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Abstract From the perspective of economic history, this paper explored the evolution process of agricultural financial support launched by the

South Korean government. Firstly, it introduced the development process of rural financial policies in South Korea. Secondly, it analyzed the

inherent logic of the evolution of rural financial policies in South Korea. Finally, it summarized the experience and implications of rural finan-

cial development in South Korea for China.
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1 Introduction

Agricultural finance in South Korea refers to the public expendi-
ture of the state for supporting agriculture. In a broad sense, it
refers to the comprehensive budget of the state. In a narrow
sense, it refers to the investment and financing of the govern-
ment. Agriculture is weaker than other industries'"’. Therefore
it is inseparable from support of many agricultural financial poli-
cies no matter in raising the production efficiency or increasing
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. In the development of agriculture and fish-
ery, simply expanding the policy is limited, it is also required to
strengthen the price management of agricultural and fishery
products, import and export policies of agricultural and fishery
products, provide farmers with the opportunities of expanding
sideline, and improve external environment of agricultural and
fishing villages. Therefore, the South Korean government should
also attach great importance to the reasonable allocation and in-
vestment in agricultural finance, to consolidate and develop na-
tional agriculture. We tried to explore the evolution process of
agricultural financial support from the perspective of economic
history, from the 1970s to the early 2000s. From the experience
of South Korea, the new village movement in the 1970s, the
1988 Olympic Games, 1995 WTO system transition period, and
the 1997 financial crisis have proved this, which is very similar
to current situation of new socialist countryside construction in
China. Therefore, cooperation of central and local government
of South Korean in agricultural development in 2000s is closer to
current situations of China, and may provide implications for
China. The success and failure experience of agricultural fi-
nance of South Korea may provide precious implications for new

socialist countryside construction in China.
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2 Agricultural financial policies in new village move-
ment in the 1970s

2.1 Overview From 1962, South Korea launched the five-year
plan for economic development, which accelerated the economic
growth significantly. In 1965, its export volume was only 175 mil-
lion USD; by 1977, it first exceeded the 10 billion mark of export
volume. In the first five-year economic development plan (1962 —
1966) , the second five-year plan (1967 —1971), and the third
five-year plan (1972 — 1976), it realized the annual average
growth rate of 7.8% , 9.7% , 9.7% respectively. The rapid eco-
nomic growth gives the credit to rapid development of industries.
However, in the first five-year plan, the second five-year plan and
the third five-year plan period, the growth rate of agriculture was
only 5.6% , 1.5% and 6.1% , respectively.

2.2 Structure and allocation of government budget In
1970, the agricultural financial accounting can be divided into
general accounting, accounting for financial fund operation, ac-
counting for economic development, and accounting for recourse
fund management. The key allocation of 1970 budget is reflected
in the establishment of funds, and increase in yield of livestock
and cash crops.

2.3 Key agricultural projects In the 1970s, key agricultural
projects of South Korean can be broadly divided into three major
contents. (i) Actively promoting agricultural production. Since the
establishment of the new South Korean government, the financial
support for agriculture is the largest. (ii) Strengthening increase of
grain yield. In order to stabilize food supply, various policies and
measures have taken, but the direct budget input always has too
many difficulties. By 1970, this difficulty was improved fundamen-
tally. (iii) Promoting electricity popularization of agricultural and
fishing villages. In the 1960s, many fishing villages in South Korea
had no electivity. In 1971 — 1976, the Korean government actively
promoted the electricity project for agricultural and fishing villages,

which put an end to the problem of no electricity.

3 Agricultural financial policies in the 1980s
3.1 Overview South Korea joined the General Agreement on
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Tariffs and Trade (GATT) in 1967, and started to participate in
international multilateral trade negotiations. From September 1986
to 1988, at the 8th Uruguay Multinational Trade Consultative Con-
ference, it imposed requirements on South Korea of accelerating
expansion of the free import of agricultural products, to accelerate

opening of the domestic agricultural market” ™’

. However, many
agricultural and fishing villages are losing vitality. Therefore,
there was high public opinion pressure of strengthening support
policies for agricultural and fishing village market at that time.
3.2 Structure and allocation of government budget Ac-
cording to key allocation projects of government budget in the
1980s; firstly, government budget was allocated for agricultural
water, farmland consolidation, improvement of drainage facilities,
embankment, agricultural development of large agricultural units,
agricultural mechanization, and reduction of farmer burden. Sec-
ondly, budget was allocated to cultivating agricultural and fishery
reserve personnel, increasing road lamps for agricultural and fish-
ing villages, establishing agricultural and aquatic products whole-
sale market, and improving agricultural and fishing village struc-
ture.

3.3 Key agricultural projects In the 1980s, South Korean
government put forth effort to following key agricultural projects:
training of reserve talents in agricultural and fishing villages, alle-
viating the burden of farmers and fishermen, providing support for
long-term debt and budget, building wholesale market for agricul-
tural and aquatic products, undertaking comprehensive develop-
ment of fishing villages, stabilizing price of agricultural and aquat-

ic products, promoting agricultural mechanization, and agricultur-

Table 1 Polices for reducing burdens of farmers and fishermen

al and fishing village structural adjustment'® . (i) Training of re-
serve talents in agricultural and fishing villages. In view of the ac-
celeration of the urbanization process of young people in agricul-
tural and fishing villages, it is necessary to cultivate these young
people. (ii) Alleviating the burden of farmers and fishermen. For
drought, floods, hail and other natural disasters, South Korean
have once issued measures of reducing interest of loan and exten-
ding payment period. (iii) Supporting long-term debt and budget.
At the early stage of the South Korean government, 70% of the ag-
ricultural development water was subsidized by the government;
and the rest 30% could be repaid evenly in 30 years. 10% to
20% of farmland investment could also be supported by long-term
loans. In the 1989 budget, South Korean government supported
22.2 billion won for long-term agricultural debt, and 33.5 billion
won for agricultural management, 55.7 billion won in total, as lis-
ted in Table 1. (iv) Building wholesale market for agricultural
and aquatic products. For example, Garak Market in Seoul com-
pleted in 1984 was built with support of 35 billion won of national
treasury, 45. 3 billion won by Seoul, and cooperation with live-
stock associations. Similar methods were implemented by many ar-
eas'’’. (v) Establishing funds for stabilizing price of agricultural
and aquatic products. From the beginning of establishing funds in
1968 to 1990, South Korean government raised a total of 501.054
billion won for this fund. This fund was used to support reserve of
agricultural and aquatic products, production incentives, acquisi-
tion support, export support, allocation for market access of raw
materials, expansion of distribution facilities, and improvement of

circulation of production areas.

Objectives Content

Government policies

Preserve the spread of agricultural funds due to Interest rate 10% — 5%
changes in loan interest rates

Preserve the spread due to changes in interest Interest rate 10% — 5%
rates of medium — term loan of agricultural and
aquatic products

Preserve the spread due to changes in interest Interest rate 8% —11.5% — 5%

rates of funds for purchasing agricultural ma-
chines and tools

Preserve the spread due to extension of pay- Reducing the interest rate
ment period or reducing interest rates for rai-
sing cattle

Extending the payment period or reducing in- Less than 0.7 ha: no interest
terest rates for debts of farmers

0.7 —2.20 ha; Medium term funds 3%

1986.3.5 Comprehensive policies for agricultural and fishing villages
1989.4. 28 Comprehensive policies for development of agricultural and
fishing villages

1987.3. 16 Policies for reducing debts of agricultural and fishing villages
1989.4. 28 Comprehensive policies for development of agricultural and
fishing villages

1989.4. 28 Comprehensive policies for development of agricultural and
fishing villages

1989.4. 28 Comprehensive policies for development of agricultural and
fishing villages

1989. 12.30 Special measures for reducing debts of agricultural and fish-
ing villages

Mutual finance 5% Upper limit for each

household ; 6 million won

Data source: Fifty Years History of South Korean Agricultural and Financial Policies, Korean Rural Economic Institute, Book 1, p.812.

4 Agricultural and financial policies of South Korea
in the 1990s to the beginning of the 2000s

4.1 Overview Since 1995, South Korea has to face the pres-
sure of all-round opening of agricultural products changing from the
past GATT system to the WTO system. In addition to outbreak of
the financial crisis in 1997, these led to serious deterioration of the

domestic economic and financial environment. After negative
growth rate appeared in 1998, through emergency aid of IMF, the
situation got stable and improved in the second half of 1999, and
South Korea gradually got rid of financial crisis. During the finan-
cial crisis, livestock farmers suffered the worst influence of finan-
cial crisis.

4.2 Structure of government budget In order to expand the
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agricultural financial funds, the South Korean government set up
accounting for improving structure of agricultural and fishing vil-
lage in 1992, set up accounting for agricultural special taxes in
1995, and set up farmland management fund in 1990™. (i) Ac-
counting for improving structure of agricultural and fishing villa-
ges. In view of pressure of market opening and to increase the
competitiveness of agricultural and fishery products, the South Ko-
rean government strengthened support cultivating agricultural pro-
fessionals and improving the structural environment of agricultural
and fishing villages. (ii) Accounting for agricultural special ta-

Table 2 Allocation of financial budget for agricultural and forestry sectors in the 1990s

xes. In order to ensure the safety of agricultural finance, South
Korea imposed import tariffs on agriculture, forestry and fishery in
each fiscal year, and the full amount of additional taxes for mixed
feed and livestock products would be withdrawn from this account.
(iii) Farmland management fund. This fund included farmland
management and farmland production accounts. The account for
farmland management mainly deals with the farmland sale and pur-
chase, long-term lease, and exchange in the large scale develop-

ment of fragmental agriculture.

Unit : %

Project 1991 1992 1993 1994 1995

1996  Project content

(i) Laying foundation for agricul- 25.6  23.2  18.5 18.8 19.3
tural production

(ii) Improving structure of agri- 32.5  38.9  11.5 6.8 5.3
cultural and fishing villages

(111) Improving circulation chan- 4.3 4.9 6.3 7.7 11.7
nel of agricultural and aquatic
products

(iv) Alleviating the burden of 26.1 21.2 15.6 11.2 8.1

farmers and fishermen

(v) Agricultural and livestock 1.3 2.7 3.3 11 6.7
products

(vi) Agricultural mechanization 1.7 1.5 8.9 7.1 6.1
(vii) Talent cultivation - - 5.1 5.5 6
(viii) Repayment of borrowing 2.4 1.9 0.1 0.1 0.6

costs

(ix) Deficit preservation - - 1.7 24.1 32.8

(x) Others 6.1 5.7 13.7 7.3 3.4

23.2  Agricultural water

Farmland consolidation

Improving drainage

Maintaining water conservancy projects
Comprehensive development of large agricultural units

2.8 Building agricultural and industrial parks

Developing resident life circle for agricultural and fishing villages
Developing domestic water for agricultural and fishing villages

Supporting waste water treatment for agricultural and fishing villages
Developing sightseeing and leisure sites for agricultural and fishing villages
Predicting countermeasures for import safety

10.8 Improving circulation channel of agricultural and aquatic products

Cultivating specialty parks for agricultural and fishing villages
Setting funds for stabilizing agriculture

Wholesale market

Storage and processing of production areas

7.5 Preserving the spread for debts

Supporting farmland improvement
Supporting tuition for children of farmers
Preserving price difference of fertilizers
(Persuading to buy fertilizers )

7.8 Agricultural projects ( Support for soil conditioner and prevention of plant

diseases and insect pests)

Livestock industry projects

Support funds for agricultural and livestock products
Sericulture

6.1  Supply of agricultural machines and tools

Funds for agricultural machinery

5.4  Cultivating agricultural and fishery reserve personnel

Cultivating professional farmers

0.6 Repayment of agricultural exchange — related losses and principal

27.2 Deficit of special funds

deficit of fertilizer funds
Accounting for agricultural tax management
(Repayment of loans)

8.7

Data source: Fifty Years History of South Korean Agricultural Policies, Korean Rural Economic Institute, Book 1, p.832.

4.3 Key agricultural projects In the 1990s, the division of
labor in the agricultural sector was more sectionalized and could be
broadly divided into several projects. (i) Laying foundation for ag-
ricultural production. This item accounted for the largest portion in
financial budget in the 1990s. According to Table 5, it accounted
for 25.6% in 1991 and 23.2% in 1996. In 1993, farmland foun-
dation upgrade was included into financial budget; in 1997, it
consolidated a total of 738000 ha of farmland and completed 82%

of the general plan; In 1997, it completed 80000 ha of drain
pipes, accounting for 40% of the general plan. (ii) Improving
structure of agricultural and fishing villages. In 1995, it started to
solve domestic water and agricultural processing water problems of
agricultural and fishing villages. Besides, it started to improve liv-
ing environment of permanent residents. (iii) Improving circula-
tion channel of agricultural and aquatic products. The financial
support for this project increased from 4.3% in 1991 to 10.8% in
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1996. (iv) Alleviating the burden of farmers and fishermen. From
1990, South Korea started to provide tuition support for children of
farmers. (v) Agricultural and livestock industry projects. Agricul-
tural and livestock industry projects included support for soil con-
ditioner, prevention of pests and diseases, and pesticide safety
equipment; livestock industry projects included livestock vaccina-
tion, livestock mechanization, seriation of livestock products, and
financial support for fragmentary farmers. (vi) Agricultural mech-
anization. The South Korean government provided funds for pur-
chase of agricultural machines and tools. In 1993 - 1997, the
South Korean government provided subsidies for sales of agricultur-
al machines and tools at half price. (vii) Talent cultivation. First-
ly, it provided loan support. To make farmers have qualified suc-
cessors, South Korea provided 25 million won loan financing for
each person in 1997. Secondly, it provided support for cultivating
professional farmers. (viii) Repayment of borrowing costs. For
loans of development of large agricultural units, agricultural water,
and farmland, it provided support for repayment of loan principal.
By 1980, major part of the principal had been paid, but the ex-
change difference still needed to make up for some appropriated
budget.

In the early 2000s, the most important mission was to proper-
ly establish and improve the agricultural and forestry financial poli-
cies within the framework of WTO rules. There were great changes
in content and scale of agricultural and forestry financial budget of
South Korea, as shown in Table 3. It evolved into the general ac-
counting, accounting for improving structure of agricultural and
fishing villages, accounting for finance financing, accounting for

state-owned property management, accounting for operating organi-

zations, accounting for grain management, and accounting for agri-
cultural tax management. Since the 1990s, the proportion of farm-
ers engaged in agriculture has been declining, while the new exter-
nal environment promoted the development of agricultural technolo-
gy and productivity. In this situation, there appeared many new
problems, including the problems of calculating the financial scale
to be negotiated within the framework of WTO rules, the problems
of sources of financial resources, the problem of how to allocate fi-
nancial expenditure more reasonably and carefully, and the how to
improve the efficiency of the relevant financial funds.

In early 2000, South Korean determined the direction of agri-
cultural financial policies. First, the direction of policies should
be determined through the effective use of financial instruments.
Secondly, the agricultural financial policies should be coordinated
with general financial policies and macroeconomic policies. Third-
ly, agricultural productivity and income of farmers should realize
parallel development. Fourthly, the government and private invest-
ment should be treated differently in how to choose the means of
agricultural financial policies. Fifthly, the influence of agricultural
financial policies on all levels of farmers should be analyzed.
Sixthly, the opening of rice market on the South Korea should be
treated properly. Seventhly, it was to improve the efficiency of fi-
nancial expenditure and advance of agricultural production system.
In sum, from the 1970s to the early 2000s, the subsidy of the
South Korean government for the agricultural finance showed its
own characteristics and conformed to its policies, means, objects
and operating systems from the perspective of historical evolution
and development.

Table 3 Scale of agricultural and forestry financial budget in 1998 —2002 Unit: 10% won
1998 1999 2000 2001 2002
General accounting 20965 25099 26676 24758 31624
Accounting for improving structure of agricultural and fishing villages 52784 48841 53631 59349 56342
Accounting for finance financing 4325 3710 2020 1327 2133
Accounting for state-owned property management 1704 1289 1225 1315 1344
Accounting for operating organizations - - 97 1351 1409
Accounting for grain management 12837 13226 12167 11586 12381
Accounting for agricultural tax management 269 495 517 2162 1849

Data source: WTO/DDA Agricultural Negotiation and Agricultural and Forestry Policy Direction, Jin Yongze, 2003.

5 Inherent logic of evolution of South Korean agricul-
tural financial policies

Since the new village movement in the 1970s, the proportion of
government budget for agriculture, forestry and fishery to the state
budget expenditure has been increasing. Through regulation and
rectification, it began to gradually restore and increase investment
from 1999. Table 4 showed the detailed calculation of the propor-
tion of agricultural and fishery expenditure to the total national
budget at each stage. The long-term financial investment of South
Korean government in agriculture has played an important role in
narrowing the income gap between urban and rural areas (as shown
in Fig. 1). However, it is still a thorny to prevent urban and rural
incomes from widening and protect the interests of farmers. Be-

cause the South Korean government attached great importance to

agricultural development, the income gap between urban and rural
areas is not very wide, and the income of some farmers was even
higher than that of urban residents. How to increase the income of
farmers and reduce the burden on farmers is also a long-term is-
sue. It can also be seen from Table 4 that the gap between urban
and rural incomes had little change during the mid-1990s, but it
was gradually widened in the mid-to-late 1990s and the 2000s. Ac-
cording to research of Jin Jingde and Ren Zhien"’' | the main rea-
son for this is that with the increase in the urbanization in Korea,
the income level of different regions and different classes started to
increase. The financial accounting projects, funds, and other pro-
jects of South Korea tend to become more detailed and complex,
and its mode of operation becomes gradually computerized, system-

atic and advanced.
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These can be reflected from the evolution and changes in allo-
cation of financial budget of South Korean agricultural department
from the 1970s to the 2000s. Increasing financial investment in ru-
ral market education and welfare is an effective approach to im-
prove the rural development structure. First, the South Korean
government started establishing agricultural and fishing village re-
serve talent education fund in 1980, to attach importance to rural
education investment' . This has been taken a long-term develop-
ment strategy all the time. By the 2000s, in order to further culti-
vate professional , scientific and technological agricultural talents,
South Korean government continued to support agricultural finan-
cial policies. Second, from 1990, South Korean government star-

ted support tuition for children of poverty-stricken farmers, which
provides and solves the substantive economic difficulties for rural
poor farmers and fishermen. Third, South Korea continued to sup-
port improving the living environment, expanding medical facili-
ties, making investment in education and cultural facilities. South
Korean government energetically built agricultural and industrial
parks, and wholesale market to provide convenient conditions for
alleviating the labor market and increasing income of farmers.
South Korean government flexibly used various financial instru-
ments to develop agriculture, such as a variety of agricultural and
fishing village development funds, and preferential loan interest

rates, and so on.

Table 4 Proportion of agriculture, forestry and aquatic production to total budget expenditure of South Korean in 1970 —2000

Year Total budget expenditure //10® won ~ Budget expenditure of agriculture, forestry  Percentage of agriculture, forestry and aquatic
and aquatic production //10® won production budget expenditure // %
(A) (B) (B/A)
1972 7472 457 6.10
1973 6934 456 6.60
1974 10756 505 4.70
1975 16435 965 5.90
1976 23164 1349 5.80
1977 29661 1731 5.80
1978 36302 2003 5.50
1979 52453 2794 5.30
1980 65755 3962 6.00
Average of the 1970s 27659 1580 5.74
1981 81479 5532 6.80
1982 96199 5466 5.70
1983 107788 5821 5.40
1984 115424 5946 5.20
1985 127007 6810 5.40
1986 142361 8344 5.90
1987 166260 10762 6.50
1988 199628 15658 7.80
1989 245051 17510 7.10
1990 283520 18552 6.50
Average of the 1980s 156472 10040 6.20
1991 329295 23699 7.20
1992 366222 31056 8.50
1993 413322 35621 8.60
1994 506553 65967 13.00
1995 594011 82301 13.90
1996 678971 95961 14.10
1997 742225 81541 11.00
1998 837071 78939 9.50
1999 981198 83649 8.50
2000 1045180 85875 8.20
Average of the 1990s 694405 66461 10.25
2001 1109162 88100 7.90
2002 1155118 92852 8.00
Average of the 2000s 1132140 90476 8.00

Data source: Fifty Years History of South Korean Agricultural Policies, Korean Rural Economic Institute, Book 1, p.846; Budget Summary and Main Statistics of

Agriculture and Forestry compiled by The Ministry of Agriculture and Forestry; statistical table of each year was calculated by us.



6 Asian Agricultural Research 2016

[ —&— Farmers’ income

#— Urban family income

Income /[ 10° won
T

19651970 19751980 198519901991 1992 19931994 1995 1996 1997
Year

Data source : plotted according to data in Table 5.
Fig. 1 Comparison of urban and rural income in South Korea

Table 5 Comparison of urban and rural income in South Korea

Year  Farmers’ income Urban family income Percentage of farmers’ income

10° won 10° won to urban family income // %

(A) (B) (A/B)
1965 112 102 109.8
1970 256 292 87.7
1975 873 786 111.1
1980 2693 2809 95.9
1985 5736 5085 112.8
1990 11026 11320 97.4
1991 13105 13903 9.2
1992 14505 16273 89.1
1993 16928 17734 85.4
1994 20316 20416 99.5
1995 21803 22933 95.1
1996 23298 25832 90.1
1997 23448 27448 85.6

Data source: Fifiy Years History of South Korean Agricultural Policies, Korean
Rural Economic Institute, Book 1, p.841; Main Statistics of Ag-
riculture and Forestry, The Ministry of Agriculture and Forestry,

1998.

6 Conclusions and discussions

The amount of agricultural financial expenditure is closely closed
with the economic development stage. From the experience of
South Korea, the new village movement in the 1970s, the 1988
Olympic Games, 1995 WTO system transition period, and the
1997 financial crisis have proved this, which is very similar to cur-
rent situation of new socialist countryside construction in China.
Therefore, no matter the current new socialist countryside con-
struction or the 2008 Beijing Olympic Games, as well as the transi-
tion of WTO system, it is required to strengthen the input in agri-
cultural financial policies. As a type of manifestation of public pol-
icy, agricultural financial policy is economic in content, but its
purpose and effect have exceeded the economic scope. For China,
this is particularly prominent. Thus, the Chinese government
should give full play to the irreplaceable role of agricultural finance
in the building of moderately prosperous society in all respects.

(1) Investment in agricultural finance should be continuous, and
this should not be neglected. (ii) In the process of rural popula-
tion transfer, China should pay attention to and solve the problem
of farmland abandonment. (iii) It is worthwhile to draw lessons
from the successful experience of the market-oriented economy in
the state-leading environment. (iv) Narrowing the income gap be-
tween urban and rural areas and solving the problem of rural edu-
cation investment are favorable for providing financial assistance
and achieving excellent effect. (v) Actively using targeted finan-
cial policy tools. South Korean government supports the rural de-
velopment through the establishment of a variety of rural funds and
preferential interest rate subsidy policy. This is also worthy of
learning for China. (vi) The lesson of South Korea’s failure in ag-
ricultural financial policy lies in weak time effect of issue of poli-
cies. Especially in the rapidly changing external environment,
government should size up the current situation. Otherwise, the
policy may generate side effects. Due to the limited data, many is-
sues are to be further explored, for example, China and South Ko-
rea planned to establish bilateral agricultural financial policies un-
der the premise of free trade agreement (FTA) in 2015.
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