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STt = (RST x SUPY)
b=
MFTt = (RMFT x SUPY)
ArE

FEEDt = (RFEED3 x SUPt)

M) 2k

TDt = (SUPt - SEEDt - LOSSt - STt - MFTt - Xt - FEEDY)
10 AHl:

PERDt = (TDt/POPY)
7+ A:

RNCPt = f(PERDt, DINCt, DUMMY, EXt)
AT E:

IMPt = TDt + SEEDt + LOSSt + STt + MFTt + Xt + FEEDt - SUPt
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Mt = M_It + M_2t
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(B)
WF = f(LOG(TEC-1970))
A5 At = AFEXEATIEEZFF (Y2 @ 60.7%, T2 : 62.8%)
GQ = ((SLFY+SLFA)xWF + (SLMY+SLMA)xWM+ SLExWF)
A5 AN AS S A8 (Y4 38.1%, T4 42.3)
Q = ((SLFY+SLFAS51)xWF+ (SLMY+SLMA)xWM + SLFxWF) )
Folx] EAHE
BON_FY = (NBFY)/(NBFA(-1)+NBFO(-1))
NrE
BON_FMY = (NBFY + NBMY)/NBFO1(-1)

A
ful

T ESE

SL_MA = SLMA/(NBMA(-1) + NBMOI(-1))

$olx B8

i

+

SL_MY = SLMY/(NBMY(-1))

rlu
2
N
il

SL_FO = SLFA/(NBFA(-1) + NBFO(-1))
A S E5E

SL_FY = SLFY/NBFY(-1)
5 AR

NPFEED = f(CORN_WP, SOY_WP)
LA wIRE ShGolA] 712 ARSF4

NBFY = f{NBFA(-1), NBFO(-1), (NPY(-1)/NPFEED(-1))}
124 & N ALSF

NBFA = fINBFY(-1), SLFY)
2A] o]} ¢a 71 AR TS

NBFO = fiINBFA(-1), NBFO(-1), SLFA)
LA wIRE gEolA] 712 ARSF4

NBMY = (NBBNMY + NBMY)
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1A W FRS FEolA] VLA T4
NBBNMY = NBFY

124 & 718 AMST5
NBMA = ANBMY(-1), SLMY)

24 o) Fa Ve AT
NBMO = ANBMO(-1), NBMA(-1), SLMA)

= o = A~
FAS T

TOT_NB = (NBFY + NBFA + NBFO + NBMY + NBMA + NBMO)
A= 1A vk & BejdE =555
SLFY = f(ISLFY(-1), NBFA(-1), NBFO(-1), (NPY/NPFO))

S 1 ol gk PHEE =54

Ay =TT

SLFA = f(SLFA(-1), NBFA(-1), NBFO(-1), (NPFO/NPY))
A 1A pk 4 Beld® S35

3SLMY = fISLMY(-1), NBMY(-1), NPMO)
AEE 1A od & B3ldE BS54

SLMA = AASLMA(-1), NBMA(-1), NBMO(-1), (NPMO/NPMY))

U

= T2~
TESTT

TOT_SL = SLFY + SLFA + SLMY + SLMA

WF = f(LOG(TEC-1970))
(F4)
WM = ALOG(TEC-1970))
(B)
WF = ALOG(TEC-1970))
A5 At = AFEXEASTIEEZFF (Y2 @ 60.7%, T2 : 62.8%)

GQ = ((SLFY+SLFA)XWF+(SLMY+SLMA)xWM+ SLFxWF)



A5 A AS S A8 (YA 38.1%, T4 42.3)
Q = ((SLFY+SLFA51)xWF+ (SLMY+SLMA)xWM-+SLEFxWF))
]
M_1 = f((FPTE/NCP), DINC, M_2, EX)
B=57t o
M_2 = f(FPTEC/NCP), DINC, M_1, EX)
T
M =M1+ M2
R

SUP = Q + ST(-1) + M

26, ZLH2
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2(E8)

-Ic

Z ¥ (72D

DTD = Q + DST(-1) - DST
% &8l (YLD

FID = M + MST(-1) - MST
ZF &vlE (AA)

TD = DTD + FID
1909 &M (F2h

DPERD = (DTD51/POP)
1909 &81=F (44D

FPERD = (M + MST(-1) - MST)/POP

FPERD_1 = (PERDI1 - DPERD)
1901 Aul & (A

PERD = TD/POP
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NCP = ADPERD. FPERD, PERD, DINC)
otx FH7HE (500KG)
NPFO = fAINCP, (MP51_KXxTE51xEXCH), Q)
T4 F3W7H4 (500KG)
NPMO = fINPFO)
oA J s 7HE (Y7
NPY = (NPFY/2 + NPMY/2)
PEotA] FHH4
NPFY = fANPFO, DMNPFY)
TEoHA sR7H
NPMY = ANPMO)
o€ (HA)
ST = ST + MST

o

T

IMP = TD + ST - Q - ST(-1) - M

2.1, S AMLE 3 o152 HE 2 (2000=100)

RQ =@PCH(Q)
A F7hE
RP =@PCH(NFP)
T [RFA25(2003)] ©9 - e
CUCST = (CUCST11(-1)x(RQ+RCURTP))
CUWST = (CUWST11(-1)x(RQ11+RWAGE))
CUGST = (CUGST11(-1)x(RQ11+RRENT+RINPUTP))
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F5E FH]8 (COST) W7
COST = CUCST+CUWST+CUGST
=5 23282kl (2003, BOK)
CURQ = (CURQ(-1)*(RQ+RP))
7 BALEFAT (A1)
EPA_POP = f(EPA)
SAHAE (%)
PCH_NEPA = (EPA_POP-EPA)/EPA_POP
FTYHAA T (AH
NEPA = EPA_POP - EPA
S7RRIT (W)
AG_POP = f(TFP11(-1), T_WAGE(-1), PER_TOINC(-1))
TEFHAA W)
COHORT APPROACH
EPA = fINNFP11(-1), T_WAGE, ACL_TOINC)
sy (A3)
AG_FARM = AG_POP(-1), PER_TOINC(-1), DINC(-1))
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GDP GDP 1094
GDPU = o ¢ GDPDEF A7
44 GDP RGDP 1094
1AF7HA RS DINC A
A= 7 A 4 PPI PAES
2o M) A2 7} A 4 CPI A
34 EXCH 4/$
8874 CURTP P
717744 MACHP P
Eo 7714 INPUTP A ¢
o] 10] WAGE Al
FAAAE RENT A 5

282 Al FE HF

Hr W 9]
A vl e A ACR Hha
g2 A SUNG Hha
e YD kg/10a
At Q 1,000%
SHE SUP 1,000&
FAAREEY LOSS 1,000=
TA SEED 1,000&
d o] ek ST 1,000%
TVE ek MET 1,000%
RN TD 1,000+=
1919 An| & PERD kg/<l
ol M 1,000&
TEY X 1,000%
=714 NFP 2000=100
AW 2714 NCP 2000=100
A 7} 4 EXPRI $/kg
T47H FPTE $/kg
ZHA| TE %
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ABSTRACT

An Impact Analysis of an FTA with the U.S. and Policy Measures
for the Korean Agriculture

The objective of this study is to analyze the impacts of an FTA between
Korea and the United States on the Korean agricultural industry. The
study mainly focuses on an impact analysis and possible structural reform
of the industry considering the dynamic nature of the Korean agricultural
industry.

Before initiating the FTA talks in June 2006, the Korean representatives
established a proposal for the FTA negotiation and started discussing on the
table based on the proposal. Before reaching the final agreement, both parties
had eight official negotiation meetings until April 2007.

Based on the finalized agreement, KREI (the Korean Rural Economic
Institute) used the KREI-ASMO 2006, a dynamic econometric simulation
model, to analyze the implications of the FTA for the entire Korean
agriculture. The model represents the entire Korean agriculture including rice
and grains, fruits and vegetables, livestock products, and other commodities
for the analysis. In particular, import demand functions were reformulated for
the imports from the U.S. and other countries separately so that the trade
conversion and creation effects from an FTA with the U.S. can be analyzed
directly. Basically, the analysis focuses only on the tariff reduction and TRQs
resulted in the FTA. However, the analysis includes indirect impacts of
linkages with supply and demand functions such as price, area planted, yield,
imports, per capita consumption, other consumption, ending stocks, and other
necessary functions. In addition, the model analyzes a baseline that represents
the current Korean agricultural situation without the FTA and then analyzes
an FTA scenario with the final tariff reduction agreed in the FTA negotiation
by both countries. The comparison between the baseline and the scenario
would be the practical impacts of the FTA.

Since most of the tariff will be zero percent in 2023, the analysis projects
until 2023 from 2009, 15 years of time period. Moreover, the final tariff
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schedule is exogenized such as TRQs, safe guards on specific commodities, and
tariff rates.

Based upon an assumption that the FTA starts effective in 2009,
the analysis shows that the Korean agricultural production value would
decrease dramatically by 447 billion Korean won in five years, 896
billion won in ten years, and 1,036 billion won in fifteen years in 2023.
A fifteen years production value reduction, on average, would be
approximately 670 billion won. However, the results of the analysis are
lower than what KREI had projected before the final agreement was
reached, which was 870 billion won in the case of a ten-year tariff
reduction schedule.

What Korean agriculture needs to do to minimize the negative impacts
from the FTA would include strong structural reform, improvement of
competitiveness, and a safety net for the agricultural income.

In a structural reform, considering the efficiency of any part of the
industry, inefficient operations should be reduced, while efficient operations
should be maintained. Similar to what was adopted for the FTA between Chile
and Korea, the "exiting-farms” as well as the "commodity-replacing-farms"
should be subsidized considering efficiency and competitiveness of the imports
from the United States.

Because Korea's price competitiveness of agricultural products has been
much lower than that of the U.S., the Korean agricultural industry should
focus on dramatic improvement of competitiveness in quality aiming at the
domestic consumers to increase the market share competing with the imported
products from the United States and other countries. Moreover, the strategies
for future agriculture should be based on the domestic consumers' trust and
needs so that the agricultural industry would be able to put a lot of efforts to
meet the needs providing fresh and safe products made by the Korean
farmers. In that case, the consumer markets for domestic products and
imported products would be separated so that the competitiveness in prices
would be no longer taken into account in the market.

Policies for the income safety net should be carried out to minimize
the negative impacts from the FTA since the domestic agricultural prices
would decrease and, as a result, the entire agricultural income would reduce
dramatically as well. Therefore, the policies for the income safety net should
be based on a few objective analyses to provide reasonable compensation for
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a certain time period until the farmers would be able to adjust their
production structure and plans into the new agricultural situation caused by
the FTA between Korea and the United States.

Researchers: Sei-Kyun Choi, Dae-Seob Lee
Research period: 2007. 02. - 2007. 05.
E-mail address: skchoi@krei.re.kr
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