the sector. It means 
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reforming land markets to allow more people to participate and to allow other potential 
users of land to acquire it. It means recognising that it will become increasingly difficult 
to achieve the dual objectives of maintaining a large number of small independent family 
farms and closing the income gap with urban households. It also requires a recognition 
that agriculture will not be the only or main driver of rural jobs and wealth creation and 
that improved infrastructure and diversified non-farming activities in rural areas will be 
essential both in retaining farm households and in attracting others. A positive vision of 
agriculture is needed that will allow it to move away from current high levels of support 
and protection, towards the production of unique and high quality Korean products that 
are desirable to Korean consumers and consumers abroad. 

 

 

 

NOTE 
 

1. In countries where land is relatively scarce compared to other production factors, the 
market induces farmers to substitute land with other factors of productions and 
intensify purchased inputs application. This factor endowment may also explain the 
relatively higher fertilizer and pesticide intensity in Korea as explained in Chapter 1.  
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Annex Table I.2. Main Economic Indicators 

1970 1975 1980 1985 1990 1995 2000 2005

Population, mid-year2,4

 (Million persons) 32.2 35.3 38.1 40.8 42.9 45.1 47.0 48.3
Population density2,4

 (persons per sq. km) 328 357 385 412 432 454 473 485
Dependency ratio2, a (%) 83.8 72.5 60.7 52.5 44.3 41.4 41.5 42.0
Index of ageing1, b (%) n.a. 9.0 11.2 14.2 20.0 25.2 39.1 54.6

GNI, current2 (Trillion KRW) 2.8 10.3 38.1 82 186.6 397.5 576.2 809.3
GDP, current1, 2, 3 (Trillion KRW) 2.8 10.4 38.8 84.1 186.7 398.8 578.7 810.5
GDP growthc, d, annual1 (%) n.a. 2.8 7.1 8.1 10.0 9.2 5.7 6.9
GDP per capita2 (USD) 277 608 1,673 2,366 6,151 11,471 10,888 16,306

Exchange rate won/USD3 310.6 484.0 607.9 870.6 708.0 771.0 1259.7 1031

GDP deflator3 (2000=100) 4.0 10.5 27.9 41.5 58.2 85.4 100 112.1
GDP deflator growth1,d n.a. 23.2 21.6 8.4 7.0 5.6 2.1 2.5
CPI (2005 = 100) 6.2 12.7 28.2 39.7 51.7 69.9 84.9 100

Employment1,2 (Million persons) 9.6 11.7 13.7 15.0 18.1 20.4 21.2 22.9
  Annual growth rated n.a. 4.0 3.2 1.8 3.9 2.7 0.0 1.2
Unemployment rate1,2 (%) 4.4 4.1 5.2 4.0 2.4 2.1 4.4 3.7
Wages ('000 KRW)1,e 14 38 147 270 591 1,124 1,314 1,888
  % changed n.a. 21.8 30.7 13.0 17.0 9.9 6.7 44
Nominal Wage Index (2000 = 100) n.a. n.a. 11.2 20.5 45.0 85.5 100.0 143.7
Real earningsf n.a. n.a. 520.2 679.3 1,142.7 1,607.9 1,547.7 1,888.0

Budget deficit (Billion KRW)1 n.a. -337 -584 644 755 1,712 726 1,008
External debt (Billion USD)2 2.2 8.4 27.2 46.8 31.7 78.4 148.1 187.8
  % of GDP 25.2 39.7 43.3 49.6 12.5 17.2 25.6 23.2

Current account2, 3, g (Billion USD) n.a. n.a. -5.3 -0.8 -2.2 -8.5 12.2 15
Trade balance2, 3, g (Billion USD) n.a. n.a. -4.6 0.4 -3.1 -7.4 14.1 19
Imports, fob2, 3, g

  Billion USD n.a. n.a. 21.9 26.7 66.1 129.1 160.481 261.238
  % of GDP n.a. n.a. 34.9 28.3 26.1 28.3 27.7 32.2
Exports, fob2, 3, g  
  Billion USD n.a. n.a. 17.2 26.6 63.7 124.6 172.2 284.1
  % of GDP n.a. n.a. 27.4 28.2 25.1 27.3 29.8 35.1
Average tariff rate (%)
  All products n.a. n.a. n.a. n.a. 11.4 7.9 n.a. n.a.
  Agricultural products n.a. n.a. n.a. n.a. 19.9 16.6 n.a. n.a.

General Government Budget2 

   as a % of GDP n.a. 24.1 27.6 24.5 24.9 33.1 29.4 28.1

Gross fixed capital formation3

  Trillion KRW 0.7 2.7 12.2 23.4 66.6 128.7 179.9 236.4
  % of GDP 25.1 26.7 32.1 28.6 37.1 36.6 31.1 29.2
  % growth rated n.a. 31.6 34.8 13.9 23.2 17.6 2.4 6.2
Household saving3   
  Trillion KRW n.a. 0.6 2.5 7.5 23.9 40.7 61.4 50.9

  % of GDP n.a. 5.4 6.5 9.1 13.3 11.6 10.6 6.3
  % growth rated n.a. n.a. 34.9 24.8 26.0 13.4 n.a. -17.1
Direct Investment2,3

  Outward (Million USD) 0 -4 -13 -34 -820 -3,120 -5076 -6719

  Inward (Million USD) 66 62 96 250 715 1,240 n.a. n.a.

n.a.:  not available.

a.  Younger than 14 years old plus older than 65 as a proportion of 15-64 years old.

b.  Older than 65 years old as a proportion of younger than 14.

c.  GDP (Market Price), Volume, 2000, constant price.

d. For 1975, 1980, 1985,1990, 1995, 2000 and 2005, the annual growth is calculated as an average rate of the five previous years value.

e. Monthly earnings of regular employees in manufacturing.  Data from Jan. 1993 are based on the revised Korean Standard Industrial Classification.

f. Wages deflated by consumer price index.

g.  Revised by the Bank of Korea in January 1998 in accordance with IMF calculations of Balance of Payments.

Sources:  
1.  Bank of Korea (2006), Economic Statistics Yearbook 2006, Seoul.
2.  National Statistical Office (2006), Major Statistics of Korean Economy 2006 , Seoul.
3.  OECD (2007), OECD Economic Survey of  Korea , Paris.
4.  MAF (2006), Statistical Yearbook of Agriculture and Forestry , Seoul.
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88 – Annex Tables 
 
 

EVALUATION OF AGRICULTURAL POLICY REFORMS IN KOREA © OECD 2008 

Annex Table I.12.  Composition of non agricultural income, 2005 

(Average per household in '000 KRW) 

Receipts Expenditures Income Share (%)

Side Business 7 186 4 655 2 531 100.0

Forestry ＆fishery 858 395 463 18.3

Manufacturing 372 201 171 6.8

Construction 434 217 218 8.6

Others 5 521 3 842 1 679 66.3

Non-business income 7 353

     Non business receipts 7 416  100.0

Agricultural wages 368 5.0

Salary 6 003 81.0

Dividence & Interest 374 5.0

Securities 33 0.4

Land Rental 214 2.9

Other rentals 424 5.7

      Non business expenses 62 100.0

Non farm job expenses 11 17.7

A loss from the difference of quotation (securities) 1 2.2

Interest 14 22.0

Other 36 58.1

Transfer income  4 078 100.0

Agri investment 254 6.2

Other agri-investment 793 19.5

Other 1 327 32.5

Private subsidy 1 704 41.8

Irregular income 4 725 100.0

Receipts for congratulations and condolences 1288 27.3

Retirement allowance 151 3.2

Accident compensation 131 2.8

Other 3 154 66.8  

Source: MAF (2006), Statistical Yearbook of Agriculture and Forestry 2006, Seoul. 
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Annex Table I.16.  mports and exports of agricultural products1 

(Millions USD) 

Exports  (A) Imports (B) Balance (A-B)

 Total All grains Vegetables Fruits Livestock

1992 775 4 278 1 336 71 256 874 -3 503

1993 784 4 471 1 782 66 192 632 -3 687

1994 951 5 408 1 937 152 250 932 -4 457

1995 1 237 6 762 2 273 132 315 1 224 -5 525

1996 1 416 8 107 3 239 175 323 1 240 -6 691

1997 1 508 7 609 2 566 180 347 1 324 -6 101

1998 1 391 5 420 2 111 138 194 756 -4 029

1999 1 411 5 927 1 931 175 286 1 245 -4 516

2000 1 255 6 781 1 958 187 349 1 676 -5 526

2001 1 370 6 792 1 946 192 354 1 466 -5 422

2002 1 473 7 650 2 056 195 419 1 948 -6 177

2003 1 683 8 328 2 285 279 507 2 116 -6 645

2004 1 921 9 200 2 882 361 564 1 755 -7 279

2005 2 072 9 758 2 535 381 616 2 360 -7 686  

1. Agricultural products in this table does not include forest products 

Source: MAF, Database on Trade in Agriculture, Seoul. 
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Annex Table I.20.  Production of upstream and downstream industries, 2005 

(Billion KRW) 

Gross output

Upstream industries

  Fertilisers n.a.

  Chemicals 1 044

  Feedstuffs 4 755

  Machinery 207

  Other inputs n.a.

  Total n.c.

Downstream industries

 Food 48 399

  Grains 4 933

  Bakery/noodles 3 142

  Edible oils 733

  Sugar and confectionary 638

  Fruits and vegetables 1 439

  Dairy products 5 614

  Meat 6 191

  Marine products 3 118

  Preparations 588

  Others n.a.

 Beverages 6 469

 Total n.c.  

n.a.:  not available. 
n.c.:  not computable. 

Source:  National Statistical Office, Report on Mining and Manufacturing Survey 2006, Seoul. 
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