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My name is Bob Stallman. Iam a rice and cattle producer and the president of the American
Farm Bureau Federation.

Trade is important to U.S. farmers and ranchers. U.S. agriculture is dependent on trade for
several reasons. Roughly 25 percent of total cash receipts for agriculture come from exports. In
addition 96 percent of our current or potential customers live outside the borders of the U.S. or to
put it another way, for every 25 consumers of food and agricultural products only one of them
lives in the U.S. And lastly, agricultural productivity is increasing nearly twice as fast as
domestic demand for agricultural products.

It is critical for U.S. agriculture that industry, Congress and the administration work together to
further open and develop world markets. USDA estimates that in 2007 the U.S. agricultural
trade surplus will rise to $8 billion, but we will not maintain this surplus unless action is taken to
ensure our international competitiveness.

We also encourage you to make Korea an important part of Congress” Trade Agenda. On Feb. 2,
2006, the Office of the United States Trade Representative (USTR) announced its intent to
negotiate a bilateral free trade agreement with South Korea, also known as the Republic of
Korea. The American agricultural sector faces potential gains and challenges from a preferential
trade agreement with South Korea. Some of these opportunities and concerns are addressed in
this report. This committee and Congress should support and vote on the Peru, Colombia and
Panama trade agreements. We have estimated that these three agreements represent more than
an additional $1.5 billion per year in U.S. agricultural exports after full implementation. In
addition we urge you to support extension of Trade Promotion Authority. Without Trade
Promotion Authority the U.S. will be locked out of any further trade negotiations allowing our
competitors an opportunity to increase their competitive advantage in markets that are important
to us.



General Information

South Korea is a relatively small country, with a size only slightly larger than that of Indiana,
- with about 17 percent of that arable land. South Korea has a population of about 48 million

people.

While still self-designated as a developing economy by the World Trade Organization (WTO),
South Korea is actually the 10™ largest economy in the world." Four decades ago, its gross
domestic product (GDP) per capita was comparable with levels in the poorer countries of Africa
and Asia. High levels of economic growth during the 1980s and 1990s plunged to a negative 6.9
percent in 1998 due to the Asian financial crisis of 1997-1999. However, the South Korean
economy then increased 9.5 percent in 1999 and 8.5 percent in 2000. >

South Korea has now fully recovered from the Asian financial crisis. In fact, in 2004, South
Korea joined the trillion dollar club of world economies. Today, the South Korean GDP per
capita is 14 times that of North Korea and is equal to the lesser economies of the European
Union. “Moderate inflation, low unemployment, an export surplus, and fairly equal distribution
of income characterize this solid economy,” is how the CIA’s World Factbook describes South
Korea.

Growth Trends in South Korea

There are several growth trends that can be examined in an attempt to estimate what the South

Korean market could represent in the future. These growth trends include the gross domestic
“product (GDP) growth rate, the population growth rate and the increase in per capita income.

Each of these trends is shown in the graph below, which includes actnal trends from 1990 to the

present and future forecasts from the present to 2014.°
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! Office of the United States Trade Representative. Trade Facts, “FTA: United States and Republic of Korea
Economic and Strategic Benefits.” February 2, 2006. )

% Central Intelligence Agency. The World Factbook. Washington, DC, February 2006.

3 United States Department of Agriculture. “International Macroeconomic Data Set.” Economic Research Service,
Washington, DC, February 2006.



While the GDP in South Korea experienced a significant drop from 1997 to 1998, the country is
now experiencing strong economic growth. This growth is forecasted to continue at about 5
percent per year to 2014,

The population growth rate for South Korea has been relatively stable at roughly 1 percent per
year. However, that growth rate is expected to decline to less than 0.5 percent per year by 2014.
This stagnating population could create challenges in the South Korean economy as labor
sources decrease and the population ages.

As mentioned previously, South Korea is very advanced for a “developing” country. This point
is only further illustrated by examining the country’s per capita income and per capita income
growth trends. The per capita income in South Korea is expected to grow significantly in the
future. From a real per capita income (in 2000 dollars) of roughly $12,000 today, it is forecasted
to grow to nearly $22,000 by 2016.

'General Trade with South Korea
South Korea is the seventh largest trading partner of the United States.* Total trade between the
United States and South Korea was $72.6 billion in 2004, up roughly 15 percent from the
previous year and breaking the two-way trade record of $68.1 billion set in 2000. The export of
American goods totaled $26.4 billion, an increase of roughly 9 percent since 2003. United States
imports from South Korea totaled $46.2 billion, up $8.9 billion from 2003. The United States
currently has a total trade deficit with South Korea of $19.8 billion.” The United States is one of
the leading foreign investors in Korea. The stock of U.S. foreign direct investment in South
Korea in 2003 (the latest year data is available) was $13.3 billion.’

Agricultural Information

At the start of the economic boom in 1963, the majority of South Koreans were farmers, and 63
percent of the population lived in rural areas. Over the next several decades, however, South
Korea grew from a predominantly rural, agricultural nation into an urban, newly industrialized
country and the agricultural workforce shrank to account for only 8 percent of the total
workforce in 2004.

South Korea's agriculture has many inherent problems. South Korea is a mountainous country
with only 17 percent arable land and less rainfall than most other neighboring rice-growing
countries. In addition, the enormous growth of urban areas has led to a rapid decrease of
available farmland, while at the same time population increases and bigger incomes mean that
the demand for food has greatly outstripped supply. The result of these developments was that by
the late 1980s, roughly half of South Korea's food and fiber needs, mainly wheat and animal
feed, were impomad.7

* Office of the United States Trade Representative. Trade Facts, “FTA: United States and Republic of Korea
Economic and Strategic Benefits.” February 2, 2006,

* United States Census Bureau. “Trade in Goods (Tmports, Exports and Trade Balance with Korea, South.” Foreign
Trade Statistics. Washington, DC, January 2006,

8 Office of the United States Trade Representative. 2005 National Trade Estimate Report on Foreign Trade
Barriers. March 2005.

7 United States Department of Agriculture. “Briefing Room — South Korea.” Economic Research Service.
Washington, DC, June 2005.



Rice dominates crop production in South Korea and has long been the staple in the country.
Other important cash crops include barley, millet, cotton, hemp, sesame, tobacco and ginseng.
While production of fruits, vegetables and livestock has grown over the last three decades, South
Korea has turned increasingly to food imports to satisfy consumers’ demands.

Current agricultural and food consumption in South Korea are focused on the consumption of
fruit and vegetable products, rather than meat products. This is best illustrated in the food
balance sheet attached to this report as Appendix A. Most of the food consumption in South
Korea is rice. As South Korean consumers continue to experience increased income and
undergo the generational transformation, they will diversify their consumption to include more
meats. This could provide a great opportunity for American agricultural exports.

Agricultural Trade Information

South Korea was the 5™ largest export market for U.S. agricultural products in 2004, Of the
$10.5 billion in agricultural goods South Korea imported in 2004, $2.5 billion came from the
United States. Unlike the general economy, the United States has a trade surplus with South
Korea in agricultural products. As the figure below shows, in 2004 the United States had an
agricultural trade surplus with South Korea of $2.3 billion.®
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Agricultural Exports

The United States supplies a range of products, with corn, beef, hides, soybeans, milling wheat
and cotton the major items. From 2000 through 2004, the United States exported an average of
$2.6 billion per year of agricultural products to South Korea. The majority of products being
sent to South Korea were bulk commodities, such as corn, wheat and soybeans. The high-value
products include cattle hides, fruits and vegetables. The table below shows the top ten exports,
by value, sent to South Korea from the United States during 2000-2004.

¥ All trade data — United States Department of Agriculture. U.S. Trade Data. Foreign Agricultural Service,
Washington, DC, February 2006.



Top 10 U.S. Exports to South Korea
{Values in $1,000)

Commodity 2000 2001 2002 2003 2004 5YrAvg
Whole Cattle Hides 398,502 474,074 381441 365440 329264 389,744
Soybeans 265,805 219,205 247,150 282430 284,594 259,837
Comn 202,718 276,292 79,251 42,128 542,034 228,485
Wheat 180,559 172978 187,244 205,363 230,919 195413
Cotton 123,516 103,562 149,778 155,163 174,523 141,308
Feed, Ingredients & Fodder 85,257 84,841 98,217 122,875 114,791 101,196
Miscellanous Horticultural Products 67,889 8R,287 103,576 101,138 100,088 92,196
Fresh Fruits, Citrus 51,295 53,876 76,642 88,715 97,796 73,665
Vegetables, Prep or Pres 57,939 36,668 41,885 37,990 43,253 43,547
Pork 25,453 17,962 26,187 69,998 43,344 36,589

While the United States is a significant supplier of the South Korean food and fiber market, that
market share is decreasing. The United States market share of South Korea’s agricultural
imports has fallen from nearly 45 percent in 1996 to less than 30 percent in 2004. Other
countries are moving into and taking increased shares of the South Korean agricultural market.
Examples of these other suppliers expanding in the South Korean market include Australia for
wheat, beef, mutton, wool and sugar; Malaysia for rubber and palm oil; New Zealand for beef,
kiwifruit and dairy products; Canada for feed grains and oilseeds; the European Union for pork,
feed grains and processed meat; and China for a variety of agricultural products.

Agricultural Imports

From 2000 through 2004, the United States imported an average of $156 million per year of
agricultural products from South Korea. The table below shows the top 10 imports, by value,
sent to the United States from South Korea during 2000-2004. Most of these agricultural imports
do not compete directly with domestically produced commodities (for example, off-season
deciduous fruits) or processed products, such as miscellaneous grain and feed (which is mostly
pasta) and prepared vegetables.

Top 10 U.S. Imports from South Korea
{Values in $1,000)

Commodity 2000 2001 2002 2003 2004 5YrAvg
Grain and Feed, Miscellanecus 26,528 31,051 36,741 42,541 50,111 37,394
Miscellaneous Horticultural Products 24,835 25,787 34,279 37,370 43,815 33,217
Fresh Fruits, Deciduous 9,861 13,360 15,091 12,166 14,668 13,035
Wheat Products 10,847 12,798 13,512 10,688 13,553 12,280
Other Meat Products 579 248 123 409 57,267 11,725
Vegetables, Dried and Dehydrated 5,127 6,351 5,007 5,424 5,410 5,464
Sugar & Related Products 5,005 3,927 4,526 3,416 4,530 4,281
Miscellaneous Dairy Quota 1,828 2,514 3,770 5,027 5,855 3,799
Vegetables, Prep or Pres 3,478 3,789 3,712 4,122 3,661 3,752
Miscellaneous, Industrial Use 1,815 2,428 2,709 3,457 3,973 2,876




Agricultural Tariff Rates

South Korea is known around the world for its high tariff rates. Several trade disputes in the
WTO also reflect the country’s strong tendencies toward protectionism. Under the WTO’s
Uruguay Round Agreement on Agriculture (URAA), South Korea has lowered the tariffs on
more than 30 agricultural products of primary interest to the United States. These products
include bulk, intermediate- and high-value items, such as mixed feeds, feed corn, wheat,
vegetable oils and meals, fruits, nuts, popcom, processed potatoes, frozen French fries and
breakfast cereals. However, duties are still very high on many other high-value agricultural and
fishery products. Korea imposes tariffs above 40 percent on many products of interest to U.S.
exporters, including shelled walnuts, table grapes, beef, canned peaches and fruit cocktail,
distilled spirits, apples, pears and a variety of citrus fruits,” The table below shows both the
bound and applied tariff rates for some select agricultural commodities, both in the United States
and in South Korea.

Tariff Rate Information
{Values in Percent)
South Korea United States
Commodity Bound  Applied Bound  Applied
Barley 3591 359.1 0.7 0.0
Beef 40.0 40.0 264 5.3
Butter 89.0 67.6 809 6.7
Cheese 36.0 36.0 364 9.8
Corn 403.5 403.5 0.6 0.0
~ Cotton 2.8 2.2 259 25.9
Milk 176.0 176.0 40.0 0.0
Skimmed Milk Powder 176.0 176.0 40.0 0.0
Pork 22.5 22.5 0.2 0.0
Poultry 195 19.5 174 6.9
Rice* 5.0 5.0 6.8 6.8
Sorghum 3942 3942 14 0.0
Soybeans 487.0 487.0 0.0 0.0
Soybean Meal 1.8 1.8 2.5 2.5
Soybean 0il 12.6 8.0 19.1 19.1
Sugar 18.0 135 195.0 195.0
Wheat 4.2 30 2.6 0.0
Aggregate Fruits 45.0 45.0 3.7 3.7
Aggregate Vegetables 45.0 45.0 6.8 6.8
Processed Products 51.5 51.5 114 114

*Represents in-quota tariff, only; see TRQ text below

As the table illustrates, agricultural tariff rates in South Korea range from just over 1 percent to
nearly 500 percent, depending on the commodity. Eliminating, or even significantly reducing,
these tariff rates through free trade agreement negotiations could be extremely beneficial to the

® Office of the United States Trade Representative. 2005 National Trade Estimate Report on Foreign Trade
Barriers. March 2005.



United States agricultural sector. The lower tariff rate on United States products will make us
more competitive with Australia, China, Japan and other agricultural suppliers.

Other Concerns

In addition to tariff barriers South Korea also imposes several non-tariff barriers that must be
strongly addressed in a trade agreement. These barriers range from internal supports,
quantitative restrictions and sanitary and phytosanitary barriers.

Internal Supports

While generally not part of FT A negotiations, domestic agricultural support programs are a
concern with South Korea. As part of the WTO’s Uruguay Round Agreement on Agriculture,
South Korea agreed to reduce its domestic support for agricultural products by 13 percent by
2004. However, the Korean government actually increased the level of domestic support it
provided to the cattle industry during 1997 and 1998. The United States challenged South
Korea’s domestic support “reductions” through WTO dispute settlement proceedings in 1999,
and the final ruling was in favor of the United States. However, the United States must continue
to monitor South Korea’s notification of domestic support spending on agriculture to ensure
conformity with that country’s WTO commitments.

Tariff Rate Quota Administration
A tariff rate quota (TRQ) is a two-level tariff, where the tariff rate charged on imports depends

on the volume or quantity of imports. A lower tariff, an in-quota tariff, is charged on imports
that fall within the quota volume. These tariffs are generally low and not very trade-distorting,
A higher tariff, an over-quota tariff, is imposed on imports in excess of the quota volume.

South Korea utilizes TRQs in a manner that slows or halts agricultural trade. For example, the
South Korean government exercises full control over the purchase, distribution and end-use of all
imported rice. The tariff rate table indicates that rice entering the South Korean market faces a 5
percent duty. This is true for in-quota rice, only. In 2005, South Korea should import 225,575
metric tons of rice, 50,076 metric tons of that from the United States, which will face the 5
percent duty. South Korea does not have an over-quota tariff on rice because it has never
imported more than its required quota since the signing of the URAA.

In addition to the rice TRQ, the South Korean government has delegated the administration of a
citrus TRQ to the Cheju Citrus Cooperative, which is a South Korean producer group. Allowing
a producer group to administer a TRQ raises questions about whether it is being administered in
a non-discriminatory manner. In the past, the United States has raised concerns about South
Korea’s administration of quotas, specifically regarding beef, rice, citrus and soybean and corn
products.

Sanitary and Phytosanitary Concerns

Sanitary and phytosanitary (SPS) standards are a major concern for the agricultural sector. SPS
standards for certain agricultural products in South Korea are applied arbitrarily and without
prior notification. U.S. citrus exports were halted due to an alleged detection of the fungal
infection septoria citri. '



South Korea also closed its border to American beef in December 2003 after it was announced
that BSE was found for the first time in the United States. Prior to the beef ban, South Korea
was the third largest market for U.S. beef exports, with annual exports averaging more than $1
billion per year. We remain optimistic that with the recent preliminary OIE announcement that
the United States is “controlled risk™ for BSE the Koreans will begin to fully open their beef
market to the United States. The final OIE ruling is expected in May.

While some SPS issues have been addressed, other SPS concerns are arising. For example,
South Korea recently ratified the Biosafety Protocol (BSP). As part of their proposed regulations
to implement the Protocol, South Korea has gone far beyond the scope of the BSP requirements.
This may result in a barrier to U.S. commodities derived from biotechnology. A free trade
agreement could provide the United States with an opportunity to address unjustified sanitary
and phytosanitary measures and to ensure that South Korea’s SPS measures are based on science
and developed in a transparent manner.

Conclusions

Currently, South Korea is a large market for United States agricultural exports, even with
prohibitively high tariff rates. However, the United States has been losing market share in the
South Korean market over the last decade. The United States market share of South Korea’s
agricultural imports has fallen from nearly 45 percent in 1996 to less than 30 percent in 2004, as
China, Australia and the Association of Southeast Asian Nations have all increased their market
shares. Eliminating or lowering South Korea’s tariffs would put the United States at an
advantage when competing with other suppliers in this large and growing food and agriculture
market.

We understand that there is not much time left in order to conclude these negotiations. We
remain committed and hopeful that USTR and Korean negotiators can successfully complete
negotiations under the terms and existing timeline of TPA. We commend USTR for its
dedication to this agreement and appreciate the diligence shown in working with us and others in
the U.S. agriculture community.

Ambassador Crowder and the agricuiture negotiating team are in Seoul. In addition Farm
Bureau and others from the U.S. agriculture cornmunity are also there to convey the importance

of these negotiations.

The opportunities are significant for U.S. agriculture under a U.S.-Korea trade agreement.
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