GAIN Report - KS6117
Page 4 of 4 

[image: image1.wmf] 



[image: image2.wmf] 




Voluntary Report - FAS internal use only

Date: 11/22/2006

GAIN Report Number: KS6117

KS6117

Korea, Republic of

Trade Policy Monitoring

Korean Agriculture for Globalization: Forecast & Alternative Plan

2006

Approved by:

Lloyd S. Harbert
U.S. Embassy

Prepared by:
Susan Phillips // Sun Young Choi


Report Highlights:
The GS&J Institute, a private research institute, held a symposium on the future of Korean agriculture and rural sector on October 10, 2006.  Dr. Jin Kyo Suh, a researcher of Korea Institutefor International Economic Policy (KIEP) presented, "Korean Agriculture for Globalization: Forecast & Alternative Plan".


Includes PSD Changes: No

Includes Trade Matrix: No

Unscheduled Report

Seoul [KS1]

[KS]

Korean Agriculture for Globalization: Its Forecast and Alternative Plan

Jin Kyo Suh, Researcher, Korea Institute for International Economic Policy (KIEP)

The Future of the DDA Agricultural Negotiations  

Depending on whether the United States extends its trade promotion authority (TPA), the DDA may resume in 2007; however, the possibility of this occurring is not likely.

Director General Bae, Jong Ha of the Ministry of Agriculture and Forestry (MAF) stated that he expects the DDA negotiations will resume in early 2007; however, if the negotiations are delayed beyond that, Korea will have difficulty maintaining developing country status as the national individual income is reaching $20,000.

KORUS FTA: Hot Agricultural Issues 

Commodity Concessions 
· Concession level

Korea wants to exempt sensitive items, while the United States want to include all items.  
· Tariff Elimination Schedule

Korea wants a longer-term tariff elimination schedule for agricultural commodities than for industrial commodities, while the United States prefers a short-term tariff elimination schedule.

Agreement
· Special Safeguard (SSG) for Agricultural Products

Korea emphasizes the need of SSG for agricultural products, while the United States is not interested in SSGs, but only on specific items and the trigger amounts that Korea is considering.

· TRQ Management

The United States complains that the current TRQ management system is too complicated.  They would like to include in the KORUS-FTA a prohibition of import mark ups and the exclusion of government trading in bilateral TRQs.  Korea continues to request for the recognition of various TRQ systems in order to better manage the market situation.

Negotiation Forecast and Agreement Direction

· Considering the current pace of negotiations, it is difficult to expect that an agreement will be reached on the Commodity Concession and Agreement Paper during either the 4th round (October 23 – 27, 2006, Jeju) or the 5th round (December 2006).  Currently, the discussions have remained on a very basic level and key items have yet to be discussed.  It is anticipated that in the 4th round of negotiations, the discussion will begin with the least sensitive items.  This may prevent the negotiations from coming to a standstill.
· Therefore, it is expected that the final agreement of the Commodity Concession and Agreement paper will be reached at around the end of March in 2007.  Further, it is expected that this process will be a difficult tug of war between Korea and the United States.

· Compromising on concrete concessions of key items is not expected to begin until the end of this year at the earliest.  It will be necessary for both countries to find an equally beneficial balance in order to conclude the negotiations in March.

Agreement Direction

· The final agreement will balance the interest of both countries.  The U.S. key interest items are expected to include grains, such as rice, wheat, soybeans, corn and fodder, fruit, such as apples, oranges, cherries and others, and livestock products, especially beef.  However, these commodities are also high interest items for Korea except for some of the grains for which we have low self-sufficiency rates.

· It is estimated that the United States could benefit the most from the elimination of the tariffs on grains.  For example, if Korea reduces the actual TRQ quantity for corn (10.4 million tons in 2004) to the WTO TRQ commitment level (6.1 million tons) and eliminates the duty for maize for the United States, while maintaining the 328 percent tariff for all other countries, this will provide an economic benefit to the United States estimated at between US$ 280 to 360 million (based on a U.S. corn export price of US$ 141 to 180 per ton and an expected increase in corn imports from the United States of 2 million tons).

· Likewise, if Korea reduces the current TRQ for soybeans (feed: 850,000 tons, food: 300,000 tons) to the WTO TRQ level (feed: 850,000 tons, food: 180,000 tons) and eliminates the import tariff for U.S. soybeans, U.S. exports will increase.  Soybeans from other countries that exceed the TRQ will face the high tariff of 487 percent.  It is estimated that the United States could increase their exports of soybeans by 150,000 tons and that the economic benefit would be between US$ 40 to 50 million (based on a U.S. soybean export price of US$ 280 to 330 per ton).  In the past, Korea has increased the soybean TRQ quantity for feed by 600,000 tons.

· Korea also applies a voluntary TRQ for feed fodders of 700,000 tons that greatly exceeds the WTO TRQ of 32,000 tons.  If Korea reduced the voluntary TRQ quantity to the WTO TRQ quantity and eliminated the duty for U.S. feed fodders, U.S. exports are estimated to increase about US$ 19 to 25 million.

Therefore, if Korea adjusts the voluntary TRQ quantities properly, the United States can increase their exports about US$ 340 – 430 million in grains (excluding rice) through the KORUS FTA. 

· Contrarily, the U.S. benefit for including rice in the market opening is not estimated to be too high due to the difficulty of U.S. rice export capacity over 200,000 tons.  

If U.S. exports 200,000 tons of rice to Korea, the U.S. increases only US$ 50 – 60 million export value (applies U.S. export price around US$ 350 – 400 / ton) with 150,000 tons of rice exports (excludes 50,000 tons that are preoccupied in the rice negotiation).

· Regarding fruits, the biggest U.S. interest will be focused on orange and apple exports, but the expected U.S. benefit for these items in the duty elimination are estimated lower than the ones of grains.  U.S. oranges already have a 95 percent market share in Korea under the current WTO tariff of 50 percent.  If the tariff were reduced to 30 percent, U.S. exports are estimated to only increase marginally, about 30,000 tons valued at US$ 30 million.

· Imports of U.S. apples are impossible if plant quarantine restrictions are not lifted.  If plant quarantine restrictions are lifted, it is expected that Korean apples will be two and a half times more expensive than U.S. apples; however, considering the quality and taste of U.S. apples, the import quantity is not expected to be that great.

· In 2003, before the ban on U.S. beef, the U.S. share was 77 for frozen beef and 71 percent for fresh beef.  The U.S. share is not expected to be higher than 40 - 50 percent in the future because Korea is only allowing boneless beef.  In addition, Korea’s total meat consumption has declined due to the expansion of demand for healthier food.  Korean consumers also have a negative impression regarding the safety of U.S. beef.  Therefore, the expected benefit from duty elimination is estimated at US$ 280 - 380 million at the most.

· The expected U.S. benefit for pork and poultry meat from the KORUS FTA will also not be much.  Because the WTO duty on pork and poultry meat are already low (18 and 25 percent respectively) and the competition for imports is high from Europe, Chile and Thailand, U.S. exports of pork and poultry will not gain much from duty elimination.  Especially considering that pork fatback and chicken legs are Korea’s most popular items and they are not the key U.S. export items.  In addition, pork exports from the United States will be limited once beef exports resume.

In conclusion, the grain sector will bring the biggest expected benefit to the United States through the KORUS FTA followed by beef.  However, the level of TRQ adjustment will determine the expected benefit.  

· However, it is not an easy to find benefit balance between two countries on Agreement Letter in economic prospect. If Korea persuades that Korea only applies SSG on the agricultural products is a merely safety measurement against a sudden increase of imported agricultural products, the preparation of integrated Agreement Paper will not be in difficult.

Regarding the transparency of TRQ management system, the point is in the fill rate of TRQ quantity and if Korea persuades U.S. that TRQ management system in Korea fairly reflects market situation, it also is not expected to be in difficult for Agreement Paper.
However, the TRQ management system is to be changed voluntarily in line with the DDA agricultural negotiation and sustains flexible position for the above reason.  Korea needs to be in negotiation with consideration of contents and characteristic of SSG on agricultural products that is only allowed for developing countries in DDA.

Suggestions for KORUS FTA
If the negotiation proceeds in current pace, the viable accomplishment is not produced by the end of this year but there is an enough possibility to be reached through the big deal at the time of next February. 

Because Korea applies voluntary TRQ over the level of WTO TRQ on the imported grain, if Korea uses it properly in the KORUS FTA negotiation, Korea increases trade transfer effect and provides actual benefit to the U.S. 
The importance of food processing industry is also reflected properly in the agricultural negotiation of KORUS FTA (the sales of food processing industry exceeds the production value of total agriculture).           
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