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Inter-Korean Agricultural Cooperation Initiative 1:
Systemic Transformation of the Agricultural Field

6

6-1 Development Process of Agricultural Collectivization in China

Hello, everyone. | am Sungnam Kim, lecturing on the topic of “Agriculture in North Korea."In
the sixth lecture of this series, we will look at the “Plan for Inter-Korean Agricultural
Cooperation 2: the Systemic Transformation of the Agricultural Field.”

During this lecture, we will examine the process of agricultural collectivization in China in
the 1950s, and the agricultural reform measures that took place after the late 1970s. Using
China as an example, we will look at the lessons that North Korea can learn should they
proceed with agricultural reforms in the future.The first consumer cooperative in China, the
Peking University Consumer Cooperative, was established in 1918. The first joint cooperative
established by the Chinese Communist Party (CCP) under the late Deng Xiaoping was the
Anyuan Lukuang Workers' Xiaofei Cooperative in September 1922. “Workers xiaofei
cooperative” here refers to a worker-consumer cooperative. A cooperative is referred to as a
joint cooperative in China.

After the New China was founded in 1949, many joint cooperatives were set up both in
cities and the rural areas. A variety of joint cooperatives were established, including supply
and sales joint cooperatives (gong xiao he zuo she) that oversee the distribution of
agricultural products and supply of materials, consumer cooperatives, credit cooperatives,
production cooperatives, and transportation cooperatives.

In China, agricultural collectivization began in 1951 with the transition to socialism, and the
implementation of the people's commune model, a collective of rural farms, ran from 1958 to
1978. Looking at the process of the agricultural collectivization, we can see that it was

realized in three stages.
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The first stage involved hojojo, mutual aid organizations that called for mutual cooperation,
which became joint cooperatives in the second stage, before finally leading to the
establishment of the people's commune, the collectivization of rural farms in the third
stage.We will examine in detail the development of the agricultural collectivization in China in
a chronological order.

From 1949 to 1953, China underwent a full-scale land reform under the leadership of the
CCP.Prior to this, the Party published the document known as the "May Fourth Instruction,"
based on the principle of land ownership, on May 4, 1946. Land reforms, including the
confiscation of pro-Japanese assets and distribution of land among formers, were initiated.
On October 10, 1947, the Outline of the Chinese Land Law, which saw the confiscation of
land from land owners and its redistribution to struggling farmers, was promulgated.

On June 30, 1950, the Land Reform Act was enacted to abolish the feudal land ownership
system and allow the distribution of land to farmers based on the principle of farmer
ownership. Between 1949 and 1953, the land reform movement was carried out across all of
China, except in areas populated by ethnic minorities such as Xinjiang and Xijiang, and over
115.5 million acres of land were distributed to 300 million farmers nationwide.

One mou of land is equivalent to approximately 661m2.Until that time, farmers were able
to exercise their ownership of the redistributed land that they had received, and the
certificates of the ownership granted them the right to freely trade, use, make profit from,
and dispose of their land freely.

The collectivization of agriculture in China began in 1951.We'll look at the process in
stages, beginning with the hojojo, or mutual aid organizations, moving on to agricultural
production cooperatives, or agricultural cooperatives, and finally the people's commune, or
collective farms. During the time of hojojos between 1951 and 1953, farmers still owned land
and means of production immediately after the land reforms were implemented, and this
period was when the farmers simply worked together while still managing their own farms

individually.
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Hojojos were categorized into temporary ones that were formed and operated based on
seasonal needs of the farmers and permanent ones that were formed and operated all year
round. The number of hojojos increased from 2.72 million in 1950 to 9.93 million in 1954,
while the number of households that participated in hojojos increased from 11.31 million to
68.47 million in the same period, and more hojojos continued to pop up nationwide.The land
reform and the popularity of hojojos were said to have helped increase the farmers'
motivation and increase agricultural production during this period.

Between 1954 and 1957, agricultural production cooperatives that promoted collective
ownership of land and means of production were established. On December 16, 1953, the
Resolution on Agricultural Producers' Cooperatives that called for a transition from hojojos to
agricultural production cooperatives that emphasized high-quality production was issued.

The agricultural production cooperatives can be further divided into smaller semi-socialist
agricultural  production cooperatives and larger fully socialist agricultural production
cooperatives, based on the degree of collectivization. Firstly, in smaller semi-socialist
agricultural production cooperatives, farmers became members of the cooperative with the
land they owned, and the cooperative would divide the output based on the land contribution
and amount of labor put in.

Each natural village unit was made up of an average of 20 to 30 farmhouses, and they
formed one cooperative to manage and labor collectively with the major production factors, in
other words, land, livestock and agricultural tools that they owned. While the farmers had
ownership of their land, livestock, and large-scale agricultural tools, it is characteristic of the
cooperatives to have the farmers collectively manage and use these means of production
uniformly.

In addition, the remaining output after deducting production costs, rent and subsidies for
the year from the total revenue of the cooperative would be divided among the farmers

based on their contribution of land and labor. While similar to hojojos, which recognized that
farmers had private ownership of their land and production tools, the biggest difference from
the cooperatives was the accumulation of public assets under central management.
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In July 1955, Mao Zedong pushed for the transition of smaller agricultural production
cooperatives to large-scale agricultural production cooperatives in a report, “The Question of
Agricultural Cooperation.” The large-scale agricultural production cooperatives were made up
of close to 200-300 farmhouses in one natural village. The cooperatives would collectively
take ownership of the land that were owned by the farmers at no cost. In other words,
privately owned land became collectively owned land, and the cooperatives would purchase
the livestock and medium to large scale agricultural machinery from the farmers and turn
them into collective assets.

Farmers were guaranteed ownership of 5% of the land area, known as private land, while
losing the ownership rights to the rest of the land and production tools due to the
conversion to collective ownership.Distribution was no longer done based on the land that the
farmers owned like in smaller cooperatives. Instead, the farmers would receive their share
based on labor performed after taxes, production costs, and subsidies were deducted from
cooperative's revenue.

The number of agricultural production cooperatives increased from 19 in 1950 to 130 in
1951. By 1953, the number shot up to 15,000 with the collectivization of agriculture.
However, there were only 15 large-scale cooperatives during this time. As smaller
cooperatives transition into larger ones from July 1955, there were close to 540,000
large-scale cooperatives nationwide in 1956.

By the end of 1956, approximately 100 million, or 88% of all farm households were part of
a large-scale cooperative. Finally in 1958, the people's commune was established as
cooperatives began to merge.

The people's commune, which is the final stage of agricultural collectivization, existed
between 1958 and 1978. From September 1958, the people's commune movement began
and the existing agricultural production cooperatives became the lowest administrative unit in
a commune that integrated the fields of industry, agriculture, commerce, education and the
militia. The commune played the role as the lowest-ranking grassroots organization in rural
areas where industry, agriculture, commerce, cultural education, and the militia were

combined in terms of administration and economy.
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If we look at the implementation process, it began with the Resolution for Establishing
People's Communes in Rural Areas being passed in August 1958, which would allow the
commune to double as the people's congress in a township. The representative of the
commune would also concurrently serve as a representative at the local people's government
congress, thereby realizing the complete integration of government and society.

In addition, all means of production except for a small number of livestock will be
converted into the ownership of the commune under this measure.By October 1958, 740,000
agricultural production cooperatives were converted into 26,000 communes with over 120
million, or 99% of all farmhouses, being part of a commune, thus completing the transition
to the communal system.

A people's commune comprised of either two tiers, the commune, and the production unit,
or three tiers, the commune, the production brigade, and the production unit. The commune
is the highest administrative level in the system, as it implements policies and regulations
and oversees the workings of the production brigade and the production unit.

The production brigade supported the production planning and managed the activities,
finances, and labor distribution of the production unit. The brigade also implemented the
agricultural procurement tasks assigned by the state and took care of the administration,
security, cultural, education and sanitation factors affecting the production unit.

At the end of the ladder, the production unit was directly responsible for agricultural
production and distribution. It had ownership of land, including those owned by the members
of the commune, housing land, large livestock, and agricultural tools. They were also
responsible for establishing plans and the production of crops accordingly on a
self-supporting basis.

The people's commune advocated for centralized management of resources, with the
representatives of the commune, production brigade and the production unit forming the
highest level of administration internally. A supervisory board was also set up for oversight.

The commune distributed profits evenly among the workers based on their labor. The
production unit distributed renumeration according to the quality and quantity of labor
contributed and established a fixed rate for various types of labor, based on the level of
technology or effort.

792
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Based on the principle of one people's commune every township (yi xiang yi she), one
township would have one people's commune, with the scale of each depending on the size of
the town. In the latter half of the 1960s, there were 52,000 to 55,000 communes, 650,000
to 700,000 production brigades, comprised of 200 to 250 farmhouses, and 900 to 1200
farmers.

Up till now, we've been discussing the development process of agricultural collectivization in

China.Moving on, we will look at China's agricultural reforms that began in the late 1970s.
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6-2 Development Process of China's Agricultural Reform

Hello, everyone. In our last lecture, we talked about the process of agricultural
collectivization in China. Today we will take a detailed look at China's agricultural reforms.

The Cultural Revolution that took place between 1966 and 1976 only aggravated the
difficulties for the farmers in the rural areas and the people's commune system went into a
decline after China adopted reforms and opened up after 1978. For reference, the Cultural
Revolution, or the Great Proletarian Cultural Revolution, was launched by Mao Zedong in 1966
and lasted until his death in 1976. Following his death, Deng Xiaoping announced the new
Open Door Policy for China at the 3rd Plenary Session of the 11th Central Committee of the
CCP.

The cooperative farms that formed the people's commune faced multiple issues, such as a
lack of motivation, declining production, and inflexible management methods. As a result,
more than 1/4 of all the production units nationwide received less than 40 yuan per person,
and more than 1/3 of farm villages across the country faced problems of starvation in 1977.

Against this backdrop, the household responsibility system, or a farmhouse responsibility
system in other words, was adopted in order to overcome the problems that were inherent
to the collectivized management system in a people's commune.Under the household
responsibility system, land ownership and management rights were separated. Ownership was
held by the collective but management rights were granted to farms for autonomous
production and management.

Farmers would pay usage fees to the collective based on their contract.The household
responsibility system was first introduced in 1978 with 18 farmers in Xiaogang, Anhui

Province. When Deng Xiaoping saw how the system improved production, the system was
officially instituted in 1982.
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The most representative features of the household responsibility system were bao chan
dao hu, or fixed farm output quotas for each household, and bao gang dao hu, or work
contracted to each household. Among these were other features, including zhuan ye cheng
bao lian chan ji chou (payment for professional contracting and co-production), lian chan dao
zu (payment according to output) and lian chan dao lao (payment according to labor). We will
now look at the two most representative ones.

Bao chan dao hu was a method of renting collectively owned land to the farmers in the
production unit for one to three years and allowing them to keep the surplus from the
amount required for repayment to the government.That said, the calculation of total
production and revenue continued to be collectively calculated under the bao chan dao hu
system, and hence problems regarding soil degradation due to short term land leases and
land preservation as a result of overuse remained unsolved.

The bao gan dao hu system maintained collective ownership of the land, while the farmers
were directly responsible for tax payments and the sale of crops, and paid land use fees to
the collective.

The surplus left after paying the national tax on the output of the land, the collective land
contract fee and joint management costs would be owned by all the farmers.Through this
system, the farmers became actual subjects of management, and the system of the people's
commune such as the principle of average, concentrated labor, and unified accounting and
distribution could be reformed.

The bu chan dao hu method distributed output to individual farms based on labor points
per unit, which was in turn determined by the total production of the entire production belt,
whereas the bu gan dao hu method distributed performance to individual farms based on
their production volume. The bu gan dao hu method is characterized by stronger autonomous
management rights and incentives compared to bu chan dao hu.

Between 1982 and 1986, the household responsibility system was improved and rapidly
adopted nationwide as the CCP announced it officially in its "No. 1 document" for the year.In
the "No.1 document” published in 1984, the period of land acquisition was extended to more
than 15 years and farmers were encouraged to increase their investments and production. As
a result, the proportion of farmers practicing bao gan dao hu increased from 5% in 1980 to

38% in 1981, 67% in 1982, 98.3% in 1983 and 99.1% in 1984.
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In April 1993, the household responsibility system was recognized as a national economic
system through constitutional amendments, and in October 1998, measures were taken to
extend the land acquisition period to 30 years.n August 2002, the Rural Land Contracting
Law was enacted to guarantee long-term and stable rural land acquisition and management
rights for farmers in the eyes of the law and recognize other activities related to land
acquisition and management rights, such as leasing, exchange, transfer, mortgage, and equity
joint ventures.

In addition, the introduction of the production responsibility system at the farmhouse unit
was credited for the significant increase in the productivity of agriculture in China. Between
1978 and 1984, the average annual growth rate of food production, total agricultural output,
and farmers' income were 4.95%, 7.73% and 17.71%, respectively, which were significant
improvements since the implementation of the household responsibility system.

As the household responsibility system under the bao gan dao hu method became more
prevalent, the people's commune had to change in terms of its nature and functions. In April
1982, the people's commune system was abolished by the Standing Committee of the Fifth
National People's Congress.The administrative functions of the communes were transferred to
the people's government and village committees at the village level in the townships. The
economic functions were reorganized into cooperatives or joint cooperatives.

Enterprises owned by the communes were converted into joint agricultural, industrial and
commerce corporations. Different industrial, commercial, and agricultural technology service
corporations were established under the joint corporations. The production brigades under the
communes were transferred to the villages while the production units were transferred to the
agricultural production cooperatives.

On October 12, 1983, the CCP issued a notice to establish township governments and
separate government functions from the people's communes. The administrative functions of
the people's commune were transferred to the township government and the people's
commune system was finally abolished in 1984.Following this separation of government
functions from the people's communes, 91,000 township governments and 926,000 village

committees were set up by the end of 1984.
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Following the dissolution of the people's communes, the rights to land use were distributed
to the farmers, while livestock and machinery were sold to them at discounted rates.The
average size of land received by each household under this system was 8.35 mou, or 5,561
m, which was equivalent to 1,600 pyeong.

The agricultural distribution system was reformed in 1985 after the dissolution of the
people's commune.ln the early stages of the dissolution of the communes and the
introduction of the household responsibility system, measures were taken to raise the
purchase price of agricultural products while maintaining the economy as planned. This led to
an average increase of 24.8% in the prices of 18 major agricultural products, including crops,
oils, and cotton in 1979.In January 1985, the CCP issued the "Ten Guidelines to Advance
Rural Economy," which removed the requirement for collective purchase of selected
agricultural products and the contractual purchase system in the open market was finally put
in place.

The government stopped bulk purchases of food crops and cotton at the national level,
and contracts were signed between Ministry of Commerce and the farmers. Other items such
as pork, fish products and vegetables could be freely traded in markets through price
liberalization measures. The autonomous market pricing system was implemented in 1993 and
the governmental bulk purchase of cotton stopped in 2001.

After the dissolution of the people's communes, township and village enterprises developed
rapidly in the rural areas. Township and village enterprises (xiang zhen qi ye) generally refer
to collective economic organizations in the rural farms established through investments by
the farmers. Such enterprises were divided into those that were established by the township
and village administrations, those that were jointly set up with the farmers, those that were
jointly set up between governments and private individuals, and private corporations. Most of
them were set up with the farmers' investments.

The number of township and village enterprises increased from 1.52 million in 1978 to
245.3 million in 1993, and proportion of laborers among farmers working in these enterprises
increased from 9.2% to 23.8% in the same period.
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Today, farmers in China are engaged in agricultural activities freely with the right to land
use in rural areas under the rural collective economic organizations. Land continues to be
owned collectively, or in other words, jointly owned by the collective farms and the farmers,
as members of such collectives, can decide on land lease plans and adjustments with land
leasees.

Ownership of the land is exercised by the village committees or village collective economic
organizations on behalf of the farmers. The period of land sub-management rights is 30
years and it can be extended continuously upon expiry. For grasslands, the period is between
30 and 50 vyears, and for forest land, the period is between 30 and 70 vyears.

The registering authority would issue a certificate of land sub-management rights to the
land sub-management operator, and the land sub-management rights can be exchanged and
transferred, and the owners can lease, invest in equity, or securitize their land rights.

While the dissolution of the people's commune and the introduction of the household
responsibility system greatly increased agricultural productivity, many problems also arose due
to the increase in small-scale farmers. Some of these problems include increases in
management costs due to small-scale distributed management, difficulties in realizing
economies of scale, challenges in mechanization and production bases, and limitations in
wider adoption of agricultural technology.

As a countermeasure, farmers came together voluntarily to set up cooperatives in the late
1980s while legislative and financial support, and pilot projects to support the cooperatives
were implemented after China joined the World Trade Organization (WTO) in November 2001.
The Agriculture Law was revised in December 2002 to define the specialized farmers'
cooperative as an agricultural production and economic organization and that the state would
provide support in setting up of these cooperatives.

In November 2002, 100 specialized farmers' cooperatives across China were selected as the
model while Zhejiang Province was selected as a model province in 2003. In 2004, there
were a total of 111 model cooperatives.By 2005, 11 provinces implemented the cooperative
models while a pilot project to set up a specialized farmers' cooperative was initiated in

Qingdao, Shandong Province.
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The Law of the People's Republic of China on Specialized Farmers' Cooperatives was
passed on October 31, 2006 and implemented in July 2007, which led to a rapid increase
and development of the cooperatives that started out as a voluntary organization by the
farmers. The implementation of the law also paved the way for the development of the
cooperatives founded based on the principle of mutual cooperation. The number of
cooperatives began to grow significantly, and they began to diversify in terms of
organizations, functions, and services.

Based on recent trends, following the revision of the law on specialized farmers'
cooperatives in 2018, improvements were made to the cooperatives in terms of protection of
the members' rights, flexibility in investment methods, clarity of membership, establishment
of federations, strengthening of management and audit practices.By the end of October
2019, more than half of all farms nationwide were part of a cooperative and there were
more than 2.23 million registered cooperatives and over 10,000 farmers' federations.

More than 80% of all cooperatives are mainly involved in the production of agricultural
products, including crops, cotton, oils, livestock, fruits, vegetables, and tea. Out of all the
cooperatives, 7.7% are service-focused, running businesses in recreational agriculture,
agritourism, crafts and agricultural e-commerce and the proportion is growing.

The 53% of cooperatives provide integrated services, such as agricultural production,
processing, and sales. The number is growing continuously, as is the quality of their
products: 87,000 cooperatives hold registered trademarks, while 46,000 cooperatives received
quality certification for the products they produce.

Now, let me summarize what I've covered thus far.China promoted the collectivization of
agriculture through the cooperative and people's commune movements and completed this
process in 1957 with the establishment of the people's commune model.However, the
people's commune model led to lower motivation to produce, causing a drop in productivity

among the farms that were involved, which also had problems with inflexible management
practices.
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As a result of the reform and opening up policy in 1987, the people's commune was
eventually dissolved as the household responsibility system was adopted to overcome the
problems with the people's commune model. With the dissolution of the people's commune,
the autonomous farming system that placed the farmers at the center was established, and
these can be said to have become the basis for the development of mutual cooperatives
that continue to exist today, including the specialized farmers' cooperatives and the supply
and marketing cooperatives.

Cooperative farms in North Korea emerged following a similar path to China's agricultural
collectivization process. Cooperative farms in North Korea today are the result of land
reforms in 1946 and the birth of agricultural cooperatives between 1953 and 1958.

The way cooperative farms in North Korea are structured is also strikingly similar to
China's people's commune model.The cooperative farms established at the level of a ri, or
subdivision of a county, in North Korea similarly form the lowest production and
administrative unit concurrently, like that in a people's commune.These farms also have a
three-tiered organization like the people's communes and have an independent profit
structure at the cooperative farm level.

That said, there are undoubtedly differences between the two countries. In China, as we've
seen, agricultural cooperatives developed in phases, while North Korea proceeded directly into
the stage that allows all cooperative farms to jointly own all means of production. This is
referred to as “collective ownership” in China, though this ownership is achieved through
agricultural cooperatives that distribute output based on labor instead of land contribution.
Another difference lies in that while China recognizes a significant proportion of private land,
North Korea hardly does so.

Using the reform of cooperative farms in China as an example, there is a possibility that
North Korea can similarly push for the reform of cooperative farms in order to improve
agricultural  productivity in the long term.Currently, North Korea practices the field
responsibility system formed at the family level, but it is not meeting expectations due to
the lack of agricultural materials and excessive allocation of land by the state. To address
these issues and motivate farmers to produce more, there is a need for a reform of the
cooperative farms by distributing land use rights to the farmers and allow them to autonomy

at the farmhouse level, similar to what was done in China.
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However, for China, the existential threat to socialism in the state if the reform and
opening-up policies escalate is not significant.This is because Taiwan, which is at odds with
China, is too small compared to the latter.

On the other hand, North Korea has to contend with the fundamental fear that its regime
would collapse with the reunification with South Korea due to an influx of foreign culture
resulting from reform and opening-up measures. The fact that a nation-state with far
superior economic power and more than twice the population exists just south of its border
can be said as a major factor that prevents North Korea from reforming and opening up
easily, unlike China.

That was a look at the process of China's agricultural collectivization and reform.We will
next look at cross-strait agricultural cooperation projects between China and Taiwan that
have developed since China's agricultural reform.




LR,

MRS M 2w

SEQUL NATIONAL UNIVERSITY

6-3 Examples of Agricultural Cooperation Between China and Taiwan

Hello, everyone. Previously, we covered the process of agricultural collectivization and
reform in China.Now, we will use this time to look at joint agricultural projects between China
and Taiwan.

After putting in place a new institutional framework following a series of agricultural
reforms, China has been pushing for accelerated improvements in the agricultural sector by
embracing new technology and capital from Taiwan through continuous cooperation. We'll be
focusing on the research by Assistant Professor Ji Seong-tae from Seoul National University.

Similar to how it is with the two Koreas, there are many factors triggering conflict
between China and Taiwan.China adheres to the principle of “One China" and is showing
signs of wanting to unify Taiwan in the future. On the contrary, voices calling for
independence are strong within Taiwan. This is why there is always a real possibility of
hostile confrontation between the two sides.

However, there is one significant difference when we compare the two situations.And that
is the strict adherence to the principle of the separation of the economic and the political.
As you know, even though the exchanges and cooperative projects between the two Koreas
should also have been carried out under this principle of separating the economic from the
political, this has not been the case thus far.

After North Korea carried out a nuclear test in 2016, all South Korean companies withdrew
from the Kaesong Industrial Complex.While humanitarian aid from South Korea has vastly
improved the standards of living in North Korea and is hence seen as a helpful measure for
the North Korean regime, it is also regarded as a security threat, contributing to the
Inter-Korean conflict.

However, if you examine the relationship between China and Taiwan, you will see that the
principle of separation of the economic and the political has been well applied and that
economic cooperation has continued to develop despite the political conflicts.But of course,
there is a difference as the relationship between the two Koreas is unilateral with South
Korea providing assistance unilaterally, while both China and Taiwan stand to benefit from

their collaboration.
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It was to China's benefit to learn from Taiwan's experience with technology for agricultural
development.By 2020, there will have been 200,000 specialized farmers' cooperatives, or
agricultural cooperative federations, across China, but there is a need to improve their quality
and functions.To this end, China has actively accepted Taiwan's models such as the
agricultural association system through cross straits exchanges in order to improve the
specialized farmers' cooperatives in various areas such as agricultural technology
dissemination and financial systems.

In addition, compared to Taiwan, the level of agricultural technology in China falls behind
that of advanced countries even with the enormous agricultural resources such as land that
the country holds.If China attains sustained economic development moving forward, the
demand for agricultural products will continue to increase.Hence, it is necessary for China to
rapidly increase agricultural productivity, and by adopting Taiwan's advanced agricultural
technology, China can swiftly narrow the technological gap it has with other developed
countries.

Usually, it takes 5 to 6 years from basic research to commercialization for every type of
agricultural technology.Therefore, the time required for the adoption of a technology that has

already been commercialized is significantly reduced.

For Taiwan, the key benefit of cross-straits cooperation lies in the fact that it would thus

have access to the Chinese market of more than a billion people.In particular, China has
gradually opened its doors to the world and entered into trade agreements with several
Asian countries that facilitate mutual market access since implementing the reform and
opening-up policies. With this in mind, there is concern that Taiwan's economic status would
only suffer if it were alienated.
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This is because Taiwan's competitiveness at the international level is relatively weak despite
being ahead of others in terms of technology due to high production costs as a result of a
lack of agricultural resources such as land. While it is possible for the manufacturing sector
to benefit from exports to China, there are concerns that the dependence on China for
agricultural products will increase in the future as imports of such products increase.This is
why agricultural imports from China is not allowed even though the two countries signed the
Cross-Straits Economic Cooperation Framework Agreement in 2010 to advance cross-straits
cooperation.Specifically, China allowed imports of 539 types of Taiwanese products, including
18 types of agricultural products, while Taiwan allowed imports of 267 Chinese goods, which
did not include agricultural products.

As a result, cross-straits cooperation allowed China to adopt Taiwan's advanced agricultural
technology while Taiwan could secure Chinese investments in its agricultural industry. Taiwan
had also secured access to the Chinese market and explore business opportunities in the
agricultural industry there while protecting its own.

With regard to the exchanges and cooperation between the two Koreas, it can be said
that in order for the principle of separation of the economic and the political to be well
applied, it is necessary to secure clear economic benefits for both sides, rather than
unilateral support from one side.

One of the best examples of cross-strait agricultural cooperation is the Taiwan Farming
Incubation Zone established in China. The Taiwan Farming Incubation Zone was created to
attract Taiwanese farmers and investors to invest in the Chinese agricultural sector, with
investors standing to enjoy preferential benefits in terms of land lease and taxation.

The pilot was launched in Zhangpu in Zhangzhou City, Fujian Province in 2005. The
Zhangpu Yongfu Incubation Zone was set up in 2008 and since then, more than 28 zones to
date have been set up across China.Let's take a detailed look at the first Taiwan Farming

Incubation Zone in Zhangpu.
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The Taiwan Farming Incubation Zone in Zhangpu measures 300,000 mu, or 200km, which is
around 70 times the size of Yeouido.About 270 Taiwanese agricultural enterprises are located
in the incubation zone. They are responsible for introducing about 210 superior varieties and
30 new technologies from Taiwan. They are also responsible for distributing over 210 types
of superior cultivation and 30 types of agricultural technology in the nearby Zhangpu County,
which measures about 350,000 hectares, or 233.45km.Farmland of the area that makes up
1/3 of Zhangpu is being cultivated under the guidance of the incubation zone.

In addition, the incubation zone plays a role in facilitating human exchanges between China
and Taiwan, as more than 5000 Taiwanese visit the complex for human exchanges and to
conduct ancestral rites. Including the incubation zone in Zhangpu, there are eight farmer
incubation complexes in Fujian Province, which is adjacent to Taiwan. It is the highest across
China, and these complexes are leading the agricultural development in the province.

Let's look at the factors that contributed to the success of China and Taiwan's
collaboration in the agricultural sector. First, collaboration was done through one overseeing
body.At the Chinese central government level, the Cross-Strait Agricultural Exchange
Association under the Ministry of Agriculture and Rural Affairs oversees agricultural
cooperation with Taiwan.Established in 2001 with the consent of the State Council, the
Association is a national-level association that aims to solidify the cross-strait agricultural
exchange and cooperation platform under the principle of “complementary, mutual benefit,
and common development through comparative advantage” and contribute to the
modernization of agriculture and the promotion of farmers' welfare in Taiwan and China by
optimizing the use of agricultural resources across the Strait.

The association builds and maintains networks with Taiwanese agricultural groups,
enterprises and related personnel, supervises various human exchange projects, and
participates in negotiations for cross-strait agricultural exchanges and cooperation on behalf

of the central government.
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In this way, by promoting cooperative projects with Taiwan through a unified window such
as the Cross-Strait Agricultural Exchange Association, unnecessary waste of resources and
conflicts with stakeholders due to fragmentation or duplication of cooperative projects can be
minimized compared to if these were done in a decentralized manner. Second, cross-straits
exchanges were officially institutionalized under the Cross-Straits Economic Cooperation
Framework Agreement.Trade volume between the two countries increased rapidly after the
signing of this agreement.Trade volume saw an increase of 79.4% from USD 145.4 billion in
2010 to USD 260.8 billion in 2020.

Cross-strait agricultural trade also more than doubled from USD 1.41 billion to USD 3.3
billion during the same period. In particular, exports of Taiwanese agricultural products
increased by 349.4%, making China Taiwan's largest agricultural export market.In addition to
the increase in purely commodity trade, mutual investment due to the formation of
production value chains between the two countries is also expanding. This increase in trade
and investment can be attributed to the institutional support provided by a framework
agreement.

Third, the central government's lead in the promotion of friendly policies and the active
participation of local governments in projects are also considered as factors for success. In
1994, China enacted the Protection of Investment of Taiwan Compatriots Law to lay the legal
foundation for attracting Taiwanese investment and continued to increase measures for
preferential treatment of investments from the country.

The Taiwan Farming Incubation Zone in Zhangpu is one example.Preferential treatment also
applied to quarantine measures as the procedures have been simplified for agricultural
exports from Taiwan since 2005. In response to these national measures, local governments
also actively participated in cross-strait cooperation projects. In particular, Fujian Province,
which is adjacent to Taiwan, enacted the Regulations on Promoting Agricultural Cooperation
between Fujian Province and Taiwan, the first law at the local government level to promote
cross-strait agricultural cooperation that provides various preferential benefits to Taiwanese

investors.
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Other than Fujian Province, local governments in Sichuan, Henan and Jiangsu are also
scrambling to adopt similar measures to attract Taiwanese companies. Although there are
slight differences from region to region, the measures generally apply to infrastructure
construction, financial input, and land use, tax incentives, provision of collateral and insurance,
and other public services.

So far, we have covered agricultural cooperation between China and Taiwan. Even while
undergoing reforms, China is striving for the continuous development of its own agriculture
sector through cooperation with Taiwan. In order to develop North Korea's agricultural sector,
institutional reforms are needed, but efforts must continue for North Korea to adopt
advanced technologies and attract capital through external exchanges.

In particular, South Korea, which has a similar agricultural environment and dietary habits
among its people, will have a significant role to play in terms of technical collaboration. In
terms of capital, there is no doubt that South Korea should play the biggest role because it
will be the biggest beneficiary of unification, though there is room to think about tapping on
financial support from international funds.

We've covered examples of agricultural cooperation between China and Taiwan. Next time,
we will examine how international development finance can support North Korea's agricultural

sector reform process.
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A Measures to Procure Financial Resources
for Regime Transition in North Korea

Hello everyone. Previously, we looked at the example of seeking sustainable agricultural
development through China's agricultural reform process and agricultural cooperation with
Taiwan. Now we will look at how North Korea may procure the necessary financial resources
in order to transform its agricultural sector and embark on large-scale R&D investments for
agricultural development.

Given the similarities between the agricultural systems in North Korea and Ching, it is likely
that future reforms in North Korea will follow those in China.Therefore, the priority is to look
at how China has financed the agricultural sector's development in terms of thinking about
financing methods.

International financial institutions provide long-term loans to underdeveloped countries for
the purpose of development.One of the most representative institutions is the International
Development Association, or IDA, under the World Bank Group. IDA provides long-term,
interest-free loans to support development projects aimed at reducing poverty to low-income
countries whose per capita income is less than USD 1,200. South Korea had also received
support from IDA in the past for economic development.

IDA funds were used to expand the agricultural base, such as the grassland construction
project undertaken by Maeil Dairies in 1971, and the development of the Yeongsan Reservoir
in 1972.In low-income countries, many of these development loans go to the agricultural
sector, as a significant proportion of the poor live in rural areas.

The International Bank for Reconstruction and Development, or IBRD, also under the World
Bank Group, also provide loans to developing countries. While the per income capita criteria
for IBRD support is higher than IDA's, it is still being implemented to support middle and
lower developing countries.

In general, long-term loans are not provided interest free, but at low interest rates to
countries with a per capita income of less than USD 7,000. Another representative
international financial institution is the Asian Development Bank, or ADB, which provides

financing to Asian countries.ADB provides interest-free loans to low-income countries in Asia.
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China received funds mainly from these institutions, in other words the IDA, IBRD and ADB,
while undergoing agricultural reform. As the per capita income was much lower during the
early stages of the reform, China received funds from IDA and was later supported by IBRD
from the later half of 1980 as the per capita income grew.

Looking at the World Bank Group website that provides information on the recipients of its
funds in the past, we can see that IDA supported 23 projects as of 1997, beginning with the
North China Plain Agriculture Project in 1982 with USD 60 million. IBRD funded a total of 16
projects by 1999, starting with the agricultural education program in 1984 with USD 68
million.

As China's reform and opening-up progressed and its economy grew, it no longer needed
to receive international development finance support after the late 1990s. In particular, then
CCP leader Deng Xiaoping embarked on the so-called southern tour in 1992 during which he
toured southern China and expressed his will to push for reform and opening up. After this
tour, foreign direct investments or FDI increased rapidly.

Nevertheless, it cannot be denied that interest-free or low-interest long-term loans
procured from the various international financial institutions in the early days of reform and
opening-up in the 1980s played a priming role in improving productivity in China's agricultural
sector.

For reference, ever since Vietnam announced measures to reform its economy in 1986, it
had also improved relations with the international community, especially with the United
States, despite the Vietham War during which they were at odds. Vietnam received
agricultural development funds from IDA to proceed with full-scale agricultural reform and
increase agricultural productivity. Beginning with USD 60 million in 1994 for irrigation
projects, Vietnam had received IDA's support for 22 initiatives as of 2011.

We can see that if North Korea is to embark on agricultural reforms in the future,
receiving development funds from international financial organizations first in the initial stage,
like with China and Vietnam, is a possible way. Receiving financial resources from

international financial institutions can mean more than just the monetary support.
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This is because private investors would not readily invest in a country that suddenly
announces reforms and opens up its economy after maintaining a socialist system for a long
time and had disconnected from the international financial system due to a closed economy.

In a situation where one has yet to build trust with the international community, especially
the global capital markets, receiving help from institutions such as IDA and IBRD is inevitable,
but it actually also becomes a stepping stone to foster trust and attract more foreign
capital, as was the case with China.

South Korea also has a role to play in this process. In order to obtain development funds
from the international financial institutions, a structured project plan for future development
plans is required, and economic development performance must be evaluated periodically to
continue receiving support. This is what we call the performance based allocation system.

If we were to draw up a development plan for North Korea using South Korea's experience
as a basis for reference, not only has receiving funds from the international financial
institutions become easier, South Korea can also participate more actively in project
implementation.

There is one example that is often cited when discussing the development of North
Korea's agricultural sector. That is the SAPARD established by the European Union (EU) in
support of Eastern European countries facing transition.SAPARD, or the Special Accession
Programme for Agricultural and Rural Development, has supported agricultural and rural
development in 11 Eastern European countries, including Poland, Czech Republic, Hungary,
and Romania, which had joined the EU after 2004.

One characteristic of the SAPARD is that farmers, agricultural organizations and companies,
and the local authorities directly involved in implementing the projects with SAPARD funds
must submit business plans.For example, looking at the investments made through the
SAPARD program in the field of agricultural management, out of 3,600 proposals received in
Hungry, only 41%, or 1,500 proposals, received the go-ahead.In other words, the feasibility of
the proposal was a criterion for selection.

For effective agricultural and rural development in North Korea to take place, it is
important that the applicant, in this case, organizations in North Korea, to draw up their own
plans directly, similar to how it was done in the SAPARD example cited above.

792
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In this sense, it will be very important for North Korean producers, farmers, and
cooperative farms to establish their own development plans if cooperative development is to
be realized in North Korea, hence there is room for active cooperation with South Korean
officials and organizations. This is exemplary of how the process of procuring support from
international financial institutions to strengthen the capabilities of the recipient country can
become a meaningful collaboration.

As mentioned earlier, development finance from international financial institutions can play
an important role in fostering trust with the global capital markets in the early stages.
Beyond this initial stage when the investors decide to directly invest in North Korea, the
country like China, will enter a phase of rapid economic growth through abundant foreign
capital.

As private investments take off, we can expect mostly public-private joint ventures at the
beginning. It is a way to reinforce insufficient credit through joint ventures with public
institutions rather than purely investments by the private sector.

While some of the funds would be provided by private companies, the rest can be in the
form of borrowing from international financial institutions or from the country's own official
development funds. In order to attract investments by the private sector, it is also possible
to consider direct investment in equity in a specific joint venture for the development of
North Korea or a subordinated loan in the public sector.

As far as agricultural sector development is concerned, a fund jointly operated by the
World Bank Group's International Finance Corporation (IFC) and the Global Agriculture and
Food Security Program (GAFSP) can be used. The International Finance Corporation is an
international financial organization that is responsible for mitigating investment risks through
various financing techniques in order to promote private sector investment in developing
countries.

Through joint projects with the GAFSP, IFC provides financial support for mid- to long-term
projects in the private sector that are aimed at strengthening the capacity of small farmers
in developing countries and reducing poverty. Past ventures by IFC and GAFSP include
investments in agricultural and food processing companies in developing countries, as well as
providing microfinance to farmers and cooperatives.

792
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IFC's role is to mitigate commercial risk through various financing techniques.In other
words, IFC helps bear a portion of the losses should they occur in the course of project
implementation.However, on top of the commercial risks that are prevalent for private sector
investments in an underdeveloped country, such as when products do not sell as well as
expected, the political risks that investors have to bear are more significant in North Korea's
case.

As with past inter-Korean cooperation experiences, projects may suddenly stop, or local
assets may be confiscated without effective separation of the economic and the political.For
such cases, the Multilateral Investment Guarantee Agency (MIGA) under the World Bank Group
can help.

MIGA offers insurance and guarantees for a fixed sum against the loss of tangible assets
due to reasons such as local currency exchange and remittance restrictions, confiscation of
assets by the local government, and political disturbances such as war or civil war.

In summary, it is highly likely that the necessary financial resources needed for North
Korea's agricultural reform in the future will initially be procured through interest-free or
low-interest development funds from international financial institutions, as in the case of
China and Vietnam.

By then, it would be possible to seek inter-Korean cooperation by establishing a
development plan for North Korean producers, which can be implemented when North Korea's
reform and opening up produces results through development support from international
financial institutions and public trust begins to build. Investments in the private sector would
be expected to flow in and the risks that follow can be mitigated by the various systems put
in place by the international financial institutions.

Thus far, we've looked at agricultural reform in China and the cross-strait exchanges and
cooperation between China and Taiwan. Using these as examples, we can imagine how North
Korea would transform and the direction it would take if agricultural reforms took place in
the future. Finally, we also looked at procuring necessary finances in support of agricultural

reform, focusing mainly on development funds from international financial institutions.
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Looking at just financial resources, as mentioned during the lecture, it is highly likely that
a significant portion of the development funds will be provided by South Korea, given that
South Korea is the biggest beneficiary of unification or peace on the Korean Peninsula. It is
known that South Korea had financed more than 70% of the total cost that went into the
construction of light water reactor in Sinpo, North Korea though the project was abandoned
eventually.

While | hadn't mentioned this in the lecture, there is a possibility that the South Korean
government would eventually increase taxes in the name of solidarity to support the funding
for initiatives that are supported by the government now, such as the Inter-Korean
Cooperation Fund, as in the past with German reunification. However, lessons learned from
past cases of inter-Korean cooperation are making it clear that the international community
should play a bigger role in North Korea's development in the future. Although it has been
emphasized that the most ideal situation is to have multiple countries participate and share
the profits and losses, the separation of the economic and the political has never been
achieved but could have a chance outside of the peninsula.This is why this lecture focused
mainly on the financial resources of international financial institutions and what other roles
South Korea could possibly play.

That marks the end of this series on “Agriculture in North Korea." Thank you.
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