NIDENING URBAN-RURAL INCOME DIFFERENTIALS
IN KOREA: A REEXAMINATION

Hakchung Choo™

1. Introduction

I Intersectoral income differentials between the urban and
louseholds have long been a standing issue in income
Iitlon among the developing countries. The widening urban-
.cmnc differential has been reemphasized in a number of

jIthout critically examining both theoretical and empirical
| |¢ may mislead researchers and policymakers in identifying the
! (listributive issues.

h purpose of this paper is, by reexamining the issue of
| J intersectoral income inequality, to caution those econo-
llo have a tendency to dwell on the past and established
oln despite the rapid pace at which the national and world
Miles are changing. There are a few sufficient observations to
this caution. First, despite the growing list of literature in
ilistribution studies, economists have not yet reached a
Korea Development Institute, Seoul, Korea.

! . Bong Soon Kang and Pal Yong Moon, An Analysis of Determinants of
52'4 tome Korean Development Institute (KDI) Working Paper 77-09, 1977
.:j joun). Sung Hwan Ban, “Determinants of Farm Income and Its

tlon,” Hakchung Choo, ed., Income Distribution and Its Determinants in
Vol 1, Korean Development Institute (KDI), 1979, pp. 111-179 (in
). Dwight H. Perkins, et al, Rural Development, Studies in the Moderni-
i‘lii' the Republic of Korea: 1945-75, Harvard University Press. 1980.
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consensus on what is meant by ‘income’ in such studies.2 Fu
more, the comparison of urban and rural income is based on @
gross income or disposable income, which is an inadequate repi
tation of the living standard and the level of welfare. It

Second, though the conclusions of such a study ma|
far-reaching, little serious effort is being made to critically evl
the limitations of the empirical bases used, let alone to imy
them, especially for the developing countries. I

such importance to the issue of widening urban-rural in
differentials when Korea’s rural population has declined signifigl
in the past twenty years, from 56.3 percent in 1961 to 25.8 pef
in 1981, and is expected to decrease further in view of its res
endowment and development strategy. The sin of omission I
that the growing urban poverty and the disparities within have
neglected. .

This paper critically assesses the validity of both theoreti:
empirical evidence of the widening intersectoral inequality
reexamines the evidence in the light of recent attempts at
adjustment. This reexamination begins with a review of |
theoretical and empirical problems in comparing the incon
urban and rural households and in the light of the shortcoml_
conventional income concept and existing survey data.

Both gross and disposable incomes of the two typs
households are then adjusted to present a realistic level of living
are compared in time series and cross section analyses. Becall
data constraints, the adjustments in this study represent a §
best approximation, maintaining as much consistency as possibl

2. The concept of income used in distributive studies has evolved
income before tax and disposable income to income allowing for the ingl
of indirect taxes and government expenditures. Furthermore, such income
to be standardized with respect to the differences in family uia
cost-of-living. If one takes a non-conventional view of income, this conve i"
ly adjusted income needs to be further adjusted to represent welfi ‘:r-
measurement of economic welfare or net national welfare. Final adju
would require allowing for capital gains and underground incomes. For (l
see Hakchung Choo, “The Concepts of Income in Distributive Sil

Hakchung Choo, ed., Op. Cit., pp. 42-62.
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per capita incomes in the agricultural and non-agricultural
Win derived from the national income accounts? ; and second, the
Burison of city wage earners’ income and farm household income
¥l from the city and farm household income and expenditure
}'H.d respectively. These comparisons are made constant prices.

B from 1965 to 1979 in Korea. Except for the fact that the
e differentials in constant prices appear somewhat higher than
jil prices from 1965 to 1973 and somewhat lower from 1974 to
because of the implicit bias of the deflator of 1975,5 the
e differentials in both current and constant prices show more
s similar trends from 1965 to 1979. The ratio of agricultural
'hnhl income to non-agricultural household income in current
Wonstant prices slightly deteriorated from 48.9 and 61.4 percent,
tlively, in 1965, to 37.2 and 49.5 percent in 1968. Since 1968,
{l for some deviations due to harvest conditions, there has been
lijproving trend.

A comparison of per capita income in current and constant prices
Iliese years shows similar patterns as those of the household

' ¢ comparison. The differences between the two are accounted
|
M

lity of the Statistical Base,” April 1976 (Mimeographed) Korean
!i pment Institute (KDI), pp. 4-7.

i B.S. Kang and P.Y. Moon, Op. Cit., pp. 11-17.
Man, Op. Cit., p. 114.

|i , The change in the base year from 1970 to 1975 results in the following
Wilees in constant price farm household income as percentage of city wage

' household income.

1965 1970 1975
1970 Base Year 106.9 672 86.7
1975 Base Year 111.2 74.6 101.6

(A) — (B) —43 =74 —149
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Wi by the changes of family sizes of the two household categories as
\uwn later in Table 7.

. T'his comparison between agricultural and non-agricultural house-
ulil income derived from the national income accounts usually
Wlerstates the agricultural household income, because calculation of
b income excludes off-farm income, as is shown on the right hand
Mumn of Table 1. Furthermore, average non-agricultural household
fome is strongly influenced by a small number of extremely high
Mischold incomes. Thus, it is safe to say that a comparison of
jischold incomes based on the national income accounts gives a
ither distorted picture by exaggerating the income differentials.

Another empirical source of income comparison of the two types
'lmuscholds is the result of the household income and expenditure
Voys, shown in Table 2. This table implicitly assumes the
openeity of incomes of the households compared. The city wage

o1’ household income is primarily comprised of employment
lunerations while farm income is composed of the imputed wage
jiponent of self-employed labor and of the returns on such capital
tment as land and intermediate inputs. Thus, there remains a
{lon as to whether or not it is appropriate to compare directly

Ancomes of these two different types of households. It would be
W appropriate to compare the incomes of city proprietors and
households, considering the nature of their income composi-
I, This type of income comparison has merit in that such a
Jiparison encompasses the two most numerous types of house-
i In the economy.
l\¢ comparison of current incomes shown in Table 2 indicates a
| (oward widening income differentials against the farm house-
In the late 1960s, rapid improvement in the early 1970s, and
Wier period of deterioration in the late 1970s. The comparison of
Wiliold incomes in constant prices shows a similar trend as that of
Wil income, except for one notable difference. Because of the
problem,® farm household incomes in constant prices, before
| Wlter the base year 1975, are evaluated, respectively, somewhat
\ut and lower than current prices. Per capita income comparison

", Sce Footnote 5.
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Table 2 — Farm Income as Percentage of City Wage
Earners’ Income, 1965-1979

City Wage Earners’
Income=100.0

Household Income Per Capita Income '

Current Price 1975 Constant Current Price 1975

Income Price Income Income Price I
1965 99.1 111.2 87.3 98,
1966 80.2 89.6 70.6 78,0
1967 59.8 67.0 53.3 59
1968 62.6 67.1 56.5 60,1
1969 65.3 72.0 59.1 64,
1970 67.2 74.6 60.6 67,
1971 78.8 89.8 71.4 81,
1972 83.0 95.3 76.6 88
1973 87.5 98.6 80.2 90,/
1974 104.5 105.7 96.2
1975 101.6 101.6 93.0 94
1976 100.3 97.9 91.5 89,
1977 102.0 96.3 87.9 83
1978 98.3 89.7 85.5 7
1979 84.7 74.7 75.6 6

Report on the Results of Farm Household Economy Survey, for respe
years.

further accentuates the income differentials, mainly due 1
difference in family sizes. p |
In interpreting these data, two subtle points must be congi

equal weight is given to all the members of a household. Thlq
that all data must be adjusted to the adult equlvalent -.|

cost-of-living differentials. Neglecting two factors has a tend.' n
increase income differential against farm households.
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L. Comparison With Adjusted Farm Income

« pon examination of the Korean farm household income data,
| Abraham asserts that the data include, as a significant
snent, undue capital gains from grain inventories.” Although
Wsertion is erroneous as shown below, a number of agricultural
mists made farm household income adjustments,® the results
\oh are compared with city wage earners’ household income and
il In Tables 3 and 4. In addition to adjusting for capital gains
A|hventories of grains and intermediate inputs, these adjustments
Wy corrected for the over-representation of farmers with
Wuly large land holding in the farm household survey. The
.. gnts by three representative studies shown in these tables
\ depree because of the differences in adjustment procedures.
{, the adjustments are consistently downward, in marked

Wl Yong Moon represent the least downward adjustments for

W ufter 1970, while the adjustments by Sung Hwan Ban were
Ily less than those of Kang and Moon for the years before
Wl preater after that year. The biggest adjustments of the
ifter 1971, had been made by D. H. Perkins, et al. The

ey of downward adjustments also differ significantly de-
il on the year under consideration and the authors. Kang and
e the smallest downward adjustment, 3 percentage points
4, and the highest one, 13.1 percentage points, for 1974, while
iljustments made the lowest 3.1 percentage points for 1966,
I lighest, 13.9 percentage points, for 1973. In the case of
b 0t al, the levels of adjustment were the most profound, from
Winl of 2.7 percentage points for 1965 to the highest-of 30.9

¢ points for 1974. The adjusted per capita income
Wons show similar trends to those of adjusted household
l- gxcept that the differences of the two are explained by

M. Ban, Op. Cit., pp. 120-122. B.S. Kang and P.Y. Moon, Op. Cit., pp.
|, Porkins, et. al, Op. Cit., pp. 429-432.
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3. Problems in Comparing the Inceme of City and
Households

income needs to be theoretically and empirically expanded
modified to represent the level of living and welfare. In this se¢

comparing the incomes of the two sector households. Then, wé
turn to a number of data problems pertinent to such a compari
Korea,

A. Some Conceptual Problems
1) Burdens of Direct Taxes and Levies

Direct and indirect taxes as well as public expenditu
generally recognized as important means of facilitating i
redistribution. However, the incidence studies of indirect |
necessarily make many assumptions that limit the validif
conclusions.? Recent studies on the redistributive effects of #0
ment expenditures need much more extensive data than is gen
available in the developing countries.1® Therefore, we will ¢o)
our discussion here to the burdens of direct taxes and levies o)
two categories of households under different direct tax and
system. .

In Korea, farm incomes are still exempted from incomg
However, farm income is subject to a local direct farm land taxj
types of households pay various other duties and levies. As sh |
Table 5, city wage earners’ households pay consistently
portions of their income in direct taxes and levies than do
households on the average, though the ratios of these burden

counterparts for the same level of income, |
The relatively wide variation in the direct tax and levy |

9. Luc Henry de Wulf, “Fiscal Incidence Studies in Developing Coull
A Survey and Critique,” International Monetary Fund (IMF) Staff Papit
XXII, Mrach, 1975, p. 102.

10. Jocob, Meerman, Public Expenditure in Malaysia: Who Benefl
Why, Oxford University Press. 1979. '
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Table 5 — Ratio of Direct Taxes and Levies to Farm
and City Wage Earners’ Household Income, 1965-1979.

(In Percent)
Year Farm Household Cltyi}‘; auizl_ﬁ;?em
1965 PRI 3.31
1966 2.59 3.38
1967 1.75 4.70
1968 1.69 7.91
1969 1.98 7.24
1970 1.28 6.78
1971 1.16 7.05
1972 1.00 6.60
1973 1.33 6.99
1974 1.29 1.87
1975 1.45 2.85
1976 1.69 3.60
1977 1.87 3.04
1978 1.68 2.38
1979 2.10 212

Hources: Economic Planning Board, Annual Report on the Family
Income and Expenditure Survey, for respective years.
Ministry of Agriculture and Fisheries, Report on the Re-
sults of Farm Household Economy Survey, for respective
years.

0l the two types of households stems from the fact that tax
ilons and tax rates on wages change annually, while the land
mption and rates change once every several years. However, in
Hlons of high inflation, the effective fixed land tax exemptions
'u over a few years rise significantly. The tax burden ratios of
Miitners are also affected by the imposed upper income ceiling
l 10 changed only intermittently until 1976. The 1974 tax and
Miden ratio of the city wage earners’ households exemplifies
Mortions caused by the imposition of a 2.4 million won per
llpper income ceiling adjusted from 2 million won in 1973, an
i of 20 percent, when nominal per capita GNP increased by
Wivent, from 153.6 thousand won in 1973 to 211.4 thousand
i 1974, Despite these variations, the ratios of direct tax and
ten of farm households are generally lower than those on
fio carners’ households which should be appropriately
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accounted for in the income comparison of the two typ
households.!1 '

2) Cost of Living Differentials

so-called ““regretables”, the difference in urban and rural purcl
power parity, and the difference in the quality of life between |
and rural living.

Including necessary expenditures for urban living in the
tional concept of income has been opposed by many who crl
the inadequacies of the national income concept12. For exampl§
expenditure on bus fares for commuting to work sho [
reimbursed as cities become more urbanized, although the timo;

urban population to the extent equal to the portion of in(
expended on these ‘regretables”. However, there remai

that of commuting to fields on foot by farmers, which is related’
the qualitative aspect of living in this comparison.

The logic of allowing for the cost-of-living differentials al
the countries in an international comparison of income!3 couldl
be applied to an urban-rural income comparison. Although
remain technical problems of gathering appropriate data and def
convincing formulas for adjustment, even the prices of necess
differ substantially between the urban and rural areas. For |

11. For details, see: Hakchung Choo, “Redistributive Effects of Aj
tural Taxcum-Subsidies,” Korea Development Review, Vol. I, No. 3, Septel
1979 (in Korean) pp. 43-68. i

12. A.W. Sametz, “Production of Goods and Services: The Measurg
of Economic Growth,”E.B. Sheldon and W.E. Moore, eds., Indicators of §
Change, Russel Sage Foundation, 1968. Economic Council of Japan, Meas
Net National Welfare of Japan, 1973. I

13. Irving B. Kravis et. al, A System of International Comparisol
Gross Product and Purchasing Power, Johns Hopkins Press, 1975, Ch. II.
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¢ in the cost of living, expenditures such as dwelling,
Wl and others, should be considered.

s 6 provides a quantitative base allowing for the cost of
llferentials between cities and rural areas for a few selected
by in 1973. According to this table, the cost of living is about
went higher in the medium-size cities than in rural areas, and
0 percent higher in large cities. In Korea, the cost-of-living in
|i cstimated to have been 19.4 percent higher for urban
I, However, a portion of this is attributable to qualitative
Wibes between urban and rural lifestyles. Since there is no
i method of accounting for such qualitative differences in
I, no attempt is made here to modify further the cost-of-
Wiferentials, except to use most relevant existing data.

Yuble 6 — International Comparison of Urban and Rural Cost
of Living Differentials, 1973.
(Rural Cost of Living = 100.0)

Small and

Rural Area Medium Cities Large City
100.0 115.0 128.8
100.0 110.9 121.9
100.0 119.4
100.0 117.1

i Mok Suh, et. al, Patterns of Poverty and Anti-Poverty Programs in Korea,
 Wurean Development Institute (KDI), 1981, p. 98.

|
i
) Adjusting for Family Size

[ho difference in average family size between city wage earners’
m households (Table 7), could be a cause of a downward bias
| per capita income comparison of the two types of households.
|‘ lus, however, could theoretically be adjusted by using an adult
Bulent scale.14

/ Il ittempt was made in Korea to derive an adult equivalent scale
he city household income and expenditure survey, but it did

I

14, Belvir Singh and A. L. Nagar, “Determination of Consumer Unit
' liconometrica, Vol XXXXI, No. 2, March 1973.
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Table 7 — Average Family Size of City Wage Earners’ Household| '
and Farm Households in Korea, 1965-79 '

(Unit: person)

Year Farm Household Clt};l::‘:?sgeifliiu; o ||

=
1965 6.29 5.54 -
1966 6.22 5.47 |
1967 6.12 5.46 '|
1968 6.02 5.44 It
1969 5.99 5.42 I‘
1970 5.92 5.34 .
1971 5.83 5.28 |
1972 5.71 5.27 |
1973 5.72 5.25
1974 5.66 5.21 il
1975 5.63 5.15 I
1976 5.54 5.05 ,
1977 5.52 4.76 |
1978 5.38 4.68 |
1979 5.20 4.64

Source: Economic Planning Board, Annual Report on the Family i
Income and Expenditure Survey.

not yield a meaningful result.!3> However, in the case of the U
States, for example, as shown in Table 8, the difference in
equivalent scale between a two-member family and a four-mu
family is about 50 percent. Although this adult equivalent |
derived from the poverty line cost-of-living data, and thus, n‘l
accurately represent the true picture of a developing coun'
sufficient to support an argument that the per capita income -'-E-
in comparing income differentials of the two sectors gives an i
bias against large families. |
Besides, the income comparison of the two sectors is
terms of average of convenience. Although arithmetic li
widely used representative measure for mass observations
question of how significant a mean is should not be ovel'lI
15. Kwang Suk Kim and Dai Young Kim, The Effects of Householl
Structure and Income on Expenditure Patterns, Korean Development Il
(KDI) Working Paper 7510, May, 1975. i
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Table 8 — Standardized Cost of Living Scales of the
U.S. Poverty Line, 1974

(Non-Farm 2-Person Household=100.0)

Non-Farm Farm

Household Household ARVELIkS

77.7 65.2 717.5

100.0 84.3 99.4

122.6 103.7 121.8

156.9 134.0 156.0

185.3 157.5 184.1

. 208.6 177.5 207.1
Wisons 257.0 218.6 2543

tlved from U.S. Bureau of Census, “‘Characteristics of the Population Below the
ity Level: 1974 Current Population Reports, Series P-60, No. 102, Table

jy in distributive studies. For Korean farm households, the
|lm ome is more significant than for city households because
measure of inequality for farm households. 16

boblems of Survey Data
the household income and other related data are derived

f | the data used for an income comparison of the two types
Mhiolds. Of the many differences, the following three deserve
| fiotice: 1) inventory evaluation in the farm household
. 1) imputation of dwelling ownership in the city household
Jnel 3) price indices used for household income deflators in

m Inventory Evaluation

1ost controversial issue in the income comparison of city
i liouseholds in Korea has been the alleged inclusion in farm
| ul capital gains from inventory evaluation. W. I. Abraham
i"r Wt ““the farm survey figures include capital gains in inventory
' an(.hung Choo, “Economic Growth and Income Distribution,”
Loe Park, ed., Human Resources and Social Development in Korea,
Ll valupment Institute, 1980, pp. 291-2.
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saving out of current income) — the steeper the rise in grain pri

the bigger the capital gain portion which is included.”'? Tl
observation by Abraham has been taken literally and many agricl
tural economists have attempted to adjust farm income accordi

misundertanding by a consultant to a developing country, |
implications of which were never critically examined by |
followers of this contention. '

Because of the importance of this adjustment in the attempi |
conduct an income comparison in this paper, some clarifications
the accounting procedures for determining the farm income
Korea is in order. Accoring to Abraham, changes in inventories,
result even when no actual change in the quantity of inventd
occurs, since the value of inventory at the beginning of a given -j:

dures and Abraham’s adjustment procedures. For simplicity, §
table gives an illustration for estimating the total output as a basis i
determining income by using hypothetical figures. It seems l
Abraham conceived output to be the sum of self-consumption,

would vyield the production total of 960 while Abraham’s adju§
procedures would result in the allocative sum of 920, which is dil
rent from the production forthat year. Therefore, Abraham’s u
exclusion of capital gains lacks a logical basis.

Genuine capital gains could occur only when beginning invel
ries exceed annual dispositions and the inventories continue to ad
mulate to the following year. Considering the demand for farm:
ducts in Korea, however, continued increases in farm inventorie§
not conceivable. Even if such unlikely increases in farm inventd
did occur, it would not present a problem to account for them'l‘
part of current income from gains due to price changes as

17. W.I. Abraham, Op. Cit,, p. 4. I
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country by the followers.

2) Imputed Income From House Ownership

Despite many attempts to compare farm household income'_
the wage earners’ household incomes, no one has yet pointed oul!
inclusion of imputed income from the house ownership for §
dwellers and its exclusion in the calculation of farm incomd
Korea.!8 This inconsistency in treating imputed income from h
ownership and rentals is an upward bias to the city housclf
income. '

An effort to adjust for this difference in the farm income w
require an amount of estimation that is beyond the scope ol’-'I
study. However, for the sake of making a comparison, one sh
recognize and allow for the imputed income from the h
ownership and rentals included in the city wage earners’ housd ]'"
income. As shown in Table 10, such imputed incomes are esti ;i
to represent around 10 percent of household income. This perg
age, of course, suggests an upper ceiling for such adjustment. R

e
recognizing these differences, no further attempt is made m.j
analyses except to compare income, excluding imputed income f

house ownership and rentals.

3) Selecting Consumer Price Index as Deflator

It is conventional to compare city and farm household incq
over an extended period in real terms. The question of choosing

paid, and farm consumer prices —has been used as a de
without due regard for its analytical implications and statisti
problems. '

18. Office of Statistics, Ministry of Agriculture and Forestry, Guidell
for Classifications in Farm Household Survey, 1977, pp. 41-55. (in Korean), |
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10 — Imputed Income from Housing Ownership and Rentals of
City Wage Earners as Percentage of Household Income,

1963-79
Imputed Income as
Household Income (1) Imputed Income (2) Percentage of
(thousand won) (thousand won) Household Income
/(1) (%)

80.2 8.3 10.4
97.2 9.4 9.7
112.6 11.2 10.0
161.5 20.5 12.7
248.6 30.5 12.3
286.0 30.7 10.7
333.6 37.8 113
381.2 43.1 1113
451.9 51.8 11.5
517.4 60.5 11.7
550.2 65.6 11.9
644.5 71.2 3 1l |
859.3 72.8 8.5
1,151.8 92.5 8.0
1,405.1 134.2 9.6
1,916.3 182.2 9.5
2,629.6 292.6 11.1

;'Humomic Planning Board, Annual Report on the Family Income and Expenditure
! Murvey, 1980, pp. 34-50.

Ihe use of the city consumer price index to derive the real
W of the farm household implicitly assumes identical consump-
| putterns of city and rural dwellers. Such an assumption would
Il In compared real incomes of the two types of households being
lloal to the results of comparing current price incomes of the
Kl'hcrefore, this practice is not only insignificant for comparative
Joes, but also distorts the real incomes of the farm households.
I Is more startling is the use of the consumer price index of Seoul
H deflator for the farm household income in some publica-
\ 19 Farm income in real terms derived in such a manner would
llubly further deviate from reality.

il
'19. For example, see: Economic Planning Board, Handbook of Korean
my, 1979, p. 182.
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The index of farm prices paid is compiled in a countf
determine the agricultural price parity. This index includl :
addition to the prices paid for farm household goods and ser
the prices of farm supplies and intermediate inputs, including

vary according to places and time. As shown in Table 11, the Wi
of 562.7/1,000; 353.7/1,000; and 83.6/1,000, are assigni
household goods and services; farm supplies and intermediate i'.
and, farm wages, rentals and fees, respectively. This deflali
somewhat inadequate because of the inclusion of items othel’
household consumption goods and services. It is particularly
propriate in the Korean context since the prices of nonconsu ,i.
farm goods and services increased at relatively rapid rates du n
period of 1962 to 1979 as observed in Table 11. I

The most appropriate deflator is undoubtedly the farm u!f
hold consumption price index. However, this price series cof
by the Korea Federation of Agricultural Cooperatives W
statistically compatible with the city consumer price index com
by the National Bureau of Statistics at the Economic Planning '
for at least two reasons.

First, the coverage of commodity items in the farm cong
price index is quite limited to the extent that it is i
representative of nor compatible with the city consumer pricqi !
As shown in Table 12, the farm consumer price index in
derived from the prices of 94 items while the city consumet
index is derived from the prices of 349 items. Of major expeni
categories, only the electricity and heating category seems§ ‘;
more or less compatible in terms of the number of items suf
and the relative weights assigned. Thus, the farm consumé¢l ‘i
index lacks representativeness as compared with the city .'
price index and is more vulnerable to sampling errors. . ‘I

Second, it is inevitable that due to the differences in the ”!.-
different weights. However, the relative weights given t‘.
expenditure items as food, clothing, and miscellaneous elﬁ
show such extensive differences that the question of compatib *
the two indices arises. As shown in Table 12, the weifl
miscellaneous expenses on 24 items in the farm consumer pricg|

accounts for almost half total weight. Thus, fluctuation i“-"
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Yuble 11 — Rates of Increase of Korean Farm Prices Paid by
Major Categories, 1962-79 (In Percent)

FFarm Prices Farm Input Farm Consumer Farm Input
Paid Supplies Goods Services
(1,000.0) (353.7) (562.7) (83.6)
10.8 14.4 9.9 11.1
11.3 - 0.7 11.1 26.3
27.0 16.7 29.4 34.7
335 62:3 18.4 132
12.0 10.6 12.3 14.3
7.8 3.5 10.2 17.6
11.9 4.9 15.5 22:2
14.5 2147 9.4 2157
13.7 8.9 15.4 24.0
12.9 15:7 10.6 19.9
13.3 15.7 10.8 17.5
9.2 ISAL 5.0 10.6
31.0 22.0 38.7 30.6
23:9 17.8 26.7 28.7
24.9 353 18.1 26.3
17:1 19.7 14.0 24.3
30.0 43.1 18.3 41.3

13.7 - 4.2 22.4 50.8

18.9 20.7 16.2 19.9

12.2 10.9 12.2 21.1
20.5 21.2 19.9 224
20.3 19.5 18.2 38.8
171 17.9 16.5 24.2

:Hlnistry of Agriculture and Fisheries, Yearbook of Agriculture and Forestry
. Mlatistics, 1980.

| ¥ i - . !
l\iie problems in the price indices seem to have been responsi-

!J the divergence in the movements of the two price indices in
|yuurs. During the period of 1970 to 1973, the rate of increase
furm consumer price index was slightly lower than that in the
ssumer price index as noted in Table 13. However, the farm
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M price index increased by about 4 percentage points faster

i\ the city consumer price index during the period of 1974 to
“ INis recent divergence in the two price indices can be
I (| largely to relatively rapid increases in the prices of
\ieous items and clothing expenditures of farm households.
§ iy be raised about this divergence in the rates of increases
pricc series in view of the lack of compatibility of the two
Wiles, If such a suspicion is warranted, then it would also
{li¢ income comparison of the two types of households in
'| prices, significantly against farm households in the later

|y 13 — Comparison of City and Farm Consumer Price Increases
Iy Major Expenditure Categories, 1970-73 and 1974-78
(In Percent)

Annual Average of 1970-73  Annual Average of 1974-78

City Farm Difference City Farm  Difference

. 5.0 4.2 0.8 15.4 19.2 -3.8
. :llwcrugc 5511155 0.0 178 212 3.4
55 4.0 1.5 13.2 20.0 —6.8
46 4.6 -0.1 11.3 14.3 -3.0
43 4.1 0.2 17.0 13.6 3.4
43 45 -0.2 13.1 20.1 -7.0

e -
jlyoi] from Economic Planning Board, Annual Report on the Price Survey, and
Wliliy of Agriculture and Fisheries, Yearbook of Agriculture and Forestry
Wiies, 1980.

F. Lffective Level of Living Incomes Estimated and |
. Compared

." preceding examination of the theoretical and empirical
IW of a conventional income comparison of the city wage
I and farm households underscores a need to make appro-
Wliustments with regard to data constraints. Therefore, we will
Wenl the estimation procedures of adjusted income called the
i level of living income. This adjusted income will be
Wil both in time series and in cross section analyses.
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A. Adjustment Procedures

Because of the lack of theoretical consensus and data limif}
it is practically impossible to fully adjust the income of bo
wage eamers’ and farm households. One alternative is -r“.
second-best approximations. The effective level of living im
defined as gross income adjusted for cost of living diffen
differences in number of household members, and direct tax i
burdens between the two types of households as the first app
tion. (We will call this series Estimation 1.) Another alt'_
estimation of the effective level of living income is to have
adjustment by excluding from the city household incoff
imputed incomes from the housing ownership and rentals ”!
make the city household income more consistent with thi
household income. This will be referred to as Estimation II.
In adjusting the differences in urban and rural costs of
and the sizes of households, it is inevitable to use th
equivalent scales of the 1974 U.S. poverty study shown in I
since no such data for Korea are available. There remains, o_ﬁ
an empirical question as to whether or not data of an l'
country for a particular reference group can be applied to an
of the total population of a developing country. This adj
factor, however, seems to be consistent with the contention

paper for two reasons.

First, the adjustment factor is derived not from the ni
average, but from the lowest income class of the United
Second, as indicated by Table 6, the urban-rural cost:ol
differential for the U.S. is slightly smaller than that for Kore#ly
the use of this factor seems to provide a rather congey

second-best adjustment.

is also attempted here in order to assess the effect on intrai
inequalities of the two types of households being compa ,{1“
reference year for the cross-section analysis is 1976, a bengl
year for distribution of income analysis in Korea.20 Because il
incomes from house ownership and rentals by city wage

households by income class were not readily available, thif

I, No. 1, pp. 22-43, (in Korean).
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W comparison is limited to the effective level of living income
i compatible to Estimation II of the time-series analysis.

B. Time-Series Comparison

i results of the adjusted income comparison in terms of
llve level of living incomes for the two types of households are
Wirized in Tables 14 and 15. As these tables indicate, standard-
i by the adult equivalent scale does not seem to significantly
| (he comparison of nominal gross and disposable household
Wes in contrast to that by the per capita current income
Wilson shown in Table 2. By adjusting for the cost-of-living
inlials, the ratio of effective level of farm living income to that
; wage earners’ households increases by about 3 percentage
I\ In the early 1960s, by about 16 percentage points in the late
Il, and by about 10 percentage points in the early 1970s.
lWr adjustment, allowing for differences in direct tax and levy
i, improves the ratio of income comparison in favor of farm
#liolds by about 1 to 3 percentage points.

Wimation II gives an even better comparative picture of farm
Wliolds against city wage earners’ households, as shown in Table
Hlio difference between Estimations I and II is explained by the
l_ui' imputed incomes from the house ownership and rentals
{n Table 10.

| either case, it is safe to say that there is no evidence of
g income differentials between the two types of households,
| the contrary. The income disparity against farm households
I ave posed a problem during the period of around 1967 to
h but it seems to have been resolved with, among others, the
Miural price support policy, the increase in agricultural produc-
;‘!uc to improved seeds, increased use of fertilizer and pesticides,
o shift in agricultural labor to non-agricultural sector.

| final observation concerning these time-series comparisons
Wi the seemingly wide fluctuations in the ratios of compared
les over time. These fluctuations are attributable primarily to
Wul conditions and the upper income ceiling that were imposed
¢ty household income and expenditure survey until 1976 and
il intermittently during the period of this analysis. For
]’lt!. the steep declines in the ratio of urban to rural income in
! ind 1968 were due to the bad harvests in these years, coupled
|
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higher than the previous years when farm incoms
usual. More gradual upper income ceiling adjusty
1969, 1973, and 1975, before the ceiling was
the distorting effects of these factors are tuko
disparity ratios of the effective level of living |
types of households should not deviate as much Wi
and 15. d

C. Cross-Section Analysis

In order to assess the effects of adjusted off
income on the urban-rural income differentinl I
cross-section analysis for 1976 is attemptod
comparison is presented in Table 16. The year |
this analysis because it is one of the years
distortions caused by the upper income ceiling
of the three benchmark years mentioned carlio
comparison is comparable to Estimation I1 of th

equivalent income to the disposable adult equiy
to somewhat adversely affect the size distribull
Farm households with an annual income of lef4:
won pay more or less the same amount of dir¢
city households. However, farm households wif!
of more than 800 thousand won pay reluth
households as their income increases. Hence,
parity of farm households compared againll '
creases as the level of income increases. .

The comparison of effective level of livi
class shows more encouraging results than that of
difference in family size and direct tax burdenl.[
level of living income, the lower the farm houl
higher the income parity compared with the oty
The only exception is the highest farm income
slight decline by such adjustments. o

Another noteworthy fact is that the peregs
farm income is more symmetrical than that of ¢
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in the table. For example, the percentage of relatively low |
farm households with an annual income of less than 800 tli
won is 37 percent while the same ratio of the city househol
percent in 1976. Assuming that the rapid pace of industri 1
and urbanization will be sustained, the percentage of city hou
to all households will increase, and a high portion of houf
would be concentrated in the lower income brackets. For thig §
the crux of the income distribution problem lies not in inte
inequality, e.e., widening urban-rural income dlfferentlals,l
intra-sectoral mequahty, i.e, worsening income distribution |
urban households.

5. Summary and Conclusion

The long-prevailing notion of widening urban-rural .'__
differentials in Korea seems to be based on evidence thal!
number of conceptual and empirical problems. However, w

have resulted in further evidence of accentuated urban-rural |
differentials during the past two decades of rapid growth. |

If the concept of income is used in distributive studies as i
to represent the level of living and welfare, a direct compati)
the income before tax is quite inadequate. It needs to be adjusl
the urban-rural differences in cost-of-lwmg, in famlly size, an'

size, an adult equivalent scale rather than the conventional
weight, should be employed.

The income and price data used for this purpose lack ¢@ I
tiveness in a number of ways. The farm household survey s
somewhat upward biased because of the exclusion of the agricl
laborer households and farm households with very sm
holdings, and because of the over-representation of farm hougl
with large landholdings. On the other hand, the city wage
household survey is somewhat downward biased due to the i
tion of a maximum income ceiling which was intermittently al
until 1976.

However, little notice is given to the fact that the city ho I
survey has upward bias due to a higher representation of high«
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Wlopories and lower proportions of unemployed and under-
yod.?! Adjusting for the sample bias of the farm household
without doing the same for the city household survey is
Wilent. The adjustment on capital gains from farm inventories
il to be an oversight by a foreign observer, which was accepted
Mlminately by the domestic followers without rigorous exami-
i 0f its implications. Another omission of the farm household
y I imputed income from house ownership and rentals, which is
Il in the city wage earners’ income. The use of a deflator in
iy farm incomes in constant prices also requires scrutiny to
Wil its validity in terms of the relative weights given to
Wliture categories, and the number of items surveyed.

: iuse of these theoretical and empirical problems involved in
nvcntional comparison of the city wage earners’ and farm
llold income, these two types of incomes were reexamined in
i'm‘ cffective level of living. The adjustments were made for
biving differentials, family size, the direct tax and levy
4 and the omission of income from house ownership. Due to
Uk of theoretical consensus on the adjustment procedures and
llf data constraints, the adjusted effective level of living
il are not the best, but second-best approximations were

Muring the period 1967 to 1970. Some of the erratic
fllons in the income ratios of the two are attributable
Mly to harvest conditions and intermittent changes in the
W ceiling imposed. Contrary to the evidence presented by a
I of agricultural economists, farm households enjoyed higher
Wl disposable effective level of living incomes than the city
lulds throughout the 1970s.

: il is more significant is that in the reference year 1976, the
W0 level of living incomes of relatively lower income classes

. Hakchung Choo,“Some Sources of Relative Equity in Korean Income
Wllon: A Historical Perspective,” Income Distribution, Employment and
¢ Development in Southeast and East Asia, Vol. I, Japan Economic
il Conter and the Council for Asian Manpower Studies, July, 1975 , PP
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among farm households increased much more than higher I
household income brackets as well as the corresponding ince
classes among city households. In addition, a higher proporti
farm households is concentrated in the middle income bracket§
their city counterparts. In the light of these evidences, the argun
for widening urban-rural income differentials in Korea is
untenable. .
Finally, two implications from this study deserve mentiof
First, the core of the distributive problems is not inter-sectordly
intra-sectoral inequality. The inter-sectora! income comparis
average defies the notion of dispersion or distribution. Ina
industrializing country like Korea, the center of gravity
economy shifts to the non-agricultural sector as rapidly as its pil
industrialization. The growing inequalities within urban housl
and among the self-employed must be recognized as a higher
policy issue than the inequality between city and farm househal
a nation, considering that only about a quarter of the populalk
in the agricultural sector and this percentage is expected to ded
even further in the near future. .
Second, there is an unfortunate tendency among analyst§
careless with the data and statistics used for given an"
purposes, especially in developing countries. Without metg
evaluation of the available basic data and statistics, the in
biases and limitation can distort the positivism of the em
analysis. Irresponsible use of existing imperfect and biased st
should be cautioned against and should in no way be excul
shifting responsibility to the producers of statistics. Analysii
account for imperfect statistics when drawing their conclusio 1
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