.Seri. J. of Korea Vol. 12. 1970

Eiime By FERER

% H# 34
<ATKEBE BAKE>

An Alternative Approach for Setting Equilibrium
Prices of Sericultural Products

Jil Hyun Lee
<College of Agriculture, Seoul National Univ.>

Summary

There are many factors affecting the development of sericultural industry in Korea. The
setting of a rational pricing system for sericultural products is one of important activities of
‘the Korean Government to improve the incentives to producers.

The determination of the prices for many years were based on the production costs inclug
.ding a certain level of profits. Some of cost items are in conflict both in cocoon producers
and silk-reeling industries. Government officials have to evaluate these conflicting problems
and estimate the consequences of their decisions. In this situation the final decision often
becaome political decisions.

This analysis is aimed at providing an alternative method of setting the prices of sericult-
ural products. The criteria of the equilibrium employed in this analysis are based on economic
principle which equilibrium condition is determined by the relationships between the marginal
productivity of input factors and factor prices. In order to obtain the related information
 Cobb-Douglas’ functions were fitted using KIST computor and data were obtained mostly from
the Bank of Korea and the Ministry of Agriculture and Forestru. An important assumption is
that “Opportunity Costs” of factors input in both cocoon production and silk-reeling industries
.are same. The major finding s obtained are as followings.

1) The sum of coefficient of production elastisity in silk-reeling industries is greater than
one. Silk-reeling industries are operating under the situation of increasing return to scale and it
is, therefore, expected to develop the industries as the capital-intensive large scale.

2) The cocoon producing farmers are under the situations of the decreasing return to scale
and it is expected to continue their cocoon farming as the labor-intensive small scale, assuming
the present level of production technology. As the development of commercial farming, the
resources input in cccoon production will be shifted to the production for higher profitable
~Crops.

3) The price elastisity of production is higher in cocoon production than in silk-reeling
‘industries. It is expected that the price changing effects on demestic production will be resu-_
lted from cocoon preducers.

4) Based on analysis results of marginal productivities and the opportunity costs of resources,
-cocoon price for meeting equilibrium price condition is to be increased by 8-16 percent or standard

-price level of silk increased by 6—8 percent. There were the possibilities of over evaluation



on opportunity cost of resources input in silk-reeling industries, or income transfered from

the farmers to the industries. It is recommended that the prices for meeting equilibrium price

conditions are to be determined by 72 percent, for cocoon and 28 percent for silk-reeling

costs, based on standard level of the exporting prices
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Table 1. Resource Productivity and Equilibrum Prices of Sericultural Industry
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Item Products of Silk- . Products of Average
reeling Industry | Sericultural Farms
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Equilibrium Price Level(§/Lbs) 2.21 5.63
Present Price Level($/Lbs.) 2.51 5.33
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