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ABSTRACT

Farer describes the sources and extent of income
instability GIUNE A reprozon gl ve samplie of South Forean
farm households durine 19€5-70. Lin index of incone insta-

bility is dncluded in = Consumption functicn o extimate

1ts effects on Cevinme=-consuretion tehavior.,  Authors con-
clude that housenoids ztugiedg saved larsed amounts and that
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surfaced in the literature.

of the household's income” flow. 'Friedman has

The first relates to the quality

argued that dis-

turbuances In income f£laws may cause households oo lriterpret
vart of their income sz beine Lransitory, and that households
tend to save o sharge oart ol tinio transitory income.,  Two ade
ditional factors Huave heen gt d by Wal. He nhas ariued
that the iqgggiive; Lo save as well oo sonortunitlies to aave
are important Cactors Influensing: consunption-zavines deerisio
Unfortunately, it veary AiTTioalt ) withour g controllad ex-
periment, to test the Importanss of these -un tatter factors
in housshold decisions. Mhis is = Yorrae in rural are
of low income countriecs whesso mAny incentives to save are wesn
and very limited ocprortunitics exise for holding SEVIngs.  As
Will be shown late:, Lo measurs empir
cally ths importance savings decisions
In the discussion which follows Wwe use Soucth Korezsn farp
nousehold data to zceess the imporvance of inceome inavability
in savings behavior, Ve Lursue tnree objectives in the dig-
cussion. The first is to describe the eXtent and sources of

income insvabilicy among couth Xorean Tarm houssholds from
1985 e 1370, The seaand ont Tve IvoUo o anoess haw income i
stability has affected consumetion-savines decisicns. The
fiinal obfective is to draw some policv implications from the
South Xorean sxnerience whieh may be helpful to other low in-
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Some background on re cent changes in the South Korean
economy and farm households is useful in setting the stage

fer the analysis which foliows,
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an averare VDL eraw
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ity oagricultural land and labor rroductivities cxpanded

ricultural production

inereased at oan growtn rate of more than U Lereent
annualiy [EFET,
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As a2 result of these changes, irncomes in rura) areas sig-
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nificantiyv increzzed syer tne past 15 years. 4o can be seen in
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able 1, botn the average net and 2isrosable Incomes of fapr

households increaseqd by more than two-and-a-half vimes in real



TABLE 1: Income Composition, ard Consumntion-oa

in South Xoren, Averare
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7ings Patterns of
Id, 195 A

Per Househ:

—
T
Patlo of
Consumn-

—ion To

(1,000 Won}ﬁ/ (Percant) {1,000 Yoy 2 B el G G TR 5 L
1967 177 a0 20 170 T 56 s .57
1553 o0l 81 D) 195 171 50 7 14 °1 &8
1964 200 17 197 166 59 7 11 23 .54
1965 166 79 21 159 150 53 8 12 a7 gy
1965 177 73 22 169 150 50 9 12 29 .33
1967 194 78 20 184 164 e 7] 12 30 .39
1968 212 77 23 205 170 7 9 13 31 .53
1969 241 77 23 233 189 46 9 12 32 .81
1970 259 76 2l 253 211 b6 8 12 34 .84
1971 330 42 13 306 200 47 8 12 33 .7C
1972 3060 3P 14 257 48 7 12 2 LT
1573 390 81 19 262 U7 7 13 32 .73
1974 306 50 els) 3l 4R 7 15 30 .65
1975 373 82 14 263 u7 7 13 33 .72
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Income Instabilit
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These substantial Chanses v Neonsannld “conomic conditions
have been Grsocliaved wion sipnificant
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The Y terms represent household incomes for the respc-tive

vears. The average annual growth of household income torp 19¢5-

70 1s recresentegd by X Four different measures of household

» househoeld disrosabie

net o Inoome

income zra us

income, nousohold rot faem Ireome, and househoid net o= Carm

income., Income ingstability indexes arec constructed {or wach of
these measures o Incope.

Infrremaviorn en charactoristices the 131 houscholds is

Do Table YL Mhe inlormation i alao Droken down

inte threes Inecc instabilicy Frouns:  those housceholds with
re solow ing of 0=3 those with moedium indovos of
LE-30, =ngd WITH P laree dndexes of mave than
0., Trhe SroUnE wers deflined ge forouchly one-third of the
131 housoncolds £el1 frs af the Iy talbility srouns.  There

was little differcence amone the thres cronps with resnect to

$ 7. o g e o - R 3t - T - - . - -~ S
family zicze, farm side, dinpesable Income, and total consump-
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cEperiencad the nicrhest average annual srowth rates in all

in Table 3% saveral Statistics on tne Instability indexes
for the four different tyves of income ape tresented, Asocan
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tvoes among households. The ranpes of household

net and disposable income instabilities are from about 4 and 6
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TABLE 2: Averare
Growth
South

Average Annual Income
louseholds in
Instabiiity Grouns,

Total Consumntion

Averare Annuasl Growth of:

222,781

187,014

0]

31.1
33.9
26.3
81.1

Source: Tomnted

from the data for 131 paneil farm households



TABLE 3: Selected Descriptive Statistics of Instability

{
Indexes [rom Various Incoms Tyres of 131
I - - 1] s e T e 3 !"‘\4-- GO 1O
Panel Farm Households in Scuth horea, 1905-1970

My ~
_ ‘g\ N "f [
T4 . A
i i 1 X T
dotal et Hdet
: arm Orf-w

f~Farm
ncome

T34 b/ R
Median=’ 22 3 25 54

Mean 30 22

LAy
-t
o
[
T

)
1

Rt.' PL.

p_—l
\O)
0
N
bt
~3
[}
I
O
a0
O
Lo

ze

.

o

I8

Minimum

=
o
J
e

Maximum 203 223 163 806

3.D. 23 32 25 130

< =Y . mn 4 = - ~ Aoy .
source: Lomputed Irrom the data for 131 vanel farm households
in 3outh Xorea, 1945-1970.

L3 the averace value of instability indexes of
r ‘ S actual median value.
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a/ Except I, FI, 01, IN, RT and FA, values are in 100 Korean
Won.

b/ All additional variables in the first and second colums

T werpe Interacted with rermanent Tncome variables (YD).
¢/ Figures cul el permanent income st Yhe mean
T level Tonnl owarisblos,
FSimnificant o the .10 Frovavlility level (one tail t-test),
¥ELIenificant nal o the .08 provatiliivty level (cne tall t-test).

IR LA SR B N R - 4 - 1 I PN T T ] . 1 i~ - yy - BRI IS
¥XREInifeant ot sho Lobrobabiiity level (one tail L-test).
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FOOTNOTES

*The Ohio State University

=
X

e
L

([S8]
b

For more details an these SuUrveys see {Hc].

In an earlier study of income ‘““fﬁ**llt; ong Taiwanese
farmers, Ganh reported very similar resu ltsy the median
values: of total net lneome, net farm income s and net ofif-
farm income were about 22, 23 and 71, res neo,AleJ, and
the mean values were about 28, 42 and 22, respectively.,

b

8 function was used by Hyun and others
Lonuur“‘lﬁn—aauings behavior among
usehold For more detailed constider=

7

iyunand others] and also iRo J.

A dification of ¢t
in asnpecents study of
South Korean Fa”m ho ;
ation on this function 'see [

Ini the ‘case of South Korea, the portion of credit used b
dnraverage farm household fop living expenses to total
household credit use has been around 15 percent for a num-

ber ofiyears [MAR].

Forimore details on the income regression function, see
oy 1 o = 7
[Hyun and others] and also [Ro

For the purpose of comparison, an dnteraction consumption

function based on a Keynesian formulation was 2150 estil-
mated. Except for the TL?UJi asset variable, all coeffi-
cients had the same sign as found in the modcl based on
the permanent income nypothesis, This inconsistency mayv.
result because a part of the Llauid asset holdings: werse
absorbed into the permanent. income component fromn the
income regression funetion,
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