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unfavorable effects of trade liberalization both in export and import. I believe that readers of the 
reports can obtain broad and practical knowledge on institutional aspects of the effects of trade 
liberalization; moreover, the information will be useful for researchers and policy planners in 
other countries in the region. A volume which includes more commodity and location-oriented 
study on the same subject will follow. I would like to note that, since this project was conceived 
and started before the current currency and economic crisis began in the middle of 1997, the 
analysis handles basically the period before the crisis with available current information.  
 

I am pleased to publish Effects of Trade Liberalization on Agriculture in the 
Republic of Korea: Commodity Aspects as the report of the second phase of the country 
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these reports will be fully utilized for the improvement of agricultural trade and the 
encouragement of regional agriculture. 
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Executive Summary 

 
This study is a part of a project initiated by the United Nations ESCAP CGPRT Centre, 

entitled “Effects of the Trade Liberalization on Agriculture in Selected Asian Countries with 
Special Focus on CGPRT Crops.” This is a three-year project consisting of three parts, an 
institutional study, a commodity study and a location-commodity specific study. The present 
study covers the commodity and location-commodity specific parts of the project. The study 
focuses on the effects of trade liberalization on agriculture in Korea with special focus on 
CGPRT crops. The main objective of this part is to analyze the effects of trade liberalization at 
the national level and farm level, and to examine impacts of the current financial crisis on 
domestic prices in Korea. 

Korean agriculture has also progressed in line with general economic development. 
Attempts to develop the agricultural sector were made in the early 1960s. The objective of 
agricultural development was to increase food production as Korea had suffered from a chronic 
food deficiency. However, the importance of the agricultural sector in the Korean economy has 
been shrinking with the progress of industrialization. 

The Uruguay Round launched in 1986 was the eighth round of multilateral trade 
negotiations conducted under the GATT (General Agreement on Tariffs and Trade). The 
Uruguay Round Agreement on agriculture has forced agricultural policy reform, which may 
remove all trade barriers and subsidies, on member countries. In the case of Korea, negotiations 
held in December 1993 settled the details for an open form of major agricultural product market 
and the size of reduction in subsidy due to the preferential trade arrangement for developing 
countries.  

Since the beginning of the UR negotiation, Korea has opposed the tariff principle 
without exception, but has opened the market by the minimum market access (MMA) instead of 
deferring tariffication in the case of rice. Korea has decided upon the maintenance of a quota 
system for a fixed period, tariff increases in the case of other publicly noted items and the 
setting of a ceiling tariff in the case of non-concession items. The right to import these items 
through state trade, quota auction, recommendation of real demander and so forth are 
effectively distributed and managed. Profits created by state trade and quota auction are 
absorbed into a fund and invested in business to raise competitive power. 

Korea was recognized as a developing country for tariff reduction and compliance with 
the fulfillment period. In particular, the calculation of tariff equivalents considers the base 
period of 1988-90 (1986-88 in the document of the UR agreement on agriculture) and the 
reduction rate and period are reduced to two-thirds of the level of developed countries. 
However, import liberalization by tariffication on all agricultural, fishery and livestock products 
with the exception of rice, which is major source of income for farmers, was inevitable.  

Due to the conclusions of the UR negotiations on agricultural products, Korea has 
imported rice in accord with minimum market access from 1995. The MMA of 1-4% of 
domestic consumption has been granted. The quantities of import for barley, potato, and sweet 
potato among major agricultural products are 3-5% of total domestic consumption by MMA. 
The import quantities for soybean and maize increased above current import levels. Imports of 
red pepper, garlic, onions, and sesame, which were concession items before the UR agreement, 
are 3-5% the level of total domestic consumption due to their import liberalization.  

Under the WTO, the stable supply of foodstuffs in Korea is related to food policies, 
because the self-sufficiency ratio is continuously decreasing and the import of foodstuffs shows 
a continuously increasing tendency. If complete liberalization of agricultural trade is realized, 
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the Korean self-sufficiency rate for foodstuffs will decrease markedly. Korea’s capability to 
produce food, including the main food, rice, is weak and very unstable. Another problem is to 
overcome the financial crisis which started in November 1997. The rising exchange rate has 
also increased production costs in the agricultural sector. The income and expenditure of farm 
households became worse due to the increase in farming costs caused by the rapid currency 
depreciation, increase in the interest rate and constraint of loans by financial institutes, and 
decrease in consumption of agricultural products. For these reasons, some farm households 
have abandoned agriculture and the agricultural production structure has changed.  

In this situation of flux in domestic and international environments, farmers’ incomes in 
Korea are highly dependent on agriculture and the impacts of trade liberalization on agricultural 
products are very significant in Korea as well as in other countries in the Asian area. The 
greatest impact is the decrease in domestic prices of agricultural products.  

To analyze the effect of trade liberalization on domestic agriculture at the national level, 
a baseline was set as the basis for comparison. Also, for each of the selected products, i.e., rice, 
soybean, onion, and ginseng, two scenarios were made. The baseline for the four commodities 
was the average of the domestic prices, production quantity, and consumption amount during 
the 1992-1994 period (three recent years before launching WTO). Scenario I for rice, soybean, 
and onion is the case where the import quota by MMA becomes 1% of total consumption after 
trade liberalization. Scenario II assumes that the import quota by MMA becomes 4% of total 
consumption after trade liberalization. In the case of ginseng, scenario I assumes that the import 
quota by MMA becomes 0.25% of total consumption after trade liberalization. On the other 
hand, scenario II was uses the value 0.5%. 

The effect of trade liberalization at the national level was calculated using the elasticities 
of demand, supply, and price transmission. Based on the effects on the consumption, 
production, and prices with trade liberalization, changes in the consumer and producer surplus 
are calculated. The results are expectations of how the producer and consumer welfare would be 
changed with further progress of trade liberalization. In the case of rice, scenario I shows that 
the consumer surplus, as a result of trade liberalization, would be increased by 261.3 billion 
won, whereas the producer surplus would be decreased by 192.0 billion won. Therefore, it can 
be expected that the social welfare gain will be 69.3 billion won. Scenario II indicates that the 
increase in the consumer surplus would be 1,060.7 billion won compared to the baseline, 
whereas the producer loss would be 759 billion won. Therefore, the social welfare gain will be 
301.7 billion won. 

In the case of soybean, scenario I shows that the consumer surplus, as a result of trade 
liberalization, would increase by 72.1 billion won, whereas the producer surplus would 
decrease by 5.7 billion won. Therefore, the social welfare gain will be 66.3 billion won. 
Scenario II indicates that, compared to the baseline, the increase in the consumer surplus would 
be 292.5 billion won, whereas the producer loss would be 22.6 billion won. Therefore, it can be 
calculated that the social welfare gain will be 269.9 billion won. 

In the case of onion, scenario I shows that the consumer surplus, as a result of the trade 
liberalization, would increase by 13.8 billion won, whereas the producer surplus would 
decrease by 2.4 billion won. Therefore, the social welfare gain will be 11.4 billion won. 
Scenario II indicates that, compared to the baseline, the increase in the consumer surplus would 
be 56 billion won, whereas the producer loss would be 9.4 billion won. Therefore, the social 
welfare gain will be 46.6 billion won. 

In the case of ginseng, scenario I shows that the consumer surplus, as a result of trade 
liberalization, would increase by 2.3 billion won, whereas the producer surplus would decrease 
by 1.2 billion won. Therefore, the social welfare gain will be 1.1 billion won. On the other 
hand, scenario II indicates that, compared to the baseline, the increase in the consumer surplus 
would be 4.6 billion won, whereas the producer loss would be 2.4 billion won. Therefore, the 
social welfare gain will be 2.3 billion won. 
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Thus, the effect of trade liberalization on consumer prices is greater than on producer 
prices. This means that the actual import quantities of the selected commodities would increase 
to the import quantities estimated to accompany further progress of trade liberalization of 
agricultural products. All of the selected commodities will have consumer gains due to the 
lower consumer price and producer loss due to the decrease in producer prices. As a result, the 
producer loss for a commodity which has high self-sufficiency, such as rice and ginseng, is 
larger than that for a commodity which has low self-sufficiency, such as soybean. 

Partial budget analysis was used to evaluate the effects of trade liberalization at the farm 
level. For the partial budget analysis between with and without trade liberalization, the change 
in the net return is calculated according to the change in farm price at the farm level. It is 
assumed that the input quantity and costs are not changed. If there were no trade liberalization, 
the farm price of rice would be 1,847 won per kg, increased by 7% compared to 1,726 won with 
trade liberalization. Due to trade liberalization, although the seeding cost is reduced, annual 
farm returns would be reduced by 67,203 won per 10 a.* In the case of soybean, the farm price 
of soybean would be 2,035 won per kg, increased by 5.4% compared to 1,931 won with trade 
liberalization. The trade liberalization of soybean would reduce annual farm returns by 20,691 
won per 10 a. 

Under the scenario without trade liberalization the farm price of onion per kg would be 
304 won, increased by 7.5% compared to 283 won with trade liberalization. Due to trade 
liberalization, annual farm returns of onion would be reduced by 110,456 won per 10 a. If there 
is no trade liberalization, the farm price of ginseng would be 17,267 won per kg, increased by 
0.5% compared to 17,181 won with trade liberalization. Due to trade liberalization, although the 
seeding cost is reduced, the annual returns of ginseng farming would be reduced by 34,791 won 
per 10 a. 

From the above results, although the farm price of rice was only decreased by 7% at the 
national level, net returns of rice were reduced by 9.4% at the farm level. The negative effect of 
trade liberalization, on net returns of soybean at the farm level was much higher than that on the 
farm price. For onion, the farm price was reduced by 7.5%, however, net returns were 
decreased by 11.4%. These results mean that net returns of farming households decrease and 
the condition of farm management deteriorates due to trade liberalization. With trade 
liberalization of ginseng, there is little effect of price change on net returns at the farm level. 

In order to capture the effects on domestic prices of exchange rate changes induced by 
the current financial crisis, price transmission and exchange rate pass-through elasticities were 
used. The transmission elasticity of soybean shows that given a 1% increase in the import price 
causes the domestic price of soybean to increase by 1.309%. The exchange rate pass-through 
elasticity of soybean shows that given a 1% increase in the exchange rate, the domestic price of 
soybean increases by 2.4884%. This seems an unusual case. The high figures mean that the 
domestic consumer price of soybean is very sensitive to changes in the import price and 
exchange rate. 

The price transmission and exchange rate pass-through elasticity for wheat flour are 
0.2756 and 1.3644, respectively. The domestic consumer price of wheat flour is more affected 
by a change in exchange rate than by a change in the import price. The price transmission and 
exchange rate pass-through elasticity of a feed mixture for beef cattle and swine are lower. 
Given a 1% increase in the import price of maize or exchange rate, the domestic feed price paid 
by farmers increases about 0.3%. This result corresponds to the fact that the increasing rate of 
price index paid by farmers is lower than that of the consumer price index for food and 
beverages for the period of 1997-98. 

 
 

                                                           
* 10 a  (are) = 0.1 hectare. 
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In summary, considering the overall results of this study, it seems that trade 
liberalization of agricultural products will increase consumer welfare. Nevertheless, it is 
expected that there would be a decrease in producer welfare and farm income. Also, due to 
trade liberalization, the price of agricultural products would decline, then this would lead to 
stagnation of growth in agriculture. Furthermore, the population and labor participation rate in 
rural areas would decline, so, the unemployment rate in agriculture will be a great issue in 
Korea.  

If trade liberalization is completely allowed, agricultural production will decline on a 
large scale, then insecurity of farm households will be greatly increased in the agricultural 
sector. Prior to the import opening, growth of the agricultural sector was dependent on the 
conditions of domestic demand and supply. Furthermore, change in both inter and intra macro 
economic conditions (i.e., exchange rate and price change in domestic and world markets) will 
greatly affect the domestic agricultural sector.  

Currently, it is important for agricultural policy to promote agricultural growth and rural 
development to increase the income of farm households. Accordingly, in order to alleviate the 
current agricultural situation in Korea, agricultural policy is focusing on the construction of 
agricultural infrastructure to promote productivity of paddy land and upland. In order to cope 
with trade liberalization, the Korean government needs to invest in agricultural infrastructure so 
the government can improve the structure of the agricultural industry. 

For these purposes, policy implications to be considered by policy-makers are outlined 
briefly below. The government should increase investment in the construction of the 
agricultural infrastructure to improve production conditions, such as irrigation development, 
readjustment of arable land, and research and extension for grains. Also, the government needs 
to construct an integrated agricultural information system to improve production and the 
marketing system. For security of foodgrains, policy such as production support for the purpose 
of food security and consolidating competitiveness for self-sufficiency of foods, especially rice, 
is promoted. In order to reduce production costs, new varieties with high yield and high quality 
should be developed and efficient farm management should be accomplished by agricultural 
mechanization. Moreover, along with trade liberalization, the trade policy of import restriction 
should be changed to efficient import management of foodgrains. 
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