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ABSTRACT

Considerations on Taxation of Agricultural Income in
Korea

Background of Research

Crop income has not been taxable since 2005. Though farmers with in-
come more than one billion won from crop farming other than food crops
should declare their income and be subject to income tax from year of
2016, an argument continues regarding on the taxation equity between
farmers with tax exemption and those without tax exemption as well as be-
tween agriculture and other industries.

Moreover, tax exemption on income from crop farming is a factor hin-
dering efficient agricultural administration from three reasons. First, be-
cause farmers are not obliged to declare their income, they have weak mo-
tivation to keep books and records, which result in limited application of
management techniques in their farming. Second, no income declaration re-
cord can be an obstacle to farmer’s more opportunities for investment be-
cause of uneasy access to the funds of banks. Third, income stabilization
programs and welfare programs for farmers are used for all farmers regard-
less of recipients’ income level. Being acknowledged that the amount of
public money transferred should be different according to recipient’s in-
come level for efficiency of policy, the fact that there is no reliable record
to prove applicant’s income is one of factors to deteriorate efficiency of
government policy.

Therefore, it is necessary to reconsider if tax exemption on crop income
should be maintained. However, there are socio-economic costs such as
farmer’s tax resistance, an increase in the costs of tax administration, in-
creased tax burden among farmers as well as benefits if tax exemption is
canceled and crop income starts to be taxable income. Thus a balanced ex-
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amination should be done on the continuation of tax exemption. Hence,
this study comprehensively assessed the socio-economic costs and benefits
of the continuation of tax exemption and drew a conclusion.

Method of Research

Four approaches were applied in this study. First, an estimation of farm-
er’s tax burden was done by using the Household Economic Survey,

National Tax Statistics, and Household Survey Data. Second, a scenario
analysis was conducted to examine the impact of taxation on crop income.
Third, taxation on agricultural income in France, Japan, the U.S. and
Canada was introduced to bring out lessons from other countries.

Moreover, meetings with experts on tax and agriculture were held on a
regular basis to discuss several issues related to taxation on crop income
so insightful comments on the study were obtained.

Research Results and Implications

The results of scenario analysis showed that the number of farmers who
pay income tax will increase no matter what scenario is applied. Moreover,

the average amount of paid tax also increased which indicates that the tax
burden clearly increased among farmers. This can bring out farmer’s bigger
tax resistance. Conflicts between farmers who pay income tax (forestry and
livestock income earners) and farmers who do not pay income tax (crop
farmers) can cause social cost. The last cost is an increase in administrative
costs required for tax collection, which can be divided into tax collection
costs and tax compliance costs. In the end, an increase in the cost of tax-
ation administration can be affected by the increase in the tax compliance
costs rather than administrative cost for national tax.

The benefits of taxation on crop income are divided into the benefits
from taxation itself and the benefits from income declaration made for tax
payment. The former includes an increase in tax revenues, and an increase
in social welfare resulting from improved social equity. The latter includes
farmers’ efficient management of their business, more opportunities for in-
vestment, and expanded sales channels by ensuring the base for business
registration, and development of agricultural administration.



XV

This study does not provide money metric measures of all the cost and
benefit of taxation on crop income because some of costs and benefits are
nontangible. However, this study concludes that the benefit of taxation on
crop income can exceed the cost and tax exemption on crop income should
not continue.

The benefit of taxation on crop income can expand to the whole society
beyond the agricultural sector while the major costs are to be borne by
farmers who were not income taxpayers. Especially, the change in taxation
can cause bigger economic burden to low income farmers compared to
high income farmers. Thus it is necessary to devise ways to reduce tax
burden for low income farm households.

Furthermore, the transition to taxation on crop income should be carried
out as long-term and in stages. The agreement among farmers on taxation
on crop income should be preceded to minimize social conflict caused
from tax policy changes.

Researchers: Lim Soyeong, Kim Yunjin, and Lee Shil
Research period: 2016. 1. ~ 2016. 10.
E-mail address: sylim@krei.re.kr
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S1 18.8 (54.2%) 700,519 (20.1%) 7,851 (20.1%)
S1-1 17.7 (29.5%) 602,582 (2.8%) 6,754 (2.8%)
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(H 5-6) HM7IFet MMOIE7IT 4 Hlw

Al S/HAS(HY) AT 7 HBM)
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Baseline 69,035 26,683 453,207 354,424 60.4 £8.6
St 63,532 24516 453,993 346,221 61.7 69.0
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S2 46,734 24,818 381,018 359,587 65.6 68.5
S2-1 51,762 24,169 426,513 343,327 64.5 68.8
S2-2 69,115 24,518 492,381 341,715 60.3 69.0

RN 2hE JISAIE HEo0 AMEAUS.

(B 5-7) Mo77he 57t 22

29 =

M2t Baseline S1 S1-1 S1-2 S2 S2-1 S2-2
08 2,245 2,060 2,078 2,169 1,734 1,819 2,098
0~102t A 64 91 83 62 335 258 58
102t~302F 2 56 79 72 72 69 65 76
302+~502t A 26 34 35 47 22 22 43
502t~1002F # 34 76 72 43 35 34 39
1002t~5002t A 104 183 183 134 298 295 198
5002t~1,00082t A 18 16 16 14 43 43 28
1,0002F & =i} 48 56 56 54 59 59 55
A 2,59 2,595 2,595 2,595 2,59 2,595 2,5%
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