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ABSTRACT

Korea has undergone tremendous growth since 1961. However, the

growth has been largely in manufacturing and service industries, while

the growth of agriculture has been relatively small. Accompanying and

influencing the slow agricultural growth are two financial phenomena:

additions to fixed capital in agriculture lagged behind the rate of

capitalization for the rest of country, and loans outstanding agriculture

were also behind.

The objectives of the study are: 1) to develop information on the

characteristics of the current farm financial conditions and the credit

situation in Korea, and 2) to determine implications of these factors

and suggest means by which improvements in the credit system might be

achieved.

A survey was made to obtain information on capitalization in

agriculture in Korea and on the availability and dependability of loans

for agricultural uses. The survey which was conducted in the Honam

area, gathered information from the following: 15 villages, 200 farms,

and 40 merchant moneylenders. The terms "farms" and "farmer-borrowers"

are used interchangably in this study. The farms were compared to
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determine statistically significant variables. Intra-farm analysis

was especially based on the degree of market orientation; 58.5 percent

of the farms were subsistence-oriented and 41.5 percent were market

oriented.

The second chapter of the study investigates the financial

structure and conditions of Korean f~rm households with the aid of the

financial and income statements, followed by an analysis of the financial

management of the farms and the pattern of expenditures in Chapter III.

The survey revealed that smaller and less specializeJ farms as well as

subsistence-oriented farms showed weak financial status as to the use

of credit and other economic activities.

Discussed in Chapter IV are the characteristics of rural credit

and the factors affecting the farmer's actual use of credit. Credit

use by farmers was closely inter-related with the economic viability

and commercialization of farm, appeared to be influenced by the

education level of farm operator, the size of fa~, the degree of farm

commercialization, total revenue and the magnitude of family livi;1g

costs. These were significant differences in the factors affecti~g

the credit use by market-oriented and subsistence-oriented farmers.

Chapter V converns credit cost to the borrower. The average

interest rate per lean was 59.2 percent per year with the average

private interest rate of 70 percent. Professional moneylenders received

the highest average per annum interest rate (121.7 percent). The larger

farms and the more market-oriented farms paid lower interest rate than

other types of farms.
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Chapter VI discusses the institutional credit policies and programs

and the problems of farmers in financing agriculture. Improvements are

needed not only in the amount of institutional credit available to

farmers but also in the loan procedures and regulations.

Discussed in Chapter VII are potential demand for and ways of

mobilizing agricultural capital. The estimated total demands are three

times greater than the outstanding loans supplied through cooperatives

and the estimated long-term credit demands are eight times larger than

the actual amount provided.

The growing needs of rural credit can be financed by: (1) mobiliza

tion of internal farm savings; (2) strengthening of cooperative

financing programs; (3) diversion of capital from other uses and

sources; and (4) government programs and foreign capital.

Since credit at the farm level is inter-related closely with farm

operation, marketing of agricultural production and household expendi

tures, an integrated model of rural credit (programs) has been proposed

in this study. Under this scheme the major recommendations with

respect to governmental and agricultural cooperative credit policies

and programs are made.
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CHAPTER I

INTRODUCTION

Problem Identification

The Korean economy has sustained a remarkable rate of growth over

the last ten-year period of 1958-68, especially since 1961, the year of

the Military Revolution. The Gross National Product (GNP) grew at an

average annual rate of 7.5 percent (see Table 1.1). In 1966, the growth

rate reached 13.4 percent, an unprecedentedly high rate in Korea. The

nation's dependence on foreign assistance sharply decreased during the

period, and an economic base that will allow a higher degree of economic

self-sufficiency was established.

The high economic growth rate is chiefly attributed to a sharp

increase in the secondary and tertiary sectors of the economy. Output

of mining and manufactured goods, for instance, grew at an average annual

rate of 14.4 percent over 1958-68. During the same 10-year period, the

value added for agriculture, forestry, and fisheries in terms of 1965

constant market prices increased from 246.3 billion Won in 1958 to 326.4

billion Won in 1968, an increase at an average growth rate of 3.1 percent

per annum. The agricultural sector decreased in terms of GNP from 44.6

percent in 1958 to 29.0 percent in 1968, while that of the mining and

u~nufacturing sectors increased from 13.5 percent to 24.9 and that of the

social overhead capital and other services increased from 41.9 percent

to 43.0 percent during the same period.

Pre-war Korea was long known as a grain, especially rice, exporter.

Yet in 1967 Korea imported grain costing about 77 million U.s. dollars

and in 1968 the amount was doubled. The necessity of using scarce foreign



Table 1.1. Gross National Product; the Sector Totals, Growth Rate and Percentage of Contribution
to Annual GNP for the Years 1958-1968

Unit: Billion Won
Value added Rate of growth Percentage shares to GNP

--------

Year Agriculture, Hining & Social over- GNP A,F&F H&H S&O GNP A,F&F M&M S&O GNP
forestry & manufacturing head capital
fishery and other

services a

1958 246.26 74.42 231.01 551.69 (6.8) (7.7) 0.6) (5.5) 44.6 13.5 41.9 100.0
1959 243.66 81.33 250.85 575.84 -1.1 9.3 8.6 4.4 42.3 14.1 43.6 100.0
1960 243.97 88.81 256.29 589.07 0.1 9.2 2.2 2.3 41.4 15.1 43.5 100.0
1961 268.53 91.64 253.44 613.61 10.1 3.2 -1.1 4.2 43.8 14.9 41. 3 100.0
1962 252.37 106.00 276.60 634.97 -6.0 15.7 9.1 3.5 39.7 16.7 43.6 100.0
1963 270.56 123.49 298.98 693.03 7.2 16.5 8.1 9.1 39.1 17.8 43.1 100.0
1964 314.31 130.14 305.86 750.31 16.2 5.4 2.3 8.3 41.9 17.3 40.8 100.0
1965 311. 63 157.54 336.68 805.85 -0.9 21.1 10.1 7.4 38.7 19.5 41. 8 100.0
1966 345.91 181. 43 386.48 913.82 11.0 15.2 14.8 13.4 37.9 19.8 42.3 100.0
1967 325.27 222.20 447.96 995.43 -6.0 22.5 15.9 8.9 32.7 22.3 45.0 100.0
1968b 326.36 280.39 518.65 1,125.40 0.3 26.2 15.8 13.1 29.0 24.9 46.1 100.0

Average
Annual % -- -- -- -- 3.1 14.4 8.6 7.5 39.2 17.8 43.0 100.0

alnc1uding construction, utilities, transportation, storage, and communication.

bpre1iminary statistics.

Source: Data for 1958-1966 from Economic Statistics Yearbook for 1968, the Bank of Korea, and data for
1967-1968 from Monthly Statistical Review, the Bank of Korea, Seoul, Korea, February 1969.

N
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currency for food imports severely 1imtts development of strategic

industries. Therefore, modernization of agriculture to achieve se1f

sufficiency in food production and use of agricultural raw materials

for manufacturing are recognized as essential to the sustained economic

growth.

To expand agricultural production, a major need is increased capital

formation. In absolute terms (1965 constant prices) fixed capital

formation in the agricultural sector increased from 5.35 billion Won

in 1958 to 18.80 billion in 1968, a little over three times for the 10

year period, as shown in Table 1.2. However, fixed capital formation in

agriculture as a percent of total gross domestic capital formatiun

declined from 6.9 percent in 1958 to 6.1 percent in 1968. The average

total annual rate of fixed capital formation was 9.3 percent. During

the period of 1958-68, average annual fixed capital formation in

agriculture, forestry, and fisheries as a percent of GNP originating

in the same sector was approximately 3.9 percent.

For the same period, combined fixed capital formation in the mining

and manufacturing sectors as a percent of gross domestic capital forma

tion increased from 24.4 percent to 27.4 percent, with an annual average

of 23.9 percent, or from 18.17 billion Won of 1958 to 76.80 billion of

1968. During the same period, average annual fixed capital formation in

mining and manufacturing as a percent of GNP originating in the same

sectors was 22.0 percent, while the annual average percentage of the

total domestic capital formation to the GNP as a whole was about 16.7.

The pattern of governmental investment allocation through the

Second Five-Year Economic Development plan shows that the past trend of



Table 1. 2. Composition of Gross Domestic Capital Formation by Industrial Group
Expressed in 1965 Constant Prices

Unit: Billion Won
Fixed capital formation Increase in Total gross

Year Agriculture, Mining & Soc. overhead cap. stocks domestic capital
forestry & fishery manufacturing & other services formation
Amount % to % to Amount % to % to Amount % to % to Amount % to Amount % to Percent

GNP total GNP total SNP total total GNP'. --

1958 5.35 2.2 6.9 18.17 24.4 23.4 34.27 14.8 44.1 19.93 25.6 77.72 14.1 100.0
1959 5.99 2.4 10.4 13.60 16.7 23.5 39.70 15.8 68.6 -1.46 -2.5 57.83 10.1 100.0
1960 6.97 2.9 11.2 16.15 18.2 25.9 38.59 15.1 61. 7 0.77 1.2 62.48 10.6 100.0
1961 8.35 3.1 11,4 14.23 15.5 19.5 42.68 16.8 58.6 7.69 10.5 72.95 11.9 100.0
1962 6.72 2.7 8.6 18.51 17.5 23.8 58.82 21. 3 75.4 -6.06 -7.8 77.99 12.3 100.0
1963 10.28 3.8 7.5 25.52 20.7 18.5 70.15 23.5 51.2 31.32 22.8 137.27 19.8 100.0
1964 10.66 3.4 9.3 23.29 17.9 20.4 59.38 19.4 51.9 21.08 18.4 114.41 15.2 100.0
1965 13.67 4.4 11.5 31.95 20.3 27.0 72.02 21.4 60.8 0.84 0.7 118.48 14.7 100.0
1966 23.16 6.7 11.2 63. 73 35.1 30.7 103.74 26.8 50.0 16.75 8.1 207.38 22.7 100.0
1967 19.24 5.9 8.0 61.81 27.8 25.7 151.04 33.7 62.3 9.63 4.0 241. 72 24.3 100.0
1968 18.80 5.8 6.1 76.80 27.4 24.8 209.87 40.5 67.6 4.65 1.5 310.12 27.6 100.0

Average
Annual % -- 3.9 9.3 -- 22.0 23.9 -- 22.6 59.3 -- 7.5 -- 16.7 100.0

Source: Data for 1958-1967 from Economic Statistics Yearbook for 1968, the Bank of Korea; and data for 1968
from ~1onth1y Statisti~~l Review, Vol. XXIII, No.2, February 1969, the Bank of Korea, Seoul, Korea •

.p.
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capital formation is likely to continue. During the period 1967-1971

only 160 billion Won or 16.3 percent out of the total investment

amounting to 980 billion Won was allocated to the agricultural sector,

while the remaining 83.7 percent was planned for industrial and social

overhead capital sectors (Table 1.3).

Table 1.3. Investment Allocation of the Second Five-Year Plan,
1967-1971, by Industrial Group Expressed in 1965
Constant Prices

Unit: billion Won

Industrial group

Agr., forestry & fishery
Mining & manufacturing
Social overhead & other services

Total

Amount

159.94
301.01
519.12

980.07

Percent

16.3
30.7
53.0

100.0

Source: Government of the Republic of Korea, The Second Five-Year
Economic Development Plan, 1967-1971, Seoul, 1966.

The increasing emphasis on non-agricultural sectors in the Korean

economy was evident even in granting banking loans and discounts at the

organized money market. Loans for all industries including agriculture

supplied by all banking institutions increased from 26.43 billion Won

in 1958 to 362.27 billion Won in 1968, an increase of almost 13 times

over the lO-year period (Table 1.4 and Figure 1). The loans outstanding

for industrial and other sectors increased from 18.56 billion to 314.44

billion, an increase of almost 17 times. The amount of loans for the

agricultural sector by all banking institutions increased from 7.87



Table 1.4. Loans Outstanding for Agricu1tura1
a

and Other Industrial Sectors from
All Banking Institutions for the Years 1958 through 1968

Unit: Billion Won
Agricultural loans Industrial or other Total loans

Years outstanding loans outstanding (for all industries)
Amount Index % Amount Index % Amount Index %

1958 7.87 100.0 29.8 18.56 100.0 70.2 26.43 100.0 100.0
1959 8.22 104.4 25.4 24.17 130.2 74.6 32.39 122.6 100.0
1960 11.54 146.6 29.5 27.63 148.9 70.5 39.17 148.2 100.0
1961 17.25 219.2 32.6 35.74 192.6 67.4 52.99 200.5 100.0
1962 18.72 237.9 27.1 50.44 271.8 72.9 69.16 261. 7 100.0
1963 19.70 250.3 25.6 57.29 308.7 74.4 76.99 291.3 100.0
1964 22.22 282.3 26.0 63.26 340.8 74.0 85.48 323.4 100.0
1965 21.87 277 .9 20.4 85.40 460.1 79.6 107.27 405.9 100.0
1966 26.04 330.9 17.9 119.35 643.0 82.1 145.39 550.1 100.0
1967 32.85 417.4 15.1 185.03 996.9 84.9 217.88 824.4 100.0
1968 47.83 607.8 13.2 314.44 1,694.2 86.8 362.27 1,370.7 100.0

a Such as agriculture, forestry and fishery.

Source: Data for 1958-1960 from Agricultural Yearbook for 1965, NACF and data from 1961-1968
from Agricultural Cooperative Monthly Survey, NACF, February, 1969.

'"
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Figure 1. Trend 01 Banking Loans Outstanding for Industrial and Agricutura I
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billion Won to 47.83 billion Won, an increase of about 6 times over the

period 1958 to 1968. During the same period, loans for agriculture,

forestry and fisheries as a percent of the total loans for all industries

declined from 29.8 percent in 1958 to 13.2 percent in 1968, while that

of industrial and other loans increased from 70.2 to 86.8 percent.

The lowered relative position of agriculture in the national

economy in terms of output, capital formation, a~d amount of loans out-

standing has been accompanied by some shortages in food supply, price

fluctuations of farm products, and socio-economic unbalance among the

industries and the people in the country. Larger increases in agricul-

tural production and greater capital formation in agriculture are needed

if the goals of agricultural modernization and possibly self-sufficiency

in food production are to be achieved. With the total amount of capital

available in the nation limited, how much more capital should the

government put into agriculture and how should the government use the

amounts thus committed are extremely crucial questions.

Theoretically, a given amount of capital is most profitably used in

the production of the agricultural and manufacturing products when the

marginal value productivity of capital is equal in each use. l

Recent studies on this subject indicate that in Korea the marginal

efficiency of capital investment in the agricultural sector is greater

than that in the manufacturing sector. In terms of average over the

1953-67 period, the incremental output-capital ratio is 1.09 for the

1For the theoretical discussion of the case, see Warren H. Vincent,
Economics and Management in Agriculture (Prentice-Hall, 1962), Chapter 5,
pp. 82-112.
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agricultural sector, and 0.55 for the manufacturing sector measured at

1965 constant prices. 2 3Another study reports that the capital coeffi-

cient of the manufacturing sector is twice as large as that of the

agricultural sector. This implies that more investment in the agricul-

tural sector is needed to maximizl~ Gross National Product.

As Korean agriculture undergoes a transition from a traditional

subsistence to a commercial economy, agricultural finance assumes

greater significance. The credit needs at the farm level encompasses

the financial needs of the family livelihood, farm operation, marketing

of farm products and inputs, and for farm improvement and expansion.

The average farm household with more than six family members on the

farm of less than 2.4 acres apparently needs much more capital than is

generated by their current annual income of 534 U.S. dollars in order

to break away from the subsistence production and living conditions.

The adoption of the improved farm technologies requires more capital

than many farmers usually possess or have access to from traditional

sources. Additional funds are needed to improve the present marketing

practices of farmers. For an efficient and prosperous rural economy,

sufficient credit with adequate term is essential. When the farmers

find it difficult to obtain such credit from institutional sources,

they are often forced to satisfy their credit needs by incurring

2Youngil Lim, "Agricultural vs. Manufacturing: An Evaluation of
Investment Policy in Post-War Korea," Paper presented at the Asian
Studies Pacific Conference (Seattle, Washington, June 16-17, 1969).

3Man Je Kim and Duck Woo Nam, "A Statistical Model for Monetary
Management: The Case of Korea, 1956-1967," Paper presented to the Third
Far Eastern Meeting of the Econometric Society (June 27-19, 1968).
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liabilities from the private sources whose loan conditions are usually

unfavorable to the farmers.

In spite of the considerable increase in institutional loans for

the agricultural sector, in 1967 a little over 37 percent of the farmers

acquired agricultural production loans from cooperatives. The average

amount of these short-term loans divided by all farm households was

about 1,400 Won (equivalent to 5 dollars using the exchange rate of U.S.

$1.00 to 280 Won). This made up only 6 percent of cash farming expenses

incurred by the average farm. Of the total amount of credit used by the

same farm operator in 1967 about 78 percent was obtained from private

credit sources and nearly a half of the total amount was defrayed for

consumption purposes. Interest rates charged on the loans from private

sources ranged from 36 to 180 percent per annum whereas institutional

loans carried an interest rate of 9 to 25.2 percent.

If rural creditS is to be considered as a "vehicle" to speed com-

mercialization and to carry desirable services to the farm family, it

should (1) help the borrower as much as the lender, (2) liquidate itself

from earnings, (3) be repayable on terms adjusted to time of income, and

4unless otherwise specified, the source of statistics quoted in
this chapter refers to The Agricultural Yearbook for 1968, The National
Agricultura.l Coopera.tives Federation ("NACF") (Seoul, Korea).

5Rural credit may be defined as an "integrated credit program for
farm household, through which it is sought to equip t~e rural family
technically, economically, and socially, and by so doing to raise the
standard of living of rural cormnunities." For further discussion, see
A. L. Weis, "Agricultural Credit in Uruguay," cited in Science and
Technology for Development, Vol. III, Agriculture, U. N. (New York,
1963) p. 202.
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(4) should consider the farmer's management ability together with

auxiliary services necessary to help him produce more and live better. 6

The varied and often conflicting ideas with respect to rural credit

have revolved around some basic themes, especially equity and increased

d ··t 7pro uct1V1 y.

The controversy of equity and increased productivity themes may be

summed up in how to reason the cause and effect of poverty in Korean

agriculture. When the shortage of credit (capital) is interpreted as

a cause for lack of working capital in the hands of the farmer, the need

to provide better credit facilities becomes an important part of the

increased productivity thesis.

On the contrary, where the shortage of credit is attributed to an

effect and symptom of pverty, then equity argument is to offer means to

combat the high interest rates and the heavy burden of farm household

debts in rural areas.

Narrowing down to the core of the controversy, it may be a real

'chicken and egg' problem, because pverty itself is a result of low

income that is due partly to the lack of funds available, small size of

farm operation, and low price of farm produce. Yet, until fairly

6D. E. Anderson and G. H. Coulter, Agricultural Credit Problems and
Practices, North Dakota Agricultural Experiment Station, Bulletin No.
423 (Fargo, N.D., June, 1960), p. 4.

7For further discussion on these viewpoints, see Vernon W. Ruttan,
"Equity and Productivity Issues in Nodern Agrarian Reform Legislation,"
a paper presented at the International Economic Association Conference
on Economic Problems of Agriculture (Rome, Sep., 1965), passim; Rufus B.
Hughes, Partial Preliminary Report: The Socioeconomic Study of Thai
Cooperatives (Dec., 1967), pp. 10-20, (Mimeo); and Land Reform, Defects
in Agrarian Structure as Obstacles to Economic Development, United
Nations (1951), pp. 37-43.
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recently, the almost exclusive concern with equity considerations has

dominated in the area of credit and marketing.

The origin of the equity problem can be traced back to Japanese

colonialism and also to old Korean dynasty monarchism. The lack of

equity arises from the very nature of the subsistence farm economy.

Subsistence agriculture is always accompanied by subsistence markets for

credit and commodities. For example, when peasant farmers bring their

small surpluses of produce to market, they ar.e usually at the mercy of

the merchant-moneylenders. These individuals are allegedly in the best

position to take advantage of both producers and consumers. Institutional

countermeasures are usually absent or inadequate.

Measures to improve equity by curtailing efforts of moneylender

alone give no assurance of significantly increasing the overall flow of

production and income in the agricultural economy. Attempts to achieve

equity without this requires a continuous drain of income and resources

front other sectors into agriculture. It may even distort the proper

development of the market system and overall economic stability and

progress. Administratively and economically, it would be more efficient

simply to give "deserved families" direct income subsidies. 8

Government sponsored credit institutions such as agricultural

cooperatives have been advocated and practiced as a means to circumvent

the merchant-moneylender and to increase equity. On the other hand, it

8See Rufus B. Hughes, .£E. cit., p. 10, and Sung Hoon Kim, "Effects
of Commercial Capital on the Rural Economy in Agricultural Marketing
Process," Agricultural Economy, Vol. 15, Ministry of Agriculture and
Forestry (Korea, Dec., 1965), passim.
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is argued that the present credit structure may be sustained by

unsuccessful institutional operations on credit and cooperative

marketing.

If the cooperatives operate under inefficient management burdening

its members with discomforts, red-tape, cumbersome and lengthy

procedures, and even losses, farmers naturally prefer dealing with non-

institutional dealers. The present cooperative structure has been

half-forcibly, half-voluntarily organized from the top level down to

almost every village over the country. Most units are functioning, if

they function at all, merely as a government agency in handling credit,

farm supplies, and purchasing and collecting of farm produce.

According to the Evaluation Report of the National Agricultural

Cooperative Federation (NACF), only 362 village cooperatives out of

16,663 cooperative units are classified as viable, self-supporting units

in 1967. What are the economic implications of the failure of many

cooperative units to become viable and self-supporting?

9
John W. Mellor states, IIIf marketing margins are low or if the

services demanded by consumers require a large resource input with

commensurate high costs and the private trade is handling them

efficiently, then the environment for formation of cooperatives is

relatively unfavorable."

911Structura1 Characteristics and Theoretical Interpretations of
Village-Level Agricultural Product and Input }~rkets in Representative
Situations--East Asian Smallholder Agriculture," a paper presented at
the ADC-University of Kentucky Seminar (Lexington, Kentucky, April,
1969).
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The failure of a viable cooperative movement itself may disprove

the allegedly exploitive private credit (and marketing) structure, or

it may only evidence the inefficient functioning of the present

cooperative system. The needs for and the feasibility of agricultural

cooperatives in Korea have been mixed up in governmental policy. NACF

reports that farmers' deposits as a percent of the total deposits at

cooperatives represented only 12.5 percent in 1967 and voluntary

cooperative activities in credit and marketing were almost negligible.

Policy-oriented governmental programs had proved incapable of

successfully competing with private dealers, especially in terms of

prompt services and auxiliary services rendered to farmers.

The objective of providing adequate capital is to induce farmers to

increase their production capacities, thereby increasing the flow of

production and income originating in agriculture.

Certainly the introduction of capital into agriculture may appre-

ciably raise agricultural productivity. As P. Panikar says, "credit

lubricates the engine of production and heightens its efficiency."lO

However, the impact and implication of increased productivity on the

general farm economy will be different depending on which criteria and

what methods are stressed: Output per acre denoting land productivity

and output per man hour; i.e.: labor productivity.

If infusion of credit serves only to raise land productivity with

intensive use of labor, low net return per man hour in terms of labor

lO"The Burden of Debt in Indian Agriculture," Journal of Farm
Economics, Vol. 45, No.1 (Feb., 1963), p. 195.



15

11
productivity might be incurred on the individual farm economy. On the

other hand, if it only replaces manpower without providing the surplus

labor with adequate working opportunity, the use of capital makes little

contribution to the problems of agricultural development. This dichotomy

has been frequently witnessed in a labor-surplus cum capital-scarce

economy like Korea, where self-sufficiency in food production at the

aggregate level in general and increasing farmer's net income at the

grass-root level in particular are of paramount importance. However, if

capital is used for irrigation or drainage works, for example, there

will be a considerable increase in agricultural productivity in both

senses.

While it is true on one hand that inadequate credit in Korea is

preventing farmers from adopting innovations that would increase

productivity, on the other, there are strong objections to attributing

everything to the shortage of capital: In some ways it exaggerates the

problem, and in others, makes it appear too easy.12

The "shortage of capital thesis" appears to exaggerate the diffi-

culties of increasing productivity by ignoring the possibility of

raising the output from existing capital. It reflects the insufficient

IlThe intensive use or labor at the farm level may result in low
labor productivity and net farm income, which, in turn, discourage
farmer's incentives for further production, thereby dampening the
national endeavors to achieve a viable economy in agricultural
production. See Dr. Joon Bo Kim, Introduction to Agricultural Economics,
Korea University Press, 1967, passim, and his papper, "Basic Problems of
Agricultural Production in Korea," College of Agriculture, Seoul National
University (1960), pp. 61-65 (Both in Korean).

12See W. B. Reddaway, "The Economics of Underdeveloped Countries,"
The Economic Journal, Vol. LXXIII, No. 289 (March, 1963), p. 4-6.
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utilization as well as the under-utilization of capital goods such as

farm facilities, machinery, animal and human labor, etc. The

insufficient utilization has mainly resulted from inadequate demand for

farm produce, inefficient use of capital and idle resources.

However, the "thesis" apparently ignores the fact that the increase

in agricultural productivity depends not only on the provision of

necessary capital but also on the many other things such as skilled

labor, farming techniques, easy access to agricultural inputs, adequate

13market and infra-structure, and various institutional arrangements.

Therefore, it is safe to say that insufficient provision of funds

available for farmers to increase productivity is not the sole short-

coming of the current credit structure in Korea.

Some factors concerning institutional arrangements with respect to

credit will be discussed throughout this study. Among these is a

failure to tailor the institutional credit to broader programs such as

extension, cooperatives, and marketing activities. An unfruitful

conformity in handling of the institutional credit has been replicated

l3Here are some excerptions supporting the argument. For example,
lIthe increase in agricultural output depends preponderantly on the
introduction of better methods." The Development of the Indian Economy,
Chapter 4, cited by W. B. Reddaway, ~. cit., p.5.

"Credit is less important to agricultural development than is ready
availability of agricultural supplies at convenient near markets." Dr.
A. T. Mosher, Getting Agriculture Moving, F. A. Praeger Publishers
(1966), p. 152.

"Such a marketing system cannot function properly, however, without
the existence of an adequate rural infra-structure in the shape of trans
ports, communication systems and of warehousing, storage, gr~ding

processing and other facilities. However, indispensable a properly
organized marketing system amy be, the existence of well-functioning
system of price regulations is essential." FAa, Agricultural Credit
Through Cooperatives and Other Institutions (Rome, Italy, 1965),
pp. 159-160.
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by neglecting characteristic differences in financial needs of each

stratum of agriclltural producers in terms of size of farm, cropping

pattern and degree of commercialization. Small or marginal farmers may

need additional credit for consumption during the intervening period

until the crops are harvested, while ~edium- and large-sized farmers

want some sort of long-term credit for farm improvement. An

institutional undertaking to use credit as a tool for such social ends

must not only see that the credit is made available, but also must look

at coordination of the various aspects of the credit problem into an

integrated scheme. Availability and dependability of rural credit

geared to each stage and situation of agriculture becomes crucial to

successful transformation of a subsistence economy into a commercial

economy.

The increased productivity thesis comes to light in recent

governmental or academic activities along with the national big push

programs in self-sufficiency in food and industrialization. 14 But

paradoxically, this is yielding another equity problem--social inequality

between the rich and the poor and conspicuous economic disequilibrium

between the urban and rural sectors in the nation. Therefore, if past

policies have gone too far towards the equity objective without keeping

in sight the ne2G for increases in agricultural productivity, the same

weight of caution apparently needs to be given an extreme shift of

l4This is mainly due to (a) the pressure of r~s~ng rates (2.88% per
annum) of population growth, (b) the lack of food supply at the national
level, (c) the increasing demand for cash and industrial crops, and
(d) the apparent influence of the modern theory of firm on the
agricultural production policy.
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empb~sis to the productivity objective. Two theses should not be

mutually exclusive alternatives because a dual emphasis may be served

as a necessary and sufficient condition of agricultural development.

The lowered relative position of agriculture in the national

economy in terms of output, capital formation and amount of loans

outstanding has been accompanied by some shortages in food supply,

price fluctuations of farm products, and socio-economic unbalance among

the industries and the people in the country. Larger increases in

agricultural production and greater capital formation in agriculture

are needed if the goals of agricultural modernization and possibly

self-sufficiency in food production are to be achieved. With the total

amount of capital available in the nation limited, how much more capital

should the government put into agriculture and how should the government

use the amount thus committed are extremely crucial questions.

Purpose and Scope of the Study

Objectives

1. To develop information on the characteristics of the current

farm financial conditions and the rural credit situation in Korea.

2. To determine implications of these factors and suggest means

by which improvements in the credit system might be achieved.

More specifically, this research is: (1) to examine the financial

structure and management of Korean farmers; (2) to explore types,

sources, terms, interest rates, and channels of credit available to

farm families; (3) to identify major factors which may affect the

farmers' use of credit and to estimate credit costs to the borrowers;
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(4) to check relevant aspects of marketing conditions which closely

relate to credit problems; (5) to determine potential demand for and

supply of rural credit needed to successfully implement agricultural

development programs in Korea; and (6) to review the operation of the

current credit system in an attempt to set up an integrated institutional

credit program with respect to the funding of the agricultural coopera

tives, the only public rural credit institution in Korea.

Procedural Steps

The procedure to achieve these objectives is as follows;

1. To reveiw the general credit situation and problems of Korean

farmers over the past six-year period since 1961 and discuss the basic

themes revolving the current credit system and practices.

2. To examine the financial status and conditions of the farmers

in terms of farm assets, liabilities, incomes, and expenditures using

cross-sectional and time-series data. Changes in financial and income

statements are discussed.

3. To determine levels and methods of credit use, and credit costs

to borrowers to explore the interrelationship between the farmers credit

use and various factors affecting it, using multiple regression

techniques.

4. To examine problems of financing rural families, their potential

demand for credit, and ways of mobilizing additional capital for

agriculture.

5. To explore the socio-economic factors underlying the successful

credit policies, programs, and systems to the end of constructing a

model for the rural credit program in Korea.
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Research Methodology

Type of Data Applied

There are three potential types 15 of data from which rural credit

relationships described in the objectives can be measured:

(1) time-series data of national totals and averages; (2) continuing

cross-sectional or budget series data; and (3) "one-shot" cross-

sectional surveys. Time-series data are important for the analysis of

changes in debts associated with changes in levels of farm household

income and assets. A comparison of interest rates in rural areas with

those of the urban credit market and also long-run projection of demand

for and supply of loanable funds can be made by using the time-series

data. However, the lack of adequate data available for certain subjects

limits the possibilities for the time-series analysis.

Collecting of cross-sectional data representative of Korean

agriculture conditions on a continuing basis would be ideal in many ways

for the study of aspects of farm financial management. From this type

of data the researcher could measure the changes in marginal capital

efficiency in regard to the rates of interest available over time. So

far few data of this nature have been available in Korea.

The third type of data source is the conventional one-shot cross-

sectional survey. With this type of data it is possible to assess the

static but important relationships of farm (financial) management,

15J. M. Westmore, M. E. Abel, E. W. Learn, and W. W. Cochrane,
Policies for Expanding the Demand for Farm Food Products in the United
States, Part I, University of Minnesota (1959), p. 45.
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credit use and structure along with size of farm, type of farming, and

degree of commercialization. Optimum amount of credit needed and level

of interest rates, costs and returns to moneylenders, too, can be

determined by this type of data.

This research has attempted to gather information concerning the

rural credit situation and problems through the field survey. Farm

management and marketing practices influencing the farmers' use of

credit were also investigated. Secondary data useful for the credit

analysis, if available, were obtained from all the possible sources.

Survey Method

To secure the data on which this study of rural credit was based,

15 village representatives, 200 farmer-borrowers, and 40 merchant-

moneylenders in the Honam area of Korea were interviewed during October

1968 to January 1969. The Honam area, where most of the sampling of

farms took place, has be~n the largest farming region in Korea in terms

of number of farm units, population, and output level.

The sample size of 200 farm households was obtained by referring to

the 1961 Agricultural Census Survey Design. The sample size was designed

to allow not more than 5 percent of error in representing farm households

~ain the Honam area. Farm household is defined as the "family which is

engaged in farming on a farm of 0.1 Chongbo or more." The quasi-farm

households such as agricultural experiment stations, vocational schools,

l5aSee Report on the Results of Farm Household Economy Survey and
Production Cost Survey of Agricultural Products, Ministry of Agriculture
and Forestry, Republic of Korea, 1968.
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or religious organizations were excluded even if they held farm acreages

of more than 0.1 Chongbo. Non-farmers were excluded in this survey

unless they were moneylenders for the survey of moneylending practices.

Two-stage stratified sampling was employed for selection of the sample

farm household with sampling fractions of 30, 35, 25, and 10 percent for

marginal, small, medium, and large farm units, respectively.16

This 1968-69 Korean Agricultural Credit Survey cannot be considered

a strict random sample survey in the process of selection of survey

villages. Selection of sample villages has two different implications:

if villages predominantly growing rice are selected, more thorough

coverage of credit conditions with respect to this important type of

agriculture would be obtained. On the other hand, if villages in which

some other types of agriculture are important are included, this will

give a less intensive picture but of broader applicability. This

research followed the latter method.

Fifteen representative villages from two typical farming provinces

(Honam area) of Korea were subjectively selected on the basis of type of

farming and geographical settings in accordance with the national

averages. Sample villages were broken down into four villages in the

paddy field area, three in the upland area including one suburban

village, and eight in the mixed area in which two each from island and

remote mountain areas were included (see the Appendix for the description

l6This study followed the officially used classification of farm
size; marginal farm for those who have less than 0.5 chongbo (hectare),
small farm for those who own 0.5 - 1.0 chongbo, medium 1.0 - 2.0
chongbo, and large over 2 chongbo.
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and map of sample villages). Through preliminary reconnaissance trips

over the survey areas to be selected, a deliberate effort was made to

avoid extremes or atypical situations and to balance farming patterns

among the villages included. To the extent that size of farm and income

were indicators, the sample used in the study, despite its relatively

small size, was believed to be reasonably representative of the Honam

area of Korea. 17

Selection of 40 moneylenders was based on the information obtained

from both farmer-borrowers surveyed and area officials interviewed.

Insofar as the lenders are concerned, the survey is rather a case study.

As much supplementary information and secondary data as possible

were obtained fron! various publications and through conversations with

governmental and cooperative officials. Socio-economic factors under-

lying the current credit structure at the national level with special

reference to the present functioning of agricultural cooperatives were

also reviewed by studying the history and regulations of credit policies

and programs in Korea.

Method of Data Analysis

Both inter-farm and intra-farm analyses were made utilizing the

data obtained from the survey. Inter-farm analysis (comparison) was

l7The average farm land per farm household in Honam area in 1968
reported by the Ministry of Agriculture and Forestry was 0.855 Chongbo
and farm household income was 170,210 Won (U.S. $608), while the sample
farmers on the average made income of 169,126 Won from the farm acreages
of 0.988 Chongbo during the same year. The survey results showed
slightly higher figures in size of farm because it included more
specialty farmers, who owned large acreages, to find out economic
relationships of the proposed factors.
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helpful in narrowing investigation to the more relevant factors, but in

establishing proof of causal relationships it has serious limitations

unless there is a large degree of homogeneity except in the causal

18factor being compared. This limitation is judged as not serious for

this study, because of great similarities among the general Korean farm

households in their farm sizes, cropping patterns, age and education of

farmer operators, etc. Size of farm was introduced as the measure for

inter-farm comparison in this study. Of all farm households surveyed,

30 percent were marginal farms, 35 percent small farms, 25 percent

medium farms, and 10 percent large farms. This corresponds closely to

the national averages.

However, intra-farm analysis seemed justified in order to determine

the economic relationships among the surveyed farms in degree of commer-

cialization, credit use, and credit requirements, etc. Intra-farm

analysis was based on different types of farms to test if there were

significant variations in characteristic factors of the farms surveyed.

Classified by the major income source at the end of 1968, 59 percent of

the total households surveyed were paddy growers, 21.5 percent diver-

sified general farmers, 6 percent vegetable specialists, 5 percent

fruit growers, and the remaining 8.5 percent livestock raisers,

l8cf • W. E. Hendrix, Capital Accumulation by Families on Small
Farms in the Piedmont, University of Georgia, Bulletin N. S. 8
(August 1955), p. 18.
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was subjective by selecting a greater proportion of farms than the

national averages to explore use of advanced credit practices since

most of their produce was grown for sales.

To supplement the intra-farm analysis and to prevent relatively

small samples for certain types of farms from being statistically

insignificant at times, a new criterion, that is, market-orientation

of farm, was introduced for the effective intra-farm analysis,

classifying surveyed farms into two groups: subsistence-oriented farms

(SO) and market-oriented (MO) farms. Market-orientation in this study

20refers to the percentage share of farm output marketed. The

subsistence-oriented farm was defined as one in which the farm family

consumed more farm products for its subsistence than was marketed

of~-farm. If the farm marketed more products than it consumed on the

farrr, it was classified as a market-oriented farm. Theoretically,

whether the farm is market-oriented or not should be judged from the

viewpoint of the farmer himself. Farmer's motivation, however, was

ignored in this study because it was too often conflicted with his

19Farms were classified as general farm when the value of produce
from one kind of crop did not represent as much as 50 percent of the
total value of farm products. Those farms in which 50 pe~cent O~ mo~e

of the total value of products were from a certain crop named by their
main crop. Rice was the major income source of average Korean farmers.
Officially about 70 percent of Korean farm households were classified
as paddy-growing farms, 24 percent as upland croppers, and the remaining
6 percent were for livestock, fruits, vegetable, and other growers.

20The percentage share of farm output marketed includes products
sold, government purchases, tax and public charges paid in kind, and
refining charges. Wages, donations, and rents paid in kind were
excluded. The figures were computed on the basis of all products
produced at the farm.
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farming result. Of the total farm households interviewed, 58.5 percent

were subsistence-oriented farms and other 41.5 percent were market-

oriented farms.

In analyzing and presenting the survey results by size, type and

market-orientation of farm, all the data were weighted by the number of

farm households in each farm group to represent the mean value of the

respective category and item throughout this study.

Some Characteristics of Sample Farm-Operations

The following represents a syntheses of some of the characteristics

of farms surveyed in an effort to establish a framework of reference for

subsequent analysis.

Farm-borrowers

The average farm-borrower surveyed was 43.6 years old2l and had

engaged in farming for 21.5 years. He had completed 5.6 years of

education and his family numbered 6.3 members. The typical borrower

farmed slightly less than 0.99 Chongbo (2.4 acres). In general, the

extent of commercialization appeared to be low. Approximately 41.5

percent of the total production was marketed at the average farm level.

~!er one-third of farmers were primarily interested in providing food

for only their family consumption (Table 1.5).

As the average age of farm operators and the years engaged in

21About 17 percent of them were under 30 years of age, 29 percent
were in the 30-39 year group, 33 percent in 40-49, and 21 percent over
50 years old.
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agriculture increased, the size of farm increased but the type of farm

was less specialized except for fruit farms. Table 1.5 shows that

marginal farmers constituted the youngest age group with an average age

of 41.2 years, while the average large farmer was 48.5 years old. Among

the type of farm group in Table 1.6, age of fruit growers averaged 44.5

years. Other specialty farmers and vegetable growers had averages of

40.3 and 42.2 years, respectively. Diversified general farmers and

paddy farmers averaged 43.4 and 44.3 years of age, respectively. The

years engaged in farming was lowest for small farm operators. Operators

of marginal far~, medium farms and large farms showed progressively

longer involvement in farming. By type of farming, other specialty

farmers have been engaged in farming for the least period of years,

while fruit farm operators had the longest experience. Commercial

oriented farmers were on the average slightly older and had more years

in farming experience than subsistence-oriented farmers (Table 1.7).

(Hereafter, we shall abbreviate subsistence-oriented farms and market

oriented farms into S.O. far~ and M.O. farms, respectively).

Years of school completed by the operator had an important effect

upon both size, type and market orientation of the farm. Operators of

larger and more commercialized farmers had a higher education on the

average than their respective counterparts (Tables 1.5-7). The average

medium and large farmer had completed 7.4 and 7.5 years of education,

respectively, while the marginal and small farmers received 4.5 and 4.7

years on the average. With respect to type of farm, fruit farmers had

9.1 years of schooling followed by other specialty farmers with 9.0

years, vegetable farmers with 8.7 years and paddy farmers with 4.6 years.
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Table 1.5. Selected Characteristics of the Sample Farm Operators by
Size of Farm, 1968

SIZE OF FARM
Characteristics of Marginal Small Medium Large

All farmsfarm Operations farms farms farms farms

Ages of operator 41.2 43.2 45.1 48.5 43.6

Years engaged in farming 20.3 19.8 24.1 24.3 21.5

Education (years) 4.5 4.7 7....4 7.5 5.6

Family size (persons) 6.08 6.28 6.51 6.50 6.30

Farm acreage (Chongbo) 0.39 0.76 1.45 2.43 0.99

Percentage of market-
orientation 23.3 39.4 56.9 65.7 41.5

Table 1.6. Selected Characteristics of the Sample Farm Operators by
Type of Farm, 1968

Type of Farm
Divers ified Other

Characteristics of Paddy General Vegetable Fruit specialty
farm operations farms farms farms farms farms a

Age of operator 44.13 43.4 42.2 44.5 40.3

Years engaged in farming 22.2 21. 3 17.3 23.4 16.9

Education (years) 5.0 4.2 8.7 9.1 9.0

Family size (persons) 6.34 6.27 6.41 6.41 6.00

Farm acreage (Chongbo) 0.92 0.86 0.83 2.16 1.21

Percentage of market-
orientation 37.3 28.8 62.5 72.4 60.5

a Such as livestock farms, sericulturists and other special crop farms.



29

By market-orientation of farms, M.O. farmers, on the average, had much

higher education than S.O. farmers, 7.6 and 4.2 years, respectively.

The result of analysis of variance aimed to test a hypothesis that

subsistence-oriented farms have characteristics which differ from those

of market-oriented farms indicated that the two sectors differed

significantly (at the 5 percent level) in average number of years of

farmer-borrowers' education (Table 1.7). But the average age and the

years of farming showed no statistically significant differences between

the two sectors.

Table 1.7. Selected Characteristics of the Operators of Subsistence
Oriented and Market-Oriented Farms, 1968

Characteristics
of Operators

Age of Operator

Years engaged in farming

Education (years)*

Family size (persons)

Farm acreage (Chongbo)*

Percentage of market
orientation'\-

Subsistence
Oriented
farms

42.8

21.3

4.2

6.28

0.73

29.6

Market
Oriented
farms

44.7

21.8

7.6

6.33

1. 36

58.3

All farms

43.6

21.5

5.6

6.30

0.99

41.5

*Difference between the two sectors is significant at the 5 percent
level.
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There was also found to be highly significant correlation between

farm operator's education and entrepreneurship in farm business. About

80 percent of those who marketed over two-third of their products had

completed at least the ninth grade.

The average size of farm household in this study was 6.3 persons

per family. Size of family grew bigger with the larger size of farm

holdings, but did not appear related to type of farming. Family size

was slightly larger for M.O. farms than for the counterpart farms, but

it was not statistically significant. Size of farm acreage was not

generally related to type of farm surveyed. Fruit farms had the largest

average acreage, 2.16 chongbo, of which 28 percent was used for growing

other than fruits.

As expected, size and type of farm were closely related to the

degree of commercialization. The survey results in Table 1.5 and 1.6

show that on larger farms and farms that specialized in one or a few

cash crops the proportion of products marketed was much greater. For

instance, in Table 1.5, large and medium farms, on the average, sold

65.7 percent and 56.9 percent, respectively, of their total products

whereas small and marginal farms marketed 39.4 and 23.3 percent

respectively. By type of farming, among the farmers interviewed, fruit

gro~~ers marketed the highest proportion of the farm produce, 72.4

percent of their total products. Next were vegetable farmers with 62.5

percent, other special crop farmers with 60.5 percent, and paddy

growers with 37.3 percent. Diversified general farmers, who were mostly
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subsistence-oriented farmers, indicated the lowest degree of market

orientation, 28.8 percent. 22 Difference in size of farm acreage and

percentage of farm products sold were statistically significant between

the two sectors at the 5 percent level. Farm acreage of market-oriented

farms was about twice as large as subsistence-oriented farms as indicated

in Table 1.7.

22Since the figures cited were computed on the basis of all
products produced at the farm throughout the year, some of the important
commodity farms showed, in general, a low degree of commercialization
due to the averaging of all products. By commodity alone, vegetable and
fruit farmers, in fact, sold over 92 and 96 percent of their specialized
commodities, respectively, in addition to other subsistence products
they produced as secondary production.



CHAPTER II

FINANCIAL STRUCTURE OF KOREAN FARM HOUSEHOLDS

Scope and Purpose of Financial Structure Analysis

The financial structure l of farm households is significant because

of its influence on the efficiency of agricultural production, its

bearing on stability of farm ownership, and because it bears on the

probability of future farm income and determines in large part its

distribution.

Efficiency in agricultural production requires that farmers be able

to adopt new types of farming, new methods, and new equipment when any

of these promise better results. Such flexibility and adaptability in

farming are present only when the financial structure is such that

farmers are in a position to spend their own liquid resources, or

borrowed funds, on operations and equipment that may not yield an

immediate return. The farmer, in this case, will be decisively

influenced by the relation of debt obligations to his equities in the

physical assets of the farm. Thus the financial structure will largely

determine the extent to which the farmers are able to adjust to new

conditions and to adopt the most effective methods of farming.

lFor a detailed discussion of analytical aspects of the financial
structure and conditions with respect to agriculture and individual farm
operators in the U.S.A., see the following publications to which most of
the introductory discussion in this chapter is owed: William G. Murray
and Aaron G. Nelson, Agricultural Finance, Fifth Edition, the Iowa State
University Press (1955), pp. 52-80; W. E. Hendrix, Capital Accumulation
by Families on Small Farms in the Piedmont, University of Georgia,
College of Agriculture, Bulletin N.S. 8 (August, 1955), passim; and
U.S.D.A., Bureau of Agricultural Economics, Impact of the War on the
Financial Structure of Agriculture, Miscellaneous Publication No. 567
(Washington, D. C.), 1945, passim.
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Stability of ownership of farm facilities influences the farmer's

inclination to make such improvements. Where ownership is unstable,

farmers will hesitate to make necessary improvements. Instead, they

will only exploit the soil and then either leave or neglect restoring

their deteriorating properties. On the other hand, if owner equities

are large and danger of loss of farms is small, farmers will have an

incentive to conserve the productive power of their physical assets and

to make improvements generally, which will pay for themselves over a

period of years in higher yields and/or lower costs.

Finally, the financial structure of the farm is highly significant

because it determines distribution of farm earnings. Changes in the

distribution of income resulting from changes in the price structure

and from shifts in equities in farms have an impact, not only on farmer

groups, but also on non-farm groups and the relationships between

farmer-borrowers and various moneylenders. Thus the financial structure

of the farm is one of the influential factors that determines industrial

employment and the prosperity of urban sectors.

The financial and income statements are useful in the credit

analysis because they provide information needed to appraise the farmer's

financial position.

Tue financial statement, or balance sheet, simply refers to an

inventory record of the farm household including the total assets and

liabilities at a specific date or point in time with the net worth or

net deficit as the difference, whereas the income statement is a record

of the receipts and gains during a specific period of time less the

expenses and losses during the same period, with a net income or a net
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loss as a result. The income statement may be viewed as the historical

record in financial terms of production and marketing transactions that

have affected the balance sheet during a given period. It ignores,

however, capital transactions or valuation changes in asset items due

to price change. The income statement has the advantage of measuring

the financial effectiveness of assets engaged in agriculture.

These two statements are also used to analyze the farmers'

repayment capacity and so-called risk-bearing ability along with returns

of capital invested in an attempt to determine restrictions or limita

tions as well as profitability in the farmers' credit management. It

is a desirable practice from the producer's standpoint to take the

productivity of new capital investments as a measure of farmers' ability

to pay debts incurred by them. However, in a strict sense, the ability

to save and/or to pay debts depends upon both the size of one's

income -- not merely upon income added by a new investment -- and one's

needs for income to meet sundry and often unpredictable living

expenses. 2 The difference between these income and living expenses was

taken as the measure of a farm family's repayment and risk-bearing

ability, while the returns on costs and capital invested in certain

agricultural enterprises or on the farm as a whole are regarded as the

relative strength of income-producing ability as well as a credit-use

guide.

In this study, analyses were made cross-sectionally and again

historically to examine farm financial structure and conditions in

2W. E. Hendrix, ~. cit., p. 3.
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terms of assets, liabilities, income, and expenditure -- financial and

income statements.

In Korea, the farmers' financial conditions in general, including

the debt structure such as magnitude, type, source, use pattern and

terms of the outstanding debt per farm household, varied significantly

with the size of farm and/or type of farming methods. For the cross

sectional analysis, the inter-farm and intra-farm comparisons were made

to determine the differences among various farmer groups. Especially,

in the intra-farm analysis the classification of farm households by the

degree of market-orientation was added in an attempt to determine

characteristics of farmers' financial status.

Balance Sheet Analysis: A Cross-Sectional Approach

Financial statements were obtained from two hundred farm households

in this survey. The assets were divided into three broad categories:

1) Current assets such as financial or quick assets, inventory and raw

materials, small animals and household goods including durable assets,

2) working assets such as breeding and working livestock, and machinery

and equipment, and 3) fixed assets such as land, farm house and other

buildings. This classification was based on fixity, liquidity and

length of tim~ period needed to attain cash convertibility. Thus value

figures of asset items were broken down into four balance sheets by

size and type of farm and again by two different time points. All the

asset items were evaluated on the basis of the market prices of the

survey area and at the two different time points: December 31, 1968 for
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the first three financial statements and September 30, 1968 for the

remaining balance sheet.

At the end of 1968, the average farmer in the survey had total

assets of 597,275 Won, equivalent at the exchange rate of 280 Won per

dollar to $2,133, of which 578,011 Won represented net worth and 19,264

Won was debt as shown in Table 2.1. The farmer's assets consisted of

426,208 Won with 71.4 percent in land, 65,082 Won or 10.9 percent in

farm buildings and house, 3,605 Won or 0.6 percent in machinery and

equipment, 16,389 Won or 2.7 percent in breeding and working livestock,

and 85,991 Won or 14.4 percent in current assets. The relatively high

proportion of current assets in the statement was mainly due to the

value of crops and materials (10.5 percent of the total assets) stored

at the farm that had just been harvested. The preponderance of real

assets over all non-real assets with a more than four to one ratio in

the balance sheet reflects the low mechanization of agriculture in

general and the labor-intensive farm operation practices. As a matter

of fact, in 1967 the average farm household used 2,418 converted man

working hours of family and employed labor, while animal power used by

the farm totaled only 105 hours during the same period according to the

Ministry of Agriculture and Forestry statistics. Poorly equipped farming

constituted one factor in contributing to the low production and income

level.

The balance sheet of December 31, 1968, in Table 2.1, shows that

as the size of farm acreage became greater, the farmer O~n1ed a larger

amount of farm assets. Marginal farmers, who cultivated farms smaller

than 0.5 Chungbo, had total assets of 265,951 Won on the average; small



Table 2.1. An Aggregate Financial Statement for the Average Farm Household by Size of Farm, December 31, 1968

Unit: Won

Statement Component
Size of farm household

Harginal farms Small farms Medium farms Large farms
Less than 0.5 Chongbo 0.5-1.° 1.0-2.° Over_2.°Chongbo

\von Percent Hon Percent Won Percent Won Percent

All farms

Won Percent

265,951__10_0.9 _46§_.012 100.0 850.378 100.0 1,417.889 lOO.S) _597.275

52 t632 19.8 55,025 11.8 76 t928 9.0 108 t016 7.6 65,082
l68,2~ __63.L_~2I,8~1 70.4 625,507 ]3~5 _1~04§_.ll4_ _13~~208

Current:
Financial assets*
Crops & materials
Market livestock
Household goods

~vorking:

Breeding & working
livestock

Machinery & equipments

Fixed:
Buildings
Land)';*
Total Assets

7t 366
25 t082

423
5,134

6 t02l
lt053

2.8
9.4
0.2
1.9

2.3
0.4

6 t098
50 t526

1 t 279
8 t 984

13,891
2 t 358

1.3
10.8
0.3
1.9

3.0
0.5

Assets

llt 559
89 t 453

3t176
14 t308

23,613
5 t834

1.4
10.5
0.4
1.7

2.8
0.7

21,472
l5l t160

6 t155
36 t 712

38,174
10 t086

1.5
10.7
0.4
2.6

2.7
0.7

9 t 38l
62 t688
lt 984

11,938

l6 t389
3t 605

1.6
10.5
0.3
2.0

2.7
0.6

10.9
71.4

100.0

Current (short
term)*i;*

Fixed (long-term)
Total Liabilities
Net ~vorth

Total Net Worth
and Liabilities

Liabilities and Net Worth

16.703 6.28 15.298 3.28 17,842 2.1 17,225 1.2 l6 t548 2.77
76 0.03 845 0.18 5.063 0.6 11.317 0.8 2.716 0.45

16.779 6.31 16,143 3.46 22 .905 2.7 28,542 2.0 19,264 3.22
249,172 93.69 449 t 869 96.54 827 t 473 97.3 1,389,347 98.0 578,011 96.78

265,951 100.0 466,012 100.0 850 t 378 100.0 1,417,889 100.0 597,275 100.0

*Inc1ude cash, savings accounts, installment deposits, stocks and bonds, lent money, sales on credit, and
others.

**Inc1udes large plants and fruit trees.
***Inc1udes accounts payable. W

"-l
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farmers with farms of 0.5 - 1.0 Chongbo owned 466,012 Won; medium

farmers of 1.0 - 2.0 Chongbor farm size possessed assets of 850,378 Won;

and large farmers who cultivated farms of more than 2.0 Chongbo owned

1,417,889 Won as their average total value of assets. This was because

of the greater proportion and amount of land to the total amount of

assets as the size of farm increased. The percentages of land to total

assets in terms of value were as follows: 63.2 percent in. marginal

farms, 70.4 percent in small farms, 73.5 percent in medium farms, and

73.8 percent in large farms. As the size of farm increased the absolute

value of buildings increased, but the proportion of total assets decreased

ranging from 19.8 percent in the case of marginal farms to 7.6 percent in

large farms. Machinery and equipment made up both the increasing amount

and percentage of the total amount of assets with increased size of

farm.

As for the other assets, no particular relationship was seen among

the different sizes of farm groups other than the fact that the absolute

value of all the individual asset items was greater with the larger size

of farm group on the average.

As far as the equity percentages in balance sheet analysis were

concerned, the farmer-borrower showed a strong financial position. The

average farmer's equity averaged approximately 96.8 percent. The ~Tlount

and percent of net worth per farm household varied significantly with

the size of farm. The average marginal farm household had a net worth

of 249,172 Won or 93.7 percent; small farmers on the aver~ge had an

equity of 449,869 Won or approximately 96.5 percent; average, medium

and large farm households owned net worths of 827,473 Won, or 97.3
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percent, and 1,389,347 Won, or 98.0 percent respectively. Equity

analysis may be misleading as a guide to the farmers' debt-carrying

capacity and financial soundness. However, in a subsistence farming

framework little farm income is available for debt-payment. Total

assets of the average farmer is small.

Survey farmers who tended to specialize in one or a few

agricultural products, showed the greater total assets, net worth, and

debt. The diversified general farmers, on the average, had the lowest

assets of 324,933 Won, net worth of 310,788 Won or 76.7 percent and

total debt averating 14,145 Won (see Table 2.2). The average vegetable

farm household owned 595,780 Won in total assets, of which 569,192 Won

(95 percent) net worth -- the lowest -- and 26,588 Won debt. Next to the

vegetable farmer, paddy farmers had total assets averaging 589,857 Won,

a net worth of 571,371 Won (97 percent) and debt amounting to 18,486

Won. Other specialty farmers had assets of 769,821 Won, net worth of

742,653 Won (96 percent) and 27,168 Won of debt. Fruit farm had the

greatest amount of farm assets, net worth and debt: 1,420,865 Won,

1,392,635 Won (98 percent), and 28,230 Won, respectively.

The value of land (Table 1.2) made up the largest proportion in

total assets in the intra-farm balance sheet ranging from a mark of 77

percent fruit farmers' to a low of 66 percent of diversified general

farmers' assets. Building accounted for a low of 10 percent of the

assets for fruit farms to a high of 12.5 percent in general farms. The

proportion of working or breeding livestock was greatest in other

specialty farms averaging about 9 percent of the total assets. Next to

this were diversified general farms, paddy, vegetable and fruit farms



Table 2.2. An Aggregate Financial Statement for Average Farm Household by Type of Farm, December 31, 1968

Unit: Won

64,448 10.9 40,656 12.5 66,908 11.2 148,243 10.4 81,058 10.5
421,462 71.5 213,558 65.7 424,957 71.3 1,093,978 77.0 524,291 68.1
589 ,~~5]_.1Q9~~~~_3~. J,.OO.O ~595~7~Q _10().•O._1~!f2~865_10Q._O _769......821 100.0

Type of farm
Paddy farms Diversified Vegetable farms Fruit farms Other farms

general farms
loJon Percent Won Percent Won Percent Won Percent Won Percent

Assets

9,588 1.6 6,316 1.9 11,678 2.0 14,509 1.0 11,059 1.4
63,966 10.8 43,575 13.4 69,767 11.7 121,368 8.6 62,647 8.2
1,571 0.3 1,868 0.6 1,655 0.3 1,126 0.1 5,884 0.8

12,940 2.2 5,725 1.8 9,515 1.6 27,593 1.9 12,235 1.6

Statement Component

Current:
Financial assets*
Crops & Materials
Market livestock
Household goods

Working:
Breeding & working
livestock

Machinery & equipments

Fixed:
Buildings
Land**
Total Assets

12,352
3,530

2.1
0.6

11,232
2,003

3.5
0.6

7,137
4,163

1.2
0.7

4,608
9,540

0.3 66,529
0.7 6,118

8.6
0.8

Current (short
term)*'~*

Fixed (long-term)
Total Liabilities
Net loJorth

Total Net loJorth
and Liabili ties

Liabilities and Net Worth

16,365 2.75 13,522 4.16 21,091 3.54 17,950 1.26 21,394
2,1.2~1_~_ 0.38 __~2~_O~5,497 0.92 10,280 0.72 5,774

18,486 3.13 14,145 4.35 26,588 4.46 28,230 1.98 27,168
571,371 96.87 310,788 95.65 569,192 95.54 1,392,635 98.02 742,653

589,~_7_].00.Q.._324 .....933_ ].00.0 .59-2.,7~0 10Ch.0_J-L42~865 100.0 769,821

2.78
0.75
3.53

96.47

100.0

*Inc1ude cash, savings accounts, installment deposits, stock and bonds, lent money, sales on credit, and
others.

**Inc1udes large plants and fruit trees.
***Inc1udes accounts payable.

.j::
o
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in that order. Total assets represented by machinery and equipment

averaged less than one percent. In general, the absolute amounts of

all the individual assets increased as the type of farm changed from

general, paddy, vegetable, and other specialty farms to fruit farms.

The total amount of assets owned by market-oriented (M.O.) farms

was 1.7 times larger than that of subsistence-oriented (S.O.) farms

(Table 2.3). Average S.O. farms owned total assets of 461,602 Won, of

which 444,998 Won (96 percent) was net worth and 16,604 Won or about 4

percent represented debt. The M.O. farms had total assets averaging

788,526 Won, a net worth of 765,509 Won (97 percent) and debt of

23,017 Won or about 3 percent.

The real assets owned by M.O. farms were approximately 2 times

larger than S. O. farms. The land accounted for about 69 percent, and

buildings was 12.8 percent, of total assets for S.O. farms. M.O. farms

had land accounting for 73 percent of total assets and buildings

accounting for a little over 9 percent. The data in Table 2.3 show that

S.O. farms had smaller amounts of working capital and that this item

made up a greater percentage of total assets than was the case for MoO.

farms.

A balance sheet represents a snapshot of the business at just one

instant of time. In the balance sheets developed from the survey Data

there is a close connection between the date and the amount and value of

assets appearing. Current assets of Korean farmers reach a peak around

November. Most major transaction occur in this season. In a December

31 balance sheet farmers can be expected to show an unusually high
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Table 2.3. An Aggregate Financial Statement for an Average Farm
Household of a Market-Orientation of Farm,

December 31, 1968

Statement Component Subsistence
oriented farms

Won Percent

Unit:
Narket-oriented

farms
Won Percent

Assets

Won
All farms

Won Percent

Current:
Financial assets*
Crops & materials
Harket livestock
Household goods

6,050
50,626

1,259
8,687

1,3
10.9
0.3
1.9

14,077
79,691

3,006
16,521

1.8
10.1
0.4
2.1

9,381
62,688
1,984

11,938

1.6
10.5
0.3
2.0

Working:
Breeding and working
livestock 13,960

Machinery & equipments 2,627
3.0
0.6

19,813
4,984

2.5
0.6

16,389
3,605

2.7
0.6

Liabili ties and Net Horth

Fixed:
Buildings
Land**

Total Assets

Current (short
term)*1c*

Fixed (long-term)

Total Liabilities
Net Worth

Total Net Worth and
Liabilities

58,915
319,478

461,602

15,722
822

16,604
444,998

461,602

12.8
69.2

100.0

3.40
0.19

3.59
96.41

100.0

73,775
576,659

788,526

17,714
5,303

23,017
765,509

788,526

9.4
73.1

100.0

2.25
0.67

2.92
97.08

100.0

65,082
426,208

597,275

16,548
2,716

19,264
578,011

597,275

10.9
71.4

100.0

2.77
0.45

3.22
96.78

100.0

*Include cash, savings accounts, installment deposits, stocks and bonds,
lent money, sales on credit, and others.

**Includes large plants and fruit trees.
***Includes accounts payable.
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proportion of financial assets and of crops and materials stored at the

farm, compared with other seasons.

The number of farmer-borrowers also varies over time. Survey

results showed farmers were most heavily indebted in the month of

September when the credit needs reached their peak shortly before

harvest (See Table 2.4). The same farmers held the least amount of debt

in December (Table 2.3). In the September balance sheet average farmer's

total assets were 56,767 Won or 9.5 percent lower than for the average

farmer of the December 31, 1968 balance sheet. Lower amounts of

financial assets were held, together with a lower inventory of stored

crops and materials. Equities of both market-oriented and subsistence

oriented farmers were relatively lower. The importance of real assets

were significantly higher in the September balance sheet compared with

the balance sheet of December 31.

Except for land and buildings, no other asset items could cover the

amount of debt held in September by the average farmer-borrower of

either group. This means that if he were forced to repay the debt at

this time for some reasons, he would have to sell his real assets or

borrow money from other sources.

Balance-sheet analysis usually includes analysis of the balance

sheet ratios. Ratios are used to indicate the relationship between

owned and borrowed capital in the business also, it includes the ratio

of net worth to total assets and the percentage or ratio of total

liabilities to total assets. The farmers in the Survey had liabilities

which accounted for 3.2 percent of their total assets on the average a

ratio of 1 to 31 as of the end of 1968 (Table 2.5). When the debt
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Table 2.4. An Aggregate Financial Statement for Average Farm
Household by Market-Orientation of Farm,

Septecber 30, 1968

Statement Component Subsistence
oriented farms

Won Percent

Unit:
Market-oriented

farms
Won Percent

Won
All farms

Won Percent

Current:
Financial assets*
Crops & materials
Market livestock
Household goods

5,176
4,218
1,246
8,473

1.3
1.0
0.3
2.1

Assets

8,308
24,539
3,354

16,502

1.1
3.4
0.5
2.3

6,482
12,651
2,121

11,805

1.2
2.3
0.4
2.2

Working:
Breeding and working
livestock 14,279

Machinery & equipments 2,620
3.5
0.6

19,790
4,989

2.7
0.7

16,566
3,603

3.0
0.7

Fixed:
BUildings
Land**

Total Assets

56,810
316,577

409,399

13.9
77.3

100.0

72 ,116
575,712

725,310

9.9
79.4

100.0

63,162
424,118

540,508

11. 7
78.5

100.0

Liabilities and Net Worth

Current (short
term)***

Fixed (long-term)

Total Liabilities
Net Harth

Total Net Horth and
Liabilities

20,085
882

20,967
388,432

409,399

4.91
0.21

5.12
94.88

100.0

25,988
5,302

31,290
694,020

725,310

3.58
0.73

4.31
95.69

100.0

22,535
2,716

25,251
515,257

540,508

4.17
0.51

4.68
95.32

100.0

*Include cash, savings accounts, installment deposits, stocks and bonds,
lent money, sales on credit, and others.

**Includes large plants and fruit trees.
***Includes accounts payable.
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Table 2.5. Ratios of Liabilities to Assets by
Size, Type, and Market-Orientation

of Farm, December 31, 1968

Unit: Percent
Ratios of liabilities to assets

Farmer group +Current+ +Current+ + Fixed +
liabilities liabilities liabilities
Financial Current Fixed
tassetst tassetst tassetst

+Total+
liabilities

Total
tassetst

Size of Farm:
Marginal farms
Small farms
Medium farms
Large farms

Type of Farm:
Paddy farms
Diversified farms
Vegetable farms
Fruit farms
Other farms

Market-orientation:
Subsistence-oriented

farms

Market-oriented
farms

All Farms

226.8 44.0 0.03 6.31
250.9 22.9 0.22 3.43
154.4 15.1 0.72 2.69

80.2 8.0 0.98 2.01

170.7 18.6 0.44 3.13
214.1 23.9 0.25 4.35
180.6 22.8 1.12 4.46
123.7 10.9 0.83 1.98
193.4 23.3 0.95 3.35

259.9 23.60 0.23 3.59
(388.0) (105.1) (0.24) (5.17)

125.8 15.64 0.82 2.92
(312.8) (49.3) (0.82) (4.34)

176.4 19.2 0.55 3.22
(347.7) (77.8) (0.56) (4.68)

Note: Figures in parentheses represent the percentages of various
liabilities of the farmers to corresponding assets on October 1,
1968.
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reached its maximum, the average percentage was about 5 percent or a

ratio of 1 to 21. The indebtedness percentage or ratio to the total

amount of assets varied significantly with the size and type of farm.

The greater the farm acreage and the more specialized in one or a few

cash commodities, the smaller was the indebtedness ratio. Small farms

showed the ratio of 1 to 16, or 6 percent in terms of total liabilities

over total assets, while large farms indicated a ratio of 1 to 50 or

2 percent.

A good-sized reserve of cash, savings, and other financial assets

that can be readily converted into cash has a very important bearing on

the determination of the farmer's solvency. Even though the farmer has

a sizable net worth he may be insolvent and subject to sale or fore

closure of his real estate if he has a poor liquidity position. The

balance sheets developed from the Survey show relatively low amount of

readily convertible assets in comparison with the amount of short-term

debts. In Table 2.5 the ratio of current liabilities over liquid

financial assets of the average farmer was computed as 176.4 percent as

of December 31, 1968, and 347.7 percent in September 30, 1968. Among

all farm groups, only large farms indicated that they had liquid assets

larger than the amount of current liabilities: 80.2 percent on

Deceillber 31, 1968. TIle percentage of current debts over financial

assets of all other farm groups was larger than 100% but became smaller

as the size of farm increased and farming was more specialized in one or

more cash products. Market-oriented farms had a percentage of 125.8 of

current debts over liquid financial assets while subsistence farms had

259.9 percent at the end of the year 1968.
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If crops stored for consumption and small animals for sale are

treated as quasi-financial assets, the relationship between financial

assets and short-term liabilities is more favorable in the September

Balance Sheet. In this case the average farmer had the ratio of I to

4.5 of financial assets to short-term liabilities; that is, 22.3

percent in terms of short-term liabilities over financial assets. Even

marginal farms indicated a more favorable ratio of I to 2 or 50.8 per

cent in current liabilities to financial assets.

The percentages of current liabilities to current assets and of

fixed liabilities to fixed assets are often used as simple tests to

determine whether the debts are properly distributed between short-and

long-term obligations. No account is taken in this instance of working

assets which are not scheduled for immediate conversion into cash. A

favorable situation would be less current and more fixed debt. In other

words, the percentage of cur~ent or short-term liabilities to assets

should be smaller than the fixed or long term percentage since maturing

short-term obligations are likely to be embarrasing to the farmer

borrower if they fall due when it is difficult to borrow, or because the

fall due frequently and thus cause extra work in arranging renewals. 3

Morever, it is often possible to obtain lower interest rates on long-term

loans.

Analysis of these ratios indicate an unfavorable debt structure

being prevalent in the survey areas (Table 2.5). At the end of 1968,

a typical farmer had current liabilities constituting 19 percent of

3William G. Murray and Aaron G. Nelson, £E. cit., p. 64.
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total current assets while fixed liabilities made up less than one

percent of total fixed assets. At the ned of September, 1968 when the

debt was at the maximum, the current percentage showed 77.8 percent

while the fixed percentage was 0.6 percent. The main reason for this

unfavorable liability-asset relationship was the small amount of

intermediate and long-term credit used by and available to the farmers.

For example, the fixed liability used by an average farmer comprised

only 7.1 percent of his total liabilities at the end of 1968 Table 2.3)

and 9.3 percent on September 30, 1968 (Table 2.4).

The implication of this upside-down debt structure is that the use

of credit was not schemed to bring to the farmer-borrower the long-run

increased productivity or financial progress. Under existing circum

stances the farmers have to borrow frequently to refinance debts that

fall due before crops are harvested.

Table 2.5 also shows that as the size of farm increased, the

percentage of current or short-term liabilities to assets became

greater, but the percentage of fixed liabilities to assets became

smaller. This implies that the smaller farms had more adverse debt

structure on the average than the larger farms. By type of farm,

generally the specialized farms showed a better situation in debt

structure, especially in utilizing long-term credit. The vegetable,

fruit and other specialty farms had a larger amount and bigger

percentage in fixed debt than the other two types of farms. Diversified

general farms had the biggest current ratio while the same farm had the

lowest fixed ratio.
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On September 30, and December 31, 1968 Balance Sheets the

subsistence farms had a much larger percentage of current liabilities

to assets and a much smaller percentage of fixed liabilities to assets

than the counterpart farm groups.

In conclusion, examination of balance sheet ratio appears to show

the farmers in the survey appear to have had a fairly good financial

structure in terms of the interrelationship of total assets and

equities. But viewed from the current and fixed liability-asset

relationship, the farmers had poorly distributed short and long-term

debt obligations that called for them to repay or refinance debts

frequently. The farmers' financial position regarding the quick assets

was very weak. To repay their short-term debts implied sales of crops

stored for consumption or livestock or refinancing. More intermediate

and long-term credit seemed to be needed. It also seems acceptable in

view of the fixed assets available for collateral. Finally, the larger

sized, more specialized and commercialized farms--all of which are

synonymous with each other to a great degree--had better financial

positions than the smaller, diversified and subsistence-oriented farms

in terms of equity and debt-carrying capacity and structure.

Changes in Balance Sheet: A Time-Series Approach

Virtually, every change in financial terms, both physical quanti

ties and market values of the physical assets, affects the balance

sheet. In order to find how the financial conditions of Korean farmers

have changed since 1962 when the First Five-Year Economic Plan was
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launched, governmental statistics of 1962-674 were employed to construct

a series of balance sheet over time. Time-series date available in

financial terms were estimated in constant prices to isolate valuation

changes in physical quantities from changes in prices of the physical

goods over the period. 5 The expression of valuations in constant prices

can be accomplished by dividing the valuation on a given date by the

ratio of (a) prices on the given date to (b) prices on January 1, 1965.

Due to a difficulty in obtaining actual price records, a price index of

the corresponding year which was already calculated on the basis of

1965 = 100 was substituted for the ratio. As a matter of fact, both are

identical in use since the price index and the ratio estimated represent

the same national averages during the period.

By using this method it is estimated that the average Korean farmer

had not been better off in terms of net changes in farm assets over the

5-year period, December 1962 to December 1967 (Figure 2). Table 2.6

indicates that in 1967 the average farmer, indeed, had slightly less

farm assets than he owned in 1962. During this five-year period the

farmer's net worth decreased by 1,388 Won. A considerable decrease in

working assets and a sizable increase in liabilities was partly balanced

by an increase in current assets. Fixed assets remained nearly constant,

implying almost no capital formation occurred during the period.

4Data obtained from the Designated Statistics No.8 & 9, Ministry
of Agriculture, were edited by the author in line with the balance sheet
analysis of the preceding section.

5The real measurement of changes in physical quantities might be
better expressed in physical terms. Yet, estimated data in financial
terms are believed to serve effectively analyzing the trend of changes.



Table 2.6. Changes in the Average Farm Household Financial Statement, 1962-1967,
Expressed in Constant Prices l

Item
1962

Years (as of December 31)
1963 1964 1965 1966

Base Year: 1965 Unit: Won
Net Change 1962-67

1967 Won Percent

Current: b

Financial assets
Crops & materials
Small animals

Working:
Large plants
Large animals
Large implements C

7,208 6,574 7,147 9,989 11,133 12,930 +5,722
63,405 58,534 59,670 55,668 62,401 62,244 -1,161
1,056 936 928 1,181 1,249 1,686 + 630

1,647 822 1,033 1,116 1,637 1,058 - 589
14,548 9,018 7,229 9,802 10,479 12,085 -2,363

2,938 3,430 1,793 1,725 1,606 1,463 -1,332

+79.4
- 1. 8
+59.7

-35.8
-16.2
-45.3

Fixed:
Buildings
Land

Total Assets

45,006 59,141 42,076 42,935 46,151 44,699
347,614 __ 361,715 289.181 340.646 353.365 _346,970
483,422 500,173 409,057 463,062 488,021 483,235

307
644
188

- 0.7
- 0.2
- 0.0

8,484 9,880 8,338 10,570 9,178 9,872 +1,388
!+)4251~4~2li__400,719 _ 452,492 478,!i4J _A7l.363_ . =1 .. 388

Total Liabilities d
Net Worth
Total Liabilities &

Net Worth 483,422 500,173 409,057 463,062 488,021 483,235 188

+16.4
- 0.3

- 0.0

aAll figures are estimated on the basis of Governmental Statistics (Designated Statistics No.8 & 9, MAF).
Except buildings and large implements, all items are deflated by prices received by farmers as 1965-100.
Buildings and large implements are deflated by prices paid by farmers as 1965=100. The margin of error
varies with items.

bCurrent assets in this statement do not include household goods and durable assets.
cExc1udes small farm equipments and tools.
dLiabilities do not include accounts payable, unpaid wages and interest on debts.

V1
t-'



52
Figure 2. Trend of Growth of Average Farm Household Assets and Liabilities,

1962- 67. on 1965 Constant Price.
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Income State Analysis: A Cross-Sectional Approach

The income statement records returns and expenses of a business

sequential income statement can show trends in receipt and expenses and

help to explain past changes and to provide some basis for predicting

possible future change.

The immediate purpose of the income statement analysis is usually

to determine the ability of the farmer-borrower to earn an income over

and above expenses. Such an income statement usually consists of the

cash receipts, cash expenses and inventory adjustments. An income

statement is meaningful in an subsistence economy only when the non-cash

components converted into value are included in the statement with the

cash components since payments and transactions in kind are still

prevalent. A farmer may show cash expenses in excess of cash receipts

and yet he may be making excellent financial progress as indicated by

a large increase in his physical income surplus.

Farm accounting practice varies in methods of handling receipt and

expenditure items. To avoid confusion in computing annual income over

expenses, that is, the saving and debt-paying ability of the farmer

borrower, this study attempted a rather unique method. The income

statement analysis not only has separately dealt with cash components,

but has also tried to size up total receipts and expenses in terms of

total value that included both cash and physical payments. All the

items in income statement analysis were divided into two columns, one

for total value and the other for cash payment. Annual farm household

income consisted of agricultural income and side business and off-farm
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income. Agricultural income represented the total gross receipts

accrued from farming minus rental charges and farm operating expenses in

which agricultural current expenditures and capital depreciation costs

were included. Capital interests and family labor charges were not

considered in computing farm income. Agricultural gross receipts were

made up of agricultural receipts, 93 percent, and changes in agricultural

product inventory, large plants and livestock, about 7 percent. Approxi-

mately 90 percent of agricultural receipts were derived from crop

production and the remaining 10 percent from non-crop production. The

average farmer in the survey, during the year 1968, obtained 53.6

percent of his income from rice, 16.4 percent from barley and other

grains, 9.6 percent from vegetables, 5.8 percent from livestock, 4.9

percent from fruits, and the remaining 9.7 percent from other enterprises.

Following the farmers' actual defrayment pattern, taxes, public

charges and interests on debts were not included in current farm oper-

ating expenses. Subtracting these from farm household income gives the

farmer's disposable income. This was somehow equivalent to the classical

concept of net farm income. Living expenses included food, housing, fuel

and light, clothing, education, ceremonies and miscellaneous items.

Income surplus or deficit was determined by subtracting these expenses

from the disposable income figure. The final figure shows if the farmer

had income available for savings, debt payments, and investment. 6

6Following this method of accounting, net income surplus represents
a margin of safety for use in meeting debt-payments and indicates a
farmer's real ability to save and/or to pay debts from a strict credit
management viewpoint.
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As in the balance sheet analysis three income statements were

synthesized: size of farm, type of farming, and market orientation of

farm. The income statements were designed to ascertain both the size

and structure of farm income during the one-year period, January 1 to

December 31, 1968. The valuation of stocks held by farmers at the time

of the survey was based on the current market prices of the survey area

as of the end of the year.

During 1968, the average farmer in the survey made a total net

income of 169,126 Won or $604 u.s. dollars, of which agricultural income

made up 80 percent and off-farm income comprised the remaining 20 percent

or 33,108 Won as seen in Tables 2.7 and 2.13. Off-farm income consisted

of side-business income and other earnings in the ratio of 1 to 4.

Average agricultural gross receipts amounted to 175,728 Won while farm

operating expenses cost 39,710 Won or 22.6 percent of total gross

receipts. Rate of agricultural income to the total agricultural gross

receipts accounted for 77.4 percent. Taxes, public charges, and interest

or debts amounted to 8,804 Won. Subtracting this amount from farm house

hold income, left 160,322 Won as the farmer's disposable income which

comprised 94.8 percent of the farm household income.

The farm household spent 150,052 Won for family living expenditures

(Table 2.7). The average farm families' sufficiency rate of agricultural

income over living costs was almost 100 percent (Table 2.8). This

implies that under the present farming conditions, the farm family could

not rely solely on agriculture for its living. The rough estimate of

the average propensity to consume was about 86 percent. This high

percentage can be interpreted either that the farmers used up their



Table 2.7. An Aggregate Income Statement for Average Farm Household by Size of Farm, 1968

Unit: Won
Size of· farm

Statement component Nargina1 farms Small farms Hedium farms . Large farms All farms
Total Cash Total Cash Total Cash Total Cash Total Cash

A. Agricultural
gross receipts* 82,297 17,624 152,981 49,405 242,536 108,625 368,616 183,217 175,728 68,056

B. Farm operating
expenses 17,715 10,869 32,538 20,173 52,706 36,842 98,313 65,054 39,710 26,637

C. Agricultural
income (A-B) 64,582 6,755 120,443 29,232 189,830 69,383 270,303 118,163 136,018 41,419

D. Off-farm
income 48,331 37,293 31,611 25,390 18,764 20,730 28,544 18,839 33,108 26,903

E. Farm household
income (C+D) 112,913 44,048 152,054 54,622 208,594 90,113 298,847 137,002 169,126 68,322

F. Taxes, charges
& interests 6,687 2,614 7,302 2,905 10,580 5,827 15,973 7,665 8,804 4,020

G. Disposable
income (E-F) 106,226 If! ,434 144,752 51,717 198,014 84,286 282,874 129,337 160,322 64,302

H. Living
expenses 94,896 42,354 125,948 53,148 170,845 79,853 229,207 118,150 137,397 64,490

I. Income surplus or
defici t (G-H) 11,330 -920 18,804 -1,431 27,169 4,433 53,667 11,187 22,925 -188

*Inc1udes adjustments for changes in inventories, large plants, and livestock during the year.

V1
0\



Table 2.8. Various Economic Indices of Farm Incomes and Expenditures by Size, Type and
Market-Orientation of Farm, 1968

Unit: Percent
Agricultural Agricultural Sufficient degree Average Propensity
dep. degree = income rate = of living cost = to consume =

Farmer Group Agr. Income Agr. Income Agr. Income Living Exp.
F.H. Income* Agr. Gross Living Exp. Disposable

Receipts Income

Size of Farm:
Hargina1 57.2 78.5 68.1 89.3
Small 79.2 78.7 95.6 87.0
Hedium 91.0 78.2 111.1 86.3
Large 90.5 73.3 117.9 81.0

Type of Farm:
Paddy 77 .6 76.5 94.9 86.2
General 76.3 80.3 94.0 89.7
Vegetable 86.8 77 .8 105.2 87.3
Fruit 95.4 77.5 120.3 78.6
Other 84.0 77.8 106.4 83.1

Market-Orientation:
Subsistence-oriented farms 74.2 77 .4 87.3 89.8
Market-oriented farms 85.9 77.4 110.2 82.1

All farms 80.4 77.4 99.0 85.7

*F. H. denotes "Farm Household."

l.11
-...J
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income almost to the level of their disposable income in hand or that

the size of disposable income was so small compared to the needs of the

farm family that only a little amount was left for savings or investment.

That is, the average farmer's income surplus was figured as only 22,925

Won in total. With the income surplus only he was not able to repay the

principal of debt at its peak or credit that he used during the same

year.

As of the end of September, 1968, the average farm household debt

amounted to 25,251 Won and the average farm operator used 25,148 Won of

credit in 1968. In other words, he did not yield a sufficient income

over expenses to save or pay debts (and invest) contrary to the

comparatively favorable results shown by equity ratios in balance sheet

analysis in the preceding section.

The analysis of the cash receipts and expenses indicates annual

farm household income in cash averaged about 68,322 Won, and taxes,

public charges and interest on debts, around 4,020 Won, leaving 64,320

Won available for the farmer's disposable income in Table 2.7. After

living expenses were spent, the average farmer had an income deficit of

188 Won. So far as the cash components were concerned, the average

farmer maintained a deficit budget in 1968 and there was nothing left

over for debt payments, savings and investment.

The main factor affecting this low level of farmers' income was the

size of the farm itself. The average per farm household accounted for

only 0.99 chungbo. The size of holding is so small that it drives

farmers to seek off-farm employment to supplement their agricultural

income. About 39 percent of cash farm household income and 20 percent
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of total farm household income were derived from the off-farm income

sources.

Size of farm assumed an important bearing on various aspects of the

income-expenditure relationship. First, larger farms had the greater

total and cash-farm household incomes. Smal;. farmers acquired an

average annual farm household income of 112,913 Won in total value and

44,048 Won in cash, while large farms had 298,847 Won in total and

137,002 Won in cash which were almost 2.6 and 2.8 times larger,

respectively, than those of very small or marginal farms. The average

acreage of large farmers, however, was 6.2 times bigger than that of

very small farmers.

This disproportionate relation was mainly due to the larger off

farm income and more favorable rate of agricultural income over the

agricultural gross receipts on the part of the very small or marginal

farmers. Very small or marginal farmers had an average annual off-farm

income of 48,331 Won in total value, while average large farmers

acquired 28,544 Won. Many very small or marginal farmers owned side

businesses such as village shops, or were wage-earners with small farms.

Accordingly, the degree of dependence on the agricultural sector was

greater among the larger farms. Table 2.8 shows that the farmers'

degree of dependence on agriculture in terms of amount of income

acquired varied with the size of farm: 57.2 percent for very small or

marginal farms, 79.2 percent for small farms, 91.0 percent for medium

farms, and 90.5 percent in the case of large farms. And yet the smaller

farms received a higher proportion of agricultural income from what they

produced in terms of gross receipts. The rate of agricultural income
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over the gross receipts was greater in the smaller sizes of farm. In

the meantime, the smaller farmers spent a smaller account of farm

operating expenses to produce the same amount of gross receipts com

pared with the larger farm operators. These two results were due to

more family labor with a probably efficiency used in farming. Therefore,

the results may be different if family labor and wages are considered

in the analysis of farm operation and its expenses. Family labor which

was greater in number of hours used for the small size famrs was not

included in the above analysis.

Secondly, disposable income available for family living and other

uses also became greater with increased size of farm. The average

marginal farm had an annual disposable income of 106,226 Won, whereas

the large farm had 282,874 Won, about 2.7 times larger than the former.

Noteworthy was the fact that marginal and small farmers had smaller

amounts of disposable income than the average of all farmers. The same

trend was evident in cases of farm household income, agricultural gross

receipts and living expenses. These two groups of farmers occupied

approximately 65 percent of all farmers.

Finally, living expenses, too, increased, but at a lesser rate

compared with that of income, as the size of farm moved from the

marginal to the large farm. The sufficiency of agricultural income for

family living differed greatly among the farm-size groups (Table 2.10).

Marginal and small-sized farm households had insufficient agricultural

income to meet the needs for the present level of family living. The

sufficiency rate was 68.1 percent in marginal farms, 95.6 percent in

small farms, 111.1 percent in medium farms, and 117.9 percent in the
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large farm group. The average propensity to consume in terms of living

expenses over disposable income available rated 85.7 percent, 87.0

percent, 86.3 percent, and 81.0 percent in order of the marginal farms

to the large farms.

In terms of total value, all farm size groups in Table 2.17 had

varying amounts of income surplus ranging from 11,330 Won in the

marginal farm to 53,667 Won in the large farm. But, by cash portion,

the marginal and small farmers incurred deficit incomes of 920 Won and

1,431 Won, respectively. The other two farm size groups, medium and

large farms, had cash income surpluses of 4,433 Won and 11,187 Won in

1968.

One of the most important factors accounting for variations in the

saving and debt-paying abilities of the farmers in this study appears

to have been their method and type of farming. Cash crop specialty

farms in the survey made substantial income surpluses compared with

conventional crop or diversified general farmers both in total value and

cash terms. For example, fruit farmers had an annual income surplus of

68,029 Won in total and of 10,893 Won in cash; whereas general farmers

had income surpluses of 11,739 Won in total value but a marked deficit

of 1,492 Won in cash. Average paddy growers also had income deficits

of 716 Won in cash but a surplus of 21,396 Won in total value (Table 2.9).

Among these groups, paddy, fruit, and other specialty farmers were in a

position to be able to clear up their borrowed money with their surplus

income. This marked difference in amount of income surpluses available

reflected differences in production capacity. Fruit farms had an



Table 2.9. An Aggregate Income Statement for Average Farm Household by Type of Farm, 1968

Unit: Won
Type of farm

Statement component Paddy farms Diversified Vegetable farms Fruit farms Other farms
general farm

Total Cash Total Cash Total Cash Total Cash Total Cash

A. Agricultural
gross receipts* 165,662 56,817 119,670 34,165 230,788 117,893 387,562 214,782 223,918 110,304

B. Farm operating
expenses 38,923 23,272 23,582 13,842 51,305 45,210 87,233 79,892 49,828 42,077

C. Agricultural
income (A-B) 126,739 33,545 96,088 20,323 179,483 72 ,683 300,329 134,890 174,090 68,227

D. Off-farm
income 36,559 29,978 29,765 24,705 27,340 21,377 13,419 9,812 33,262 25,073

E. Farm household
income (C+D) 163,298 63,523 125,853 45,028 206,823 94,060 313,748 144,702 207,352 93,300

F. Taxes, charges
& interests 8,368 3,539 7,192 2,813 11,395 5,627 16,075 9,884 10,507 5,830

G. Disposable
income (E-F) 154,930 59,984 114,010 42,215 195,428 88,433 317,673 134,818 196,845 87,470

H. Living
expenses 133,534 60,700 102,271 43,707 170,533 87,904 249,644 123,925 163,644 83,470

I. Income surplus or
defici t (G-H) 21,396 -716 11,739 -1,492 24,895 529 68,029 10,893 33,201 4,000

*Inc1udes adjustments for changes in inventories, large plants and livestock during the year.

0
N
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Table 2.10. An Aggregate Income Statement for Average Farm Household
by Market-Orientation of Farm, 1968

Unit: Won
Market orientation of farm

Statement component Subsistence- Market-oriented All farms
oriented farms farms
Total Cash Total Cash Total Cash

A. Agricultural
gross receipts* 129,667 37,381 240,657 111,297 175,728 68,056

B. Fann operating
expenses 29,285 15,628 54,405 42,156 39,710 26,637

C. Agricultural
income (A-B) 100,382 21,753 186,252 69,141 136,018 41,419

D. Off-fann
income 34,974 28,197 30,478 25,079 33,108 26,903

E. Farm Household
income (C+D) 135,356 49,950 216,730 94,220 169,126 68,322

F. Taxes, charges
& interests 7,305 2,849 10,917 5,671 8,804 4,020

G. Disposable
income (E-F) 128,051 47,101 205,813 88,549 160,322 64,302

H. Living
expenses 114,947 48,913 169,042 86,447 137,397 64,490

r. Income surplus or
defici t (G-H) 13,104 -1,812 36,771 2,102 22,925 -188

*Include the adjustments for changes in agricultural product inventories,
large plants and livestock.
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agricultural gross receipt in total value over three times larger than

general farms on the average.

The income statement indicates different degrees of dependence on

agricultural income among various types of farms. Fruit famrs made 95.4

percent of their total farm household income from agriculture alone and

the rest was from off-farm income sources (Table 2.8). The paddy and

general farms showed relatively low dependence degrees on agricultural

income compared with fruit and other specialty farms: 77.6 and 76.3

percent, respectively. It means that they had supplemented the farm

household incomes with substantial amounts of off-farm earnings, since

their agricultural incomes were not sufficient to cover their needs for

family living and others. Percentages of agricultural income to living

expenses were 94.9 in the average paddy farm and 94.0 in the general

farm, whereas those of other three specialized farms were over 105

percent.

The above income-expenditure relationships among various types~of

farms appeared very significant between the two major divisions in

Table 2.10. The market-oriented farms had not only almost twice the

agricultural income in 1968 than the counterpart farms, but also had

higher farm household income, disposable income, and surpluses left for

savings, debt-payments, and investment.

The annual farm household income of the M.O. farms averaged

216,730 Won, of which 85.9 percent was obtained from agriculture;

whereas the average S.O. farm household amounted to 135,356 Won, of

which 74.2 percent consisted of agricultural income. With agricultural

income alone, the S.O. farms were not able to manage their family living.
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The average propensity to consume was naturally higher on the part of

the S.D. farms as seen in Table 2.8. The S.D. farms had on the average

an income surplus of 13,104 Won in total amount but incurred a deficit

income of 1,812 Won in cash. On the contrary, the M.D. farm had an

income surplus of 36,772 Won in total amount and of 2,102 Won in cash.

The M.D. farms were able to meet short-term debt due with their total

income surplus while the counterpart farmers were not.

From the above discussion, it is reasonable to conclude that the

differences in size of farm, method of farming and degree of commerciali

zation were important factors in accounting for differences in farmer's

ability to earn an income over debt payments, savings and investment.

The comparison of income surplus and debt owed suggests that as farms

become greater in acreage, more specialized in terms of cash crops and

more commercialized, the prospects grow brighter.

Changes in Income Statement

Comparative income statements for the years 1962 through 1967 is

presented in Table 2.11 and Figure 3. The figures represent real income

and real expenses of the average Korean farm in each year at 1965

constant prices. The original (nominal) data obtained from the Ministry

of Agriculture and Forestry were estimated in order to compare changes

in real income and expenditures of the farm during the 1962-1967 period.

Receipt items were deflated using constant prices received by farmers,

and expenditure items using constant prices paid by farmers.

During the five-year period ending in 1967 the gross receipts of the

average farm in real value decreased much more rapidly than did the farm



Table 2.1l. Changes in the Average Farm Household Income Statement, 1962-1967
in 1965 Constant Prices

Base Year: 1965 Unit: Won
Net change 1962-1967

1962 1963 1964 1965 1966 1967 Won Percent

A. Agr. Gross Receipts 141 t730 131 t 756 133 t 408 115 t991 124 t969 124,276 -17,454 -12.3
B. Farm Operating Exp. 31 t580 35 t803 28,124 29,179 27 t 717 28,272 - 3,308 -10.5
C. Agr. Income (A-B) 1l0,150 95 t953 105,284 88 t 812 97,252 96 t004 -14,146 -12.8
D. Off-Farm Income 24 t486 23 tOll 24 t065 23 t389 27 t614 27 t659 + 3 t170 +12.9
E. Farm Household Income

(C+D) 134 t636 118,964 129,349 112,201 124 t 866 123 t663 -10,973 - 8.2
F. Taxes t Charges &

Interest 3 t 225 4 t 270 5,050 4 t682 4 t909 3t 799 + 574 +17.8
G. Disposable Income (E-G) 131 t 411 114,694 124 t 299 207 t519 119 t957 119 t 864 -l1 t 547 - 8.8
H. Living Expenses 90,780 116 t303 119 t506 102 t 754 99 t 463 102 t 745 +11 t965 +13.2
I. Income Surplus or

Deficit (G-H) 40 t631 - 1,609 4,793 4 t 762 20 t 494 17,119 -23 t512 -57.9

*A11 figures are estimated on the basis of original (nominal) figures adopted from Designated Statistics
No.8 & 9, Ministry of Agriculture and Forestry. Receipt items deflated by prices received by farmers
as 1965 = 100, and expense items by prices paid by farmers as 1965 = 100. The margin of error varying
with items.

0\
0\
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Figure 3. Farm Household Incomes and Ellpenditures,

(1 0,00 0 Won)
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operating expenses. Gross receipts in real terms declined by 17,454

Won or 12.3 percent whereas farm operating expenses decreased by 3,308

Won or 10.5 percent. Accordingly, agricultural income declined by

14,146 Won or 12.8 percent. Changes of such magnitude substantiate a

previous statement that the reduction in farmer's assets and equities

had been affected significantly by the low level of income received by

Korean farmers during these five years. Agriculture as a whole in 1967

showed a decline of 6.1 percent in total value of production compared

with the preceding year. However, the trends of decreasing real income

were present in all years in comparison with the base year.

Although the agricultural income declined, the average farmer's

off-farm income rose 3,170 Won or 12.9 percent during the same period.

This indicates that the farmers tried and to some extent succeeded, in

compensating their losses in farming with off-farm earnings. It also

indicates increasing outside income opportunities as a result of the

rapid industrialization in the nation. Thus the farm household income

decreased but at a lower rate than did the agricultural income. During

these economically adverse years, taxes, public charges, and interest

paid on debts, together with family living expenses, increased. Taxes,

charges and interest increased by 574 Won or 17.8 percent, and living

costs by 11,965 Won or 13.2 percent.

The quantity of agricultural production during the five years

continuously increased. As indicated in Table 2.12, the expansion in

agricultural production had an index of 101.7 in 1967 against 76.0 in

1962. The expansion in livestock output has been much more rapid than

that for crops, especially grains during the five-year period. However,
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Table 2.12. Index of Agricultural and Forestry
Production, 1962-l967a

1964-66 = 100

Grains b
Agricultural production

Year Fruits & Livestock Tota1e Forestryf
vegetab1es c & cocoond

1962 75.7 73.6 84.6 76.0 86.0

1963 83.3 68.8 101.3 82.8 83.8

1964 99.3 89.0 103.8 98.0 87.5

1965 92.3 92.6 94.8 95.3 96.8

1966 103.4 118.4 101.4 106.7 115.7

1967 95.0 126.3 114.5 101. 7 109.4

aQuantity of marketings and home consumptions.

Weights: b68 •55 , c6.52, d1l •68 , e100 . a , and f 10a •0

Source: Agricultural Yearbook for 1968, NACF, Seoul, Korea.
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on the average livestock income accounted for only 3.6 percent of

agricultural income whereas rice accounted for 56.4 percent, wheat and

barley for 13.7 percent, other grains 5.2 percent, vegetables 6.3

percent, fruits 1.1 percent, and the remaining 13.7 percent for others.

Thus, the grains, especially paddy rice, constitute a major farm income

source in Korea, accounting for 75.3 percent of total agricultural

income. During 1962-1967 the grain production expanded from 74.9 to

94.5 in index number, while fruits and vegetables grew from 73.6 to 126.3

and livestock from 84.6 to 114.5 in production quantity index.

Factors Accounting for Lower Farm Income, 1962-1967

Factors which may account for the changes (decline) in real income

of the average Korean farm in each year during the 1962-67 period

include: 1) Adverse effects of government price policies; 2) marketing

practices of the farmers; 3) unfavorable terms of trade with non

agricultural sectors; 4) inadequate marketing facilities and infra

structure; and 5) cumulative farm indebtedness and inadequate credit

use. An attempt will be made to examine the first three factors through

the use of governmental statistics in this section. The remaining two

factors will be analyzed through the use of the primary data obtained

from the farmers in subsequent sections.

Effect of Government Price Policy on Income

Government price policy before and during this period was aimed at

economic stability through procurring an appropriate amount of grains and

to control supply and in fixing the consumer price.
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Tables 2.13 and 2.14 show that government purchase prices of rice

have been constantly lower than the official estimate of production

cost up to 1960, and barley purchase prices have been lower than

production costs up to the present time. Even after the Agricultural

Products Price Stabilization Funds were set up in 1966 in order to

support farm prices, the government purchase prices of rice were without

exception lower than annual average market prices. Furthermore, during

the 1960-67 period, the purchase price of rice was even lower than its

lowest market price in any period except for the two years 1959 and

1961. It was officially estimated that farmers were compelled to sell

in 1965 approximately 27.3 percent of the rice marketed and 14 percent

of the barley marketed, directly to the government. Indirect sales to

the government under the same price conditions included the grain

fertilizer barter-system, debt repayments in kind, taxes, and public

charges in kind, amounting to 5.5 percent of the rice marketed, in

addition to another 5.5 percent of sales through cooperative channels.

Thus the government purchase totalled about 38.3 percent of rice

transacted in the year. At the same time, grains constituted 78.6

percent of Korean farmers' agricultural income in 1967 and rice alone,

56.4 percent. The government purchase program under similar price

conditions extends to other agricultural products such as silk-cocoon,

potatoes, ramie, flax, linen seed, cotton, and others. It is apparent

that these policies have adversely affected farmers' net income.

Effect of Timing of Marketing on Price

In Korea the seasonal fluctuation of grain prices is drastic

because most farmers have such small farms and so little funds available



Table 2.13. Market and Government Purchase Prices for Rice, 1959-1968

Unit: Won per 80 Kg bag of rice
Government Market price (received by farmers at markets)

Rice Year* Purchase Price Annual Average The Lowest The Highest

1959/60 1,059 1,311 948 (Dec. ) 1,629 (Aug. )

1960/61 1,059 1,626 1,206 (Nov. ) 1,799 (May)

1961/62 1,550 1,726 1,377 (Jan. ) 1,877 (Aug. )

1962/63 1,650 (1,780) 2,750 1,767 (Nov. ) 4,117 (July)

1963/64 2,056 3,422 2,513 (Nov. ) 4,240 (May)

1964/65 2,640 (2,967) 3,210 2,916 (Nov. ) 3,487 (July)

1965/66 3,000 (3,150) 3,386 2,995 (Jan. ) 4,186 (Sept. )

1966/67 3,210 (3,306) 3,730 3,123 (Dec. ) 4,120 (July)

1967/68 3,590 (3,693) 4,187 3,546 (Dec. ) 4,879 (Oct.)

*Rice year begins at November ending up at October of the following year.

Source: Edited from Report on Agricultural Prices and Wages, 1968, NACF, and
Agricultural Cooperative Monthly Survey, Jan. & Feb., 1969, NACF.

-...J
N
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Table 2.14. Production Cost and Market and Government Purchase Prices
for Barley, 1961-1968

Unit: Won, per 100 1
Year Production cost Government Market price

(Government estimate) purchase price (Annual average)

1961 1,140 1,002 1,110

1962 1,287 1,147 1,124

1963 2,034 1,147 2,154

1964 2,643 2,829

1965 2,997 2,295 2,133

1966 2,487 2,295 2,026

1967 2,766 2,488 2,342

Source: Edited from The Economic Review, Vol. IV, No.2, Korean
Economy Research Institute, Seoul, Korea, p. 119, Agricultural
Yearbook, 1968, NACF, and Agricultural Cooperative Monthly
Survey, Jan. & Feb., 1969, NACF.
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that they must market their products immedicately after harvest. More

specifically it is due to: 1) lack of adequate credit available for

shortage after harvest; 2) flood of needs for farm household expendi

tures after the harvest season such as debt repayment, purchase of

necessities, many events of celebrations like weddings and New Year's

Day, education expenses, etc.; 3) fulfillments of sales of produce tied

to pre-harvest loans; and 4) collection of institutional loans, taxes,

and public charges timed at the harvest season in accordance with the

end of the official fiscal year.

In the case of rice, which constitutes almost 60 percent of Korean

farmers' agricultural income, a little more than two-thirds of the

total amount of rice marketed in 1966 were sold during the months from

November to March just following the harvest season when the average

price declined more than 12 percent below the annual average as indicated

in Table 2.15 and Figure 4. The rice price began to rise rapidly from

April. This situation aggravated the small sized farms. Government

statistics show that after April a majority of Korean farmers become

purchasers of rice. At this stage of transactions, any possible benefits

from rising prices belong to dealers who hold stocks of rice in their

warehouses. This applies to an even greater degree to barley and wheat

producers. About 81 percent of the barley sold in 1966 was marketed

from June to September. This drastic seasonal fluctuation in grain

prices following the harvest has brought about no only an unduly low

income but also a failure to give incentives to grain producers for

production. Similar phenomena were seen in all the years through 1962

to 1967.



Table 2.15. Amounts and Percentages of Rice Marketed During 1966 by Month and Size
of Farm and Price Index of Rice

Unit: Liter
Marginal farms Small farms Hedium farms Large farms All farms Price***

Honth Quantity Rate Quantity Rate Quantity Rate Quantity Rate Quantity Rate %*,~ Index

January 33.6 4.0 70.4 3.8 159.2 4.6 261.2 4.2 84.1 4.2 9.7 93.4
February 20.4 2.4 51.9 2.9 107.8 3.1 300.0 4.8 64.6 3.2 7.4 99.1
March 19.5 2.1 58.7 3.2 117.1 3.3 264.6 4.2 65.5 3.1 7.2 96.9
April 20.3 2.4 40.7 2.2 116.2 3.3 360.3 5.9 66.3 3.3 7.6 100.2
Hay 13.8 1.6 42.4 2.3 95.4 2.7 316.8 5.0 57.5 2.8 6.5 105.5
June 7.2 0.9 19.9 1.1 56.4 1.6 221.6 3.6 33.9 1.6 3.7 107.9
July 5.2 0.6 15.2 0.9 57.6 1.7 160.9 2.6 28.1 1.4 3.2 108.2
August 5.5 0.6 13.1 0.7 56.9 1.6 231.8 3.7 31.8 1.5 3.4 118.3
September 10.1 1.1 15.7 0.8 35.1 0.9 38.9 0.6 18.6 0.9 2.1 130.4
October 24.1 2.6 55.7 3.0 97.3 2.8 248.5 3.3 62.6 2.9 6.7 111.4
November 65.3 6.9 151.4 8.2 277.1 8.0 529.7 7.1 162.9 7.7 17.8 97.4
December 85.1 9.1 223.6 12.1 386.2 11.1 742.9 10.0 228.9 10.7 24.7 98.3

Total 310.1 34.3 758.7 41.2 1,562.3 44.7 3,677.2 55.0 904.8 43.2 100.0 105.1

*Inc1udes Inarketings, government purchase, sales through cooperatives, tax and public charges paid in
rice, donations, payments in rice, and others.

**Rate = Quantity sold ; Percent (%) = Quantity sold in the month
Quantity produced Quantity sold in the year

***Prices received by farmers.

Source: Edited from lhe AgricUltural Cooperative Honth1y Survey, February 1969, NACF.

-...J
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Figure 4. Amounts of Rice Marketed by Month and Size of Farm.
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The rice lien loan program which is a sort of warehouse receipt

system has been in practice since 1957 in an attempt to solve these

problems. However, evidence indicates that it can hardly be claimed

that the system has achieved its original gains for the following

reasons: 1) it is far too small in scale; 2) misuse of the program for

collecting the needed grains or farmers' unpaid obligations on the part

of the government; 3) cumbersome procedures and rigid inspection. The

survey found that farmers thus avoided using such facilities.

Terms of Trade and Agricultural Income

Apparently the Korean farmers have experienced an unequal

exchange in transactions of their produce with industrial goods during

the 1960's. Table 2.16 and Figure 5 indicate that except for the two

years of 1963 and 1964 when unusual rice price riotings occurred due to

bad crops, the terms of trade expressed by the index ratio of prices

received and paid by farmers have been continuously unfavorable to

agriculture.

A more effective indicator was the terms of trade by month. Tables

2.17 and 2.18 and Figure 6 indicate that the terms of trade were notice

ably lower during the months when farmers marketed most of their farm

produce, and that the terms of trade were comparatively good during the

months when a majority of farmers cleared up their stocks and many

small farmers were in need of buying grain and food crops for their

family living.

As discussed above, farmers sold 66.8 percent of marketed rice,

their main income source during the months from November to March.

During these months the terms of trade between grains and all other



Table 2.16. Terms of Trade Indicated by Ratio of Prices Received to
Prices Paid by Farmers Through 1960-1968

78

1965 = 100
Year Prices received (A) Prices paid* (B) Terms of trade (A/B)

(Index number) (Index number) (%)

1960 40.0 51.4 77.6

1961 47.1 55.4 84.9

1962 51.8 61.4 84.4

1963 76.6 68.1 111.8

1964 96.0 86.5 111.5

1965 100.0 100.0 100.0

1966 106.0 112.2 94.5

1967 121.5 127.0 95.6

1968 138.6 146.8 94.4

*Inc1udes farm supplies, household goods, and wages and charges.

Source: Edited from Economic Statistics Year Book 1968, The Bank of
Korea, Seoul, Korea.
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Figure 5. Yearly Terms of Trade, 1960- 68.

(1965= 100)

Price index

160

Year

Terms of trade

6867666564621960 61

60 •

90 •

50 •

;
:••

Index of prices •••••• l I
paid by farmers ! ,

•.: I
/, Index of pric;~s

••••,. - received by farmers

...,
•.': ,....,... /

10or------t-----::~·~~:....-------
,~., ...

•I ...
I :.11

I .:
•I .:

I ..:../-...
....,

...... I........ ~

,"
""/'

130 •

140 •

120 •

110 •

150 •

Source: The Bank of Korea, Economic; ~ti~ti£s Yearbook,1968, Seoul, Korea.



80

Table 2.17. Monthly Terms of Trade Between Grains and
Non-Grain Commodities, 1966

1965 = 100
Month

January

February

March

April

May

June

July

August

September

October

November

December

Grains (A)

Price index

93.8

100.0

98.7

100.1

105.4

105.3

105.5

113.3

119.2

113.9

103.4

101.8

All commodities
excluding grains (B)

Price index

104.4

105.1

106.1

107.8

109.4

111.2

111.8

111.3

110.4

111.1

111.9

112.5

Terms of trade (A/B)

Percent

89.8

95.1

93.0

92.8

96.3

94.7

94.4

100.0

108.0

102.5

92.4

90.5

Source: Edited f!"om Fconomic Statis tics Yearbool~. 1968, The Bank of
Korea.



Table 2.18. Monthly Terms of Trade Indicated by
Ratio of Prices Received to Prices Paid

by Farmers, 1967-1968

1965 = 100

Month 1966 1967 1968

January 92.2 87.9 93.0

February 94.3 90.5 93.8

March 92.3 91.9 93.5

April 93.3 100.2 97.8

May 96.8 102.5 99.7

June 97.3 99.7 97.8

July 96.1 99.4 96.8

August 100.3 100.0 99.0

September 103.5 98.9 92.6

October 93.4 94.9 91.2

November 87.5 91.4 89.6

December 86.7 90.4 88.0

Average 94.5 95.6 94.4

Source: Edited from Economic Statistics Yearbook,
1968, The Bank of Korea.

81
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Figure 6. Monthly Terms of Trade, 1967- 68.
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commodities marked the lowest level throughout the year, and ranged from

89.8 to 95.1 percent. The percentage reached the maximum in September

with 108.0. It was 102.5 and 100.0 percent in October and August,

respectively. During this season just before the rice harvest, the

majority of farmers had to buy or borrow rice for family consumption.

It was also evident that barley production, which constituted 13.7

percent of agricultural income, had met the same situation in trade"

In June and July when the barley was harvested and when most of the

marketed barley was sold, the terms of trade represented 96.3 and 94.7

percent, respectively.

In fact, other agricultural products followed the same pattern in

trade is indicated in Table 2.18. In Korea there are two main harvest-

ing seasons for most crops, summer (from June to July) and fall (from

October to November). The terms of trade in these seasons were

apparently below other seasons.

Agricultural Marketing Facilities and Infra-Structure

Marketing problems arose from inadequate market information, poor

transportation, insufficient storage facilities and, complicated

weights and measures system, scarce marketing outlets and low farm

prices. 7 This section will attempt to summarize survey findings and

7For further discussion of some of these aspects and others that
follow later, see J. C. Abbott, Marketing Problems and Improvement
Programs, FAO (Rome), 1958), pp. 107-114; Abbott, "The Role of Marketing
in the Development of Backward Agricultural Economics," Journal of Farm
Economics, XLIV (May, 1962), pp. 349-62; and F. A. Shah, "lmpace of
Agricultural Marketing on Farm Management," Proceedings of the National
Center on Farm Management (Rawalpindi, Pakistan, June, 1962), pp. 184-90.
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assess the importance of the above as impediments to the development of

a commercial agriculture.

Market Information

Access to good market information is considered a requisite to

enable farmers to plan their production commercially and to aid them in

improving their credit and marketing practices.

About 21.5 percent of the farmers surveyed reported that they

marketed their products without obtaining any information regarding the

price and market situation before the sales were made (Table 2.19).

Most commercial farmers said they had some market information

before marketing but that it was neither complete nor sufficient in

terms of price trends, charactex and volume of market supply, location

and probable movement. Even such direct price and outlook information

as was available was confined mainly to the market situation in Seoul

and other big cities, since such information came mostly from commission

agents stationed in cities. Agricultural publications, the cooperative

newspaper, daily newspapers, radio, etc. provided price information,

but they were criticized as too general, outdated in timeliness and

unreliable.

About one third of the farmers listed neighbors and relatives as a

major source of information. Their second most important source was

merchants or local buyers. Obtaining information and selling produce

to merchants occurred at the same time in most cases and thus grew out

of the price negotiation process.

Quite a number of respondents mentioned radio as a source of market

information. Village amplifier system or radios carried news programs
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which in turn contained general price information for major cities.

Some daily newspapers printed about an 18-square-inch box of wholesale

price quotations at six major cities every other day or once a week, in

which farm products were included. Information recognized as obtained

from governmental or public sources was almost negligible (Table 2.19).

Table 2.19. Major Sources of Market Information and
Farmers' Preferences, 1968

Major Source

Radio
Newspaper or newsletter
Neighbors and relatives
Local buyers/merchants
Government or coops.
No information received

Percent of
Occurrence

15.5
6

32
21
4

21.5

Percent of
Preference (%)

15.1
16.9
19.9
17.5
30.6

With respect to the preference for sources of market information,

farmers felt that reliable market information should come from govern-

ment and/or public institutions.

In regard to the preference for method of diffusion of information,

daily audio-visual announcements at important places such as market

places, district halls, or cooperative offices were suggested as the

best way to e1ilninate any possible price cheating. Respondents also

emphasized that prices of produce for local or central government

encouraged production should be announced far in advance. It was

evident that prospects of future price and volume were of major concern

to most farmers.
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Transportation

Inadequate transportation systems and facilities contribute to the

slow development of marketing and the continuance of subsistence farming.

Long distances of villages from main city markets and poor quality of

transportation aggravate unfavorable price and marketing conditions.

This explains in part why so much of the production has been restricted

to the needs of farmers themselves and of local village markets. If

better, low-cost transportation facilities were available, many other

outlets would become accessible and accelerated growth of commercialized

farming could be expected.

TIle average distance from a farm to a main city market station in

the survey was 38 km, to a county or district market 11.3 km, and to a

bus road 2.4 km. All the cash crop growing villages for in the survey

were centered around railroad stations.

It was also found that considerable differences existed in point of

delivery in sales of major farm products (Table 2.20). Sales of most

farm produce, especially subsistence crops, were largely confined to

"on the farm" and nearby district markets. Cash crops were shipped

relatively long distances even to city markets. Most sales of swine

were made on the farm, while cattle was sold at country markets. Upland

crops were more expensive to transport than rice mainly due to their

larger bulk and lower prices.

Farmers used a variety of means of transport, (Table 2.21).

Bicycle, "A-frame" carriers ("Jige" in Korean) and hand-carry served as

transport in 56 percent of the trips to country markets. The cart,

drawn either by animal or person accounted for about 19.3 percent. For
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Table 2.20. Point of Delivery of Farm Products Sold, 1968

Point of Delivery

Commodity

Rice
Barley
Sweet potato
Vegetables
Fruits
Poultry
Livestock

On Farm

percent

31.2
51.5
68.9
31. 6
17.3
32.8
72.3

Off Farm

Country
percent

59.5
45.7
29.9
42.8
43.5
49.7
15.2

City
percent

9.3
2.8
1.2

25.6
39.2
17.5
12.5

Table 2.21. Means of Transport for Farm Products Sold, 1968

Number of Cases Percent of Total
Type of Transport

Country City Country City

Truck 12 53 3.4 21.5
Bus 33 18 6.4 7.3
Railroad 35 42 9.8 17.1
Boat* 18 28 5.0 11.4
Cart 69 43 19.3 17.5
Bicycle 67 31 18.8 12.6.......,..
iiA-frameil Carrier"" 58 19 16.3 7.7
Hand-carry 75 12 21.0 4.9
All types 357 246 100.0 100.0

*Boat transportation was used only in the case of island villages.

**So-called "Jige," a wooden carrier by which a farmer carries stuff
on his back.
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transport to the main distant city market, power-driven conveyances were

used. To relatively near city markets, trucks were preferred (21.5

percent). For longer hauls outside the provincial boundaries, railroads

became the most important means of transportation (17 percent). This was

mainly because of rough and inadequate roads. Paved streets are mostly

confined to the city limits.

Due to the inadequacies in the railroad system, competition for

space is so severe, especially at harvest time that it has become

customary for fruit and vegetable growers to pay a considerable premium

(personal compensation) to officials at the outset and to railmen at

each of the major junction stations to get their fresh produce to its

destination without delay. The survey revealed that the premium paid

to the junction railmen and for the quick arrangement of freight at the

outset averaged 1.2 percent of the price received by producers.

Generally it took a couple of weeks or a month for the average producer

to be allocated railway shipping space during the harvest season.

Storage

Inadequate storage facilities result in waste of crops, aggravation

of seasonal price fluctuations, and a heavy burden on the transport

system during harvest time. The survey indicated that the farm storage

methods and facilities were adapted to the needs of subsistence farming.

That is, about 78 percent of farmers interviewed reported they had no

difficulties in storing farm produce (mostly grain).

The fresh produce growers had the greatest difficulty with storage.

There were no farms with proper storage facilities for these crops.

Cooler or refrigeration systems were not available. Naju fruit growers
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stored peaches and pears in old barns or underground cells, using rice,

bran. Recently the cooperative built a fruit processing factory in the

area, but the factory was operating far under capacity because of

farmers' reluctance to sell to it. Reasons included lower prices,

rigid inspection, complex procedures and delayed payment. Kwang yang

vegetable growers had no facility at all. They avoided the storage

problem by early planting in vinyl green houses during the winter time

when other farmers did not grow fresh produce. Therefore, they could

sell their produce immediately after harvest. Very few wholesalers,

retailers, markets or even transport facilities were equipped with

modern refrigeration systems.

The subsistence farmers in Korea have developed fairly good

storing methods for their staple foods, grains and potatoes, and also

for vegetables and meat, so far as subsistence purposes are concerned.

Almost every farm had big jars, huge wooden boxes, a barn, or an

underground cell. Even their method of storing unhulled paddy rice in

the farm yard was quite endurable against changes in weather conditions

for short time periods. "Kim chee," "soyu" and many other preservation

techniques have evolved from the traditional farmer's necessity to keep

vegetables for a long period.

As of March, 1968, about four thousand agricultural warehouses in

Korea as a whole were under the management of city and county

agricultural cooperatives, their capacity totaling about 9.2 million

straw-bags of grain, which accounted for only one fourth of total grain

production. They also provided limited storage of fertilizer and other

materials for farmer members but were mostly being used for government
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storage of fertilizer and grains. Due to age and poor condition, the

warehouses reported a loss of approximately 5.3 percent of grains or

fertilizers annually. Also, the locations of warehouses were concentrat

ed in the paddy growing areas.

A number of medium or large-size grain growers surveyed were using

miller's or big merchant's warehouses at no expense. After harvest the

farmer trusts a considerable amount of produce (mostly rice) to the

dealer's disposition on the condition that he can withdraw any amount of

his produce whenever he wants. The farmer has a receipt and can sell

his receipt to anybody or he can ask the dealer to pay him for the

produce at the prevailing market price. Sometimes he can get some credit

for his produce from the dealer, instead of making a sale. The dealer

enjoys an expanded business transaction at no cost. There are no

charges made between farmer and dealer. This recently developed and

apparently successful practice is in great contrast with the unsuccessful

governmental rice lien program which operates on a similar principle, but

chiefly for the small farmers. Misuse of the program for collection of

grains by the government, complicated procedure, and rigid inspection

have been cited as problems.

Measurement and Grading

Weights and measures used varied among different market groups,

among regions, and among products. The same commodity is weighed and

measured by different methods and means (instruments) at different

stages in the marketing process from producer to the final consumer.

The metric system, official since 1953, was not being used at the farm

level except in transactions with the government or cooperatives.
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Developing grading specifications on various products is supposed to be

the function of government agricultural inspectors alone. Yet weighmen

or traders8 were practicing this function without official approval.

Their grading was simple: Good or Not Good for almost all commodities

in the markets.

At the farm level, in marketing transactions for vegetables and

livestock usually no scale was used. But produce was apparently

properly weighed at the dealer's level. Use of different sizes and

kinds of containers added great confusion to weights and measures of

grain at the farm level. In dealing with rice, for example, three

different sizes of straw bags, two different standards of measures, and

two different weighing standards were used. At the dealer level the

confusion was reduced considerably, but at the retailer-consumer level

almost the same kind of troubles arose, especially in dealing with

fruits and vegetables. At that level counting the number of produce

items substituted for weights and measures. In transactions with

government, the metric system was prevalent. A simple example of use

of different scales was in sales of raw bamboo. Three different measure-

ments were used: new "sok" (meaning new bundle) for sales from dealer

to manufacturer or among dealers; old "sok" for purchase from growers;

and meter "sak" used for government statistics but practically never in

market transactions.

8The weighmen, so-called "Seungsoo" or "Toejang-i" have their own
association at each market area that was banned by the governmental
market regulations. Yet they are functioning as weighmen, graders or
middlemen. They collect commission or fee for the weighing and other
servi~es from farmers, mostly in kind.
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Accordingly, a bewildering variety of units of price quotations

existed among farmers and dealers. Exact cost and margin analysis was

difficult because of the different methods of weights and measures used

for a commodity traveling from the farmer to the consumer. Also,

cheating in scaling and wasteful handling occurred. Nevertheless, the

survey found that farmers felt that weights and measures and grading

systems were relatively fair in commercialized regions.

Choice of Outlets

The average farmer in the survey apparently had a reasonable

opportunity to choose among alternative outlets in selling his produce.

The number of outlets making offers to the farmers for produce during

1968 averaged around 2.1 (Table 2.22). Competition among buyers was

active on rice and specialty products such as vegetables, fruits and

livestock in terms of dealer offers. The number of these offers were,

incidentally, proportionate to the degree of commercialization of each

commodity.

Table 2.22. Number of Outlets Available by Type of Farm, 1968

Diversified Other
Type of Farm Rice general Vegetable Fruit specialty All

farm farm grower Grower farm farms

Number of
outlets .,', 2.2 1.4 2.6 2.8 2.5 2.1available

*Based on the number of offers made by merchants for the commodity.
This included the tied-sale.
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Almost half of the farmers stated that they had made efforts to

find other outlets than those dealers who offered to take their

commodities. They usually went up to the district or county markets.

When those who accepted offers made locally were asked why they did not

seek to find outlets, the majority replied that they felt the competition

was all alike and they found it more convenient to do business with the

people who had made them offers. Others said that it would cost too

much to search for buyers for their small amount, or had personal reasons

and tied sales. Their mobility in seeking outlets was limited because of

transportation problems and because of ties in dealing over time with

particular merchants. Market-oriented farmers such as specialty

croppers were more aggressive in trying to find outside buyers. Each

group had an active marketing association under which members tried to

establish a good bargaining position.

In an attempt to find out the types of dealers, the farmers were

asked to name at least three dealers with whom they had made major

transactions in selling their products.

According to the survey (see Table 2.23), about fifty-three percent

of the farmers frequently met with village (country) buyers and district

merchants for the sales of their products. The large number (16.3%) of

city dealers that appeared in this survey may be due to the activity of

cash croppers selling their produce to them. Transactions with govern

ment or through cooperatives accounted for 14.7 percent of the total

outlets during 1968. These included government purchases, cooperative

marketings, the fertilizer-grain barter program, taxes, and charges in

kind. There was a surprising number of processors acting as dealers

(13.0%).
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Table 2.23. Sales Outlets that Farmers Contacted and Preferred, 1968

Frequency of Percent Frequency of Percent
occurrence of Total preference of Total

Village (Country Buyers) 162 27.0 30 15.0
District Merchants 157 26.2 55 27.5
Processor-manufacturers* 78 13.0 62 31.0
City Merchants or

Commission Agents 98 16.3 26 13.0
Consumers 17 2.8 9 4.5
Government and

Cooperatives 88 14.7 18 9.0---
600 100.0 200 100.0

*Includes millers, brewers and processing factories of farm products.

As to the most preferred dealer, the farmers ranked processor-

manufacturers as the first choice, followed by district merchants,

village buyers, city merchants, government (or cooperatives), and

general consumers.

Reasons given by the farmers for their choice of outlets varied

(Table 2.24). Price and prompt payment were most often mentioned. The

next most frequent reason was convenience and proximity. This reflected

the difficulty in transporting produce. A considerable number felt that

there was little difference among buyers. Nineteen and one-half percent

of the farmers said they were obligated to sell through previous agree-

ment with the buyer. Nineteen percent indicated they had good personal

relations with the buyers. Finally, 12.5 percent of the respondents

mentioned honest weights and handling as a motive of choice. Only 9

percent of the farmers indicated that they had only one buyer available.
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Table 2.24. Reasons Given by Farmers for Their Choice of
Specific Dealers, 1968

Reasons for Choice

Had agreed to sell
Immediate cash payment
Personally good relation
Competition all alike
No other buyer
Good price offered
Honest weights and handling
Convenience and proximity

Frequency of Mention*

39
162

38
68
18

148
25

106
604

Percent of~~armers

Mentioning'"

19.5
81
19
34

9
74
12.5
53

*Most respondents mentioned more than one reason.
**The percentage of farmers mentioning each reason was obtained by

dividing each frequency by 200 respondents.

From the above discussion, it is reasonable to conclude that

general farmers in Korea were highly motivated by price and prompt

payment, and that they were pretty well aware of their marketing

problems. As the transportation situation improves, the type of farming

should shift towards more production of cash crops and commercial

farming. Various impediments to efficient and orderly marketing then

would be overcome by these farmers. The question, however, still

remains as to whether the service rendered by the present dual marketing

system -- subsistence and commercial marketing structure -- could be

provided better and at lower cost by some other outlets or systems.

General Situation of Farmers' Indebtedness

In the analysis of changes in the balance sheets, we noted that in

real terms the average amount of the incidence, magnitude and growth

rate of debt per farm household increased by about 16 percent during the
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five year period from December 1962 to December 1967, whereas the net

worth decreased by 0.3 percent during the same period. This cumulative

debt was interpreted as an effect of low income of the farmers in

general. In this section, debt owed by sample farmers is discussed as a

preparatory step in examining the hypothesis that the present debt

structure and pattern of credit use have affected the current low

economic status of Korean farmers and vice versa. Detailed analysis of

the relationships between credit use and farm household expenditures and

incomes of characteristics of credit will follow in subsequent chapters.

Incidence and Magnitude of Debt

According to the survey, the average amount of debt per farm house-

hold was 19,264 Won as of December 31, 1968 (Table 2.25). Due to the

seasonality of capital needs the amount of credit and debt outstanding

depended on the time of the year considered. 9 The survey results

revealed that the amount of debt per farm household tends to increase in

9Two methods of estimation were attempted in order to get the data
regarding the amount of debt outstanding at each time point (month and
season). First, all the indebted farmers were asked to report what they
owed at each time point. The estimated amount of debt in kind at each
time point was expressed by prices received by farmers as of the time
when the commodity was borrowed. The second method employed to supple
ment the first one was to subtract the amount of borrowing during the
months of September 30, 1968 to December 31, 1968, from the amount of
debt as of December 31, 1968, and to add the amount of repayment
excluding interest on debts in the same period. Thus the amount of debt
as of September 30, 1968, was obtained. The amount of debt as of June
30 and March 31 of 1968 and December 31, 1967, respectively, was
estimated by using the same procedure. Data obtained by the latter
method appeared larger in amount than those by the former method at the
same points, because the most debts in kind repaid were valued higher
than when they were borrowed. This study used principally the latter
data for it represented more realistic amounts of debt owed by farmers.



Table 2.25. "rAverage Amount of Debt' Outstanding Per Farm Household by Size and Type
of Farm and Season, December 1967-December 1968

Unit: Won
Season December 31, Harch 31, June 30, September 30, December 30, BfA

1967 (A) 1968 1968 1968 1968 (B) (%)
Farm group

Size of farm:
Marginal farms 13,514 13,440 18,320 21,746 16,779 24.2
Small farms 13,397 13,274 18,597 22,100 16,143 20.5
Hedium farms 19,660 20,288 26,408 30,767 22,905 16.5
Large farms 25,169 26,328 30,430 32,002 28,542 13.4

Type of farm:
Paddy farms 15,476 14,883 20,764 24,576 18,486 19.4
General farms 11,806 13 ,005 17,970 21,662 14,145 19.8
Vegetable farms 22,613 27,745 20,865 30,736 26,588 17.6
Fruit farms 23,904 28,484 40,556 34,191 28,230 18.1
Other farms 22,983 20,604 26,542 29,880 27,168 18.2

All farms 16,175 16,417 21,650 25,251 19,264 19.1

*Debt includes accounts payable, unpaid wages and charges but excludes interest on debts.

\0
'-l
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the spring as farming operations begin, reach its peak around the end of

September just before harvest, and decrease significantly by the end of

the year and reach a minimum in February and March at the end of the

Lunar year. During the survey year of 1968, the average farmer had an

average debt of 16,417 Won on March 31, 21,650 Won on June 30, 25,251

Won on September 30 and 19,264 Won at the end of the year. lO Only

vegetable farmers had considerably larger amounts of debt during the

months of March and April because of the cultivation of winter crops in

vinyl greenhouses.

As a rule, more than eight out of ten farmers were indebted during

1968 (Table 2.26). The survey indicated that at the end of June 90.5

percent of the farmers had incurred debt. In February-March, about

84.5 percent of the farmers had not cleared their debts and the average

amount of debt owed per debtor was 19,428 Won.

The amount of debt per indebted farm household as of the end of

1968 averaged 23,070 Won. Less market-oriented farmers carried smaller

amounts of debt per debtor than their respective counterparts. About

85.5 percent of the S.O. farms, for example, were indebted with the

average amount of debt of 18,257 Won per debtor, while 80.7 percent of

the M.O. farms had d2bts of 28,978 Won per debtor. At the end of

Sepcember when approximately 98.3 percent of the S.O. farms and 90.4

percent of the M.O. farms were indebted, the average amount of debt

owed by each debtor amounted to 26,580 Won. Farmers in subsistence- and

10Farmers in Korea observe the Lunar calendar for their fiscal and
social activities and many farmers clear up their debts during February
and March just before the Lunar calendar New Year Day.



Table 2.26. Average Debt per Farm Household and Indebted Farm Household by
Market-Orientation of Farm and Season, December 1967-December 1968

Unit: Won
Subsistence-oriented Market-oriented All farms

Season farms farms
All 117 Indebted All 83 Indebted All 200 Indebted
F. Hs. F. Hs. F. Hs. F. Hs. F. Hs. F. Hs.

Dec. 31, 1967 (A) 13,882 16,406 19,407 24,041 16,175 19,488
(99) (67) (166)

March 31, 1968 13,870 15,755 20,003 25,162 16,417 19,428
(103) (66) (169)

June 30, 1968 17,823 18,957 27,045 31,616 21,650 23,927
(110) (71) (181)

Sept. 30, 1968 20,967 21,332 31,290 34,628 25,251 26,580
(115) (75) (190)

Dec. 31, 1968 (B) 16,604 18,257 23,017 28,864 19,264 23,070
(100) (67) (167)

B/A (%) 19.6 11. 3 18.6 20.1 19.1 18.4

Note: F. Hs. = farm households

Figures in parentheses represent the number of farm households indebted.
\0
\0
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market-oriented groups had debts of 21,332 Won and 34,628 Won per debtor,

respectively. 11

The magnitude of debt of the country and the Honam area was

estimated by multiplying the average amount of debt per farmer group in

size by the total number of farmers in the respective group at the

aggregate level and by summing up the subtotals of debts per group

calculated. Specifications regarding size of farm employed in this

survey were identical to the official classifications.

It was estimated that the aggregate carryover debt of Honam farmers

on December 31, 1968, was likely to be in the vicinity of 14 billion

Won and that of the farmers in the country was about 49 billion Won,

equivalent to 175 million dollars using the exchange rate of U. S. $1.00

to 280 Won, as indicated below.

(a) Honam farmers on December 31, 1968: 301,563 (marginal farmers)

x 16,779 Won (average amount of debt) + 238,448 (small farmers)

x 16,143 Won + 169,287 (medium farmers) x 22,905 Won + 47,182

(large farmers) x 28,542 Won = 14,133,379,020 Won.

(b) All farmers in the country on December 31, 1968: 919,348

(marginal farmers) 16,779 Won + 829,258 (small farmers)

x 16,143 Won + 665,099 (medium farmers) x 22,905 Won + 173,159

(large farmers) x 28,542 Won = 48,988,848,759 Won (U. S.

$175 million).

llData relating to the amount of debt outstanding at any particular
time may not be very accurate since the average respondent was reluctant
to disclose his debts for the fear of a broken relationship with his
creditors by governmental credit policies such as the Rural Usury Debt
Settlement Act and the Interest Restriction Regulation. The tendency
was to underestimate the amount of debt.
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At the peak of season for credit in Korea (September-October),

the amount outstanding in 1968 by the same arithmetic procedure was

around 18.5 billion Won for Honan farmers and 64.4 billion Won or 230

million U. S. dollars for the total Korean farmers as calculated below:

(a) Honam farmers: 301,563 x 20,246 + 238,448 x 22,100 Won +

169,287 x 32,967 Won + 47,182 x 32,002 Won 18,465,948,191 Won.

(b) All farmers in Korea: 919,348 x 20,246 Won + 829,258 x 22,100

Won + 665,011 x 32,967 Won + 173,159 x 32,002 Won

64,407,474,459 Won (U. S. $230 million dollars).

It must be emphasized that this discussion of debt revolves about

the situation as it existed in 1968. Estimates of both numbers of

farmers indebted and of amounts of debt vary depending on the concept,

method and time period of the survey conducted. "Debts" in this survey

include the accounts payable, unpaid wages and charges but interests on

debts.

Growth Rate of Outstanding Debt

The growth rate of debt during the survey year was estimated by

dividing the amount of debt reported as of December 31, 1967, by that

as of December 31, 1968. The estimated growth rate of debt should be

understood with due consideration for the farm price changes and the

increase in the value of assets on farms during the period. The real

growth rate would be less meaningful if these changes were not

considered. From December 31, 1967, to December 31, 1968, prices

received by farmers had risen by 17.1 percent, and values of land

increased by 15.3 percent.
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It was estimated that during the one-year period the average amount

of debt per farm household and per indebted farm household had increased

each by 19.1 percent and 18.4 percent as shown in Tables 2.25 and 2.26.

The average amount of increase in debt of the sample farm households

was 3,089 Won and that of the indebted farm households was 3,582 Won.

By size of farm the growth rate of outstanding debt of marginal

farmers was 24.2 percent, the highest; that of the small farmers was

20.5 percent; that of the medium farmers was 16.5 percent; and large

farmers had the lowest debt growth rate of 16.5 percent (Table 2.25).

The growth of outstanding debt by type of farm was the highest in

diversified general farms and the lowest in vegetable farms. Of the

total farm households surveyed, 12.5 percent had less debt in 1968 than

in 1967; 13.5 percent stayed the same, 20 percent had increased debt of

° to 40 percent, 26.5 percent had increased debt of 40 to 100 percent

and 27.5 percent had increased the amount of debt by more than 100

percent (Table 2.27).

Generally speaking, it is unfair to conclude that these substan

tial increases in debts are unfavorable or undesirable for the farmers

indebted until the characteristics are thoroughly studied. For example,

the increase may imply the expansion of business if it were used to

purchase capital goods or to pay for farming expenses. On the other

hand, it may be an unfavorable situation if the borrowings were used

largely for consumption expenditures. The characteristics and

conditions of credit used by farmers will be discussed in the subsequent

chapters.
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Table 2.27. Sample Farm Households by Growth Rate of Outstanding
Debt During 1967-1968

Growth rate Number of farm Percent to Accumulated
of debt households total percent

Decreased 25 12.5 12.5

Unchanged 27 13.5 26.0

Increased by o - 20% 22 11.0 37.0

20 - 40% 18 9.0 46.0

40 - 60% 19 9.5 55.5

60 - 80% 16 8.0 63.5

80 - 100% 18 9.0 72.5

100% and over 55 27.5 100.0

Total 200 100.0



CHAPTER III

FINANCIAL MANAGEMENT: PATTERN OF

FARM HOUSEHOLD EXPENDITURES

The average Korean farm household is geared to self-sufficiency in

family living. Farming in Korea is conducted by family labor and these

family members are also the prime consumers of the farm products.

According to the NACF's Agricultural Year Book of 1969, about 80 percent

of labor hours used for farming operations were provided by family

members and these people consumed more than 58 percent of the total

production from their farms in 1968.

The focus in this thesis is financial and credit management. Since

the farm business and the household economy are joined together on the

same farm, the financial management of the farm operation and that of

the family budget are inextricably intermingled.

Traditionally, the financial management has included two respons-

ibi1ities -- raising and expending capital and maintaining control

programs. 1 The first is self-explanatory; the second is primarily

concerned with protecting certain of the farm's assets from loss. In

this chapter some aspects of these financial functions such as (1)

pattern of farm household expenditures, (2) fund procurement for farm

household expenditures, (3) repayment of debts, and (4) repayment

ability of the borrower will be discussed.

1Frank J. Smith, Jr. and Ken Cooper, The Financial Management of
Agribusiness Firms, University of Minnesota (September 1967), pp. 1-3.
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Pattern of Farm Household Expenditures

Farm household expenditures comprise mainly the following five

categories: (1) farm operation (production) expenses, (2) farm

improvement (capital) expenditures, (3) side-business expenditures,

(4) family living expenses, and (5) expenditures for financing debt

(repayment of loans). The latter two are often classified as consum

ption expenditures because of the nature of credit used by most

subsistence-oriented farmers.

Expenditures that were disbursed for buying seed, fertilizer, feed,

pesticides, wages paid for hired labor, or for other purposes were

classified as operating capital or production expenses. Expenditures

for farm improvement consisted of working and fixed capital. Working

capital was defined as those funds used for buying of livestock,

machinery and equipment. Funds that farmers spent for use in making

permanent land or building improvements, or buying farm real estate

were named fixed capital. Side-business expenditures were those

expenditures incurred for financing farmer's side-jobs such as forestry,

marine business, agricultural, commercial, and general services, and

manufacturing business. Family living expenses included expenditures

for food, housing, fuel, lights, clothing, education, ceremonies,

medical care, taxes and public charges and miscellaneous items. Finally,

expenditures that were disbursed to finance debts were classified as

repayment of debt.

The farm household expenditures at the farm level were defrayed

in cash or in kind such as raw materials, farm products and others.
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This study is concerned primarily with total value, but cash expendi

tures are separated in the discussion whenever the necessity arises.

Magnitude and Components of Farm Household Expenditures

The average farm household in the survey had total expenditures of

239,868 Won during 1968, of which 60.9 percent, the highest proportion,

was spent for family living; 16.6 percent, the second highest, defrayed

for short-term production expenses; 10.6 percent for capital expendi

tures; 9.2 percent for the repayment of debts; and the lowest percentage,

2.7 percent was disbursed for side-business expenditures (Table 3.1 and

Figure 7).

The average amount of the total farm household expenditures

increased significantly as the farm became greater in value of farm

holdings and more market-oriented in both type of crops raised and

actual percentage of commercialization. For example, farmers with farm

acreages of more than 2 Chongbos defrayed the average amount of 444,500

Won which was almost triple that of marginal-scale farmers with an

average of less than 0.5 Chongbo. The average small farm incurred

total expenditures of about 211,700 Won while the medium-sized farmer

spent a total of 299,140 Won.

Among farm types, the differences were significant between cash

crop growers and conventional crop growers. The average scale of total

farm household expenditures was the highest for fruit farms (447,434

Won) and the lowest for general farms (173,606 Won). The typical paddy

grower spent total expenditures of 224,622 Won which was lower than the

average amount of all farms, while vegetable and other specialty farmers

made averages of about 302,302 Won and 297,869 Won, respectively.



Table 3.1. Components of Farm Household Expenditures by Size, Type and Market Orientation of Farm, 1968

Production Capital Side-Business Family living Repayment Total
Farm Group Expenses Expenditures Expenditures Expendituresa of Debt Expenditures

\\fon % Won % Won % Won % Won % Won %

Size of Farms
Marginal farms 17,715 11.4 11,693 7.5 7,481 4.8 101,583 65.5 16,639 10.7 155,111 100.0
Small farms 32,528 ]5.4 17,086 8.1 8,173 3.9 133,250 62.9 20,669 9.8 211,706 100.0
Med ium farms 52,706 17.6 40,905 13.7 4,550 1.5 174,282 58.3 26,699 8.9 299,142 100.0
Large farms 98,313 22.1 56,168 12.7 3,246 0.7 255,180 57.4 31,593 7.1 444,500 100.0

Type of Farms
Paddy farms 39,923 17.1 22,471 9.6 7,207 3.1 141,902 60.9 21,487 9.2 232,990 100.0
General farms 23,582 13.6 15,928 9.2 6,265 3.6 109,463 63.0 18,368 10.6 173,606 100.0
Vegetable

farms 51,305 17.0 37,689 12.5 4,050 1.3 181,928 60.2 27,330 9.0 302,302 100.0
Fruit farms 87,233 19.5 58,250 13.0 5,519 1.2 265,719 59.4 30,713 6.9 447,434 100.0
Other farms 49,828 16.7 40,878 13.7 6,458 2.2 174,151 58.5 26,554 8.9 297,869 100.0

Market-Orientation
Subsistence-

oriented
farms 29,285 15.5 12,071 6.4 7,228 3.8 122,252 64.5 18,595 9.8 189,441 100.0

Market-
oriented
farms 54,405 17 .5 44,023 14.2 5,635 1.8 179,959 57.9 26,943 8.7 310,965 100.0

All Farms 39,710 16.6 25,331 10.6 6,567 2.7 146,201 60.9 22,059 9.2 239,868 100.0

alncluding taxes, public charges and interests on debts.

t-'
0
"'-l
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Figure 7.. Composition of Farm Household Expenditures, 1968.
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Viewed from market-orientation of the farm, the average amount of total

farm household expenditures made by M.O. farmers far exceeded that of

S.O. farmers; about 311,000 Won against 189,440 Won.

As would be expected, the composition of total expenditures of

large and commercially oriented farms was inclined more t~ production

than small and subsistence-oriented farms. That is, the proportion of

agricultural funds (production expenses + farm improvement expenditures)

to total expenditures increased significantly with the farm of larger

holdings, cash-crops growing and of a high degree of commercialization.

On the other hand, the ratio of side-business expenditures to the total

was larger for smaller farms simply because these farmers depended more

on the side-business as their extra-income source.

Data in Table 3.1 indicate that the proportion of agricultural funds

to the total ranged from 18.9 percent in marginal farms to 34.8 percent

in large farms, while that consumption funds to the total was the

highest (76.2 percent) in marginal farms and the lowest (64.5 percent)

in large farms. The table also shows that during the survey year S.O.

farmers defrayed about 21.9 percent of the total expenditures for

agricultural purposes and 74.3 percent for consumption uses, whereas M.O.

farmers made 31.7 percent of the total expenditure for agriculture as a

whole and almost two thirds for consumption purposes.

Monthly Pattern of Farm Household Expenditures

The typical farmer in this survey spent an average of 19,989 Won

per month. He disbursed the greatest amount, 28,854 Won, or 12 percent

of the total in December; 27,334 Won, or 11.4 percent in November;

22,245 Won or 9.3 percent in January; and 21,318 Won or 8.9 percent in
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February (Table 3.2 and Figure 8). The monthly expenditures were

highest in the months just following the grand harvest of the fall crops

due to the pent-up needs of money for family living, repayment of debts,

and capital improvements. In all other months the spending was even

less than the average monthly expenditure of 19,989 Won. August was

the lowest month with 15,771 Won, or 6.6 percent of the total followed

by September with the average expenditures of 16,945 Won.

As shown in Table 3.2, the monthly farm household expenditures for

farm operations were highest in June with 14.7 percent of the total

production expenses; the second highest in October with 12.3 percent;

followed by November with 12.1 percent; July with 11.5 percent;

February was lowest with 3.1 percent followed by September with 4.1

percent.

Large amounts of production funds were used in June, July, October,

and November for sowing, planting cultivating and harvesting of summer

and fall crops. In this season, costs for agricultural supplies such

as fertilizer, insecticides, pesticides, seeds and seedlings, and small

tools plus wages tend to be extremely high. Expenditures for hired

labor were mostly in June, July, October and November. The agricultural

supplies and wages accounted for 42.8 percent and 28.2 percent,

respectively, of the production expenditures.

The monthly pattern of capital expenditures is shown in Table 3.2.

The largest amount of capital expenditures was disbursed in December

constituting 15.1 percent of the annual expenditures for farm improve

ment. The second highest amount was in January (13.2 percent).

November, February, March and April each included about 11 percent of



Table 3.2. Monthly Disbursement of the Average Farm Household
Expenditures by Component, 1968

Unit: Won
Production expenses (current expenses)

Honth Agr. Rents &
OthersbSupplies a Wages Water Total Percent

January 826 727 284 299 1,636 4.1
February 475 285 157 317 1,234 3.1
Harch 1,877 305 156 297 2,635 6.6
April 1,645 538 367 247 2,797 7.0
Hay 1,798 893 545 243 3,479 8.8
June 2,810 2,048 692 288 5,838 14.7
July 2,397 1,663 128 397 4,585 11.5
August 1,223 462 175 374 2,234 5.6
September 613 474 108 435 1,630 4.1
October 1,622 1,959 785 515 4,881 12..3
November 875 1,277 2,033 609 4,794 12.1
December 823 1,091 1,590 463 3,967 10.0

Total 16,984 11,222 7,020 4,484 39,710 100.0

Percentage 42.8% 28.2% 17.7% 11.3% 100.0%

aSuch as fertilizer, insecticides, seeds, seedlings, small animals, small tools
and others.

b
Such as repairs, refining charges, depreciation and others.

I-'
I-'
I-'



Table 3.2 (continued). Monthly Disbursement of the Average Farm Household
Expenditures by Component, 1968

Unit: Won
Capital expenditures Side-Business

Month expenditures
Land Buildings Machinery Livestock Othersc Total Percent Amount %

January 2,685 118 16 507 18 3,344 13.2 448 6.8
February 2,010 137 36 457 8 2,648 10.5 352 5.4
Harch 1,431 488 44 726 16 2,705 10.7 425 6.5
April 534 1,443 20 748 17 2,762 10.9 428 6.5
May 209 382 85 583 9 1,268 5.0 402 6.1
June 162 56 61 377 40 696 2.7 389 5.9
July 102 115 60 603 12 892 3.5 420 6.4
August 541 106 41 909 11 1,608 6.3 585 8.9
September 70 257 135 997 18 1,477 5.8 697 10.6
October 267 70 180 633 9 1,159 4.6 884 13.5
November 965 1,083 75 813 15 2,951 11. 7 645 9.8
December 2,008 812 49 949 3 3,821 15.1 892 13.6

Total 10,984 5,067 802 8,302 176 25,331 100.0 6,567 100.0

Percentage 43.4% 20.0% 3.2% 32.8% 0.7% 100.0%

crnc1udes large plants and other farm facilities.

t-'
t-'
N



Table 3.2 (continued). Monthly Disbursement of the Average Farm Household
Expenditures by Component, 1968

Unit: Won
Family living expenditures

Honth Foods Housing Fuel & Clothing Educa- Medical Cere- Misce1- Total Percent
lights tion Care monies 1aneous d

January 6,195 590 1,238 1,510 402 356 1,666 2,433 14,390 9.8
February 6,073 591 1,261 1,600 1,244 355 1,412 2,482 15,018 10.3
Harch 5,159 542 913 458 1,302 435 719 1,505 11,033 7.5
April 5,738 607 935 857 722 457 593 1,229 11,138 7.6
Hay 5,829 560 933 917 555 447 518 1,144 10,903 7.5
June 5,344 499 823 608 597 334 246 1,227 9,678 6.6
July 5,024 488 795 690 675 503 328 1,369 9,872 6.8
August 4,953 538 862 696 952 523 236 1,287 10,047 6.9
September 5,059 594 825 1,377 1,289 484 1,233 1,237 12,098 8.3
October 5,672 588 927 840 771 427 665 1,314 11,204 7.7
November 6,112 607 1,165 1,281 758 454 1,390 3,077 14,844 10.2
December 6,450 707 1,328 1,667 800 514 1,272 3,238 15,976 10.9

Total 67,598 6,921 12,005 12,501 10,067 5,289 10,278 21,542 146,201 100.0

Percentage 46.2% 4.7% 8.2% 8.6% 6.9% 3.6% 7.0% 14.7% 100.0%

drnc1udes sanitation and beauty, communication, recreation, entertainment, and taxes and public charges.

t-'
I-'
VJ



Table 3.2 (continued). Monthly Disbursement of the Average Farm
Household Expenditures by Component, 1968

Unit: Won
Repayment of Debts Total F. H.

Month expenditures
Amount Percent Amount Percent

January 2,427 11.0 22,245 9.3
February 2,066 9.4 21,318 8.9
March 983 4.5 17,781 7.4
April 1,104 5.0 18,229 7.6
May 1,044 4.7 17,096 7.1
June 1,063 4.8 17,664 7.4
July 1,384 6.3 17,153 7.2
August 1,297 5.9 15,771 6.6
September 1,043 4.7 16,945 7.1
October 1,350 6.1 19,478 8.1
November 4,100 18.6 27,334 11.4
December 4,198 19.0 28,854 12.0

Total 22,059 100.0 239,868 100.0

t-'
t-'
~
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Figure 8. Average Farm Household Ellpenditure by Kind and Month, 1968.
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the total capital expenditures and the remaining months showed very low

amounts.

The high capital expenditures in the above months were due to the

large amounts of land improvement, expansion and purchase costs together

with expenses incurred for the farm buildings or other improvements.

Most of the land improvements or purchases were incurred in the winter

season when few crops were growing in the field. Most building

construction and remodeling was done in November before the winter season

and in April before the rainy season. These two items, land and build

ing, made up 63.4 percent of the annual capital expenditures.

The monthly expenditures for side-business did not vary appreciably

from month to month except during September, October and December

(Table 3.2). Service business required a substantial investment in

these months for the boom of business in the fall harvest season and

the winter leisure time.

Data in Table 3.2 indicate that the monthly expenses for family

living were highest in December with 10.9 percent of the total family

living costs followed by February with 10.3 percent, November with 10.2

percent, January with 9.8 percent, September with 8.3 percent; and June

was lowest with 6.6 percent. The average amount of family living expense

spent in the remaining months was considerably lower than the average

monthly costs. Farmers tend to concentrate these expenditures in the

post-harvest winter season when all special events of farmers such as

weddings and celebrations were held and in September around the August

Moon festival, one of the farmers biggest events throughout the year,

and at the beginning of the new school semester.
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More than 58 percent of the total amount of debt repayments was

made during the post-harvest winter season (Table 3.2). Not only was

there a concentrated income flow in this season due to the seasonality

of agriculture but also farmers usually made contracts to pay back their

debts between the rice harvest (November) and the end of the lunar

calendar year (February). It is a general practice in Korea for farmers

to contract their payments of any form of financial obligations along

the above time schedules.

Fund Procurement for Farm Household Expenditures

The farm operator financed the farm household expenditures from

two major sources; the farm's own funds and borrowed funds. The farmer's

own funds originated from agricultural gross receipts, off-farm revenues

and disposal of fixed capital. The borrowed funds 2 came from insti-

tutional and non-institutional sources. Regardless of the intended

purpose of the fund, the survey recorded the actual use of the fund.

And if the two types of funds were at the disposal of the farmer for an

intended project, it was assumed that he would spend the borrowed money

first.

Financing of Farm Household Expenditures

The survey reveals that the major portion of farm household

expenditures were financed from the farmer's gross revenues. Of the

total farm household expenditures of 239,868 Won per farm during the

2Throughout this paper, the word, "borrowed fund" is synonymously
used with "borrowing," "credit," and "loan."
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survey year, 89.5 percent were self-financed and the remaining 10.5

percent were financed by borrowings from outside of the farm as shown

in Table 3.3. Of the total per farm cash expenditures of 108,549 Won,

a little over 76.8 percent were channelled from the farm household

revenues and the rest, 23.3 percent, were supplemented by the borrowings.

Farmers borrowed an average of about 25,150 Won from various sources in

1968. As the size of farm increased, the average amount of borrowings

became greater but the proportion of borrowings to the total and cash

expenditures significantly decreased. In other words, the proportion

of self-financing for the total expenditures increased (Table 3.3). For

example, farmers with acreages of less than 0.5 Chongbo borrowed 19,904

Won to finance 12.8 percent of total expenditures and 30.3 percent of

cash expenditures. In contrast, a typical large-scale farmers with a

farm of more than 2 Chongbo obtained credit of 34,966 Won, which made

up only 7.9 percent of total expenditures and 15.7 percent of cash

expenditures.

Fruit, vegetable and other specialty farmers used larger amounts

of credit than paddy and general farmers, but with a lower degree of

dependence on it for financing either total or cash expenditures.

The more commercially oriented the agriculture, the lower the

proportion of borrowed funds to finance total and cash farm household

expenditures. M.O. farmers borrowed an average of 30,309 Won which

made up 9.7 percent of total expenditures and 20.8 percent of cash

expenditures per farm, while the average 8.0. farmer obtained 21,488

Won of credit to finance 11.3 percent of total expenditure and 26.1

percent of cash expenditures. Accordingly, the rates of self-financing



Table 3.3. Sources of Funds for the Average Farm Household Expenditures by Size, Type
and Market-Orientation of Farm, 1968

Farm household Amount Amount
Farm Group expenditures B/A of credit CiA C/B financed by A-C

Total Cash borrowed own funds A
expenditures expenditures

(A) (B) % (C) (%) (%) (A-C) (%)
Han Hon Han Won

Size of farm
Marginal farms 155,111 65,618 42.3 19,904 12.8 30.3 135,207 87.2
Small farms 211,706 87,831 41.5 23,415 11.1 26.7 188,291 88.9
Medium farms 299,142 143,508 48.0 29,944 10.0 20.9 269,198 90.0
Large farms Lf 44,500 222,962 50.2 34,966 7.9 15.7 409,534 92.1

Type of farm
Paddy farms 232,990 102,181 43.9 24,473 10.5 24.0 208,517 89.5
General farms 173,606 74,004 42.6 21,559 12.4 29.1 152,047 87.6
Vegetable farms 302,302 148,277 49.0 30,633 10.1 20.7 271,669 89.9
Fruit farms 447,434 220,813 49.4 34,088 7.6 15.4 413,346 92.4
Other farms 2.97,869 146,045 50.0 29,770 10.0 20.4 268,099 79.6

Market-Orientation
Subsistence-
oriented farms 189,441 82,263 43.4 21,488 11.3 26.1 167,953 89.7

Market-oriented farms 310,965 145,604 46.8 30,307 9.7 20.8 280,658 90.3

All farms 239,868 108,549 45.3 25,148 10.5 23.2 214,720 89.5

to-'
to-'
\0
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of the total and cash farm household expenditures appeared to be greater

for M.O. farmers. The larger the amount of total expenditures, the

higher the degree of monetization. The rate of monetization ranged

from 42.3 percent in marginal-scale farms to 50.2 percent in large-scale

farms to 50.2 percent in large-scale farms. By farm types, it was 42.6

percent in general farms and 50.0 percent in other specialty farms.

S.O. farmers attained an average rate of 43.4 percent, while 46.8

percent of the total expenditures was transacted in cash by M.O. farmers.

The average farm household made 45.3 percent of total expenditures in

cash in 1968.

Dependence of Expenditures on Credit by Use of Funds

Data in Table 3.4 break down each category of expenditures into

the percentage shares of borrowed funds and farm owned funds which

actually financed the expenses by farm group. The farm operators in

this survey reported that they obtained credit to finance 19.5 percent

of total production expenses defrayed, 10 percent of capital expendi

tures, 21.5 percent of side-business expenditures, 7.7 percent of

family living costs, and 10 percent of amounts repaid for debts. The

relatively high percentages of borrowed funds appeared in side-business

and production expenses were due to the absolutely small scale of

expenses defrayed for each category.

Comparison of percentage share of credit to finance each category

or expenditures by various farm groups shows that small holders,

conventional type and subsistence-oriented farmers depended largely on

borrowed funds to finance the farm operation, family living and repayment



Table 3.4. Percentages of Borrowed Funds and Own Funds Financed for Each Category of the Average Farm
Household Expenditures, by Size, Type and Market-Orientation of Farm, 1968

Unit: %
Production Capital Side-business Family living Repayment Total

Farm Group expenses expenditures expenditures expenditures of debts expenditures
Borrowed Own Borrowed (A·m Borrowed (Am Borrowed Own Borrowed Own Borrowed Own

Fund Fund Fund Fund Fund Fund Fund Fund Fund Fund Fund Fund
Percent

Size of farm
Marginal farms 31.5 68.5 10.3 89.7 20.9 79.1 9.5 90.5 12.5 87.5 12.8 87.2
Small farms 21,6 78.4 9.4 90.6 21,4 78.6 8.2 91,8 10.3 89.7 11.1 88.9
Medium farms 19.3 80.7 10.4 89.6 21.9 78.1 7.1 92.9 8.4 91.6 10.0 90.0
Large farms 10.9 89.1 11.0 89.0 24.7 75.3 5.7 94.3 8.6 91,4 7.9 92.1

lYpe of farm
Paddy farms 19.2 80.8 9.8 90.2 19.9 80.1 8.0 92.0 10.2 89.8 10.5 89.5
General farms 26.4 73.6 9.7 90.3 22.0 78.0 9.6 91,4 10.7 89.3 12.4 87.6
Vegetable farms 17.9 82.1 10.5 89.5 33.3 66.7 6.3 93.7 9.7 90.3 10.1 89.9
Fruit farms 12.7 87.3 10.5 89.5 23.7 76.3 4.9 95.1 8.6 91.4 7.6 92.4
Other farms 18.2 81.8 10.0 90.0 21,9 78.1 6.2 93.8 8.7 91.3 10.0 90.0

Market-orientation
Subsistence-
oriented farms 21.6 78.4 9.8 90.2 18.5 81.5 8.5 91.5 11.8 88.2 11, 3 88.7

Market-oriented
farms 17.9 82.1 10.3 89.7 26.9 73.1 6.9 93.1 8.3 91, 7 9.7 90.3

All Farms 19.5 80.5 10.0 90.0 21.5 78.5 7.7 92.3 10.0 90.0 10.5 89.5

'"""'!',)

'"""'
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of debts, but less to finance capital expenditures and side-business

which would require a relatively long-term loan.

Monthly Use of Credit to Finance Expenditures

In this section the monthly amount of credit used for each category

and the farm's dependence on credit by month and category were analyzed.

According to Table 3.5 and Figure 9, the average farmer used the largest

amount of credit or 11.9 percent of the total borrowings in September;

the second largest or 11.6 percent in May; 11.4 percent in April; 8.7

percent in August; and the lowest amount or 5.3 percent in November.

The percentage of the other months ranged from 5.5 percent in October

to 8.6 percent in July.

By category of credit uses, the same typical farmer spent almost

two thirds of credit used for the farm operation during the months of

April to August at its peak in May. As said before, in this season

transplanting and cultivating of rice were overlapped with harvesting of

barley and other summer crops.

Credit for capital expenditures was largely used in September,

January and February. The frequent transactions of land constituted

the main reason for the largest amount of borrowing used in January and

February. The great amount of credit spent for capital expenditures in

September was due to the large farmers who bought land from low income

or bankrupted farmers who were unable to borrow large amounts of credit

that they needed for certain emergency uses. Farmers who owned side

businesses such as service jobs needed funds to set up or expand the

business before the farming season or harvest season when they were

relatively free from farm work. Data in Table 3.5 indicate that more



Table 3.5. Amounts Borrowed for Various Expenditures by Month, 1968 (Average per Farm Household)

Unit: Won
Farm Capital Side- Family Repayment Total

Honth production expenditures business living of debts
Amount % Amount % Amount % Amount % Amount % Amount %

January 323 4.2 467 18.4 205 14.5 761 6.8 328 14.9 2,084 8.3
February 226 2.9 386 15.2 164 11.6 847 7.5 344 15.6 1,967 7.8
Harch 418 5.4 188 7.4 80 5.7 834 7.4 147 6.7 1,667 6.6
April 923 11.9 153 6.0 131 9.3 1,508 13.4 163 7.4 2,878 11.4
Hay 1,153 14.9 113 4.5 173 12.3 1,390 12.4 95 4.3 2,924 11.6
June 1,018 13.1 73 2.9 70 5.0 807 7.2 174 7.9 2,142 8.5
July 1,074 13.9 97 3.8 78 5.5 790 7.0 112 5.1 2,151 8.6
August 961 12.4 108 4.3 123 8.7 855 7.6 143 6.5 2,190 8.7
September 520 6.7 521 20.5 184 13.0 1,654 14.7 105 4.8 2,984 11.9
October 431 5.6 82 3.2 55 3.9 703 6.2 102 4.6 1,373 5.5
November 322 4.2 125 4.9 40 2.8 561 5.0 271 12.3 1,319 5.3
December 375 4.8 226 8.9 107 7.6 540 4.8 221 10.0 1,469 5.8

-
Total 7,744 100.0 2,539 100.0 1,410 100.0 1l,250 100.0 2,205 100.0 25,148 100.0

I-'
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Figure 9. Average Amount of Borrowing per Farm Household by Use and

Month, 1968.
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than 51 percent of side-business credit was used in January, February,

May and September.

The borrowed money used to support family living was particularly

high in September (14.7 percent of the annual total), April (13.4

percent) and May (12.4 percent) before the harvest of fall crops or

summer crops. The lowest amounts of borrowings were used in December

and November when the fall crops were harvested.

Finally, as discussed previsouly, most of the farmers' debts were

due during the post-harvest winter season and before the end of the

lunar calendar year. That is why large amounts of credit used for the

repayment of debts appeared in November to February.

Table 3.6 summarizes the monthly credit used in Table 3.5 compared

with the respective monthly expenditures in Table 3.2, indicating the

average farm operator's degree of credit dependence for each category

of expenditures. According to the data shown in this table, farmers

depended heavily on the borrowed funds to make up the needed total farm

household expenditures in the months from April to September with peak

use in September. During this period of time farmers had relatively low

levels of income compared with the post-harvest winter season.

With respect to farm operation expenses, typical farmers obtained

credit to support 43 percent of the month's expenses in August, 33.1

percent in May, 33 percent in April, and 31.9 percent in September. It

should be noted, however, that during these months the amounts of

production eh~enses that actually occurred were relatively low but

farmers depended heavily on credit because of their low earnings in this

season. In June and July when the production costs incurred were quite



Table 3.6. Percentages of Borrowed Funds and Own Funds Financed for Each Category of the Average
Farm Household Expenditures by Month, 1968

Production Capital Side- Family Repayment Total
Month expenditures business living of debts expenditures

Borrowed Own Borrowed Own Borrowed Own Borrowed Own Borrowed Own Borrowed Own
Fund Fund Fund Fund Fund Fund Fund Fund Fund Fund Fund Fund

January 19.7 80.3 14.0 86.0 45.8 54.2 5.3 94.7 13.5 86.5 9.4 90.6
February 18.3 81.7 14.6 85.4 46.6 53.4 5.6 94.4 16.7 83.3 9.3 90.7
March 15.9 84.1 7.0 93.0 18.8 81.2 7.6 92.4 15.0 85.0 9.4 90.6
April 33.0 67.0 5.5 94.5 30.6 69.4 13.5 86.5 14.8 85.2 15.8 84.2
May 33.1 66.9 8.9 91.1 43.0 57.0 12.7 87.3 9.1 90.9 17.1 82.9
June 17.4 82.6 7.6 92.4 18.0 82.0 8.3 91. 7 16.4 83.6 12.1 87.9
July 23.4 76.6 9.7 90.3 18.6 81. 4 8.0 92.0 8.1 91.9 12.5 87.5
August 43.0 57.0 6.7 93.3 21.0 79.0 8.5 91.5 11.0 89.0 13.9 86.1
September 31.9 68.1 35.3 64.7 26.4 73.6 13.7 86.3 10.0 90.0 17.6 82.4
October 8.8 91,2 7.1 92.9 6.2 93.8 6.3 93.7 7.6 92.4 7.0 93.0
November 6.7 93.3 4.2 95.8 6.2 93.8 3.8 96.2 6.6 93.4 4.8 95.2
December 9.6 90.4 5.9 94.1 12.0 88.0 3.4 96.6 5.3 94.7 5.1 94.9

Total 19.5 80.5 10.0 90.0 21.5 78.5 7.7 92.3 10.0 90.0 10.5 89.5

t-'
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high, the credit dependence was 17.4 percent and 23.4 percent,

respectively. But in October and November when the greatest amounts of

production expenses were defrayed, it was only 8.8 percent and 6.7

percent, indicating the fact that the largest pcrtion was self-financed.

The monthly capital expenditures were supported significantly in

September, January and February when quite a large amount of funds was

spent for the purchase of farm land and other real estate. The borrowed

funds that supported needed side-business expenditures were large in

January, February, May and September in accordance with the expansion of

the business expenditures in each season.

As would be expected, large amounts of borrowed money were used to

supplement the lack of living expenditures in the months of April and

May, and in September, preceding the two harvest seasons. The credit

used for fulfilling debt repayment contracts was high the year around,

except from October to December. The highest degree of credit dependence

for the purpose was indicated in February and June when quite a number of

farm debts were due.

It was apparent that farmers lacked their own funds in the crucial

stage of farm and home improvement and were heavily indebted. In the

following chapters problems such as how this situation affects the

farmers' repayment capacity and the terms and conditions of farm credit

will be discussed.

Repayments of Debts

Loan repayment in this study was defined as the settlement of all

or part of the loans used by a farmer in cash or in kind, during the
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period from January 1 to December 31, 1968. The objective of this

section of the study is to ascertain the magnitude and sources of loan

repayment and the way in which farmers repay their credit to various

creditors.

Comparison: Borrowings and Repayments of Debts

The annual amount of credit repaid by the average farm household in

1968 was 22,059 Won which comprised of 5,765 Won or repayment to

institutional sources and 16,294 Won to private creditors (Table 3.7).

Loan repayment amounted to 87.7 percent of the borrowings.

In general, the ratio of repayment to borrowing was slightly

greater in the case of private loans than for institutional loans; i.e.,

88.1 and 86.6 percent respectively.3 Farmers appeared more personally

committed to the repayment of loans to the private sectors over the

institutional agencies. In fact, many peasant farmers thought of

institutional credit as a sort of governmental subsidy.

The larger the size of farm, the greater was the proportion of

repayment of loans to the borrowings. The average farm household with

less than 0.5 Chongbo repaid 83.6 percent of his borrowings, while

average debt repayment for a large scale farmer with a farm of more than

2 Chongbo was 90.4 percent.

By type of farm, fruit, vegetable and other specialty farmers, on

the average, repaid not only a larger amount of loans than paddy and

general farmers, but also had a higher proportion of loan repayment to

3This ratio does not necessarily compare the same loan borrowed and
repaid during 1968.
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the borrowings during the survey year was the highest, 90.1 percent, for

fruit farmers and the lowest 85.2 percent for general farmers. Both

vegetable and other specialty farmers averaged 89.2 percent. Paddy

farms averaged 87.8 percent. The paddy and general types, tended to

repay private credit sources more conscientiously than institutional

sources. The average M.O. farmer repaid about 26,940 Won or 88.9

percent of his total borrowings, whereas the S.O. farmer, on the average,

had a repayment of a little less than 18,600 Won or 86.5 percent of the

average amount of credit used during the year. The average ratio of

repayment of institutional loans was larger than that of private loans

in the case of M.a. farmers, but the reverse was true for S.O. farmers

(Table 3.7). The relationship between the amount of debt repayment and

borrowing by month throughout the year are shown in Table 3.8 and

Figure 10.

The typical farm operator in the survey repaid more than 58 percent

of his total amount of repayments during the post-harvest season of

November to February. During this four month period, the amounts of

repayments exceeded the amounts of borrowings by 5,922 Won with November

as the peak month. Except for this season, the percentage of monthly

repayment to the annual repayment total was very low and almost evenly

distributed over the months. During these months of low or no income,

the farmer borrowed to generate a deficit balance in repayment and

borrowing accounts. The ratio of repayment to borrowing is shown in

Table 3.8.



Table 3.7. Average Amounts Borrowed and Repaid on Institutional and Private Loans by Size,
Type and Market-Orientation of Farm, 1968

Unit: Won
Institutional Loans Private Loans All Loans

Farm Group Borrowed Repaid BIAa Borrowed Repaid DICa Borrowed Repaid FlEa
(A) (B) (%) (C) (D) (%) (E) (F) (%)

Size of farm:
Marginal farms 3,631 2,807 77.3 16,273 13 ,832 85.0 19,904 16,639 83.6
Small farms 5,946 5,084 85.5 17,469 15,585 89.2 23,415 20,669 88.3
Medium farms 9,219 8,278 89.8 20,725 18,237 88.0 29,944 26,699 89.2
Large farms 11,791 10,742 91.1 23,175 20,347 90.0 34,966 31,593 90.4

Type of farm:
Paddy farms 6,290 5,471 87.0 18,183 16,016 88.1 24,473 21,487 87.8
General farms 4,700 3,737 79.5 16,859 14,631 86.8 21,559 18,368 85.2
Vegetable farms 9,421 8,413 89.3 21,212 18,917 89.2 30,633 27,330 89.2
Fruit farms 11,454 10,332 90.2 22,634 20,381 90.0 34,088 30,713 90.1
Other farms 9,346 8,382 89.7 20,424 18,172 89.0 29,770 26,554 89.2

Harket-Orientation:
Subs is tence-
oriented farms 5,092 4,210 82.7 16,396 14,385 87.7 21,488 18,595 86.5

Harke t-oriented farms 8,856 7,957 89.8 21 ,451 18,986 88.5 30,307 26,943 88.9

All Farms 6,654 5,765 86.6 18,494 16,294 88.1 25,148 22,059 87.7

aThis ratio does not necessarily compare the same loans borrowed and repaid during 1968.
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Table 3.8. Borrowing and Debt Repayment Per Farm Household, by Month, 1968

Borrowings Total
and Amount

Repayments Jan. Feb. Mar. Apr. May Jun. Ju1. Aug. Sept. Oct. Nov. Dec. (Annual)

Borrowings:

Amount (A) 2,084 1,967 1,667 2.878 2,924 2,142 2,151 2,190 2,984 1,373 1,319 1 469 25,148

Percent 8.3 7.B 6.6 11.4 11. 6 8.5 8.6 8.7 11. 9 5.5 5.3 5.8 100.0

Repayments:

Amount (B) 2,427 2,066 983 1,104 1,044 1,063 1,384 1,297 1,043 1,350 4,100 4,198 22,059

Percent 11.0 9.4 4.5 5.0 4.7 4.8 6.3 5.9 4.7 6.1 18.6 19.0 100.0

Balance
(Hon) +343 +99 -684 -1,774 -1,880 -1,079 -767 -893 -1,941 -23 +2,781 +2,729 -3,089

BfA (%) 116.5 105.0 59.0 38.4 35.7 49.6 64.3 59.2 35.0 98.3 210.8 285.8 87.7

.....
w.....
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Sources of Repayment

There are, in general, six ways by which farmers raise funds to

repay their loans: (1) funds raised from the sales of agricultural

products, (2) funds obtained through the disposal of real assets such as

land, buildings, large animals and plants, and tools owned by the farm

households, (3) of New loans to refinancing old loans, (4) funds from

the collection of claims or savings, (5) funds obtained from wages or

repayment of loans by means of labor services which is common in rural

areas, and (6) miscellaneous funds such as cash on hand, relief funds,

annuities, donations and other earnings. The normal way of repaying

borrowed money is through either the sales of agricultural products or

wages. However, the disposal of fixed or working assets is not uncommon.

Repayment by new borrowings or other sources is prone to accelerate the

accumulation of debts.

Table 3.9 indicates that of the total repayment (22,060 Won per farm

household) 73.8 percent was obtained from the sale of agricultural

products, about 10 percent from new borrowings, 7.8 percent from sales

of assets, 4.1 percent from miscellaneous funds, 2.4 percent from

collection of claims or savings, and 1.9 percent from wages. The funds

arising from the so-called sound repayment sources, sales of products

and wages accounted for 75.7 percent of the total repayment and the

remaining 24.3 percent came from other sources.

The component ratios of sources of financing repayment were

different among farm groups. For example, farmers with larger holdings,

relied more on the sales of agricultural products for the repayment of

their loans. About 79.8 percent of the average large-scale farmer's



Table 3.9. Percentage of Debt Repayment by Fund Source and by Size, Type and
Market-Orientation of Farm, 1968

Percent of Total Amount Repaid

Farm Group

Size of Farm
Marginal farms
Small farms
Hedium farms
Large farms

Type of Farm
Paddy farms
General farms
Vegetable farms
Fruit farms
Other farms

Harket-Orientation
Subsistence-oriented farms
Harket-oriented farms

All Farms

Sales of
products

69.8
70.7
77.2
79.8

72.6
71.3
77.6
80.2
77.7

70.5
77.0

73.8

Sales of
assets

9.1
10.0
5.8
4.8

8.2
9.4
5.6
5.6
5.5

8.5
7.1

7.8

Borrowings

12.5
11.3
8.7
5.8

10.2
10.7
9.7
8.6
8.7

n.8
8.2

10.0

Claims or
savings

0.3
1.5
3.5
5.4

2.4
2.1
2.6
2.8
2.5

1.8
3.0

2.4

Wages

3.4
2.4
1.2
0.2

2.1
2.3
1.4
1.2
1.4

2.7
1.2

1.9

Others a

4.9
4.1
3.6
4.0

4.5
4.2
3.1
1.6
4.2

4.7
3.5

4.1

Total

100.0
100.0
100.0
100.0

100.0
100.0
100.0
100.0
100.0

100.0
100.0

100.0

aSuch as cash on hand, relief funds, annuities, and other earnings.
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repayment was financed from the sale of farm products, 5.8 percent from

new borrowings, 5.4 percent from claims or savings and only 4.8 percent

from sales of assets. Marginal farmers financed 69.8 percent of their

repayment from sales of farm products, 12.5 percent from new borrowings,

9.1 percent from the disposal of assets, and only 3.7 percent from wages

and collection of claims.

Sales of agricultural products accounted for 80.2 percent of the

debt repayment funds by fruit farms, 77.7 percent by other specialty

farms, and 77.6 percent by vegetable growers. Paddy and general farmers

repaid 72.6 percent and 71.3 percent, respectively, from the sales of

their respective farm products. These latter farms obtained much higher

percentages of the loan repayment funds from the disposal of farm assets

and new borrowings than other types.

The average M.D. farmer relied more on the sales of farm products

and claims or savings and less on the sales of farm assets, new

borrowings and other means for the repayment of the debts. A typical

M.D. farmer financed 77.0 percent of the amount repaid from the

marketing of farm products and 3.0 percent from the collection of claims

or savings, whereas an average S.D. farmer disposed of his agricultural

products to finance about 70.5 percent of the amount repaid while

financing the rest from sales of assets, borrowings and other sources.

Repayment Ability of the Borrower

Repayment ability depends on relation of the income flow to the

repayments schedule. Repayment capacity was analyzed by comparing the
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amount of credit used, repayments and income each month. 4 The repayment

dates of the loan was replaced by the actual schedule of payment. Both

total and cash farm household incomes were included as income available

for repayment.

Borrowed Funds as Related to Farm Household Incomes

Survey results indicate many farmers could not possibly pay back

the total amount of borrowing with the year's income regardless of the

loan sources, whether it was obtained from moneylenders or institutional

sources.

The ratio of the credit used to the farm household income averaged

14.9 percent (Table 3.10). This means that about 15 percent of the farm

household income should be set aside for the repayment of the borrowings.

The ratio of credit used to the cash income available to the farmers

averaged 36.8 percent.

If the borrowings, most of which constituted short-term loans,

could not be repaid with the year's income, the debt would be increased

in consequence, or the farm assets would be disposed of for repayment.

Approximately 40 percent of the farmers interviewed had borrowings of

less than 10 percent of the total income. About 45 percent borrowed

from 11 to 50 percent of their income, while 11 percent borrowed 51 to

100 percent. (Table 3.11). About 3 percent of the farmers had

4Credit used by the Korean farmers is mostly subject to repayment
within a year, some longer terms were noted for borrowings used for
capital expenditures. However total borrowings for capital expenditures
amounted to only 10 percent of the total amount of credit, so in this
study, it is assumed that all farmer credit is scheduled to be repaid
by the end of year.



Table 3.10. Percentage of Borrowings to Total and Cash Farm Household Incomes by Size,
Type and Market-Orientation of Farm, 1968

Farm household income Average amount
Farm Group Total income Cash income B/A of credit CiA C/B

used
(A) (B) (%) (C) (%) (%)

Won Won Won
Size of Farm
Marginal farms 112,913 44,048 39.0 19,904 17.6 45.2
Small farms 152,054 54,622 35.9 23,415 15.4 42.9
Hedium farms 208,594 90,113 43.2 29,944 14.4 33.2
Large farms 298,847 137,002 45.8 34,966 11.7 25.5

Type of Farm
Paddy farms 163,298 63,523 38.9 24,473 15.0 38.5
General farms 125,853 45,028 35.8 21,559 17.1 47.9
Vegetable farms 206,823 94,060 45.5 30,633 14.8 32.6
Fruit farms 313,748 144,702 46.1 34,088 10.9 23.6
Other farms 207,352 93,300 45.0 29,770 14.4 31.9

Harket-Orientation
Subsistence-oriented farms 135,356 49,950 36.9 21,488 15.9 43.0
Harket-oriented farms 216,730 94,220 43.5 30,307 14.0 32.2

All Farms 169,126 68,322 40.4 25,148 14.9 36.8

to-'
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Table 3.11. Percentage Distribution of Farm Households by Ratio of Borrowing to Income,
by Size, Type and Market-Orientation of Farm, 1968

Ratio 10% or
less than 11-25 26-50 51-75 76-100 Over Total

Farm group 10% % % % % 100%

Percentage of farmers*
Size of Farm
Marginal farms 36.7 25.0 20.0 6.7 6.7 5.0 100.0
Small farms 37.1 25.7 21.4 5.7 7.1 2.9 100.0
Medium farms 44.0 26.0 18.0 6.0 4.0 2.0 100.0
Large farms 50.0 30.0 10.0 10.0 -- -- 100.0

Type of Farm
Paddy farms 39.8 26.3 18.6 6.8 5.1 3.4 100.0
General farms 37.2 27.9 18.6 4.7 7.0 4.6 100.0
Vegetable farms 41. 7 16.7 33.3 -- 8.3 -- 100.0
Fruit farms 50.0 30.0 10.0 10.0 -- -- 100.0
Other farms 47.1 23.5 17.6 5.9 5.9 -- 100.0

Market-Orientation
Subsistence-oriented farms 39.5 24.8 17 .8 6.0 7.7 4.3 100.0
Market-oriented farms 42.0 27.7 20.7 6.0 2.4 1.2 100.0

All Farms 40.5 26.0 19.0 6.0 5.5 3.0 100.0

*Some figures do not add up to the total due to the rounding-up.

t-'
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borrowings of more than 100 percent of their income in the period

covered by the survey.

Farmers with larger acreages had a lower ratio of borrowings to

income. Table 3.10 indicates that 17 percent of the marginal farmers

total income or about 41 percent of their cash income would need to be

utilized for the repayment of credit to keep credit current. For large

fanners annual borrowings were about 12 percent of the large farms'

total income or 26 percent of their cash income. Farmers borrowing more

than 50 percent of their total income included: about 18 percent of

marginal-sized farms, 16 percent of small farms, 12 percent of middle

sized farms, and 10 percent of large farms (Table 3.11). The proportion

of farmers borrowing less than 10 percent of their income became greater

as the size of farm increased.

Borrowings of diversified general farmers accounted for 17 percent

of their total income; paddy farmers 15 percent; vegetable farmers,

15 percent; and other specialty farmers and fruit farmers 14 percent

and 11 percent, respectively. The ratio of borrowings to cash farm

household income ranged from 48 percent in general farms to 28 percent

in fruit farms (Table 3.10).

The proportion of farmers borrowing more than 50 percent of their

income was smallest for more specialized farms; 16.3 percent in

diversified general farms, 15.3 percent in paddy farms, 11.8 percent in

other specialty farms, and 10 percent and 8.3 percent in fruit farms

and vegetable farms, respectively. The proportion of farmers with

borrowings of less than 10 percent of their income was larger on trle
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part of more specialized farms simply because of their larger income

(Table 3.11).

Comparing two capital flows, income and credit by market-orientation

of farm shows the ratios of credit used by subsistence-oriented farms to

their total farm household income and their cash income as 15.9 percent

and 43.0 percent, respectively, while those of market-oriented farmers

were 14.0 percent and 32.2 percent.

The proportion of market-oriented farmers with borrowings of less

than 10 percent of income was greater than for the subsistence-oriented;

i.e., 42.0 to 39.5 percent, but the proportion of M.O. farmers with

borrowed money of more than 50 percent of income was significantly

smaller than subsistence-oriented farmers; 18.0 to 9.6 percent,

respectively.

Repayment of Debts to the Farm Household Income

Data in Table 3.12 indicate that the average farm operator in this

survey used 13 percent of his total farm household income or 32.3 percent

of cash income of the repayment of loans in 1968. 5 Because income

obtained was small in relation to needs for debt repayment, farmers with

small holdings and less commercialization of the farm showed a higher

percentage of debt repayment to the total and cash incomes than larger

and commercialized farmers.

5As we discussed earlier in the preceding section, page 136, the
farm household income is not the sole source for the repayment of debts.
However, for the comparison of these two, we assume that the farmer
repays his debt out of his income.



Table 3.12. Percentage of Total and Cash Farm Household Incomes Financed for Debt Repayment,
by Size, Type and Market-Orientation of Farm, 1968

Farm Household Income Average Amount
Farm Group Total Income Cash Income of Repayment CiA C/B

(A) (B) (C) (%) (%)

Won Won Won

Size of Farm
Marginal farms 112,913 44,048 16,639 14.7 37.8
Small farms 152,054 54,622 20,669 13.6 37.8
Medium farms 208,594 90,113 26,699 12.8 29.6
Large farms 298,847 137,002 31,593 10.6 23.1

Type of Farm
Paddy farms 163,298 63,523 21,487 13.2 33.8
General farms 125,853 45,028 18,368 14.6 40.8
Vegetable farms 206,823 94,060 27,330 13.2 29.1
Fruit farms 313,748 144,702 30,713 9.8 21. 2
Other farms 207,352 93,300 26,554 12.8 28.5

Market-Orientation
Subsistence-oriented farms 135,356 49,950 18,595 13.7 37.2
Market-oriented farms 216,730 94,220 26,943 12.4 28.6

All Farms 169,126 68,322 22,059 13.0 32.3

......
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Marginal farms averaged a repayment percentage of 14.7 percent to

total income and 37.8 percent to cash income, while large farms averaged

10.6 percent of total income and 23.1 percent of cash incomes. By farm

types, general farms indicated the lowest repayment-income percentages;

14.6 percent and 40.8 percent, respectively, of total and cash incomes.

In contrast, fruit farms, for example, used only 9.8 percent of total

income or 21.2 percent of cash income for the repayment of their debts

in 1968. Subsistence-oriented farmers paid 13.7 percent of their total

incomes or 37.2 percent out of cash incomes for debt repayment, whereas

M.O. farmers defrayed 12.4 percent of the former or 28.6 percent of the

latter (Table 3.12).

The relation of the farm household income flow to the monthly

schedule repayment farmer used 22 percent of the month's income to

finance the repayment of debts in November; 16.6 percent in December;

14.7 percent in January; 14.0 in July; 12.9 in February; 12.6 in August;

12 percent in June; and around 8.5 percent for the remaining months.

(Table 3.13 and Figure 11). As would be expected in the fall months

farmers' financial activities are strongly influenced by the seasonality

of agriculture with biggest payments after the summer-crops are harvested.

The typical farmer repays his debts as soon as he earnS income from

agriculture.

While there are no absolute criteria to judge which credit-income

ratio or repayment-income ratio is a red signal for an economically

sound farm business, the fact that the average farmer had to dispose

of a considerable portion of his fixed assets each year and to borrow



Table 3.13. Debt Repayment and Farm Household Income by Month, 1968 (Average per Farm Household)

Unit: Won
Total

Income Jan. Feb. Har. Apr. Hay Jun. JuL Aug. Sept. Oct. Nov. Dec. amount
(annual)

!~~payments

Amount (A) 2,427 2,066 983 1,104 1,044 1,063 1,384 1,297 1,043 1,350 4,100 4,198 22,059

Percent 1LO 9.4 4.5 5.0 4.7 4.8 6.3 5.9 4.7 6.1 18.6 19.0 100.0

Farm
Household
Income

Amount (B) 16,467 16,038 12,066 12,348 11,375 8,891 9,903 10,272 12,009 15,861 18,615 25,281 169,126

Percent 9.7 9.5 7.1 7.3 6.7 5.3 5.9 6.1 7.1 9.4 11.0 14.9 100.0

AlB (%) 14.7 12.9 8.1 8.9 9.2 12.0 14.0 12.6 8.7 8.5 22.0 16.6 13.0

.....

.p-
w
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Figure 11. Paltern ot Monthly Ayerage Farm Hou.ehold Income.

and Repayment of Debt., 1968.
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again for the repayment of debts suggests that the majority of Korean

farmers are not able to keep debt payments current out of income

earned.



CHAPTER IV

CHARACTERISTICS OF RURAL CREDIT

"Credit may provide a stepping stone to a more profitable farm
operation, but it can also be at the same time a millstone
around the borrower's neck, depending on how it is used and
the terms and conditions under which it is borrowed."l

Some aspects of credit terms and conditions in connection with the

farmer use of credit have been discussed previously. This chapter

considers characteristics of borrowers and of borrowings, actual uses

of credit, credit sources, loan maturities, and security used against

loans. Factors that affect the farmers' actual use of credit will be

investigated.

Characteristics of the Credit User and Credit Used

Number of Farmers Using Credit: Borrowers

About 9 out of 10 sample farmers used credit at least once during

1968 and nearly 7 to 10 farmers borrowed from private sources (Table 4.1).

Approximately one-fifth of the farmers depending solely on institutional

credit.

Generally speaking, the larger sized and the more commercially

oriented farm groups had a smaller proportion of credit users than

farmers in general. This is partly due to the fact that a larger

fraction of those farmers have sizable income resources and assets, so

they need not borrow as much as the smaller or lower-income farmers.

1H. L. Pattern, IICredit: Its importance and Sources,1I Farm Credit
in Ontario, Ontario Department of Agriculture and Food (Toronto, Canada,
n.d. p. 3.



Table 4.1. Percentage of Sample Farmers Who Used Credit and Private Loans, by Size,
Type and Market-Orientation of Farm, 1968

No. of Percent of Percent of Percent of
Farm group sample farmers who farmers who borrowers

farmers used credit used private who used
credit private credit

Size of farm
Harginal farm 60 91. 7 75.0 81.8
Small farm 70 94.3 72.9 77.3
Hedium farm 50 88.0 62.0 70.5
Large farm 20 80.0 55.0 68.7

Type of farm
Paddy farm 118 91.5 71.2 77.8
General farm 43 93.0 72.1 77.5
Vegetable farm 12 91. 7 66.7 72.7
Fruit farm 10 80.0 50.0 62.5
Other farm 17 82.4 58.8 71.4

Harket-Orientation
Subsistence-oriented farm 117 91.5 70.9 77.6
Harket-oriented farm 83 89.2 66.3 74.3

All farms 200 90.5 69.0 76.2

......

.j:

.......
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When output per farm is low and the share of output marketed is small,

there are many competing demands on the limited amount of capital

available, and thus it compels small sized or less market-oriented

farmers to go into debt.

About 91. 7 percent of farmers with less than 0.5 chungbo ("marginal

farm") used credit, while only 80.0 percent of farmers with more than

2 chungbo ("large farm") borrowed from various sources. The proportion

of farmers who obtained credit in 1968 ranged from 80 percent for

diversified general farms to 93 percent for fruit farms. By market

orientation of farm, 91.5 percent of subsistence-oriented farmers had

credit, whereas 89 percent of market-oriented farmers borrowed.

There was tendency for small-size and less commercially-oriented

farmers to depend more on private credit. The percentage of those

farmers who used private credit decreased inversely as the size of farm,

specialization in cash crops and market-orientation of the farm became

greater. In other words, credit users' dependence on institutional

credit sources decreases significantly as the size of farm and market

orientation deminish. The percentage of farmers who used private credit

ranged from 75 percent for small farms to 55 percent for large farms,

while the percentage of credit users who used only institutional credit

was 16.7 percent and 25.0 percent respectively.

Considerable differences among farm types in the proportion of

farmer-borrowers who used private credit were also observed. The

proportions were 72.1 percent and 71.2 percent in diversified general

farms and paddy farms, both higher than the average ratio and the other

types of farms. By market-orientation of farm, almost 71 percent of
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subsistence-oriented farmers or 77.6 percent of the credit users in the

group used loans from private sources, whereas 66.3 percent of market

oriented farmers of 74.3 percent of the borrowers in the group obtained

some form of private credit during 1968.

Amounts of Credit Used by Borrowers

In the preceding chapter survey results show an average farm use

of 25,150 Won of credit in 1968. The average farmer using credit

borrowed about 27,790 Won (Table 4.2).

The average amount of credit used per borrower ranged from 19,904

Won for marginal farms to 34,966 Won for large farms. The amount of

credit per borrower for large farms was more than double that of marginal

farms; namely, 21,713 Won to 43,708 Won.

By type of farm, fruit farmer-borrowers used the greatest amount of

credit with an average of 48,679 Won, while diversified general farmers,

on the average, used the least amount, 23,176 Won per borrower. The

average amount of credit used by market-oriented farmers amounted to

33,993 Won per borrower, which compared to 23,496 Won used by S.O.

borrowers.

The volume of business is usually greater on farms of larger

acreages and more commercialization, so it follows that such farms need

larger amounts of credit. Lenders are also inclined to lend more to

farmers operating larger and more business-oriented farms, because such

farmers have higher net incomes, on the average, out of which loans can

be repaid.



Table 4.2. Average Amount of Credit Used by Farmers and Borrowers and Type of Credit in Cash
and in Kind, by Size, Type and Market-Orientation of Farm, 1968

Farm group

Size of farm
Marginal farms
Small farms
Medium farms
Large farms

Type of farm
Paddy farms
General farms
Vegetable farms
Fruit farms
Other farms

Market-Orientation
Subsistence-oriented farms
Harket-oriented farms

All farms

Average Average
amount of amount of Type of credit
credit per credit per

farmer borrower In cash In kind Total

In \von Percent of principal per farmer

19,904 21,713 42.0 58.0 100.0
23,415 24,834 44.3 55.7 100.0
29,944 34,027 52.3 47.9 100.0
34,966 43,708 53.2 46.8 100.0

24,473 26,739 42.9 57.1 100.0
21,559 23,176 35.6 64.4 100.0
30,633 33,418 65.3 34.7 100.0
34,088 48,697 70.5 29.5 100.0
29,770 36,149 59.7 40.3 100.0

21,488 23,496 40.4 59.6 100.0
30,307 33,993 53.1 46.9 100.0

25,148 27,788 46.7 53.3 100.0

I-'
V1
o
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The Ratio of Credit Used in Cash and in Kind

Farm loans can be divided into two types at the time of borrowing:

loans in cash and loans in kind. The loans in kind include the so-

called merchant credit and the accounts payable to private dealers but

not to public institutions. Some farmers repay cash and non-cash debts

in kind, while other farmers liquidate cash and non-cash debts in cash,

depending upon the contract of debt between lender and borrower or the

farmer-borrower's convenience.

During 1968 the average farmer used credit in cash amounting to

11,740 Won or 46.7 percent of the total amount of borrowings (Table 4.2).

Credit in kind amounted to 13,917 Won or 53.3 percent. 2 Three possible

reasons for the higher proportion of loans in kind to the total amount

of credit used can be cited. One reason can be traced to the historical

background; grains, especially rice, have long been used as a major

means of exchange by Korean farmers ever since a barter system was

introduced in their rural economy. Even at present the ancient style of

barter system continues to work effectively in some agricultural trans-

actions in rural areas, although its use is diminishing.

Secondly, while the Korean economy has experienced a hyper-

inflation since the end of World War II, farmers as well as consumers

have considered rice as a llleans to safeguard transaccions of goods

against the price increases. As the fear of inflation diminishes with

modernization of the economy and changes in the preference for foods

2Loans in kind were evaluated by the prices prevailing at the time
the loans were made.



152

transactions in kind (rice) will decrease, especially in commercialized

areas.

Much of the farming in Korea is being conducted by many small

diversified and subsistence-oriented farmers mainly for their own

subsistence. Therefore the rate of monetization of farm produce appears

low, and many transactions and payments are being made in kind for the

habitual convenience of the farmers.

Survey results indicate that the ratio of cash loans to loans in

kind varied by size and type of farm and upon market-orientation of the

farm. The greater the size of farm, the lower the ratio of loan in

kind to the total credit used. The proportion of credit in kind was

highest, 58.0 percent, for marginal farms and lowest, 46.8 percent for

large farms.

The ratio of cash credit to the total was, highest 70.5 percent,

for fruit farms, and, lowest, 35.6 percent for general farms. For

susbsistence-oriented farms the ratio of cash credit versus credit in

kind was 40.4 to 59.6 percent, whereas market-oriented farms had ratios

of 53.1 percent and 46.9 percent, respectively. The more specialized

and more market-oriented farm had a larger ratio of credit in cash to

the total amount of credit used, as would be expected.

The survey 21so showed 2 greater tendency for f2rmers to use cash

credit in the more commercial areas and in the areas nearer to big

cities. For example, Kwangyang and Mokpo vegetable growers on the

average had far more cash loans than those of Kure (mountain) and Jindo

(island) peasant farmers. The former farmers grew more cash non-grain

crops and it was easier to obtain credit in cash.
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Average Number and Size of Loans Per Farmer

The survey showed that during 1968, the average number of loans

was nearly 2.3 per farmer, of which cash loans made up about 48.2

percent of the total (Table 4.3). The loans average about 10,980 Won

and the average size of loan in kind exceeded by 670 Won that of cash

loans.

Typically, farmers operating large acreages borrowed less often

but more loans were in cash and for larger amounts than for farmers on

smaller tracts of land. Marginal farmers obtained credit an average of

2.36 times during a one year period. These borrowers were made up of

1. 08 cash loans and 1. 28 loans in kind. The average "large farmer ll

borrowed only 2.1 times with more loans in cash than in kind. The

average loan of farmers with the large acreages were almost double those

of farmers on the smallest acreages.

General and paddy farmers, one the average, obtained loans more

frequently but in lesser amounts per loan than fruit and other specialty

farmers. Vegetable growers had a greater number of loans and the loans

were considerably larger. Fruit, other specialty, and vegetable farms

used more loans in cash than in kind.

The market-oriented farmers on the average had a slightly smaller

number of larger size loans than those of subsistence-oriented farmers.

The increased size of loans to larger, more-specialized and

commercially-oriented farmers is partially attributable to the greater

total farm household expenditures associated with a large and active

business, and partially to the fact that lenders make their larger loans

to farmers in a strong financial position. Such farmers are usually the



Table 4.3. Average Number and Size of Loans that Farmers Obtained by Type of Credit
and by Size, Type and Market-Orientation of Farm, 1968

Average No. of loans per farm
Farm group

In cash In kind Total

Average size of unit loans
(In Hon)

In cash In kind Total

Size of farm
Marginal farms
Small farms
Medium farms
Large farms

Type of farm
Paddy farms
General farms
Vegetable farms
Fruit farms
Other farms

Market-Orientation
Subsistence-oriented farms
Market-oriented farms

All farms

1.08
1.11
1.12
1.10

1.07
1.05
1.50
1.20
1. 29

1.06
1.17

1.10

1.28
1.26
1.04
1.00

1.21
1.39
0.83
0.70
0.89

1.27
1.06

1.19

2.36
2.37
2.16
2.10

2.28
2.44
2.33
1.90
2.18

2.33
2.23

2.29

7,725
9,313

13,981
16,916

9,836
7,281

13,266
20,029
15,107

8,235
13,702

10,635

8,988
10,371
13,736
16,359

11 ,528
9,957

12,682
14,361
11 ,997

10 ,098
13,350

11,305

8,410
9,874

13,863
16,650

10,735
8,829

13,128
17,941
13,678

9,252
13,534

10,982

I-'
VI
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more stable members of a rural cormnunity who offer "gilt-edged" security

regardless of whether or not their loans are backed with chattle

mortgages. Thus, these farmers may not need to make loans as frequently

as other farmers do as they have relatively easy access to the amount of

credit when it is needed.

Uses of Credit

"Credit is a tool, the same as power equipment, electricity,
fertilizer, sprays and new feeding methods. Properly used,
it can contribute to a larger income, greater security and
fulfillment of individual goals. Used unwisely, credit can
be a liability and a threat to the financial security of the
borrower. ,,3

The purpose for which a loan is made and the actual use of the

proceeds may be quite different. In this study, the actual uses of

credit were checked on the assumption that how they are used, is more

relevant than the stated purpose of the loan.

The uses of borrowings were classified into five major categories:

refinancing, faL1ily living, farm operation, farm improvement and side-

business. Since the farm and household are managed jointly, it was

difficult even for the farmer to differentiate some of the uses of his

borrowings very precisely.

Of the total amount of borrowings per farm household, 25,148 Won,

sample farmers indicated they used about 2,210 Won or 8.8 percent for

refinancing old debts, 11,250 Won or 44.7 percent in family living,

3Aaron Nelson, Credit as a Tool for the Agricultural Producer,
North Central Regional Extension Publication No.4, Agricultural
Extension Service, University of Nebraska (Lincoln, Nebraska, 1957),
p. 1.
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about 7,740 Won or 30.8 percent for farm operations, nearly 2,540 Won

or 10.1 percent in farm improvement, and 1,410 Won or 5.6 percent for

side-business (See Table 4.4). Significantly more than a half of the

total borrowings per farm was used for consumption (refinancing + family

living) purposes. As would be expected, farmers who owned greater

acreages, cash croppers and commercially-oriented farmers borrowed less

for consumption and side-business uses and more to increase farm

production and to build up farm assets.

Borrowings for Refinancing Debts

Refinancing is a method of providing credit flexibility. In this

study, the distinction between renewals and refinancing is that

"renewals" merely involve the rewriting of a loan or note by the same

lender as a means of extending the due date or changing some of the

terms of the loan, whereas "refinancing" involves the transfer of a

loan by the farmer from one lender to another. 4 The new lender provides

the farmer with the necessary funds to payoff the original lender. A

farmer may refinance to improve the terms of a loan, to simply increase

the amount of borrowings, to convert a short-term loan to a longer term,

or for a variety of other reasons. Because lending policies vary

considerably among lenders, a farmer whose situation changes may some-

times find it advantageous to refinance with another lender whose terms

more adequately fit his changed needs.

4E. Hamlin, M. Wirth and J. Nielson, Financing Agricultural
Production on Michigan Farms, Michigan State Univ., Agr. Exp. Station,
Special Bulletin 445, pp. 9-10.



Table 4.4. Average Amount of Credit that Farmers Used for Specified Purposes by Size,
Type and Market-Orientation of Farm, 1968

(Average per farm household)
Family Farm Farm Side-

Farm group Refinancing living operation Improvement business Total
Won % Won % Won % Won % Won % Won %

Size of farm
Marginal farms 2,080 10.5 9,682 48.6 5,572 28.0 1,006 5.0 1,564 7.9 19,904 100.0
Small farms 2,139 9.1 10,889 46.5 7,033 30.0 1,608 6.9 1,746 7.5 23,415 100.0
Hedium farms 2,239 7.5 12,315 41.1 10,154 33.9 4,238 14.2 998 3.3 29,944 100.0
Large farms 2,727 7.8 14,558 41.6 10,727 30.7 6,151 17.6 803 2.3 34,966 100.0

Type of farm
Paddy farms 2,192 9.0 11,412 46.6 7,140 29.2 2,292 9.4 1,437 5.9 24,473 100.0
General farms 1,968 9.1 10,474 48.5 6,313 29.3 1,446 6.7 1,378 6.4 21,559 100.0
Vegetable farms 2,650 8.6 11,542 37.7 11,212 36.6 3,882 12.7 1,347 4.4 30,633 100.0
Fruit farms 2,641 7.7 13,040 38.3 11,225 32.9 5,876 17.2 1,306 3.8 34,088 100.0
Other farms 2,316 7.8 10,882 36.5 10,755 36.1 4 104 13.8 1,413 4.7 29,770 100.0

Harket-Orientation
Subsistence-oriented

farms 2,190 10.2 10,360 48.2 6,294 29.3 1,304 6.1 1,340 6.2 21,488 100.0
Market-oriented farms 2,226 7.3 12,503 41.3 9,774 32.2 4,290 14.2 1,514 5.0 30,307 100.0

All farms 2,205 8.8 11,250 44.7 7,744 30.8 2,539 10.1 1,410 5.6 25,148 100.0

I-'
\JI
-..J
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Borrowers, especially small farmers, in this study commonly

refinanced their loans when, because of adversity or for other reasons,

they found it inconvenient, impractical, or impossible to meet the

established payment schedules for loans. The worst loan conditions were

observed among this type of farmers. On the other hand, farmers with

larger acreages or more commercially-oriented farms used new loans for

refinancing mostly when they were expanding or changing their farming

enterprises. In either case, loans were usually obtained with short

maturities in contemplation of renewal or refinancing.

During 1968, sample farmers used an average of about 2,200 Won or

8.8 percent of total borrowings for refinancing credit. There was

considerable variation among farm size groups from a low refinancing

credit proportion of 7.5 percent of the total borrowings for medium

size farms to a high proportion of 10.5 percent for marginal farms.

The amount of credit used by large farms for repayment of debt was the

largest, about 2,730 Won and that of marginal farms was the smallest,

2,080.

Among farm types the amount borrowed for refinancing was not

particularly different although there was a tendency for the percentage

of the borrowed to refinance, to decrease as the farm became more

specialized in cash crops. The amount of credit used for refinancing

amounted to 10.2 percent of the total for subsistence-oriented farms

and 7.3 for market-oriented farms.

Borrowings for Family Living

Borrowings for family living in this study include loans used for

food, housing, fuel, light, clothing, education of children, ceremonies,
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medical care and miscellaneous uses. Family living accounted for the

greatest proportion of total borrowings. (44.7 percent). This living

expenditure may be justified as ''working capital" to the extent that

they feed, clothe and house the farm worker. The major reason for this

high proportion of consumptive use seemed to be a tendency for a seasonal

or annual deficit in the farm household budget, in that the families

demand for consumer goods and services out ran the ability of the family

to carryover income.

Table 4.4 indicates that the larger the size of farm, the smaller

the proportion of borrowings spent for family living. The marginal

farmer used an average of 48.6 percent of his total borrowings for the

support of his family living, while farmers with the largest acreages,

on the average, used 41.6 percent of the total for the same purpose.

Among farm types, diversified general farmers had the largest proportion

of borrowings, 48.5 percent, defrayed for family living expenses and

operators of other specialty farms the lowest proportion, 36.5 percent.

By degree of commercialization, subsistence-oriented farmers, on the

average, used a smaller amount but a larger proportion of borrowings

for family living, 48.2 percent, than their counterparts, 41.3 percent.

Borrowings for Farm Operations

Loans that were used for buying seed, fertilizer, feed, pesticides,

wages paid for hired labor, or for other miscellaneous farming expenses,

were classified as "operating capital loans," or "borrm-lings for farm

operations." Most of these loans, like those for family living, were

made with short-term maturities - usually for one year or less.



160

Because this type of credit is used mainly to defray recurring annual

expenses, there is a stable and steady farm demand for it.

As was shown in Table 4.4 only about 30.8 percent of the total

credit was used to finance the farm operation. Farmers with large

acreages and more market orientation on the average had a relatively

higher proportion of credit used for farm operations. The average

operator of medium-sized farms or vegetable farms borrowed more to

finance farming operations than large-sized farmers and fruit farmers.

This tendency reflects the fact that many large-scale or fruit farmers

did not need to depend largely on outside loans for purchasing farm

inputs because of their relatively large income. In contrast, the

small-scale or conventional type of farmers (paddy or general farmers)

who were in great need of operating capital, used the least amount and

proportion of loans for production use among all sizes and types of

farms. This was partly due to their low income producing capacity, poor

access to good loans and high household needs.

Market-oriented farmers, on the average, invested more borrowed

funds in the farm operation than that of subsistence-oriented farmers

as would be expected.

Borrowings for Farm Improvement

There are two types of loans for farm improvement; working capital

loans and fixed capital loans. Loans used for the buying of livestock,

machinery and equipment were classified as working capital loans. In

general, these loans differed from operating loans in being used to buy

farm assets with a relatively longer useful life in the production

process.
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Loans that farmers obtained for use in making permanent land or

building improvements, or buying farm real estate, were classified as

fixed capital loans. Many of these loans were secured by real estate

mortgages and were written with maturities of more than three years.

Due to the small scale of each loan, this study treats the two types of

loans as one: Consolidated as "borrowings for farm improvement" or

"loans for capital expenditures."

Despite the importance of capital expenditures in increasing farm

productivity and income, only a small proportion of sample farmers used

loans for this purpose. Most of small-sized, less specialized and

subsistence-oriented farmers had little credit invested in farm

improvements. Table 4.4 indicates that farmers used an average of

nearly 2,540 Won or 10.1 percent of their total credit for farm

improvements, ranging from 1,000 Won for marginal farms to 6,150 Won for

large farms. Credit used for capital expenditures was almost negligible

for marginal and small farms, but 14.2 percent for medium sized farms

and 17.6 percent for large farms. The subsistence-oriented farms had

8.1 percent of the total debt channelled into capital expenditure,

while 14.2 percent of the market-oriented farmers' debt was used for

farm improvement.

Presently only goverrJnent cooperatives, supply fa~w iwp~ovement

credit and mostly to the medium sized and large farms. Almost no

private money lenders make long-term loans to farmers.

Even those farmers who were able to obtain loans from cooperatives

for working capital inputs such as livestock and machinery were often

financed with short-term loans. This commonly resulted in one or more
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Figure 12. Major Sources and Uses of Credit per Farm Household, 1968.
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renewals at 3 or 4 times higher interest rates before the loan could be

completely repaid.

In recent years an increasing proportion of farmers were using

real estate mortgage loans when they could get them, as a means of

consolidating short-term debts. The principal reason for doing this

was reported to be to spread out loan repayments over a longer period

of time. Some farmers consolidated debts in this way to take advantage

of the lower interest rates that typically prevail for real estate

mortgage loans from credit institutions.

Most of the credit for farm improvements reported by sample farmers,

(about 71 percent), was used to buy farm land. In areas where farm land

prices were relatively high, virtually all fixed capital was used to buy

farm land.

Borrowings for Side-business

Loans that were used for financing farmers' side-jobs such as

forestry, marine business, agricultural or general services, commercial

or industrial works, etc., were classified as side-business capital

loans. Most of these loans were made with short-term maturities with

some on the medium-term basis. This side-business was the only

alternative source of income for farmers, especially small-scale

farmers.

This survey showed (Table 4.4) small-sized, less specialized and

subsistence-oriented farmers spending higher proportion of their loans

for side-business activities than their counterparts. Marginal-sized

farmers had an average of about 1,560 Won or 7.9 percent of the total

borrowings spent for the side-business, while the average large-size
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farm used only 803 Won or 2.3 percent of his credit for the purpose.

Among farm types, the ratio ranged from the highest, 6.4 percent, in

general farms to the lowest, 3.8 percent, in fruit farms. An average

subsistence-oriented farmer invested 6.2 percent of his borrowing to

finance the side-business, whereas 4.7 percent of market-oriented

farmers' borrowings was used for this purpose.

Sources of Credit

The sources of rural credit to farmers fall into eight classes:

(1) agricultural cooperatives with loans from their resource and the

government; (2) public credit institutions such as commeTcial banks,

the Land Improvement Association, the Agricultural and Forestry

Development Corporation, and other provincial agencies; (3) professional

money lenders such as individuals, make-believe loan associations and

pawnshops whose money-lending business is the main source of income;

(4) traders including merchants, dealers and commission agents;

(5) ~2nu£acturers such as millers, processors, wine brewers or farm

input makers whose main business is processing agricultural produce or

manufacturing agricultural input; (6) agriculturists whose major
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profession is farming; (7) "Ke" or clanship funds;5 (8) relatives

and friends. The first Cwo classes denote institutional credit sources,

and the other six are non-institutional (private) sources.

Data in Tables 4.5 and 4.6 shows agriculturists accounting for 30.1

percent of the loans, by number, and for 30.2 percent of the funds

borrowed. Institutional sources, principally agricultural cooperatives,

made almost 24.9 percent of the total number of loans and accounted for

26.5 percent of the aggregate amount. Relatives and friends had

accounted for 14.4 percent of the total loans and for nearly 14.6

percent of the funds borrowed. Merchants and traders, mostly at the

village or county level, provided almost 13.3 percent of the funds for

nearly 14 percent of the total loans. Other dealers such as professional

moneylenders and manufacturers made 11.4 percent of the loans involving

10.6 percent of the funds used by farmers. liKe," farmers' mutual-aid

organization, accounted for 4.8 percent of the total amounts for about

5.2 percent of the loans. Other farmers with almost one-third of the

5"Ke" is a private organization based on kinds hip or regional
relationships among farmers for the purpose of voluntary mutual help,
"get-together," or savings. The origin of such association dates back
to the old Korean dynasty era. One common form of liKe" is the "Clan
ship Ke" prevalent in rural areas that aims to get the family line
together by worshiping the common ancestor of the clan. The "Ke"
usually possesses substantial amount of propoerty and funds accumulated
for the above purpose via lending to their members with considerably
high rates of interest charged.

Other kinds of "Ke" are: (1) "Funderal Ke" to finance the funeral
expenses for deceased parents; (2) "Wedding Ke" to finance wedding
expenses; (3) "Paddy-field Ke" to finance the expenses for buying a
paddy-field; (4) "Friendliness Ke" to promote friendship among members;
(5) liKe of Tripll to finance travel expenses for parents; (6) "Business
Ke ll to earn income through interest, etc.



Table 4.5. Average Amount of Credit that Farmers Obtained from Specified Sources
by Size, Type and Market-Orientation of Farm, 1968

(Average per farm household)
Credit sources Agr. Credit Noney- Traders Hanufac- Agri- liKe" Relatives Total

coops. inst. lenders turers cu1turists {, friends
Farm group Won % Won % Won % Won % Won % Won % I~on % Won % Won %

Size of farm
Marginal farms 3,436 17.3 195 1.0 852 4.3 2,608 13.1 389 2.0 7,815 39.3 685 3.4 3,924 19.7 19,904 100.0
Small farms 5,630 24.0 316 1.4 1,407 6.0 3,420 14.6 1,087 4.6 6,989 29.9 998 4.3 3,569 15.2 23,415 100.0
Nedium farms 8,195 27.4 1,024 3.4 2,386 8.0 3,511 11.7 1,702 5.7 7,710 25.7 1,995 6.7 3,421 11.4 29,944 100.0
Large farms 10,631 30.4 1,160 3.3 2,505 7.2 4,862 13.9 1,514 4.3 8,804 25.2 1,627 4.7 3,863 11.0 34,966 100.0

Type of farm
Paddy farms 5,800 23.7 490 2.0 1,517 6.2 3,230 13.2 1,052 4.3 7,636 31.2 1,224 5.0 3,524 14.4 24,473 100.0
General farms 4,441 2lJ.6 259 1.2 1,380 6.4 2,760 12.8 754 3.5 7,157 33.2 992 4.6 3,816 17.7 21,559 100.0
Vegetable farms 8,429 27.5 992 3.2 2,083 6.8 4,687 15.3 1,012 3.3 8,158 26.7 1,470 4.8 3,802 12.4 30,633 100.0
Fruit farms 10,260 3lJ.1 1,194 3.5 1,943 5.7 4,840 14.2 1,841 5.4 7,738 22.7 1,602 4.7 4,670 13.7 34,088 100.0
Other farms 8,440 213.4 906 3.0 2,120 7.1 3,773 12.7 1,629 5.5 7,972 26.8 1,321 4.4 3,609 12.1 29,770 100.0

Market-Orientation
Subsis tence-
oriented farms 4,813 22.4 279 1.3 1,225 5.7 2,622 12.2 666 3.1 7,456 34.7 1,010 4.7 3,417 15.9 21,488 100.0

~arket-

orien ted farms 7,946 26.2 910 3.0 2,117 7.0 4,359 14.4 1,649 5.4 7,798 25.7 1,506 5.0 4,022 13.3 30,307 100.0

All farms 6,113 24.3 541 2.2 1,595 6.3 3,343 13.3 1,074 4.3 7,598 30.2 1,216 4.8 3,668 14.6 25,148 100.0

.....
0'\
0'\



Table 4.6. Number of Loans, Average Size of Loans and Type of Credit,
by Credit Source, 1968

Number of loans obtained Average size of unit loan Type of credit
Creditors

In cash In kind Total In cash In kind Total In cash In kind Total

In Won Percent of amounts borrowed

Agr. coops &
credit iust. 89 25 114 12,530 8,625 11,674 83.8 16.2 100.0

Moneylenders 19 6 25 13,789 9,522 12,765 82.1 17.9 100.0

Traders 36 28 64 9,323 11,891 10,447 50.2 49.8 100.0

Manufacturers 17 10 27 8,349 7,267 7,949 66.1 33.9 100.0

Agriculturists 32 106 138 7,385 12,107 11,012 15.6 84.4 100.0

"Ke" 5 19 24 9,590 10,277 10,134 19.7 80.3 100.0

Relatives & friends 23 43 66 9,185 12,148 11,115 28.8 71.2 100.0

All sources 221 237 458 10,635 11,305 10,982 46.7 53.3 100.0

I-'
C1'I

"
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loans, were the dominant source of credit to farmers and the amounts

borrowed from the private sources made up 73.5 percent of the total.

As the size of farm increased, the respective proportions of credit

borrowed from institutional sources, professional moneylenders and

manufacturers became greater and the proportions of loans from

agriculturists and relatives or friends decreased. The same tendency

was noted as a degree of specialization in cash crops was clearly seen and

market-orientation increased. The vast majority of farmers who owned

small acreages, raised grains or were subsistence-oriented had little

access to obtain institutional loans and were not deemed credit worthy

by professional moneylenders, agricultural processors and manufacturers.

Farmers who had an access to the latter lenders faced bad loan

conditions such as exorbitant interest rates. The farmers in most

cases had little access to commercial banks or public credit institutions

other than cooperatives because of institutional barriers and discrimi

natory policy and practices against small size loans to farmers. Loans

through agricultural cooperatives, the only agency for farm credit,

were not sufficient to cover the farmer's needs for credit. Their

major alternative credit sources, thus, seemed to be only other farmers

and acquaintances as indicated by data in Table 4.5.

The proportions of borrowings obtained from traders and liKe" were

not particularly different among each farm group. This indicates the fact

that Korean farmers had traditionally relied for their financial needs on

merchants, dealers at village level, and liKe, II their mu tual-aid

organization, and that regardless of their farm size, farming type and

market-orientation, they were still linked to the traditional sources.
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The average amount loaned was reasonably comparable for agricul

turists, relatives and friends and institutional source with a range of

11,012 Won to 11,674 Won (Table 4.6). The average size of unit loans

obtained from professional moneylenders was the largest with an amount

of 12,765 Won and loans from manufacturers was the smallest in size with

an average of 7,949 Won. Loans from transfers and "Ke," respectively,

were slightly less in size than the overall average of 10,982 Won.

It is of interest to note from data in the same table that the

ratio of loans of credit supplied in cash or in kind differed greatly

from lender to lender. Institutional sources, professional moneylenders,

manufacturers and traders loans were primarily cash. In contrast, credit

in kind such traditional sources as agriculturists, "Ke" and relatives

loaned a higher proportion of credit in kind.

The sample farmers were asked why they had contacted a particular

lender (See Table 4.7).

The majority of farmers who contacted applied to cooperatives

sources indicated low interest rates and relatively good terms of loan

agreements as the reason. About 13.5 percent mentioned the agencies'

leniency in extending credit, 10.1 percent said the agency was the only

available source of loans, and 6.7 percent answered they had personal

relation with an agency or were customers. The remaining 11.3 p2rcent

of the respondents gave various other reasons.

Farmers who applied for credit from commercial sectors and

agricultural sources indicated the importance of convenience, personal

relation with or being a customer of the lender, and leniency of the

lender in extending credit as reasons.



Table 4.7. Farmers' Reasons for Contacting Institutional, Commercial and Agricultural and
Other Sources of Credit, 1968a

Reasons
Institutional Sources
Number of Percent of

farmers farmers
mentioned mentioning

each
reason

Commercial
Number of

farmers
mentioned

Sectorsl:>
Percent of

farmers
mentioning

each
reason

Agr. and other Sourcesc
Number of Percent of

farmers farmers
mentioned mentioning

each
reason

Low interest rates and good
loan terms 52 58.4 6 6.8 28 15.9

Convenience in obtaining and
repaying loan 2 2.3 28 31. 8 41 29.7

Personal relation or being
a customer 6 6.7 16 18.2 23 16.7

Lenient in extending credit 12 13.5 19 21.6 19 13.8

Only agency willing to lend 9 10.1 3. 3.4 7 5.1

No other lenders available 3 3.4 12 13.6 12 8.7

Others 5 5.6 4 4.6 14 10.1

Total 89 100.0 88 100.0 138 100.0

aS ome farmers answered to more than one source of credit.

bSuch as professional moneylenders, traders, and processors.

cSuch as other farmers, "Ke", and relatives or friends.

I-'
'""-l
o
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Surveyed farmers indicated that institutional credit often reached

farmers too late for productive use due to the complicated and cumbersome

procedures of the agencies concerned. This made it necessary for the

farmers to seek help from private credit sources even at unfavorable

interest rates and terms. Thus major share of the institutional credit

extended merely allowed the farmer to divert the production credit to

non-productive purposes or, at best, to refinance some of his high

interest credit from private sources.

Maturities of Loans

Most loans are transacted on the basis of one year or less.

The formal maturities of loans may not be indicative of the

agreements between lenders and borrowers with respect to the actual

periods for which the money is loaned. 6 For example, loans written to

mature in one year may actually become due earlier by mutual agreement

if the borrower has pledged the proceeds from the sale of his crops for

payment of a loan. Conversely, when loans are written, an informal

agreement may be made for their renewal at maturity. This is frequently

done with short-term notes. Sometimes a part of the loan is renewed

with the rest repaid, or more credit may be advanced from a lender when

he agrees to renew the old loan. Moreover, the tenns of loans may also

be varied at any time by extension, renewal, or refinancing.

This study will investigate, first, the actual length of loans

borrowed and repaid during the survey year of 1968. Secondly, the

E. T. Hamlin, M. E. Wirth and James Nielson, £E. cit., p. 20.
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survey attempts to figure out the borrower's planned date of repayments,

if any. The last step is to find out information regarding the original

term agreements of loans. Thus, the data obtained represents the best

likelihood of the loan terms that occurred in reality.

Table 4.8 shows the average numbers of months, based on an

arithmetic mean of length of loans, within which classified farmers were

obliged to repay their loans. The average term for all farmers surveyed

was 7.1 months, and ranged from 6.2 months, in the case of marginal-scale

farmers, to 8.8 months for large-scale farmers.

By type of farm, diversified general farmers were obliged to the

shortest term of loan, 6.4 months, whereas fruit farmers enjoyed much

longer periods of maturity, 11.4 months on the average. There was also

a considerable difference in the average length of loans between the two

market-orientation groups. S.D. farmers on the average had loans which

matured on an average of 6.4 months, while M.D. farmers borrowed credit

on the basis of an average length of 8.1 months.

Table 4.8 also shows the percentage distribution of the loans

obtained by farmers during 1968, according to the periods within which

repayments are made or scheduled; irrespective of credit source and

purpose. Most loans obtained by small-scale, less-specialized, and

subsistence-oriented fa~ers were of shorter terms than those held by

large-scale, specialized, and commercial-oriented farmers. The former

group had a larger proportion of loans written to mature in less than

6 months but a much larger proportion of credit scheduled for repayment

in more than a year, compared with those of the latter group. On the

average about 42.5 percent of the credit obtained by farmers included



Table 4.8. Average Length of Loans and Periods in Which Loans Were Due, by Size, Type and
Market-Orientation of Farm, 1968

Periods in which loans were due
6.0-8.9 9.0-11.9 12.0-17.9 18.0-23.9

Percent of principal

Farm group

Size of farm
Marginal farms
Small farms
Medium farms
Large farms

Type of farm
Paddy farms
General farms
Vegetable farms
Fruit farms
Other farms

Market-Orientation
Subsis tence
oriented farms

Market-oriented
farms

All farms

Average
loan lengtha

Per loan-----

6.2
6.6
8.4
8.8

6.7
6.4
8.2

11.4
9.0

6.4

8.1

7.1

Under
3 mos.

19.4
19.0
17.5
16.2

18.6
19.2
17.1
17.0
17.2

19.3

17.3

18.3

3.0-5.9
mos.

26.3
24.4
23.6
21.4

24.6
25.2
23.4
21. 7
22.6

25.6

22.8

24.2

mos.

22.9
19.6
17.1
15.3

19.4
20.7
17.1
16.8
17.0

21.3

16.7

19.0

mos.

21.0
18.6
15.7
16.0

18.5
20.1
11.0
14.2
15.5

18.9

16.9

17.9

mos.

5.1
6.5
7.8
7.8

6.5
6.0
6.7
9.0
9.1

5.5

7.9

6.7

mos.

2.5
4.7
5.3
5.2

4.2
3.6
4.5
7.8
7.6

2.9

6.1

4.5

24 mos.
and overb

2.8
7.2

13.0
18.1

8.2
5.2

10.7
13.5
11.0

6.5

12.3

9.4

Total

100.0
100.0
100.0
100.0

100.0
100.0
100.0
100.0
100.0

100.0

100.0

100.0

aArithmetic mean of length (months) of loans.

blncludes those loans made for an infinite period.
t-'
-...J
W
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in the survey was due in less than 6 months, 36.9 percent was repaid or

scheduled for repayment in 6-12 months, and the remaining 20.6 percent

had a maturity period of more than one year with only 9.4 percent for

more than 2-year terms.

It is important to know how the loan funds were distributed among

the various terms of loans according to actual uses. As shown in Table

4.9, most production loans obtained by the cooperating farmers were for

less than one year. A little more than 15 percent of the credit for

farm operation had terms of one year or more. More than one-third of

the loan funds were repaid or pledged to repay within 6 months and the

remaining 47.4 percent had maturities of 6-12 months.

It was noteworthy that nearly 65 percent of the farm improvement

loans were due in one year or more, with the greater part scheduled for

repayment in over 2 years. About 18 percent of the loan funds had terms

of less than 6 months and the remaining 17 percent were made to mature

in 6 to 12 months. Side-business loans were also generally of good

maturity--nearly 64 percent had maturities of one year or more and 14.6

percent and 21.7 percent were respectively scheduled for repayment in

less than 6 months and in 6-12 months.

Most loans used for consumption (about 89 percent) were due in less

than one year with the greater proportion (about 52 percent) tied to

maturities of less than 6 months. Only 10.8 percent of the consumption

credit had terms of one year or more. Summing up the data in Table 4.9

shows that credit used for consumption and production purposes had much

shorter terms than credit used for side-business and farm improvement,

with capital expenditures loans the longest and consumption loans the



Table 4.9. Periods in Which Loans Were Due, by Actual Use of Credit, 1968

Periods in which loans were due
Use of loans Under 3.0-5.9 6.0-8.9 9.0-11.9 12.0-17.9 18.0-23.9 24 mos. Total

3 mos. mos. mos. mos. mos. mos. or over (All
loans)

Percent of principal borrowed

Farm operation 13.7 23.7 23.5 23.9 6.9 4.3 4.0 100.0

Farm improvement 7.7 10.2 7.9 9.3 11.7 13.2 40.0 100.0

Side-business 8.1 13.6 9.4 5.2 9.5 12.9 41.3 100.0

Consumption 23.9 28.2 19.6 17.5 5.4 2.0 3.4 100.0

All uses 18.3 24.2 19.0 17.9 6.7 4.5 9.4 100.0

......
-...J
lJ1
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shortest. However, the amounts of credit used for capital expenditures

or side-business purposes were only 10.1 percent and 5.6 percent of the

total credit used by the average farmer in this survey (see Table 4.4).

The average number of months for loans from various sources and the

percentage distribution of those loans in principal that was repaid or

scheduled to be repaid in specific periods was also analyzed in Table

4.10. Among the loans from eight major credit sources, institutional

loans had the greatest average loan length, 8.8 month, followed by an

average of 7.4 months of agriculturists' loans, 7.3 months of loans

from relatives, 7.1 months of liKe" loans, and 5.9 months and 5.1 months

of manufacturers' and traders', respectively. Loans from professional

moneylenders had the shortest terms with an average of 4 months.

A further analysis of the loan terms made by the various creditors

indicates that only in the case of loans from institutional sources,

relatives, and agriculturists was any significant proportion of credit

for more than 12 months (Table 4.10). A little less than 28 percent of

the loan funds from cooperatives, government, etc. was for the longer

terms. About 26.7 percent and 22.7 percent of the credit, respectively,

from relatives and liKe" were repaid or due on one year or more; a few of

the cases involving the above three sources were for indefinite periods

or for repayment when the borrower "has the ~oney." Less than 10 percent

of the loans from professional moneylenders, traders and manufacturers

were set up to run beyond one year.

In all types of credit without any exception, short-terms of six

months or less were common; in fact, over one-third of the loan funds

from any sources were for such a period. Loans from professional



Table 4.10. Average Length of Loans and Periods in Which Loans Were Due, by Credit Source, 1968

AveJ~age

Credit source loan lengtha Under 3.0-5.9 6.0-8.9 9.0-11. 9 12.0-17.9 18.0-23.9 24 mos. Total
(months) 3 mos. mos. mos. mos. mos. mos. and overb

Per J~ Percent of principal

Institutional
sources 8.8 11.2 21.4 21.4 18.1 7.1 5.8 15.0 100.0

Professional
moneylenders 4.0 38.2 22.8 20.1 10.1 5.8 -- 3.0 100.0

Traders 5.1 36.1 40.5 11.1 8.7 3.6 -- -- 100.0

Hanufacturers 5.9 20.0 18.2 30.9 21.0 3.9 4.4 1.6 100.0

Agriculturists 7.4 12.0 23.5 20.2 21.6 8.0 6.1 8.6 100.0

"Ke" 7.1 13.4 19.5 22.7 24.1 7.5 3.3 9.5 100.0

Relatives & friends 7.3 20.3 19.7 14.4 18.9 7.1 5.0 14.6 100.0

All sources 7.1 18.3 24.2 19.0 17.9 6.7 4.5 9.4 100.0

aArithmetic mean of length (months) of loans.

blnc1udes those loans made for an infinite period.

I-'
-...I
-...I
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moneylenders and traders had more than 60 percent of the funds for the

short terms.

Adequate length and flexibility of repayment terms are two

essential factors necessary in any type of loan program. This is

especially true as the farmers' need for intermediate or long-term

credit grows. Longer and more flexible terms are mostly desired by the

farmers planning for adequate farm improvement. There is allegedly

credit available from agricultural cooperatives for this category; but,

as indicated previously, those loans seem to go to the people who

already have access to the money.

Security for Loans

Traditionally lenders have based their operating policy on the

security a farmer could and would offer for the loan. Those farmers

with low security to offer often have had a very difficult time in

obtaining the desired credit. A tradition of lending policy based on

security rather than future returns from the use of credit has led the

lenders to ignore some important aspects of farmers' opportunities in

agriculture.

The security requirement, while necessary, should be only a

p~ecaustion facto~ ~~hich meets ce~tain minimum levels for safety. The

decision of whether or not to take any particular loan should be made

in terms of what it would contribute to the effectiveness of the whole

farm operation. A loan made for a relatively ineffective use is not a

good loan even though adequate security is offered. Similarly,

increasing the size of a loan can often reduce the risk involved if the
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additional amount will make possible a much more efficient farming

operation.

Security used by farmers to obtain loans was classified into the

following five types: (1) real estate mortgages for land and buildings;

(2) chattle mortgages on crops, large plants, equipment, personal

property, etc.; (3) guarantors who, individual or in group, endorse

borrowings besides the borrower; (4) 'notes only' that include IOU's

and other types of contract papers used in obtaining credit; and (5)

oral pledges that borrowers make before lenders.

Data concerning loan security in Table 4.11 were based on the

quantity of credit used by survey farmers. Nearly 7 percent of the

credit was secured by real estate mortgages or land contracts. For all

practical purposes land was the only form of tangible security,

especially for large-amount, long-term loans. However, the low

percentage of loans secured by land or other real estate may be due

to the fact that a relatively small proportion of loans (see Table 4.8)

were available for long-term credit requiring this type of security,

and because the 1946 Land Reform Law prohibited farm land to be used

as security until fairly recently. Thus land mortgages reported by

farmers were mostly made to private dealers under the disguised

conditional sale contracts like pseudo sale of the title.

A little more than 15 percent was mortgaged by crops or chattle.

This included farmers' use of credit tied to future delivery of crops

or livestock after harvest or a certain period passed. This type of

credit transaction will be separately discussed in the next chapter.



Table 4.11. Percentage Distribution of Loans by Type of Security Used and by Size,
Type and Market-Orientation of Farm, 1968

Farm group Real estate Chattle Guarantors Notes Oral
mort~~~ T!!ortgages a __ _ __ _gnl.yb _ pledge

Total

Percent of principal
Size of farm
Harginal farms 5.4 15.8 34.8 12.6 27.4 100.0
Small farms 8.2 15.7 33.3 15.0 27.8 100.0
Hedium farms 7.8 14.8 29.6 15.7 32.1 100.0
Large farms 4.5 14.6 30.6 15.6 34.7 100.0

Type of farm
Paddy farms 6.9 15.1 32.3 14.6 30.9 100.0
General farms 6.8 15.4 32.8 14.2 30.8 100.0
Vegetable farms 7.3 15.2 32.0 14.6 30.9 100.0
Fruit farms 6.3 14.9 30.5 16.9 31.4 100.0
Other farms 6.7 15.0 31.8 15.1 31.4 100.0

Market-Orientation
Subsistence-oriented farms 7.0 15.5 33.2 14.3 30.0 100.0
Market-oriented farms 6.8 14.9 31.4 15.1 31. 8 100.0

All farms 6.9 15.2 32.3 14.7 30.9 100.0

aSuch as crops, large plants, equipments, persone1 property, etc.

bThis does not mean "rou" note only. There w'ere many different types of credit contracts which used
different notes.

f-'
00
o



181

About 32 percent of the credit was endorsed by guarantors or co-

signors, but farmers apparently did not look on this in the same manner

as the giving of tangible security. The obligation to pay was rather a

matter of honor where co-signors or guarantors were involved and the

seriousness of this varied from person to person. This study found

many cases that as a result of the borrower's default guarantors often

were subject to repayment of the loans, especially in the case of

institutional loans.

It seems likely that the remaining 45.6 percent was identified as

unsecured, of which over one-third was transacted on IOU'S or other

notes alone, and the rest was lent merely on the credit reputation of

the borrower as he pledged to repay. The latter was undoubtedly true

to a large extent for the credit obtained from traders, manufacturers,

individual farmers, "Ke," and relatives and friends. This would seem to

mean that this type of private loans was largely made on the basis of

friendliness and good personal relations and that the creditors were

confident of collecting the loans. They customarily asked the debtors

for preferential repayment for their debt after the harvest. In the

case that repayment was overdue, the creditors would often take farm

properties or even land, if the amount was big enough, from the debtors

fer their delinquencies and ~n many cases without resorting to the law,

but rather to illegal forces. 7

7e• R. Wharton, Jr. made a very interesting study on the lender cum
trader's power utilized to maintain a monopsony position in Malaya's
rural markets, which were almost equally applicable to the current
situation of Korean rural credit markets. See "Marketing, Merchandising
and Moneylending: A Note on Middleman Monopsony in Malaya." The Malaya
Economic Review, Vol. VII, No.2 (October, 1961), pp. 24-44.
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Closely related to the security given for loans is the question of

whether a written agreement is used when credit is obtained. It was

found that borrowers said they signed written agreements in 54 percent

of the cases reported. As to the contents of these agreements, a little

over one-third of the farmers signing them replied that they did not

know what the agreements said but they signed because they were required

to do so. Among the 65.8 percent of the borrowers who had signed

written agreements and who knew what they had signed, it was generally

reported that their agreements showed how much was borrowed, how much

was to be repaid or what interest rate was to be charged, when payment

was due and security, if any. In some cases, a promissory note was

used for the IOU without specifying credit terms and conditions. An

extreme example was that a borrower was asked to provide the lender

with a blank note already signed by him. The above two tactics were

often employed by moneylenders as a safeguard against the intervention

of government in case of debt defaults.

It is reasonable to assume that where the farmers apparently did

not know what the agreements said, the contents would be comparable to

what has been indicated where the terms were known and understood by

the borrower. Despite the fact that many borrowers may not know the

contents of the written loan agreements that they sign, it must not be

assumed that they are unaware of the terms of credit because there is

always verbal communication between borrower and lender.

Table 4.11 also shows the percentage distribution of amounts of

credit obtained by each farm group according to type of security. By

size of farm, the sample farmers did not show any significant differences
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in credit distribution among various securities. However, large-scale

farmers carried a greater proportion of credit secured by notes and

verbal promises but a smaller percentage of loans mortgaged by chattle

and real estate than did small-scale farmers. The proportion of the

borrowings endorsed by other individuals or groups were larger for

small-scale farmers than for large-scale farmers. These factors

indicate that farmers with large acreages enjoyed much more liberal

security requirements than their counterpart farmers who had more loans

pledged to mortgages or tp~t had to be guaranteed by the third party.

Among farm types, vegetable growers and paddy farmers, respectively,

used a greater proportion of real estate mortgage loans compared with

the other three types of farm operators. This mortgage credit was not

necessarily on autonomous low-interest long-term loan, but often a high

interest intermediate-term loan. The lenders for this type of loan were

mostly professional moneylenders or big merchants and district dealers

who charged exorbitant interest plus all other service fees at the

borrower's expenses. Most institutional long-term loans did not require

a real estate mortgage in accordance with the Land Reform Law. Thus,

the incidence of this type of loan to any farmer-borrower must have been

due to the fact that either the farmer saw a highly profitable business

opportunity that would assure h;~ a sizable net return or the borr~wer

faced an emergency need of a big amount of money that was not obtainable

from other sources of credit available to him.

The percentage distribution of chcttle mortgage loans among the

five different farm types was comparable in that all farmers had

maintained class relations with merchants and dealers as their credit
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sources as well as their buyers of products. Apparently fruit growers

and other specialty farmers enjoyed more flexible loan terms compared

with other farm types; about 48.3 percent of the credit used by fruit

farmers and 46.5 percent of the credit by other specialty farmers were

loaned on the basis of the borrower's personal confidence, notes and

personal pledge alone.

The comparison of the farmer use of credit by type of security was

much more significant when the percentage distribution of credit was

viewed from the market-orientation of farm group. S.O. farmers showed

higher percentages of credit secured by real estate and chattel

mortgages than those of M.O. farmers. Also, more loans used by S.O.

farmers had to be guaranteed by the third parties. On the other hand,

a smaller percentage distribution of credit obtained by notes and oral

pledge of S.O. farmers was observed (Table 4.11).

Table 4.12 indicates the percentage share of farmer borrowings

obtained from various credit sources according to the type of security.

More than two-thirds of the institutional credit was secured by

individual or group co-signors. About 18.8 percent of the credit was

made by borrowers' IOU notes alone and no loans were made by verbal

pledge only. Nearly 10 percent of the credit that was secured by crop

liens, chattle mortgages, and conditional sale contracts a~med to

purchase grains and other products after harvest as part of governmental

procurement projects for military use and agricultural price

stabilization programs. Real estate mortgages and land titles were used

as collateral for the remaining 4.4 percent, which represented most of

overdue bad loans.



Table 4·.12. Percentage Distribution of Loans by Type of Security Accepted by Credit Sources, 1968

Credit source Real estate Chat tIe Guarantors Notes Oral All
mortgages mortgages only pledge _types

Percent of principal

Institutional sources 4Jf 9.9 66.9 18.8 -- 100.0

Noneylenders 25.8 29.6 36.2 7.6 0.8 100.0

Traders 12.0 20.4 28.9 22.7 16.0 100.0

Manufacturers 10.1 19.7 28.1 21.3 20.8 100.0

Agriculturists 7.4 12.7 11.8 6.9 61.2 100.0

"Ke" 2.0 15.3 26.5 32.7 23.5 100.0

Relatives & friends 3.8 12.0 7.6 10.3 66.3 100.0

All sources 6.9 15.2 32.3 14.7 30.9 100.0

t-'
(Xl
\Jl
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A little over 36 percent of professional moneylenders' credit was

co-signed by guarantors, 29.6 percent was secured by chattle mortgages,

25.8 percent was mortgaged by real estate, 7.6 percent was secured by

the borrower's endorsement only, and 0.8 percent was unsecured at all.

Loans obtained from traders and manufacturers were fairly evenly

distributed among the various types of security, with the greater part

of both credits secured by guarantors, notes, and verbal promises.

Crop liens were used for about 20 percent of the credit from each

source, as one of their objectives of lending was to secure farm

products for their main business.

It is noteworthy in Table 4.12 that the importance of personal

relationships became greater as a security in obtaining credit came

from agricultural lenders such as other farmers, "Ke," and relatives

or friends. That is, a little over 61 percent of agriculturists' loans,

23.5 percent of "Ke" funds, and 66.3 percent of credit from relatives or

friends were transacted without any form of tangible security. Real

estate mortgages were seldom used as collateral, but chattle mortgages

were used for sizable amounts of credit from each source. The many

loans among these groups are highly personal matters and repayment is

considered necessary to maintain honor.

Through the survey conducted at both rural and urban areas in

Korea it was found that credit business was conducted almost entirely

on the basis of personal relationships between parties involved. This

was especially true in the whole field of private credit transactions.

In explanation of the lender's reliance on personal knowledge of the

characcer and integrity of each borrower in the making of agricultural
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loans, it is likely that long-established custom, the mismanagement of

cooperative warehouses issuing negotiable storage receipts, and the

absence of the legal mechanism for pledging chattels are largely

responsible for the policy. The governmental rice-lien program as a

sort of warehouse receipt system has been unsuccessfully operated due

to misuse of the program for procurement of grains by the government,

complex and cumbersome procedures, and rigid inspection. Many peasant

farmers in this survey did not use this program.

Factors Affecting Farmer's Actual Use of Credit

On the basis of the preceding analysis of credit use by Korean

farmers, the amount of credit used may be expected to be affected by the

following factors: (1) age of the farm operator, (2) years of school

the farmer completed, (3) size of farm, (4) degree of farm commerciali-

zation, (5) total revenue of the farm, (6) farming expenses, (7) living

expenditures, and (8) net worth of the farm, (9) institutional

arrangements in credit allocation and (10) rates of interest on loans. 8

Statistical Procedures

To investigate the relationship of these factors with the use of

credit, multiple regression techniques were used employing the BMD 02R

and 03R computer programs. Two sets of regression programs were tested:

one with the total amount of credit from all sources as a dependent

SOne more factor, tenure of farm operator, was formulated as
variable that might affect the use of credit. However, there were
too few cases on which to compare tenants versus owners, therefore it
was dropped.
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variable and the other with the amount of private credit (credit from

all sources - institutional credit) as a dependent variable.

To determine how subsistence-oriented farms differed from market

oriented farms in use of credit from all sources and private sources

each of the above two sets of the programs were further analyzed into

the three subprograms; three equations each for all farms, subsistence

oriented farms and market-oriented farms. Availability of institutional

loans and rates of interest on loans were added to the analysis of the

farmer's use of private loans as independent variables. These two

variables are closely associated with the private loans as independent

variables. Two sets of each three programs were re-run through the

computer after deleting insignificant variables of each set of first

equations in order to explore statistically significant factors which

affected dependent variables and thereby to refine the explanatory

value of the analysis. If the significant variable was due to

multicollinearity, the correlated variables were simply omitted from

the final model.

Thus, six independent functions for farmers' credit demands were

employed for the final model: (1) Model 1 for the total credit use

by all farmers; (2) Model 2 for the total credit use by subsistence-

oriented farmers; (3) lfodel 3 for the total credit use by market-

oriented farmers; (4) Model 4 for the private credit use by all farmers;

(5) Model 5 for the private credit use by subsistence-oriented farmers;

and (6) Mode16 for the market-oriented farmers.

Use of Credit from All Sources: Model (1), (2), and (3).

The least squares estimates of the total amount of credit used by
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all, subsistence-and market-oriented farmers during the year of 1968

with respect to the factors (1) through (8) were presented in Table

4.13. Equations (1.12), (1.22) and (1.32) represent the best fit in

each pair of tested models. The coefficient of determination (R2) ,

the adjusted coefficient of determination (R2
) and the F ratio from the

analysis of variance for the multiple linear regression appear to the

right of the equation. 9

A test of significance of the regression coefficients in Model (1),

equations (1.11) and (1.12), indicates that the age of the farm operator

and the farming expenses were not statistically significant in explain-

ing the use of total credit by all farmers. It was also found that

there was a comparatively high degree (0.8850) of multicollinearity

between the size and the net worth of the farm. For this reason, the

above two explanatory variables and the net worth of the farm were

deleted from the final model (equation (1.12)).

The level of the farm operator's education (x2), the size of the

farm (x3), the degree of farm commercialization (x4 ) , total revenue

(xs) and family living expenditures (x7) of the farm were significant

at the 5 percent confidence level. When using all five significant

9 -2The adjusted coefficient of determination is defined as R

R2 K (1 _ R2): where
T-K-l

K number of ind~pendent variables and
T number of observations.

Arthur S. Goldberger, Topics in Regression Analysis. Macmillan, 1969,
p. 130.
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variables, it was found that these variables accounted for about 84

percent of the variation in the dependent variable (Table 4.13).

Further analysis of the credit use by market-orientation of the

farm indicates that subsistence-oriented farms had regression

coefficients some of which differed from those of market-oriented

farms. As shown in Model (2), equation (1.22), the farm operator's

education (X2) , the size of the farm (X
3

) ,10 total revenue (X
5
), and

family living expenditures (X7) appeared as significant factors in

explaining total credit use by subsistence-oriented farmers at the

5 percent confidence level, which variables explained about 82.7

percent of the Y's variation. The least squares estimates of the total

credit use by market-oriented farms have the farm operator's education

(X2), commercialization rate (X4) and farming expenses (X6) as

significant variables at the 5 percent level and the size of the farm

11
(X3) at the 10 percent level, as shown in Model (3), equations (1.31)

and (1.32) in Table 4.13. These variables accounted for 86.9 percent

of the variation in the dependent variable. The characteristic

difference of the two models was the fact that the degree of farm

commercialization (X4) was added to the M.O. farmers model, while

l0'T'he co..-..-e1",j-;on "'o",-F-F;c;",.-.t- ,,-F tho size 0-1= -Fa~ Iv \ --t..~n i~__ • .... __ ... ... .... _ ... .&.. .... .LLJ. \4.lr.3)' WLLt::L L.

was associated with the net worth of the farm (X8) in the credit demand
function for subsistence-oriented farmers, was 0.8012. Therefore, the
net worth factor was omitted in the final model, equation (1.22).

llIn the original model of the total credit use by M.O. farms,
the size and net worth of the farm were insignificant due to multi
collinearity with the correlation coefficient of 0.8425. After the
net worth factor was deleted from the Equation (1.32), the size of
farm variable appeared significant at the 10 percent level.



Table 4.13. Regression Coefficients of the Demand Functions for Credit from All Sources by
Market-Orientation of Farm, 1968

Dependent - REGRESSION COEFFICIENTS
Variables Constant Xl X2 X3 X4 X5 X6 X7 X8 F ratio

II R2 "R2

1.11 Yta 8799.3672 10.8308 580.0222>11< 1547.8320 58.5088 0.0250* 0.0748 0.030** 0.0010 .8831 --- 120.4310
1.12 ylta 9738.1758 --- 590.1560** 1613.9023** 65.3765** 0.0272** --- 0.039** --- .8427 .8387 194.5463
1. 21 Yts 4536.0977 50.6465 551. 6169** 1173.2678 44.3429 0.0331\** 0.2153 0.0347** 0.0014 .8524 --- 35.8780
1, 22 y l ts 3018.1563 --- 573.1523** 1216.3520** --- 0.0547* --- 0.704* --- .8332 .8272 85.5321
1. 31 Ytm -5667.4141 -36.4353 480.1519** 1021, 2109 475.7122* 0.0139 0.0835** -0.0102 -0.001 .9044 --- 41,5790
1. 32 yltm -10041, 8555 --- 493.1340** 1035.33011'** 536.4470* --- 0.0962** --- --- .8686 .8619 110.4010

*Significant at 1% level.
**Significant at 5% level.

***Significant at 10% level.

Identification of variables:

Yta =
Yts
Xl
X2
X3
X4
X5
X6
X7
X8

Total credit use by all farmers (IJon).
Total credit use by market-oriented farmers (Hon).
Age of the farm operator (in years).
Years of schooling corrp1eted by the opel"ator.
Size of farm (Chongbo = hectare).
Percent of farm production marketed.
Total revenue of the farm (Won).
Farm operating expenses (lion).
Household living expenses (lion).
Net worth of the farm (Won).

t-'
\0
t-'
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missing the family living expenses variable (X
7

) which was significant

in the S.D. farmers model.

Throughout the above three programs, the education level of the

farm operator and the size of farm were common factors significantly

affecting use of credit from all sources. First, there was a positive

and rather strong relationship between the education level and the

amount of credit that farmers obtained during the year of 1968. This

may be due to the fact that farmers with higher education are more

positive in making investment as they explore the opportunities of

possible profits in agricultural business, and that less well-educated

farmers are generally conservative in their demand for credit and their

economic needs are comparatively limited. Another explanation might

be the fact that farmers with higher education usually have a better

social status and good credit ratings, so that they can obtain credit

without much difficulty.

The other common factor statistically affecting use of total

credit by farmers was the size of the farm. Three possible explana

tions can be proposed for this case. One explanation simply reflects

the fact that the larger-sized farmers used greater amounts of credit

for various purposes as found in the survey. Another reason might

be that the size of fa~m is a-~ indicator to the moneylender of the

borrower's ability to repay permits the farmer to borrow more money.

Finally, the institutional credit policy was programmed in such a way

that large-scale farmers have easy access to institutional loans.

The degree of farm commercialization was statistically significant

in explaining the total credit use by all farmers and market-oriented
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farmers. This result is quite consistent with the previous findings

that as the farm became more commercialized, greater amounts of

borrowings were needed. Subsistence-oriented farmers were apparently

not affected by this factor in using credit as the analysis proved.

Secondly, the effect of total revenue on the amount of credit

used by all farmers and subsistence-oriented farmers was positive and

significant. The probable reason for this is that the total revenue

of the farm operator is another indicator of the farmer-borrower's

repayment ability, so that a farmer with the greater revenue was able

to obtain more credit. Conversely, the use of a greater volume of

credit may have enabled the farmer to increase his total revenue.

This factor was insignificant in the model of the credit use by

market-oriented farms. It might be largely due to the fact that,

when the total revenue reached a certain upper limit, the use of

credit was inversely related to the amount of total revenue as the

farmer's need for credit gradually decreased.

The correlation between farming expenses and credit use by

market-oriented farmers was significant at the 5 percent level, while

this variable was not significant for all farmers or subsistence

farmers. The positive characteristic of the regression coefficient

underlines the fact that the more cowmercialized farm used larger

amounts of credit for farm operation than others.

Finally, the impact of the family living expenditures was

positive and significant in explaining credit use by all farmers and

subsistence-oriented farmers. This simply reflects the situation

in which more than 53.5 percent and 58.4 percent of credit, respectively,
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used by all farmers and subsistence farmers were directed toward the

consumption purposes during 1968.

Use of Credit from Private Sources: Model (4), (5) and (6)

The economic relationship between the amounts of private credit

used by farmers and the ten independent variables is examined in this

section.

Institutional credit (YZ) and rates of interest (Y3) have been

treated in this study as independent explanatory variables. The

reason for the first factor is that in actual rural credit markets

institutional credit is a sort of a priori factor which is almost

beyond control of general farmers in Korea. The amount, timing,

length and interest rate of that credit is usually predetermined at

the policy-making level before it is allotted among farmers.

For the second variable, theoretically, the rate of interest

charged on private loans is determined by the supply of and demand

for credit in the rural areas, so the interest level constitutes

itself as an endogeneous variable. The survey, however, has already

obtained the level of interest charged on individual loans shown in

the next chapter, thus it was not necessary to go over again for the

search of it by formulating another function. By including these two

variables in the explanatory factors, a more viable economic relation

ship was expected to be found in the study of private credit transactions.

The other statistical treatments were the same with the case of

total credit use. Six equations, which include the best fitted

equations (Z.lZ), (2.22), and (Z.32) each for the Model (4), (5) and

(6), are presented in Table 4.14. The coefficient of determination



Table 4.14. Regression Coefficients of the Demand Functions for Private Credit by Market-Orientation of Farm, 1968

Dependent REGRESSION COEFFICIENTS
Variables Constant Xl X2 X3 X4 X X6 X7 X8 Y2 Y3 F ratio5

R2 R:2I.'

.ll Ypa 10828.2109 -57.4945 76.2762 521.4793 15.5052** 0.0083 0.1l07 0.0389** 0.005 -0.5025** -0.0622 .9032 --- 39.5389

.12 Y'pa 7654.8672 --- --- 631.0553*** 17.6272** 0.0142** --- 0.0630* --- -0.6016 --- .8572 .8535 112.9215

.21 Yps 12765.3438 -113.4155** 28.5537 677.9727 -9.8060 0.0048** 0.1843 0.0796** -0.0111** -0.5176** -0.0418 .8837 --- 11.5500

.22 yIps 7575.9297 -125.6233** --- --- --- 0.0062** --- 0.0841* -0.0066** -0.5886** --- .8463 .8408 20.9050

.31 Ypm 1137.1328 60.9 1,14 37.2578 -50.2070 329.5078* -0.0016 -0.0341 0.0246***-0.0011 -0.3789 -0.89r8**.9297 --- 145.8141

.32 Y'pm 3602.6914 --- --- -BO.7250** 331. 6015** --- --- 0.0437*** --- --- -0.1036**.8602 .8530 359.2241

*Significant at 1Z level.
**Significant at 5% level.

***Significant at 10% level.

Identification of variables:

Ypa = Use of private loans by all farmers (Won).
Yps = Use of private loans by subsistence-oriented farmers (I,on)
Ypm = Use of private loans by market-oriented farmers.
Xl to X8 are the same to those in Table 4.130f page 191.
Y2 = Amount of institutional loans used by farmers (I'on).
Y3 = Average rate of interest on the principal of loans.

.-
'"VI
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2 -2
(R ), the adjusted coefficient of determination (R ) and the F value

appear to the right of each equation.

The amount of private loans used by all farmers was significantly

affected by factors such as the size of farm, the degree of farm

commercialization, total revenue of the farm, family living expendi-

tures, and the amount of institutional loans used by the farm operator

(see equation (2.12) in Table 4.14). About 85.4 percent of the variation

in the dependent variable was explained by the above five independent

variables and the F ratio from the analysis of variance for the multiple

linear regression accounted for 112.9.

In Model (4), the variables X4, XS ' and Y2' the rate of commer-

cia1ization, total revenue and institutional loans, were significant

at the S percent confidence level, while the family living expenditures

(X7) had a highest computed t value which was significant at the 1

percent level. The size of the farm was significant at the 10 percent

level. It was obtained after disassociating with a highly correlated

variable, net worth of the farm (X ) in equation (2.11). The amount of

institutional credit was inversely related to the use of private credit

by all farmers.

By market-orientation of the farm, characteristics of regression

coefficients of each farm model were different. About 84 percent of

the variation in the private credit use by subsistence-oriented farmers

was explained by the age of farm operator (Xl)' total revenue (X5),

family living expenditu~es (X
7

) ,12 net worth of the farm (Xs) , and the

l2The magnitude of family living expenditures in Model (6) was
significant at the 10 percent confidence level.
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amount of institutional credit obtained, as shown in Model (5), equation

(2.22) in Table 4.14.

Ewuation (2.32) of Model (6) in the same table indicates that the

size of the farm (X3) , the degree of farm commercialization (X
4

) ,

family living expenditures (X7) , and rates of interest on individual

loans (Y3) were explaining about 85.3 percent of the variation in the

use of private credit by market-oriented farmers. The difference in

the two models is that the least squares estimates of the private credit

use by market-oriented farms have the size of farm (X3) , commerciali

zation rate (X4) and the interest level (Y3) as significant variables,

while those of subsistence-oriented farms miss the above variables but

comprise the age of farm operator (Xl)' total revenue (X5 ) , net worth

(X7) and the amount of institutional loans that the M.O. farmer model

do not include. The age of farm operator, net worth of the farm and

institutional credit in Equation (2.22) and the size of the farm and

the interest rates in equation (2.32) each in Table 4.14 were inversely

related to their respective dependent variables.

Throughout the above three models the family living expenditures

were the only common factor that significantly associated with the

use of private credit by farmers. The significance of the family

living expenditures in the models implies that the majori~y of Korean

farmers use private loans as means to supplement their living expenses

or to refinance debts during the intervening period of the annual farm

income flow. In fact, farmers find no sources except private lenders

to rely on their credit needs, especially for the consumption uses,

when the needs are inevitable or emergent.
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The age of farm operator was related inversely to the amount of

private credit used by subsistence-oriented farmers. As the variable

increases, the amount of private loans the farmer uses decreases.

For example, younger farmers, particularly those in the 30 to 39 age

group, obtained larger amounts of private credit than did older farmers.

This pattern is expected because younger farmers in the subsistence

farm group usually have the greatest need for credit as they are more

apt to be in the process of building up their farm household economy

with the lack of experience in using expensive private loans. The same

age group of market-oriented farms obtained a greater volume and

proportion of institutional loans than did the average subsistence

oriented young farmers.

The size of the farm was positive and significant in explaining

the private credit use by all farmers but the effect was negative

(inverse) and significant on that of market-oriented farmers. An

explanation for this situation may be that as the size of the farm

became greater, the use of private credit increased, in the first place,

until they were able to finance various expenditures from their own

funds or able to obtain larger amounts of institutional loans. The

previous survey data in Table 4.5 indicate that marginal farmers

obtaL.cd 18.3 percent of the total borrowings from institutional sources,

while the loans from the same sources constituted 33.7 percent of the

total credit used by market-oriented farmers.

The impact of the degree of farm commercialization on the use of

private loans by all farmers and market-oriented farms appeared positive

and significant. A possible interpretation for this relationship is
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that more capital is demanded as farming becomes more commercialized.

But competition among the farmers for the limited funds from

institutional sources was evident and thus the commercially oriented

farmers sought for the private credit as they believed the profitability

of the agri business that they attempted could cover the costs of the

private credit.

The effect of total revenue on the amount of private loans used

by all farmers and subsistence farmers was examined as positive and

significant as was the farmer use of credit from all sources in the

preceding section. The same explanation may also be applied to this

case.

The decrease in private credit use by a typical subsistence

oriented farmer, as his net worth increases, may be due to the fact

that less private credit is needed to finance the farm operation or

family livelihood, compared with an average commercial farm. This may

mean that the optimum point of capital input at the subsistence farm

level is reached with less borrowed money from private sources since

his demand for credit is limited. This inverse relationship may also

be due to the subsistence farm operator excercising the internal capital

rationing from the fear of high costs caused by private credit.

The inverse re12tionship of the ~o~~t of institution2l loans to

the private use by all farmers and subsistence-oriented farmers was

evident from the results of the least squares method. This can be

explained by the fact that since the general and subsistence farmers'

credit needs are limited, an addition of the institutional credit causes
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a considerable reduction in use of private credit or a substitution

(refinancing of) for the existing private loans at the farm level.

Finally, the rate of interest on loans was inversely related to

the amount of private credit used by a market-oriented farmer. This

This economic rationale may be due to the commercial farm operator

using private loans more business-wise than other type of farmers as a

result of his active entrepreneurship, probably strong financial status

and high credit rating to be able to secure better credit arrangements

among wider choices of loan sources thus decreasing his use of private

credit when the credit conditions are not favorable. Generally, the

majority of subsistence-oriented farmers look for the private loans

for their emergent or unavoidable consumptive purposes, thus failing to

negotiate flexibly with private lenders concerning the terms and

conditions of credit.

Summing up the findings in this section, Model (1) relates the

total farmer use of credit from all sources with the factors such as

the education level of farm operator, the size of farm, the degree of

farm commercialization, total revenue and the magnitude of family living

expenditures which significantly condition this case as indicated in

Equation (1.12) of Table 4.13.

In Model (2), the results of the regression analysis indicate that

the education level, the size of the farm, total revenue and the family

living expenditure were positive and significant in explaining use of

credit from all sources by subsistence-oriented farmers. Model (3)

comprises the education level, the size of the farm, commercialization
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rate and farming expenses as the variables that significantly influenced

the use of total credit by market-oriented farmers.

As for the use of private credit by all farmers, model (4) includes

the size of the farm, the degree of farm commercialization, total

revenue, the magnitude of family living expenditures (significant at

the 10 percent level), and the amount of institutional loans (inverse)

as the independent variables which significantly explain the use of

private credit by all farmers. The use of private loans by subsistence

oriented farmers in model (5) is statistically associated with the

factors such as the age and total revenue of the farm operator, the

magnitude of family living expenditures, net worth of the farm (inverse),

and the availability of institutional credit (inverse). Finally, in

model (6), the amount of private loans used by market-oriented farmers

is significantly related to the factors such as the size of the farm,

the degree of farm commercialization, the family living expenditures

(at the 10 percent level), and the rates of interest on loans (inverse).

Summary of This Chapter

It is generally assumed that credit can contribute significantly

to increasing farm income if used for the betterment of farm operation

with goed farming practices. Because capital accumulation by savings

is low in the present situation, credit is about the only prospect for

successful farm development. In this context, more intermediate and

long-term loans for farm improvement is needed if agricultural output

is to continue to increase in the future. Also, the farmers should be
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encouraged to explore the potential strength of the extra-income

producing capacity from off-farm work opportunities.

Summing up the survey results in this chapter, credit use by

farmers was closely inter-related with the economic viability and

commercialization of farm. The larger the scale of farm and the more

market-oriented the agriculture, (1) the greater the amount of credit

used, (2) the larger the proportion of loans in cash, (3) the higher

the proportion of use to finance production, (4) the larger the amount

and proportion of institutional loans used, (5) the longer the duration

of loans obtained, and (6) the better the bargaining position.

The farmers use of credit indicated by the results of the multiple

regression analysis appears to be influenced by the education level of

farm operator, the size of farm, the degree of farm commercialization,

total revenue and the magnitude of family living costs. There were

significant differences in the factors affecting the credit use by

market-oriented and subsistence-oriented farmers.



CHAPTER V

CREDIT COST TO THE BORROWER

This chapter presents credit costs to the farmer-borrower as

obtained from the farm survey. Several interest concepts are discussed

together with formulas for finding the interest rates on the various

types of loans. Practical problems in calculating the actual interest

rates, especially on loans in kind, are considered.

Concepts and Methodology of Interest Rate

Interest rate concepts are a source of confusion for many people

including borrowers, lenders, and credit specialists. This study

follows many of John R. Brake'sl terminology and methods for calculation

of interest rates.

Nominal or annual rate of interest is defined as a rate converted

to an annual basis. For example, 48 percent per year or just 48 percent

is a typical nominal interest rate quotation. For the average reader,

comparing two nominal rates is somewhat less confusing than comparing a

monthly rate or quarterly rate. Compound or true interest rate is the

interest rate charged against the principal each payment period. Hence,

unless payments on a loan are on an annual basis, it is incorrect to

refer to an annual rate as a true rate. If the farmer were to pay 48

Won per month on the 1,200 Won principal, he would be paying a true

rate of 4 percent per month and a nominal rate of 48 percent.

lInterest Rate Terminology and Calculation, Agr. Econ. Report No.
13, Michigan State Univ. (March 1966).



204

Effective interest rate is the rate that results from compounding

the true rate for a period of one year. If the lender were to reinvest

the interest payments on an installment loan immediately, he could then

earn interest on the interest and earn more than the nominal rate. The

effective rate is not a rate charged on the average balance but a

nominal annual rate converted semi-annually, quarterly, monthly, weekly

or daily. When the conversion period is a year, the effective annual

rate is the same as the stated nominal annual rate.

Table 5.1 summarizes the definitions of interest concepts as used

in this study.

The method of computing the actual interest rate paid by farmer

borrowers varies depending on the types of loan used and repayment terms.

Three types of loan have been commonly found in credit used by rural

people in Korea: (1) simple interest loan, (2) discounted loan, and

(3) installment loan. The simple interest loan is the one in which a

single payment of interest and payment is made when it becomes due,

therefore the interest rate (" s imple rate") is easy to figure and seldom

misleading. The simple interest rate in this type of loan usually

applies to a 12 month mature loan, thus denoting a nominal interest rate.

A discounted loan means the lender collects his interest in advance

figured on value at maturity. Unless the interest ("discounted rate")

is paid in cash, the amount of money actually available for use by the

borrower is less than the amount of the loan. Thus the cost is always

slightly higher than the stated interest. The actual interest rate

increases as the discount period increases.
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Table 5.1. Symbols, Definitions, and Relationships of Interest Rates

Definition of term

Beginning principal

Symbol

B

Relationship Word explanation

The original amount of a
loan before any repayment
of principal is made.

Principal P

Interest charges I

Payments per year m

Years t

Number of payments n

The balance of a loan.

The amount of interest or
financing charges.

Number of conversions or
payment periods per year.

Term of loan in years.

Total number of periodic
payments required to pay
the loan.

Amount of payment

Nominal interest rate

Simple interest rate

True (compound)
interest rate

Effective interest
rate

Discount interest
rate

a

j

s

i

r

d

I
s = Pt

i j

m

I
d

(P+I) t

Amount of each periodic
payment.

Interest rate per year.

Rate per year - interest
paid only once.

Interest rate ~ payment
period.

Rate earned per year.

Rate per year calculated
on amount due at maturity.

Source: John Brake, ibid., p. 10.
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Installment and amortization present the main problems in figuring

interest rates. The important thing to watch for on installment plan

is whether the interest charge is figured on the beginning amount or

on the outstanding balance over a fixed period of time. If the interest

is calculated at a rate on the beginning balance and then added to the

principal to obtain the total to be repaid, it is called an added-on

interest rate. The added-on interest is always larger than the interest

charged on the outstanding balance only, because the principal at each

payment period decreases.

Repayment terms of these types of loans are usually arranged to

coincide with the months or season of the year when farm income is

expected to be sufficient to meet them. Loans to finance crop production

are usually made in the spring and paid in the fall when the crop is

sold. Loans to finance family living and miscellaneous purposes are

usually repaid on a monthly basis. There have been three methods of

payment in common use in rural credit market. These are: (1) the single

payment of principal and interest, (2) the straight-end payment, and

(3) the amortization plan of payment. A fourth plan known as the

variable-payment plan is being used among the limited number of farmers,

relatives and friends and gradually coming into use with the cooperative

credit.

The single payment plan which is designed for the simple interest

loan requires a single interest and principal repayment made at the

maturity date of the loan. This plan is popular in the small amount,

short-term traditional type of private loans that are made either in
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cash or in kind but to be repaid in kind after the harvest of the target

farm product.

The Straight-end or Lump-sum payment plan calls for payment of

interest each month and payment of the entire principal "on demand" at

the end of a specified term, usually one year. If the principal can

not be repaid, many loans of this type are extended-renewed or

refinanced. This type of loan can be very dangerous, especially if the

principal becomes due in an unfavorable season or during a period of

low income for farming. It has resulted in many mortgages foreclosures

in the past but is still commonly used in financing agricultural

business or others that yield cash income regularly.

The amortization plan provides for a fixed and orderly arrangement

of annual, semi-annual, monthly, bi-monthly or every "Jang" Market- day 2

payments of both interest and principal which pays the loan completely

when the last amortization payment has been made. This is the popular

plan in present-day financing of commercial or handicraft farmers, with

the long-term credit in the case of institutional loan and with the

short-term credit in the case of "merchant credit.,,3

2The so-called "Jang" is a traditional rural market which holds the
market-day on every fifth or tenth day in each central township. Five or
ten adjacent rural market centers on the county level revolve around each
other every day, in turn. This "Jang" is functioning regularly in rural
areas for the rural people to meet together at one market place for
various purposes such as selling, buying, social associations, business
with government, and personal appointment.

3Merchant credit refers to purchases of farm inputs or other
commodities which are made from a merchant or dealer where no cash passes
from the purchaser to the merchant at the time of the transaction.
Merchants are creditors in the sense that they lend merchandise rather
than cash. See J. R. Davidson and T. W. Witzel, Merchant Credit and
Montana Agriculture, Montana State College (Bozeman, April 1963.
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The Variable Payment plan permits a farmer-borrower to pay more

principal than called for by an amortization schedule in good-crop

years. It thus makes possible smaller payments than called for by the

amortization schedule in bad-crop years. If not necessary to reduce

payments because of bad years the mortgages will be paid in a shorter

time than called for by regular amortization. This variable-payment

feature is a further safeguard to the borrower. The privilege of making

advance payments is gradually becoming accepted by some agricultural

cooperatives and private leaders.

To summarize the single payment loan is prevalent for most

institutional loans made either in cash or in kind and short-term loans

(mostly in kind) made by traditional type lenders such as farmers, liKe"

and relatives. A large proportion of cash loans provided by private

moneylenders including farmer-lenders is on an installment basis, but

the straight-end payment plan is overwhelmong. Professional moneylenders

and some merchants tend to exercise more credit on the amortization

payment plan. The discounted loan with a single payment plan has been

used only among professional moneylenders. Large amount, long-term

institutional credit is mostly on the installment basis, and the most

common plan is the yearly equal payment plan with a 2-3 year grace

period at the initial stage.

Level of Interest Charged on the Rural Credit

The survey results indicate that discounted or installment loans

with straight-end or amortization payment plans constituted 28.2 percent

of the total amount of credit transacted among the sample farmers and
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lenders. The rest were the single payment loans with various maturities.

The simple interest with a 12 month maturity which is the dominant case

in r~ality happens to represent a nominal (annual) as well as an

effective interest rate at the same time, it is easy to compute the

actual interest rate for this type of loan even if there were any other

financing charges attached. For other loans calculation become more

complex. Table 5.2 presents comparisons of nominal and effective rates

calculated for compounding periods. (For detailed discussion of each

formula see Appendix 2). The selected nominal rate appearing in the

table are relatively high, but they can readily apply to the study of

interest levels in Korea. Two practical problems arise in connection

with efforts to obtain the nominal and effective interest rate of loans,

especially of the credit borrowed or repaid in kind. The problem are

(1) which time period of maturity should be chosen the length of loan

stated by the borrower or lender or the actual one, and (2) what unit

of measurement, i.e., physical terms or money value terms, would be

used to calculate the interest rate on loans made and repaid in kind.

The farmers' concept of a credit-year was generally vague. Their

concept was that the one-year maturity was the one from the sowing-time,

usually in spring, to the time when it was repaid around the harvest

season of paddy rice (November) or to the end of the lunar calendar

year (February). The usual length averaged eight to nin months.

Borrowers took accepted these as a one year contract.

Secondly, it was a general practice between lender and borrower

that the interest charges on the loan were made in terms of the physical

amount, especially on the loans in kind. For example, a farmer borrowed



Table 5.2. A Comparison of the Nominal Interest Rate
and the Effective Interest Rate for Selected

Rates and Compounding Periods
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Nominal
rate

Effective rate per year when compounded
Semi-annually Quarterly Monthly Continuously

Percent

10
12
18
24
30
36
42
48
54
60
66
72
84
96

108
120

10.25
12.36
18.81
25.44
32.25
39.24
46.41
53.76
61.29
69.00
76.89
84.96

101.64
119.04
137.16
156.00

10.38
12.55
19.25
26.25
33.55
41.16
49.09
57.35
65.95
74.90
84.21
93.88

114.36
136.42
160.14
185.61

10.47
12.68
19.56
26.82
34.49
42.58
51.10
60.10
69.59
79.58
90.12

101.22
125.22
151.82
181.26
213.85

10.52
12.75
19.72
27.12
34.99
43.33
52.20
61.60
71.60
82.20
93.50

105.44
131.64
161.17
194.47
232.01
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one bag of paddy rice in the spring time under the condition that he

would return the same amount with a half bag of rice as interest at the

time of the harvest season. Therefore in terms of the commodity

interest rate was 50 percent per annum. In money terms the rate of

interest would depend on the prices of the commodity (rice) at the time

of borrowing and repayment. The prices of paddy rice, for instance,

often decline during and after the harvest season to a price level far

below that prevailing at the time the loan was made. Most lenders

insist on repayment as early as possible after harvest, even though the

credit may be contracted for a year. The same amount of interest is

usually paid by the borrower on shortened term as is called for in the

annual contract. In this study interest charges were converted into

monetary terms and based on the actual time the credit was used.

Interest rates in this analysis were derived from the relationship

of the value of the amount borrowed to the value repaid or due on a

12 month basis; when loans with a one-year maturity were repaid earlier

than the contracted time-period, the rate was computed on the adjusted

time period against the nominal rate of interest. Therefore the computed

rate could denote the corresponding interest rate per annum on the basis

of actual maturity of loans used.

The concept of average interest rate, an arithmetic mean of nominal

interest rates charged on all the individual loans in cash or in kind,

has been introduced into the discussion to compare with the computed

interest rate. The rate of interest per loan on the adjusted one-year

basis represents the conventional approach to the determination of

of interest level among various credit sources, while the computed rate
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paves a way to the analysis of credit costs to the borrower as well as

of costs and returns to the lender.

Interest Rates Among Farmers

The survey showed sample farmers carried loans whose computed

interest rates averaged 56.4 percent per annum or 4.7 percent per month

(Table 5.3). This means the farmer-borrowers had to pay 56.4 percent

of the principal of their loans as interest for a one year period. The

average interest rate per unit loan was a little higher than the

computed rate; 59.2 percent a year or about 4.9 percent a month.

The computed interest rates on private credit averaged about 70

percent, and the interest rate on cash loans from private sources was

59.3 percent. Interest level on private loans in kind appear extremely

high due to price changes at the different time points.

There is no absolute criterion in measuring whether interest rates

are reasonable. High interest rates prevailed throughout the country.

According to the Bank of Korea,4 interest rates for 1962-1968 at the

urban curb market averaged 55.9 percent per annum and the annual

interest during 1968 rated 54.6 percent. The high interest rates were

largely attributed to the shortage of credit to meet ever-increasing

demand for capital needed for economic growth, low savings and slow

capital accumulation and of course a high level of inflation.

The survey found that the computed and average interest rates paid

by farmers varied inversely in relation to the market-orientation of the

farm. As the size of farm became greater, annual interest rates on

~eport of the Private and Industrial Credit Survey, Bank of Korea
(Seoul, 1962-1969).



Table 5.3. Computed and Average Rates of Interest Charged on Loans
that Farmers Used) by Size) Type and Market-Orientation

of Farm) 1968
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Computed interest Average interest
Farm group rate (by amount) a rate (per loan)b

(% per annum) (% per annum)

Size of farm
Marginal farms 59.1 61.6
Small farms 59.3 61. 7
Medium farms 54.2 55.9
Large farms 49.7 49.6

Type of farm
Paddy farms 56.7 60.0
General farms 56.3 59.9
Vegetable farms 57.0 57.8
Fruit farms 48.3 48.0
Other farms 55.6 56.2

Market-Orientation
Subsistence-oriented farms 56.9 59.8
Market-oriented farms 55.8 58.4

All farms 56.4 59.2

aCalculated on the basis of the relationship of the amount borrowed
to the amount repaid or due on a 12 month period.

bArithmetic mean of interest rates charged on each loan.
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credit used by farmers decreased; i.e. from 59.1 percent computed and

61.1 percent average on loans used by marginal-size farmers to 49.7

percent computed and 49.6 percent average on loans by large-scale

farmers (Table 5.3).

Among farm types, vegetable farms paid the highest computed rate

of 57.0 percent per annum, while fruit farms carried the lowest, 48.3

percent. For the average interest rate, loans of paddy growers were

the highest, 60 percent per year, and those of the fruit farmers only

48 percent. Diversified general farms paid an interest rate of 56.3

percent computed and 59.9 percent average. High interest on the part

of vegetable growers may be due to the fact that vegetable enterprises

on the relatively small acreage of farms with low net worth needed

enormous capital during the concentrated short period of time. By

market-orientation, S.O. farmers were evidently paying slightly higher

interest on their loans than M.O. farmers.

Percentage distribution of principal of the farmers' original

loans by computed interest rate in Table 5.4 shows that 8.6 percent of

the loan funds carried no interest at all. Borrowings with computed

rates of 1 to 36 percent a year constituted about 26.1 percent of the

total funds. Loans with a rate of 37 to 120 percent made up 56.9

percent of the aggregate amounts, while those with a rate of 121 to 180

percent accounted for 6.6 percent, 1.2 percent, and 0.6 percent of the

total funds, respectively. About 8.4 percent of the loan funds used by

the farmers was classified as loans that carried an interest rate of

more than 120 percent per annum or 10 percent per month.



Table 5.4. Percentage Distribution of Amounts of Credit by Computed Interest Rate and
by Size, Type and Market-Orientation of Farm, 1968

Interest rate
No 1-36 37-72 73-120 121-180 181-240 Over Total

Farm group interest % % % % % 240%

Percent of principal
Size of farm
Marginal farms 8.7 22.3 34.0 25.3 7.5 1.6 0.6 100.0
Small farms 8.8 24.5 33.0 23.4 7.7 1.8 0.8 100.0
Medium farms 8.4 27.6 35.9 21.2 5.4 0.9 0.6 100.0
Large farms 8.4 33.4 35.6 17.7 4.9 -- -- 100.0

Type of farm
Paddy farms 8.6 25.5 34.5 22.5 7.1 1.1 0.7 100.0
General farms 8.9 23.4 37.4 22.4 6.5 1.0 0.4 100.0
Vegetable farms 8.3 28.9 28.8 25.4 5.9 1.9 0.8 100.0
Fruit farms 8.3 37.1 30.9 16.1 6.0 1.6 -- 100.0
Other farms 8.4 31.0 31.9 17.3 5.2 1.6 0.6 100.0

Harket-Orientation
Subsistence-oriented

farms 8.8 23.7 35.3 23.0 7.0 1.4 0.8 100.0
Harket-oriented farms 8.4 28.5 33.7 21. 8 6.2 1.0 0.4 100.0

All farms 8.6 26.1 34.5 22.4 6.6 1.2 0.6 100.0

N....
VI
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About 31 percent of the credit borrowed by marginal-scale farmers

carried computed interest of 36 percent or less, while 41.8 percent of

large-scale farmers' loan funds carried the same maximum level of

interest rates. Loans with interest rates of more than 120 percent

constituted 9.7 percent of the credit used by marginal farmers and 4.9

percent of the total funds borrowed by large farmers.

By type of farm, the proportion of credit that carried an interest

rate of 36 percent or less to the total was the lowest in diversified

general farms (32.3 percent) and the highest in fruit farms (45.4 percent),

but the proportion of credit that had an interest rate of more than 120

percent was the highest in paddy farms (8.9 percent) and the lowest in

other specialty farms (7.4 percent). M.O. farmers, on the average, had

a greater proportion of credit that carried an interest rate of 36 percent

or less. The same farmers obtained smaller proportions of credit with

interest rates of more than 120 percent than their counterpart S.D.

farmers did.

The survey revealed that the loan funds used for financing the

farm operation and farm improvement tended to have lower interest rates

than the credit used for side-business and consumption purposes. Table

5.5 shows 48.9 percent of credit used for farm operations carried

interest rates of 0 to 36 percent per annum with only 3.6 percent having

an interest rate of more than 120 percent. Of the total amount of loans

spent for capital expenditures, about 50.1 percent bore interest rates

of 0 to 36 percent, but only 2.9 percent carried more than 120 percent

per annum.



Table 5.5. Percentage Distribution of Principal of Loans, by Computed Interest Rate and
Actual Use of Credit, 1968

Interest rate
No 1-36 37-72 72-120 120-180 181-240 Over Total

Use of loans interest % % % % % 240%

Percent of Principal

Farm operation 8.3 40.6 33.7 13.8 3.6 -- -- 100.0

Farm improvement 7.5 42.6 34.5 12.5 2.9 -- -- 100.0

Side-business 13.9 24.9 31.3 21.9 4.8 3.2 -- 100.0
.

Consumption 8.4 14.7 35.4 29.2 9.2 2.0 1.1 100.0

All uses 8.6 26.1 34.5 22.4 6.6 1.2 0.6 100.0

N
~......,
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About 23.1 percent of the loans for consumption were in the

interest range of 0 to 36 percent, while 12.3 percent had interest rates

of more than 120 percent. Credit used for side-business showed 38.8

percent with interest rates of 0 to 36 percent, 53.2 percent between

37 to 120 percent, and 8 percent in the interest class of more than 120

percent.

Interest Level Among Credit Sources

The interest rates on credit varied greatly among credit sources

(Table 5.6). The sample farmers paid the highest interest rates, 116.4

percent computed and 121.7 percent average per annum, to professional

moneylenders. The next highest rate was 84.5 percent computed and 86.3

percent average on loans borrowed from traders. Loans from manufacturers

carried 70.3 percent computed and 73.8 percent average interest. Other

farmers (agriculturists) charged an average of 67.3 percent computed

and 68.3 percent average. Credit obtained through "Ke" carried an

interest rate of 59.4 percent computed and 48.3 percent average. Loans

from relatives and friends maintained the lowest interest rates among

private credit sources, i.e. 45.6 percent computed and 48.3 percent

average.

Among all sources institutional loans carried the lowest in both

computed and average interest rates at 18.5 percent and 16.3 percent,

respectively. These were much lower than even-one third of the average

interest rate of all sources; which was 56.4 percent computed and 59.2

percent average. All sources of computed interest derived from the

relationship of the amount borrowed to the amount due on a 12 month

basis was lower than the simple average of interest rates except on
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Table 5.6. Computed and Average Rates of Interest Charged on Loans,
by Credit Source, 1968

Credit source

Institutional sources

Professional moneylenders

Traders

Manufacturers

Agriculturists

"Ke"

Relatives and friends

All sources

Computed interest
rate (by amount)a

(% per annum)

18.5

116.4

84.5

70.3

67.3

59.4

45.6

56.4

Average interest
rate (per loan)b

(% per annum)

16.3

121. 7

86.3

73.8

68.3

61.0

48.3

59.2

aCalculated on the basis of the relationship of the amount borrowed to
the amount repaid or due on a 12 month period.

bArithmetic mean of interest rates charged on each loan.
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loans from institutional sources. The reason for this was explained

previously: the lower rate of interest prevailed on many of larger

loans, but not significantly on institutional loans.

From Table 5.7 it can be seen that most of institutional credit

held by farmers carried interest rates of 36 percent or less per annum

and only 15.8 percent of the funds was charged at the rate of more than

36 percent. Interests on institutional loans were mostly standardized

by law at the range of 11 - 25.2 percent per annum, although a few such

loans without an i~terest charge were made under special programs.

Interest rate on arrears was also fixed at 36.5 percent per annum, even

though there were some additional service charges.

The data in the table also shows that 13.2 percent of the credit

borrowed from relatives and friends carried no interest and no loans

with an interest rate of more than 120 percent were made by them. About

18.1 percent of the funds bore an interest rate of 1 to 36 percent and

the remaining 68.7 percent of the credit was distributed in the interest

class of 37 to 120 percent. Credit obtained from "Ke" showed a similar

percentage distribution to that of loans from relatives and friends.

About 6.6 percent of "Ke" loans carried no interest but no credit was

made with an interest rate of more than 120 percent. Loans with an

interest of 1 to 36 percent made up 17.7 percent and the remaining 75.7

percent of the credit was in the range of interest of 37 to 120 percent.

Credit from agriculturists was distributed more evenly as follows: 8.8

percent of the loan funds in the no interest class, 6.1 percent in the

class of 1 to 36 percent per annum, the largest proportion, 7.7 percent

in the class of 37 to 120 percent, 7.4 percent in the 121 to 180 percent



Table 5.7. Percentage Distribution of Amounts of Credit, by Computed Interest
Rate and Credit Source, 1968

Interest rate
No 1-36 37-72 73-120 121-180 181-240 Over Total

Source interest % % % % % 240%
Percent of Principal

Institutional sources 8.8 75.4 15.8 -- -- -- -- 100.0

Moneylenders -- -- 25.4 35.5 23.1 10.3 5.7 100.0

Traders 8.3 3.9 33.4 32.8 17.1 2.8 1.7 100.0

Manufacturers 6.4 7.6 42.6 29.4 14.0 -- -- 100.0

Agriculturis ts 8.8 6.1 44.1 32.9 7.4 0.7 -- 100.0

"Ke" 6.6 17.7 45.1 30.6 -- -- -- 100.0

Relatives and friends 13.2 18.1 46.0 22.7 -- -- -- 100.0

All sources 8.6 26.1 34.5 22.4 6.6 1.2 0.6 100.0

N
N
I-'
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interest group, and 0.7 percent carried an interest rate of more than

240 percent per annum.

Loans obtained from manufacturers and traders had a larger

proportion of principal distributed in the interest class of more than

120 percent annually; i.e. about 14 percent and 21.6 percent, res pec-

tively. Borrowings from professional moneylenders had no loans at all

that carried an interest of 36 percent or less, but 39.1 percent of the

loans from the same source bore an interest rate of more than 120 percent

per year. The remaining 60.9 percent of the funds was distributed among

the interest interval of 37 to 120 percent.

More than 73.5 percent of the loan funds from private credit

sources and the average interest rate paid to the private creditors far

exceeded that of institutional loans and the legal maximum ceiling, 40

percent per annum, set by law. 5 If the law were enforced the effect

would be a credit-vacuum in rural areas.

Interest Level Among Regions

A previous study suggests that farmers who cultivated on small

acreages of farm with less commercial-orientation are paying higher

interest than large-scale, commercial farmers. This statement would not

be true if the comparison were confined to the use of private credit

alone and extended on an intra-village or intra-regional basis.

The data in the preceding section indicate that small-scale peasants

obtained institutional loans in a smaller proportion to the total

5The legal maximum rate of interest had been set at the 20 percent
per annum until 1867.
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borrowings than large-scale commercial farmers. Subtracting from the

total this institutional credit that carried the same interest rates

throughout the r.ountry, the differences in interest level did not appear

so impressive among various farmer groups. The average farmer carried

a computed interest rate of about 70 percent per annum on private loans

with a 6 percent difference between marginal-scale and large-scale

farmers.

When the interest rates paid on private loans by farmers were

compared among villages and regions with different economic and

agricultural backgrounds, the results contribute much to the knowledge

of interest rate determination in rural areas. Scholars,6 take the view

that "the incidence of interest on borrowings for farmers is generally

low in areas with fairly well-developed and monetized economies and high

in areas with lowly monetized subsistence-type economies," and that "it

seems that overall economic growth is the prime requisite for any

reduction in the rural rate of interest in poor countries."

This study, points up a rather unique situation which might be

considered as a transient movement for the formation of interest rates

in rural areas. As seen in Table 5.8, vegetable growers in Kwangyang,

6t'lriting about the determination of irLterest rates in underdeveloped
rural areas, Drs. Anthony Bottomley, Millard Long, Udhis Narkswasdi, and
other scholars commit themselves directly or indirectly to this category.
See (1) Anthony Bottomley, "The Cost of Administering Private Loans in
Under-developed Rural Areas," Oxford Economic Papers (July 1963),
pp. 154-163, and many other papers on interest rates, (2) Millard Long,
"Interest Rates and the Structure of Agricultural Credit Markets,"
Oxford Economic Papers (July 1968), pp. 275-288, (3) Udhis Narkswasdi,
Agricultural Credit Systems in Certain Countries, Kasetsart University
(Thailand, September 1963), pp. 37-38.
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one of the fairly-well commercialized areas, on the average carried a

computed interest rate of about 75 percent and an average rate of 75

percent per annum for their loans. Peasant farmers in the Kure

mountain area used credit at 51 percent computed interest and nearly

69 percent average interest per annum. The reason seems to be

subsistence farmers in remote areas are generally conservative in their

demand for credit and their economic needs are comparatively limited.

They instinctively practice internal capital rationing.

Table 5.8. Interest Rates on Private Loans in
Selected Major Districts, 1968

Major
Districts

Kimje & Muan

Kure & Jin Island

Kwangyang & Mokpo

Naju

Kwangju & Tamyang

All areas

Major crops

Paddy rice

Diversified

Vegetables

Fruits

Livestocks
and others

Computed
interest rate
(% per annum)

70.2

51.0

73.4

56.8

70.1

70.0

Average
interest rate
(% per annum)

73.2

68.8

75.4

68.0

72.8

73.0

In contrast, commercial farmers in economically well developed

areas such as suburban or cash-crop-specializing areas are more positive

in making investment as they explore the opportunities of possible

profits in agricultural business. Competition among these producers for
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the IDnited funds from private sources in the area is evident.

Farmers in the fruit growing area were using credit at the

relatively low computed rate of 56.8 percent and average rate of 68

percent per annum. Those farmers were economically well established

and steadily enjoying high incomes and net worth compared with other

area farmers, thus they could mobilize sizable amounts of their own

resources for production and consumption purposes.

Private Financing - A Case Study of Terms and Costs
of Private Loans to the Borrower

The dominance of private moneylenders in Korea has been made

possible partly by the weak financial position of small farmers and the

nature of their demands for credit, and by the inadequacy and ineffect-

iveness of institutional efforts to meet the farmers' growing needs for

credit. Though the rates of interest charged by these private lenders

are quite high, the custom services as well as terms of loans also

help explain the survival of private moneylenders in rural communities.

The attractiveness of the private loans to the farmers is several

fold: 7 1) The private moneylenders are readily available to the

borrowers and they can advance the credit at once. The transactions

between lender and borrower are personal and the loan procedures are

quite sDnple; 2) the private lenders usually grant loans in adequate

amounts to fulfill the needs of the borrowers. Since the lenders know

the character and repayment capacity of their clients, security is in

7For the detailed discussion, see Udhis Narkswasdi, £E. cit.,
p. 58-62.
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many cases not required. For the tangibel security when it is needed,

immovable property like land can be accepted even though credit on it

was prohibited by law;8 3) many private lenders render auxiliary services

to the farmer-borrowers besides the advance .of credit such as provision

of farm production inputs and purchase of farm produce; and 4) the

conditions of loans are usually flexible depending on the financial

situation of the individual borrower which is well known to the lenders.

Even though the length of loans is relatively short, the postponement

may be allowed as long as the borrowers pledge to pay the interest for

the prolonged period, but usually not more than one year.

There are many disadvantages associated with these sources of

credit. Some of the weaknesses in the private moneylenders system

include: 1) the private moneylenders usually charge exorbitant

interest rates which are much higher than the stipulated rates set by

the Interest Rate Restriction Act; 2) most of the loans from private

sources are for limited periods and the repayment is usually made in a

lump-sum. It is very difficult in a period of bad crops or low prices for

the borrowers to repay such big amounts either in cash or in kind. The

farmer-borrowers are usually forced to sell substantial amounts of their

products just after harvest while their total production barely covers

the yearly family consumption; 3) at the macro-level, it is a net drain

of funds from agriculture in the form of the lenders' savings. Lenders

seldom plough back to agriculture all their income received from the

farmer-borrowers as high interest; and 4) since most credits from private

8Since 1968, this regulation has been eased in such a way that
creditors can take land as a security.
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sources are provided for the purpose of consumption or maintaining

assets and output, they are not directly contributing to the farm

improvement or increased productivity.

This survey revealed that of the total amount of credit used by

the average sample farmer, about 18,500 Won, or a little over 73.5

percent, was financed by various private credit sources. Table 5.9

indicates that the proportion of funds for private financing was the

highest from agriculturists, constituting 41.1 percent; the next in

size, or 19.8 percent, from relatives and friends; 18.1 percent from

traders; 8.6 percent from professional moneylenders; 6.6 percent from

various types of liKe;" and the lowest was from manufacturers, accounting

for 5.8 percent of the total private credit. The total amounts provided

by the so-called commercial sectors such as professional moneylenders,

traders and manufacturers made up 32.5 percent of the total private

financing or 23.9 percent of the total amount of credit from all sources.

The survey also found that 86.2 percent of the private moneylenders

were residents of the same district or county ("Gun") in the vicinity

of township whose main business varied from farming to commerce. The

others were wholesalers, big merchants, relatives who live in distant

cities. Professional moneylenders were found only in the townships

where the county administration halls are located or i~ nearby urb~n

areas.

The great majority of private financing was advanced in kind;

mainly for staples from agriculturists, "Ke," and relatives and friends;

and for farm production inputs from traders, and manufacturers. The

sources of funds supplied by professional moneylenders, traders, and

manufacturers were largely from urban areas. In contrast, almost all
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Table 5.9. Amounts of Credit Used by Average Farm Household
Under Private Financing by Credit Source, 1968

Credit in cash Credit in Kind Total
Private credit sources Won Alc Won Blc Won CID

(A) (%) (B) (/0) (C) (/0)

Prof. moneylenders 1,309 82.1 286 17.9 1,595 8.6

Traders 1,678 50.2 1,665 49.8 3,343 18.1

Manufacturers 710 66.1 364 33.9 1,074 5.8

Agriculturists 1,185 15.6 6,413 84.4 7,598 41.1

"Ke" 240 19.7 976 80.3 1,216 6.6

Relatives and friends 1,056 28.8 2,612 71. 2 3,668 19.8

All sources (D) 6,178 33.4 12,316 66.6 18,494 100.0

of the funds supplied by farmers, "Ke," relatives and friends came from

the rural areas. The fact that these funds were largely from farmers'

savings, indicates that savings were not mobilized adequately through

banking institutions including agricultural cooperatives, but were

utilized directly by the farmers themselves. The interest rates and

other conditions of private lO~ls in rural areas vary greatly, subjecc

to the source of the funds, confidence in this debtor, and the

relationship between lender and borrower.

Professional Moneylending

The professional moneylenders such as "make-believe" loan

associations, pawn shops and individuals whose main business is
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moneylending are the most expensive for the farmer-borrowers. They

usually offer credit in the following five types: (1) installment

loans with a daily payment plan of interest and principal; (2)

installment loans with monthly or bi-monthly payments of interest and

principal; (3) a loan with every Market-day ("Jang") payment of interest

as a straight-end payment plan; (4) discounted loans with a single

payment plan; and (5) simple loans with the straight-end payment plan.

The first type was the most prevalent in commercial areas.

Professional moneylenders commonly offer a loan of 5,000 Won as a unit

amount under the condition that the borrower should pay 100 Won every

day for the period of 54 to 58 days, making the total amount of the

repayment 5,400 Won to 5,800 Won per unit loan. In most cases, the

amount of interest was quoted as 400 Won to 800 Won per loan. When

asked, the lender would quote the rate at 0.14 percent daily, 4.2 percent

monthly, or 50.4 percent annually. In effect, the computed nominal

interest rate for this type of loan ranged from 106.2 percent to 197.8

percent, with the monthly rate of 8.9 percent to 16.5 percent.

Effective annual interest rate as an actual interest rate was 189.2

percent to 622.8 percent. Users of this type of credit were mostly

small-scale merchants residing in towns, village shopkeepers, and

farmers who had side-businesses such as handicrafts and peddling. These

borrowers generally lacked the repayment capacity and security to offer

for the loan, therefore, they had little access to good credit sources.

The second most frequently used method was the monthly or bi-monthly

payment of installment loans. For example, true interest rates or flat

charges per bi-month averaged 3 to 5 percent. This amounts to 6 to 10
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percent per month or 72 to 120 percent per annum. Converted to the

nominal annual rate, it ranged from 98 to 165 percent. The effective

rate amounts to 161.1 to 393.8 percent. Many commercial farmers used

tcis type of credit in emergency situations.

Thirdly, the most exorbitant interest paid by farmers was observed

in the Market-day payment loan, whose customers were largely subsistence

oriented farmers or those with small-scale side-businesses. A typical

Market-day loan constituted 1,000 Won as a unit loan. The maximum

length of loan maturity was usually limited to 5 to 6 Market-days; that

is, 25 to 30 days. On each Market-day for a five day interval; the

borrower paid for the interest of 40 to 50 Won per every 1,000 Won and

at the end of maturity he repaid the original loan with the final

payment of the same amount of interest. The interest amounted to

approximately 0.8 to 1.0 percent daily, 24 to 30 percent monthly and

288 to 360 percent annually. Converted into the Constant Ratio formula,

the nominal rate for this loan amounted to about 500 percent per annum.

The fourth type was the discounted loan. When the lender is not

sure of the borrower's financial status, he subtracts the interest at

the time the loan is made and the borrower gets the principal with the

interest already deducted. The survey found that this type of loan was

made in the suburban villages where many delinquent leans were reported.

The most common practice was to deduct the interest up to 1,000 Won out

of a 10,000 Won loan for one month. The discount interest rate was 10

percent per month but the actual rate calculated was 11.1 percent, or

133.2 percent per annum.
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Finally, the least frequently used was the relatively short-term

(one or two months) loan with straight interest. This type of loan was

largely made to the credit worthy farmers in the area. Monthly interest

rate charged was relatively low, ranging from 5 to 6 percent a month or

48 to 72 percent a year, but computed interest rate that the borrower

actually paid was much more than that depending on the length of the

loan. That is, to the credit worthy debtor with a good financial

status, the moneylender made a loan up to roughly 100,000 Won on a 12

month maturity with the I.O.U note and sometimes with a third party

guarantees. The straight interest on the loan was paid at the rate of

5 to 6 percent per month. When computed, the actual annual interest

rate, using the aforementioned formula, ranged from III to 133 percent.

From the intended borrower; who the professional moneylender did

not know or considered less credit worthy, the lender required a real

estate mortgage (usually land) for loans of over 50,000 Won. Due to

the complicated legal procedures involved and ignorance of them, the

registration for the mortgage was usually made by a licensed scrivener

with a service charge of 2 percent of the total amount of the loan. The

charge was carried by the borrower. The government registration office

charged the borrower 4,000 Won for the registration fee and required

about 1.5 percent of the established value of the mortgage to be

deposited as bank savings or by government bonds which could be with

drawn only after a one year period. Furthermore, if the borrower were

introduced to the moneylender for the lc,an through an agent who is also

in the capacity of guarantor, he had to pay the 3 percent of the loan

as an introduction premium (commission). This borrower was charged 6
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percent a month on the average by the lender. Thus, for a loan of

100,000 Won, the simple interest paid by the borrower including all

other expenses incurred over a 12 month period would be around 90.64

percent per annum. 9 The actual converted interest rate was 167.3

percent per annum or 14 percent per month. In some cases, the contract

may be made to the effect that the borrower has to sell his land or any

other property on security to the lender, the value of which is more

than the amount advanced to him. The moneylenders reported one in

every seven loans was this type.

The professional moneylenders also made loans in kind, but very

infrequently. This was only done just before harvest when the price

of the product was very high. Many credits of this type were repaid

in cash on the basis of the total value of loan at the time of borrowing

plus a single payment of interest that was counted at the level of 6 to

10 percent a month. The others were paid in kind and amounted to

double or at least 1.5 times the principal amount. Users of this type

of credit were small and medium-size farmers who wanted to expand their

side-business related to agriculture or in preparation for the family's

big event such as weddings or other ceremonies.

Throughout the survey, it was interesting to note that the actual

interest rates paid by farme~s for the loans obtained from the

professional moneylenders were in general higher in more commercialized

9 2,000 Won (Scrivner's charge) + 4,000 Won (registration fee) +
780 Won (actual interest loss by the forced savings over a year) +
3,000 Won (broker's commission) + 72,000 Won (total interest paid after
6 months) . 90,220 Won (actual principal) = 90.64 percent per annum or
7.55 percent per month.
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farming areas than in less developed subsistence-farming areas. This

indicates that competition among the borrowers for the limited amount

of funds available in the former areas was more severe than in the

latter areas for the reasons that will be explained later in this

chapter.

Sles of Produce Tied to Pre-harvest Loans

Credit was closely interrelated with the selling of farm products

and the buying of farm supplies. Traders and processors (excluding

professional moneylenders) made extensive use of loans to farmers as a

means of obtaining agricultural commodities. According to Table 5.9

about 23.9 percent of the total private credit or 17.6 percent of the

farmer's total borrowings was borrowed from dealerc and processors, and

almost two thirds of these loans required repayment in kind at time of

harvest or by the end of the Lunar year. Thus about 11.7 percent of

total farm household credit was tied to sale of farm products. The

farmers usually offered crops growing in the field as security for the

loans.

About 54.1 percent of the credit extended by merchants and processors

was in cash, and the remainder, 45.9 percent, was in kind - especially

grain and farm production inputs. Computed interest rates on loans made

in farm inputs in the survey areas ranged from 84 to 120 percent annually

and 7 to 10 percent monthly. For example, a winter vegetable grower in

Kwangvang might buy on credit in January 100 yards of vinyl for 1,500 Won

that could readily have been purchased in cash for 1,200 Won. The debt

was repayed in May, making the effective rate of interest 7.3 percent

per month or 87.6 percent annually.
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For a loan in a new "sok" (bundle) of raw bamboo for a month a

Tamyang farmer-bamboo processor paid for the actual interest of 8.8

percent monthly or 105.6 percent annually.

Of the loans repayable in kind, 36 percent were on the basis of a

price for the product agreed to in advance; the remainder involved no

1·· . t· 1 t· 10exp ~c~t pr~ce s ~pu a ~on. In either case, choice of time and place

of delivery was at the lender's discretion, with the borrower responsible

for delivery costs.

For cash crops there was keen competition among buyers. Specialized

commission agents or wholesalers in Seoul extended credit to greenhouse

vegetable growers in the Kwangyang area, prior to harvest, or even before

planting, with no interest, but only the farmer's pledge to sell the

produce solely to the creditor. However, many farmers said that they

received relatively low prices when they delivered the produce, and the

farmers sometime broke their promises - but less often than they accepted

the unfair offers.

In predominantly subsistence areas an extensive network for this

type of credit was found. Merchants, millers and city wholesalers were

the primary sources of funds. They made loans to rural agents, who

contacted farmers in their areas, advancing funds against delivery of

crops at harvest time or buying green crops standing in the field.

Risk of loss was born by the agents. The transactions were mostly made

laThe first case is usually with respect to unhulled rice or barley
named "Narakton" (paddy baiting) and "Mojun" (barley baiting). The
other case with respect to hulled rice is called II sar iton (rice baiting).11
For the borrowers who had low credit ratings or for the loans equivalent
in amount to more than 4 to 5 bags of rice, the first case was most
conunon.
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two to three months before harvest. They usually used stipulated prices

which were uniform throughout the area. These were based on growing

conditions, current and anticipated prices of the commodities, and

prevailing interest rates, risk, etc.

Users of this type of credit were mostly marginal or small farmers

who needed money to buy food for their families or for emergencies and

were unable to get cash loans through other sources. Many examples of

this type of loan were found in the survey. Typically the actual

interest rates were much higher - 13.8 to 21.4 percent per month - than

the prevailing rates for cash loans, which were around 5 percent per month

in the region at that time (Table 5.10).

Opportunity for this type of combined trading and credit business

appears to be due to the small scale and dispersed nature of marketing in

a predominantly subsistence agriculture. It is profitable for merchants

because it reduces their risks and provides a use for their idle capital

during the months preceding harvest. ll

Credit Transactions Among Farmers and Individuals

About 67.5 percent of the private credit or about 49.6 percent of

the farmer's total credit was provided by well-to-do farmers, "Ke,"

relatives and friends. Approximately 80 percent of the total credit

from these sources was offered in kind - chiefly rice and barley. The

personal relationship between lender and borrower was the most important

factor in explaining the amount of the loan, the level of interest and

the security to be required.

llFor the similar discussion of the dual or triple function of
dealers, see Millard Long, £E. cit., pp. 275-288.
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Table 5.10. Typical Transactions of Tied-Sales

Date

Case I

April 15, 1968
Seungju, Korea

June 14, 1968
Seungju, Korea

Case II

August 10, 1968

November 9, 1968
Naju, Korea

Transactions

Dealer bought a
future delivery of
barley wi th the
payment of 1,400
Hon to farmer

Farmer delivered
a bag of barley

Dealer bought a
future delivery of
a bag of rice with
the payment of 3,500
Hon to farmer

Farmer delivered
a bag of rice

Current
price of
product

Won

2,000

4,950

Computation of
monthly interest

rate of the
transaction

% per month

2,000 - 1,400
2xl,400

-} -}

21.4%

4,950 - 3,500
3x3,500

-} -}

13.8%
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The lenders' concept of the maturity of one year in this category

was very vague. The same interest rates were frequently charged on the

loans for a period of 2 or 3 months as well as the loans for a period of

one year. When both parties made a one-year contract, it could mean

either a repayment just after harvest or a repayment by the end of the

solar year or of the lunar year, irrespective to the time the loan was

made. The major means of security for this type of loans was the

borrower's verbal promise and/or with a guarantor. Few lenders required

real estate as security.

Among farmers and individuals, the survey found that four types of

loans were practiced: 1) cash loans for cash repayment; 2) cash loans

tied to delivery of products after harvest; 3) loans in kind for the

repayment in kind after harvest; and 4) loans in kind with the

borrower's promise of rendering certain days of farm work during the

peak labor period.

The cash loan for cash repayment was usually very short-term; i.e.

1 to 3 months. The average rate of interest charged on this type of

loans was 4 to 5 percent per month while some of the loans were

interest-free. The credit was offered as a friendly gesture to the

farmers in need.

The second t)~e, cash loans for repa)~ent in kind were ~~inly

extended by relatives and friends residing in towns or cities in the

vicinity of the village and by well-to-do farmers in the village. The

principle of the loan management was almost the same as the afore

mentioned case for sales of produce tied to pre-harvest loans, but

the conditions were generally more favorable. In many cases, maturity



238

of loans was more than 6 months and the price of the product to be

delivered after harvest was not stipulated in advance. Interest rates

charged were 4 to 5 percent per month and at the harvest time the

equivalent amount of the product, mostly rice, was repaid on the basis

of the total amount of the principal and interest divided by the current

price of the product. Only few farmer-borrowers said they had the

definite amount of product settled when the loan was made.

The third type was most widely used. This was especially true in

remote areas. The so-called "Saekgu1y" or "Jangrikok (meaning 'long-

term credit in grain' in Korean)" was categorized in this type. The

actual maturity of this type of loan averaged around 6 to 12 months.

The main sources of this loan were well-to-do farmers, "Ke," or

12
landlords.

The price of product at the time of borrowing and the financial

status of the borrower affected significantly the rate of interest

charged on this type of loan. That is, the simple annual interest of

40 percent in physical terms was charged on the loans in rice made

around January-February when the price of rice was generally low, while

50 to 60 percent in quantity of product was charged on the loans made in

March and April when the price began to rise. The loan was usually

repaid after October, the rice harvest season. As a result, the nearer

to the harvest season that the loan was made; i.e., the shorter the

period of time for which the loan was made, and the higher the rate of

l2The current Land Reform Act practiced since 1946 prohibits tenant
farming, but it is believed that about 18 percent of Korean farmers are
tenant farmers.
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interest. This also reflected the characteristics of the borrowers.

Usually the small farmers applied a loan later in the season for

subsistence purposes whereas the well-to-do farmers used this type of

loan for the expansion of their farm business like purchases of land in

13the early stag~ of the year. Considering the price variation in rice

of 25 to 30 percent per annum, the lending is not always favorable to

the lenders.

Small farmers and rural laborers borrowed a certain amount of rice

or barley from the large farmers in the off-farming season, usually

early in springtime, under the condition that they would repay the loan

by rendering a certain number of days of farm work for the lender-farmer

in farming season. This is a sort of sales of labor tied to loans made

in the pre-farming season. In rural areas, there are serious labor

shortage problems around May when farm work such as rice-planting and

barley-harvesting are overlapped, and around October when rice-harvesting

and winter barley-sowing occur. Unemployment problems exist during off

seasons. Therefore, to secure enough labor in time for these two labor

peak seasons, the large farmers are willing to pay wages in advance to

the farmer-laborers. However, evidence indicates that the lenders were

taking advantage of the borrowers' urgent needs for subsistence. The

laborer-borrowers were not only substantially underpaid, considering the

amount of work assigned to them, but were also required to work on the

days that the farmer-lenders designated. In many cases, the laborers

had sacrificed their own farming in delaying planting or harvesting.

l3Among farmers in Korea, many transactions and payments in
agriculture are being made in kind, especially with paddy rice.



CHAPTER VI

FUNCTIONING AND DEPENDABILITY OF INSTITUTIONAL

CREDIT SYSTEM

The greatest opportunity to make more effective general uses of

credit lies in: (1) encouraging lenders to develop lending policies

which will foster growth of commercial agriculture; and (2) encouraging

and helping farmers to use credit constructively as part of a planned

program of farm improvements.

In this chapter the institutional credit policies with respect to

governmental and cooperative programs are examined. Also, the problems

from farmers' viewpoints in obtaining institutional loans compared with

private credit are investigated.

Government credit policies and programs can be a major means of

guiding both lenders and borrowers to effective use of credit. In this

section, the role and effectiveness of the agricultural cooperative,

the only present public credit institution in Korea, will be examined.

Developments of Agricultural Credit Institutions: Agricultural
Cooperatives!

For several centuries, Korean farmers have acknowledged the

importance of cooperation in their economic as well as social activities.

They have organized small scale cooperative societies called liKe,"

composed of several to a few hundred farmers in a village or community.

The main purpose of "Ke" is to increase mutual financial aids in their

lDiscussion materials from History of Agricultural Credit in Korea,
NACF (Seoul, Korea, 1963), passim. (in Korean). Agricultural Cooperatives
in Korea, NACF (Seoul, Korea, 1963), pp. 4-7. Rural Development Program
Evaluation Report, Korea, 1967, USOM!Korea (August, 1967), pp. 174-185.
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social life. Up to the present time, this "ke" has been a main source

for farm credit.

Under Japanese rule, Korea had an effective structure for providing

farm credit through nation-wide Financial Associations. After the

liberation, serious political, economic and social problems resulted in

inflation. The tremendous withdrawal of bank deposits seriously

curtailed the capabilities of rural financial institutions. The land

reform program of 1949 destroyed another important source of credit-

loans from large landowners.

After the Korean War, the government recognized the necessity of

organizing an agricultural credit system as part of the post-war

rehabilitation of the national economy. Studies by the Ed Johnson group

in 1955 and the John Cooper group in 1956 resulted in the formation of

the Korean Agricultural Bank. 2 This bank took over the operations of

the old Financial Associations and their Federation in May of 1956. The

bank was later reorganized under the Agricultural Bank Act in March of

1958. All institutional lending in the agricultural sector was handled

by the Agricultural Bank. At the same time, the Agricultural Cooperative

Act created the Agricultural Cooperatives and their Federation that

conducted all agricultural activities except farm credit services.

Disharmony between the Agricultural Bank and the Agricultural

Cooperatives in handling farm credit led to the formation of a new

2Agricu1tural Cooperatives in Korea, NACF (Seoul, 1963), p. 4.
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organization called "National Agricultural Cooperative Federation

(NACF).,,3 NACF has been the only organized financial institution of

any consequence in agriculture since its birth in 1961. More than 95

percent of total agricultural loans provided by government sources have

been granted through the Agricultural Bank and later NACF.

Institutional Credit Policies and Programs

Since the inauguration of the Agricultural Bank, total loans from

the organized money market have increased from 3.58 billion Won in 1956

to 52.81 billion Won in 1968, with an increase of almost 19 times in

banking funds and about a ten-fold increase in government funds (Table

6.1). The total agricultural loans outstanding from government funds

have declined from 52.4 percent of the total in 1956 to 35.7 percent in

1968. For the same period, loans from banking funds as a percent of the

total agricultural loans increased from 47.6 percent to 64.3 percent.

Since NACF began operations, loans outstanding from its own funds

have increased from 8.1 billion to almost 34 billion, about a 318

percent increase, during the period 1961 to 1968 (Table 6.2). This

sharp increase in banking funds has resulted from the NACF's successful

campaign in increasing its membership dues, deposits, savings and

business proceedings. Government budgeted funds have increased about

120 percent since 1961, with most of the increase coming in 1962, 1967

and 1968.

3The NACF has nine provincial branch offices aiding 132 special
cooperatives and 139 county cooperative federations. The county
cooperative federations are comprised of 16,663 village cooperatives,
with a total of 2.2 million farmer-members as of 1968.
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Table 6.1. Outstanding Agricultural Cooperative Loans from Banking
and Government Sources, 1956-68

Unit: Million Won

Year

1957a

1958b

1959b

1960b

1961b

1962b

1963b

1964b

1965b

1966b

1967b

1968b

From
Banking
Funds c

Amount

1,704

3,476

2,029

2,904

5,576

8,134

7,417

7,509

10,882

11,360

14,194

18,265

33,974

% of
total

47.6

47.7

24.6

32.4

44.1

48.7

39.9

38.1

47.0

48.8

52.4

53.1

64.3

From
Government

Budget
Amount

1,873

3,809

6,220

6,058

7,054

8,554

11,193

12,194

12,257

11,899

12,913

16,111

18,840

% of
total

52.4

52.3

75.4

67.6

55.9

51.3

60.1

61.9

53.0

51.2

47.6

46.9

35.7

Total

Amount

3,577

7,285

8,349

8,962

12,630

16,688

18,910

19,703

23,139

23,259

27,107

34,376

52,814

% of
total

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

aAs of end of March.

bAs of end of December.

c1956-60 from Agricultural Bank and 1961-68 from NACF.

Source: Data for 1956-60 from Rural Development Program Evaluation
Report, Korea. 1967, USOM/Korea, August, 1967, and data for
1961-68 from the Agricultural Yearbook for 1968, NACF, Seoul,
Korea.



Table 6.2. Specification on Cooperative Loans Backed by Funds from the Banking
and Government Sectors, 1961-68

Unit: Million Won

Fund Specification 1961 1962 1963 1964 1965 1966 1967 1968

1,817
957

1,998
533

2,715
114

Banking Sector:
Agricultural production funds
Agricultural & forestry funds
Grain-lien funds
General loans
Usurious debts settlement
Fishery funds
Livestock specification funds
Cooperative business funds
Special banking loans

Subtotal
Index

1,411 1,445 1,326 1,367 1,642 1,805 7,976
942 1,115 1,708 2,142 3,553 3,974 6,570

1,016 854 1,803 1,650 1,491 1,045 616
489 578 1,200 976 1,716 3,975 7,945

2,689 2,527 2,349 2,094 1,915 1,786 1,682
549 493 523 526 775 1,347 1,918
248 276 220 177 129 86 56

61 212 1,736 2,388 2,541 2,910 3,956
-- 11 8 17 40 432 1,337 3,255

8,134 7,417 7,509 10,882 11,360 14,194 18,265 33,974
100 91.2 92.3 133.8 139.7 174.5 224.6 417.7

8,499
9,572

7,541
7,947

5,596
6,713

5,185
6,276

3,796 4,688 4,161
6,603 7,040 7,558

204 128 114
218 514 194 274 294 466 494 649

72 76 144 150 144 138 129 120
8,554 11,193 12,194 12,257 11,899 12,913 16,111 18,840
100 130.9· 142.6'· 143.3 139.1 150.9 188.3 220.2

2,158
6,106

Government Budgeted Sector:
Agricultural production funds
Long-term irrigation
Fishing ftmd
Cooperative business funds
Agricultural warehouse fund

Subtotal
Index

Grand total 16,688 18,610 19,703 23,139 23,259 27,107 34,376 52,814

Note: Due to the rounding up, the figures do not add to the total. If the fund is subdivided into more
than a single purpose-type, the plural term "funds" or "loans" is used.

Source: Data for 1961..1967 from Agricultural Yearbook for 1968, and data for 1968 from Agricultural
Cooperative Honth1y Revie\v, NACF, February 1969.

~
~
~
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However, attempts to direct farmers' borrowings to organized

financial markets (cooperatives) have met with relatively little success

due to the lack of funds in relation to the growing needs for rural

credit at the farm level. The Farm Household Economy Survey data in

Table 6.3 and Figure 13 show the composition of an average Korean

farmer's debts by credit source at the end of selected years, 1961-67.

As the total debt per farm household increased from 3,306 Won in 1961

to 13,996 Won in 1968, debt per farm household from institutional

sources as a percent of the total amount of debt declined from 31.2

percent in 1961 to 23.6 percent in 1968. In other words, the average

farmer's dependency on the private loans to meet his credit needs

increased from 68.8 percent of the total debt in 1961 to 76.4 percent

in 1968 despite the remarkable increase in institutional loans. The

average annual growth rate of farm household total liabilities amounted

to about 24 percent over the period from 1961-1967, with loans from

institutional sources growing at the rate of 23 percent per annum and

loans from private sources increasing the annual rate of about 27

percent.

In May of 1961, the year of the Military Revolution, the government

promulgated the Rural Usury Debt Settlement Act in order to eliminate

usurious debts from rural ~Ld fishery areas and thereby facilitating

stabilization of the farm economy. Usury debt was defined by the Act

as one with an interest of more than 20 percent per annum, and all the

usury debts were subject to the law enforcements.
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Table 6.3. Outstanding Farm Household Debts by Credit Source
as of the End of the Year, 1961-1967

Unit: Won

Year
(Dec. 31)

Total Cooperatives &
Public Credit
Ins titution (B)
Amount B/A

(%)

Individuals (C)

Amount CIA
(%)

Others (D)

Amount D/A
(%)

1961

1962

1963

1964

1965

1966

1967

1968

Average
(annual)
growth
ratio)

(%)

3,306

4,751

6,669

7,575

10,570

9,986

11,432

13,996

(24.1)

1,033

1,478

2,115

1,388

2,284

2,972

2,501

3,308

(23.3)

31.2

31.1

31.7

18.3

21.6

29.8

21.9

23.6

24.5

2,237

2,993

4,313

5,400

7,627

6,045

8,371

9,907

(25.8)

67.8

63.0

64.7

71.3

72.2

60.5

73.2

70.8

68.7

361

280

241

787

655

969

560

781

(30.3)

1.0

5.9

3.6

10.4

6.2

9.7

4.9

5.6

6.8

&Unpaid interests on debts were not included.

Source: Designated Statistics No.8 & 9, Ministry of Agriculture and
Forestry, Korea, 1968.
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Through this act 1.2 million cases of debts were reported totaling

4
4,806 million Won as of the end of 1962. Of the total amount reported

2.9 billion Won or about 61 percent were judged by the Committee for

the Program as usurious debts. The Agricultural Cooperatives issued

to creditors 2,652 million Won of agricultural debentures or 55 percent

of total debts reported and the debentures were redeemed on an install-

ment basis over 4 years ending in 1968 with one year deferment. The

interest paid on these installment debentures by Agricultural

Cooperatives was 20 percent per year. Debtors were obliged to submit

to the cooperatives as promissory note equal in amount to the debt owed

to the money lenders. This note was for the same period of 4 years

with a one year principal deferment and an interest rate of 12 percent

per year. The 8 percent margin a year between interest payable and

receivable was to be compensated for by the government.

It is apparent that this kind of governmental action could not

achieve its goal unless provided with adequate follow-up measures like

a supply of sufficient credit through an effective and efficient

machinery. In spite of a significant increase in supply of institutional

loans following up the Program, the majority of farmers in this survey

reported that they still had to seek additional credit, and that because

of mistrust of each other created by the Act, they had great difficulty

in obtaining needed funds from private sources which then and now

provide most of the money. In 1961, 1962 and 1963 in the beginning

4Hung Bok Chin, "Supplementary Measures for Agricultural Credit
After the Rural Usury Debt Settlement Program," The Korean Economy, Vol.
6 (Seoul, Korea, March, 1963), pp. 59-66 (in Korean).
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years of the Program, the proportion of debt per farm household owed to

the private sector became as low as 68.8, 68.9 and 68.3 percent,

respectively (Figure 13). But this proportion increased to 81.7

percent in 1964, 78.4 percent in 1965, 78.1 percent in 1967, and 76.4

percent in 1968.

In order to maintain a good credit rating, there were many cases

reported that borrowers repaid their debts privately during the initial

period of the program, even though they were forced to report and

promised to repay them through the cooperatives at the cheaper rate of

interest and more reasonable terms set by the Act. Early in 1969 when

the program ended, the government had to refinance the deficit account

of debts unpaid due to the borrowers' lack of fulfillment of their

promises. It amounted to about 46 percent of total debts taken over by

the government.

Table 6.2 breaks down the loans outstanding from NACF into two

categories by source of funds: (1) loans from NACF's own funds and

(2) loans from government budgeted funds. Loans from the two sources

are divided into fourteen types of loans listed in the table which are

further subdivided into 48 categories of loans in reality. This

subdivision of a relatively small amount of institutional credit into

almost fifty different types of loans with rigid restrictions on

governing use at the county cooperative level has caused considerable

inefficiency in meeting with farmers' actual needs. Transfers of funds

between categories are not permitted. Thus, farmers in one region may

lack a certain category of funds, whereas they may have surplus funds
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for other categories, but county cooperatives have no privileges of

allocating the funds among the farmers' credit needs.

Secondly, NACF charges different rates of interest for practically

every category listed in Table 6.4. Gurley, Patrick and Shaw recommended

that "immediate steps be taken to rationalize the crazy-quilt pattern of

lending rates based on sources of funds. Where funds come from has no

bearing on rates at which they should be 10aned. IIS

A third criticism of governmental and NACF's credit policies and

programs involves the loan procedures and the maximum loan ceiling

policy. Maximum ceiling for a loan for agricultural production per

farm has been set at the amount of 50,000 Won (U.S. $179) since 1967.

Previously it was 20,000 Won (U.S. $71). In order to obtain this loan,

a farmer had to prepare at least seventeen kinds of loan papers to

submit to the cooperative. Because of red tape, NACF loans usually did

not come when they were most needed. So the farmers had to borrow from

private sources when needed funds for production and institutional

loans arriving later would be used for consumption purposes or to pay

back private loans. Regarding the mortgage loan, only 56 percent of

marked value of the farmer's mortgage was counted by the cooperative.

Most of institutional loans were contracted to be repaid at the end of

the year when most farmers' sales of farm products were made. This

5J. G. Gurley, H. T. Patrick, and E. S. Shaw, The Financial
Structure of Korea, USOM/K (Seoul, 1965), p. 86.



Table 6.4. Interest Rates for Borrowings and Loans of Agriculture Cooperatives

Percent per annum
Funds Rates for borrowings Rates on loans Rates on arrears

15.00 36.50
25.20 36.50
11.00 36.50
12.00 36.50
12.00
25.20 36.50
20.00
--- ---

25.20 36.50
28.00 36.50
16.00
20.00 36.50
25.20
25.20 36.50

Banking Sector:
Agr. production
Agr. & Forestry
Rice lien loans
Usury debts settlement fund (I)
Usury debts settlement fund (II)
Installment deposit loan
Loans against
Coop. business loan
General
Overdraft

Fishing

Special livestock and fishing

Fiscal Sector:
Counterpart fund

Short-term
Medium-term

Budgetary operation fund

Short-term

From 2 years to 5 years

From 5 years to 15 years
Pension fund
Grain management
Monopoly S/A
Long-term Irrigation
Warehouse

8.00
8.00
4.00
5.00

12.00

8.00
28.00

8.00

8.00

2.00
2.00

5.00

5.00

5.00
8.00

2.00
2.00

10.00
9.00

10.00
9.00

12.00
9.00

11.00
9.00

12.00

3.50
8.00

36.50
36.50

36.50

36.50

36.50
36.50
36.50
36.50
36.50

N
\Jl
t-'
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obviously accelerated lower farm prices in the post-harvest season. 6

Since the formation of NACF in 1961, there has been some attempt

by the government to put a larger proportion of loan funds into capital

improvements. However, the bulk of NACF and government lending is

embarked for short-term production loans. Table 6.5 shows the composi-

tion of intermediate- and long-term institutional loans. Excluding

loan funds for irrigation projects which were handled by irrigation

associations with a nation-wide organization, the proportion of

intermediate- and long-term loans to the total loans increased from 4.1

percent in 1961 to 26.4 percent in 1967. The percentage of farmers

who used this type of loan was less than 6 percent. It is almost

impossible for an ordinary farm operator to obtain this type of loan.

Calculated from data in Table 6.3 the average amount of debt per

farm household increased more than 4 times during the 7 year period.

This tendency of farmers' growing indebtedness might be a good sign of

agricultural growth, if there was evidence that it was being used by

enterprise-oriented farmers to become more commercially oriented.

According to the Farm Household Economy Survey, data in Table 6.6 and

Figure 14, as of the end of 1961 farmers used about 52.9 percent of

total borrowed funds to finance consumption expenditures, about 35.9

6In April, 1969, NACF revised regulations concerning the loan
procedures. Changes are: (1) papers to submit reduced from 17 to 5
papers, (2) up to 80 percent of market value of mortgage can be counted,
(3) repayments of debts can be made in a way that 60 percent of it be
paid by the end of the year, 30 percent be paid by January 20, the
following year and the remaining 10 percent by February 20, and (4)
credit for consumption purpose can be made to small farmers up to the
amount of 10,000 Won (U.S. $36.00).



Table 6.5. Inte~nediate- and Long-Term Agricultural Loans* Provided by Agricultural Cooperatives
and Ratios of Various Categories of Loans, 1961-1967

Unit: Million Won

Agricultural Loans by NACF

Total agricultural loans (A)

Intermediate- & long-term agricultural loans (B)

Irrigation loan funds (C)

Total agricultural loans excluding irrigation
funds (A-C) = (D)

Intermediate- & long-term loans excluding
irrigation funds (B-C) = (E)

1961 1962 1963 1964 1965 1966 1967

16,410 17,125 18,285 21,237 21,717 24,631 27,837

6,525 7,582 8,058 9,114 9,723 10,386 13,200

6,106 6,603 7,040 7,558 6,276 6,713 7,947

10,304 10,522 11,245 13,729 15,441 17,918 19,890

419 979 1,018 1,556 3,447 3,673 5,254

Ratios: B/A

E/A

E/D

(%)

(%)

(%)

39.8

2.6

4.1

44.3

5.7

9.3

44.1

5.6

9.1

42.8

7.3

11.3

44.8

15.9

22.3

42.2

14.9

20.5

47.4

18.9

26.4

*Excludes loans for fishery and general purposes.

Source: Agricultural Yearbook for 1968, NACF, Seoul, Korea.

N
VI
W
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Table 6.6. Uses of Farm Household Debts, 1961-1967

Unit: Won
Uses of farm debts

Year Total Agriculture (B) Side-business Consumption
(Dec. 31) debts (C) (D)

(A) Amount B/A Amount CiA Amount D/A
(%) (%) (%)

1961 3,306 1,187 35.9 370 11.2 1,749 52.9

1962 4,751 1,702 35.8 407 8.6 2,642 55.6

1963 6,669 2,049 30.7 522 7.8 4,098 61.5

1964 7,575 2,553 33.7 746 9.8 4,276 56.5

1965 10,570 3,686 34.9 522 4.9 6,362 60.2

1966 9,986 3,178 31.8 473 4.7 6,335 63.5

1967 11,432 4,175 36.5 1,619 14.2 5,638 49.3

1968 13,996 5,511 39.4 1,179 8.4 7,306 52.2

Source: Designated Statistics No.8 & 9, Ministry of Agriculture and
Forestry, Korea, 1968.
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Figure 14. Composition of Average Farm Household Debts by Use, 1961·67.,_.,· ..._.. CONSUMPTION
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percent for farm operation expenses including capital expenditures, and

the remaining 11.2 percent for side-business expenditures. Seven years

later the proportion of debts for farm production, consumption and side

business uses showed little change.

Finally, it should be noted that it may be almost impossible for

the many small farmers who live at the subsistence level to postpone

their immediate consumption needs for livelihood and to use a credit

for productive purpose only. Paradoxically, their consumption could be

considered as a sort of gross investment in human beings for the

continuation of their production activities. That is, a farm family's

living expenditure during the off-season is essential to growing the

crops as any production expenditure. However no institutional credit

for consumption purpose had been advanced to farmers till 1970.

In this context, the present governmental and cooperative's

uniform credit policy neglecting characteristic differences in

financial needs of each stratum of farmers in terms of size of farm,

type of farming, and degree of commercialization needs to be reviewed.

Small or marginal farmers, for instance, may need additional credit for

consumption purposes during the intervening period until the crops

are harvested, while medium- and large-scale farmers want some sort of

long-term credit for farm improvement. If the small farm family has

no readily accessible institutional credit for the badly needed

livelihood expenditure, it will be forced to contract debt from private

sources on unfavorable terms. However, providing peasant farmers with

necessary credit should be differentiated from granting "subsidies"

to the deserved families. Administratively and economically, it would
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be more efficient simply to give "deserved families" direct income

subsidies than to advance loans which have little chance for payment.

The Problems of Financing Agriculture: Farmers' Viewpoints

Availability of Rural Credit

This section deals with the availability and adequacy of rural

credit in the past, present and future, based on the farmers' opinions

and attitudes.

In order to find the past experience in obtaining funds, farmers

were asked "Have you failed to obtain loans requested during the past

7 year period through 1962 to 1968?" In answer to this question, 117

farmers or 58.5 percent of those sampled said they had failed more than

once to obtain the funds needed (Table 6.7). The same farmers reported

that during the period of 1962-1968 they had been unsuccessful in 189

loan applications with an average of 1.6 loans per person who failed.

The loans requested but not granted were about 40 percent for farm

improvements, 25 percent for farm operations, 18 percent for family

living, 11 percent for refinancing debts, and 6 percent for side

businesses. Of the 189 loans 78 were refused by institutional sources. 7

Fifty-eight and 53 loans, respectively, were refused by commercial and

agricultural sources (Table 6.7). Most of loan requests refused by the

7The sources from which the farmers had been unable to obtain credit
were classified in the following three groups: (1) institutional sources
such as agricultural cooperatives, government agencies and banks or other
public credit institutions, (2) commercial sources such as professional
moneylenders, and manufacturer, and (3) agricultural and other sources
including farmers, "Ke," and relatives or friends.



Table 6.7. Number and Percent of Farmers Who Failed to Receive Loans and the Number of Loans Refused
by Institutional Commercial and Other Slources, by Purpose of the Loan, 1968

Institutional Commercial Agricultural All sourcesd
Number of Percent sources sourcesb and other

Loan Purpose farmers of sources c
who fai1eda farmers Number of loans refused

Farm operation 29 24.8 21 13 12 46

Farm improvement 47 40.2 44 12 13 69

Side-business 7 6.0 5 3 5 13

Family living 21 17.9 - 20 17 37

Refinancing 13 ILl 8 10 6 24

Total 117 100.0 78 58 53 189

a Some farmers indicated more than one failure, but they are counted as one person.

bSuch as professional moneylenders, traders, and manufacturers.

cSuch as farmers, "Ke" , relatives and friends.

dSome farmers mentioned more than one failure.

N
VI
00
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institutional sources (65 out of 78) were to have been used either for

farm improvements or farm operations.

The most common reasons for loan refusal according to farmers

interviewed were "farm unit too small, 30.2 percent of total replies"

and "present debt too large, 20.1 percent" (Table 6.8). Other reasons

were "insufficient security, 15.3 percent," "does not qualify, 14.8

percent," "too many competitors, 14.3 percent," and others, 5.3 percent.

Of the total loans that were refused by institutional sources,

more than half were turned down for the reasons, "does not qualify,"

and "farm unit too small" (Table 6.8). About 19 percent of them were

turned down because the farmers' present debts were too large. "Too

many competitors was given as the reason in 11.5 percent of the cases,

"insufficient security" in 10 percent, and other reasons in 5 percent.

The other reasons include a general feeling of farmers, "no personal

relation with power in government or NACF." It is widely believed that

a certain amount of connection with political forces is needed to obtain

a large-sized intermediate or long-term loan from agricultural

cooperatives.

Commercial sources refused 58 loans for the following reasons:

28 percent of them for "farm unit too small," 21 percent for "too many

competitors;" 19 percent each for "insufficient security" and "present

debt too large;" and the remaining 3 percent for other reasons

(T2ble 6.8).

The farmers reported that they had the least difficulty in obtain

ing loans from agricultural and personal sources. Of the total 53 loan

refusals by these sources, "present debt too large" was most frequently



Table 6.8. Reasons Given by Farmers for Each Failure in Obtaining Loans
during 1962-1968, by Credit Source

Reasons
Institutional

sources
No. of %
loans
refused

COlThnercia1
sources

No. of %
loans
refused

Agricultural or
other sources

No. of %
loans
refused

All sources

No. of %
loans
refused

Farm unit too small

Insufficient security

Does not qualify

Present debt too large

Too many competitors

Others

Total

20

8

22

15

9

4

78

25.6

10.3

28.2

19.2

11.5

5.1

100.0

16

11

6

11

12

2

58

27.6

18.9

10.3

18.9

20.9

3.4

100.0

11

10

22

6

4

53

20.8

18.9

41.5

11.3

7.5

100.0

57

29

28

38

27

10

189

30.2

15.3

14.8

20.1

14.3

5.3

100.0

N
0'1
o
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mentioned by the farmers as the refusal reason, 41.5 percent. The

second most frequently cited reason was "farm unit too small" (21

percent) followed by 19 percent for "insufficient security," 11 percent

for "too many competitors" and 7.5 percent for other reasons such as

"bad credit ratings" and "dealer does not have money."

In a separate enquiry for this survey, the farmers were also asked

to state their opinions regarding (1) the availability of institutional

loans and (2) the availability of private loans according to the terms

of loans. These replies are tabulated in Table 6.9.

With respect to the availability of short-term credit, the

responses indicated that 55.5 percent of the sample farmers thought it

would be difficult to obtain institutional loans even with favorable

farm plans. Thirty four percent of the farmers said it would be easy to

procure institutional loans, but about 44 percent of these farmers or

15 percent of the sample farmers reported it would be very complex and

expensive. The remaining 15.5 percent had no opinion.

On the contrary, 77.5 percent of the sample farmers replied that

they could obtain short-term private loans without difficulty, but about

37 percent of these farmers or 21 percent of the sample farmers said it

would be expensive. Nineteen percent of the farmers interviewed

reported it would be difficult to procure short-term private credit and

3.5 percent had no opinion.

Regarding the availability of intermediate and long-term loans,

65 percent of the survey farmers indicated institutional credit was

hard to obtain with a good plan (Table 6.9). Only 19 percent said they

could get intermediate or long-term loans from cooperatives or banks but



Table 6.9. Farmers' Opinion on the Availability of Short- and Long-term Loans
by Credit Source, 1968

Institutional loans Private loans
Short-term Intermediate Short-term Intermediate

Availability of loans or long-term or long-term
No. of % No. of % No. of % No. of %
farmers farmers farmers farmers

Easy to obtain w/wo
good plan 38 19.0 16 8.0 113 56.5 25 12.5

Difficult to obtain even
with good plan 111 55.5 130 65.0 38 19.0 118 59.0

Easy but too complex or
expensive 30 15.0 22 11.0 42 21.0 31 15.5

Don't know 31 15.5 32 16.0 7 3.5 26 13.0

Total 200 100.0 200 100.0 200 100.0 200 100.0

N
0'1
N
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a majority of these people stated that the actual cost would be high and

the procedure very complicated. Sixteen percent of the farmers did not

know whether or not they could obtain such loans.

The interest rates charged on intermediate and long-term

institutional loans ranged from 9 percent to 11 percent per annum, a

very low rate compared with an average rate, 25.2 percent for short-term

institutional loans and with about 70 percent for private loans. The

loan limit for the long term credit was 200,000 Won, which was more

than 10 times greater than that for short-term institutional loans.

Those farmers who were able to obtain this type of loan complained

about enormous side expenses incurred during the loan application

process. For example, it was the farmer-borrowers' consensus that

they had to pay a range of 5 to 10 percent of the total amount as

personal compensation to the cooperative clerks or those concerned.

Yet, these farmers were happy to obtain the loans.

As for the availability of intermediate or long-term private

loans, a majority of the sample farmers were pessimistic. Fifty-nine

percent of the farmers reported that it would be impossible to obtain

long-term private credit (Table 6.9). Twenty-eight percent stated that

they could obtain it, but more than half of these farmers said it would

be toe expensive. Thirteen percent did not know if they could obtain

intermediate or long-term private loans. From the above discussion,

it is apparent that farmers are experiencing both external and internal
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capital rationing. 8 The capital rationing relates directly to the whole

problem of risk and uncertainty in agriculture. The lender who cannot

be sure of the future outcome of his credit activity executes external

rationing, while the average farmer who cannot see into the future but

can clearly see the high cost of using credit may decide upon internal

rationing, especially under the situation of the failures of the

institutional credit arrangements.

Adequacy of Cooperative Credit Programs

In order to find out whether or not farmers have received adequate

technical and financial assistance in their farm management, several

questions were asked of those 174 farmers who said they had at least

once used institutional loans during the period from 1962-1968. First,

sample farmers were asked whether they felt the amount of institutional

loans - short or long-term - was satisfactory to meet the needs for

agricultural programs. About 19.5 percent of the cooperating farmers

said the amount was satisfactory (Table 6.10). About 70 percent reported

it was not satisfactory and the remaining 10 percent had no opinion.

Regarding the procedure that they had to go through to obtain the

institutional loans, almost 33 percent said it was complicated and

time-consuming; about 9 percent mentioned that personal compensation or

political pressure was needed; a little over 28 percent said the

8"External capital rationing means that (additional) credit is not
available at going rates of interest because of limitations imposed by
lenders. Internal capital rationing refers to those instances in which
(additional credit) could be obtained but manager elects not to use it."
For the in-depth study, see Leon F. Hesser and Melvin R. Janssen,
Capital Rationing Among Farmers, Purdue University Research Bulletin
No. 703 (November 1960).
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Table 6.10. Opinion of Farmers Who Thought There Were Problems
Regarding Institutional Loan Programs

Farmer 0p1n10n regarding the adequacy of
institutional credit programs

Amount of credit to tailor
agricultural programs

Total

Satisfactory
Unsatisfactory
No idea

No. of
Farmers %

34 19.6
122 70.1
18 10.3

174 100.0

Loan procedure

Total

Advice and superv1s10n
on the proper credit use

Total

Cooperative or governmental
farm inputs purchase
programs except fertilizer

Total

Price-supports or
cooperative marketing
programs after loans made

Total

Simple and fast
Complicated and red tape
Special efforts needed
No idea

Almost none
Agency does not

understand farm
problems

Satisfactory
No idea

Almost none
Inadequate
Satisfactory
No idea

Almost none
Inadequate
Satisfactory
No idea

49
57
16
52

174

90

52
24

8

174

68
85
11
10

174

56
89
21

8

174

28.2
32.7
9.2

29.9

100.0

51.7

29.9
13.8
4.6

100.0

39.1
43.1

6.3
5.7

100.0

32.2
51.1
12.1
4.6

100.0



Table 6.10. (Continued) Opinion of Farmers Who
Were Problems Regarding Institutional Loan

Farmer opinion regarding the adequacy of
institutional credit programs

Repayment terms

Total

Preferred repayment date

Total

Too short
Not flexible and

suited to farmer
Satisfactory
No idea

End of year
Jan.-March
At any time within

contract
No idea

266

Thought There
Programs

No. of
farmers 10

43 24.7

96 55.2
19 10.9
16 9.2

174 100.0

31 17.8
43 24.7

88 50.6
12 6.9

174 100.0
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procedure was simple and relatively fast; and nearly 30 percent said they

did not know. A relatively large percentage of "don't know" answers was

due partly to the fact that most small-amount short-term institutional

loans were distributed through the village cooperative representative.

Effective use of credit, even if sufficient amounts are provided,

cannot be expected without suitable technical guidance to the farmers,

easy access to farm inputs and adequate markets for the farm products.

This section will focus on these factors.

Almost 52 percent of the cooperating farmers indicated that no

special advice or supervision on the proper use of credit was given.

Advice and supervision in this study refer to the credit guidance

program by agricultural cooperatives or other banking institutions.

Farm management and technical guidance are offered by the governmental

extension agency. Farmers did not differentiate one function from

another at the farm level. Thirty percent said the credit agency did

not understand farm problems. The opinion of these farmers was that

either the agency lacked personnel trained in agriculture or personnel

in charge did not properly direct the farmer. Nearly 14 percent of the

farmers who had used institutional loans at least once during 1962-1968

said advice and supervision were satisfactory and 5 percent answered

that there was toe much supervision.

The cooperating farmers blamed the government and the cooperatives

for the inavailability and the inadequacy of farm supplies, except

fertilizers. About 39 percent said there was little effort on the

part of the government or cooperatives to secure desirable and needed

resources for them and 49 percent reported that farm supplies such as
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insecticides, seeds and farm tools and implements supplied through the

cooperative channels were insufficient and inadequate. Some of the farm

inputs, for example, insecticides and farm tools provided by cooperatives

in the form of loans in kind or cooperative purchases were lower in

quality than those which the farmer could buy in the market at the same

price or even at a lower price. A mismanagement or abuse of cooperative

purchase programs was evident almost everywhere, since the materials

that were purchased solely by the office of cooperative federation in

Seoul without considering regional differences in farm management, were

uniformly handed down to village levels. Only 6 percent of the

institutional loan users said they were satisfied with the cooperative

purchase programs of farm inputs and another 10 percent stated that they

did not know.

Despite the fact that farm price supports and cooperative marketing

programs are major services for the institutional credit program,

about 32 percent of the cooperating farmers said the institutional price

and marketing programs had little or no effect upon the individual farm

economy. The majority of the farmers indicated the programs were

inadequate in meeting the intended objectives. Apparently this was

referring to the low governmental purchase prices of farm products

compared with the relevant market prices. The~efo~e, it was not

surprising to note that in spite of an increasing attempt by the

government and cooperatives to obtain a greater volume of cooperative

marketing or purchase of farm products, only 6 percent of the farmers

stated that they were satisfied. Another 6 percent had no idea.
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Adequate length and flexibility of repayment terms are two

essential factors necessary in any type of lending. This is especially

true as the farmer's need for intermediate-term credit grows. Often,

longer and more flexible terms are desired by farmers for adequate farm

planning. Repayment terms should vary according to the special needs

of each farmer and according to the profitability of the farm operation.

This practice, thereby, will aid the good farmer and at the same time

enable lenders to keep better control over their loans.

The survey results in Table 6.10 indicate that only 11 percent were

satisfied with the terms of institutional loans they had used. The rest

of the farmers who were familiar with repayment terms believed that

their repayment terms were either too short or not flexible enough or

unsuited to the farmer. As pointed out in an earlier chapter, most

short-term institutional loans are due at the end of the year and this

causes a severe reduction of farm prices after the harvest, causing

farmer-borrowers to receive unduly low earnings. A borrower overdue in

his loan payment is charged an interest of 36.5 percent on the arrears.

On this account the farmers were asked to state their preferred

season of institutional loan repayment. A little less than 18 percent

said they would still prefer the end of the year; almost 25 percent

mentioned sometime during January and }~rch when the farm prices usually

begin to rise; the majority preferred "at any time within the contract

term." The repayment terms of short-term loans should be fixed to the

best interest of the farmer-borrowers, not for the credit agencies who

try to meet the fiscal year schedule with the government.
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Need for Strengthening the Supervised Credit System

The previous analysis indicates that credit is greatly needed on a

broad front to advance fro~ the subsistence farming to commercial

farming. Also the present institutional credit system needs to change

its policies and to improve its programs in order to be of effective

service to farmers. For a farmer-borrower to make effective use of

credit he should be able to analyze his present situation, plan the

important changes for which credit could be used, and trace through the

effects of such changes (uses) on the organization and income producing

ability of his farm and obtain the needed credit at reasonable cost and

under favorable terms regarding repayment.

In the absence of effective credit programs, many farmers misuse

their production credit, default on repayment and thus disqualify

themselves for further assistance. Institutional credit must be

supplied with the surety that the technology is available to provide

the increases in income which allow f~ll servicing of the debt; and new

technology be assured of being accompanied by adequate credit. 9 The

so-called supervised credit system that aims to tailor the institutional

credit to broader programs such as extension and cooperative marketing

activities could provide ~ solution for the above problems.

Supervision should cover disbursement of loan proceeds, planning of

farm operations and family living budgetings, measurements of progress,

and advice on both production and marketing problems. This is not so

9John W. Mellor, The Economics of Agricultural Development, Cornell
University Press (New York, 1966), p. 323.
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difficult as may appear, especially in Korea where an agricultural

extension system has been successfully developed, but it does require

a close coordination with current credit and marketing activities of

agricultural cooperatives. Presently agricultural cooperatives have

their own staff members to carryon a limited function of a supervised

credit program with special emphasis on financial aspects, whereas

extension workers within a different agency guide farmers with technical

knowledge. It must be recognized that, if an agricultural loan program

as well as a rural guidance program are to have maximum impact, the

kind of financial supervision and technological guidance undoubtedly

needed to be systematically coordinated with each other or consolidated

into a unified agency.

In the earlier stages of farm development, when capital is scarce,

the basic principle of getting the greatest return per Won invested or

spent guides the decision of how to "snowball" limited funds into an

expanded farm business. In this stage of development the goal is not

the highest yield per acre, nor necessarily even the highest net return

per acre. 10

Getting the greatest return per Won of capital means taking "first

things" first. It does not necessarily mean developing the weakest

aspect of the farm completely and then turning to the next weakest.

for example, increasing the fertility level is initially the most

important aspect of developing a particular farm; something else such

10Sydney D. Staniforth, Capital Requirements and the Use of Credit
in Agriculture, Public Policy Material, University of Wisconsin
Extension Service, (Madison, January 1955), Passim.
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as intensifying pest and insect control or providing food for family

consumption during the intervening period, may become more crucial when

the fertility level has been partially built up. This requires that

the whole farming operation be viewed as a single unit both to identify

weaknesses which are opportunities to develop and in tracing through

the benefits of capital use. It means building the whole farm as a

single (family) business unit where credit and improved practices are

viewed as a joint element in the effort to improve the farmer's

position.

Finally, lending activities among farmers are not particularly

formal at present except where loans are made through agricultural

cooperatives and other public credit institutions. As government

sponsored credit is broadened, as is now contemplated, the question of

who is eligible for credit and how the program is carried out assumes

great importance. There are indications that the new credit program will

use its limited funds to assist those farmers who have progressed the

farthest in moving away from subsistence farming toward the commercial

level.

It is reasonable to give assistance to this relatively small group

of commercial or semi-commercial farmers but in so doing the needs of

the vast majority of Korean farmers who are still at or near the

subsistence level cannot be ignored; they need credit and supervision

in order to move forward to the semi-commercial level. It is

recommended that the establishment and eligibility for rural credit

assistance be kept as flexible as possible so as not to restrict the

program unduly with possible political or social rep~rcussions.



CHAPTER VII

POTENTIAL DEMAND FOR AND SUPPLY OF RURAL CREDIT

In this chapter, farmers' desires for additional credit are

projected to obtain estimates of farm credit requirements. Also, short-

term and long-term credit requirements at the national level are

computed by utilizing the governmental data and obtaining the marginal

capital coefficient. Finally, ways and feasibility of mobilizing the

additional credit needed are discussed.

Farmers' Need for Additional Funds

The amount of credit to use depends primarily on the farm

operator's ability to use it efficiently. More specifically, it

depends on the following three factors:
l

1. How much is needed for efficient operation. The amount and

its use and whether it should be long-term, intermediate, or short-

term is dependent on the stage of development of the farm business

and on the present debt situation of the operator.

2. Can the loan be repaid out of operating income. The first

lien on farm income is living for the family, then taxes, then

operating expenses. What is left is available for interest and

principal payments on the loan. The amount above living and operating

costs must be compatable with the size of repayments and the length of

the loan period.

lMax F. Abell, Financing the Farm Business, University of New
Hampshire, Extension Bulletin 112 (May 1953), pp. 10-11.
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3. Can the loan be obtained under reasonable terms, i.e. suited

to the needs of operator and his ability to repay. Even if the

borrower succeeds in convincing the lender of his needs, his repayment

ability, the value of collateral, and his personal integrity, there will

likely be limitations due to the maximum amounts and terms and

conditions on which some lending agencies may loan.

Sample farmers were asked to indicate, if any, (1) what changes

they would make in the farm business and household living if additional

funds were availablp. to them for immediate and long-term uses, (2) the

amount needed, (3) the length of repayment terms needed to repay the

loan, (4) the maximum rate of interest that the farmer would be able to

pay, and (5) the agency where the farmers expect they should be able to

obtain the funds.

Desire for Additional Credit

Among the 200 sample farmers included in this survey, 167 or 83.5

percent, said that they would like to have access to additional credit.

These farmers desired a total of 298 loans for various investment

purposes (Table 7.1).

These credit needs averaged 1.5 loans per farm household, for

which farmers with small acreages, conventional-crop growers and less

market-oriented farmers indicated a greater number of credit needs per

farm. That is, a typical marginal farm operator mentioned 1.6 credit

needs; a general farmer, 1.8; and a subsistence-oriented farm operator,

1.6; while an average large farm operator indicated 1.3 credit needs;

a fruit, vegetable or other specialty grower each a little less than

1.4 credit needs; and a market-oriented farmer 1.3 credit needs.
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About 34 percent of the total credit was desired for the invest

ment in farm operations. A little more than 26 percent of total credit

needs were for farm improvements. An additional fund for betterment of

family living was indicated as 21.5 percent of total credit needs.

Clearance of high-interest or old debts comprised about 11 percent of

the farmers' credit needs. Finally, about 7 percent was desired for

side-businesses.

By size of farm, both marginal and small farmers indicated a

greater proportion of their credit needs for farm operation and family

living (short-term credit) but a smaller proportion of farm improve

ment (long-term credit) than those of medium and large farm operators.

The data in Table 7.1 show that credit needs for the farm operation

comprised 37.5 percent of total credit needs by marginal farmers and

23 percent of those of large farmers, while credit needs for farm

improvement accounted for 21 percent of total credit needs of marginal

farm operators and 38.5 percent of those of large farmers. The economic

rationale for this trend is that small-scale farmers are in general

much concerned about immediate return from investments. They were

afraid of long-term investments because of the risk and uncertainty.

There were no particular differences in credit needs for refinancing of

debts and side-businesses among varying farm-size groups.

Among farm types general and paddy farms needs were comparable to

those of marginal and small farms. The other two farm-size groups'

needs were similar to the remaining three cash croppers. Credit

needed for the farm operation made up 45.5 percent of total credit

needs by the general farmer and 21 percent of those of fruit farmers,



Table 7.1. Number and Percentage of Credit Needs by Investment Purpose and by Size, Type and
Market Orientation of Farm, 167 Intended Borrowers, 298 Loan Proposals, 1968

Farm Farm Side- Family Refinancing Total
No. of Operation Improvement business living

Farm group sample No. of A/F No. of BIF No. of CIF No. of D/F No. of ElF No. of F/A
farmers credit (%) credit (%) credit (%) credit (%) credit (%) credit (%)

(A) needs needs needs needs needs needs
(A) (B) (C) (D) (E) (F)

Size of Farm
Marginal farms 60 36 37.5 20 20.8 7 7.3 21 21. 9 12 12.5 96 1.6
Small farms 70 38 35.8 26 24.5 8 7.5 24 22.6 10 9.4 106 1.5
Medium farms 50 22 31.4 22 31.4 4 5.7 14 20.0 8 11.4 70 1.4
Large farms 20 6 23.1 10 38.5 2 7.7 5 19.2 3 11.5 26 1.3

Type of Farm
Paddy farms 118 54 32.3 46 27.5 11 6.6 38 22.8 18 10.8 167 1.4
General farms 43 35 45.5 16 20.8 4 5.2 14 18.2 8 10.4 77 1.8
Vegetable farms 12 4 23.5 5 29.4 2 11.8 4 23.5 2 11.8 17 1.4
Fruit farms 10 3 21.4 4 28.6 2 14.3 3 21.4 2 14.3 14 1.4
Other farms 17 6 26.1 7 30.4 2 8.7 5 21. 7 3 13.0 23 1.4

Market-Orientation
Subsistence-

oriented farms 117 71 37.6 45 23.8 13 6.9 39 20.6 21 11.1 189 1.6
Market-oriented farms 83 31 28.4 33 30.3 8 7.3 25 22.9 12 11.0 109 1.3

All farms 200 102 34.2 78 26.2 21 7.0 64 21.5 33 11.1 298 1.5

!'oJ
'-J
(j\
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whereas, credit needs for farm improvement accounted for 21 percent of

total credit needs of general farmers and 29 percent of those of fruit

farmers.

Credit needs for the farm operation comprised 38 percent of the

total credit desired for 8.0. farmers and 29 percent for M.O. farmers,

while credit needs for farm improvement made up 24 percent for 8.0.

farmers and 30 percent of that of M.O. farmers.

Farmers with small holdings, conventional crop growers and

subsistence-oriented farmers needed more variety and volume of credit

than their counterparts, the proportion of credit needs for short-term

investment were also greater.

Terms and Conditions of Credit Needs

The farmers who wanted to borrow said they would need an average

of 28,125 Won for an average of two years and one month at about an

interest rate of 27.1 percent per annum if the investments were to be

successful (Table 7.2).

For a successful investment in farm production an average of

22,020 Won per farm household would be needed according to the

respondents. The farmers also wanted the loan for an average of one

year and three months up to an average maximum interest charged at 26.5

percent per annum.

The credit needs for farm improvements included expansion of farm

acreages, land improvement, irrigation and drainage, farm facilities

and installations, large farm implements, etc. For this intermediate

and long-term credit the intended farmers said they would need an

average of 48,980 Won for an average of 3.8 years at an average annual
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interest of 21.2 percent.

The amounts of credit needed for family living averaged 18,750

Won and the intended borrowers desired an average length of loan of one

year and two months at the average possible maximum interest of 30.6

percent per annum. Credit needs for clearance of debts averaged 18,040

Won for an average term of two years and one month. A noteworthy

finding was that the farmers who wanted additional credit for this

category said they would pay an annual interest up to 36.2 percent.

This is an understandable interest level when it is compared with an

annual rate of 36.5 percent, the one officially charged on arrears by

the agricultural cooperatives.

Finally, the average size and length of credit needed for side

business were the second largest and longest, next to the farm

improvement loan. Farmers who wanted to borrow for the side-business

expenditures said they needed an average of 24,730 Won for an average

of two years and four months with an average annual interest rate of

26.4 percent.

When the intended borrowers were asked to state credit agencies

from which they should be able to obtain the above credits with the

desired terms and interest rates, a little over 65 percent of the

f2rmers said agricultural cooperatives; about 13 percent mentioned

other farmers or liKe"; almost 18 percent traders or manufacturers; 7.4

percent friends and relatives; and only 2.7 percent suggested

professional moneylenders as the expected credit source (Table 7.2).

This seems to reflect where any farmer think they might expect to

obtain credit at the terms and interest rates desired.



Table 7.2. Characteristics of Farm Credit Needs and the Source of Credit Where Farmers Should be Able
to Obtain the Loans, 1968

Average Average Average Expected credit source
Investment purpose Credit size of length interest Ag. Coops Prof. Traders or Farmers Others

needs a credit of loan rate or Banks Money- manufacturers or "Ke"
needed needed listedb lenders

No. % lolon Month % Per Annum Number of Credit Needs

Farm operation 102 34.2 22,020 15 26.5 73 -- 18 8 3

Farm improvements 78 26.2 48,980 45 21.2 65 -- 7 6

Side-business 21 7.0 24,730 28 26.4 16 -- 4 - 1

Family living 64 21.5 18,750 14 30.6 26 4 2 18 14

Refinancing 33 11.1 18,040 25 36.2 14 4 4 7 4

Total 298 100.0 (28,125) (25) (27.1) 194
(65.1%)

8
(2. 7%)

35
(11.7%)

39 22
(13.1%) (7.4%)

aS ome farmers mentioned more than one investment purpose.

bThe farmers ,1ere asked to indicate the highest interest rate that they would be able and willing to pay for
a single loan they needed. The figures are arithmetic means of interest rates on loans.

cThe farmers listed expected credit sources from which they should be able to obtain loans with the
aforementioned terms and interest rates. N

"-J
~
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As the credit need was more production-oriented, the farmers'

expectancy (dependence) on agricultural cooperatives became greater.

The data in Table 7.2 indicate that farmers would expect cooperatives

to supply the funds for 65 out of 78 credit needs for farm improvements,

73 out of 102 credit needs for farm operations and 16 out of 21 credit

needs for side-businesses, whereas only 26 out of 64 credit needs for

family living and 14 out of 33 credit needs for refinancing of debts

would be expected from cooperatives.

~

Average Size of Credit Needs

The respondents to the questionnaire who indicated that they were

in immediate need of funds stated the amount desired for each of their

credit needs. The data were simply rearranged by farm group with 167

intended borrowers as shown in Table 7.3 and again these figures were

converted into the one which would represent the average amount of credit

needed per farm household in each farm group with all sample farmers as

indicated in Table 7.4. From the data in Table 6.7 we can determine the

average amount (size) of credit needed per investment by those farmers

who wanted to borrow. From the data in Table 6.8 we can project the

total demand for credit at the aggregate level.

The average size of credit needs calculated per farm household was

28,125 Won (Table 7.3), which was more than 2.5 times greater than

10,982 Won, the average size of loans that the survey farmers actually

obtained in 1968 (see Table 4.3). On the other hand, the average number

of credit needs per farm household appeared to be smaller than the

average number of loans that the farmers obtained in 1968. That is, 1.5

credit needs were indicated per farmer (Table 7.2), while the survey
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showed 2.3 loans per farmer (Table 4.3). This fact supports an earlier

observation that apparently the size of loans farmers obtained was so

small that they had to obtain more loans than should have been needed to

serve the needs.

The differences between the size of credit needs desired for the

future and the size of loans actually obtained were particularly con

spicuous in marginal and small farms by size of farm, paddy, other

specialty and vegetable farms by type of farm, and market-oriented

farms. That is, the average amount of credit needed by these farm

groups was about 2.6 times greater than the average size of loans each

of the same farm groups used in 1968. This means that these farmers

desired much larger loans than those they were able to obtain in 1968.

The above comparison was generally consistent with the earlier argument,

except for the case of general farms and market-oriented farms, that

lenders obviously preferred to make their larger loans to farmers in a

strong financial position. The general farmers apparently showed a

conservative attitute in contrast with the market-oriented farmers who

took a vigorous attitude toward their demands for needed funds.

The size of credit needs per farm household by investment purpose

is broken down for the various farm groups in Table 7.3.

With respect to the farm operation, the average size of credit

needs of large farmers was estimated at 44,563 Won, which was almost

three times larger than that of marginal farmers. By type of farm, the

average size of credit needs for the same purpose by intended borrowers

of fruit farms was 46,417 Won which was three times larger than that of

general farms. The same type of comparison between 8.0. farmers and



Table 7.3. Average Credit Requirements, by Investment Purpose and by Size, Type and Market-
~:ientation of Farm, 167 Intended Borrowers, 298 Boan Proposal, 1968

Farm Farm Side- Family All credit
Operation Improvement business Living Refinancing Needs

Farm Group Average Average Average Average Average Average
size of size of size of size of size of size of
credits credits credits credits credits credits
desired desired desired desired desired desired

Size of farm
Hargina1 farms 15,253 47,121 25,157 16,209 13,770 22,638
Small farms 19,439 50,090 22,461 17,249 14,308 26,206
Hedium farms 31,400 51,120 28,887 22,089 26,194 34,997
Large farms 44,563 45,088 24,020 27,280 25,780 37,694

Type of farm
Paddy farms 23,530 49,773 27,719 18,526 15,871 29,070
General farms 12,198 42,538 28,154 18,177 16,189 21,041
Vegetable farms 43,149 51,295 16,564 19,311 26,526 34,735
Fruit farms 46,417 54,898 12,465 21,123 20,300 34,839
Other farms 39,432 53,441 22,950 20,196 23,432 35,993

Harket-Orientation
Subs is tence-
oriented farms 16,654 42,481 23,157 17~655 16,218 23,581

Harket-oriented farms 33,982 57,838 27,307 20,461 22,064 36,177

All Farms 22,020 48,980 24,730 18,750 18,040 28,125

N
00
N
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M.O. farmers who wanted to use credit indicates that the average size of

the latter was double that of the former, with an average amount of

33,982 Won.

There was no particular difference in the size of credit needs for

farm improvement by intended borrowers of individual farm groups, except

that commercially oriented farms showed somewhat higher amounts than

the others. The same trend prevailed over the credit needs for the side

business by the varying farm group, except that the average size of

smaller farms, conventional crop farms and market-oriented farms was

greater than for the other groups.

Regarding the credit needs for family living and refinancing of

debts, the larger-sized, cash-crop growing and market-oriented farms

indicated a larger requirement than other farms. This may be simply

because of their large scale of expenditures for those purposes.

Amount of Borrowed Funds Needed per Farm Household

Based on the average size of credit needs of 167 farmers (Table

7.3), the average amount of borrowed funds desired by a farm household

was derived as (see Table 7.4). This data indicates that a typical

farmer wanted 41,905 Won in credit for various purposes. This amount

was almost 1.7 times the amount of credit used by the average farmer

in 1968 as shown in Table 4.4.

As the size of farm became greater, the amount of borrowed funds

desired by a farmer increased but not so significantly as the increase

in the amount of credit used by a farmer (Tables 7.4 and 4.4). The

average amount of credit needed varied from 36,221 Won in marginal

farms to 49,002 Won in large farms. The ratio of the credit needed and



Table 7.4. Average Amount of Borrowed Funds Needed, by Investment Purpose and by Size, Type and
Market-Orientation of Farm, 200 Sample Farmers, 1968*

Farm Farm Side- Family
Farm Group Operation Improvement Business Living Refinancing Total

Won % Won % Won % Hon % Won % Won %

Size of farms
Marginal farms 9,152 25.3 15,707 43.4 2,935 8.1 5,673 15.7 2,754 7.6 36,221 100.0
Small farms 10,553 26.6 18,605 46.9 2,567 6.5 5,914 14.9 2,044 5.2 39,683 100.0
Medium farms 13,816 28.2 22,493 45.9 2,311 4.7 6,185 12.6 4,191 8.6 48,996 100.0
Large farms 13 ,369 27.3 22,544 46.0 2,402 4.9 6,820 13.9 3,867 7.9 49,002 100.0

Type of farms
Paddy farms 10,768 26.2 19,403 47.2 2,584 6.3 5,966 14.5 2,421 5.9 41,142 100.0
General farms 9,929 26.4 15,828 42.0 2,619 6.9 5,918 15.7 3,384 9.0 37,678 100.0
Vegetable farms 14,383 29.2 21,373 43.4 2,594 5.3 6,437 13.1 4,421 9.0 49,208 100.0
Fruit farms 13,925 28.6 21,959 45.0 2,493 5.1 6,337 13.0 4,060 8.3 48,774 100.0
Other farms 13,917 28.6 22,005 45.2 2,700 5.5 5,940 12.2 4,135 8.5 48,697 100.0

Market-Orientation
Subsistence-
oriented farms 10,106 26.7 16,339 43.2 2,573 6.8 5,885 15.6 2,911 7.7 37,814 100.0

Market-oriented farms 12,692 26.6 22,996 48.2 2,632 5.5 6,163 12.9 3,190 6.7 47,673 100.0

All farms 11,230 26.8 19,102 45.6 2,597 6.2 6,000 14.3 2,976 7.1 41,905 100.0

*Derived from the average credit requirements by 167 intended farmers in Table 6.7.

N
ex>
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actually used was about 1.8 in the case of marginal farms and 1.4 in

large farms. These data seem to support the contention of those who

believe that the demand for credit by the small farmers was greater in

relation to what they borrowed previously than that of the large scale

farmers. In other words, the large farmers enjoyed a relatively good

credit use situation compared with the small farmers. Lenders are more

likely to make loans for the larger farmers and thus the larger farmers

have a better opportunity to carry out their financial programs without

encountering external capital rationing.

The average amount of credit needed did not appear to be

significantly different for different farm types (Table 7.4). These

needs ranged from that of a typical general farm at 37,678 Won, to the

average vegetable farm operation at 49,208 Won. General farm operators

who seem conservative in their use of, and attitudes toward credit in

this study showed a relatively high ratio of the amount of credit

desired and to that used. The ratio probably reflects the high degree

of external capital rationing to small farmers. It probably does not

mean a liberalized attitude of the general farmers toward the use of

credit.

Subsistence oriented farmers desired an average of 37,814 Won and

M.D. farmers wanted to borrow a total amount of 47,673 Won (Table 7.4).

Compared with the amount of credit these farmers used in 1968, the

ratios were 1.8 and 1.6, respectively.

The average amount of borrowed funds by investment purpose and

farm group is tabulated in Table 7.4. Of the total amount of 41,905

Won, the average farmer planned to invest 19,102 Won or, 45.6 percent,
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for farm improvements; 11,230 Won or 26.8 percent for farm operations;

6,000 Won or 14.3 percent for family living; 2,976 Won or 7.1 percent

for refinancing of debts; and 2,597 Won or 6.2 percent for side

businesses. Actual credit used for the same purposes were shown in

Table 4.4. The average ~armer indicated much larger amounts and

percentages of credit needs for farm operations, farm improvements and

side-businesses, than in the case of credit actually used in 1968.

But the farmer had a smaller amount and a small percentage for family

living which appears somewhat inconsistent. Credit needs for re

financing of debts was greater in amount but smaller in proportion,

compared with the amount and proportion of credit actually used for

that purpose.

Farmers who owned greater acreages, cash-croppers and commercially

oriented farmers desired larger amounts of credit for all the purposes

except side-businesses than their counterparts. The same group of

farmers had a higher proportion of credit needs for farm operations,

farm improvements and refinancing of debts.

Estimated Total Demand for Credit

On the basis of data presented in Table 6.8, credit needs were

projected for different size groups.

The total demands for farm credit in Korea were estimated as about

107.3 billion Won, of which credit needs for marginal, small, medium

and large farms were 33.2 billion, 34.1 billion, 32.6 billion and 8.5
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billion, respectively (see Table 7.5)2. An estimated 28.7 billion Won

was needed for farming expenses; about 48.7 billion for farm improve-

ments; 6.8 billion for side-businesses; 15.4 billion for family living;

and 7.7 billion for clearance of debts.

The outstanding loans for agriculture, forestry and fisheries

supplied through agricultural cooperatives amounted to only 52.8

billion Won in 1968 (see Table 6.1). Loans outstanding for agriculture

amounted to approximately 39 billion Won, of which intermediate and

long-term loans, other than the irrigation project funds of 9.6

billion, amounted to only 6.3 billion Won. The total amount of

agricultural loans supplied by cooperatives made up about one third of

the total demands for credit estimated in this study, and the actual

amount of intermediate and long-term loans accounted for only 12.9

percent of the projected credit requirements. The total credit released

through agricultural cooperatives was far short of the needs of the

farmers in Korea.

Funds for long-term capital investment cannot be expected to come

from local sources. Therefore, the funds must be supplied through the

extension of intermediate and long-term credit programs of the govern-

ment or cooperatives. As long as the volume of these funds remains

small, major improvements in the rural economy cannot be expected.

2To estimate these figures, the average amount of credit needed per
farm household by size of farm (Table 6.8) was mulriplied by the number
of the corresponding farm households at the national level.



Table 7.5. Estimated Amount of Total Credit Needs at the National Level,
by Loan Purpose and Size of Farm, 1968.

Unit: Million Won
Farm size group Farm Farm Side-business Family Refinancing Totai*

operation improvement Living of debts

Hargina1 farms 8,414 14,440 2,636 5,215 2,532 33,2:19

Small farms 9,132 16,110 2,129 5,011 1,710 34,092

Hedium farms 9,189 14,960 1,537 4,114 2,787 32,587

Large farms 2,315 3,904 416 1.181 670 8,485

All farms 28,669 48,732 6,780 15,414 7.684 107,279

*The figures do not necessarily equal the total because of rounding up.

f\,)
(Xl
(Xl
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Short-term credit is also of paramount importance in farm develop

ment for increased agricultural production. The present total amount

of the institutional short-term loans of approximately 23 billion Won

could not even cover the farmers' credit needs for farm operation only

(28.7 billion Won). Credit needs for other purposes such as side

businesses, family living and clearance of high-interest debts could in

no way be met without incurring high-interest private loans. If the

farmer could somehow manage to replace these private loans with low

interest loans or reduce the high interest charges, the proceeds that

would come from the gap between the two interest levels, 56.4 percent

per annum on the average private loans and 25.2 percent on institu

tional loans, the highest, would be tremendous and relieve part of the

heavy interest burden. If such increased savings could be invested in

working capital, the effects on increased productivity might be sub

stantial. It is apparent that government and agricultural cooperatives

should increase not only the total volume of credit for agriculture but

also provide adequate amounts of intermediate and long-term credit, if

the credit program is to serve as a tool for increased farm productivity.

Developments of new types of credit for family living, refinancing of

debts or governmental warrant of farmers' private loans must be

consider~d in order to lighten the burden of high credit costs to a

farmer in using private credit.
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Short-Term and Long-Term Credit Requirements

In the preceding section the total demand for rural credit was

projected on the basis of credit needs expressed by farmers surveyed.

Several limitations to be considered before the data could be used for

policy-making are: (1) the data included credit requirements at the

present time and for the future mixed together, (2) farmers may have

overestimated or underestimated credit requirements, and (3) the sample

size and survey area might be inadequate to justify the extrapolation

to national needs.

This section will attempt to improve on these estimates by (1)

dividing the credit requirements into two categories; short-term credit

needs for the keeping of the simple reproduction endeavors and long-

term financing for the expanded reproduction endeavors (farm improve-

ments), and (2) using the large sample in the Farm Household Economy

Survey3 and the other government statistics.

One of the major deficiencies in using the MAF's sample survey

data is that it does not provide information regarding the amount of

credit (borrowed funds) used during a year. Instead of using the flow-

capital concept data, the survey uses a stock-capital concept, the

amount of debt dL the specific time point. For the estimation of

short-term credit needs this study used the amount of debt data owed at

the end of September (1968) when the farm debt reached its peak, to make

3Ministry of Agriculture and Forestry (MAF) conducts a farm house
hold economy survey with the sample size of 1,182 farm household
selected over the country each year.
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up the possible underestimation of the credit requirements due to the

use of "debt" concept. 4 For long-term credit needs, the marginal fixed

capital coefficient was estimated to project additional funds required

at the national level.

Short-term Credit Requirements

The Farm Household Economy Survey found that as of September 30,

1968, the average Korean farmer owed 4,755 Won for farming expenses

such as fertilizers, wages, small animals, seeds and seedlings,

pesticides and others; 1,421 for side-business; 7,268 Won for major

family living expenditures such as food, housing, clothes, education,

ceremonies and others; and 1,853 Won for repayment or debts. The above

figures add to the total short-term debt of 15,297 Won per farm house-

hold. Strictly speaking, some of these loans such as for side-

businesses might have been used for long-term purposes, but were

included in this short-term category because of the lack of available

data with respect to the classification of loan terms and the

negligible amount of long-term credit available.

Multiplied by the total number of farm households (2,578,526),

total short-term farm household loans needed to maintain the present

farming and living status throughout the country are estimated at

approximately 39.4 billion Won. By use of borrowed funds, needed farm

operation credit amounts to 12.3 billion Won; side-business loans, 3.7

4A Study of Self-Sufficiency in Food of Korea, Korean Economics
Research Institute (Seoul, 1965), p. 219.
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billion; family living, 18.7 billion; and clearance of debts, 4.8

billion Won. As the general price level rises year after year, the

above credit requirements should be adjusted to meet the farmers'

credit needs to keep at least the simple reproduction of their

agriculture.

The total money supply for short and long-term agricultural

production through the channels of agricultural cooperatives amounted

to 16.4 billion in 1961 and 39 billion in 1968 (Cf. Table 6.2 in

Chapter VI) and the total loans for the agricultural sector, including

agriculture, forestry and fisheries increased from 16.7 billion to 52.8

billion during the same period (Cf. Table 6.1). This trend shows

superficially that government and cooperatives have attempted somewhat

to meet farm household loan requirements, but, in reality, the money

supply has fallen short of meeting even the short-term loans mentioned

above.

Long-term Credit Requirements

According to the Farm Household Economy Survey, the average

capital-output ratio in agriculture during 1962-1968 stands somewhere

around 1.3 and the average capital productivity in agriculture is about

0.8 (Table 7.6). The average capital-output ratios relate average

yearly capital to average yearly agricultural production, but they do

not account for contributions of incremental capital to the increased

output. Although they are crude measures, the relatively low average

capital coefficient indicates a relatively high productivity of capital

in Korea. However, labor productivity is extremely low owing to wide-



Table 7.6. Average Capital-Output Ratio and Average Capital and Labor Productivity of
Agriculture During 1962-1968

Average capital- Average capital Labor Capital
Year output ratio productivity productivity component

(K!Y) (Y/K) (Y/L)

1962 1.68 0.60 21 (~oJon) 36 (Won)

1963 1.57 0.64 37 " 59 "

1964 0.99 1.01 49 " 49 "
1965 0.90 1.11 43 " 39 "

1966 1.25 0.80 49 " 61 "
1967 1.26 0.79 58 " 73 "

1968 1.33 0.75 73 " 97 "

Average 1.28 0.81 47 (Won) 57 (Won)

Source: Ministry of Agriculture and Forestry, 1969, Korea.

N
\0
W
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spread seasonal unemployment and underemployment. Also, the capital

component of agriculture expressed by a share of labor productivity

over capital coefficiency is low. This bespeaks of the weakness of

Korean agricultural capital. Capital investment in agriculture has

been low. A relatively large amount of additional capital is needed to

increase farm productivity and improve the depressed farm economy.

Additional capital is needed for new improved kinds of inputs

essential to increasing agricultural output, e.g., seeds of improved

crop varieties, chemical fertilizers, pesticides, and improved

implements. Capital is also required for the manufacture, transport

and distribution of fertilizers, pesticides and other production

requisites; for facilities for the assembly, transport, processing and

distribution of agricultural products; and for irrigation and drainage

facilities. At the general overhead level, more capital is needed for

roads, railroads, electric power, and educational, extension and

research facilities for agriculture.

The amounts of additional capital needed for these investments for

increased agricultural output can be determined by close reference to

its productivity relative to its costs. The closest approximation to

such information available on a national basis is that on a marginal

. 1 t' 5cap1ta -output ra 10. In this study the marginal capital coefficient

of agriculture was computed using the concept of gross incremental

5Changes in Agriculture in 26 Developing Nations, 1948 to 1963,
USDA Foreign Agricultural Economic Report No. 27 (Nov., 1965),
pp. 79-80.
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capital-output ratio, as follows:

K = K Y where:
y y y

K = yearly capital increments in agriculture

y yearly increases in agricultural incomes

and Y = amount of annual agricultural incomes

In other words, the gross incremental capital-output ratio is a

fraction of the agricultural capital formation rate ( K/Y) divided by

the rate of growth of agriculture (Y/Y). The data regarding the

above two rates are already presented in Tables 1.1 and 1.2 in Chapter

I. The data on capital formation in Table 1.1, however, represent

only fixed capital formation. Therefore, the marginal capital

coefficient obtained in this study will be used only for the estimation

of fixed capital needed such as land improvement or reclamation,

buildings, large plants, livestock, and large implements. And it is

the objective in this section to project capital requirements for

agricultural investment at the national level in the coming five years.

During the period from 1962 to 1968, the fixed capital formation

in agriculture ( ) averaged 3.9 percent per annum (Table 1.1) and the

average annual rate of growth of agriculture ( ) during the same

period was 3.1 percent (Table 1.2). Consequently, the marginal fixed

capital coefficiency of agriculture ( ) for th~ period was averaged

1.26 per annum.

The amounts of additional capital needed for the farm improvements

and agricultural infra-structure facilities can be estimated using the
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aforementioned gross incremental capital-output ratio; that is,

thus K = Y a. Now that the marginal fixed capital coefficiency (a)

is given as 1.26, the capital requirements ( K) can be estimated

depending on the increase in GNP value added in agriculture (Y). In

this study, two growth rates of agriculture, 3 percent and 5 percent

per year,6 were set up with 1968 as the beginning year. The results of

computation are presented in Table 7.7.

On the basis of the marginal fixed capital coefficient of agricul-

ture computed in such a way as has been described above, additional

funds (fixed capital increments) required for increasing agricultural

production at the 3 and 5 percent level, respectively, were estimated

at 15.6 billion and 26.0 billion Won in 1969; 16.1 and 27.3 billion Won

in 1970; 16.5 and 28.9 billion Won in 1971; 17.0 and 30.1 billion Won

in 1972; and 17.6 and 31.6 billion Won in 1973. For the five year

period, total amounts of fixed capital increments needed to attain a

total of 15 to 25 percent increases in GNP value added in agriculture

would be about 82.8 billion to 143.6 billion Won.

The above figures provide information on capital investments

required to attain a certain level of agricultural growth on the

bThe reason for the 3 and 5 percent chosen as standards of the
agricultural growth rate is as follows: (1) the average annual growth
rate during 1962-1968 is 3.1 percent, so the 3% level represents a
realistic picture of agricultural development, and (2) according to the
Second Five Year Economic Plan for 1967-1971, the growth rate of agri
culture has been set at the goal of 5 percent growth per annum, so the
5% level will represent a target rate.



Table 7.7. Estimates of Fixed Capital Requirements for Agricultural
Growth of the 3 and 5 percent Per Annum, 1969-1973

(in 1968 pillion Hon)
GNP value

added in agriculture
---ill

1968 base year 412.47

1969 ) 3% 424.84
) 5% 433.09

1970 ) 3% 437.59
) 5% 454.74

1971 ) 3% 450.72
) 5% 477 .48

1972 ) 3% 464.24
) 5% 501. 35

1973 ) 3% 478.17
) 5% 526.42

-
Total ) 15%

) 25%

Additional
Y capital needed

(Yt-1 X 3 (or 5lZL _(K = Y K1.26)

12.37 15.59
20.62 25.98

12.75 16.07
21.65 27.28

13.13 16.54
22.74 28.65

13.52 17.04
23.87 30.08

13.93 17.55
25.07 31.59

65.70 82.79
113.95 143.58

Data of Source: Economic Statistics Yearbook for 1969, the Bank of Korea
(Seoul, Korea).

N
\0
'-J



298

national basis. For the government to plan agricultural development

the funds needed must be estimated according to the capital needs for

the investment purposes and programs in detail. This study attempted

merely to suggest a model case, which may shed light on the overall

agricultural development plan by government in connection with the

provision of needed funds.

Ways of Mobilizing Additional Capital for Agriculture

The country can mobilize additional capital to invest in agricul

ture by one or a combination of the following four ways: (1) by

internal farm savings out of current production and incomes, (2) by

strengthening cooperative financing programs, (3) by diversion of

capital from other uses and sources, and (4) by utilizing the govern

ment and foreign funds. Each of the above measures will be discussed

in this section.

Internal Savings

The encouragement of savings within the agricultural sector is a

vital factor in mobilizing funds for agricultural investment. To make

rural savings possible at the present, farm price supports are needed

for farmers to increase their farm productivity and incomes, although

the increased farm incomes do not necessarily mean that a substantial

amount of increased rural savings will result.

The farm savings can be made voluntarily by individuals,

families, business firms, or other agricultural agencies. Or, they can

be made through forced saving techniques, that is, through new tax
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levies or credit expansion for capital expenditures sufficient to

increase prices and to force reduced consumption of other goods and

services. Under the assumption of full employment of resources, an

increased rate of savings is possible only by reducing consumption

expenditures, whether savings are made voluntarily or are forced.

Underemployed and unemployed resources, however, provide a potential

base for savings and new capital formation that does not require

curtailing output and consumption of other goods and services. 7

Some people doubt that underdeveloped countries like Korea have

enough underemployed resources, especially labor, to serve as a signi-

ficant basis for new capital formation. These doubts have originated

from the belief that marginal productivity of labor is positive. 8 This

study, however, observed that there were large seasonal variations

in the amount of farm resources (labor) used in the agriculture.

7For a detailed discussion of this viewpoint, see U.S.D.A. ~.
cit., pp. 80-81; John C. H. Fei and Gustav Ranis, Development of the
Labor Surplus Economy (Homewood, 1964), Passim; "Agrarianism, Dualism,
and Economic Development," The Theory and Design of Economic
Development ed. I. Adelman and E. Thorbecke (Baltimore, 1966), pp.
3-39; and Ragnar Nurkse, Problems of Capital Formation in Underdeveloped
Countries, Oxford (1957), pp. 32-47.

8Da l e W. Jorgenson, "Surplus Agricultural Labor and the Develop
ment of a Dual Economy," Oxford Economic Papers, vol. 19 (November,
1967), pp. 288-311, passim.
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More labor potential in off-peak seasons existed than was actually

employed. Examples of comparable patterns of new capital formation

such as building up farm and rural area improvements with idle

resources that would otherwise have produced very little were found

in many cases.

Even though the potentials for savings out of incomes at current

levels are relatively low simply because of their low level of income

relative to living needs, this study leads us to believe that there is

a larger capacity for savings and new capital formation than the results

of the financial and income statement analyses indicate.

The potentials for savings in terms of underemployed resources

cannot be easily determined. Instead, we can determine the capacity of

the farmers' potential savings in terms of farm household income

surplus in the form of either farm products or cash incomes left over

at the end of the fiscal year. Savings made from this income surplus

will not even curtail the present level of expenditures. According to

this survey, the average farm household made an income surplus of

22,925 Won in 1968 (Cf. Table 2.7).

The income surplus per farm household projected to the national

total amounted to 59.1 billion Won. According to the NACF's Agricu1-

tural Year Book for 1969, the total amount of farmers' deposits with

the agricultural cooperatives was about 11.2 billion Won, and those at

the banks or public credit institutions were unknown but reportedly

negligible. From the above two figures, it can be said that the

difference of nearly 48 billion Won, was either hoarded at the farm or
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loaned to other farm-borrowers instead of depositing with the credit

institutions including cooperatives.

Property, improvidence, the traditional mentality of the average

farmer, the relatively low rates of interest paid by cretlit organiza-

tions as compared with the much higher rates of interest prevailing in

rural areas, the cumbersome procedure of loan practices by credit

institutions, and propensity of more well-to-do farmers to invest their

savings in real estate, luxurious furniture, gold ornaments, in short,

in such goods as enhance the owner's social prestige -- all these

factors constitute impediments preventing the average farmer from

depositing substantial savings with credit institutions. 9

Creeping inflation and wide seasonal farm price fluctuation may

also have an unfavorable effect on the willingness of the farmer to

deposit money in credit institutions. It should be also borne in mind

that farmers have traditionally been following a method of saving,

namely, that of "hoarding" in the sense of forming a hidden treasure

for psychological satisfaction as well as a safeguard against un-

expected events. Another psychological factor would be the farmers'

fear of being exposed as to their financial wealth as a result of their

transactions with the credit institutions, since they have been

traditionally exploited by governmental officials when they were

revealed as one who owned wealth.

9FAO, Agricultural Credit Through Cooperatives and Other
Institutions, FAa Agricultural Studies No. 68 (Rome 1965), pp. 134-136.
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It seems obvious that sources of Deposits in rural areas usually

cannot supply more than a relatively small proportion of the funds

actually needed for short and medium-term rural credit. The rural

sector cannot be expected to be a source of long-term finance, unless

special remedies are made.

Measures to induce rural savings into the institutional channels

are as follows: (1) education of farmers as to the necessity of formal

savings; (2) proper incentives such as favorable interest rates and

special loans to those who have saving accounts; (3) the forms of

savings will have to be multilateral so as to encourage the farm

populace to make savings in kind, and (4) farmers' as well as govern

mental efforts to utilize idle resources will have to be encouraged.

Pos Hive Coopera tive Financing Programs: "Ke"

The government has tried both gentle persuasion and forceful

pressure to instill into the farmers the habit of saving and making

deposits with agricultural cooperatives or other credit institutions.

To date the results have been meager. Even where a substantial amount

of deposits were accumulated these were usually frittered away shortly

after the saving campaign had been discontinued. The solution will be

a fitting of the institutional systems into the farmers' economic and

social life style and extension type education.

In contrast, there has been a growing number of "Ke", a farmer's

mutual-aid financial and cultural organization in which tremendous "Ke"
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funds are circulated among member farmers. One recent survey10 found

that about 7 out of 10 farmers participated in one or more kinds of

"Ke" as a means to save or increase funds for various purposes. For

example, projection of survey data would suggest more than 3 billion

Won of farmers' loans were obtained from "Ke" (Cf. Table 4.5).

Many "Kes" accumula te savings of members. A member can save

through subscribing small amounts over a period of time, and, later,

he will receive his savings in a lump sum, usually with a large amount

of interest attached which will enable him to use it to a greater

effect than if the same amount were spent in small expenses over a

period of time. These kinds of "Ke" are most common in the villages

and have been there among farmers for hundreds of years as a rough-and

ready way of self-help and a tie of self-interest outside of and with

out any institutional assistance. This "Ke" is strongly motivated by

the necessity for a lump sum to meet unforeseen expenditures and the

provision of a form of saving either in kind or in cash where people

are rarely strong-minded enough to keep intact their own savings

without frittering them away. Even among the well-to-do classes in

rural and urban areas this method of finding a lump sum has been

popular both 3S a method of saving and as a method of loan on easy

terms to meet extraordinary and special expenses. It seems to have owed

its existence to want of or little access to banking facilities and, so

10Rural Credit Survey in Korea, NACF (Seoul, 1964).
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far as this tract is concerned, the chit fund is in essence a wholly

beneficial method of saving money and of also borrowing money.

Instead of the government and agricultural cooperatives trying to

understand and utilize the successful operation of their "Ke" as a

means of saving and lending among farmers, they have attempted to

illegalize the "Ke" credit functions and implicated some kinds of "Ke"

as a sort of usurious creditors in the Usurious Debt Settlement Act in

1961. The answer is not more suppression but a positive inclusion of

the "Ke" function into the present credit programs. One of the "Ke's"

fundamental principles is that the organizer himself is a subscriber.

The sum-total which has to be contributed by the subscribers is divided

into so many subscribing units. The duration, payment method, and

membership and loan conditions must be agreed to by all the subscribers.

The "Ke" and agi:icultural cooperative are hardly distinguishable in the

principles and nature of the credit function. The differences in Korea

would be that one is quite personal and efficient, while the other is

impersonal and inefficient.

The village level cooperative could be started and laid on a

sound financial basis by means of "Ke"funds. The village cooperative,

thus incorporated "Ke" in itself rather than to compete with lIKe" or to

willfully eliminate it, can increase the function and volume of

cooperative production, marketing, financing, cultural and social

activities. With relatively little assistance from the government, the

village cooperative and "Ke" can contribute to the profitable and

beneficial operation of farm improvements and rural development. The

successful undertaking of such a program is largely a question of
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kindling in the hearts of the rural population the desire to improve

the conditions in which they live and of the preparedness of the govern

ment to provide financial and legislative assistance and to provide the

technical supervision of the works to be carried out by members of

cooperative-liKe" societies.

Diversion of Capital From Other Uses and Sources

In Korea, commercial banks, insurance companies and other similar

organizations are, in principle, a source of finance for agricultural

funds. In practice, the proportion of agricultural credit provided by

these sources is comparatively small. Total loans and discounts made

by all banking institutions including agricultural cooperatives

amounted to 362.3 billion Won in 1968 and those for agriculture,

forestry and fishery amounted to 47.8 billion Won or 13.2 percent of

the total amount. Excluding the agricultural cooperative funds, the

agricultural loans made by commercial banks accounted for only 4.2

percent. The survey showed loans from banks and other public credit

institutions comprised only 2.2 percent of the total amount of credit

used by farmers (Cf. Table 4.5). The lower survey may be attributed to

the fact that a large portion of the banking loans had been given to

agricultural agencies such as irrigation associations) agricultural and

fishery development offices, etc.

The banking system meets credit needs of large industrial concerns

and commercial enterprises, and the few large operations in Korean

agriculture. The ordinary commercial bank does not serve as direct

sources of farm credit for the huge number of small producing units.



306

The lack of accommodation for storage, and of arrangements for the issue

of receipts by licensed warehouses, has been an important reason for the

relatively small part hitherto played by commercial banks in agricul

tural finance in this country.

The demand for capital is so great even in urban industrial

sectors that banks, even if they are substantially controlled by

government, would not be likely to prefer to invest their funds in

agriculture. The development of the industrial sector often takes place

to the detriment of agricultural development and in Korea the flow of

capital from the agricultural to the industrial sector is believed

considerable. Capital formed in the private agricultural sector, for

instance by large farmers or landlords, is seldom used for investment

in agriculture partly due to unprofitability. Careful overall national

socioeconomic planning is needed to strike a proper balance between

agricultural and industrial development and to guide channeling to

agriculture an adequate proportion of the capital formed in the private

and public sectors. The conclusion is that, as long as the current

conditions continue to prevail in rural areas, banks and other urban

sectors will contribute little to agricultural development. Signifi

cant changes must be made in the present agriculture as a prerequisite

inducing a flow outside loans. Such changes surely include commercial

ization of agriculture, effective storage and warehouse programs,

proper grading and standardization of agricultural commodities, etc.
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Governmental Leadership and Foreign Funds

Various suggestions can be made in regard to the extension of the

needed agricultural credit on a long-term basis. One is to encourage

governmental leadership to adopt a positive program for the development

of rural credit, and thereby to orient the commercial banks and similar

types of lending agencies to the underlying policies, especially

connected with the provision of long-term credit for the agricultural

sector.

Secondly, the government should be encouraged to endorse the

issuance of the agricultural debentures by agricultural cooperatives.

During 1968, the debentures issued amounted to only 1.7 billion Won.

That these debentures should find a ready market is extremely important

from the point of view of the large amount of finance which is required

to be directed to productive purposes in the rural areas, and that

depends on the terms, interest rate and conditions of the debentures to

be sufficiently attractive for private investors. Properly designed,

properly timed and properly canvassed in issuing the government

guaranteed debentures should be an effective means of attracting, for

productive purposes, the savings of people of means in the urban and

11rural areas. For this type of long-term mortgage loans for agricul-

ture, the necessity of establishing a specialty mortgage bank or

corporation may be considered.

llFor a mere discussion of this point of view, see All India Rural
Credit Survey, Volume II, The General Report (Bombay 1954), pp. 481-485,
and FAO, op. cit., pp. 136-138.
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Finally, a solution for the conflicts between the growing needs

for agricultural credit and the burden already borne by the government

in the provision of agricultural finance has been advocated by foreign

grants and loans under programs of technical and financial assistance,

and by investments of industrial and trade organizations from

economically advanced nations. Stress may be laid on the fact that the

investment of substantial amounts in irrigation systems, land consoli

dation projects, fertilizer and other chemical plants, transportation,

storage and processing as well as in rural infra-structure is an

indispensable condition for agricultural development.

The amount of international finance needed for this purpose may be

considerable. An attempt to attain a loan of this type from the World

Bank was in process at the end of 1969.

However, the problem of securing sufficient foreign currency as

well as financial and technical assistance to be able to maintain the

internal and external economic balance of the country is of great

importance. In 1968 foreign loans mostly used for non-agricultural

sectors comprised about 29 percent of the total national investments of

421.3 billion Won according to the Economic Statistics Yearbook of 1969.

The deficit in foreign trade (exports and imports) amounted to 173.1

billion Won (6.3 million dollars) at 1965 constant prices. The heavy

burden of foreign capital on the Korean economy is already evident.

Yet, to the extent that the government and agricultural cooperatives or

other agricultural agencies are active in the above-subscribed fields,

international finance may be diverted to a greater extent into

agricultural loans.



CHAPTER VIII

Summary: Facts and Findings

Chapter I showed that Korea has undergone tremendous growth during

the period from 1958 to 1968. During that period, the GNP has sustained

an average growth of 7.5%. However, the growth has been largely in

manufacturing and mining, while the growth of agriculture has been

relatively small: the average annual growth rate of manufacturing and

mining was 14.4%; that of agriculture was only 3%. Thus there has been

a relative decline in the share of GNP produced by agriculture.

Accompanying and influencing the slow agricultural growth capitalization

of fixed assets was substantially behind the rate of capitalization for

the rest of the country. Also industrial loans increased 17 times but

agricultural loans increased only 6 times.

With self sufficiency in food production, the causes for the

relatively declining contribution of agriculture to the GNP are of

national concern.

The objectives of the study are: 1) to develop information on the

characteristics of the current farm financial conditons and the credit

situation in Korea, and 2) to determine implications of these factors

and suggest means by which improvements in the credit system might be

achieved.

A survey was made to obtain information on capitalization in

agriculture in Korea and on the availability of loans for agricultural

uses. The survey which was conducted in the Honam area, obtained

i~formation from the following: 15 village representatives, 200 farmer
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borrowers, and 40 merchant money-lenders.

Farms were classified as marginal, small, medium, and large, with

the number of farms included in each category reflecting the national

percent (30% marginal, 35% small, 25% medium, and 10% large.) Farms

surveyed included paddy, upland, and mixed crops and livestock. All

farms were compared to determine pertinent, or statistically significant,

variables by size and type of farm. Intra-farm analysis waS especially

based on the degree of market orientation; 58.5% of the farms were

subsistence-oriented.

When subsistence-oriented (SO) and market-oriented (MO) farms were

compared significant differences were found in three categories-

education of the farmer, farm size, and percent of production marketed.

Chapter II showed the financial structure of the farm household as

important in three respects: it influences the efficiency of agricul

tural production, it is a factor in the stability of farm ownership,

and it helps determine the amount of farm income and its distribution.

Financial statements of the respondents provided primary informa

tion concerning the nature, strength, and problems of farm finances-

both in production and for family living. Income statements of the

farmers measured the effectiveness of assets engaged in agriculture.

The measure of a farmer's repayment or risk-bearing capacity was con

sidered to be the income left over after household expenses. Magnitude,

type, source, use pattern, and terms of the outstanding debt were found

to vary significantly with the size of the farm and/or the type of

farming methods.
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Farm equity averaged 96.8% for all farms. However since most

Korean farmers are producing for subsistence, the amount of produce

available to be marketed is small, and the debt servicing is extremely

limited. This differs from the usual situation in developed countries.

The approximate assets of the average farm are as follows:

land 70%
buildings 10%
crops and materials 10%
miscellaneous 10%

The Average distribution of assets is as follows: current 10-15%

working 2-8%, and fixed 75 to 87%. Market-oriented farms exceeded

subsistence-oriented farms in all balance sheet items (current, working,

and fixed assets) by about 1.7 times. Indebtedness ranged from 3.2 to

4.7 percent of total assets. Although this amount is small, only the

larger farms had balances of liquid funds which exceeded their

liabilities. In the market-oriented farms the ratio of current debts

to financial assets was 125.8%. In subsistence-oriented farms the ratio

was 259.9%. The results of time-series analysis of farm balance sheets

show that little real change occurred over time.

An income statement analysis for the period 1962-67 showed a

gradual decrease in real farm income. The following five factors are

believed to contribute to the problem. 1) Adverse effec~s of government

intervention in price mechanisms on farmers' income; 2) marketing

practices of the farmers with respect to their farm products; 3) farmers'

comparatively low position in trade with non-agricultural sectors in

terms of prices received and paid by them; 4) inadequate marketing

facilities and infra-structure; 5) inadequate credit use.
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In the period 1962-67, farm indebtedness increased by 16.4% and

net worth decreased by 0.3%. The rate of growth in debts in 1966-67

was 24% for small, marginal farms and 16.5% for the largest farms.

Chapter III discusses financial management of the farms. Five

categories--farm operation (production expenses)are distinguished, farm

improvement (capital expenditures), side-business expenditures, family

living expenses, and expenditures for financing debts (repayment of

loans).

Roughly, the expenditures in the above five categories occur in

the following percentages:

60.9% family living
16.6% short-term production expenses
10.6% capital expenditures

9.2% repayment of debts
2.7% side-business expenditures

Differences were found among the farms with regard to the pro-

portions and amounts of money spent. The larger farms spent more. The

cash-crop farmers spent more than the others. The MO farmers spent

more than 50% more than the SO farmers. Large farms spent a

significantly larger proportion on production expenses.

The patterns of expenditures show peak periods during various months

of the year. The peak for total expenditures is from September to

December, coinciding with the harvest season. The peak for consumption

is also from September to December. Two peaks occur for production

expenses--one in June and July, at planting time, and the other in

September and October, during harvest. Capital expenses have two peaks--

March and April, and October to December. Side-businesses are most

active during the winter, and thercfcr2 peak from September to December.
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The greatest part of household expenditures, 76.8%, is financed out

of farm receipts. The balance of 23.2% is financed by borrowing.

Larger farms borrow more in absolute amounts than others, but less

proportionately. Specialized farms depend less than others on credit

for household financing. MO farms have a lower proportion of their

expenditures financed through borrowing than do SO farms. The over-all

use of credit for all expenditures was as follows:

19.5% of the total production
10 % of capital expenditures
21.5% of side-business expenses

7.7% of family living
10 % of debts payment

The pattern of repayment of loans varies according to the size of

the farm. Smaller farms paid back a smaller proportion (83.6%) of

credit used, while the larger farms repaid 90.4%. Farms producing

specialty crops also repaid a larger percent. For the smaller farmers,

private sources of credit were repaid before the institutional sources,

for two reasons: higher interest rates were charged on private loans,

and a good personal relationship with private moneylenders was vital

to survival. Medium and large farms had sufficient financial standing

to delay repayment of loans until the lunar New Year (February) while

institutional loans were due in December. MO farms repaid a signifi-

cantly larger percent of their debt than did the SO farms (88.9% VS.

86.5%).

The sources of repayment funds were as follows:

1) 73.8% of repayment funds came fro,n the sales of agricultural
products.

2) 10 % from new borrowing.
3) 7.8% from sales of assets.
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4) 4.1% from miscellaneous funds.
5) 2.4% from collection of claims or savings.
6) 1.9% from wages.

In repaying loans, the larger farms obtained a greater proportion

of their funds from sales of agricultural products (79.8%) than the

smaller (69.8%).

Fruit, specialty and vegetable growers used agricultural sales to

pay the highest proportion, 78-79 percent, of their loans. Paddy and

general farms paid only about 72% from agricultural sales.

Differences in market orientation were found to exist between MO

and SO farms. MO farms relied more on sales, claims, or savings, 77%,

while SO farms relied less, 70.5%. The balance in both cases was made

up from other sources. Significant amounts of fixed assets of smaller

and less specialized farms had to be liquidated to meet debts.

The repayment ability of the farmers was investigated--14.9% of

the total income and 36.8% of the cash income of the average farmer was

required to meet loan repayments.

Increasing the size of the farm influences the borrowing pattern.

The large farms borrowed a smaller percent of total income, 11.7%, and

cash income, 25.5% than did the marginal farms, 17.6% and 45.2%,

respectively.

For all farms:

40.5% borrowed 10% or less of annual income.
26.0% " 11-25% " " "
19.0% " 26-50% " " "

6.0% " 51.76% " " "
5.5% " 76-100% " " "
3.0% II over 100% " " "



315

Half of the large farms borrowed 10% or less of their income while

only 1/3 of the smallest farm group (marginal) borrowed 10% or less of

income.

The type of farm influenced the percent of funds borrowed. Paddy

and general farms borrowed the largest percent while this percentage

decreased in vegetable, fruit, and specialty farms. SO farms borrowed

a slightly higher percent of their income than MO farms.

The survey revealed that as a group farmers repaid a substantial

portion of their incomes that they earned in 1968. For all farms 13%

of total income and 32.3% of cash income was used for debt servicing.

Smaller and less specialized farms as well as SO farms used larger

amounts of total and cash income to repay debts. Again debt repayment

was primarily concentrated at the end of the harvest period.

Chapter IV discusses the character of rural credit. This study

indicated that during 1968, about 90.5% of the sample farmers used some

form of credit and that 6~% of all farmers (76.2 of borrowing farmers)

obtained credit partly or completely from private sources. The larger

sized and more commercially oriented farms had smaller proportions of

credit users. The smaller, general, and more SO oriented farms relied

more heavily on private sources of credit than did the others. The

average farmer borrowed 25,150 Won (280 Won: $1) and the average

borrower incurred debts totalling 27,790 Won. The amount of credit

used increased proportionately with the size and degree of market

orientation. Also general diversified farms used less than the more

specialized fruit and vegetable farms. Large farms borrowed 43.708 Won
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while marginal farms borrowed 21,713 Won. Fruit farms borrowed 48,697

Won and the diversified general farms took loans averaging 23,176 Won.

MO farms and SO farms borrowed 33,993 Won and 23,496 Won respectively.

The above-described borrowing by large and marginal farms, fruit and

general farms, and MO and SO farms follows expectations.

Loans and repayment in cash and in kind varied between farm groups.

Credit in kind and in cash for the average farmer amounted to 13,917 Won

and 11,740 Won respectively (53.3% and 46.7%). Loans in kind were

commonest for the small, less market-oriented, and diversified farms.

Cash loans, therefore, serve as an indicator of the farm's monetization.

For example, marginal farms had 58% of their total credit in the form

of in kind loans while this was 46.8% in large farms.

As far as farm type was concerned, fruit farms had cash loans

making up 70.5% of the total loans whereas general farms had cash loans

making up 35.6% of their total.

The average farmer surveyEd borrowed 2.3 times during 1968 with a

total value of 10,980 Won. Larger farms had fewer and larger loans than

the marginal farms.

By type of farm, general and paddy farms on the average made loans

more frequently but for smaller amounts than fruit and other specialty

farms. Vegetable growers had more and larger loans than the average.

MO farmers made fewer but larger loans than did SO farmers. Also

cash loans were more common among MO farms.



317

The uses of loans were classified as follows:

percentage used by average farmer

1) refinancing
2) family living
3) farm operation
4) farm improvement
5) side business

8.0%
44.7%
30.8%
10.1%

5.6%

Over 50% of the credit was used for consumption (family living and

refinancing). Consumption use was inversely related to farm size,

allowing the larger farms a larger percent for farm operation and farm

improvement.

The refinancing motives of Korean farmers are no different from

refinancing motives elsewhere. While absolute amounts were larger on

larger sized farms, the proportion of total loans decreased as farm

size increased.

There was little variation in the amount of refinancing among the

different types of farms, which meant that, again, the proportion of

refinancing use declined as the degree of specialization increased.

Vegetable farmers, probably due to the short cycle, had a recurring

need for refinancing.

MO farmers used 7.3% of total credit for refinancing while SO

farms used 10% for this purpose.

Family living expense covered on credit followed a pattern

identical to that of debt refinancing.

Due to economic and physical conditions, farmers in underdeveloped

areas must begin the job of increasing farm income with operating inputs

and practices as opposed to expansion through land acquisition. Even

here, the average farmer was able to put only 30.8% of his total
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borrowed capital into the farm operation. The large, more specialized

and commercialized farms were able to put more into this area.

Farm improvement purposes made up 10.1% of the total farm credit.

For the purposes of this survey farm improvement included working

capital such as implements as well as fixed capital such as land and

buildings. Private sources of farm improvement money virtually did not

exist.

Farm operation and improvement loans, properly used, will be a

prime force in meeting goals of national self-sufficiency in food

production and higher farm income.

Borrowing for side-business was proportionately the reverse of the

other foregoing uses of credit. Smaller, less specialized, non-

commercial farm operators turned more heavily to outside employment to

supplement their income.

Sources of credit for farmers are classified as follows--l) agricul-

tural cooperatives, 2) public credit institutions, 3) professional money

lenders, 4) traders,S) manufacturers, 6) agriculturists, 7) "Ke" or

clanship funds) and 8) relatives and friends. The percent of loans, by

number, and by percent of funds borrowed from each of the classifica-

tions is as follows:

agriculturists
institutional
relatives and friends
merchants and traders
"Ke"
other dealers

10 by number
30.1
24.9
14.4
14.0
5.2

11.4

10 of funds
30.2
26.5
14.6
13.3
4.8

10.6

Access and availability of credit vary largely with size and degree

of commercialization. Small, marginal, subsistence farmers had limited
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access to private money lenders (the most expensive source) and nearly

no access to institutional sources. Larger, more commercial farms had

the advantage of better conditions and terms for their credit needs.

Most loans are transacted on the basis of a year or less. Lengths

of loans favored the large, specialized, commercial operation by a

minimum of 25%. While these short term notes are often renewed, the

duration seldom permits the most efficient USe of production methods or

inputs.

Security used by farmers to obtain loans was classified into the

following five types: 1) real estate mortgages, 2) chattle mortgages

including crops, large plants, equipment, personal property, etc., 3)

guarantors, 4) 'notes only' including IOU's and other types of contract

papers,S) oral pledges. Real estate mortgages stood behind only 7% of

the credit extended to farmers. Other security consisted 15% in crops

or chatt1e, 32% by endorsement by co-signers, and the remaining 46% was

unsecured.

The analysis of credit use by Korean farmers suggests that the

amount of credit used is expected to be affected by the following

factors: 1) age of the farm opera cor , 2) years of school the farmer

completed, 3) size of the farm, 4) degree of farm commercialization,

5) total revenue of the farm, 6) farm expenses, 7) living expenditures,

and 8) net worth of the farm. Other important factors are 9) institu

tional arrangements in credit allocation and 10) rates of interest on

loans.

Multiple regression techniques were used to isolate crucial

variables in credit use. Total credit and total private credit served
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as dependent variables in two separate programs. The following models

for credit use were developed:

1. Total credit use by all farmers
2. Total credit use by SO farmers
3. Total credit ~se by MO farmers
4. Private credit use by all farmers
5. Private credit use by SO farmers
6. Private credit use by MO farmers

The education level of the farm operator and the size of the farm

appear significant in determining total credit use. The size of farm,

the degree of farm commercialization, total revenue, family living

expenditures, and the amount of institutional loans were all significant

variables relating to the use of credit from private sources.

Total and private credit use by market orientation was also

analyzed. Total credit use by S.O. farmers was found to be signifi-

cantly and positively correlated with education level, size of the farm,

total revenue, and the family living expenditures. The analysis of

total credit use of M.O. farmers revealed the education level, size of

farm, commercialization rate and farming expenses as significant

variables.

The analysis of private credit use by market orientation developed

almost entirely different significant variables. In the case of private

credit use by S.O. farmers the variables were the age of the farmer,

total revenue, family living expenditures, net worth of the £arm, and

the amount of institutional credit. Only family living expenditures

appeared as a common variable for private credit use by M.O. farmers.

Significant variables peculiar to M.O. farmers were the size of farm

degree of commercialization, and rate of interest on individual loans.
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Chapter V concerns credit cost to the borrower. The average

interest rate per unit loan was 59.2% per year. Interest rates on

private credit alone averaged 70% on the basis of computed nominal and

effective rates. These rates apply not only to agricultural loans, but

are also prevailing rates throughout Korea.

Large farms obtained lower interest rates (49.6%) than small farms

(61.6%). General farms paid higher rates (60%) than fruit farms (48%).

A study of distribution of principal of the farmers' loans showed

that the greatest aggregate amount (56.9% of the credit) bore interest

rates of 37-120%. About 8.4% of the loans carried an interest rate

greater than 120%.

Professional moneylenders received the highest average per annum

interest rate, 121.7%. The next highest group was traders, with a rate

of 86.3%, followed by loans from manufacturers (73.8%), agriculturalists

(68.3%), "Kelt (48.3%), rela tives and friends (48.3%), and institutions

(16.3%).

The larger farms and the MO farms received more loans in cash,

more loans from commercial moneylenders, longer-term loans, and lower

interest rates than other types of farms. However, farmers in areas

that were commercially oriented to a great degree paid higher interest

rates than the same types of farmers located in more remote areas.

Chapter VI discusses the institutional credit policies and programs

and the problems of farmers in financing agriculture. Availability and

dependability are key factors in describing the credit desired and

needed by farmers. Farmers must learn how to use credit and lenders

and credit institutions must be helped to recognize and realize the
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investment potential in agriculture.

Despite large increases in government programs through cooperatives

and other institutional sources, farmers do not generally benefit from

these programs due to the lack of funds. Seventy five percent of farm

household debts are held by private sources. The institutional loan

procedures and regulations also need to be improved. A relatively small

amount of institutional credit was subdivided into 50 different types

of loans with rigid restrictions on governing use at the county

cooperative level. Different rates of interest were charged for

practically every category, causing confusion of credit use at the farm

level and the credit agency alike. Maximum ceiling for a loan for

agricultural production set up by NACF was too small (U.S. $179). A

farmer had to submit to the cooperative at least 17 kinds of loan papers.

The cooperative counts only 56% of the farm mortgage value. The NACF

loans usually did not arrive at farms when they were most needed.

Finally, the proportion of long-term loans to the total was too small.

About 6% of the Korean farmers used intermediate- and long-term loans

that constituted about 26% of the total credit from public credit

institutions.

Farmers' opinion regarding majoL financial issues was:

1) 58.5 percent of the farmers sampled had failed more than once

to obtain funds needed during the period from 1962-1968, of which more

than 40% said they would have used the credit for farm improvement. The

most frequently mentioned sources by these farmers were agricultural

cooperatives or other public credit institutions; namely, 78 out of 189

loans refused. The most common reason for loan refusal was "farm unit
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too small (30 percent)." With respect to the availability of institu

tional credit, 56% indicated a negative attitude towards a short-term

loan and 65% the same reaction towards a medium or long-term loan.

Regarding private loans, 77% replied they could obtain a short-term

credit and 28% a long-term credit, but said both would be too

expensive.

2) As to the adequacy of the institutional loans, a majority of

farmers who had used it at least once during 1962-1968 stated their

dissatisfaction with the complicated time-consuming loan procedure, the

lack of advice and supervision on the proper use of credit, little

access to farm inputs, inadequate price support and cooperative market

ing programs, and too short or inflexible repayment terms. The majority

also said they preferred to repay the loan "at any time within the

contract term".

In this context, this study suggests strengthening the supervised

credit system to tailor the institutional credit to agricultural

programs.

Discussed in Chapter VII is the potential demand for and ways of

mobilizing agricultural capital.

The survey found that about 84 percent of the sampled farmers

wanted additional credit with an average of 1.5 credit needs per farmer.

Small-scale and M.O. farmers indicated a greater number of credit needs

than others and more than one third were planned for the use in farm

operation, followed by 26% for farm improvements.

The farmers who wanted to borrow said they needed an average size

of loan of 28,125 Won for an average of two years and one month at an



324

interest rate of not over 27.1 percent per annum if their intended

investment were to be successful.

A typical farmer, simulated from the data on the above credit

needs, desired a total credit of 41,900 Won on the credit conditions

described as above. This amount was 1.7 times the amount of credit

used by the farmer in 1968. It is noteworthy that farmers who owned

greater acreages, cash-crop growers and commercially oriented farmers

desired larger amounts of credit than smaller farms for all the purposes

except uses for side-businesses.

The total demands for rural credit in the country, projected from

the farmers' credit needs, amounted to 107.3 billion Won, of which 28.7

billion was desired for farming expenses; 48.7 billion for farm improve

ments; 6.8 billion for side-business; 15.4 billion for family living;

and 7.7 billion for clearance of debts. The estimated total demands

for immediate uses are three times greater than the outstanding institu

tional loans for agriculture supplied through NACF and the estimated

demand for long-term credit is eight times larger than the actual

amount provided.

The Farm Household Survey data obtained by Ministry of Agriculture

and Forestry indicated that the amount of short-term debt was at its

peak in September during 1968. Total short-term credit of 39.4 billion

Won is required to keep at least the simple reproduction of the current

level of agriculture, of which 12.3 billion is estimated for farming

expenses; 3.7 billion for side-business; 18.7 billion for family living;

and 4.8 billion for clearance of debts.
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The total amount of long-term capital needed for farm improvements

and infra-structure at the national level was estimated by using the

marginal capital coefficient which was computed as 1.26. Additional

fixed capital required to increase agricultural production at the

annual growth rate of 3% and 5%, respectively, for the five year period

of 1967-1972 was obtained a total of 82.8 billion and 143.6 billion Won.

The growing needs of rural credit can be financed (1) by mobiliza

tion of internal farm savings, (2) by strengthening cooperative

financing programs, (3) by diversion of capital from other uses and

sources, and (4) by depending the government strong leadership and

foreign capital. The study estimates that an amount of 48 billion Won

was either hoarded at the farm level or loaned to other farmer

borrowers in 1968 alone. Another 3 billion Won or more were being

circula ted among "Ke." During 1968 the agricultural loans supplied by

all commercial banks accounted for only 4.2% of the total amount loaned

by them. No foreign capital for agricultural development had been

introduced as of early 1969. In this context a strong governmental and

cooperative action for the expa~sion of the present scale of rural

credit program was urged.

An Integrated Model For Rural Credit In Korea

Credit at the farm level is interrelated closely with farm

operation, marketing of agricultural production and household expendi

tures. The prevailing tendency of tackling the credit problems as

isolated subjects have resulted in waste of money, time and effort in

unsuccessful policy and programs. Lack of coordination between rural
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credit programs and other related projects forms a major obstacle to

the strengthening of the rural credit structure.

General Policy Considerations

A satisfactory scheme of rural credit requires that the reorganiza

tion of institutional credit should fulfill the following principles: l

(a) It should be associated with the policies of the Government,

especially those which aim at larger agricultural production;

(b) It should be an effective alternative to - though not

necessarily a complete substitute for - the private agencies

of credit;

(c) It should have the strength of adequate resources and well-

trained personnel, as distinguished from the weakness which

presently characterize cooperative credit, ~hether in finance,

administration or supervision;

(d) It should be in a position to coordinate its activities not

only internally in relation to the different sectors pertain-

ing to short-term, medium-ter~ and long-term credit, but also

with complementary arrangements for marketing, processing and

other economic activities of the cultivator. Also, it should

be in a position to coordinate its activities with those of

the important institutional agencies, including Government,

ICf. All-India Rural Credit Survey, Vol. II (Bombay, 1955)
pp. 348-380.
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which are engaged in guiding the villager, improving his

methods of cultivation, supervising his operations or

educating him to avoid wasteful practices;

(e) It should cover the farmer,'s normal credit requirements during

a year, including both the elements of production and con

sumption. It should also pay special attention to the needs

of the medium and small cultivator, and should, therefore, be

based on a type of security that, consistently with its

adequacy from the point of view of the creditor, will enable

as large a number of solvent producers as possible to use the

facilities made available through it. In other words, it

should lend not merely on the security of land and other more

usual forms of security but also on the security of the

anticipated crop;

(f) It should disburse credit in a constructive way for the

benefit of both lender and borrower; it should, therefore,

effectively supervise the use of the credit and constantly

bear in mind the borrower's legitimate needs and 1endor's

interests; and

(g) It should be such that it helps in the effective growth and

development, from the village upwards, of the cooperative form

of organization.

An integrated model of rural cr~dit has been proposed as illustrated

in Figure 15. Under this scheme the major recommendations with respect

to governmental and agricultural cooperative credit policies and programs

will be made.



Figure 15. An Integrated Scheme of Rural Credit in Korea
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Recommendations

Adequate Scale of the Primary Cooperative

The future line of development of cooperative credit at the level

of the village should be unhesitatingly in the direction of bigger

societies covering larger areas. Primary agricultural cooperatives

should hereafter be established, or wherever necessary existing ones

reorganized, so as to cover, according to local conditions, groups of

villages with a reasonably large membership and a reasonably adequate

share of society, new or reorganized, should be conveniently situated

for the people of the villages comprised in its jurisdiction. If there

is a marketing center in the area it should, if possible, be located at

that center. As a rule, the area of operation of the society should be

such as to provide it with adequate business.

The great weaKness has been at the primary credit level in the lack

of strong, well-financed cooperatives with systematic provisions for

adding to share capital and reserves, and units large enough to employ

competent management. Development should be in the context of the rural

Korea of the future rather than the past. As rural improvement spreads,

isolation of villages will diminish and the way will open for the

establishment of nearby cooperative units large enough to emply compe

tent management and wiLh facilities to extend credit promptly and when

needed. Reorganization of existing cooperatives should be attempted

only where necessary and as and when this can be done without consi

derable dislocation. A phased program of reorganization, confined to
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contiguous societies which would gain by amalgamation, would therefore

be appropriate. However, in regard to fresh registrations of primary

agricultural credit agencies, the model adopted in regard to size, etc.,

should, by preference and to the maximum extent possible, be the larger

sized one. More especially, there should be a concerted drive to

organize such cooperatives in selected areas such as those in which

Corr~unity Projects or Agricultural Guidance Service Blocks have be~n in

operation or are about to be established.

Financing Cooperative Credit from Its Own Source

Slow growth of cooperative credit in Korea is in part due to the

lack of steadfast attention to two major sources on which cooperative

credit institutions should pepend for financing - savings of members

systematically invested in share capital and reserves, and a broad

market for public investment in debentures. Rural saving is difficult

in a society composed in large part of uneconomic units, but is being

done elsewhere in Asia and the Near East. Increasing the stockpile of

funds for loans through charging interest high enough to enable

cooperatives to add systematically and quickly to reserves, has been

made difficult by insistence on the lowest possible interest rate.

Other considerations are more important. If cooperative structure is

solidly grounded in well-managed economic units increasingly buttressed

by member savings, the task of securing other funds to meet credit needs

of the community will be simplified. Developing the investment market

for consolidated debentures of cooperatives should be encouraged.
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Broader Participation by Commercial Banks

Commercial banks lend relatively small amounts to some large

producers of commercial crops, and to dealers in farm commodities on

warehouse receipts and other securities. Prospects seem remote for the

expansion of direct farm loans but are more favorable for expansion of

indirect credit through loans to marketing agencies and investments in

short-term debentures of cooperatives. As safe storage and orderly

marketing are developed, more credit from commercial banks would follow.

If short-term debentures for rural cooperative financing is developed, a

market for them should be developed among commercial banks.

Short-term Loan Operations

The provision of adequate, timely and reasonably cheap credit is

considered a necessary pre-condition for a major breakthrough in the

stagnant Korean agriculture. Agricultural credit agencies may supply

members' requirements for crop production and also basic, but standardized,

consumers' goods on the basis of established demand.

In regard to loan operations, emphasis should be on production loans.

There are various precautions which it is possible to take, and which

should be taken, in working out the system for production loans. The

more important of these are:

(1) The amount of the crop loan should be so fixed as to form an

adequate proportion of the cash outlay per acre of crops.

(2) Wherever appropriate, loans may be given in installments.

(3) The loans should be made in kind to the maximum extent possible.

For the success of a production loan system, two important pre-

requisites are adequate supervision and efficient arrangements for
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recovery of loans. It will be for the primary cooperative and the NACF,

together, to provide for both. The development of cooperative marketing

will make a most significant contribution to the effectiveness of

recovery as well as to the success of the production loan system. There

should be a close link between cultural credit and marketing at the

village cooperative level. Cooperatives should finance their members on

condition that their produce is sold through the cooperative marketing

program. The village cooperative will act as agent for the sale of the

produce to the nearest cooperative or markets, assemble the produce of

its members, supervise and, if necessary, arrange for the transportation

of the produce.

The 'rationing' of available funds when they fall short of

legitimate requirements should be in favor of the medium and small

cultivators. Subject to the fulfillment of certain prerequisites,

selected larger-sized primary agricultural cooperatives may issue loans

on the pledge of gold and jewelry or against approved securities.

Supervised Credit

The application of supervised credit should be carried out by

linking the extension service of the Office of Rural Development with

the agricultural cooperative credit service. There should be a well

balanced coordination between educational and financing activities in

the granting of supervised loans.

The rural guidance workers of the Office of Rural Development

should be responsible for rendering services in introducing new farming

techniques and helping farmers establish good farm plans. The agent



333

from the agricultural cooperatives should be in charge of financial

management and supervision. The guidance workers of these two agencies

should work as a team for the welfare of the farmers.

The field guidance workers should be authorized to recomment the use

of credit - for what the credit is used and how. They should be

authorized also to recommend changes in farm plans as well as the timing

of the programs. The success of a supervised loan program depends on

the reasonableness of the models made by government, income supports, and

a good supply of farm inputs. In addition, an important factor affecting

the success of a supervised loan program is the ability and enthusiasm

of the gield guidance workers. It is most important to secure capable

and enthusiastic field guidance workers. At present, field workers of

cooperatives sre not able to perform their task due to work overload and

inexperience.

Control Over the Subsistence Use of Credit: "Ke"

The subsistence needs of the farmer as distinguished from specific

"consumption" needs connected with marriages, funerals, entertainment,

etc., should be treated as needs which ought to be legitimately fulfilled

by the cooperative credit system.

The credit arrangements for ceremonies and entertainments should be

made through a "Ke" fund affiliated to the larger-sized primary (village)

cooperative.

The basic idea is that, by way of provision against the more

important contingencies which call for nonproductive expenditure, the

members of the primary cooperative would combine many small-scale private
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"Ke" societies into a semi-cooperative organization linked with the

formal cooperative and, at periodical intervals, deposit amounts with

the cooperative for the specific purpose of being able to borrow

individually, when the occasion arises, from the common contribution.

Membership of the "Ke" fund - as distinguished from membership of the

cooperative - will be open to call villagers acceptable to the

cooperative: cultivators as well as non-farmers and laborers. Those

accepted will be "nominal" members of the cooperative. One third of the

periodical subscriptions will be treated as fixed interest-bearing

deposits placed with the cooperative itself. Another third will be ear

marked towards a "need fund." The loan for ceremonies, etc., from this

"need fund" should be limited to what is reasonable, as distinguished

from what is extravagant. What should be aimed at in this traditional

and self-motivated organization is the building up of a social conscience

and a social sanction against extravagance. The last third of the amount

collected by subscriptions will be disbursed at the decision or purpose

of the "Ke."

Loan Policy for Marginal, Subsistence-Oriented Farms

Marginal or subsistence-oriented cultivators make up a large pro

portion of Korea's rural families. Financial help to improve their

s~atus must come through the governments. Advances should enable cultiva

tors to increase production and income so that economic status is

improved, otherwise they are subsistence grants. A constructive pattern

for administration of these loans should be developed by the NACF in

consultation with the government to provide guidance and supervision to

the borrower. Preference should be given to areas organized to administer
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credit according to the standards laid down and should concentrate on

intensive development areas, where village workers can assist cultivators

to make good use of funds advanced.

It is suggested that credit be supplied to marginal farmers in

consideration of the following points.

(1) To marginal or subsistence-oriented farmers, credit for family

living needs must be supplied along with the supply of credit

for farm operations. For this purpose, the Grain Loan Program

of the government must be expanded.

(2) It is necessary to introduce proper side-line businesses and

to supply short-term, intermediate or long-term credit for this

purpose.

(3) Efforts should be made to provide an opportunity for transfer

from agriculture to the non-agricultural sector.

(4) Some subsistence farmers may be settled on reclaimed land.

Credit should be supplied for those farmers who are qualified

to develop additiona~ land.

As mentioned earlier, marginal farmers may be eligible for relief

programs and not for a farm credit program. However, it is impossible to

deal with all of them as relief clients. For this reason, it is

necessary to help them by extending credit and to foster growth gradually

as part-tine farmers, or to transfer them from agriculture to other

pursuits. A considerable percentage of the marginal farmers obtain a

major part of their income as farm laborers.
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A Long-Term Operation Program (or New Bank)

The Bank of Korea, the reserve bank, should be enabled to make long

term funds available to the government for the purpose of its sub

scribing, directly or indirectly, to the share capital of an agricultural

cooperative credit system either in the form of establishing a new

program or a new bank, while it continues to make short-term accommoda

tion available through the cooperatives (See the subsequent section,

"(5) Agricultura 1 Credit Fund Act.::) .

The long-term fund, obtained (1) by way of direct loans and (2) by

purchase of all or part of special development debentures by the reserve

bank, should make possible considerable increase in the volume of the

medium and long-term agricultural credit now supplied by the cooperatives.

The central land mortgage bank (or program) will be the first to be

organized if land mortgage credit is to be developed, then branches in

the provinces, and last of all primary land mortgage banks. The area of

operations of a primary land mortgagE' bank should be compact so as to

enable it to maintain close touch with the borrowers and not so small as

to render the bank an uneconomic unit in relation to the volume of

business available. Government partnership in primary mortgage banks

should follow the same broad lines as those in the primary agricultural

cooperatives; the government contributions will be, for instance, in the

form of an addition to the share capital of the central land mortgage

bank which will take up the shares of primary land mortgage banks.

Land mortgage banks (or programs) should orient their operations to

production; i.e., they should give first priority to applications for

loans for improvement, reclamation and development of land, purchase of
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agricultural machinery and equipment and other productive purposes.

Special efforts should be made to provide a loan for a village or

district level to fulfill the common project like land consolidation,

establishment of processing units, etc.

Reconsideration of Standards for Classifying Loans

For the effective use of agricultural credit, present standards of

classifying loans should be reconsidered and changes introduced. It is

felt that the present system can be materially improved. Loans made by

cooperatives are classified into the banking sector and the government

budgeted sector. These two sectors are again classified into about 20

kinds of loans according to uses and sources of funds. These are again

classified into about 30 kinds of loans according to persons who receive

the loans and the uses of the l~ans.

It should be apparent that changes in the standards for making loans

are necessary. The same conditions should govern a loan for a specific

purpose, regardless of the source of the funds.

(1) It is proposed that the present toan system be changed. Loans

should be reclassified by use. A reclassified system of loans

may be as follows:

a. Short-term credit for agricultural production and for the

functions of cooperatives and other agricultural

organizations.

b. Intermediate and long-term credit for up-grading economic

farm units.

c. Intermediate and long-term credit for establishing self-
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d. Intermediate and long-term credit for marginal farmers.

(2) The present counterpart short-term loan fund and the budgetary

operation S/A (Security Act) short-term loan fund ought to be

pooled and called a short-term agricultural production fund.

This short-term agricultural production loan should be used for

farm operations and for business operations of cooperatives.

(3) Various intermediate and long-term agricultural funds from the

government budgetary sector should be pooled and used for

agricultural modernization, establishing self-sufficient farms,

and raising the economic level of marginal farmers.

a. An agricultural modernization loan is supplied as inter

mediate or long-term credit to large and M.a. farmers, and

cooperatives and other agricultural organizations for the

purpose of purchasing farm implements, and livestock, and

other production equipment. The conditions for this class

of loans should be the same.

b. Loans for establishing self-sufficient farms are to farmers

in Group II for the purpose of clearing land, purchasing

farm implements and livestock, and other production

equipment. Tne same conditions should govern the use of

the funds.

c. Loans for marginal and S.O. farms are short-term or inter

mediate and long-Lerm credit to farmers in Group I for the

purpose of maintaining farm operations, family living, and

side-line business operations. Interest rates on this
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type of loan should be lower than the current rate and the

repayment of principal and interest should be guaranteed

by the government.

(4) If the system of loans is improved as recommended, the

following advantages should accrue:

a. The effectiveness of the credit supply by farm groups will

be apparent and measurable.

b. The volume of office work and loan costs will be reduced.

c. The operation of the budgeted loan system can be more

closely coordinated with guidance work.

(5) In order to make a reasonable standard of classifying kinds of

loans, it is desirable to enact an "Agricultural Credit Fund

Act." This act would permit the transfer of all funds from

the government to an agricultural credit fund. The National

Agricultural Cooperative Federation would receive credit funds

from this fund. By doing so, it would not be necessary to

classify the kind of loans by source of funds and the conditions

of a loan for a particular use would be the same, regardless of

the fund. Along with the enactment of the "Agricultural Credit

Fund Act," it will be necessary to amend the counterpart fund

agreement.

Control Over the Private Moneylender

Many of the present malpractices of the moneylender are made

possible by the absence of strong institutional competition. When such

competition is organized, it may even be hoped that the moneylender's

usefulness will for the first time predominate over the less useful and
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more undesirable features of his present dominance over the rural scene.

The remaining problem will be that of devising a scheme of control over

the moneylender's activities. This will have to be more realistic than

can be said to be the case with the prevailing schemes of control under

the moneylending legislation of the nation. Only under a proper scheme

will the better type of moneylender have a chance to perform his

functions without having recourse to evasion of law and 'black market'

moneylending.

The following are among the important points brought out in the

recommendations of the Agricultural Finance Sub-Committee of the All

India Rural Credit Survey Team in regard to a proper scheme of control

2over the moneylender:

(1) The need to fix the maximum rate of interest at a level which

is not unduly low;

(2) The need to have a proper and adequate system of supervision

and enforcement; and

(3) The inclusion in the different Acts of a number of points

(such as those cited below) which need to be provided for in

any comprehensive system of control and supervision over the

moneylender;

(a) Registration of moneylenders.

(b) Licensing of moneylenders.

(c) Maintenance of accounts in a prescribed form.

2All-India Rural Credit Survey, pp. 482-483.
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(d) Prohibition against showing in books of accounts or in

any other document a sum larger than what has been

actually lent.

(e) Furnishing of periodical statements of accounts to the

debtors.

(f) Furnishing of statements to the debtor in prescribed form

giving full particulars about each loan as and when

advanced.

(g) Issue of receipts to the debtors for every payment received.

(h) Limitation of the rate of interest.

(i) Prohibition against making unlawful charges for expenses,

etc.

(j) Provision to entitle a debtor to deposit at any time in a

court of law an amount in ~~~~ or full payment of a loan

to be paid to his creditor.

(k) Prohibition of contract for payment of a loan outside the

State.

(1) Institution of suits by debtors for determining amounts

due from them.

(m) Protection of debtors from molestation and intimidation.

(n) Infringement of the provisions or the law to be made a

criminal offense punishable with fine and in appropriate

cases with imprisonment. (This is necessary as moneylend

ers who evade the law themselves against risk of fine by

such means as taking bonds for amounts in excess of

amounts actually advanced.)
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The problem is how to give the moneylenders opportunity to serve

constructively and at reasonable profit. How to develop private local

loan institutions out of personal finance should be explored and tested

under direction of central authority through unit charged with that

responsibility.

Strengthening the Agricultural Processing and Warehousing Facilities

Another important function of the agricultural cooperatives should

be to promote the planned development, throughout the country, of the

cooperative processing and marketing of agricultural commodities and of

facilities for the storage and warehousing of such commodities; to

promote the planned development of the cooperative organization of the

prerequisites, facilities, and processing of agricultural production as

well as non-agricultural production on a nationwide scale. In pursuance

uf the ~bove objects, it should provide financial aid and accommodation

as well as other forms of assistance, to such extent and on such condi

tions as may be feasible and desirable to the government and to

cooperative organizations. As for the private processing and wa~ehouse

units the government should take steps to regul?~~ a~~ license all plants,

factories and mills in accordance with certain minimum standards to be

established.

Transportation

Absent as a rule, and deplor2bly bad if and where present, these

communications, absent and present alike, are most inadequate when

considered as the hiatus which they in fact represent between field and

market. This study suggests the allocation of large funds and diversion
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of a large effort to the improvement of village roads, and, in

particular, the allotment of a high priority to those communications

which connect the villages to their marketing centers. A review is also

suggested of the transport conditions - rail, bus, steamer, etc. - and

of the charges now made by the transport agencies from the point of view

of the rural prodv~Gr.

Stabilization of Farm Prices

One of the assumptions made by this study and one which underlies

its recommendations is that the Government's price policies will be such

as t8 ensure the stability of agricultural earnings and therefore the

stability of agricultural credit. It is pointed out that if the need for

price support should arise there will have been established an important

instrument of policy in the form of a widespread network of godowns and

warehouses (together with an organized structure of cooperative

processing and marketing) at various points in the country, strategic

for the purchase and storage of foodgrains. This machinery will also be

of great importance in the reverse contingency of a policy of price

control. To the extent that Government decides to seek to influence

agricultural prices in either direction by itself entering the market on

a large scale, the first and most important step in the operation is the

purchase of the produce of the cultivator. If the context is price

support, the purchase is at a guaranteed minimum price; if it is price

control, the purchase is at a prescribed maximum price. In either case,

obviously, there has to be an adequate administrative machinery; but

there will also be needed the sheer physical accommodation for storage of
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grain allover the country.

The Need for Competent Trained Personnel

The Korean government has moved to meet training problems through

the creation of the College of Cooperative Training, within the NACF.

Success of the training course is influenced by job opportunities that

are open to trainees, and by their chances for promotion and better pay.

Tens of thousands of job opportunities would be created if primary

cooperatives are reformed or regrouped in strong economic units. One

aspect of training relates to village extension workers. It is

important to train this new work force to strengthen the basis for

cooperative action in the villages.

Further Suggestions

This study recommends that adequate research should be conducted

for ascertaining:

(1) The extent to which damage, if any, is caused by these

institutions to the interests of the rural producer; and,

if the damage is appreciable, what measures are needed to

prevent it; and

(2) Whether these institutions can be so redesigned and controlled

as not only not to do harm to the cultivator (if that is the

present position), but to be of positive benefit to him, in

the context, especially of his economic activities being

reorganized under government partnership in the manner

recommended in the study.
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LIST OF SAMPLE VILLAGES

I. Sanjung Dong, Mokpo Shi, Chonnam Province

2. Suksa Ri, Kwangyang Gun, " "
3. Ansan Ri, Naju Gun, " "

4. Woochi Dong, Kwangju Shi, " "

5. Soopyong, Tamyang Gun, " "

6. Keumchon, Naju Gun, " "

7. Sedeung, Chindo Island, " "

8. Jook-Haak, Seungju Gun, " "
9. Sooki Ri, Kure Gun, " "

10. Shinwo1 Ri, Kimje Gun, Chonpuk Province

II. Kyosan Ri, Muahn Gun, Chonnam Province
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12. Yongsando, Naju Gun; " "

13. Chhoknae, Chang Hung Gun,"

14. Shin Dong, Kwangsan Gun, "

"

"

15. Shinchon, Haenam Gun, " "

16. Banwo1, Whasung Gun (Suwon), Kyong-ki Province
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Characteristics of Private Moneylenders Interviewed

Schedules were taken with 40 private moneylenders on the basis of

information gathered from the farmer-borrowers and agency informants.

The survey was an in-depth case-study. So far there have been few

empirical studies regarding the moneylenders' financing activities,

opinions to check back the credit performance of farmer-borrowers, costs

and returns analysis of moneylenders, etc.

The sample was classified by the major income source into five

categories as 7 professional moneylenders such as make-believe associa

tions and pawn-shops, 10 merchant-moneylenders, 5 manufacturer

moneylenders such as millers and processors, 14 farmer-moneylenders, 4

representa tives of "Ke", and farmers I self-help or clanship organiza tions

as shown in Table 1.

The average age of the moneylenders interviewed was 39.3. They had

engaged in credit business as a main occupation or side-line job for an

average of 8.1 years and had completed 9.6 years of education.

Only five of them or 12.5 percent had a license to officially

qualify them to operate credit business under the Government regulations.

Five of them were all professional small-scale moneylenders.

The average moneylender employed 1.3 full-time employees including

the lender himself. The lender himself, in many cases, was a part-time

worker when his main occupation was other than credit business. Their

total assets solely for the credit acitivity averaged 1,206,750 won

(U.S. $4300) as of the end of 1968. The professional moneylenders had

the largest capital for the business.



Table 1. Selected Characteristics of Rural Creditors by Source, 1968

All
Characteristics Professional Other Creditors

of Creditors Moneylenders Traders Manufacturers Farmers "Ke" Lenders

Number sampled 7 10 5 14 4 40

Average age of
Operators (yrs.) 35.7 39.9 39.4 42.2 NA 39.7

Exper ience in
Credit usiness

(Yl: . bob 9.2 4.7 U.S NA 9.1

Education (yrs.) 11. 3 9.3 10.4 8.6 NA 9.6

No. of
Employees

j',
2.7 1.8 0.8 0.4 1.2 1.27

No. of Licensed
Operators 5 None None None None 5

*This includes the owner-manager if he was self-employed in the credit business. Part-time and
temporary employees were counted on their working day basis.

w
.p-
\0
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Table 2. Estimated Monthly Interest Rates at the Korean Curb
Markets, Quarterly, 1962-1968

(Percent per month)

Quarter Year Interest Quarter Year Interest
Rate Rate

1st Q. 1962 4.07 3rd Q. 1965 4.88
2nd Q. " 4.11 4th Q. " 4.89
3rd Q. " NA 1st Q. 1966 4.94
4th Q " 3.88 2nd Q. " 4.86
1st Q. 1963 4.29 3rd Q. " 4.88
2nd Q. " 4.34 4th Q. " 4.90
3rd Q. " 4.42 1st Q. 1967 4.72
4th Q. " 4.54 2nd Q. " 4.75
1st Q. 1964 4.75 3rd Q. " 4.85
2nd Q. " 4.99 4th Q. " 4.63
3rd Q. 11 4.96 1st Q. 1968 4.69
4th Q. " 5.05 2nd Q. " 4.59
1st Q. 1965 5.00 3rd Q. " 4.49
2nd Q. " 4.82 4th Q. " 4.43

Average rate of interest for 1962-1968 = 4.66 per month or
55.9 percent per year.

Source: Estimated from Report of the Private and Industrial
Credit Survey Results, Bank of Korea (Seoul, Korea,
1962-1969).
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Table 3. Major Price Indices of the Years 1961-1969

1965 100

Year Wholesale price Price received Price paid
index by farmers by farmers

(A) (B)

1961 51.2 47.1 55.5

1962 56.0 51.8 61.4

1963 67.5 76.6 68.1

1964 90.9 96.0 86.5

1965 100.0 100.0 100.0

1966 108.8 106.0 112.2

1967 115.8 121. 5 127.0

1968 125.2 142.3 152.2

1969 133.7 162.4 167.2



Table 4. Composition of Farm Household Receipts, Farm Group, 1968 (Average per Farm Household)

Agr. Gross Off-farm Disposal of Total
Receipts Revenuesa Fixed Capital Borrowings Receipts

Farm Group Hon % Hon % Hon % Hon % Hon %

Size of farms
Marginal farms 82,297 47.0 52,811 30.2 19,936 11.4 19,904 11.4 174,948 100.0
Small farms 152,981 62.9 39,784 16.3 27,161 11.2 23,415 9.6 243,341 100.0
Medium farms 242,536 72.7 26,314 7.9 34,703 10.4 29,944 9.0 333,497 100.0
Large farms 368,616 76.1 34,790 7.2 46,020 9.5 34,966 7.2 484,392 100.0

Type of farms
Paddy farms 165,662 63.6 43,245 16.6 27,137 10.4 24,473 9.4 260,527 100.0
General farms 119,670 60.2 36,030 18.1 21,633 10.9 21,559 10.8 198,892 100.0
Vegetable farms 230,788 69.9 36,513 1l.1 32,153 9.7 30,633 9.3 330,087 100.0
Fruit farms 387,.162 80.5 18,938 3.9 40,925 8.5 34,088 7.1 481,513 100.0
Other farms 223,918 65.2 39,720 11.5 50,256 14.6 29,770 8.7 343,664 100.0

Market-
Orientation

Subsistence-
oriented farms 129,667 59.2 42,202 19.3 25,584 11. 7 21,488 9.8 218,941 100.0

Market-oriented
farms 240,657 70.6 36,113 10.6 33,610 9.9 30,307 8.9 340,687 100.0

All Farms 175,728 65.2 39,675 14.7 28,915 10.7 25,148 9.3 269,466 100.0

a rnc1udes side-business receipts and revenues from other than side-business such as wages, salaries,
interests, donations and others.

w
VI
N
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There are several formulas for computing the nominal and effective

rate of interest. First, in computing the nominal interest rate of an

installment loan which requires a uniform payment of interest and

principal at the regular interval, the Constant Ratio Formula is

presented. The formula provides an approximate nominal interest rate as

2In which literally denotes
l

Bt(n+l)

2xTotal finance charges x No. of payments
Original amount of loan No. of years

1x --- --".
No. of payments + 1

When the installment loan has to be repaid on a monthly, bi-monthly,

weekly, every five days, or daily basis within less than a year maturity

of total payments, the number of years (t) was modified to obtain an

equivalent fraction by dividing the number of maturity months (bi-months,

weeks, or days) by the total number of months (bi-months, weeks or days)

in a year.

It should be noted that the constant ratio formula is based on the

assumption that the interest payment in each installment bears the same

relationship to the principal in that insta'lment as the total interest

charge bears to the beginning principal of the loan, which is not the

real case. Thus the longer the time interval for the loan, the greater

2the error tends to become. This formula gives neither the accurate true

lSee William G. Murray and Aaron G. Nelson, ~. cit., p. 213.

2John R. Brake, ~' cit., pp. 15-18.
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rate as defined earlier nor the exact nominal rate, but does give an

approximation to the nominal rate.

To correct this pitfall, Stelson has presented a more accurate

simple formula 3 as follows:

Approximate nominal interest rate 21m
n(B+a)

21
t(B+a)

This formula has been proven not only to give a closer approximation to

the nominal interest rate on equal payment loans than the Constant Ratio

formula, but also to have another favorable aspect that a (amount of

payment) can be used to represent the last payment for loans in which the

last payment is not equal to those preceding.

A much more accurate formula has been also introduced by Stelson,4

which would result in the approximate nominal rate as

6Im
3B(n+l)+(n-l)I

It assumes that the interest payments in each installment are distributed

on the basis of the sum of digits. The distribution of interest is

relatively close to the distribution under the annuity formula.

This study, however, found that the Constant Ratio formula was most

convenient and adequately fit to the situation in which the time inter-

vals for the overall loans were relatively short. When the loans with the

3H•E• Stelson, Mathematics of Finance, D. Van Nostrand Co., Inc.,
Princeton, New Jersey (1963 ed.), p. 76, cited in Ibid., p. 16.

4Ibid., p. 79.
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last payment is more or less than preceding payment, that is, a case of

installment loans with repayments of unequal size, the formulas of

Stelson and the Direct Ratio were applied.

A useful formula for the situation in which the first payment of the

installment loan was delayed (with an initial grace period) was the

following:

approximate nominal interest rate = 21 where F is the fraction
(t+F) (B+a)

of the year skipped before payment begins and other symbols are the same

as used earlier. For instance, if the first payment out of 10 payments

in a year started at the third month, the F would be 1/6.

For a loan which calls for rapayment at irregular intervals but on a

pre-set schedule, a formula derived from the Constant Ratio formula is

considered useful although it may give a relatively poor approximation

of the nominal interest rate for the loan with the long time interval.

The formula is:

approximate nominal rate = l2In where I,n and B are as defined
BS

earlier and S stands for the sum of the numbers of those months in the

future when payments are due. If a we"ekly or daily payment period is used,

S can stand fo~ the sum of those weeks or days in the future when payments

are due: but the 12 in the numerator must be 52 if weeks are used or 365

if days are used.
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When a loan could not be evaluated by any of the above formulas, the

Equivalent Balance MethodS was useful to approximate the nominal interest

rate. The method was derived from the principle that the interest is the

same if the time period is doubled and the principal is halved. By

applying this procedure to irregular installment loans it was possible to

closely calculate the interest rate although there were some errors

because the method ignored compounding of interest when payments were due.

This study, while its main discussion was centered upon the determi-

nation of the nominal annual interest rates, also dealt with the

difference between nominal and effective rates in connection with private

financing. The difference is mainly due to the compounding occurred in

the repayment schedule of both equal payment installment loans and long-

term real estate loans (but the latter was very seldom found in this

survey). Thus, the effective interest represents an actually earned

annual return (or cost) on the original principal of an installment loan,

that is obviously greater than the nominal interest. Only when the

conversion period is a year, the effective annual rate is the same as the

stated nominal interest rate.

The formula used for the effective rate is the same as defined

earlier; that is,

r = (l+i)m-l = (l+i)m-l
m

For example, the effective rate equivalent to the nominal rate 36%, con-

SM. R. Neifield, Neifield's Guide to Installment Computations, Maek
Publishing Co., Easton, Penn. (1951), p. 144.
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verted monthly, becomes 42.5% per annum through the computation process

of (1+0.03)12_ 1 = 0.425. This means that the rate 42.6% compounded

annually yields the ~ame interest as the nominal rate 36% compounded

monthly (or the rate 3% per month), and that the borrower had to pay for

higher interest than the nominal rate by 6.6 percent annually, if he

contracted the loan on the nominal interest rate.

Two relationships are worth mentioning with respect to the effective

6interest rate. First, the effective rate increases with the number

conversions or compounding periods each year. However, the rate of its

increase is rapid at first and decreases with the number of compoundings.

Second, the effective rate is relatively close to the nominal rate, with

a given number of compounding periods, for low interest rates but diverges

as the nominal rate increases.

For the extreme case of continuous conversion under the same nominal

interest rate j, as will be similarly seen in the rate converted daily,

the value of r, 43.3%, would be obtained taking the limiting value e j ,

where Lim(l+i)m = e j and e = 2.71828+.
m

6For a detailed discussion, see T.M. Simpson, 2.M. Pirenian, and B.
H. Crenshaw, Mathematics of Finance, 3rd ed., Prentice-Hall, Inc. (1955),
pp. 179-181, and John R. Brake, £R. ~., pp. 23-25.
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