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U.S. Free Trade Agreement with Korea: Implications for Agriculture
Jeremy W. Mattson and Won W. Koo

The United States concluded free trade negotiations with the Republic of Korea on April 1, 2007.  A free trade agreement
(FTA) with Korea would be the largest U.S. free trade pact since the North American Free Trade Agreement (NAFTA) of
1994.  Although the United States has a growing trade deficit with Korea, it has maintained a trade surplus for agricultural
products.  U.S. agricultural exports to Korea totaled $2.8 billion in 2006, and the trade surplus with the country was $2.6
billion.  U.S. agricultural exports to Korea, which have ranged between $2 billion and $3 billion in most years, have been
rather stagnant over the last 15 years.  Exports of many products are below the highs reached in the mid 1990s, but the
country remains an important market for U.S. exports.  Korea ranked as the fifth largest market for U.S. agricultural exports
in 2006.  Meanwhile, Korea has not been a significant supplier of U.S. agricultural imports.  Agricultural imports from Korea
have slowly been increasing, from $64 million in 1990 to $217 million in 2006, but are still quite small.

The major U.S. agricultural exports to Korea include beef, corn, soybeans, cowhides, wheat, cotton, and pork (Table 1).
Other exports include poultry meat, oranges, and dairy products.  Exports of pork products increased significantly in 2005
and 2006 while beef exports stopped entirely.  Beef had been the top U.S. agricultural export to Korea in terms of value prior
to the country’s ban following the discovery of BSE in the United States in December 2003.  Beef accounted for a quarter of
U.S. exports to Korea in 2003, and the country also represented about a quarter of the U.S. export market for beef.

The trade agreement with Korea will likely have a more significant impact on U.S. agricultural exports than it will on U.S.
agricultural imports because Korean agricultural tariffs and trade barriers are greater than those in the United States, and
resource endowments favor exports of agricultural products from the United States to Korea.  Table 2 shows current Korean
tariffs on a number of agricultural products and the time by which they will be duty-free under the FTA.  Wheat, corn,
soybeans, and cotton, among other commodities, will be duty-free immediately.  These are major exports to Korea, but the
elimination of the tariffs may have only a minor impact on trade since the current duties in place are already low for most of
these commodities.  Table 2 indicates a high tariff on corn, but Korea administers a tariff rate quota (TRQ) for corn, and this
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is the over-quota tariff.  The in-quota tariff is zero or close to zero, and Korea has been keeping the quota level high enough
to meet the import demand.  The tariff restrictions, similarly, are already low for wheat and cotton.  The agreement could
have a more significant impact on U.S. soybean exports.  The immediate elimination of duties on soybeans and the phase out
of soybean oil tariffs will give U.S. exporters an advantage over South American soybean exporters.  The agreement does not
eliminate duties on food-grade soybeans, but it creates a 10,000 metric ton duty-free TRQ immediately, which will increase
to 25,000 metric tons in year 3 and then increase 3% each year after.  The above-quota duty for food-grade soybeans, though,
will remain at the prohibitive 487%.

Exports of meat products could benefit the most from the free trade agreement.  Korea has high tariffs for meat products, and
demand for these products in the country is growing.  The growth of the Korean economy has led to a shift in consumer
dietary patterns.  Korean per capita consumption of rice continues to decline while consumption of wheat-based products,
meats, and fruits increase.  However, Korean beef duties will be phased out over a 15-year period, so the benefits to U.S.
exports will not be seen immediately.  Similarly, the duties on pork and poultry meats will be phased out over periods of 7 to
12 years.  The agreement also does not address Korea’s restrictions on imports of U.S. beef products stemming from the U.S.
BSE discovery.  Korea’s main crop, rice, was excluded from the agreement.  The Korean rice industry is protected under a
quota system under the WTO.  Korea could become a significant market for U.S. rice exports if the quota level was
increased, but this agreement does not increase access to the Korean rice market.

In summary, this agreement could benefit U.S. agriculture, though the short-term impacts may be small.  The benefits could
be greater in the long run as duties on beef and other meat products are eliminated.  U.S. agricultural imports from Korea
would not likely increase significantly under trade liberalization because U.S. agricultural tariffs are lower, and Korea does
not have the production capacity to be a significant exporter of agricultural products to the United States.
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Exchange Rate Sensitivity of the U.S. Bilateral Agricultural Trade

Jungho Baek and Won W. Koo

The United States has been a net exporter of agricultural products for several decades. During the first half of the 1990s, for
example, U.S. agricultural exports increased by more than $20 billion, from $39 billion in 1990 to $60 billion in 1996. In
contrast, U.S. agricultural imports were fairly stable during the same period, ranging from $23 billion in 1990 to $33 billion in
1996. As a result, the agricultural trade surplus reached a record high of $27 billion in 1996, a 62% increase over the trade
surplus in 1990. However, since 1996, this trend has reversed as a result of the rapid growth of U.S. agricultural imports relative
to exports. Over the last ten years, U.S. agricultural imports have nearly doubled, from $34 billion in 1996 to $65 billion in
2006. Meanwhile, U.S. agricultural exports decreased in the late 1990s to $48 billion in 1999 and has since increased to a high
of $71 billion in 2006. Consequently, the agricultural trade surplus shrunk to a low of $4 billion in 2005, down 85% from 1996
(Figure 1).

Canada, Mexico, the EU, and Japan account for approximately 56% of U.S. agricultural exports and approximately 60% of
U.S. agricultural imports (Table 3). The U.S. agricultural trade balance with the EU has significantly deteriorated since 1996.
For example, a $2.7 billion trade surplus with the EU in 1996 became a $6.5 billion trade deficit in 2005. Over the same
period, the U.S. agricultural trade balance with Mexico has been relatively stable, while the trade balance with Japan and
Canada has declined. For example, a $10.1 billion trade surplus with Japan in 1997 decreased to approximately $7.4 billion
in 2004. In addition, the trade balance with Canada declined more than a billion dollars and became a $1.3 billion trade
deficit in 2000, though it has since increased. Notably, consumer-oriented products account for more than 60% of U.S.
imports from Canada, Mexico, and the EU during the 2000-2005 period, while both bulk commodities and consumer-
oriented products comprise significant shares of U.S. exports to Japan, Mexico, and the EU.

Agricultural economists have long recognized the importance of exchange rate influence on agricultural export volume and/
or prices. Little attention has been paid to directly investigate dynamic relationships between exchange rate changes and the
agricultural trade balance. In this study, therefore, we examine the short- and long-run effects of exchange rate changes on
agricultural exports and imports at the bilateral level   between the United States and its ten largest trading partners. A better
understanding of the dynamic relationship between exchange rate fluctuations and the trade balance is particularly important
in light of the recent decrease in the value of the U.S. dollar and the simultaneous decline in the U.S. agricultural trade
surplus. During the 2002-05 period, for example, the average value of the U.S. dollar dropped by 23%, 24% and 12% against
the Canadian dollar, the European euro and the Japanese yen, respectively.

We find that, in the long-run, while U.S.
agricultural exports are highly sensitive to
both the exchange rate and foreign income,
U.S. agricultural imports are mostly
responsive to the domestic income. In the
short-run, on the other hand, both the
exchange rate and income in the U.S. and the
trading partners are found to have significant
effects on U.S. agricultural exports and
imports.

An important implication of our findings is
that depreciation of the U.S. dollar can
improve the trade balance. Another important
implication is that, because of the effect of
domestic income on U.S. imports is larger
than that of foreign income on U.S. exports,
economic growth in the United States is the
most significant factor affecting the U.S. trade
balance. This further provides some clues
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for understanding the recent deterioration of the U.S. agricultural trade surplus since the mid-1990s. The rising relative
income in the United States due to the remarkable economic expansion in the late 1990s enabled U.S. consumers to purchase
more foreign agricultural goods, particularly processed products, which could be a major reason for the slow growth of U.S.
agricultural exports relative to U.S. agricultural imports.
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