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Abstract: This paper examines the effects of aging and income subsidies on farm efficiency in
Korea by utilizing the Korean Farm Household Economic Survey from 2008 to 2015. A stochastic
frontier model with a non-monotonic assumption on the effect of efficiency factors is implemented
to reflect a super aging and less developed production structure in Korean agriculture. This study
finds continuously decreasing farm efficiency with age, which contradicts the commonly assumed
inverted-U relationship between age and productivity. Especially, we find that labor is the most
important factor to explain recent farm efficiency losses in Korea. Furthermore, this paper finds that
the Korean income subsidy has a negative effect on farm efficiency. Our results provide two policy
implications for the government of Korea. First, even though the “Returns to the Farm and Rural
program” is appropriate, Korea should modify the program to encourage more young people to
participate this program rather than old people, in order to attain the sustainable development of
the agricultural sector. Second, a policy maker in Korea should consider a coupled subsidy that is
directly related to farm production rather than a decoupled subsidy, regardless of the lower efficiency
of the coupled subsidy in achieving agricultural development.

Keywords: aging; farm efficiency; income subsidy; non-monotonic assumption; returns to the farm
and rural program

1. Introduction

In most parts of the world, the increasing age structure of the population (hereafter called
“aging”) is a common phenomenon due to lower fertility rates and longer life expectancy [1].
Without controversy, aging has a negative effect on labor participation based on a reduction of
working-age people [2], which implies a declining labor supply. However, the relationship between
aging and productivity is not settled [3]. Aging is associated with positive factors of productivity,
such as experience and skills, as well as negative factors such as technical knowledge and creativity.
Considering that productivity is closely related to economic growth, the impact of aging on
development issues is also not settled. In other words, previous studies do not answer the question of
whether sustainable development is possible in terms of aging and productivity.

Many studies have investigated the effect of aging on productivity for many industries, and find
different results depending on industrial characteristics [4]. Even though aging is severe in the
agricultural sector of many countries, due to rural-urban migration from industrialization and
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urbanization, only a few studies, such as Abdulai and Eberlin [5], Chen et al. [6], and Li and Sicular [7]
have investigated the effects of aging on agricultural productivity (efficiency). In addition, previous
literature on farm technical efficiency does not focus on the role of aging. They normally assume an
inverted-U relationship between aging and technical efficiency to control the aging effect on farm
technical efficiency, and find that age has a positive effect on farm efficiency up to a certain point, and
a negative effect after that.

However, the inverted-U assumption is suspect, since there is no consensus about the total effects
from aging on dependent skills such as experience and physical and cognitive skills. To be specific,
Skirbekk [8] finds that older workers have higher productivity compared with younger workers in
jobs that require experience and verbal abilities, such as word power, analogies, sentence correction,
and verbal reasoning. On the other hand, Stones and Kozma [9] investigate how physical abilities
decline with age, at least beyond the age of 30 to 35. Salthouse [10] finds that the effect of age on
cognitive skills, such as memory, reasoning, spatial visualization, and speed for digital symbols,
varies depending on data type. When cross-sectional data are used, age has a negative effect on
cognitive skills, whereas age has a positive effect for longitudinal comparisons. This suggests that
older individuals have lower cognitive skills at a point in time, but that older people now have better
cognitive skills than older people decades ago. To sum up, the literature is unclear about the exact
relationship between aging and productivity.

To find the correct relationship between aging and farm technical efficiency, we should relax
the assumption of an inverted-U relationship. One way to relax this assumption is the method of
Wang [11] on the stochastic frontier production function (SFPF). Contrary to the previous literature
with age and age square, Wang [11] allows a variable (age in this case) to have a more flexible effect on
farm efficiency within an SFPF by relaxing the monotonicity assumption; so, we are able to estimate
the average marginal effect of age on farm efficiency without the assumption of the predetermined
quadratic structure of aging effect. We believe that the method of Wang [11] allows us to find the
overall shape of the age effect on farm efficiency. It is important to evaluate the role of aging on
agricultural sustainable development.

This study focuses on South Korea (hereafter called “Korea”), which has experienced a rapid aging
phenomenon that is particularly severe in the agricultural sector. According to the Farm Household
Economic Survey (FHES), the average age of a Korean farm manager has increased from 59.9 to 68.3
between 2003-2015 (http:/ /kostat.go.kr/portal /eng/surveyOutline/1/6/index.static). This rapid
aging of Korean farmers can be explained by rapid industrialization. Rural-to-urban migration in
Korea has been especially severe, since Korea has a comparative disadvantage in agriculture. Based on
the revealed comparative advantage (RCA) results of Yoon and Kim [12], Korea has a comparative
disadvantage in the agricultural sector. In addition, agricultural imports have increased due to reduced
trade barriers from free trade agreements (FTA) since the 2000s. The Korea government has reformed
its agricultural subsidy system from market price supports to decoupled income subsidies since
2005 to protect and sustain the agricultural sector in line with the World Trade Organization (WTO)
Agricultural Agreement. Decoupled income subsidy is defined as a government payment that is not
linked to the farm production, whereas couple income subsidy is directly related to farm production.
In other words, a financial support is provided to the farmers regardless of the farm production with
the decoupled income subsidy. The effect of the income support program on technical efficiency is
unclear, since Zhu and Lansink [13] point out that there is a controversial income effect from the
subsidy. If the income effect from the subsidy leads farmers to invest in facilities or technologies,
then the income subsidy will have a positive effect on farm efficiency. If the income effect reduces
the invest motivations of farmers, then the income subsidy will have a negative effect on technical
efficiency. However, the impact of the income subsidy on agricultural efficiency in Korea has not
been investigated.

The main objective of this study is to investigate the impact of aging on farm productivity in Korea
by employing the FHES dataset. We capture the different marginal effect of age on farm efficiency by
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assuming a non-monotonic property of the effect, as suggested by Wang [11]. Furthermore, this paper
tests the impact of the current income subsidy on farm efficiency in Korea, and examines what factors
are important to improve farm efficiency by exploring farm and farmer characteristics. From the results,
we also try to infer the role of aging on agricultural sustainable development in Korea, as well as the
role of income subsidy or other key factors.

2. Literature Review

Although aging is related to productivity by many factors, such as physical skills, cognitive skills,
and experience, a profile of age-productivity may differ by industry, since each industry requires
different activities and skills [4]. In this regard, many studies such as Borsch-Supan and Weiss [14],
Cardoso et al. [15], Crepon et al. [16], and Daveri and Maliranta [17] have investigated the impact of
aging on productivity by focusing on the non-agricultural sector in different countries or industries.
According to Li and Sicular [7], aging is potentially severe in the agricultural sector compared to other
sectors; however, only a few studies have investigated the relationships between age and productivity
in the agricultural sector based on our best knowledge.

Most of the studies that have focused on age and agricultural productivity examined farm
technical efficiency with an assumed inverted-U relationship between age and technical efficiency.
Bravo-Ureta et al. [18] reviewed 167 farm-level technical efficiency studies to examine the impact
of various attributes on technical efficiency estimates using meta-regression analysis. Among 167
reviewed studies, only 23 studies incorporated an age variable to estimate farm efficiency, and of
those, seven studies used age and age-square to impose the inverted-U assumption. The other studies
assumed a linear relationship between age and farm efficiency.

Liu and Zhuang [19] investigated operator age, which is one of their efficiency variables, in order
to capture the impact of physical strength and farm experience on efficiency by employing farm-level
data in China from a rural household sample survey in 1990. They found that farm efficiency increases
until the household head reaches the age of 40, and declines afterward. Abdulai and Eberlin [5]
measured the technical efficiency of maize and bean farmers based on a cross-section survey of
120 households in Nicaragua during April 1994 and March 1995. They found that improvements
in technical efficiency were explained by the operator’s education, age, access to credit, and family
size. They also found that the farm’s efficiency increased as the household head ages initially, but
begins to decrease the age of 38.7 years for maize and 39.5 years for beans. Fuwa et al. [20] utilized
farm-level and plot-level rice data to estimate a translog stochastic frontier production function for
farms in eastern India. They incorporated the household head’s age as a proxy for farming experience,
and found that learning from experience plays an important role in increasing farm efficiency. A recent
study by Li and Sicular [7] employed a translog stochastic frontier production function to estimate the
impact of age on the technical efficiency of Chinese crop producers using a panel survey data from
2004 to 2008. They found that a farm’s technical efficiency increased until the farmer was 45 years old,
and declined after that. They argued this relationship captures the lack of incentives and motivation,
risk-aversion tendency, and lower ability or willingness of older farmers to adopt new technology.

The results of previous studies such as Abdulai and Eberlin [5] and Li and Sicular [7] suggested
the existence of a maximum farm efficiency according to age, which is driven by the assumption of
an inverted-U shape. However, there is no evidence or validation for using a specific form on the
relationship between age and farm efficiency. Considering that aging can be positively or negatively
correlated with productivity, a specific functional assumption about the relationship between age and
farm technical efficiency may not be appropriate. This paper utilizes the non-monotonic assumption
initially suggested by Wang [11] to investigate the relationship between aging and farm productivity
in Korea.
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3. Data

This study utilizes the Korean Farm Household Economic Survey (FHES), which is an annual
national survey conducted by Statistics Korea. About 3000 farm households are randomly selected and
replaced every five years by Statistics Korea. The FHES contains detailed information about managerial
characteristics and economic activities such as the farm resources, financial conditions, revenues, and
expenses of sample households. The FHES originally started in 1953, and is designed to improve
agricultural management and establish agricultural policies. FHES is similar to the Agricultural
Resource Management Survey (ARMS) of the United States Department of Agriculture (USDA) in
terms of the overall survey procedures, questionnaires, and data generating systems. This paper
employs two sample periods of the FHES between 2008-2015 to capture the most recent information.
Specifically, our unbalanced panel dataset is composed of two different sub-panels spanning a five-year
(2008-2012) and a three-year (2013-2015) period, respectively. The maximum, minimum, and average
time period of farm households on our dataset are five, one, and 3.2, respectively. Among all of the
types of farms in Korea, we selected crop farms that receive more than one-half of their total farm
revenues from crops. In the FHES database, crops consist of six categories: rice, other grains, vegetables,
fruits, flowers, and special crops (including medical crops such as ginseng). Meanwhile, livestock and
dairy farms are not included in our sample due to their different production structure compared with
crop farms.

To estimate farm efficiency, both production and inefficiency functions need to be considered
simultaneously in a stochastic frontier production model [21]. For the farm production function, we use
total farm sales of crops, which are the main agricultural products of Korean farmers as an output,
and land, labor, capital, and intermediates as four inputs. Cultivated land and labor are measured in
area and hours, respectively. Agricultural fixed assets other than land and livestock are used as proxies
for capital input, and are measured in value terms. Expenditures on fertilizer, pesticide, seed, water,
electricity, fuel, etc. are used as intermediate inputs and measured in value terms. All of the values are
deflated by 2010 prices using product-specific nationwide price indices to remove systematic variation
in prices. To investigate the sources of inefficiency in farm production, we incorporate the following
characteristics as explanatory variables: leading farmer’s age, gender, educational attainment, family
size, the proportion of family labor relative to total labor hours, farm household’s liability (or debt)
ratio, the share of non-agricultural revenue in farmers’” income, and the share of decoupled income
support in farm income.

Table 1 shows the descriptive statistics for all of the variables used in the analysis (from 2008 to
2015). Farm outputs, total labor, cultivated arable land, intermediate input expenditures, and fixed
agricultural assets vary greatly, because this is farm-level data. This also indicates that farm crop
production and the structure of inputs have changed much since 2008. The average age and average
educational attainment are 66.7 and 8.1, respectively, indicating that Korean farmers are old and not
very educated. Considering the family size and percent of labor supplied by the family, 2.6 and 78.2%,
respectively; in other words, most Korea crop farms are small.

The debt ratio, which is defined as the total debt of the farm household divided by its agricultural
assets, has a high standard deviation and rose rapidly on average from 1.5% in 2008 to 23.5% in 2015.

This phenomenon could indicate that the deficit between income and expense has an increasing
trend, since farm investment does not increase during the sample period with respect to inputs of
capital and the intermediate good (Table 1). The higher debt ratio may have a negative effect on farm
efficiency due to credit constraints on purchasing sufficient inputs or adopting effective technologies.
As shown in Table 2, non-agricultural revenue accounts for about one-third of farm household revenue
in Korea.
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Table 1. Descriptive statistics of estimation variables for each sample year.

50f 15

Variables Statistics 2008 2009 2010 2011 2012 2013 2014 2015
Y Mean 25,859 26,466 25,816 24,329 22,208 25,830 25,265 24,432
S.D. (700) (738) (808) (890) (608) (813) (827) (785)
L Mean 1400 1404 1337 1333 1270 1390 1255 1179
S.D. (30) (30) (28) (27) (26) (30) (28) (27)
K Mean 278,704 277,666 272,416 268,152 279,663 288,012 294,610 293,508
S.D. (8198) (8080) (7830) (6770) (7185) (9077) (9181) (8948)
A Mean 187.5 186.2 184.9 185.4 185.4 182.3 175.7 171.2
S.D. 4.6) 4.8) (5.0 4.8) (5.0 (5.6) (5.0) (4.9)
M Mean 4,302 4261 4630 4624 4,550 5208 4542 4493
S.D. (146) (126) (150) (143) (145) (191) (152) (146)
Age Mean 64.2 65.2 66.1 66.8 67.8 67.0 68.0 68.8
S.D. (0.21) (0.21) (0.20) (0.20) (0.20) (0.22) (0.21) (0.21)
Education Mean 8.0 8.0 7.9 8.0 8.0 8.4 8.3 8.3
S.D. (0.08) (0.08) (0.08) (0.08) (0.08) (0.08) (0.08) (0.08)
Gender Mean 0.06 0.07 0.08 0.08 0.08 0.06 0.10 0.11
S.D. (0.005) (0.005) (0.006) (0.006) (0.006) (0.005) (0.006) (0.007)
Family Size Mean 2.81 2.77 2.72 2.66 2.61 2.62 242 2.37
S.D. (0.025) (0.025) (0.023) (0.023) (0.022) (0.023) (0.020) (0.019)
Share of Family Labor Mean 76.8 77.8 78.1 78.7 79.3 78.4 78.7 77.9
S.D. (0.37) (0.36) (0.36) (0.35) (0.34) (0.40) (0.38) (0.40)
Debt Rate Mean 15 7.8 9.6 15.0 17.3 27.0 17.0 235
S.D. (0.11) (0.77) (1.59) (1.42) (2.59) (11.35) (3.71) (7.57)
Share of Non-farm Rev. Mean 35.3 37.0 36.1 34.3 34.2 33.7 34.7 35.2
S.D. (0.66) (0.68) (0.68) (0.67) (0.73) (0.72) (0.68) (0.69)
Share of Subsidies Mean 14.1 19.1 20.4 44.8 41.2 37.1 15.4 28.3
S.D. (1.03) (0.93) (1.34) (22.17) (20.72) (16.81) (12.03) (3.59)

Note: Standard deviations are reported in parenthesis.
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Table 2. Dependent and independent variables and their descriptions.

Variable Description Mean Std. Dev.
Frontier Y Farm Sales (in thousand Won) 25,005 37,228
L Total Labor (in hours) 1320 1350
K Agricultural fixed assets (in thousand Won) 281,358 391,738
A Cultivated arable land (in acres) 182 238
M Intermediate input expenditures (in thousand Won) 4567 7192
Inefficiency Age Age of farm operator (in years) 66.73 10.05
Education Year of education for farm operator (in years) 8.10 3.74
Gender =1 if farm operator’s gender is female; otherwise 0 0.08 0.27
Family Size Number of household members 2.63 1.10
Share of Family Labor Family labor/Total labor (%) 78.22 17.76
Share of Own Land Own land/Total cultivated land (%) 62.61 34.69
Debt Rate Total debts/Total assets (%) 5.94 16.61
Share of NF. Rev. Non-farm revenue/Total revenue (%) 35.09 32.73
Share of Subsidies Income subsidy/Total income (%) 23.30 23.93

Notes: All of the figures are based on 18,468 farm household observation from the Farm Household Economic
Survey (FHES) for 2008-2015.

There are two main schemes of decoupled income subsidies, which are separately recorded in
the FHES as Public subsidy and Agricultural subsidy. The main public subsidy is the Basic Old Age
Pension (BOAP) system for those aged 65 and over, which was launched in 2008 with a monthly
allowance of up to 90,000 won. The Korean government reformed this system in 2014 by restricting
its qualification to the elderly in the bottom 70% income group as well as by linking the BOAP
to the National Pension (NP) so that the maximum monthly allowance increased to 200,000 won
depending on what the NP plan pays to a recipient. It is considered effective for income redistribution,
particularly in super-aged rural areas. Direct payments are the other types of targeted support for
farmers. Among agricultural direct payments, the fixed payment for paddy fields enrolled for the
1998-2000 crop years is a representative decoupled direct payment in Korea. In 2005, Korea established
an income support program for rice farmers, and abolished the “Rice Purchase Program”, which was
one of market price support programs. The income support program is composed of a fixed payment
scheme for paddy fields and deficiency payment for the targeted rice price. From the recent Korea
notifications for domestic agricultural supports to the WTO, the average fixed direct payment for
paddy fields was 646 billion won during the period from 2008 to 2011. It occupies about 10% of the
average total domestic support and 1.6% of the average total agricultural production at the same
period (WTO, G/AG/N/KOR/43, 53 available at docsonline.wto.org). The amount of the payment is
700,000 won/ha, and is not related to the type or volume of production. The sum of the two subsidies
is used as the variable ‘decoupled income subsidy’.

The main variable, Age, is expected to have a significant relationship with production efficiency,
since age is related to a farmer’s skills and experience. As mentioned before, the age-dependent
physical and cognitive skills are not likely to change much until a certain age, but they will decline
thereafter. Experience is expected to have a positive relationship with farm efficiency, and the effect
of experience on efficiency also might decrease with additional years of farming after a certain point.
Therefore, the combined effect of age-dependent skills and experience on farm efficiency are expected
to have a non-linear relationship.

Figure 1 illustrates how the age distribution of Korean farm operators has changed. It shows
that the average age has increased in the last 15 years. The proportion of the population aged 65 and
older in farm households was 38.4% in 2015, which is more than three times the average for Korea
(http:/ /kostat.go.kr). In our sample, a super-aged agricultural sector is reconfirmed by the proportion
of farm operators aged 70 and older reaching 30.9% in 2010 and increasing by 6.9 percentage points
by 2015.
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Figure 1. Age Structure of Korean Farm Operators in 2000, 2010, and 2015. Source: Census of
Agriculture, Statistics Korea, 2000, 2010, 2015.

Educational attainment, or human capital, is expected to be positively associated with farm
efficiency. A higher level of human capital results in the reallocation of farm resources more effectively
in response to changes in relevant information, technology, and economic conditions. Table 3 shows
how aging and education are inversely related. In our sample, most farmers under age 50 had more
than a high school education (12 years), whereas most farmers over 50 had less than a middle school
education (9 years).

Table 3. Educational attainment for each age group.

Educational Attainment

A
8¢ No School  Elementary Middle High Associate Bachelor Advanced  Total

30 and 1 9 57 15 15 1 97
and less (0.05) (0.31) (0.08) (0.08) (0.01) (0.53)
40 t0.49 38 125 619 110 113 1 1006
to (0.21) (0.68) (3.35) (0.60) (0.61) (0.01) (5.45)
01059 48 728 823 1449 137 123 9 3317
to (0.26) (3.94) (4.46) (7.85) (0.74) (0.67) (0.05) (17.96)

60 to 69 242 2456 1554 1,306 88 152 29 5827
to (1.31) (13.30) (8.41) (7.07) (0.48) (0.82) (0.16) (31.55)

70 t0 90 897 3482 1131 987 58 152 5 6712
to (4.86) (18.85) (6.12) (5.34) (0.31) (0.82) (0.03) (36.34)

80 and 426 786 131 124 15 24 3 1509
and over (2.31) (4.26) (0.71) (0.67) (0.08) (0.13) (0.02) (8.17)
Total 1613 7490 3773 4542 423 579 48 18,468
ota (8.73) (40.56) (20.43) (24.59) (2.29) (3.14) (0.26) (100.00)

Note: Numbers in parentheses are percentages of the observations.

4. Methodology

To utilize the panel data for the SFPF, this paper adopts the SFPF of Battese and Coelli [21]
and employs the method of Wang [11] to allow a non-monotonic relationship for age on farm
technical efficiency.

4.1. Stochastic Frontier Model

Aigner et al. [22] and Meeusen and van Den Broeck [23] independently proposed the stochastic
frontier production function (SFPF) that has two random components: random error and technical
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inefficiency. Their SFPF can be estimated using cross-section and panel data [24]. Many efficiency
studies, such as Khai et al. [25], have utilized a two-stage estimation based on the stochastic frontier
production function. In the first stage, the SFPF allows us to estimate the inefficiency of each farm under
the assumption that all of the observations from estimated efficiency are identically distributed. In the
second stage, the estimated inefficiency is regressed on farm-specific characteristics. This two-stage
estimation method has a crucial econometric problem, since the inefficiency effects in the second
stage contradict the assumption of independence [26]. To solve the econometric problem, we used
the single-stage approach of production technology and farm inefficiency as proposed by Battese
and Coelli [21], Huang and Liu [27], Kumbhakar et al. [28], and Reifschneider and Stevenson [29].
This single-stage approach is strongly supported by Monte Carlo evidence [30]. Among the single-stage
approaches, this paper adopts the model by Battese and Coelli [21] to utilize the panel stochastic frontier
production function as:

Yir = exp(xit + Vir — Uir) @

where Y represents the farm production, xisa (1 x 1) vector of inputs, fisa (1 x 1) vector of parameters,
i is the i-th farm, t is time, Vj; is assumed to follow i.i.d N(O, 05), and Uj; is the non-negative random
variable of technical efficiency.

The technical inefficiency term, Uj;, is specified by the following equation:

Ui = zi6 + Wy ()

where Uj; is composed of the mean (z;;0) and the variance (c%) with the truncated normal distribution
at zero, z;; is a (1 x m) vector of technical inefficiency explanatory variables, d is a (1 x m) vector of
parameters, and W;; follows the truncated normal distribution with zero mean and variance of ¢2.
If all of the elements of the ’s are zero, then the z variables do not explain technical inefficiency. In this
case, the model of Aigner et al. [22] is utilized for the analysis.

The technical efficiency of production for farm i and time ¢ is defined by the following equation:

TE; = exp(—Uj;) = exp(—zj0 — Wy) 3)

The conditional expectation method is utilized to predict the technical efficiencies based on the
model assumptions.

4.2. Non-Monotonic Efficiency Effect

This study utilizes the non-monotonic efficiency effects method that is suggested by Wang [11] to
control for the non-constant impacts of variables. The non-monotonic efficiency effect allows us to
assume that z;; can have both positive and negative effects on farm efficiency depending on the value
of z;;. For example, age can have a positive (negative) effect on farm efficiency within a certain range
of age, but the opposite effect outside of that range.

To allow for non-monotonicity, Wang [11] specifies the marginal effect of z[k] on E(Uj) or V(Uj;),
so it can have a positive or negative value in the sample space. To derive the marginal effect of z[k],
Wang [11] defines the first two moments (mean and variance) of Uj;:

my = f(pit, Oit) = [A“‘ ((A))} @)
my = f(pin, o) = OAA—[ S35 — [$357)

where A = L ¢ is the probability density function of the standard normal distribution, and @ is the
cumulative den51ty function of the standard normal distribution.
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Combining Equation (2) and the condition for heteroskedasticity (02 = exp(h}@)) with two
moments, we can derive the marginal effects of z[k] (the kth explanatory variables for farm efficiency)
on E(Uy):

(A) 2
@)

<

+hl %

= 5Kl [1- (SR - g

¢
D(A Al

B

~—
~—

where 6[k] and h[k] are the corresponding coefficients from Equation (2) and 02 = exp(h}@),
respectively. The marginal effect in Equation (5) is the summation of the adjusted slope coefficients
from functions of mean and variance.

4.3. Empirical Model

The stochastic frontier function in Equation (3) is estimated under two alternative functional
forms: the Cobb-Douglas and the translog. The Cobb-Douglas functional form assumes that all of the
farms have the same production elasticities, and the substitution elasticities between production inputs
are equal to one. The translog function, which is more flexible, captures possible substitutions among
inputs and provides different input elasticities across individual farms. Our translog production
frontier takes the form:

5 15 4 4 4
In(Yie) = Bo+ Y7+ Y 0+ 3By In(xh) + Y Y B () ING) + Vi = Ui (©)
j=1 k=1 =1

m=1n=1

where By is a constant term, 7y; is a dummy coefficient for farm type j, 6 is a dummy coefficient for
region k, the input vector x is indexed by I m 1, and all of the other variables are the same as Equation
(3). These dummy variables are included to control for any variation in the measured output that
cannot be explained by differences in the measured inputs, except for the individual farm efficiency
caused by distinctive farm characteristics. Our output variable, crop sales, is an aggregate of multiple
products for each farm whose farm-type is defined by the product having the highest share of farm
sales. The six farm-types are based on the crop categories in the FHES (rice, other grains, vegetables,
fruits, flowers, and special crops). Therefore, any output difference caused by the farm-type would
be captured by 7;. Regional variations in output may come from farm selling price, so 15 regional
dummy variables were added to account for this variation.
The farm-specific inefficiency function is defined as:

Uy = 69 + 61 Ageir + 03 Eduj + 63 D_fej + 64 Sizejs + 05 S_FLjy + 96 S_Dj;

7
+ 67 S_NFR;; + g S_IS;; + Wy 7

where § represents the parameters to be estimated, Age is the age of the farm leader, Edu is the
maximum education year of the farm leader, D_fe is a gender dummy (female = 1), Size is the family
size of the farm household, S_FL is the share of family labor, S_D is the debt rate, S_NFR is the share of
non-farm revenue, and S_IS is the share of income subsidy.

5. Results

The results of the estimated stochastic frontier functions with Cobb-Douglas and translog forms
are presented in Table 4. Based on the results of the likelihood ratio test (LR test), we find that the
translog is preferred over Cobb-Douglas. Specifically, the LR test statistics are x?(15) = 883.4 with
a p-value of 0.000, which indicates that the translog is preferred to the Cobb-Douglas function.
The estimated input elasticities from the two production frontiers are similar, despite the strict
assumptions embedded in the Cobb-Douglas functional form. Based on Table 3, the estimated
output elasticities in the translog for labor, capital, land, and intermediate inputs are 0.48, 0.07, 0.25,
and 0.33, respectively. We use transformed data where the output and five inputs are measured relative
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to their sample means, so that the translog elasticities evaluated at means are simply the parameter
estimates (B;) themselves. Labor has the largest elasticity, followed by intermediate input and land.
These results are similar to Kwon and Lee [31], who investigated Korea rice farm productivity. The sum
of the elasticities of all of the inputs is 1.12, which is statistically different from 1 (x?(1) = 415.26 with a
p-value of 0.000), suggesting increasing returns to scale for crop farms in Korea. Even though crop farms
in Korea have increasing returns to scale, the share of agriculture value added in GDP has decreased
since 1990 based on the World Bank Database. A possible explanation is the limitations on agricultural
land and labor due to strong competition in manufacturing and service industries. In addition, Korea
has chosen an export-led growth policy based on manufacturing goods, which leads to a shift in labor
and land toward the manufacturing sectors. The low elasticity of capital is not consistent with previous
studies, such as Battese and Broca [32], Fuwa et al. [20], and Sharif and Dar [33]. This result could be
explained by excessive investments in agriculture from the large-scale government subsidies that aim
to compensate for losses in the agricultural sector from trade liberalization, such as the 1990s WTO
regime and free trade agreements (FTAs).

Table 4. Parameter estimates for the Cobb—-Douglas and translog functions.

Cobb-Douglas Translog
Coeff. Std. Err. Coeff. Std. Err.
Frontier InL 0.501 *** 0.007 0.475 *** 0.008
InK 0.069 *** 0.004 0.069 *** 0.004
In A 0.225 *** 0.006 0.249 *** 0.006
InM 0.313 *** 0.005 0.326 *** 0.005
(In L)? 0.118 *** 0.007
(In K)? 0.002 0.001
(In A)? —0.004 0.004
(In M)2 0.049 *** 0.003
InL x InK —0.005 0.006
InLxInA —0.057 *** 0.009
InL x InM —0.086 *** 0.009
InA x InK 0.014 *** 0.004
InK xInM —0.006 0.005
InAxInM —0.012 ** 0.006
Constant 0.682 *** 0.024 0.622 *** 0.024
Inefficiency Age 0.050 *** 0.005 0.059 *** 0.006
Edu 0.059 *** 0.01 0.082 *** 0.013
Gender 0.452 *#** 0.095 0.566 *** 0.127
Family Size —0.220 *** 0.031 —0.250 *** 0.039
Share of Fam. Labor 0.043 *** 0.004 0.048 *** 0.005
Share of Own Land 0.008 *** 0.001 0.012 *** 0.002
Debt Rate 0.006 *** 0.001 0.011 *** 0.002
Share of NA. Rev. 0.042 *** 0.003 0.055 *** 0.004
Share of Subsidy 0.0001 ** 0.00003 0.0001 ** 0.00004

Constant —11.528 *** 1.0001 —14.820 *** 1.321
oy 1.096 *** 0.049 1.297 *** 0.059
oy 0.37 *** 0.004 0.355 *** 0.004
A 2.962 *** 0.048 3.653 *** 0.059

Log Likelihood —13,410 —13,100

Obs. 18,470 18,470

Notes: A positive sign for a parameter in the inefficiency model indicates that the associated variable has a
negative impact on technical efficiency. Significance levels are indicated by **, *** for 5% and 1% significance levels,
respectively. Three sets of dummy variables (farm-type, region, year) were statistically significant, but are not
reported due to space constraints. They are available from the corresponding author.

Based on the LR test result, this study only focuses on the results of efficiency estimators in the
translog function. The estimated value of 3.65 (A = 0y, /0,) represents the relative ratio between the
truncated standard errors in the inefficiency function and the standard errors in the random errors
of the stochastic frontier function. This result indicates that any variation in technical inefficiency is
a significant component of the total variation of output [21]. The technical inefficiency term, —Uj;,
represents a loss in farm productivity. Our empirical results reveal that age, education, gender, the debt
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ratio, and the share of decoupled income support are negatively associated with efficiency. On the
other hand, family size appears to have a positive effect on efficiency.

The variable of Age has a negative (positive) effect on farm efficiency (inefficiency). Figure 2 is
composed of two graphs. The top graph represents the overall farm efficiency according to age, and
the bottom graph shows the average marginal effect of age on farm inefficiency. According to Figure 2,
the marginal efficiency and therefore average efficiency declines consistently for each higher-age group.
Figure 2 shows the results of a Kernel-weighted local polynomial smoothing for the technical efficiency
findings for various groups. The first graph shows the average efficiency by the age of the farmer.
The second graph shows the marginal effect of age on farm inefficiency. This finding contrasts with
previous literature such as Abdulai and Eberlin [5] and Li and Sicular [7], who assumed an inverted-U
relationship between age and farm efficiency. The negative marginal effect of age on farm efficiency
increases with age. In other words, farm efficiency is continuously decreasing in age.
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Figure 2. Estimated Efficiency (top) and Marginal Effect of Age on Inefficiency (bottom), by Age.
Notes: M.E and C.I represent Marginal Effect and Confidence Interval, respectively.

The negative effect of education on farm efficiency is consistent with recent studies for China [6,7]
and the U.S. [34]. On the other hand, our finding is contrary to those of Abdulai and Eberlin [5], Battese
and Broca [32], and Liu and Zhuang [19], which use data for developing countries. These results
contradict human capital theory, and might be explained by the very low levels of education in the
sample. In our sample, 41.7% of farm leaders had only a primary school education, and 9.1% of
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them had no schooling at all. Another possible explanation for the negative effect of education is
job switching from agriculture to non-agricultural industries; people with higher skills don’t stay in
agriculture. Goodwin and Mishra [34] argued that the higher educational attainment of farmers may
cause more job switching from agriculture to non-agriculture. Considering that Korea is one of the
most rapidly developing industrialized countries, the probability of job switching out of agriculture
appears to be high compared with developing and less-industrialized countries.

Larger families tend to be more efficient than smaller families, because they have enough family
labor for farm operations. Yet a higher share of family labor reduces the efficiency of crop production.
This finding is contrary to the findings of Zhu and Lansink [13], who found that family labor is
more motivated or better skilled than hired labor. Since Korean farmers are aged and less educated,
our contradictory results with Zhu and Lansink [13] are not surprising. We also find that female farm
managers, occupying only 8% but with a gradually increasing trend in our sample, are less efficient
than male farm managers.

The debt rate is negatively associated with farm efficiency, indicating that less accessibility to
credit discourages farm innovations. The ratio of non-agricultural to agricultural revenue, implying
the income dependence of household on non-farm work, shows a negative relationship with farm
efficiency. This result is consistent with previous literature such as Abdulai and Eberlin [5] and
Huffmann [35], but contrary to Li and Sicular [7] and Zhengfei and Oude Lansink [36]. The negative
effect indicates that non-farm income in rural areas does not lead the farmer to invest in the farm
business to increase farm efficiency.

The share of decoupled income subsidies in total farm income is negatively associated with farm
efficiency. This is supported by the findings from Hennessy [37], Sckokai and Moro [38], Serra et al. [39],
and Zhengfei and Oude Lansink [36] in that increased income from decoupled subsidies lowers the
motivation for enhancement efforts toward farm productivity. Since farmers in Korea are older,
the income subsidy may not give motivations for innovations (remember that much of the subsidy is
targeted toward older Koreans). The decoupled support might be good to alleviate poverty, but it does
nothing to support the agricultural industry in Korea.

Table 5 presents the contribution of specific variables to efficiency change. During the sample
period of 2008 to 2015, farm efficiency fell by 0.084. Over 50% of this fall in farm efficiency is accounted
for by changes in age (30%), education (4%), family size (12%), and share of family labor (6%). The effect
of the aging farm population was the factor that had the largest effect among the variables.

Table 5. Contribution of specified variables to changes in efficiency between 2008-2015.

Variables Unit Average M. E. of Changes of Variables Contribution to Efficiency

dp on E(Uj) (@) (2008-2015) (b) Change —(a) X (b)
Age year 0.00559 453 —0.025
Education year 0.00768 0.33 —0.003
Gender Female = 1 0.05319 0.05 —0.003
Family Size person —0.02351 —0.44 —0.010
Share of Family Labor % 0.00451 1.08 —0.005
Share of Own Land % 0.00111 1.23 —0.001
Debt Rate % 0.00100 5.95 —0.006
Share of NF. Rev. % 0.00514 —0.11 0.001
Share of Subsidies % 0.00001 16.52 0.000
Total specified variables —0.053
Efficiency Change —0.084

Notes: Marginal effects are calculated from Equation (5) based on Wang [11]. The changes in the mean value of
variables during the sample period are reported in the fourth column. From 2008 to 2015, the average crop sales
(output) decreased by —5.53%. Thus, the aging of farm leaders caused a 2.5% decrease in output over the period.

6. Conclusions and Policy Implications

This paper investigates the impact of age on farm efficiency in Korea using the FHES longitudinal
dataset from 2008 to 2015 to examine the unclear relationship between aging and productivity.
We employ a translog stochastic frontier model based on Battese and Coelli [21] that allows an
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estimation of the farm production and efficiency functions simultaneously. Utilizing non-monotonic
assumptions by Wang [11], this study examines the different marginal effects of age on farm
efficiency. We also estimate the effect of Korea’s income subsidy on farm efficiency, as well as other
demographic variables.

Our results present that farmer age has a negative effect on farm efficiency for all of the age groups
in Korea. The magnitude of the marginal effect of age on farm efficiency increases with age, and recent
decreases in farm efficiency are largely explained by age. In other words, the aging structure of the
agricultural sector in Korea is the key factor hindering the development of sustainable agricultural in
Korea. Furthermore, we find that the Korean income subsidy has a negative effect on farm efficiency,
which implies even though Korea farmers earn more incomes, they do not tend to invest their extra
money in producing the agricultural products. One possible explanation is the super aging structure
of the agricultural sector in Korea. Aged farmers do not have an incentive to invest their money in
long-term perspectives, since they will retire soon. The report of the Korea Rural Economic Institute
(KREI) in 2016 found that farmers under 65 years old tend to invest much more than other groups
of farmers (http:/ /lib.krei.re.kr/pyxis-api/1/digital-files /605ba745-b4f3-2a94-e054-b09928988b3c).
In turn, aging also hinders the impact of government policy on sustainable agricultural development
in Korea.

Findings from this study have policy implications for the existing literature on age and farm
efficiency, as well as sustainable agricultural development. First, this study finds that farm efficiency
in Korea is continually decreasing in age, but it is not linear, based on the non-monotonic assumption
proposed by Wang [11]. This implies that the recent policy of Korea, “Returns to the Farm and Rural
program”, is appropriate for achieving agricultural sustainable development in Korea. However, policy
makers in Korea should be careful about their target people’s age. Recently, most people who are more
than 50 years old participate in the “Returns to the Farm and Rural program”. Thus, policy makers
should develop a specific incentive policy to encourage young people to participate this program for
the achievement of sustainable development.

Second, the negative effect of income subsidy in Korea indicates that farmers do not invest their
income subsidy back into the farm. As we mentioned, this result might reflect the super-aged structure
of Korean agriculture, or its lack of comparative advantage. In turn, policy makers should consider
coupled subsidies rather than decoupled subsidies. Regarding decoupled income subsidy, farmers do
not have any duties to invest subsidies in their production. On the other hand, coupled subsidies force
farmers to invest money in their production processes. Even though the restriction may cause costs,
coupled subsidies are more appropriate for the development of sustainable agriculture.

Author Contributions: Conceptualization, J.H.S. and M.R.R.; Methodology, H.M. and G.K.; Software, H.M.
and G.K.; Formal Analysis, HM.; Data Curation, H.M.; Writing-Original Draft Preparation, ].H.S. and HM.;
Writing-Review & Editing, M.R.R. and G.K.

Funding: This research received no external funding.

Conflicts of Interest: The authors declare no conflict of interest.

References

1. Park, S.G. Quantifying Impact of Aging Population on Fiscal Space; Social Science Research Network: Rochester,
NY, USA, 2012.

2. Wise, D.A.; Lumsdaine, R.L. Aging and Labor Force Participation: A Review of Trends and Explanations; National
Bureau of Economic Research: Cambridge, MA, USA, 1990.

3. Boockmann, B.; Fries, ]J.; Gobel, C. Specific Measures for Older Employees and Late Career Employment; ZEW
Discussion Papers; Zentrum fiir Européaische Wirtschaftsforschung GmbH (ZEW): Mannheim, Germany,
2012.

4. Gobel, C.; Zwick, T. Age and productivity: Sector differences. Economist 2012, 160, 35-57. [CrossRef]

5. Abdulai, A.; Eberlin, R. Technical efficiency during economic reform in Nicaragua: Evidence from farm
household survey data. Econ. Syst. 2001, 25, 113-125. [CrossRef]


http://lib.krei.re.kr/pyxis-api/1/digital-files/605ba745-b4f3-2a94-e054-b09928988b3c
http://dx.doi.org/10.1007/s10645-011-9173-6
http://dx.doi.org/10.1016/S0939-3625(01)00010-3

Sustainability 2018, 10, 2137 14 of 15

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

Chen, Z.; Huffman, W.E.; Rozelle, S. Farm technology and technical efficiency: Evidence from four regions
in China. China Econ. Rev. 2009, 20, 153-161. [CrossRef]

Li, M.; Sicular, T. Aging of the labor force and technical efficiency in crop production: Evidence from Liaoning
province, China. China Agric. Econ. Rev. 2013, 5, 342-359. [CrossRef]

Skirbekk, V. Age and individual productivity: A literature survey. Vienna Yearb. Popul. Res. 2004, 2, 133-153.
[CrossRef]

Stones, M.J.; Kozma, A. Physical performance. In Aging and Human Performance; John Wiley: London, UK,
1985; pp. 261-291.

Salthouse, T.A. When does age-related cognitive decline begin? Neurobiol. Aging 2009, 30, 507-514. [CrossRef]
[PubMed]

Wang, H.-J. Heteroscedasticity and non-monotonic efficiency effects of a stochastic frontier model. J. Product.
Anal. 2002, 18, 241-253. [CrossRef]

Yoon, C.-I.; Kim, K. Comparative Advantage of the Services and Manufacturing Industries of a Korea,
China and Japan and Implication of its FTA Policy. In Proceedings of the Conference “Korea and the World
Economy”, Korea University, Seoul, Korea, 7-8 July 2006.

Zhu, X.; Lansink, A.O. Impact of CAP subsidies on technical efficiency of crop farms in Germany,
The Netherlands and Sweden. ]. Agric. Econ. 2010, 61, 545-564. [CrossRef]

Borsch-Supan, A.; Weiss, M. Productivity and Age: Evidence from Work Teams at the Assembly Line; Maastricht
Graduate School of Business and Economics (GSBE), University School of Business and Economics:
Maastricht, The Netherlands, 2013.

Cardoso, A.R; Guimaraes, P.; Varejao, ]. Are older workers worthy of their pay? An empirical investigation
of age-productivity and age-wage nexuses. Economist 2011, 159, 95-111. [CrossRef]

Crepon, B.; Deniau, N.; Perez-Duarte, S. Wages, Productivity and Worker Characteristics: A French Perspective;
INSEE: Paris, France, 2003.

Daveri, F.; Maliranta, M. Age, seniority and labour costs: Lessons from the Finnish IT revolution. Econ. Policy
2007, 22, 118-175. [CrossRef]

Bravo-Ureta, B.E.; Solis, D.; Lépez, VH.M.; Maripani, J.F.; Thiam, A ; Rivas, T. Technical efficiency in farming:
A meta-regression analysis. ]. Product. Anal. 2007, 27, 57-72. [CrossRef]

Liu, Z.; Zhuang, ]. Determinants of technical efficiency in post-collective Chinese agriculture: Evidence from
farm-level data. J. Comp. Econ. 2000, 28, 545-564. [CrossRef]

Fuwa, N.; Edmonds, C.; Banik, P. Are small-scale rice farmers in eastern India really inefficient? Examining
the effects of microtopography on technical efficiency estimates. Agric. Econ. 2007, 36, 335-346. [CrossRef]
Battese, G.E.; Coelli, T.]. A model for technical inefficiency effects in a stochastic frontier production function
for panel data. Empir. Econ. 1995, 20, 325-332. [CrossRef]

Aigner, D.; Lovell, C.K.; Schmidt, P. Formulation and estimation of stochastic frontier production function
models. J. Econom. 1977, 6, 21-37. [CrossRef]

Meeusen, W.; van Den Broeck, J. Efficiency estimation from Cobb-Douglas production functions with
composed error. Int. Econ. Rev. 1977, 18, 435—444. [CrossRef]

Battese, G.E.; Coelli, T.]. Frontier production functions, technical efficiency and panel data: With application
to paddy farmers in India. In International Applications of Productivity and Efficiency Analysis; Springer:
Dordrecht, The Netherlands, 1992; pp. 149-165.

Khai, H.V.; Yabe, M. Technical efficiency analysis of rice production in Vietnam. . ISSAAS 2011, 17, 135-146.
Kumbhakar, S.C.; Lovell, C.K. Stochastic Frontier Analysis; Cambridge University Press: Cambridge, UK,
2003.

Huang, C.J.; Liu, J.-T. Estimation of a non-neutral stochastic frontier production function. J. Product. Anal.
1994, 5, 171-180. [CrossRef]

Kumbhakar, S.C.; Ghosh, S.; McGuckin, J.T. A generalized production frontier approach for estimating
determinants of inefficiency in US dairy farms. J. Bus. Econ. Stat. 1991, 9, 279-286.

Reifschneider, D.; Stevenson, R. Systematic departures from the frontier: A framework for the analysis of
firm inefficiency. Int. Econ. Rev. 1991, 32, 715-723. [CrossRef]

Wang, H.-J.; Schmidt, P. One-step and two-step estimation of the effects of exogenous variables on technical
efficiency levels. J. Product. Anal. 2002, 18, 129-144. [CrossRef]


http://dx.doi.org/10.1016/j.chieco.2009.03.002
http://dx.doi.org/10.1108/CAER-01-2012-0001
http://dx.doi.org/10.1553/populationyearbook2004s133
http://dx.doi.org/10.1016/j.neurobiolaging.2008.09.023
http://www.ncbi.nlm.nih.gov/pubmed/19231028
http://dx.doi.org/10.1023/A:1020638827640
http://dx.doi.org/10.1111/j.1477-9552.2010.00254.x
http://dx.doi.org/10.1007/s10645-011-9163-8
http://dx.doi.org/10.1111/j.1468-0327.2007.00175.x
http://dx.doi.org/10.1007/s11123-006-0025-3
http://dx.doi.org/10.1006/jcec.2000.1666
http://dx.doi.org/10.1111/j.1574-0862.2007.00211.x
http://dx.doi.org/10.1007/BF01205442
http://dx.doi.org/10.1016/0304-4076(77)90052-5
http://dx.doi.org/10.2307/2525757
http://dx.doi.org/10.1007/BF01073853
http://dx.doi.org/10.2307/2527115
http://dx.doi.org/10.1023/A:1016565719882

Sustainability 2018, 10, 2137 15 of 15

31.

32.

33.

34.

35.

36.

37.

38.

39.

Kwon, O.S.; Lee, H. Productivity improvement in Korean rice farming: Parametric and non-parametric
analysis. Aust. ]. Agric. Resour. Econ. 2004, 48, 323-346. [CrossRef]

Battese, G.E.; Broca, S.S. Functional forms of stochastic frontier production functions and models for technical
inefficiency effects: A comparative study for wheat farmers in Pakistan. . Product. Anal. 1997, 8, 395-414.
[CrossRef]

Sharif, N.R.; Dar, A.A. An empirical study of the patterns and sources of technical inefficiency in traditional
and HYV rice cultivation in Bangladesh. J. Dev. Stud. 1996, 32, 612-629. [CrossRef]

Goodwin, B.K.; Mishra, A K. Farming efficiency and the determinants of multiple job holding by farm
operators. Am. J. Agric. Econ. 2004, 86, 722-729. [CrossRef]

Huffmann, W.E. Human Capital: Education and Agriculture, W: Gardner BL, Rausser GC, Handbook of Agricultural
Economics; Elsevier Science: Amsterdam, The Netherlands, 1999.

Zhengfei, G.; Oude Lansink, A. The source of productivity growth in Dutch agriculture: A perspective from
finance. Am. J. Agric. Econ. 2006, 88, 644-656. [CrossRef]

Hennessy, D.A. The production effects of agricultural income support policies under uncertainty. Am. J.
Agric. Econ. 1998, 80, 46-57. [CrossRef]

Sckokai, P.; Moro, D. Modeling the reforms of the common agricultural policy for arable crops under
uncertainty. Am. J. Agric. Econ. 2006, 88, 43-56. [CrossRef]

Serra, T.; Zilberman, D.; Goodwin, B.K.; Hyvonen, K. Replacement of agricultural price supports by area
payments in the European Union and the effects on pesticide use. Am. J. Agric. Econ. 2005, 87, 870-884.
[CrossRef]

@ © 2018 by the authors. Licensee MDPI, Basel, Switzerland. This article is an open access
@ article distributed under the terms and conditions of the Creative Commons Attribution

(CC BY) license (http:/ /creativecommons.org/licenses/by/4.0/).


http://dx.doi.org/10.1111/j.1467-8489.2004.00240.x
http://dx.doi.org/10.1023/A:1007736025686
http://dx.doi.org/10.1080/00220389608422431
http://dx.doi.org/10.1111/j.0002-9092.2004.00614.x
http://dx.doi.org/10.1111/j.1467-8276.2006.00885.x
http://dx.doi.org/10.2307/3180267
http://dx.doi.org/10.1111/j.1467-8276.2006.00857.x
http://dx.doi.org/10.1111/j.1467-8276.2005.00775.x
http://creativecommons.org/
http://creativecommons.org/licenses/by/4.0/.

	University of Kentucky
	UKnowledge
	6-22-2018

	Is Aging the Important Factor for Sustainable Agricultural Development in Korea? Evidence From the Relationship Between Aging and Farm Technical Efficiency
	Jun Ho Seok
	Hanpil Moon
	GwanSeon Kim
	Michael R. Reed
	Repository Citation
	Is Aging the Important Factor for Sustainable Agricultural Development in Korea? Evidence From the Relationship Between Aging and Farm Technical Efficiency
	Notes/Citation Information
	Digital Object Identifier (DOI)


	Introduction 
	Literature Review 
	Data 
	Methodology 
	Stochastic Frontier Model 
	Non-Monotonic Efficiency Effect 
	Empirical Model 

	Results 
	Conclusions and Policy Implications 
	References

