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ABSTRACT
 

Paper descr ibes the sour 
 s and extent orf' ncome
 
instaL'lty mong a ­ sample cf South Eorean 
farm hcu-;eh]d 
 durinF 1965-70. An index, f income insta­
bility 
is included 
in a conumption fu.aticn 
to estimate
 

its eo'e ,, 
 virg.-. cn:umt 
 o, behavior. 
 Author, con­
clude t,-t 
housholds 
 t d, s 
 (-rFed
arrounts 
and that
 

part of this 
savins was 
due to unstable income.
 



-- 

Income Instability and Consumption-Savings
 
in South Korean Farm Households
 

1965-1970
 

b 'r 

Y. K. Ro, D. W .:am "and L. J. lusha'k* 

A maior tenet; in ,-pizist _s well as socialist economics 

is that co ration of economc surpluses 0o income, is cs­
sra i f.. s a v ng.... s i ..e 
 . a. r. b e h i g h.J a n d. c a p "i. ... l ro ,m ­

:ion'. rap!!i .....7 - '4,l.,, S. :.'..''i maker-s= 
 ll.- Sa-in .'r!T i sncievioi,. r,, 0k,..ougqht 

to in-hcrlt '(h7--"- ,whil stociai feel.
 

or't tho au is 
 t. ME; proficient savor. it 
 as'1 been a 
7i-rt"- a fl ofz failt amon;.: eco.nomists that littl orn 

sa "olnlay;:o le -rn .. under an :Uec'o n . Oi i
 

until per ;i in 
 c, s pe'- 'ine largo. As a result most 
savings moi 
 liza:;
R.t,in.! p ,,,qrnms: empha]size9 inv,olut ary-
.... ' • 

or aim a r............. 
 mainny. ws a rela t 'l h ge 

income -oap(f; . nr 
..... results. from. researc 
 -in Tai-wan and South Kore,9
 

alo'ng ;,:ih a i'tional evidence 
 from,, sver'al other low in-come. 
- , v-v hi{ 

.... v:c be . n t-rez appea i,-,con "ste with"?- this widelyed 

tenet [ong and ohers, Hr and others Adams]. rhese- results

show surprisi'n[!iv lar-ge- savin .
prpensities among_ r ural house­

" " .. . . --hol'ds with averag 
7" h l pe..... ca it wel below 820 U.S. 

This evi":dence lea;ds one to suspec t that factrs, inadto
 
no. 
 ....... 
 ....
of fn e mo,,s•oel 
 i 
 u n wadition
 

behavior. At least three of these additional f'actors have 



- -

surfaced in the literature. 
 The first relates to the ual!Lty 

of the household' income' flow 'F:redman has-, argued that dis­

turba nccs in income fl o m h us ho ld- i r r t­
,
pairt of t~iL]r Anrc 
 vs,£ eln r]L f ]
' v nA[tL r, 
 ,anl(t~hat, househn~lds
 

tend to arg!- o n t.i
savo a K ry i.:me. Two-.r-,ad­

ditional fn:or, he 
 been s.tresse b.y ,ai. H-e 
hs arued
 

that the incen,ive to as 'ell o,n -niu
save a2 r uc' , es to 3av':
 

are 
 atImort-i 'aO ng c r -


Un forhuns 
 -- , it :n von ,difffic ut.. ..
w i.... tro ll ex-

Derimelt, to t t i t nr 
 fat­

in household dei 
 o . hi i e 
 i ural areas 

of lo w i n c' c o . w"he r , I-' ,* "n ce nt i ve s t o, e
a- ,. w e al.: 

and very limited .... ur i fr hodn ngs. As 

cally thne imoraceo is in .vns 


inl e ' . wch 


' no' desi ns
 

ds ussi we 
 Koa arm
 

household d;ata 
t access t h imp'or-tce of inccme insabrlity

savings behavior.
in 

, We pursueth .. 
 u u t hr e ".e_''c,'ve r t : h e d4 


cussion. 
 The fir- is to describe the extent and sources of"
 

income instability among South Korean 
farm households from 

19 65. I. .- h, - b",- s a . o e io: ] h " 2 -s , ! "i-'2-. ­

stability has affe'cted onsumction-avins decisions. The
 

final ob.)eative 
 s to draw some colicy implications from the
 

South Korean exnerLence which may be helpful to 
other low in­

come count-ries which want 
to increase savings propensities.
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Some background 
on recent changes in 
the South Korean
 
economy and 
farm households 
is useful in setting the state 

the. .,f...
an 
 ~ s which fo?.iows. 

Sout h o ea caue
 

SuhKraoft'
en. has been. cited by....conomi.st-s as 1 as
 
o-
 ... 
 ..........
....t,''
of.sc.e s.u dev . c<a se

! 


the ,o,,- arr economy hao 


lo m.en,, [B '<,row Pup[:;- the p:ast 15 years,
 

"" pLi.cd rap i .... with
 

an~~~~~~a ~ ~ have aLr f=~ ~ r y P n m s oni 
 I
 

the .... Ar 0e e*-y 
 h c2 ca..fo 

from' ' Q -rc--n t Rou 
2.peent [EPB] 
 Despite the
t 

as peroredsaifco'riy 

in aFny-.-' . Ovr
.. c period 

-1 2 -1 7 6- "a.'-f-. i I a a rl l P'r o""t i vi ti(- e xp a nd ed
 
by 7 a year.
, .,erceta rel 
 -, rr:u 
 al' rduction 

in~creased 
at a averare-
Erow rate of mor than 4 prcen 

annuall [F
r 

As a resu lt c thesen rharues nco~es in ararural 
 sig­
nific an :l-'' ia .t-y' .
 nn-.'' 1 r ' ,een in 
Table 1. b.
'v h n t and, o"rbl in rcmes of fame
 

households- increased by mrre tharn two-land-a-hrl f times in real 



T3ABLE 1: Incoe Comosition, ad Consunnt.o,--avin.s Patterns of Farm l.ouseho!isin Soutr Korc. ?,verap-.e Per Househnoi, .962-1975 

p inOn p2 -w-.. .
 *!'-._ 

T 9- 7 

i o'(,! nr'. r , 

1, 

...... 

171,1 

S 17, ,.- 17 1 r 
'( 1, 0'.', I 1... .

19(5 1 11 231,i 179 i519 1)-3
16 1- 27 o177 78 o 5 9 12 2)3
1967 78 18 16 1497(7 1I W022 9 -1 4 9
1969 2 1 77 233)q -) 

.3 
197-0 7 4 9211 53 Dl.o~ 19- 21 3231864 49 9 2 .8-)
197 5 !2196',- 2 1 96 43 8 12 (4743.,,3, 77 1512 
 .3
1971 82 '- -)C 

4 . 
19790 -, 78" 183;) ;42 7 77 30 .6512 33. 

19 7§ {. 19 , 2(- 47 7 3 .72 
--- 2 < 7 7 1,4]ou +f801976 '~iI 30 ')7li r ...I4 '' . 5 

-3 .66 
j'31J: hP 7 32i. i~ ..... .77 

• ,:'., "1; 7 I4- 3 .6
197 i .,' !1 977). 

a tn ' V n ' ' ~~ '~ ~ P~-~~ i~ I\. * , rie official 
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terms 
from 1962 to 1976. DIrinF this period, about 20 percent 
of the a .n.e forN houy'- . i., came fym ,,'
o rf- sources, 

The low .nc,:Q f~pues:fo t,,ou:"NO -v'100 d,--ue, to sievurt 

due to i 
 r s r--, c.... ry 
-
Q 1011.
 

"i- can als to n5<
, rote-!: in, ..,, 
 "[hat
1 t,: (-oncSumrT:u" iinc2re.ased
<' 


... ... ..." l than is the
a r su 

-i 

' , -, S : ]U s ( 

from............in
to
. ... Yorovr! :n- 2)7(, 
 l' ha"s .o esuled 

per-ent Exr1,ir'-- Po n o'c'1o-
 n' mis c 'ell' ... seos ito 


sut ns u all
1962-1970, EN F ] - .... 
~ st r p ethe'~ ......ho apr renl ~ nsump7'cr~ Farm ho s .. d .P, r c n a l y 
 e r a e
C- Nods .....than m 
 r.e.it 

have 
 imd 
 cultural activties with their
 

expanded incorres.
 

The.....
Koea far......ld 
are lar e and 
have relatively
 

educatel 
faml.y rerbers. 
 As a re"ult, most of the 
.alor force
 

used in 
the farm is ouop].ied by family 
 abor. Small farm size
 

and initensive rr.uction are the main characteristics of farm
 

units in South Korea [Ro].
 



-6-


Income instablit
 

These sub-tntial c... i ... 
 economic conditions
 
h av e b een ni cia .
w h 0 f . ca.amo un.ts 
of inc om e insta­
bility. 
 !A l~l dual f'armr' hous/eholl 
,,-
 re no va--le t
 

document the 
,-t'nt cf t"hi 
 Ar. .e/pe­3 aiy prior to !965. 

sentative hou's.-.eho 
 inform 
 -ol l'e' by the 
 r H;..otsehold 

Data
and 9 for 1 o-,y!h
.
 i
 

durn l War years give substatial insigh 
-. o ,theextent
 

................
o r 'jht.be used 
no measure income insta­
bility. 
 in tis s'tudy- anU' -' inst..abilitu "u:"- index..'n' used ahibS '..i],;a 


around averg
.nn-:ehousehold
e 
 a
ovr- q-ven time period. The 
genera f ofn :hi index was developed by Lu-d-erg and 
later
 
apolied to Taw',anese 
farm,,househ 
 data by AM 
 The inde
 

I ,/3 ( I + x 3 - ............... (1)
 

where
 

X1 =(Y8 - Y -.0 )/Y 6 ] 1''/5, 

X2= (Y69 - 6)/Y6"] ign, 

X3 = [(Y7 - Y0 )/Y 69 ] 100, and
 

x = 1/3 (Xi + X2
 + X3)
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The Y terms 
represent household Incumes for the respct-ive
 
years. 
 The average annual gr owth of household income 'or 1965­
70 is represented by 
V. Four differnt meures of 
Lousehold 
income 
are: us<ed: 
 ho sh ldM not.. ino-,hos' nwb
 

income, .."norh : m "
V I rar !nare:,;: 
 and :hotseh'ri d 
net7' ;PFF-CarTm
 

income. 
 ":,o.e -n 
 !iflI > .nd es n. 
 .oo st, C 1o
Otr each of
 

t:hese m:easur'es f
o inlcom'e.
 

inf'-irr..ol, n o
<rn chara:ctr .isti cs of
"rhe 131. h~ourcho.d~s is
 

into thrn( inc-ome£ '2C[h in tb ty[,
" F-r'oupsq: these with
hcUsldOs
([ 


........ 
 .ind
.. . lo ,xes of: 5-. ,
...
th ose with meiod um, in:do.x.es of7
 

3., The -r''r -wen, 'e l d so-,
ta ' one-third ofK the 

31 .oids fell t o t There 
was little
1 difference amnn41©.
 

rs Wh 


fani ly size, farm .e, d'pos e 


th, r wit)S r espect to 

.abl income, 
 nd tot consump 

t -o . w r W av e r, s] I d i ff e re c es i n er a 

anua Frow rau sji Ancm Rrn Lho %hy 
inom A 
 LAI­

exerene the- vaaeana
ihw FrowVth raN! in. all 

i 
'T
3 -n, 1es-.t.ch 
 on instability Indexes 

for the four different:,: types of... 
 are presented. A2 can
 

be note -, !here' a re largs e dtr.nie.i.lit.itt .. 
 o f' 
various iome types aoF ho useholds. The r'anre of household 

net and disposable inome instabilitices are ro tabout 4 and 6 

http:in:do.x.es


TABLE 2: Avera.:e Family i i andA',vc e "IA,uiualGrowth (1965-197D) :incoineof 131

South Korea by 

Parel Farr HIouseholds inDisposable income instability nrnun.
19 7[ 0 

D':s;os~tic nzo e nstability 

lumb r of Hous h ol s 

Total 

13 

, __ 

T 1u' :,:I, 1 
0 

G 70) 
- + 

Fam'i2v Sie (,Persons) 
5.96 6. 23 5.88 5.73 

Farm Sizu (Hectares) 

Disposaia incr-- (Won) 

Total Consumption (Won) 

.92 

236,152 

192,750 

a8 

238,687 

203,013 

.87 

222,781 

187,01 

.91 
248,491 

189,705 
fAveraj'e Annul Czrowth of: 

Total 
iet Income 18.7 10.7 13.9 31.1Disposable income 19.9 10.9 14.11 
 33.9Farm income 
20.2 15.3 18.6 26.3 

Off-Farm income 57.6 31.8 57.1 81.1 

Source: c omutd from the data for 131 panel farm households in South Korea,1965-1970.
 



TABLE 3: Selected Descriptive tti s o instability 
Indexes f'om Vail ous IncoI-i, T 'ypesor 1 3 

Panel Farm- eho~ds n u ',.:'a, t96-1970 

o3T.. *. ... n,. "c'ome Income 
, ,ib / c o7i Ian 1. - or 

22-29 25eda-' 

Mean 30 32 31 105 

Range 198 217 159 803 

.,ilri mum 6 3 

Maximum 203 223 163 806 

S.D. 28 32 25 130 

Source: Computed from the data for 131 pa.ne] farm house, old
in Souiln ea 19 5 197 0 

a/ Hou seeoId t c ,aeIo -OZ ..l, . ,lO h. I;axe, and 1!n t e s t
 
payments
 

b/ This is the ave,-e va!-e of" ins ta lity inrde xes of 
n h,use2ho.l.ds clojse:rs, to the actual medilan value. 

http:h,use2ho.l.ds
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to abcut 
203 and 223, respectively. 
 These ranres ape Lir-ht iv 
wider th atn the ranFe for farm income, i ns.. iity but much 
narro, 
 han th, -r o. of - rarr i nco me "n :taVt- , Hef r'­

o ff A ,' o, 
 t o 

-' 

th four e
ty ....... Th,? e 
 d : .in an~d .m.ean: M un..n o-f 
%hu index,
 
... ..M -­f "rr. income!, 
 irA 'M. Wb.'?M 7 
are: much,:' la 
r,,., th.n t,"0s' of
 

oth 
 . ericm .cur w. 

farm and off... 
- ym¢ ::"T!:rcom ,-
flows itc 
 2[
a more stabl 
 to a,-, house-
. .
 

fa d o-C.... .
 

in Pecot 
 \'nr inrae 
 atenfc 
 has beenpai 
Lo the
 

Incor
mil! hnv bee devel~joped. Tha 
of: 
 the MOSsrt veonz 


stnndy on: the assur:tio thaipt adod it ion al va ri abl-es a:he~r thanOf 
income n2ceel the rn- p'-rop~ensity' to consume (W) 
 W ,.F 




...... ................................
 

permanent income 
 In this study, five additional variables,
 

in addition to ,an income' instability variable are tested in
 

the, inter~ctiun cons'umption function g-iven by:
 
b Y bC Yp + b + b2 2N11NTYp+ b2 nCRYp + b' )IJLQYp2


+ b rRTYP + b2D6FAYp+ e1 (2)
 

wNhere b is the paraimeter and e is the error term. Other vari­

ables inM this and ollowinU, expressions are defined in Table 14.
 

As -can bue noted in the above formula, the interaction consuemna
p­

tirn function allows the slope of the permanent income variable
 

to be changed by the levels of' additional variables.' This char­
acteristic enables examination of the possible affects ofaddi­
tional variables on consumption-savings behavior by looking. at 
how.. tLhe levels of those additional variables affect t he IMPC out 

of per:mnent income. 

income instability measurass the v)ariability of income 
over
 
t ime.. It is expected that households with relatively unstable 

income streams have lower MP"Cs than those with relatively stable 
income'streams, The 'coefficient b2 1 1 therefore, is expected to . 

be negative. The income source ratio measures the' relative
 
importance of farm income in total household income. 
 Under 

the assui.'prtion that f-ar households have attractive on-farm 
iLnvestment oPrortunities, the relationship between !.'PC (b22 
and the income source ratio'is hypothesized to be, negative 

(Adam-s and others]. 

v 



TABLE 4: Defini~tlors of VariabLles Psieda!/ 

C totall 1~? (d c't-! p'mI~r ' 'm-~.U 
I -rj~~ 

ri,. dI ct1 

"a1' r . 

iLL 

Fi T 

v l chm " ­
, in a 

T)p ue B i a)' 

a/ vj ,j' 
C 
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Credit tray be used by 
farm households to 
finance con~sump­
tion expenditures.A 
 The relationship between tIPC 
(b 3) arid
 
household credit use 
is exirected, therefore, 
to be p~ositive.
 
It also has ' en surgested that liquid asset holdings are 
one
 
of -,he important factors affecting Con1SUmption-savings behavior 
[Crockett and Friend]. 
 It is expected that liquid asset 
hold­
ings are positively related to 
the MUC (
 

The rate-of-return on capital reflects the p~rofitability 
of on-farm investment *or the oporunt costs currentof Con­
sump~tion versus future consumprtion. Households with hig-h 
exp~ected rates-of-return on capital tend to increase their
 
investments in farm capital and to switch more 
of their con­
sumpti4-on to savings [Adams and others]. The coefficient b2 
is expected, as. a re sult, to- be negative. 1Many empirical
! ; i
studies have found that 
the number of family members does not
 
have a sig-nificant effect 
on total consumption, but does have
 
,a strong- influence 
on some imoortant components of total 
con­
sumption [CanhJ. 
 The coefficient b26 
is expected to be positive.
 

It has been suggested that farm and off-f~arm income insta­
bility might have different effects on consumpotion-savings
 

behavior. 
 To examine this, equation 3is reformulated by

N adding- farm and off-farm income instability variables (F1 and
 

0I)inszead of overall income instability (I) explanatory
as 


variables.
 

Thne coefficients of both FI~and 01 
are expected to be 

negati±ve. It is also expected that the cocefficient of FI is
 

3 



4 ­ ........
 

grreater than that of' 01 in absolute 
terms. Expected signs of, 
other coefficients are 
the same as discussed earlier.
 

Estimated Permanent Income 

Zeveral measures Of permanent incom-e have been pro~posed. 
In a recent. study on consumption-savings behavior, estimates 
frorn'an income regression function and 3-years wieigrhted averarre
incomes, were Used alternatively as proxiesfo'praeticm 

[i-yun anid others]. Th1,is study cugestec'that the -omrae 

quqtely :represents permanent income when time series incomre 
information is not available. The income reg-ression function
 
is a modification. 

((.4.' 3! : ! :i 

of Bha'lla's ltearninp's function?' w-hich is:! ! i (!: 
 ii <ii 
 !!:i 

i !: !
based on 

: 
:i


the idea that the general level of ;income (permanent
 
4 .or normal income) is a function of several major inputs such 

as labor, land and capital.-
 Usngtis income regression
 
function, the permanent income was estimated as 

Y =956.211 + 1120.23LA + .1396LQ + 202-51FA 
(336.25) (178.28) (,.0 6) C)o.
s 


follows: 

- l7148.'49IN 
(3)82.46)
 

+ 76 3-56PA + .2092CR + 4.62A1,, - 981.27DP
(228.03) 
 (123) (2.145) (360.15)
 
67686.05, R 67,S.E. 
= 68F-ratio 32.33
 

i .er
,' the predicted value of current observed disposable 
income in 1970,44 - represents Permanent income. The figures shown 
in-ralen theses below~ each estin'ated coefficient are 
the standard
 

4 ''errors of each estimated coefficient. 
 An estimated coefficient
 
ihd"l'cates 
that a single unit change in a variable, when other
 
variables are 
constant 
increases (or decreases) permanent
 

http:67686.05
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income by the value of the coefficient times a 100 Korean W'on 

per household. to nature f' theDue the ordina 1yleast-square 

m
u.' the ......m a of"n i.... w theI sa e 

tcry, i,-,o ,- r,.nsi ....zwas " 

L•L.. l.-I c-a R nC u r 
~~~~,-, ,,ayol rh !I.pae- arA~~ crsssetins wn Wn o 

hod s hofo rh 1A "-a
0. -o firs ste Pr ;AeI" analyi s)
 

only 'ca*1_' vsn
 

1• 17 +(. 3 :' f y-,,')
 

. .- ; ' S.E. "-r>atio 79.
: F>bb = 0-;,_> 

- +
Th er of ,s-<a.r.each Pa in te ,c,,efr': <.ie'r is showni in] the 

, income .cient the.. .. . . .. ware. . .nificant. ' dif f ere nt from 

Th
zero YP ou of permnen inoe 
 h u f oeffic tnts 

z...........-ra a out 
. 31. Trhis ,evido.rc,-s upur.,rts the
 

; ot - rha ,:. 
 .. ncom : ':t'eate Cr than 

zero, but le tan e ou of permnnt incm 

The estimate; of the interact or corsurmptior funct.ion are 

provided in Table 5. Model i is an estirate of equation 2. 
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TABLE 5: Estimation Results of the Consumption Functions andthe Mo'an Values of' Variables;Used for 131 Panel amHo."use-h.,]dr, Per.H{nu.sehnid irn 1970' 

Po j aC, Vnh 
fl"". , ua a 

"Q] . 

y 37 ~*2,362 
•~~~~~ ~7,1) ~. *•- '} . 

P (. 
--- - ­ - - Q n e an io 

41 ,1 
Terms'­ -------­

.1 (~p p31.9 o oi 

F1 
O.016** 31.2 

(.0009) 
.. .0102** 104.9 

(.0003)(.000O93) 

(.1161) WON:E 
CR uOOC 0 319 

LQ 000105
( O"2,) 

0
("" 

*0000 

RT 
- . 1532* , .46 

~2rA 119 

K:FC at :he
Mean Level .2 

(.823­

(See footnotes on page 17.,) 
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a/ Except I, FI, 0i, IN, RT and FA, values are in 100 Korean 
Won. 

b/ All additional variables in the First and second c ol.umswre.interatd with 'ermanent 
/ 

income variables (Y ) 
c, Fioe "YN," nr th 7,L of permnen 
 inom 
 at-: "hemean
 

"-ni l a n .... u K . r b b ~ t l e e n t .ni - t e s t ) . 
adi~ni
leve( ccn alVarab)
" .S i .nfican!n! th .0 ".r"bat "P- level (,on.e.,.ia ... -testL). 

***<'",'_"c . at; ... .01, pt,.. IlIt. lc.vel_ . (one; U P -test). 
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The model is hinhly sinificar. The estimated coeffieierlts 
of the income variabl]es (Q and Yp) are stat.i:ally 11 cant 
As t-heL ln -r""K n.. i k cn:"roomrp;,tii r u ntir, n imp! ;:]!: 1 , th, ,, fO jh 

coefficints' , ' -r "P r np....... P
va ' the cut per­

n A ..c m.. is u .... 2 . , ]0 i :a ve; : mll .re tha,[,..'t esti:;'-

matL~ed rom -'.pl th-
,-, m 


a.b.iVe. Th.is r'esulfn] ;Pu'.l,, i-s. tha,!t. h:ousZe~ d. ut.'t hj~rih,-r incom]e 

. .... ' ,* . qP .' - t ] '1 .';~ ­
n aront 

" ll . T0- Oat tc"i 

T h ,' r -of -o f ai n i i ' L r r " Ac oIe 
Tis re ul "[m.[: ,N,t'W Ae .in - v ful il , ft:ui:- a farm 

thus,, t he ],lr ei-,,. ts, onvn) -. Frop.ensf" c"'-'' "tles. . A, Pao. 1:[%,; an]d 

a ssocl aie~d W,, h .!1(r:e .Credit <t.:, ,V:- -ble wans Positive, 
and s " <! ,I...n- an; ,:the m"sdel u z. 
 r The o.... "uiL s indicate- that 

a subo~tanrial! unn-'i:on oft thu,< credi-- used by" farm household
 

:is ass-;ocia:-ted with conshumpt:tion)l. 
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It a Iso was found that farim households are sen s Lt 1.e t~o 

economic incenti"ve i determ 3r their co~nsumptin The 

3aig I ::~ a ~ o t a 2 IY bu't u nw r ia l' 

- !Y Ven~~~. V T-hn~c *-,1nnY
in 1OCM 


rosmvM nn w'i cK fn An of-fr ' i 'ncom - stan ' in 

tially rh; n.ovfnaot or mooof h £ Fl 1ria ioF nohnInk raete 

F ;a:;ii- o r~i~a a r!Klhw. At th~; meanbl evelof 71h 
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The interacted 01 had a pos it ive 
 crefficient; which was 2,m.at i.s­
ticaly s nfirnicnr Housel. it larhger farm Income 

,hingn
. .y1v n , have lowr 7M. Th- marn ndw 
P M2 

..... Ancr c off-r I m n',t 
'in ] abso lut e 

Se:veral cornclusi~ons us:eful f'or' "o e ma]C.,FikersL 
c:an be drawn.i
 

*; . •,I 

Pr... 
 •h.' 

IT-, . .. 
 l volun­tary savirw:: emrr cl,!. a:mong: ". hoL ius:eholo] ,: or.udied, Y'hi.l, it.
 

is t 
 .. ... ... (;0 prupC iicd, 

in s tabili;:ty w,,vP.:win--slyv ns:-oclarte~J with ch-,is Pa'vopabl e saving,,---< 

... .... e .. . This "A cocmn in s'""n t... . iv .edl, hou~setha,.jK itu inter-­

p reta 'O~t .. 1 '-- o of... . " i 1' i no n a ns ur , cIwn t 

.. c m...h... t. w t a .. u........cAte lor o
 

'cIomponent, 
wr: feel] this 
 t[, [ ,iahn,be at' le.as" part:- iall ...expl ained
 

d g A' seoc d, conouin:, ' tctis W .- poio k- may be.....t 
..... -.... sa is. orac . ra.. s to< mobilize.": an~d enrcouragl e 

saving. Th~ese Pr;r'g:am;s (uu::}ht t~o pay c'areful attentiorn to 

http:hou~setha,.jK


nd 


instability issue. 


incntiesppotuntie tosave in addition to the income
 

Policy makers ought to be particularly
 

aggressive in designing savings mobilization programs which 
focus on regions and households experiencing a goodi deal of
 
income instabi lty. The instalbility may be due to rapid 
increases in off-farm employment, highly,, variable weather, 
or rapid technological change.
 

The final general conclusion which we draw is that 
econ­
omists have overemphasized the importance of absolute income
 
levels in determining savings behavior. 
 On the basis of the
 

South Krorean experi effce, 
we feel that rural poor will 
save
 
and that factors in addition~ to absolute income levels 
are
 
important in determining saving propensities. A more enlight­
ened and positive approach to mobilizing,- voluntary savings
44i ) ...................... 
4-S 

will result in accel-Ierated capital >formation, better performing 
! i ,i 

financial markets, and a more equitable participation in the
 
economic system by the rural poor.
 



FOOTNOTES
 

*The Ohio State University
 

I/ For more details on these surveys see [Ro].
 

2/ In an 
earlier study of income instability among Taiwanese
farmers, Canh reported very Similar results; the median.
values of total net 
income, net 
farm income, 
.and
*farm income were about 22, net off­
23 <and 7.1 respectively, and
the mean values were about .28, 42 
and 227, respectively.
 

3A modification of this function was 
used by .Hyun .and others
in a; recent study of consumption.savin~s behavior among
South Korean farm households. For' more 
detailed consider­ation on 
this function, 
see. [Hyun. and others] and also [Rol. 

1 In the case of South Korea, the portion of credit used by
an average farm. household for living expenses to total
household credit 
use has been around 15 percent for a num­ber of years [MAF].
 

5For more details on 
the income regression function, 
see
[Hyun and othersl and also 
[Rol.
 

6/-orhe urpse f
function based 
omparison, aninteraction consumption
on a Keynesian formulation was
mated. Except for the also esti­

bients had the 
liquid asset variable, l coeffi­same sign as 
found in the model based on
the peimanent income; hypothesis,. This inconsistency may
result because 
a part of the liquid asset holdings were
absorbed into the permanent income, component 
from the
income regression function.
 



0 4/ -/i0 
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