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FOREWORD

Foreword

This report Agricultural Policies: Monitoring and Evaluation 2013 - OECD Countries and
Emerging Economies monitors agricultural policy developments in OECD member countries, and
seven emerging economies: Brazil, China, Indonesia, Kazakhstan, Russia, South Africa and Ukraine.

The OECD uses a comprehensive system for measuring and classifying support to agriculture —
the Producer and Consumer Support Estimates (PSEs and CSEs) and related indicators. They provide
insight into the increasingly complex nature of agricultural policy and serve as a basis for OECD’s
agricultural policy monitoring and evaluation.

The Executive Summary synthesises the key findings of the report. Part I, contains two
chapters: Chapter 1 provides an overview of developments in agricultural policies, while Chapter 2
analyses the development of the level and structure of support to agriculture across OECD countries
and emerging economies. Part II contains Country chapters which summarise the developments in
agricultural policies in each individual OECD country (the European Union which has a Common
Agricultural Policy is covered in a single country chapter) and in each emerging economy covered by
this report. The Statistical Annex contains detailed background tables with indicators of agricultural
support covering both OECD countries and emerging economies.

The Executive Summary and Part I are published under the responsibility of OECD Committee
for Agriculture. The remainder of the report is published under the responsibility of the Secretary-
General of the OECD.
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Executive summary

This report monitors and evaluates agricultural policy in OECD member countries (and
the EU as a whole) and in an increasing range of emerging economies that are major
players in food and agriculture markets: Brazil, China, Indonesia, Kazakhstan, Russia,
South Africa and Ukraine. The 47 countries covered by this report account for almost 80%
of global agricultural value added; they are also diverse in their levels of development, the
characteristics of their agricultural sectors, and their choice of policy instruments and
levels of policy support. But their policy interests have a great deal in common: ensuring a
reliable supply of safe, nutritious and affordable food, reasonable incomes for farms and
farm households, a productive and competitive food and agriculture sector, and
sustainable use of natural resources.

Producer support increased slightly after the
historical low reached in 2011 against a long term
downward trend

On average, in the countries covered by this report, about one sixth of gross farm receipts
is due to public policies that support farmers. The Producer Support Estimate has
increased to 17% of gross farm receipts in 2012, compared to 15% in 2011. Despite this most
recent development the level of support is following a general downward development: the
average %PSE for the period 1995-97 was 21%, while for 2010-12 the average was 16%.
Changes in producer support in recent years were in many countries driven by
developments on international markets rather than by explicit policy changes.

... but these aggregates mask large variations
across regions and countries.

Support in North America (Canada, USA and Mexico) fell from 12% to 9% over the past 15
years, and average support in “Europe” (defined here to include Western and Central
Europe, Turkey and Israel) declined from 34% to 20%. Although a gradual reduction has
taken place, levels of support remained well above these averages in Norway, Switzerland
and Iceland. The trend is less clear for the Commonwealth of Independent States (CIS) area
(Kazakhstan, Russia, Ukraine), where the average level of support was 11% in 1995-97 and
12% in 2010-12, with large variability over the intervening period. Support in Asia also
fluctuates widely, though average %PSE levels remain flat at 22% in 1995-97 and 20% in
2010-12. Within this region, a marked difference persists between high but slowly falling
levels of support in Korea and Japan, and low, but increasing support in China and
Indonesia. Finally, countries in the Southern Hemisphere (Australia, Brazil, Chile, New
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Zealand and South Africa) are characterized by consistently low and stable levels of
support, with an average 4% in 2010-12.

In the OECD area there is a long term downward
trend in support to agriculture and changes in the
structure of support

For the OECD average, the level of support is following a downward trend, with levels of
37% of gross farm receipts in 1986-88, 30% in 1995-97 and 19% in 2010-12. In addition, the
share of the potentially most production and trade distorting forms of support has been
reduced from 33% of gross farm receipts in 1986-88 to 23% in 1995-97 and 11% in 2010-12.
This shift in the nature of support provided is a marked improvement.

In several economies high levels of support are falling only slowly, while in others an
increasing trend from relatively low levels can be seen. These developments are often
linked to stated self-sufficiency targets for agricultural and food products. For instance in
China, Indonesia, Japan, Norway, Russia and Turkey the reliance on import protection,
market price support, and production linked payments remains high.

Significant shares of support in several countries
are more decoupled from production but the share
of those targeted to specific objectives remains
relatively small

The gradual reduction of market price support and production specific payments have
been accompanied by increased payments that are more decoupled from current
production and are less distortive — a policy shift most visibly pursued over the past two
decades in Switzerland and the European Union. However, most of these payments remain
untargeted to specific goals and hence do not address specific market failures.

The importance of agri-environmental policies
varies across countries

Due to the prominent role of the agricultural sector in the use of natural resources, notably
land, water, and biodiversity, ensuring sustainable resource use remains an important
challenge. Policies directly addressing environmental concerns continue to represent a
small part of countries’ policy settings, although in some countries cross-compliance
represents a broad-based policy tool linking the provision of payments to farmers to the
compliance with certain environmental standards above the legal minimum.

Key conclusions and recommendations

Trade and market restricting policies isolate domestic producers and consumers from world
markets. Countries should move further away from these policy approaches, providing
more freedom for farmers and consumers to make their own production and consumption
decisions, and shift towards polices that target specific market failures. Governments
should credibly commit to timely and sequenced processes of unilateral, bilateral and
multilateral reform. Sanitary, phytosanitary measures, which together with technical
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measures increasingly impact agro-food trade, should be science-based and applied in a
transparent and predictable manner.

A narrow focus on self-sufficiency has high economic and social costs. The link between
higher self-sufficiency and improved food security is weak as a number of measures
unrelated to self-sufficiency can contribute much to improve populations’ food security
status. In particular in less developed economies access to food can be improved by
widespread poverty reduction and social security schemes, but also through increased
public and private investment in sustainable domestic production capacity, improved
access to imports (and to export markets), and emergency food reserves. Narrow self
sufficiency targets often push countries towards high border protection and market price
support, effectively taxing consumers and decreasing food affordability at least in the short
term. Production linked policies such as output payments and input subsidies distort
producer decisions and can lead to inefficient allocation of public resources, diverting
public spending away from more productive uses.

Production linked counter-cyclical payments can have low income transfer efficiency and add
to instability on world markets. Farmers and governments have a variety of risk
management tools at their disposal that can help to stabilise farm incomes. Payments
based on output or on input use that are implemented in a counter-cyclical way can
contribute to reduce fluctuations in domestic farm income levels, but they also export
instability on to world markets and are not an efficient means of transferring income.
Payments to mitigate income risks should be limited to compensate farmers for
unavoidable catastrophic events, and should not crowd out farmers own management of
normal business risk and market-based risk management tools.

Payments based on past reference levels that do not require production can be more efficient.
Payments that are more decoupled from current production decisions potentially transfer
income more efficiently and are less likely to distort production and trade. However, where
such payments are very large they can still significantly influence producer decisions by
shaping producer expectations (of future payments) and by increasing producer wealth.
Further, most of these payments remain untargeted to specific goals, including those
related to low farm incomes, rural community well-being, or environmental sustainability.
Since many of these more decoupled payments are based on the size of farm assets,
usually land, they tend to favour larger farms. A wide range of alternative policy options,
from economy-wide social-security and environmental measures to support for general
services to agriculture and explicitly targeted farm policies, are available.

Public investments in the sector overall should receive more attention. Innovation policy is key
to improving the productivity of the farm sector, and investments in research and
development, technology transfer, education, and extension and advisory services have
high social returns in the long run. Expenditures on other general services to the sector,
such as food safety and food quality assurance systems, and strategic rural and market
infrastructure, also contribute to the long term profitability, competitiveness, and
sustainability of the sector.
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PART1I

Chapter 1

Development of agricultural policies

The key economic and market developments which provide the framework for the
implementation of agricultural policies are analysed in the first part of this chapter.
Highlights are then presented of the main recent changes and new initiatives in
agricultural policies in 2012-13 in OECD countries and key emerging economies
covered in this report: Brazil, China, Indonesia, Kazakhstan, Russia, South Africa
and Ukraine.

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli
authorities. The use of such data by the OECD is without prejudice to the status of the Golan Heights,
East Jerusalem and Israelisettlements in the West Bank under the terms of international law.
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1.1. DEVELOPMENT OF AGRICULTURAL POLICIES

Key economic and market developments

After five years of crisis, the global economy weakened further in 2012 (OECD, 2012). A
significant drop in confidence was a key driver, against a background of debt reduction, fiscal
consolidation and weakened demand and global trade. Output growth in the major emerging
market economies in 2012 has been considerably lower than a year earlier. This slowdown has
occurred against a backdrop of tight domestic monetary policies in several emerging
economies, including China, and the deepening of the euro area crisis. Activity picked up in
many major economies in the first quarter of 2013 following a rebound of expectations. The
first half of 2013 will see a return to moderate growth in the United States and acceleration
from low levels in Japan, while meaningful recovery is likely to take somewhat longer in
Europe (OECD, 2013). However, uncertainty around the current forecast remains high.

Financial markets have strengthened in recent months driven by abundant liquidity and
a shift in the balance of risks. Equity prices in OECD economies have surged and, despite a
number of negative shocks, sovereign spreads in the euro area periphery — differences between
these countries’ bond yields and those on benchmark bonds — moved down substantially in
the last quarter of 2012. World trade volume decelerated during 2012, alongside slowing real
activity in advanced economies. This trade slowdown affected both OECD countries and
emerging economies (WTO, 2013). Labour market slack remains substantial in many OECD
countries, and in 2012 the employment situation has continued to deteriorate in the euro area,
contributing to depressed consumer confidence. Even in the United States, where job growth
has been reasonably strong in recent quarters, the proportion of the working age population in
employment remains well below the pre-crisis levels. According to the OECD Economic
Outlook (OECD, 2012) a self-sustained recovery is not fully assured and bold policy action to
support activity remains necessary in all major OECD economies.

Against this background, international prices for primary commodities, which were
high in 2011, levelled off or declined in 2012 while remaining well above prices in the 1990s
and the first half of the 2000s (Figure 1.1). Energy prices in 2012 were comparable to the
previous year, while the IMF food commodity price index declined by 2% from its 2011 level.
The rapid increase in the food price index up to 2011 had been particularly driven by high
crop prices: for example, prices for cereals and sugar reached record levels in 2011, when
sugar and cereal price indices were about 160% and 140% above their levels in 2005,
respectively. In 2012, these prices fell back by 17% and 2% compared to 2011 due to record
production volumes for sugar and rice and good global harvests of wheat and coarse
grains, notably maize. Meat prices remained comparatively stable but still increased by
some 50% since 2005. The 2012 drop in international prices for agricultural commodities -
as denominated in US Dollar - was dampened somewhat by the stronger US Dollar
vis-a-vis the currencies of most other countries covered in this report. While the Australian
and New Zealand Dollar as well as the Chinese Yuan renminbi appreciated slightly against
the US Dollar, other currencies saw a depreciation of between 0.1% and 17% against the US
currency in 2012 compared to 2011.
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Figure 1.1. Commodity price indices, 2000 to 2012
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Source: International Monetary Fund for All commodities, Food and Energy indices; FAO for Meat, Dairy, Cereals and Sugar indices. All
price indices are based to 2005 = 100.
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Main changes in agricultural policies

This section provides an overview of key policy changes that took place in 2012 and
early 2013. There is a long-term trend towards lower levels of support and the use of less
distortive forms of policies in OECD countries. Compared to market price support and
other measures linked to production, some of these policies have the capacity of being
more targeted to policy objectives as they were identified by the OECD Meeting of Ministers
of Agriculture in 2010, i.e. the improvement of food security, fostering investment and
innovation, an improved management of risks faced by the agricultural sector including
the impact of price volatility, an enhanced incentive structure for environmental
performance, and adaptation and mitigation strategies related to climate change. In
several emerging economies, in contrast, a trend towards higher levels of support can be
seen, often linked to the stated target of achieving higher levels of self-sufficiency in
agricultural and food products. Self-sufficiency targets often lead to higher levels of price
support and other production enhancing policy measures.

Most policies continued to be governed by existing multi-year frameworks

In numerous countries, agricultural policies are implemented within broad, multi-
year frameworks. Most of these frameworks have remained in place in 2012. Several
expired in 2012 or will expire soon, and new policy frameworks have been or are being
developed.
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Box 1.1. Expanded coverage of the present report

The OECD has been systematically looking at agricultural policies for a long time. The present report is
the 26th in the series of OECD reports monitoring and evaluating agricultural policies across countries. For
the second time, a joint report is produced for OECD countries and a set of emerging economies. With the
addition of Indonesia and Kazakhstan, this report now covers a total of 47 countries, including all 34 OECD
member countries as well as the six non-OECD EU member states and seven emerging economies, and
accounting for almost 80% of global agricultural value added (see map below). In much of this report, the
European Union is counted as one country.

Regional coverage of Agricultural Policies Monitoring and Evaluation 2013

Country groups
& 0ECD non-EU
= EU21

= EU6

3 Emerging economie

Note: this map is for illustrative purposes and is without prejudice to the status of or sovereignty over any territory covered.

Policy frameworks in Canada, Iceland, Kazakhstan and Russia expired in 2012 or
early 2013, and were replaced by new ones, largely representing a continuation of main
policy orientations. Ganada’s Growing Forward framework was in place since 2008 and has
been succeeded by the Growing Forward 2 from 1 April 2013. Similarly, in Iceland, the
multi-year agreements for sheep, dairy and horticulture production between the
government and the Farmers’ Association are succeeded by new agreements made in fall
2012. In 2013 Russia’s new 8-year State Programme for Development of Agriculture
succeeded the 2008-12 one, and a new Agribusiness 2020 programme was launched
in Kazakhstan. Indonesia has enacted a new Food Law in late 2012, which puts more
emphasis on food sovereignty and food self-reliance as the main approaches to food
security.

Other frameworks have expired, while preparations for subsequent ones are ongoing:
in Mexico, 2012 was the last year of application of the current sectoral, rural development
and climate change strategies (Sectoral Development Programme on Agriculture 2007-12, the
Programa Especial Concurrente 2007-12, and the Mexican Climate Change Strategy 2009-12).
Based on the National Development Program 2013-18, the government of Mexico is
working on the new programming framework. Operational rules for specific policies in
2013 have been approved as an extension of the previous rules. In the United States, the
Food, Conservation, and Energy Act of 2008 was due to expire at the end of 2012. Both the
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Senate and the Agriculture Committee of the House tabled their versions of a new Farm
bill, but no reconciliation of the differences between the chambers was attempted
(see Box 24.1). With the American Taxpayer Relief Act of 2012, the 2008 Bill was extended
by one year.

The European Union’s Common Agricultural Policy (CAP) legislation, a seven-year
framework, is due to expire at the end of 2013. In June 2013 an agreement was reached
between the Council, the Parliament and the EU Commission on the thrust of the CAP
after 2013. Key changes include a stronger link between farm support payments and
environmental requirements, and a redistribution of payments across and within
countries or regions. Remaining issues are expected to be resolved by the end of 2013. The
final regulations will be fully implemented as of 1 January 2015.

The period 2011-13 are the final years of the Agricultural Policy Reform 2011
implemented in Switzerland. Switzerland has adopted a new policy framework for the
period 2014-17 and its detailed legislation is currently under discussion, with adoption
foreseen for autumn 2013. The main driver of the policy framework is to better target direct
payments to the various objectives, including ensuring sufficient food supplies, conserving
natural resources, maintaining and managing the landscape and encouraging
decentralised settlement.

Production enhancing policies are often motivated by stated self-sufficiency targets...

Several countries maintain specific targets for food self-sufficiency rates, motivated by
concerns about food security for their consumers. China maintains a 95% self-sufficiency
target for grains, while Indonesia has set self-sufficiency targets for rice, sugar, soybeans,
maize and beef to be achieved by 2014. The new Basic Plan on Food, Agriculture and Rural
Area in Japan envisages an increase in the self-sufficiency rate of its calorie supply to 50%
by 2020, compared to 41% in 2008. The 80% self-sufficiency target set for basic foodstuffs in
Kazakhstan is no longer spelled out in the new Agribusiness 2020 programme. A Doctrine
on food security states minimum self-sufficiency targets of at least 80-95% for a range of
agricultural products in Russia, including, among others, grains, sugar, vegetable oil, meat
and dairy products. Israel, too, maintains self-sufficiency in several agricultural products
as a key target, and increased agricultural output in order to ensure food security is among
the general objectives for agricultural policies in both Brazil and Turkey. While the link
between higher self-sufficiency rates and improved food security is weak and a number of
measures unrelated to self-sufficiency rates — such as poverty reduction and social security
schemes - can help to improve populations’ food security status, these targets often push
countries towards higher market price support and other policies directly stimulating
higher farm production.

... and support based on output — notably through higher market prices — remains
widespread...

Most of the countries covered by this report continue to maintain prices received by
farmers above the levels of international markets. Most frequently, high domestic prices
are supported through border measures (see the discussion of trade measures below), but
also various forms of administered or controlled domestic prices and public intervention
purchases can be found in a number of countries, both within and outside the OECD area.
Most of these policies remained unchanged in 2012, with changes taking place only in a
few countries: in China, 2012 minimum prices for rice and wheat were increased by
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between 4% and 18% compared to the previous year, continuing a series of increases since
2007 based on higher cost of production. Wholesale prices for several dairy products in
Iceland are administered as decided annually by a committee between the Farmers’
Association and the labour union representing the consumer side. In Indonesia, minimum
prices for rice were increased by about 25%, while those for sugar - to be paid by importers
to domestic producers as a condition for preferential import licences — were increased by
about 16%. Furthermore, the country is developing a new procurement scheme for
soybeans. Norway has increased target prices in 2012, defined for most commodities, and
Ukraine returned to setting minimum prices for raw milk. Support prices in Brazil are
implemented for a variety of crops, and target specific regions. Due to relatively high price
levels, existing intervention schemes in some countries remained inactive, including in the
European Union. In contrast, following the 2012 drought, Russia implemented price
interventions in grain markets and released public grain stocks to restrain bread price
increases.

Higher domestic prices are complemented by output-based payments in several
countries, thus further raising effective producer prices. Direct payments to egg producers
increase by 15% in 2012 relative to the previous year in Israel, but output-based schemes in
Kazakhstan (livestock), Norway (mainly meat) and Russia (livestock) have remained
largely unchanged.

... and subsidies for variable inputs are prominent in emerging economies

Input-based support is also wide-spread and of particular importance in emerging
economies —but changes to input support regimes have been limited. Subsidies for the
production and use of fertilizers are important elements in Indonesia where they are paid
to fertilizer plants, and in China where they are mostly paid on an area base (see below). In
Russia, fertilizer subsidies to agricultural producers were also important, but were
eliminated in 2013 to become part of a new area payment. Various forms of interest
subsidies and capital grants to farmers are relevant particularly in Brazil, Kazakhstan, as
well as in Russia where eligible financing has been broadened to also cover investment in
non-agricultural activities. They also matter in China and Indonesia, although less so. Fuel
subsidies remain common in both OECD countries and emerging economies.

Production quotas maintain high producer prices by limiting output of several
commodities

In a number of countries, production quotas continued to be used to help maintain
domestic prices above international levels. In Japan, production quotas allocated to
individual rice farms were reduced in the Financial Year 2012 based on projected rice
demand. In contrast, milk quotas in the European Union are being increased by 1% each
year since the CAP Health Check in 2008, and the quota system is scheduled to be abolished
from April 2015. The EU sugar quota, too, is to remain in place at least until 2015. Ongoing
discussions for the CAP framework after 2013 could lead to an extension of the quota
system beyond that year. Milk quotas in Norway and Iceland, as well as the goat milk quota
in Norway, have remained unchanged in volume, but were made tradable in recent years,
with a regional tradability implemented in Norway. For 2013 the Norwegian government
reduced the waiver to produce above the quota from 7% to 3%.
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Area and headage payments become relatively more important in many countries...

In comparison to price support, support linked to area or animal numbers, in
particular if based on historical rather than on current data, is known to have less
distorting effects on producers’ decisions and to be more efficient in increasing farmers’
incomes. With decreasing focus on market price support, these forms of support have
become more prominent. Few changes are recorded for 2012, with most of the payment
schemes being part of longer-term programmes.

Production-linked headage payments are particularly important in Switzerland and
Norway. Area payments have strongly increased in recent years in China, where direct
payments for grain producers and most of the subsidies for fertilizers and improved seeds
are paid on a flat-rate basis per unit of land (unrelated to sown land to grains). Area
payments (motivated by, but not linked to, input use) have reached CNY 107.8 billion (USD
17.1 billion) in 2012. In Japan, area payments per unit of rice land have become an
important element in the Farm Income Support Payments scheme. Area payments in
Kazakhstan are a relatively new policy, and are provided to producers of a range of crops
based on estimated costs of production. Area payments were insignificant in Russia, but
starting from 2013, crop producers will receive new area payments replacing a number of
previous input subsidies.

... and payments based on non-current parameters are relevant in OECD countries

Payments based on non-current parameters have become an important element in
agricultural policies mainly in OECD countries. In the European Union, the Single Payment
Scheme (SPS, together with the Single Area Payment Scheme, SAPS applied in most of the
12 newer member States) includes payments de-linked from current market parameters.
Total payments remained practically unchanged in 2012 (+0.9% compared to 2011) and
represented more than 45% of the European Union’s PSE. Fixed payments per unit of land
with historical entitlements are provided to upland farmers in Japan. In Mexico, the direct
payment programme PROCAMPO is extended to 2013. Expenditures in 2012 have increased
by 11% from the previous year.

In Norway, Cultural Landscape payments, as well as payments to dairy producers, are
based on historical entitlements but require production. Area payments in Switzerland are
paid per hectare of farmland with no production requirement. In Iceland, payments based
on historical entitlements are provided to sheep meat producers with entitlements tradable
among farmers but conditional on a minimum of winter-fed sheep being kept on the farm.
None of these countries have made changes to these payment schemes in recent years.
Similarly, the Direct and Countercyclical Payment scheme in the United States, providing
payments based on historical crop area and yields, was extended into 2013 without changes.

Risk management policies include a wide set of measures

Farmers are facing a range of risks affecting the economic outcome of their business.
Price volatility as well as weather related yield fluctuations, livestock diseases and other
factors that reduce production output below expected values can have major implications
for revenues, cash flow and farming incomes. A wide range of possibilities exists to manage
these risks. Governments often provide countercyclical support (including market price
support and countercyclical payments) to stabilize farmers’ incomes - even though OECD
work has shown that policies should concentrate on catastrophic risks (OECD, 2011b). A
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second layer involves market solutions to insure farmers against the risk of normal
fluctuations that go beyond the capacity of individual farms, such as hail insurances.
Governments intervene at several levels to improve farms’ resilience with respect to these
risks, and subsidised insurance schemes can be found in many countries. Finally, normal
risks can be and are managed by farmers themselves as responsible entrepreneurs, from
decisions of an appropriate production mix to maintaining sufficient financial reserves. The
provision of information is among the most important tools government can use to help
farmers take up these responsibilities.

Catastrophic events prompted governments to provide assistance...

In several countries, lower yields due to weather-related events triggered payments to
farmers. In some cases, such payments are linked to specific disaster assistance
programmes, such as the Garantia Safra scheme in Brazil: it compensates small-scale
family farmers for production losses following weather-related and other events, and
payments in 2012 have increased five-fold relative to 2011. In Mexico, expenditures within
the disaster assistance programme CADENA increased 2.4-fold from 2010 to 2012 following
the drought in the centre and northern states, while the interest rate for Emergency Loans
was reduced in the United States after the drought in 2012.

More frequently, disaster assistance is not formalized in specific programmes but is
provided upon discretion of the relevant authorities. In 2012, CAP payments were made
earlier than planned in several European Union member states after weather-related
problems and an earthquake in northern Italy. France also provided catastrophic risk
indemnities and offered reductions in social security contribution and taxation to spring-
frost affected farmers. Specific assistance in Iceland was related to the two volcano
eruptions in 2010 and 2011, while Mexico advanced various payment and subsidies and
accelerated insurance indemnities following the drought in 2011-12. In Russia, a range of
exceptional measures including credit repayment extensions, additional interest rate and
other input subsidies, as well as disaster payments were provided following the financial
crisis and droughts between 2009 and 2012. After natural disasters in the United States,
insurance companies were encouraged to extend payment schedules for crop insurance
premiums.

Australia is in the process of reforming the Drought Assistance programme, focusing
on farmers’ own efforts in risk management and preparedness. As a step in this direction,
the Exceptional Circumstances Interest Rate Subsidy was abolished in mid-2012.

... while counter-cyclical payment schemes are used by several countries to stabilize
incomes...

Several countries provide payment schemes that work in a counter-cyclical way. Such
schemes include deficiency payment schemes which are triggered if market prices fall
below a value that is determined either by predefined price levels (e.g., the Loan Deficiency
Payments in the United States and the Target Revenue payments in Mexico), past prices
(e.g. the deficiency rice payment in Japan) or estimated production costs (e.g. the payment
for upland crops in Japan). The US Counter-Cyclical Payment scheme, which in contrast to
the Loan Deficiency Payment does not require production of the commodity concerned,
also bridges the difference between market and target prices. Due to high market prices, all
of these payment schemes were largely inactive in 2012, but the policies have remained
unchanged.
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Other programmes are based on more complex formulae and are based on calculated
revenues. They therefore partly cover revenue losses from both price and yield
fluctuations. The Average Crop Revenue Election (ACRE) in the United States provides
payments depending on calculated state and farm revenue benchmarks. While the ACRE
programme has not changed in 2012, payments have disappeared for almost all products
due to high market prices. The AgriStability programme in CGanada partly covers income
losses relative to past years. In contrast to the other schemes above, AgriStability payments
have been significant in all years since 2007, with a 26% decline in 2012 compared to 2011.

... insurance schemes and participation in futures markets are often subsidised

Several programmes provide commercial and family farmers with subsidised crop and
livestock insurances in Brazil, and coverage is increasing. In 2012, insurance subsidies
represented some 16% of support to farmers. Eligibility for insurance subsidies - as well as
other support elements or, increasingly, for privately provided financial services - is
subject to participation in agricultural zoning. This aims to minimize weather related risk
by identifying the best crop planting periods through the use of parameters on climate, soil
and crop cycles. By 2012, zoning has been applied to 40 crops and by 25 of Brazil’s 26 states.

In 2012, two new modalities of the insurance programme were added in Chile,
covering risks related to the health and death of bovine animals and to volatile prices of
wheat and corn, respectively. The insurance programme covers between 50 and 90% of the
premium, depending on the farm size and subject to a maximum subsidy per farm.

Subsidised agricultural insurance schemes, introduced in 2007, have grown in
importance in China. Costs of insurance premiums are shared between the central
government (about 40%), local governments (about one third) and the farmers (about 20%).
The geographical coverage progressively increased over time and reached all provinces and
autonomous regions in 2012.

Insurance subsidies in the European Union are mainly national, but within strict
rules, member states can choose to use EU funds. This option is used to a very limited
extent. Insurance subsidies under both national schemes and within Article 68 have
slightly decreased in 2012.

The government of Israel covers part of crop producers’ insurance premiums. Multi-
risk schemes are supported at a rate of 80%, whereas the rate is 35% for insurance schemes
against natural damages. In 2011 and 2012, the coverage of multi-risk insurance schemes
was extended to include vegetables, flowers and honey, and the insurance subsidy for
flower producers signing up to the insurance scheme against natural damages was
temporarily increased to 50% to increase sign-up rates. Total budgetary support to both
schemes increased by almost 50% in 2012.

The Price Hedging Programme in Mexico, which subsidizes by between 40% and 100%
the costs for Mexican farmers and buyers of option contracts at the US futures markets,
had expanded rapidly between 2005 and 2011, but demand and hence expenditures for this
programme fell by more than half in 2012.

Russia makes eligibility for agricultural support payments conditional on producers
being covered by catastrophic insurance. The government provides a 50% insurance
premium subsidy for insurance of catastrophic crop risks (crop losses in excess of 30% for
arable crops and 40% for perennials). From 2013, an insurance premium subsidy is to
become available also for livestock.
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Investment and innovation policies are key for improving the farm sector’s
productivity...

Investment in off-farm and on-farm infrastructure plays an important role in
maintaining and improving the productivity of farming. In the longer run, research and
development is another area where investments, both private and public, can enhance the
productivity of the farming sector and the food industry. R&D expenditures by most OECD
member countries’ governments have increased by about 1% per year in real terms over the
past decades, but the growth in expenditures slowed after 2007 as budgets tightened.
Importantly, R&D efforts are complemented by private activity mainly in systems directly
oriented towards marketable results (OECD, 2012).

... with several countries revising their innovation policies...

Several countries are changing their policies to improve their R&D systems. The
Australian government released a Rural Research and Development Policy Statement in
2012, proposing improvements to the Australian R&D system in four areas, including
transparency and accountability in R&D, improved co-ordination and priority setting
across the rural R&D system, more ways to pursue productivity growth, and increased
efficiency of R&D investments. The statement underlines the Australian government’s
commitment to its R&D partnership with the industry.

The MASAGRO innovation initiative in Mexico is a partnership between the Ministry
for Agriculture and the International Center for Maize and Wheat Improvement CIMMYT.
Established in 2010, it focuses on the genetic diversity of seeds, international strategies to
improve maize and wheat yields, and the sustainable development of wheat and maize
production. In 2011 and 2012, the number of institutions and programmes that have been
incorporated in MASAGRO has increased significantly and now includes the National
Institute of Agricultural Research, several research centres and universities.

Research and investment plays a significant role in agricultural policies in
New Zealand. Research and innovation programmes are funded through the Primary
Growth Partnership, aiming to boost productivity, economic growth and sustainability of
the primary, forestry and food sectors. Within this government-industry partnership,
industry contributions must be at least equal to Crown (government) funding. A variety of
efforts to improve the productivity of the agricultural sector is also underway in the
European Union. The implementation of the European Innovation Partnership (EIP) on
Agricultural Productivity and Sustainability is ongoing. The EIP endeavours to build bridges
between research and farming practice in order to accelerate the uptake of innovation and
enhance agricultural productivity and sustainability.

... and significant investments in agricultural infrastructure

Countries also directly invest in improvements in the agricultural infrastructure, with
few changes reported for 2012. As a consequence of the extended drought in the central
zone of Chile, the country has developed a National Irrigation Strategy aiming to increase
the water storage capacity by 30% towards 2022, and to extend the channel network and
irrigated area. The strategy also includes a cloud seeding programme to improve
precipitation when required. In addition, the constitution of water user organisations aims
at promoting the efficient management of water resources. Norway has implemented a
new programme to support drainage of agricultural land from 2012/13.
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While support schemes have not changed in other countries, expenditures on
infrastructure improvement often concentrate on improvements in irrigation systems.
Support to agricultural infrastructure in China, focusing on irrigation and agricultural
industrialisation, amounted to CNY 63.2 billion (USD 10 billion) in 2012. Similarly, the bulk
of Indonesia’s support for agricultural infrastructure is used for the delivery of irrigation
water via primary and secondary canals.

Israel continues to provide investment grants of up to 40% of the price of machinery
acquired to replace agricultural labour, in an effort to reduce the sector’s dependency on
foreign employees. Farmers also receive support to invest in water saving and irrigation
technologies, alongside a gradual increase in water prices to eventually fully cover average
water production costs by 2015. Support for this programme in 2012 was double the annual
allocations in 2010 and 2011. Support for agricultural infrastructure remained focused on
investments in water projects.

Infrastructure financing in Kazakhstan includes water management, land
reclamation, and upgrading of irrigation systems. The Irrigation Acceleration Fund in
New Zealand supports development of robust proposals to an investment-ready stage and
water management studies for the development of regional scale rural water harvesting,
storage and distribution infrastructure to deliver water to the farm gate. In Russia, the new
States Programme for 2013-20 for the first time includes a technical and technological
modernisation of agriculture component, and a new 8-year programme on land
improvement will succeed the previous one expiring in 2013.

The importance and emphasis of agri-environmental policies varies across
countries...

Due to the prominent role of the agricultural sector in the use of natural resources,
such as land and water, ensuring sustainability and environmental improvements remains
an important challenge in several countries. While agricultural policies impact on the use
of these natural resources, governments have implemented specific policies to address
these challenges. Ideally, support measures should be designed to pay for the provision of
environmental benefits (or to charge for environmental damage), but this is not always
feasible. In reality, policies directly addressing environmental concerns continue to
represent a small part of countries’ policy package. In several countries, such as in the
European Union and in Switzerland, cross-compliance represents a broad-based policy
tool linking the provision of support to farmers to the compliance with environmental
minimum standards, constraining the use of input and other production techniques.
Similarly, several of the agricultural support programmes in Brazil, and most of those in
the United States, have environmental and sustainability criteria written into them.

However, most countries have specific programmes that aim more directly at the
protection of land and water resources, some of which have changed recently. Reducing
the use of water is a key priority in Australia. Within the ongoing Water for the Future
initiative, the Restoring the Balance in the Murray-Darling Basin Program aims at
purchasing unused water entitlements and at enhancing irrigation efficiency. Water
savings are shared between farmers and the environment, with at least 50% of the savings
transferred to the Australian government.

The Soil Recovery Programme in Chile has been amended in 2012 to better focus
available resources on key regions concerned, and to clarify documentation requirements
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for covered applications. The programme supports eligible activities as defined in an
annually updated Costs Table by covering a part of the related net costs.

In China, payments for returning farmland to forests and for conversion of grazing
land to grassland have amounted to CNY 17.6 billion (USD 2.8 billion) - largely spend on
compensations for already converted land while land conversion rates have slowed down
in recent years due to growing grain security concerns. CNY 13.6 billion (USD 2.2 billion) per
year are allocated in 2012 to the ecological protection of grassland in eight western
provinces by reducing or suspending grazing on the land and by improving grass varieties,
animal breeds or subsidizing general inputs.

France has launched an agro-ecological plan, including a web-based platform to
organise and exchange information on practical experiences and agricultural knowledge,
the strengthening of agro-ecological training, and financial incentives to farms using agro-
ecological practices. Denmark has modified support to the Green Transition of the
Economy to strengthen the nature conservation and management aspects. Agri-
environmental payments were increased in the Gzech Republic. A new four-year action
programme Nitrate 2012-15 in Austria determines time periods for the application of
nitrogen fertilizers and establishes guidelines for the storage of fertilizers. The nitrates
action programme aims at reducing the deposition of nitrate. Capital grants are provided in
Northern Ireland for investments in manure spreading equipment and training to improve
manure use efficiency.

Israel’s Integrated Pest Control scheme, based on exact and environmentally friendly
pesticide application and sterile insect techniques was supported with ILS 24.5 million
(USD 6.4 million) in 2012. In addition, the scheme for vegetables was expanded to include
pepper and strawberries, and expenditures for this scheme increased to ILS 3 million (USD
0.8 million) in 2012. The new Direct Payment for Environmentally Friendly Farming
implemented in Japan in 2011, among others, aims at increasing biodiversity and reducing
fertiliser and pesticide use.

The National Environmental Programme in Norway was revised in 2012 and covers a
range of support measures. Among them, the role of the Regional Environmental
Programmes is increasing due to its orientation towards local environmental challenges.
Payments under the Regional Environmental Programmes are scheduled to increase to
NOK 443 million (USD 76 million) in 2013. A new measure supports environment-friendly
manure spreading techniques in the South-West of the country, aiming to compensate for
nitrogen depletion due to acid rains. Norway also applies environmental levies on
pesticides, differentiated by the health and environmental risk characteristics of the
products.

An increasing share of direct payments in Switzerland is provided for a range of
environmental purposes, mainly granted to farmers voluntarily applying stricter farming
practices. These include, among others, compensation for higher production costs related
to such practices, contributions for environmental quality, support for extensive and
organic farming, and the sustainable use of natural resources. The Environmentally Based
Agricultural Land Utilisation system in Turkey aims to protect environmentally fragile
areas. Support is provided for set-aside land subject to severe erosion, and for
environmentally friendly farm practices such as contour tillage, reduced flow irrigation,
organic agriculture, pasture rehabilitation and other measures.

32 AGRICULTURAL POLICY MONITORING AND EVALUATION 2013 © OECD 2013



1.1. DEVELOPMENT OF AGRICULTURAL POLICIES

... organic farming is subject to specific measures...

Several countries have specific programmes to target organic agriculture. Increasing
support is provided for organic agriculture in Brazil, including minimum prices for organic
products, specific training and education, and quality control and certification systems. A
new organic food labelling system introduced by Denmark identifies three classes of
shares of organic raw materials used in the food products. The country also introduced a
new support scheme for setting up organic fruit and berry production. With the launch of
the programme “Ambition Bio 2017” as part of its general agro-ecological project, France
aims at fostering the development of its organic production and the structuring of organic
food supply chains. The regulation on the certification of environmentally-friendly
agricultural products was amended in Korea in order to both manage various existing
certifications in a consistent way, and to provide, at a later stage, a basis for recognising the
equivalence of organic food certificates issued by bodies in other countries. The new law
will be implemented from June 2013. Turkey plans to increase governmental support to
organic agriculture and good agricultural practices, with the objective to gradually increase
the share of organic agriculture from its current 1.9% to 3% by 2016 and to 5% by 2023.

... and climate change mitigation policies are increasingly on the agenda

Another key area of concern in numerous countries is climate change, and policies
aiming to improve the carbon footprint of the agricultural sector have gained importance
in recent years. In late 2011, Australia started its Carbon Farming Initiative that allows
farmers and land managers to earn carbon credits by storing carbon or reducing GHG
emissions on the land. Credits can either be sold into the voluntary carbon offset market
or used to offset liabilities under Australia’s carbon price mechanism, which entered into
force in 2012. In addition, a number of research, demonstration and extension programmes
started in 2011 and 2012, intended to accelerate the development of new abatement
technologies to reduce GHG emissions and to adapt to climate change. Specific credit
programmes support low-carbon agricultural practices in Brazil.

Climate-change related activities in 2012 in Chile included the launch of the
Mitigation Action Plan and Scenarios project; the registration of a National Appropriate
Mitigation Action seeking support for implementation to the UNFCCC Registry; and the
setting up of a three-year Low Emission Capacity Building project aiming to support the
design of a GHG inventory and management system. In the context of the Green Growth
Strategy, Chile signed an agreement in early 2013 which seeks to promote the use of non-
conventional renewable energies (NCRE) in energy-intensive agricultural sectors, and to
identify relevant NCRE projects worth technical and economic support. New legislation in
2012 also allows farmers producing electricity from NCRE sources to supply their surplus to
the grid. In the context of the National Program of Photovoltaic Pumping, the Ministry for
Agriculture invested over USD 2.2 million in the installation of solar panels and water
extraction bombs in 2012.

The adoption of farm practices addressing climate change effects is part of the
objective of the new Direct Payment for Environmentally Friendly Farming in Japan since
2011. In New Zealand, agricultural GHG emissions (nitrous oxide and methane) must be
reported within the NZ Emissions Trading Scheme, and a cost is placed on carbon dioxide
emissions from stationary energy, liquid fuels and industrial processes. The development
of mitigation technologies is fostered through the New Zealand Agricultural Greenhouse
Gas Research Centre and through the country’s participation in the Global Research
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Alliance. Norway is supporting climate change related efforts through higher payments for
carbon sequestration in forestry and for pilot plants for manure based biogas production.
Korea has started a pilot project on Low Carbon Agricultural Products Certification in 2012.

The EU farm and forestry emission rules will include emissions from crops and
grazing from 2013. Austria adopted its National Adaptation Strategy to Climate Change as
part of the federal government long term adaptation strategy. It aims at including possible
effects of climate change in all policy relevant planning and decision making processes
(including, among others, in agriculture). Scotland has adopted several programmes
supporting farmers in the application of emission-reducing measures. In Northern Ireland,
the GHG reduction strategy and action plan focuses on the promotion of awareness and
increase production efficiency in the dairy, red meat, arable and renewable energy sectors.

New measures are set up to help rural families, agricultural workers and small farm
operations...

The China Rural Poverty Alleviation and Development Program, announced in late
2011, involves a multi-dimensional approach to reduce rural poverty, involving education,
health care, pension schemes, housing and transportation, as well as cash transfers
relative to a minimum household income. New legislation in Chile will improve the rights
and negotiation power of agricultural workers by allowing for collective agreements
between groups of agricultural workers and their employers, and by providing payments to
women seasonal workers in childbearing age. In 2012, the budget for the Indigenous
Territorial Development Programme PDTI aiming to facilitate the development of
indigenous communities increased by more than 50% from its 2011 level. Ukraine
introduced headage and output payments for rural households for livestock that is sold to
the market in an effort to increase commercial operations of smallholders. A new
microloan programme in the United States is set to begin operation in 2013. The
programme aims at helping small and family operations and beginning and socially
disadvantaged farmers with loans below USD 35 000, thus bolstering their start-up years.

... regulatory frameworks are being developed to improve food safety, animal and
plant health...

Food safety, animal and plant health risks, and biosecurity questions attract
significant attention from policy makers as tariff barriers are lowered and international
trade expands.

Several countries took steps to improve collaboration between related agencies in the
area of food safety, animal and plant health. In January 2012, the Australian Prime
Minister, all state and territory First Ministers signed the Intergovernmental Agreement on
Biosecurity, aiming to reduce unnecessary duplication and to improve the efficiency of
resource use across jurisdictions. Work also proceeded towards updating the 1908
Quarantine Act and on a transition from defined intervention targets to a flexible risk-
based approach. The Scientists for Food Safety Net was created in 2012 in Chile with the
purpose of designing safety and quality policies on a scientific base, and of facilitating the
interaction among those involved in food safety and quality matters in Chile. Chile also
conducted a survey of analytical capacities related to food safety issues, in order to develop
a national system of reference laboratories. Furthermore, a set of activities undertaken by
the Agriculture and Livestock Service, the Health Ministry and the National Fishing Service
aim at reducing pesticide levels in domestically consumed food. These activities include
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the strengthening of control and surveillance, regular updating of maximum residue levels,
and the implementation of good agricultural practices by small and medium-sized
vegetable producers. France went in a similar direction by establishing a national council
to provide policy guidance on animal and vegetable health. Kazakhstan and Russia were
actively involved in harmonisation of SPS norms and technical regulations within the
Custom Union of Belarus, Kazakhstan and Russia. In 2010, Turkey has established a
Biosecurity Council with the aim to protect human, animal and plant health,
environmental and biologic diversity. The Biosecurity Council is also charged with
controlling the use of genetically modified organisms and its products.

... while animal welfare receives growing attention...

Animal welfare policies are gaining importance in several countries. In July 2011,
Australia implemented a new regulatory framework for exports of feeder and slaughter
livestock to Indonesia, which is to be extended to other feeder and slaughter livestock
markets by the end of 2012. The new system requires livestock exporters to establish
supply chain arrangements that ensure animal welfare outcomes in line with the
standards defined by the World Organization for Animal Health (OIE). These standards
relate to the transport, handling and processing of live animals, the control of supply
chains, the traceability of animals throughout the supply chain, and independent audits to
ensure compliance. A new Live Exports Business Assistance Package provides support to
appropriate investments. Animal welfare standards are also becoming increasingly
important within the direct payment system in Switzerland and in the European Union.
Austria has reduced the maximum number of days per year sows can be kept in farrowing
crates, while Denmark initiated an animal welfare index based on government run
veterinary databases. Animal welfare related investments were supported with national
subsidies worth EUR 66 million (USD 85 million) in Hungary.

... and trade is increasingly affected by SPS measures

Sanitary and phytosanitary (SPS) measures increasingly affect food imports to other
countries. Import requirements for food safety, quarantine, and standards and labelling
purposes are becoming more stringent in Indonesia. For imports of processed food these
include product registration and import approval from the Ministry of Health. Similarly,
imports of animal products require an import approval from and inspection of the
processing facility by the Ministry of Agriculture. Furthermore, the country has limited the
number of entry ports for fruits and vegetables and introduced a requirement of import
recommendations by the Ministry of Agriculture as well as for import permits by the
Ministry of Trade in 2012 on SPS grounds, likely reducing the level of imports of
horticultural products. In contrast, on 1 February 2013, Japan relaxed the beef import
restrictions aimed at preventing the spread of BSE, thus allowing imports of meat from
cattle aged up to 30 months raised in the United States, Canada and France and from veal
calf aged up to 12 months raised in the Netherlands. A number of trade restrictions
established in 2012 by Russia on SPS grounds affected exports of live animals, meat and
meat products from numerous exporting countries.

After the emergence of the Foot and Mouth Disease (FMD) in 2010, Korea introduced a
compulsory permit system for breeding stock and incubation businesses and for large
livestock farms, as well as a registration system for smaller livestock farms and for
livestock dealers visiting farms. Korea also introduced compulsory training programmes
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for permit owners or registered farmers and dealers. In addition, a pilot project for a new
Pigmeat Farm Traceability System was initiated in 2012. After an outbreak of avian flu in the
state of Jelisco, Mexico, in June 2012, the National Food Health, Safety and Quality Service
proceeded with the culling of 22 million birds as well as a vaccination campaign. The
outbreak was declared eradicated in November 2012.

In New Zealand, the National Animal Identification and Tracing scheme for the
collection of information on livestock location, movement and other history was
introduced to better respond to biosecurity alerts or natural disasters affecting cattle and
deer production. The system became compulsory for cattle on 1 july 2012 and for deer on 1
March 2013. To align national regulations with the EU acquis, Turkey is proceeding with the
harmonisation of food safety, veterinary and phytosanitary legislation. This involves public
investments in the food control system.

The United States Food and Drug Administration (US FDA) and New Zealand’s
Ministry for Primary Industries signed an arrangement on mutual recognition of food
safety systems. This is the first time that the US FDA has recognised a foreign food safety
system as comparable to the US system.

Border measures limit agricultural imports and regulate exports

As mentioned above, border measures to maintain domestic prices above those
prevailing on international markets remain wide-spread and include tariffs, tariff rate
quotas (TRQs), state trading, import licensing requirements and export subsidies. In some
cases, export taxes and controls have been implemented to reduce trade and increase
budget revenues or market returns. Most of these policies have remained unchanged in
2012. In contrast, Indonesia has reduced its import quotas for live animals and boxed meat
to a total of 80 kt in 2013, compared to 172 kt in 2011. In 2012, Indonesia also applied an
unofficial import quota for maize to limit imports of this commodity. Finally, specific tariffs
on sugar and rice imports are regularly adjusted to account for changing world market
prices. Similarly, applied tariffs on agricultural products in China are adjusted occasionally
to mitigate impacts of volatile international prices or to reduce high inflation rates.

In Israel, the Finance Minister signed orders in July 2012 to reduce or eliminate a large
number of customs duties, including on selected agro-food products, over a period of
several years. Similarly, Mexico decided in November 2012 to unilaterally reduce more than
300 agro-food tariff lines, some of which were at prohibitive levels. The trade implications
of these reductions could, however, remain small given that the majority of imports come
from the United States (duty-free within NAFTA).

In December 2012, the Australian Wheat Export Accreditation Scheme and the Wheat
Export Charge were abolished according to the Wheat Export Marketing Amendment Act.
The Act also resulted in the closure of Wheat Exports Australia. Export refunds for several
livestock products were cut or phased out by the European Union. Furthermore, the
administration of EU import quotas for frozen beef for processing has been simplified. In
November 2012, the EU and ten Latin American countries signed an agreement ending
previous banana disputes. The EU’s banana import regime is replaced with annually
declining tariffs.

In light of surging imports of cracked maize, a temporary safeguard measure of 10.8%
was applied by Chile between April and September 2012, and an anti-dumping duty of 9.7%
on wheat flour imports from Argentina was imposed in June 2012.

36 AGRICULTURAL POLICY MONITORING AND EVALUATION 2013 © OECD 2013



1.1. DEVELOPMENT OF AGRICULTURAL POLICIES

The EU expands, as does WTO membership...

The European Union will see a further enlargement in July 2013 when the Republic of
Croatia will become the 28th member state. Official candidates for future accession include
Iceland, Macedonia, Serbia and Turkey. In August 2012, Russia became a full member of the
WTO and implemented initial reductions of import tariffs as part of its accession
commitments. Kazakhstan’s WTO accession process is at the stage of integrating bilateral
agreements on market access for goods into the country’s Schedule of Concessions and
Commitments. Negotiations are ongoing on the aggregate measurement of support (AMS),
as well as on export subsidies.

... and new bilateral and regional trade agreements enter into force

In 2012, several Free-Trade Agreements (FTAs) entered into force, including those
between Korea and the United States, between Canada and Jordan, four FTAs between the
members of the European Free Trade Association and Hong Kong (China), Montenegro, Peru
and Ukraine, respectively, the FTA between Chile and Malaysia. Following ratification by
Indonesia, the ASEAN Australia and New Zealand FTA has been in force for all signatories
since January 2012. The FTA between the European Union and Peru entered into force in
March 2013. Since 2012, the SADC FTA, involving South Africa and 14 other southern
African countries, has been fully implemented.

Negotiations on two important agreements are in progress: The Trans-Pacific Partnership
(TPP)Agreement aims at building on the Trans-Pacific Strategic Economic Partnership Agreement
(P4) between Brunei Darussalam, Chile, New Zealand and Singapore, which has been in
force since 2006. In addition to the P4 Parties, the TPP includes Australia, Malaysia, Peru,
the United States and Vietnam, as well as - since October 2012 — Canada and Mexico.
Japan has expressed an interest in joining the negotiations. A final agreement including
these countries would cover nearly 40% of world economic output.

In February 2013, the European Union and the United States have agreed to initiate
the internal procedures necessary to launch negotiations on a Transatlantic Trade and
Investment Partnership (TTIP). In March 2013, the European Commission decided to request
the member states’ green light to open negotiations with the United States and released an
impact assessment on the future of the EU-US trade relations and an in-depth independent
study on the potential effects of the EU-US TTIP.

The dispute over the US COOL provisions

In June 2012, in a WTO case brought by Mexico and Canada, the WTO Appellate Body
affirmed a previous WTO Panel’s finding that the US country of origin labelling (COOL)
requirements for muscle cut meat commodities were inconsistent with US obligations
under the WTO Agreement on Technical Barriers to Trade (TBT Agreement). In particular,
the Appellate Body affirmed the Panel’s determination that the COOL requirements were
inconsistent with the TBT Agreement’s national treatment obligation to accord imported
products treatment no less favourable than that accorded to domestic products. The WTO
Dispute Settlement Body adopted its recommendations and rulings on July 23, 2012. The
United States had until May 23, 2013, to comply with the WTO ruling. The US Department
of Agriculture (USDA) has issued a rule to modify the provisions for muscle cut
commodities covered under the COOL programme that same day, with the notice of this
rule published in the May 24, 2013 Federal Register.
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PART1I

Chapter 2

Evaluation of agricultural policies

In this chapter the developments in the estimated support (using the OECD PSE
methodology) are evaluated in terms of its level, composition and changes over time
in OECD countries and the emerging economies included in this report: Brazil,
China, Indonesia, Kazakhstan, Russia, South Africa and Ukraine.

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli
authorities. The use of such data by the OECD is without prejudice to the status of the Golan Heights,
East Jerusalem and Israelisettlements in the West Bank under the terms of international law.
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Developments in agricultural support

This section provides a quantitative assessment of policy support to agriculture, based
on a set of OECD indicators. These indicators express the diversity of support measures
applied in different countries and are comparable across countries and time, with different
indicators focusing on different dimensions of support policies. While the percentage
Producer Support Estimate (%PSE) is the OECD’s key indicator to measure policy efforts to
support agricultural producers, a range of other indicators allows looking at other
dimensions of support. Annex 2.A2 provides definitions of the indicators used.

In discussing developments in agricultural support across countries, this report will
look at five large regional clusters noting that coverage for most of these regions is
incomplete (see Box 1.1). These regional clusters are “North America” (i.e., Canada, the
United States and Mexico), “Europe” (Iceland, Norway, the European Union, Switzerland, as
well as Turkey and Israel), “CIS” (Russia, Ukraine and Kazakhstan), “Asia” (China, Japan,
Korea and Indonesia) and “Southern Hemisphere” (Chile, Brazil, South Africa, Australia and
New Zealand).

This regional grouping will be helpful in representing and discussing some of the
developments. It should be understood that the regional clusters are not entirely robust in
their geographical definition (e.g., large parts of Indonesia are located in the southern
hemisphere, and both Ukraine and large parts of Russia are located in Europe while Israel
and much of Turkey are not). However, and in spite of differences, countries within the
groups also tend to have common characteristics with respect to their agricultural policies.
The three countries in the North America region share a focus on payments with variable
rates, often used to stabilize farmers’ income. In each of these countries, these payments
represent above-average shares in gross farm receipts as well as in total PSE. Most of the
countries in the Europe region® tend to have comparably high shares of payments that are
either linked to input constraints, indicating the relatively high importance attached to
environmental and animal welfare implications of agricultural production, or decoupled
from current parameters. The four countries belonging to the Asia region all put
substantial focus on increasing domestic agricultural production - with or without
explicitly stated self-sufficiency targets — and rely on high or variable market price support.
The three CIS countries covered in this report tend to have highly variable levels of support
across agricultural subsectors and in time. They all have - or used to have — a more or less
pronounced policy bias towards livestock production, aiming at a reconstruction of the
significantly reduced meat and dairy sectors given the historical context. Finally, the
countries in the Southern Hemisphere region are all characterised by high degrees of
market orientation and low levels of support with percentage PSEs of less than 5%. The
subsequent sections will deal with these policy characteristics in greater detail.
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Producer support increased slightly after the historical low reached in 2011

On average, in the countries covered by this report, about one sixth of gross farm
receipts is due to public policies that support farmers. The percentage Producer Support
Estimate has increased to 17% in 2012, compared to 15% in 2011. As for the longer-term
decline in the percentage PSE discussed further below, this short-term change is partly
related to developments in world prices for agricultural commodities, as opposed to
explicit policy changes.

Despite this most recent development, the level of support is following a general
downward development: the average %PSE for the period 1995-97 was 21%, while for
2010-12 the average was 16%. These aggregates mask large variations across regions and
countries. Support in the North America region fell from 12% to 9% in that period
(Figure 2.1), with Canada providing higher support than Mexico and the United States. The
Europe region has largely followed the overall trend, with PSE falling, on average, from 34%
to 20%. Higher than the regional average levels of support persist in Norway, Switzerland
and Iceland and lower levels in Turkey, the European Union, and Israel. The average in this
region is strongly driven by developments in the European Union.

The trend is less clear for the “CIS’ area (Russia, Ukraine and Kazakhstan), where the
average level of support was 11% in 1995-97 and 12% in 2010-12, having been negative in
1999. The volatility in support levels is visible for all three countries, although support in
Russia has stabilized somewhat since 2003 at levels slightly above those estimated for
Ukraine and Kazakhstan. Dominated by China and Indonesia, support in the “Asian’ region
also fluctuates, with average %PSE levels at 22% in 1995-97 and 20% in 2010-12. Within this
region, a marked difference persists between high but slowly falling levels of support in
Korea and Japan, and low, but increasing support in China and Indonesia. For both China
and Indonesia, the estimated level of support has been negative in some years. Finally, the
countries covered in the “Southern Hemisphere’ region are characterized by low and stable
levels of support, with an average 4% in 2010-12.

For the OECD average, the level of support is following a downward trend, with levels
of 37% in 1986-88, 30% in 1995-97 and 19% in 2010-12. These trends in average support are
mirrored by the development in other indicators. The Nominal Assistance Coefficient
(Producer NAC) of 1.23 indicates that total gross farm receipts in the OECD were about 23%
higher in 2010-12 than if they were generated at world market prices and with no
budgetary support — a differential that has narrowed significantly since 1986-88 when it
was 59%. Similarly, the Nominal Protection Coefficient (Producer NPC) of 1.10 suggests that
farmers in OECD countries, overall, received prices that were 10% above international
market levels in 2010-12, compared to almost 50% during the 1986-88 average.

The increase in the %PSE in 2012 compared to 2011 for the countries covered in this
report is observed for most individual countries as well, although changes often remained
small. The strongest year-on-year increase is estimated for Indonesia (+6.4 percentage
points), Ukraine (turning from negative to positive), Japan (+4.5 percentage points) and
Norway (+4.0 percentage points), while China, Kazakhstan, Iceland, Switzerland, Korea and
the European Union showed an increase of less than four but more than one percentage
points. Declining levels of support were found for Russia (-1.6 percentage points), Israel
(-1.4 percentage points), while changes in other countries remained smaller than plus or
minus one percentage point) (Figure 2.2).
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Figure 2.1. Evolution of support indicators, 1995-2012
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2. The OECD total does not include the non-OECD EU member states.
Source: OECD, PSE/CSE Database, 2013.
StatLink Si=m http://dx.doi.org/10.1787/888932874715
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Figure 2.2. Producer Support Estimates by country, 2011 and 2012
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1. European Union 27.
2. The OECD total does not include the non-OECD EU member states.
Source: OECD, PSE/CSE Database, 2013.
StatLink sm=m http://dx.doi.org/10.1787/888932874734

Potentially most production and trade distorting forms of support have been
reduced...

Most of the variation in the %PSE is due to changes in the most distorting forms of
support, including market price support, payments based on output, and payments based
on variable input use without input constraints.? Overall across the countries covered by
this report, the share of these most distorting forms of support in farmers’ gross farm
receipts has decreased from 16% in 1995-97 to 11% in 2010-12. For the OECD total, this
decline is even more pronounced, with the share falling from 32% in 1986-88 to 22% in
1995-97 and 9% in 2010-12. This again closely mirrors developments in the NPC. As shown
in Box 2.1, however, these changes in producer support and in particular its most distorting
forms are partly driven by developments on international markets rather than by explicit
policy changes.

... whereas most countries changed other forms of support only to a small extent

In contrast, relatively little change has been seen in other, less distortive forms of
support, which remain small compared to support based on output or inputs without
constraints. For the total of the countries covered in this report, the share of these forms of
support in farmers’ gross farm receipts has increased from 5.1% in 1995-97 to 6.7% in
2010-12. This share is higher in Europe, in particular in Switzerland and Norway. With an
increase of between 4 and 10 percentage points in farmers’ gross farm receipts, the
strongest growth in these forms of support between 1995-97 and 2010-12 is estimated for
Iceland, Norway, Japan and Switzerland (see also Figure 2.10 below).
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Box 2.1. How much of the decline in potentially most distorting support is due
to policy changes?

The observed decline in market price support has been caused to a significant degree by increasing prices
on international markets, as opposed to changes in legislation. This box briefly looks at rice, milk, sugar
and sheep meat, the four commodities that benefitted most from Single Commodity Transfers in OECD
countries during 1995-97. We also focus on the period starting from 2000, which showed significant
increases in agricultural commodity prices. Market price differentials (i.e. the difference between prices
received by farmers and the reference prices they would have received without policy intervention, all
expressed in local currencies) in many cases show a strong negative correlation with reference prices.!

For rice, Japan and Korea account for 87% of the market price support provided to rice producers during
the 2000-12 period? - in these countries movements in reference prices explain 65% and 81% of the
variation in market price differentials, respectively. Korean rice prices have barely moved as markets are
largely closed and increased prices on international markets are hardly transmitted into the domestic
market. Markets are largely closed in Japan as well, but decreasing domestic prices driven by declining
demand and, from 2010, by direct payments to farmers helped to reduce market price differentials for
much of the last decade.

Changes in market price differentials in milk markets are explained to a significant extent by changes in
reference prices in Switzerland, the EU, Israel, Japan, Norway and the United States - these countries
accounted for two-thirds of the market price support provided to milk producers in the countries covered
by this report during the period 2000-12. In the EU, milk prices remained practically unchanged at their
administered levels until international prices for dairy products rose sharply in 2007/08 and again in 2010/
11. In Switzerland, however, the removal of milk price controls and the elimination of the milk quota
system have resulted in some decline in domestic milk prices, helping to reduce the market price
differential. In contrast to the countries above, and despite increasing reference prices, the market price
differential in Canada kept widening, although with large fluctuations. Administered prices for raw milk
continued to increase based on estimated cost of production, while the quota system and import tariffs
helped to maintain the high and increasing market price differential. Milk prices kept increasing above
reference prices in Korea as well where ad-valorem tariffs of between 20% and 40% and, for skimmed and
whole milk powder, TRQs with a 176% over-quota tariff, lift domestic prices for processed milk well above
world price levels. Largely independent from government policies, the large and non-tradable fresh milk
sector creates an additional premium for domestic milk producers. Russia has reduced import tariffs for
several dairy products in 2012 following its WTO accession, contributing to the decline in MPS in that
country.

Between 2000 and 2012, more than a third of all market price support provided to sugar producers in the
covered countries was generated in the European Union, where reforms of the sugar market policy and
notably the reduction of guaranteed prices and the abolition of sugar intervention have resulted in a
significant decline in sugar prices. Together with increasing reference prices these have resulted in the
market price differential disappearing, meaning that in this case both policy changes and market
developments contributed in the reduction of the market price support. Switzerland also saw domestic
prices fall after 2007 following the reform of sugar markets during the 2006-09 period, including abolition
of the quota system, of guaranteed prices for sugar beet as well as of direct payments for sugar processors.
While reference prices increased in parallel, both policy changes and international market developments
contributed to reduced market price support since the mid-2000s.

A clear correlation exists also between reference prices and market price differentials for sheep meat in
Switzerland and the European Union, but in contrast to dairy and sugar markets no administered prices
exist, and the decreasing price gap, while coinciding with increasing reference prices, is largely due to
reductions in border protection. The abolition of administered prices for sheep meat in Iceland resulted in
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Box 2.1. How much of the decline in potentially most distorting support is due to policy
changes? (cont.)

the elimination of market price support in the early 2000s, while Israel saw its market price differential
increase through most of the decade together with reference prices as ad-valorem tariffs remained
unchanged. sheep meat markets in Norway are closed, and domestic prices are agreed annually. In
consequence, while changes in market price differentials tend to follow reference price movements, they
remained high for most of the decade.

In summary, both policy changes and increased prices on international markets have helped to reduce
market price support levels since 2000. The relative shares between policies and market developments
differ across countries and commodities: while the declining MPS for rice is mainly driven by market
developments, policy changes contributed to lower market price differentials for dairy in Switzerland and
Russia, and for sugar and sheep meat in the EU and in Switzerland.

1. While reference prices reflect development on international commodity markets, they are also influenced by exchange rate

movements. However, here we do not investigate the implications of exchange rate changes.
2. Taking into account only countries providing positive market price support.

The specific characteristics of agricultural support need to be considered in detail...

While developments in these two broad groups of policies provide a first indication of
the ways support is provided to farmers, a more detailed look at the composition of support
is required. Assistance to farmers may be provided in various forms, such as by increasing
the price farmers receive, reducing the cost of inputs used, as a payment per hectare or per
animal, or as a top-up of farmers’ income. Eligibility for support may or may not depend on
whether the farmer actually produces or not and may be based on current or past farming
decisions. These differences matter as the impacts of support on production, trade and
agricultural incomes depend on these criteria.

... as the composition of support differs widely across countries

As mentioned above, support levels in North America are consistently below the OECD
total, and both Mexico and the United States have below-average levels of potentially most
distorting support. As shown in Figure 2.3, a significant share of support in these countries
is provided through market price support (Canada, Mexico) and through payments based
on input use (United States, Mexico). Area payments are strongly counter-cyclical in
Canada and the United States, underlining these countries’ focus on farm income or
revenue stabilization policies.

The Europe region - with the exception of Israel and the European Union, respectively
- shows levels of producer support and of potentially most distorting support above the
OECD total. A continued focus on market price support is found for Norway, Switzerland,
Turkey, Iceland and Israel, supplemented by payments based on output and by input
support. Area and headage payments represent additional important support elements in
Norway and Switzerland, with an increasing share of these payments being decoupled
from current production decisions. These latter payments today represent the main form
of agricultural support in the European Union, where the Single Farm Payments and the
Single Area Payment Scheme are the principal instruments after the move towards more
decoupled support. In contrast to the other countries of this region, market price support
in the European Union now is largely limited to meat products.
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Figure 2.3. Composition of Producer Support Estimate by country, 2010-12
Per cent of gross farm receipts
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1. European Union 27.
2. The OECD total does not include the non-OECD EU member states.
Source: OECD, PSE/CSE Database, 2013.
StatLink SazP http://dx.doi.org/10.1787/888932874753

Support in the covered CIS countries — lower than for the OECD total - essentially
consists of market price support and input subsidies. Price protection is strongly biased
towards livestock products, while grains — with the notable exception of wheat in
Kazakhstan - receive negative market price support which taxes producers and benefits
consumers, both on the food and on the livestock feed side. The importance of input
subsidies, particularly for the purchase of fertilizers, is a feature in all three countries,
although the share of input subsidies in gross farm receipts is comparable to that in other
regions.

The four East-Asian countries covered by this report — China, Indonesia, Japan and
Korea - differ substantially in their level of support, but all show a strong focus on market
price support, representing between almost 70% of the PSE in China and about 90% of the
PSE in Indonesia and Korea. Input subsidies complement higher output prices, particularly
for fertilizers in Indonesia and Korea, for credit in Japan, and for soil improvement and
water in Korea. China, Japan and Korea also provide significant area payments based on
both current and, in the case of Japan and Korea, non-current parameters.
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As indicated above, the group of countries covered from the Southern Hemisphere
region consistently provides low levels of support representing less than 5% of farmers’
gross farm receipts. About half of that is provided through market price support in Brazil
and South Africa, while in New Zealand, import constraints for sanitary reasons result in
higher prices mainly for poultry - but the transfers involved represent only a small part of
gross farm receipts. Input support subsidising credit and/or variable inputs is important in
Brazil, Chile, South Africa and Australia.

Payments with variable rates have increased in several countries

Countries provide a multitude of support measures which, through their counter-
cyclical implementation, tend to stabilise farmers’ incomes. To a significant degree, market
price support tends to be countercyclical, in particular if domestic prices are regulated or
isolated from international markets through prohibitive import barriers. Budgetary
measures often contain counter-cyclical elements as well. The PSE uses labels to distinguish
payments with fixed rates from those with variable ones. Payments with variable rates
include support measures “where the formula determining the level of payment is triggered
by a change in price, yield, net revenue or income, or a change in production cost”
(OECD, 2010), and hence by construction counter-cyclical. Such payments can be based on
various criteria, but most frequently they are related to crop area and livestock numbers,
such as disaster payments, to variable inputs or capital, such as concessional loans at
administered interest rates, or directly to output quantities - such as deficiency payments.

The importance of these measures varies greatly across countries, both in terms of
their size and trend. Across all countries covered in this report, they represented 0.9% of
farmers’ gross farm receipts in 2010-12, compared to 1.2% in 1995-97. During the same
period, the share of these measures increased in the OECD area from 1% to 1.2%. Such
payments are most important in Canada (mainly crop insurance payments and income
stabilization payments), Russia (mainly energy, loan and crop insurance subsidies), Japan
(mainly deficiency and area payments) and Brazil (mainly loan subsidies and insurance
payments), where they represent more than 2% of gross farm receipts. Payments with
variable rates have increased as a share in gross farm receipts particularly in Mexico, Japan,
Kazakhstan and the United States (Figure 2.4).3

A number of factors explain these developments: in several countries, the application
of counter-cyclical payments has increased through new measures - such as the new direct
payment scheme for beef and the new Rice Farm Income Support in Japan. In other cases,
higher commodity prices (and hence increased insurance values) together with weather-
related crop damages during 2010-12 and their compensation under existing schemes
drove the increase —such as the crop insurance scheme in the United States. Finally,
increased energy prices triggered a substantial rise in payments through the electricity and
diesel subsidy programmes in Mexico. On the other hand, high commodity prices resulted
in a quasi-absence of payments through the counter-cyclical payment and ACRE schemes
in the United States.

As shown by earlier OECD work, farmers and government dispose of a variety of tools
that can help to stabilise farmers’ incomes. Payments based on output or on input use that
are implemented in a counter-cyclical way may contribute to reduced fluctuations in
incomes, but have been shown to have strong distorting effects on markets and a
comparatively low income transfer efficiency. Payments to mitigate income risks should
therefore be limited to catastrophic events.

AGRICULTURAL POLICY MONITORING AND EVALUATION 2013 © OECD 2013 47



1.2. EVALUATION OF AGRICULTURAL POLICIES

Figure 2.4. Payments with variable payment rates, 1995-97 and 2010-12

Excluding market price support — per cent of gross farm receipts
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Note: Countries are ranked according to the percentage shares of payments provided with variable rates in gross farm
receipts in 2010-12.
1. EU15 for 1995-97; EU27 for 2010-12.
2. The OECD total does not include the non-OECD EU member states.
Source: OECD, PSE/CSE Database, 2013.
StatLink = http://dx.doi.org/10.1787/888932874772

Only a few countries provide support in its least distorting forms

Support payments are least likely to create distortions in the markets — and most
effective in transferring income to farmers - if they are independent from farmers’
decisions or market developments, and if farm production is not required to ensure
eligibility, i.e. if they are based on non-current parameters without production
requirements. Payments which require specific, mainly environmental services are
unlikely to be distorting and do not necessarily enhance farmers’ incomes.

Payments based on non-current parameters without production requirements are
most relevant in Switzerland, the European Union and Japan where they represent 12%, 9%
and 4% of gross farm receipts, respectively (see Figure 2.3 above). They are provided also to
farmers in the Mexico and Korea (around 2%), the United States (about 1%), Australia,
Canada, China, and Turkey (less than 0.5% of gross farm receipts), but have been stopped
in Israel and Iceland after 2005. On the other hand, payments based on non-commodity
criteria are provided only in Switzerland (1.9% of gross farm receipts), the United States,
the European Union, China, Norway, Canada, Iceland and Australia (all less than 1%).

As mentioned, payments based on non-current parameters without production
requirements provide for high transfer efficiency while being least likely to distort markets
and trade. They are, however, not necessarily targeted to the neediest households, and
often benefit large farms more than smaller ones. A range of policy options, including from
other policy areas such as social-security measures, is available to help poor farm
households in a targeted and efficient manner.
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Commodity-specific support is falling but continues to bias the commodity mix

The general trend to move away from market price support and the introduction of
payments which are more or less decoupled from production decisions result in greater
flexibility of farmers in their choices of product mix. This trend is also visible in the
decreasing share of production support that is linked to individual commodities (such as
wheat), or groups of commodities (such as cereals), and the increasing share of payments
provided to all commodities, or not linked to commodities at all. The Single Commodity
Transfers (SCT) indicator measures support directed at specific commodities, and which
therefore creates a particularly strong incentive to choose individual commodities. Despite
a significant reduction in the share of commodity-specific support, these distortions
remain strong: The share of SCTs in the total PSE of countries covered by this report has
fallen from 72% in 1995-97 to 59% in 2010-12 (for the OECD total, the share has fallen from
75% to 52% during that period). As can be seen in Figure 2.5, Single Commodity Transfers
are particularly biased towards rice, and less importantly towards sugar and livestock
products, whereas most crops benefit less from SCTs. Most of the reduction in SCTs is due
to lower market price support.

Figure 2.5. Single Commodity Transfers, 1995-97 and 2010-12

Per cent of gross farm receipts for each commodity across covered countries
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Source: OECD, PSE/CSE Database, 2013.
StatlLink Sazm http://dx.doi.org/10.1787/888932874791

As SCTs have fallen, so also has the policy bias in favour of livestock products. During
the 1995-97 period, and across world regions, most of the countries covered by this report
provided support in a way that was more or less strongly biased towards livestock
production. Exceptions included Switzerland and Norway, Ukraine, Japan and Korea. As
shown in Figure 2.6, this bias had been removed by 2010-12 in both North America and in
the Southern Hemisphere regions. A strong policy bias in favour of livestock production is
observed only in the CIS region, and has been eliminated in Kazakhstan largely due to
higher support to crop producers; a smaller bias towards livestock production also remains
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50

Figure 2.6. Single and Group Commodity Transfers to crops and livestock
products, 1995-97 and 2010-12

Per cent of gross farm receipts for each commodity group, by region
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1. EU15 for 1995-97; EU27 for 2010-12.
Source: OECD, PSE/CSE Database, 2013.

StatLink Sa=m http://dx.doi.org/10.1787/888932874810

in “Europe”. As mentioned above, market price support is mostly negative for crops in the
“CIS’ countries but positive for most livestock products (with the exception of milk in
Ukraine). This bias clearly results from the expressed interest in these countries to rebuild
the livestock industry whose output fell by half after the break-down of the Soviet Union.
Within North America, the increased bias in favour of livestock production in Canada is
now contrasted by crop-favouring policies in both the United States and Mexico. In
“Europe”, both Norway and Switzerland have reduced their support bias in favour of crop
production, while Israel and Turkey have reduced their bias towards livestock production.
The European Union has kept a relatively unbiased support system while reducing support
levels for both crops and livestock. The Asia region, where rice is both a key agricultural
output and staple food for large parts of the population, maintains a bias towards crop
production, with some reduced support in Japan and Korea but growing crop support in
China and Indonesia. Following the elimination of the strong negative support for sugar in
Brazil, support overall is small in the Southern Hemisphere countries, with little bias
towards livestock production.

General services support is gaining importance

In addition to support provided to producers individually (measured by the PSE),
governments also assist the agricultural sector through public financing of research and
development, agricultural education, inspection services, marketing and promotion
activities and public stockholding. Monetary transfers to the agricultural sector associated
with these kinds of services are measured by the General Services Support Estimate (GSSE).
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Expenditures on general services have increased steadily over time, both in absolute
terms and, in many countries, as a share of total support (i.e. the combined PSE and GSSE).*
For the OECD, the share of general services in the total support provided to the agricultural
sector has increased from 12% during 1986-88 to 19% in 1995-97 and 26% in 2010-12. In
addition to the increased expenditures for general services, however, the decline in
support to individual producers and particularly in market price support has driven these
changes in the shares.

There have been significant changes in the composition of the GSSE. Most importantly,
the already important share of transfers related to marketing and promotion has further
increased after 2008 and represented more than half of the total GSSE in the countries
covered by this report during 2010-12 (its share reached 67% in OECD countries). Marketing
and promotion was particularly dominant in the United States (89%) and Turkey (63%). In
the United States, most of the funds are used to cover administrative, processing and retail
costs related to food aid, while in Turkey these expenditures relate to the operation of state
market agencies.

Other countries have other priorities. Infrastructure improvements account for the
lion’s share of general services in Indonesia, Japan, Korea, Chile and Brazil - much of these
expenditures are spent on irrigation systems. In Australia, more than 60% of the GSSE is
related to research and development, which represents the largest component in general
services also in South Africa, Norway and Israel. The inspection services related to food
safety, animal and plant health measures represents the main part of the GSSE in
Kazakhstan, New Zealand and Canada (Figure 2.7).

Figure 2.7. Composition of General Services Support Estimate by country, 2010-12
Percentage shares in GSSE
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Notes: Figures next to country names indicate the GSSE share in the Total Support Estimate.

Countries are ranked according to the percentage shares of General Service Support in Total Support in 2010-12.
1. European Union 27.

Source: OECD, PSE/CSE Database, 2013.
Statlink &i=r http://dx.doi.org/10.1787/888932874829
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Less market price support also means lowered burdens for consumers

Agricultural policies not only affect producers, but also consumers of agricultural
products. If government policies raise domestic prices above world market prices,
consumers (including food processors) pay this price difference and hence support
producers. Consumers may be compensated through budget payments to food processors,
through different forms of food aid etc. The value of the costs from agricultural policies to
consumers, expressed in percent of consumers’ expenditures (measured at the farm gate
level) is shown by the Consumer Support Estimate (%CSE): a negative %CSE suggests that
consumers are implicitly taxed by the combined set of policies, while a positive %CSE
shows net benefits for consumers.

As the main policy affecting consumers is market price support, the high prevalence
of MPS is reflected in the %CSE (Figure 2.8): most countries analysed in this report tax their
consumers, although the level of this taxation differs significantly. Between 1995-97 and
2010-12, most countries reduced this implicit taxation of consumers. Nonetheless, the
%CSE in Korea, Japan and Norway was still less than -40% during 2010-12, while in
Switzerland and Iceland it was around -30%. The implicit taxation of consumers in 2010-12
has been quite similar in Indonesia where the %CSE moved from close to zero to -24%. At
the other end of the spectrum, consumers in Chile and Australia are virtually unaffected by
agricultural policies — a consequence of the absence of significant market price support in
these countries. Consumers benefit from depressed prices for crops in Ukraine, while
market price support in the United States is more than offset by various domestic food aid
programmes. Due to the reduction in price support and expanded nutrition programme
spending, the positive %CSE increased from 3% in 1995-97 to more than 13% in 2010-12.

Figure 2.8. Consumer Support Estimate by country, 1995-97 and 2010-12

Per cent of consumption expenditure measured at the farm gate
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Note: Countries are ranked according to 2010-12 levels. A negative percentage CSE is an implicit tax to consumption.
1. EU15 for 1995-97; EU27 for 2010-12.
2. The OECD total does not include the non-OECD EU member states.
Source: OECD, PSE/CSE Database, 2013.
StatLink Su=r http://dx.doi.org/10.1787/888932874848
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Agricultural support shrinks in most countries relative to the total economy

To measure the overall support to the agricultural sector, the Total Support Estimate
(TSE) combines transfers to producers individually (the PSE), to producers collectively (the
GSSE) as well as budgetary support to consumers (i.e. the CSE net of the market price
element). As the total value of the TSE strongly depends on the size of the country, it is
expressed relative to the country’s GDP (%TSE). For the countries covered in this report, the
scale of total support relative to GDP has fallen significantly from 1.5% in 1995-97 to 1.1% in
2010-12 (for the OECD average, the share has fallen from 1.6% to 0.9% in the same period
(see Figure 2.9); the decline has been even more pronounced in the longer run, for 1986-88
the %TSE was estimated at 3.1%). The reduction in support levels, and in particular in the
market price support, has contributed, but the main reason for the decline in the %TSE is
the diminishing importance of the agricultural sectors in the countries’ overall economies.

The share of total support in GDP has been falling consistently in most countries, but
there are a few notable exceptions: since 1995-97, the %TSE has strongly increased in
Indonesia, which with 3.4% provided the largest support to agriculture relative to its
economy among the countries covered in this report. A significant increase is also
estimated for China, where the %TSE went up from 1.4% to 2.3% between 1995-97 and
2010-12. While the importance of the agricultural sector in Chinese GDP has shrunk by half
during that period, both countries have substantially increased their levels of support
which today is close to the OECD average. Both Ukraine and Brazil, which used to tax their
agricultural sectors in the mid-90s, now provide positive support to agriculture in 2010-12,
with their %TSE now levelling at 0.7% and 0.5%, respectively.

Figure 2.9. Total Support Estimate by country, 1995-97 and 2010-12
Per cent of GDP
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Note: Countries are ranked according to 2010-12 levels.
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2. The OECD total does not include the non-OECD EU member states.
Source: OECD, PSE/CSE Database, 2013.
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In spite of substantial declines in the %TSE, Turkey and Korea still provide support to
their agricultural sectors worth 2.5% and 2% of their GDP, respectively. For Turkey, this
mainly reflects the high importance of the agricultural sector within the country’s GDP.
Support shares close to the average are estimated for Japan, Iceland, Kazakhstan and
Russia, while the scale of agricultural support is less than 0.5% in the five southern
hemisphere countries covered by this report - Chile, New Zealand, South Africa and
Australia - as well as in Israel.

Assessing support and reforms

An assessment of policy reforms involves an examination on how different forms of
agricultural support have evolved over time, and an estimation of what these
developments imply in terms of the underlying policy objectives as well as in terms of
distortions. The different PSE indicators provide insights as to how much support is
provided to farmers individually or collectively, as well as to how the support is delivered.
None of the PSE indicators measure impacts. In order to assess the way support affects
agricultural production, trade and incomes, economic modelling is required that accounts
for the various ways in which support can be provided. The OECD Policy Evaluation Model
(PEM) allows for the calculation of various impact indicators which are presented below:.

Support to agriculture is shrinking

Total support to agriculture as a whole has decreased relative to the size of the
economy. This overall development is driven by reductions in most OECD countries, partly
due to the falling share of agriculture in the GDP as economic output grows, but also due to
declining levels of support. The key driver behind falling support has been the decline in
some of the most distortive forms of support, in particular in market price support. While
much of that decline is owed to rising world market prices, some policy re-orientation has
helped to reduce in particular the most distorting forms of support. On the other hand,
Indonesia and China have significantly increased support relative to the size of their
economies, while Ukraine and Brazil have turned from net taxing their agricultural sector
to net supporting them

Figure 2.10 summarises how support to farmers has developed across countries from
1986-88 (not available for some countries) through 1995-97 until 2010-12. The figure breaks
the total %PSE apart and separates the most distorting policies (support based on output or
on non-constrained variable input use) from other forms of support, with the sum of the
two shares being equal to the %PSE. Movements towards the vertical axis signify a
reduction in most distorting support, while developments towards the horizontal axis
show a reduction in other forms of support. The arrows in East-West direction show that
most countries have reduced most distorting support which, however, remains high in
several countries in Europe and Asia. A number of countries have to some degree increased
other, less distorting forms of support partially compensating for the reduction in most
distorting support. These developments are visible as north-west pointing arrows in the
graph, although this representation hides the sometimes significant changes within this
other group of support. For instance, the change from price support towards area payments
in the European Union is clearly visible, while the more recent basing of payments on non-
current parameters is hidden. In consequence, total support often has changed less than
support based on output and unconstrained input use alone. In contrast to most OECD
countries, a significant increase in support in general, and in its most distorting forms in
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Figure 2.10. Changes in producer support, by country, 1986-88 — 2010-12

Per cent of gross farm receipts: potentially most distorting support versus other support
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1. For Mexico, the change is measured between 1991-93, 1996-98 and 2010-12.

2. EU12 for 1986-88, EU15 for 1995-97 and EU27 for 2010-12.

3. The OECD total does not include the non-OECD EU member states.

Source: OECD, PSE/CSE Database, 2013.
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particular, can be noted for China, Indonesia and Kazakhstan. Brazil and Ukraine
eliminated large negative support for agriculture that existed during the mid-1990s, and
which implied strong distortions to agricultural markets comparable to large positive levels
of support.

The reduced levels of most distorting support not only produce more market-oriented
agricultural sectors, but also allow a larger share of transfers ending up increasing farmers’
incomes by increasing the share of less distortive support. Using the OECD Policy
Evaluation Model to estimate the impact of reforms in selected OECD countries, it is
possible to derive effects on market and incomes from policy efforts shown in Figure 2.10.°
These effects are shown in Figure 2.11. Movements to the north-east of the graph imply
smaller production distortions and stronger farm income effects of the policy sets.

Figure 2.11. Changes in the degree of decoupling and in the income impact
of agricultural policies, 1986-2011
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2. EU12 for 1986-88, EU15 for 1995-97 and EU27 for 2009-11.
3. For Mexico the first and second periods are 1991-93 and 1996-98, respectively.
Source: OECD Policy Evaluation Model.
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The figure shows that in all seven countries represented progress has been made to
increase the level of decoupling of support, and to improve the efficiency of implied
income transfers. Progress in decoupling support has been strongest in the European
Union, Mexico and Switzerland, while the strongest improvements in income efficiencies
are estimated for the EU and Mexico. The United States made significant progress on both
accounts since 1995-97. For Japan and Korea, most of the progress in terms of decoupling
and income efficiency took place after 1995-97 as well, but notably for Korea it remained
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more limited than in other countries. Canada made some steps towards decoupling
support, but the overall income transfer efficiency has changed relatively little.

Agricultural support overall has become less distortive for agricultural decisions,
production and markets and more efficient in transferring income to farmers. The support
of farm incomes is among the policy objectives in a number of countries. Policy objectives
are, however, much more diverse than that, and often include the correction of various
market failures referring to the environmental, rural amenities, land and water
management, food safety and food security (OECD, 2002). Policy priorities have also been
expressed by Ministers of Agriculture at their OECD Meeting in 2010, including measures to
mitigate and cope with high and volatile prices potentially threatening food security in
many countries and requiring risk management tools; climate change calling for both
mitigation and adaptation strategies; increasingly scarce resources such as land, water and
biodiversity. Agricultural and rural development policies need to be coherent with policies
in other areas, and unintended effects require greater attention.

Current high agricultural prices and medium term expectations of continued high
prices provide opportunities and challenges for policy adjustments. With high prices, the
rationale for price support has weakened, and at a period of fiscal consolidation in
numerous countries, budgetary transfers to all farms independent of their financial
situation and unrelated to their provision of public goods (or the avoidance of public bads)
appears to be an inefficient use of scarce financial resources. Policy priorities differ across
countries and, in many cases, are specific to particular regions or groups of farms. One-
size-fits-all policies will be inappropriate to deal with specific challenges, and even more
so across different countries. Instead, policy objectives need to be carefully translated into
targeted measures. As discussed in Box 2.2, both the extent to which governments
intervene in agricultural markets and the mix of policy measures applied depends on a
variety of factors, and while some generic variables can be identified that predict
differences in support across countries to some degree, countries maintain a significant
degree of freedom to improve policy efficiency beyond average practice. Policy discussions
currently under way towards new policy framework legislations in several countries, and
annual revisions of existing policies in others, provide opportunities to continue and
accelerate the progress made so far, allowing agricultural policies to become more efficient,
less expensive and less distortive.

Box 2.2. Structural drivers of agricultural support and different policy choices

Decisions to support agriculture and to reform policies are made against an economic background that
varies over time and across countries. Empirical analysis (Annex 2.A1) of past developments in support
levels can highlight common structural economic factors behind agricultural policies and show how each
country has dealt with these structural factors by making its own policy choices.

The rationales of agricultural policies have evolved in the process of economic development. In a stylized way
this process can be described by three phases: at low income stages, taxing agriculture can serve to extract
resources from the sector and thus facilitate non-agricultural development. As economic development takes
off, rising income disparities between farm and non-farm households, driven mainly by the difficulty of
reallocating labour from agriculture to non-agricultural sectors (Barrett, Carter and Timmer 2010), has often led
governments to provide net support to the agricultural sector in order to mitigate these disparities. With further
economic growth, other policy objectives have come increasingly to the foreground such as competitiveness of
the sector, stability of farm income, environmental and resource protection and development of rural areas.
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Box 2.2. Structural drivers of agricultural support and different policy choices (cont.)

Figure 2.12 plots the relationship between income level (measured by the per capita GDP at constant
prices) and the level of agricultural support (measured by the Nominal Rate of Assistance, as calculated by
Anderson and Nelgen, 2012) for 72 countries from 1955-2010. The fitted trend line suggests that, on average,
agriculture is initially taxed but it is eventually supported as per capita GDP reaches higher levels. The
cross-country heterogeneity of the support level becomes greater at higher income levels, suggesting that
with development a larger array of policy choices is available across countries.

Figure 2.12. Evolution of support at different stages of economic development 1955-2010
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Note: The Nominal Rate of Assistance (NRA) is conceptually similar to the Nominal Assistance Coefficient (NAC), with NRA = NAC -1.
There are, however, a number of differences in terms of coverage of support policies, data sources and process.
Source: Anderson and Nelgen (2012).
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To isolate this array of policy choices from structural economic factors, a regression analysis is performed
on the level of support and the composition of support. The regressors are the Nominal Assistance
Coefficient (NAC) and the share of potentially most distorting support in the PSE Database covering OECD
areas and seven non-member countries between 1986 and 2010. The regression model includes three
economic structural variables as potential explanatory variables of support: the income level measured by
per capita GDP, the relative importance of agriculture measured by the share of agriculture in GDP, and the
comparative advantage of agriculture estimated with the agricultural land area per capita. The model allows
for the possibility that the influence of the latter two variables varies with the income level. In addition, a
time trend controls for changes over time, such as the observed declining overall support levels. Note that
these indicators are often imperfect proxies of the structural factors they represent. E.g., the comparative
advantage of agriculture relative to other sectors depends on a range of variables of which land endowment
is only one; both Australia and Kazakhstan have an exceptionally high land endowment while both have
limited water availability. One could also consider additional explanatory factors that might determine
levels and composition of support, such as the price index for agricultural commodities which, as discussed
in Box 2 above, should be negatively correlated to market price support and possibly other support
measures. The present analysis should therefore be seen as a first attempt at identifying countries’ range
of policy options in light of their economic and structural situation.

Using the estimated equations together with observed values of explanatory variables for each country
and year, one obtains a residual that is not explained by structural factors, and thus an indication of the
margin of policy choices that is not determined by the economic structural factors used here.
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Box 2.2. Structural drivers of agricultural support and different policy choices (cont.)

The regression analysis suggests that, other factors being constant, the level of support tends to be higher
in countries with higher income level. It also indicates that, as income levels increase, the countries with
higher shares of agriculture in GDP and a lower comparative advantage in agriculture tend to support
agriculture at a higher level. Countries where agricultural land is scarce tend to support the sector relatively
more heavily.It should be clear, though, that while these estimates (see Annex 2.A1 for numerical results)
show statistical correlations, they do not imply that countries with higher incomes, larger agricultural GDP
shares and less land endowment need to provide higher levels of support.

Figure 2.13 compares the average residual in two periods: 1986-2010 and 2006-10. In the OECD area, the
largest average differences in 1986-2010 are found for Korea, Switzerland, Norway, Japan and Iceland.
Support levels in these countries are higher than what could be inferred from their land scarcity, the weight
of agriculture in the overall economy, and their high income levels. However, some countries have made
efforts to reduce support levels in the recent period. The average observed support level in the whole period
is lower than predicted by the model in New Zealand, United States, Canada, Israel, EU, Turkey, Mexico and
Chile. The recent increase in support levels in non-OECD countries cannot be explained by economic
structural factors alone, such as the increase in their income level.

Figure 2.13. Level of support unexplained by structural factors
Differences between observed and model-predicted level of NAC, per year average in two periods
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1. EU12 for 1986-88, EU15 for 1995-97 and EU27 for 2006-10.
2. Estimation is limited t01995-2010 period for Brazil, Chile, China, Indonesia, Israel, Kazakhstan, Russia, Ukraine and South
Africa.
Source: Estimation based on OECD PSE/CSE Database, 2013.
StatlLink Smsm http://dx.doi.org/10.1787/888932874943

The regression analysis also indicates that, other factors again being constant, the share of most
distorting support tends to be higher in countries with lower levels of income, lower weight of agriculture
in the economy and higher level of support. However, the influence of the comparative advantage in
agriculture on the share of most distorting support is found to be statistically insignificant. In comparison
with the level of support, the choice of the type of policy instruments appears to be less correlated with
economic structural variables and depends more on other factors that determine the policy reform process.

Figure 2.14 shows the average difference between the actual share of most distorting support and the
share that is predicted by the model in two periods: 1986-2010 and 2006-10. In the OECD area, Japan, Turkey,
Israel and Iceland have on average more than 5 percentage points higher shares of most distorting support.
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Box 2.2. Structural drivers of agricultural support and different policy choices (cont.)

This deviation becomes even larger in the recent period in Japan, Korea and Iceland, implying that these
countries are falling behind the reform trend of re-instrumentation to less distorting support. In contrast,
Switzerland and Norway, which also have high support levels, have started to make less use of most
distorting support. Among non-OECD countries, Indonesia and South Africa have on average more than 10
percentage points higher shares of most distorting support than predicted by the model, while China,
Ukraine and Brazil have more than 10 percentage points lower shares.

Almost all OECD countries are reducing the support level overtime, but the degree of re-instrumentation
of support towards less distorting measures is very diverse across countries in recent periods. The choice
of policy instruments appears to be less correlated with the economic structural factors and different
approaches to policy reform in different countries have led to different choices of policy instruments.

Figure 2.14. Share of potentially most distorting support unexplained by structural factors

Differences between observed and model-predicted percentage share of potentially most distorting support, per year
average in two periods
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1. Estimation is limited t01995-2010 period for Brazil, Chile, China, Indonesia, Israel, Kazakhstan, Russia, Ukraine and South
Africa.
2. EU12 for 1986-88, EU15 for 1995-97 and EU27 for 2006-10.
Source: Estimation based on OECD PSE/CSE Database, 2013.
StatLink Su=m http://dx.doi.org/10.1787/888932874962
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Notes

1. Note that the “Europe” group is somewhat heterogeneous, as Iceland, Turkey and Israel show
neither much of decoupled payments, nor much payments with input constraints.

2. The distortive effect of such policy measures on production and trade was demonstrated in OECD
(2001),

3. Note that ad-hoc disaster payments in several countries are labelled to be based on fixed payment
rates, because while payments are triggered by changes in yields, revenues or incomes, their rates
do not depend on the level of these parameters. These payments are therefore not included in the
above shares.

4. For several countries, including in particular Russia, Kazakhstan and Ukraine, these shares are,
however, difficult to interpret given the negative market price support provided to crop producers
in these countries.
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5. The PEM provides a stylised representation of agricultural markets and policies in the participating
countries. It covers 7 OECD countries or regions (Canada, the European Union, Japan, Korea,
Mexico, Switzerland, the United States) and models six commodity markets (wheat, coarse grain,
oilseeds, rice, milk and beef) and input market, and it represents policies according to the PSE
classification. It is a partial equilibrium model that measures impacts in the medium term.
Therefore, the model estimates the impacts of a policy set in a specific year, assuming that the
impact occurs within a 3 to 5 year period and that no other policy change or market shock occur.
OECD (2011a) presents the most updated documentation of the PEM, including the method of
calculating the policy impact indicators.
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ANNEX 2.A1

Structural drivers of agricultural support and different
policy choices: Technical background note

Data source

The regression analysis in Box 2.2 of the Chapter 2 use the OECD PSE/CSE Database,
2013; Nominal Assistance Coefficient (NAC) and the percentage of most distorting support
(based on output and variable input use without input constraints). Two economic
structural variables used in explanatory variables (a percentage share of agriculture in GDP
and agricultural land per capita) are constructed based on the contextual indicators
presented in Chapter 2. The level of income is approximated by per capita GDP, USD,
constant prices, constant PPPs, 2005 from the OECD.stat.

Regression model

The OLS regression model on the structural drivers of the level of support is as follows.
LSit = a + 1 Xie + BoXip * incye + Baincy + Pale + &1t

where LS; ; represents the level of support measured by NAC; X; ; comprises variables for
relative importance of agriculture (a percentage share of agriculture in GDP) and
comparative advantage of agriculture (agricultural area per capita, 10 hectare); inc; ¢
represents the level of income (per capita GDP, USD 1 000), and A, is a time trend variable.
Interaction terms between the economic structural variable and income level are added
based on the assumption that the impacts of economic structural variables on the level of
support differ depending on the level of per capita income. In addition, the time trend
variable captures the declining trends of the level of producer support over time. The
“expected” level of support from the model is the estimated average of the existing support
across countries, adjusted for economic structural variables and the time trend of
declining level of support on average.

Similarly, the OLS regression model on the structural drivers of the share of most
distortive support in the PSE can be expressed as follows:

CSit = a + P1Xic + Bainciy + P3LS; + Baks + &

where CS; ; represent the composition of support measured by a share of most distortive
support in the PSE; X;  inc; ; and A; are the same vector of variables in the regression model
on the level of support. In addition, the explanatory variables include the

* Annex II.1 presents the sources and definitions of contextual indicators.
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contemporaneous level of support measured by the NAC. The observed data implies a
positive correlation is expected between the level of support and the share of distortive
support particularly at higher level of support. For example, the shares of distortive
support have never been below 40% for high support countries whose level of NAC
exceeding 1.5.

Regression results

Table 2.A1.1 reports the estimation results of two regression models. The regression
results on the level of support indicate positive and highly significant relationship between
per capita GDP and the level of support, higher level of income leads to higher level of
support, keeping other factors constant. No significant impacts of economic structural
variables are found on the level of support. However, the relationship between economic
structural variable and the level of support depends on the income level. The coefficient on
the interaction term between agricultural share of GDP and GDP per capita is positive and
significant. Similarly the interaction term with agricultural land per capita is negative and
significant. A negative relationship between comparative advantage of agriculture and
support level and the positive impact of economic share of agriculture on support level
become stronger at higher income level. The negative coefficient on the time trend variable
indicates that the level of support has been declining on average by 0.033 points per year.

The regression result on the composition of support shows that the countries with
higher level of income have on average lower share of most distortive support. The increase
in per capita GDP of USD 1000 is associated with 1.1 percentage points reduction in the
share of most distortive support. On the other hand, the level of support is positively
correlated with higher share of distorting support, controlling for other factors. The
coefficient on the share of agriculture in GDP is negative and significant. More economic
significance of agriculture leads to less distortive support, keeping other factors constant.
The coefficient indicates that the increase in agricultural share of GDP by one percentage
point is associated with 0.1 percentage point lower share of distortive form of support. On
the contrary, the coefficient on agricultural land per capita is found insignificant. Similar to
the level of support, the coefficient on yearly trend variable is negative and significant,
implying that on average the percentage of most distortive support declined at 0.4
percentage point per year.
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Table 2.A1.1. Regression results on the level of support
and the composition of support

M @

Dependent variables Nominal Assistance Coefficient Share of most distortive support in the PSE

Level of income

GDP per capita 0.038*** -0.011***
(8.00) (-10.99)
Relative Importance of agriculture
Share of agriculture in GDP 0.011 -0.010**
(0.86) (-2.80)
( Interaction term with GDP per capita) 0.0056***
(6.90)
Comparative Advantage of agriculture
Agricultural land per capita 0.013* 0.0010
(0.80) (0.50)
(Interaction term with GDP per capita) -0.0024***
(-4.01)
Level of support
Nominal Assistance Coefficient 0.13***
(11.80)
Time trend
Yearly trend variable (1986=0) -0.033*** -0.004***
(-6.88) (-2.45)
Constant 0.96*** 0.98***
(5.96) (23.84)
Observations 446 446
R-squared 0.44 0.30

t values in parentheses
**p<0.01,*p<0.05*p<0.1
StatLink Sa=m http://dx.doi.org/10.1787/888932876273
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ANNEX 2.A2

Definition of OECD indicators of agricultural support

Nominal indicators used in this report

Producer Support Estimate (PSE): the annual monetary value of gross transfers from
consumers and taxpayers to agricultural producers, measured at the farm gate level,
arising from policy measures that support agriculture, regardless of their nature, objectives
or impacts on farm production or income. It includes market price support, budgetary
payments and budget revenue foregone, i.e. gross transfers from consumers and taxpayers
to agricultural producers arising from policy measures based on: current output, input use,
area planted/animal numbers/receipts/incomes (current, non-current), and non-
commodity criteria.

Market Price Support (MPS): the annual monetary value of gross transfers from
consumers and taxpayers to agricultural producers arising from policy measures that
create a gap between domestic market prices and border prices of a specific agricultural
commodity, measured at the farm gate level. MPS is also available by commodity.

Producer Single Commodity Transfers (producer SCT): the annual monetary value of
gross transfers from consumers and taxpayers to agricultural producers, measured at the
farm gate level, arising from policies linked to the production of a single commodity such
that the producer must produce the designated commodity in order to receive the
payment. This includes broader policies where transfers are specified on a per-commodity
basis. Producer SCT is also available by commodity.

Group Commodity Transfers (GCT): the annual monetary value of gross transfers from
consumers and taxpayers to agricultural producers, measured at the farm gate level,
arising from policies whose payments are made on the basis that one or more of a
designated list of commodities is produced, i.e. a producer may produce from a set of
allowable commodities and receive a transfer that does not vary with respect to this
decision.

All Commodity Transfers (ACT): the annual monetary value of gross transfers from
consumers and taxpayers to agricultural producers, measured at the farm gate level,
arising from policies that place no restrictions on the commodity produced but require the
recipient to produce some commodity of their choice.

Other Transfers to Producers (OTP): the annual monetary value of gross transfers from
consumers and taxpayers to agricultural producers, measured at the farm gate level,
arising from policies that do not require any commodity production at all.
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Consumer Single Commodity Transfers (consumer SCT): the annual monetary value of
gross transfers from (to) consumers of agricultural commodities, measured at the farm
gate level, arising from policies linked to the production of a single commodity. Consumer
SCT is also available by commodity.

Consumer Support Estimate (CSE): the annual monetary value of gross transfers from
(to) consumers of agricultural commodities, measured at the farm gate level, arising from
policy measures that support agriculture, regardless of their nature, objectives or impacts
on consumption of farm products. If negative, the CSE measures the burden (implicit tax)
on consumers through market price support (higher prices), that more than offsets
consumer subsidies that lower prices to consumers.

General Services Support Estimate (GSSE): the annual monetary value of gross transfers
to general services provided to agricultural producers collectively (such as research,
development, training, inspection, marketing and promotion), arising from policy
measures that support agriculture regardless of their nature, objectives and impacts on
farm production, income, or consumption. The GSSE does not include any payments to
individual producers.

Total Support Estimate (TSE): the annual monetary value of all gross transfers from
taxpayers and consumers arising from policy measures that support agriculture, net of the
associated budgetary receipts, regardless of their objectives and impacts on farm
production and income, or consumption of farm products.

Ratio indicators and percentage indicators

Percentage PSE (%PSE): PSE transfers as a share of gross farm receipts (including
support in the denominator).

Percentage SCT (%SCT): is the commodity SCT expressed as a share of gross farm
receipts for the specific commodity (including support in the denominator).

Share of SCT in total PSE (%): share of Single Commodity Transfers in the total PSE. This
indicator is also calculated by commodity.

Producer Nominal Protection Coefficient (producer NPC): the ratio between the average
price received by producers (at farm gate), including payments per tonne of current output,
and the border price (measured at farm gate). The Producer NPC is also available by
commodity.

Producer Nominal Assistance Coefficient (producer NAC): the ratio between the value of
gross farm receipts including support and gross farm receipts (at farm gate) valued at
border prices (measured at farm gate).

Percentage CSE (%CSE): CSE transfers as a share of consumption expenditure on
agricultural commodities (at farm gate prices), net of taxpayer transfers to consumers. The
%CSE measures the implicit tax (or subsidy, if CSE is positive) placed on consumers by
agricultural price policies.

Consumer Nominal Protection Coefficient (consumer NPC): the ratio between the average

price paid by consumers (at farm gate) and the border price (measured at farm gate). The
Consumer NPC is also available by commodity.

Consumer Nominal Assistance Coefficient (consumer NAC): the ratio between the value
of consumption expenditure on agricultural commodities (at farm gate) and that valued at
border prices.
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Percentage TSE (%TSE): TSE transfers as a percentage of GDP.

Percentage GSSE (%GSSE): share of expenditures on general services in the Total
Support Estimate (TSE).

Box 2.A2.1. Definitions of categories in the PSE classification
Definitions of categories

Category A1, Market price support (MPS): transfers from consumers and taxpayers to agricultural
producers from policy measures that create a gap between domestic market prices and border prices of a
specific agricultural commodity, measured at the farm gate level.

Category A2, Payments based on output: transfers from taxpayers to agricultural producers from policy
measures based on current output of a specific agricultural commodity.

Category B, Payments based on input use: transfers from taxpayers to agricultural producers arising from
policy measures based on on-farm use of inputs:

® Variable input use that reduces the on-farm cost of a specific variable input or a mix of variable inputs.

® Fixed capital formation that reduce the on-farm investment cost of farm buildings, equipment,
plantations, irrigation, drainage, and soil improvements.

® On-farm services that reduce the cost of technical, accounting, commercial, sanitary and phyto-sanitary
assistance and training provided to individual farmers.

Category C, Payments based on current A/An/R/I, production required: transfers from taxpayers to
agricultural producers arising from policy measures based on current area, animal numbers, revenue, or
income, and requiring production.

Category D, Payments based on non-current A/An/R/I, production required: transfers from taxpayers to
agricultural producers arising from policy measures based on non-current (i.e. historical or fixed) area,
animal numbers, revenue, or income, with current production of any commodity required.

Category E, Payments based on non-current A/An/R/l, production not required: transfers from taxpayers to
agricultural producers arising from policy measures based on non-current (i.e. historical or fixed) area,
animal numbers, revenue, or income, with current production of any commodity not required but optional.

Category F, Payments based on non-commodity criteria: transfers from taxpayers to agricultural producers
arising from policy measures based on:

® Long-term resource retirement: transfers for the long-term retirement of factors of production from
commodity production. The payments in this subcategory are distinguished from those requiring short-
term resource retirement, which are based on commodity production criteria.

® A specific non-commodity output: transfers for the use of farm resources to produce specific non-
commodity outputs of goods and services, which are not required by regulations.

@ Other non-commodity criteria, transfers provided equally to all farmers, such as a flat rate or lump sum
payment.

Category G, Miscellaneous payments: transfers from taxpayers to farmers for which there is a lack of
information to allocate them among the appropriate categories.

Note: A (area), An (animal numbers), R (receipts) or I (income).
Definitions of labels

With or without current commodity production limits and/or limit to payments: defines whether or not there
is a specific limitation on current commodity production (output) associated with a policy providing
transfers to agriculture and whether or not there are limits to payments in the form of limits to area or
animal numbers eligible for those payments. Applied in categories A — F.

AGRICULTURAL POLICY MONITORING AND EVALUATION 2013 © OECD 2013 67



1.2. EVALUATION OF AGRICULTURAL POLICIES

Box 2.A2.1. Definitions of categories in the PSE classification (cont.)

With variable or fixed payment rates: Any payments is defined as subject to a variable rate where the
formula determining the level of payment is triggered by a change in price, yield, net revenue or income or
a change in production cost. Applied in categories A - E.

With or without input constraints: defines whether or not there are specific requirements concerning
farming practices related to the programme in terms of the reduction, replacement, or withdrawal in the
use of inputs or a restriction of farming practices allowed. Applied in categories A - F. The payments with
input constrains are further broken down to:

® Payments conditional on compliance with basic requirements that are mandatory (with mandatory).

@ Payments requiring specific practices going beyond basic requirements and voluntary (with voluntary).
% specific practices related to environmental issues;
% specific practices related to animal welfare;
% other specific practices.

With or without commodity exceptions: defines whether or not there are prohibitions upon the production
of certain commodities as a condition of eligibility for payments based on non-current A/An/R/I of
commodity(ies). Applied in Category E.

Based on area, animal numbers, receipts or income: defines the specific attribute (i.e. area, animal
numbers, receipts or income) on which the payment is based. Applied in categories C — E.

Based on a single commodity, a group of commodities or all commodities: defines whether the payment is
granted for production of a single commodity, a group of commodities or all commodities. Applied in
categories A - D.

Decomposition indicators

Decomposition of PSE

Per cent change in PSE: per cent change in the nominal value of the PSE expressed in
national currency. The per cent change is calculated using the two most recent years in the
series.

Contribution of MPS to per cent change in PSE: per cent change in nominal PSE if all
variables other than MPS are held constant.

Contribution of price gap to per cent change in the PSE: per cent change in nominal PSE
if all variables other than gap between domestic market prices and border prices are held
constant.

Contribution of quantity produced to per cent change in the PSE: per cent change in
nominal PSE if all variables other than quantity produced are held constant.

Contribution of budgetary payments (BP) to per cent change in PSE: per cent change in
nominal PSE if all variables other than BP are held constant.

Contribution of BP elements to per cent change in PSE: per cent change in nominal PSE if
all variables other than a given BP element are held constant. BP elements include Payments
based on output, Payments based on input use, Payments based on current A/An/R/I, production
required, Payments based on non-current A/An/R/I, production required, Payments based on non-
current A/An/R/I, production not required, Payments based on non-commodity criteria and
Miscellaneous payments.
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Decomposition of Price gap elements

Per cent change in Producer Price: per cent change in Producer Price (at farm gate)
expressed in national currency. The per cent change is calculated using the two most
recent years in the series.

Per cent change in the Border Price: per cent change in Border Price (at farm gate)
expressed in national currency. The per cent change is calculated using the two most
recent years in the series.

Contribution of Exchange Rate to per cent change in Border Price: per cent change in the
Border Price (at farm gate) expressed in national currency if all variables other than
Exchange Rate between national currency and USD are held constant.

Contribution of Border Price expressed in USD to per cent change in Border Price: per cent
change in the Border Price (at farm gate) expressed in national currency if all variables
other than Border Price (at farm gate) expressed in USD are held constant.

More detailed information on the indicators, their use and limitations is available in
the OECD’s Producer Support Estimate and Related Indicators of Agricultural Support: Concepts,
Calculation, Interpretation and Use (the PSE Manual) available on the OECD public website.
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PART I

Chapter 3

Trends in the OECD area

This chapter contains the information concerning the short and long-term
developments of the level and structure of support in the OECD area.
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11.3. TRENDS IN THE OECD AREA

This chapter provides an overview of developments in agricultural support in the OECD area as
a whole, as measured by the OECD indicators of agricultural support. The main drivers behind the
changes in support levels between 2011 and 2012 and a more detailed analysis and evaluation of
policy developments and support across OECD countries is provided in Part I of this report, and in
the following country chapters in this Part II.

The level and composition of agricultural support in the OECD area

% of gross farm receipts
40

Figure 3.1. OECD: Level and Composition of Producer Support Estimate, 1986-2012

Percentage of gross farm receipts

Support based on:

[ Commodity output [ Payments based on input use

I Payments based on current A/An/R/I, production required [ Payments based on non-current A/An/R/l, production required
[ Payments based on non-current A/An/R/I, production not required Payments based on non-commodity criteria

Source: OECD, PSE/CSE Database, 2013.
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StatLink si=r http://dx.doi.org/10.1787/888932874981

Support to agriculture in the OECD area, as measured by the %PSE, has been declining
continuously from around 40% in the beginning of the analysed period to less than 20% in the most
recent years. The way support is delivered to farmers is also evolving, and this is captured by the
composition of the PSE among the various categories (Figure 3.1).

Over the long term the main movement across the OECD area has been a gradual reduction of
support based on commodity output, mainly Market Price Support (MPS). Support based on
commodity output, comprising market price support and payments based on output, is considered
as one of the most production and trade distorting forms of support, together with unconstrained
payments based on variable input use. At the other end of the spectrum there are payments based
on parameters that are not linked to current production. Such payments can be based on non-
current area, animal numbers, receipts or income and do not require production in order to receive
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the payment or are based on non-commodity criteria. Those have grown only in most recent years
from a 1% share of the PSE in 1986-88 and 3% in 1995-97 to the second largest category of support
representing 26% of support in 2010-12. At the same time the payments based on current area and
animal numbers were reduced. (Figure 3.1, Tables 3.1 and 3.2).

Box 3.1. Use of %PSE in evaluating annual changes in agricultural support

The PSE, the total monetary value for the estimated policy transfers to producers, is expressed in
the local currency of each country. It is converted into a common currency (USD, EUR) to allow
aggregation into total PSE for the OECD area as a whole. Consequently, the year-on-year variation
in the total level of transfers denominated in a common currency will result from both changes in
the level of transfers measured in each national currency and exchange rate movements against
the currency used for the aggregation.

The OECD total value of agricultural policy transfers to producers, as measured by the nominal
PSE, remained almost unchanged when expressed in USD - at USD 257 billion in 2011 and
USD 258.6 billion in 2012 (Table 3.1). When expressed in Euros, the OECD total PSE increased from
EUR 185 billion in 2011 to EUR 201 billion in 2012 (Table 3.2). How can these varying results
expressed in different currencies be interpreted, when the PSE is expressed in different currencies?

Exchange rate developments are the reason for the different movements, and consequently the
best way to compare levels of support in the OECD as whole (as in individual countries) is to use
relative indicators such as the %PSE, which expresses the value of policy transfers as a share of
gross producer receipts. The latter represent the market value of agricultural output to which are
added transfers to producers from taxpayers. The %PSE solves the problem of exchange rate choice
because the same exchange rates are used to convert both the denominator and the numerator
into a single currency. Consequently, the %PSE is the same regardless of the currency used (see
Tables 3.1 and 3.2). Since the %PSE is a relative measure, it also provides a sense of the importance
of policy-induced transfers in the sector and is also appropriate for comparisons among OECD
countries (as it eliminates the effects of the size of the agricultural sector) and in time (as it
eliminates the effect of inflation).
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Development of support to agriculture

PSE as % of receipts (%PSE)

Support to farmers in the OECD area as measured by the %PSE declined from 37% of gross farm
receipts in 1986-88 to 19% in 2010-12. Most of the decline is due to a reduction of Market Price Support.
The support was stable around 19% in the years 2010-12. (Table 3.1 and 3.2).

Potentially most distorting support as % of PSE

While the share of most production and trade distorting support (support based on output and variable
input use — without input constraints) has decreased, it still accounts for a half of support provided to
farmers in 2010-12.

Ratio of producer price to border price (NPC)

The level of price distortions has also been reduced as prices received by farmers were 50% above those
on world markets (as measured by the NPC) in 1986-88, while prices received in 2010-12 were 10%
above the world market prices.

TSE as % of GDP

Total support was 3% of GDP in 1986-88, declining to less than 1% by 2011-12. The share of
expenditures on general services (GSSE) in agriculture total support (TSE) has doubled from 13% in
1986-88 to 27% in 2010-12.

Single commodity transfers (SCT) represented 52% of the PSE (compared with 88% in 1986-88). The
share of the SCT in the commodity gross farm receipt was highest for rice in 2010-12.

Decomposition of change in PSE,
2011 to 2012
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Price Gap +9.6%
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Table 3.1. OECD: Estimates of support to agriculture (USD)

USD million

1986-88° 1995-97 2010-12 2010 2011 2012p

Total value of production (at farm gate) 592 135 771 656 1208 497 1119 442 1255570 1250 480
of which: share of MPS commaodities, percentage 72 14l 67 66 67 68
Total value of consumption (at farm gate) 559 273 760 864 1139 527 1051433 1180 557 1186 591
Producer Support Estimate (PSE) 239510 253 931 252 550 241778 257 230 258 642
Support based on commodity output 196 677 178 483 114 046 108 961 109 998 123178
Market Price Support 184078 171 448 107 991 103916 104 105 115 950
Payments based on output 12 599 7035 6 055 5045 5893 7228
Payments based on input use 20196 24 049 33144 32 656 34764 32013
Based on variable input use 9763 11004 12 657 12 449 13 402 12120

with input constraints 743 417 619 571 602 683

Based on fixed capital formation 6869 7385 12 220 11195 13315 12151

with input constraints 1235 743 2319 2339 2223 2394

Based on on-farm services 3563 5661 8 267 9011 8048 7742

with input constraints 439 1056 1243 1206 1260 1264

Payments based on current A/An/R/I, production required’ 18735 an 777 37 637 33760 41978 37174
Based on Receipts / Income 2052 1435 4847 4312 5176 5053

Based on Area planted / Animal numbers 16 683 40 342 32790 29 447 36 802 32121

with input constraints 3719 15 476 22427 20515 24720 22 047

Payments based on non-current A/An/R/I, production required 533 459 1155 1458 1038 970
:’eat]yglri]rzr&ts based on non-current A/An/R/I, production not 2080 6626 61012 50576 63716 59744
With variable payment rates 181 639 307 175 404 343

with commodity exceptions 0 0 153 45 237 176

With fixed payment rates 1899 5988 60 705 59 401 63312 59 401

with commodity exceptions 1561 4917 28 046 27764 29090 27 286

Payments based on non-commodity criteria 1077 3135 5200 5065 5363 5172
Based on long-term resource retirement 1076 2951 3421 3654 329 3315

Based on a specific non-commodity output 1 183 1572 1186 1842 1687

Based on other non-commaodity criteria 0 1 207 226 227 170
Miscellaneous payments 211 -599 355 301 373 391
Percentage PSE 37 30 19 19 18 19
Producer NPC 1.50 1.31 1.10 1.1 1.09 1.10
Producer NAC 1.59 1.42 1.23 1.24 1.22 1.23
General Services Support Estimate (GSSE) 37 045 65518 106 679 101015 108 943 110 080
Research and development 3552 5656 8505 8099 8695 8721
Agricultural schools 972 1871 3082 3014 3238 2992
Inspection services 1045 1547 3641 3640 3681 3602
Infrastructure 10 448 23191 16772 17 430 17 577 15310
Marketing and promotion 13164 27 442 71438 65 324 72 353 76 636
Public stockholding 5872 3518 713 799 656 684
Miscellaneous 1994 2293 2529 2710 2742 2135
GSSE as a share of TSE (%) 12.5 19.0 26.5 26.4 26.6 26.5
Consumer Support Estimate (CSE) -159 871 -171123 -86 428 -85 073 -86 305 -87 905
Transfers to producers from consumers -169 187 -167 716 -103 261 -100 960 -100 632 -108 191
Other transfers from consumers -22 093 -30 307 -26 932 -25 580 -29 035 -26 181
Transfers to consumers from taxpayers 19 870 24759 43 302 40524 43 071 46 311
Excess feed cost 11540 2141 463 943 291 156
Percentage CSE -30 -23 -8 -8 -8 -8
Consumer NPC 1.52 1.35 1.13 1.14 1.12 1.13
Consumer NAC 1.42 1.30 1.09 1.09 1.08 1.08
Total Support Estimate (TSE) 296 425 344 208 402 531 383317 409 244 415 032
Transfers from consumers 191 280 198 023 130193 126 540 129 667 134 372
Transfers from taxpayers 127 237 176 493 299270 282 357 308 612 306 842
Budget revenues -22 093 -30 307 -26 932 -25 580 -29 035 -26 181
Percentage TSE (expressed as share of GDP)? 2.96 1.62 0.94 0.93 0.96 0.94

Note: p: provisional. NPC: Nominal Protection Coefficient. NAC: Nominal Assistance Coefficient.
Market Price Support (MPS) is net of producer levies and excess feed cost. MPS commodities: see notes to individual tables in Part II.
1. A (area planted)/ An (animal numbers) / R (receipts) / I (income).
2. TSE as a share of GDP for 1986-88 is an estimate based on available data.
3. The OECD total for 1986-88 includes all countries except Chile, Israel and Slovenia, for which data is not available.
Source: OECD (2013), “Producer and Consumer Support Estimates”, OECD Agriculture statistics (database).
StatlLink Su=m http://dx.doi.org/10.1787/888932876292
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Table 3.2. OECD: Estimates of support to agriculture (EUR)

EUR million
1986-88% 1995-97 2010-12 2010 2011 2012p
Total value of production (at farm gate) 536 394 625 221 907 021 845 227 902 954 972 881
of which: share of MPS commodities, percentage 72 71 67 66 67 68
Total value of consumption (at farm gate) 506 239 615 795 855 354 793 878 849 008 923 175
Producer Support Estimate (PSE) 217 302 205271 189 589 182 553 184 989 201 225
Support based on commodity output 178 363 144127 85737 82270 79 106 95 834
Market Price Support 166 874 138434 81180 78 461 74 868 90210
Payments based on output 11 489 5692 4557 3809 4238 5623
Payments based on input use 18 292 19510 24 855 24 657 25001 24 907
Based on variable input use 8863 8900 9489 9400 9638 9430
with input constraints 683 334 465 431 433 531
Based on fixed capital formation 6212 5974 9161 8453 9575 9453
with input constraints 1124 596 1742 1766 1599 1863
Based on on-farm services 3217 4636 6205 6804 5787 6024
with input constraints 397 869 933 910 906 984
Payments based on current A/An/R/I, production required’ 17102 33765 28 200 25490 30189 28 921
Based on Receipts / Income 1907 1172 3636 3256 3722 3931
Based on Area planted / Animal numbers 15195 32 594 24 564 22234 26 467 24990
with input constraints 3300 12518 16 807 15 490 17778 17153
Payments based on non-current A/An/R/I, production required 505 371 867 1101 746 754
rPeaéll:ri]reer&ts based on non-current A/An/R/I, production not 1900 5467 45 762 44 982 45822 46 481
With variable payment rates 161 498 230 132 291 267
with commodity exceptions 0 0 114 34 17 137
With fixed payment rates 1739 4969 45532 44 850 45531 46 215
with commodity exceptions 1417 4099 21037 20963 20920 21229
Payments based on non-commodity criteria 942 2526 3902 3825 3857 4024
Based on long-term resource retirement 9N 2376 2569 2759 2370 2579
Based on a specific non-commodity output 1 149 1177 895 1325 1313
Based on other non-commaodity criteria 0 0 155 170 163 132
Miscellaneous payments 198 -495 267 228 268 304
Percentage PSE 37 30 19 19 18 19
Producer NPC 1.50 1.31 1.10 1.1 1.09 1.10
Producer NAC 1.59 1.42 1.23 1.24 1.22 1.23
General Services Support Estimate (GSSE) 33 556 53 023 80 087 76 2711 78 347 85 643
Research and development 3216 4578 6384 6115 6253 6785
Agricultural schools 880 1533 231 2276 2329 2328
Inspection services 946 1261 2733 2749 2647 2802
Infrastructure 9409 18 667 12 571 13160 12 640 11911
Marketing and promotion 11959 22233 53 660 49 322 52033 59623
Public stockholding 5294 2876 536 603 472 532
Miscellaneous 1852 1874 1893 2046 1972 1661
GSSE as a share of TSE (%) 12.5 19.0 26.5 26.4 26.6 26.5
Consumer Support Estimate (CSE) -144 686 -137 948 -64 897 -64 234 -62 067 -68 390
Transfers to producers from consumers -153 312 -135 375 =77 591 -76 229 -72371 -84 173
Other transfers from consumers -19953 -24 381 -20 188 -19314 -20 881 -20 369
Transfers to consumers from taxpayers 18 024 20098 32534 30597 30975 36 030
Excess feed cost 10555 1710 348 712 209 122
Percentage CSE -30 -23 -8 -8 -8 -8
Consumer NPC 1.52 1.35 1.13 1.14 1.12 1.13
Consumer NAC 1.42 1.30 1.09 1.09 1.08 1.08
Total Support Estimate (TSE) 268 882 278 392 302 210 289 421 294 312 322 898
Transfers from consumers 173 265 159 756 97 779 95 543 93 251 104 542
Transfers from taxpayers 115570 143017 224619 213192 221 941 238725
Budget revenues -19 953 -24 381 -20 188 -19314 -20 881 -20 369
Percentage TSE (expressed as share of GDP)? 2.96 1.62 0.94 0.93 0.96 0.94

Note: p: provisional. NPC: Nominal Protection Coefficient. NAC: Nominal Assistance Coefficient.
Market Price Support (MPS) is net of producer levies and Excess Feed Cost. MPS commodities: see notes to individual tables in Part II.
1. A (area planted)/ An (animal numbers) / R (receipts) / I (income).
2. TSE as a share of GDP for 1986-88 for the OECD is an estimate based on available data.
3. The OECD total for 1986-88 includes all countries except Chile, Israel and Slovenia, for which data is not available.
Source: OECD (2013), “Producer and Consumer Support Estimates”, OECD Agriculture statistics (database)

StatLink sizr http://dx.doi.org/10.1787/888932876311

78 AGRICULTURAL POLICY MONITORING AND EVALUATION 2013 © OECD 2013


http://dx.doi.org/10.1787/888932876311

Agricultural Policy Monitoring and Evaluation 2013
OECD Countries and Emerging Economies

© OECD 2013

PART I

Chapter 4

Australia

The Australia country chapter includes a brief evaluation of policy developments
and related support to agriculture, contextual information on the framework in
which agricultural policies are implemented and the main characteristics of the
agricultural sector, an evaluation of support in 2011-12 and in the longer term
perspective, and a brief description of the main policy developments in 2012-13.
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Evaluation of policy developments

® There has been continuous and significant reform progress since 1986-88, reducing the level of support
to just 3% of gross farm receipts and removing the potentially most production and trade distorting
forms of support. The remaining support programmes are related to risk management, environmental
conservation and provision of general services to the sector.

e The Exceptional Circumstances (EC) programmes for droughts experienced a peak of expenditure in
2006-08. The ongoing reform of Drought Policy is refocusing this support towards risk management and
preparedness as reflected in the elimination of the ex post interest rate subsidies.

@ The overall challenge for the future is to improve the economic viability of farms while ensuring a
sustainable use of scarce resources, in particular, water. Under the Water for the Future initiative, a water
entitlements buy-back programme is being implemented to improve irrigation efficiency and restore the
balance in the Murray-Darling Basin.

® The Rural Research and Development policy actively involves industry organizations that contribute to
the funding through a levy system. The model is being revised to improve its accountability and priority
setting, following a series of reviews, including a report from the Productivity Commission, a key driver
of economy wide and agricultural policy reform.

Figure 4.1. Australia: PSE level and composition by support categories, 1986-2012
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Source: OECD, PSE/CSE Database, 2013.
StatLink Sa=r http://dx.doi.org/10.1787/888932875000
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Contextual information

Australia is the world’s 12th largest economy. It has a high GDP per capita and relatively low
unemployment rates. Australia is the sixth largest country by land area. However, it has the oldest and

least fertile soils - the largest share of total land constitutes desert or semi-arid land commonly known as

the “outback”. Nevertheless, Australia is an important producer and exporter of agricultural products and
maintains a consistently positive and sizeable agro-food trade balance. Lack of water is a principal limiting
factor in Australia, and the share of agriculture in water consumption is high.

Table 4.1. Australia: Contextual indicators,
1995, 2011*

1995 2011
Economic context
GDP (USD billion) 393 1540
Population (million) 18 23
Land area (thousand km?) 7682 7682
Population density (inhabitants/ km?) 2 3
GDP per capita, PPP (USD) 22159 42 060
Trade as % of GDP 14.1 15.6
Agriculture in the economy
Agriculture in GDP (%) 3.7 2.8
Agriculture share in employment (%) 4.7 2.8
Agro-food exports (% of total exports) 24.6 13.1
Agro-food imports (% of total imports) 4.7 48
Characteristics of the agricultural sector
Agro-food trade balance (USD million) 10 356 20 828
Crop in total agricultural production (%) 54 57
Livestock in total agricultural production (%) 46 43
Agricultural area (AA) (thousand ha) 463 348 409 029
Share of arable land in AA (%) 9 12
Share of irrigated land in AA (%) B 1

* or latest available year.

Indicators and national data.

Sources: OECD statistical Databases, ITCS, World Development

StatLink sai=r http://dx.doi.org/10.1787/888932876330

Figure 4.2. Australia: Main macroeconomic
indicators, 1995-2012
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Source: OECD statistics.
StatLink =iz http://dx.doi.org/10.1787/888932875019

Figure 4.3. Australia: Agro-food trade,
1995-2011
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Source: International Trade by Commodity Statistics (ITCS)
Database.

StatLink Sasm http://dx.doi.org/10.1787/888932875038

Note: Detailed definitions of contextual indicators and their sources are provided in Annex IL.A.1.
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Development of support to agriculture

Support to producers in Australia has been reduced from already relatively low levels in 1986-88 to the
point that it is now the second lowest in OECD. Reform of support is also reflected in the composition of
support, with a reduction of market price support to zero, a shift towards more targeted direct payments
and an increase of the share of the support to general services. Producer support slightly rebounded to 5%
PSE in 2006-08 due to a peak in expenditures on drought policy, but it is currently steady a 3%.

PSE as % of receipts (%PSE)

Support to farmers as measured by the %PSE declined from 10% of gross farm receipts in 1986-88 to 3%
in 2010-12. Most of the decline in recent years is due to reduced payments under the Exceptional
Circumstances Interest Rate Subsidy.

1986-88 10%

1995-97 6%

2010-12 .
Potentially most distorting support as % of PSE
The share of most distorting support has decreased significantly, and accounts for 6% of the PSE Jetiges
in 2010-12. Market price support is zero.
1995-97 71%
2010-12 I6%

Ratio of producer price to border price (NPC)

Prices received by farmers in 1986-88 were 1.08 times higher than what they would have been on ~ 1986-88
the basis of world prices, compared to parity with world prices in 2010-12.

1995-97 1.03

2010-12 1.00
TSE as % of GDP

Total support to agriculture was 0.7% of GDP in 1986-88, declining to 0.2% by 2010-12. The share 1986-88
of expenditures on general services (GSSE) in total support (TSE) has increased, from 6% of TSE
in 1986-88 to 41% in 2010-12. 1995-97 0.4%
Single commodity transfers (SCT) represented only 0.2% of the PSE.
2010-12 la
Decomposition of change in PSE, Transfer to specific commodities (SCT),
2011 to 2012 2010-12
0% mMPS 1 Payments based on output m Other SCT
> Price Gap 0% -
Rice
—
0% L
Sugar
PAYMENTS
Other commodities

The level of support to farmers decreased in 2012 due exclusively to
reductions in direct payments, as market price support is zero. 0% 20% 40% 60% 80%  100%
% of commodity gross farm receipt for each com.
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Table 4.2. Australia: Estimates of support to agriculture

AUD million
1986-88 1995-97 2010-12 2010 2011 2012p
Total value of production (at farm gate) 19 888 28 441 48 054 48 330 48 885 46 948
of which: share of MPS commodities, percentage 86 75 74 73 75 73
Total value of consumption (at farm gate) 7364 11644 19 633 20 906 20 090 17 901
Producer Support Estimate (PSE) 2022 1694 1379 1377 1445 1314
Support based on commodity output 1447 834 [1} 0 0 0
Market Price Support 1447 834 0 0 0 0
Payments based on output 0 0 0 0 0 0
Payments based on input use 324 614 567 687 513 503
Based on variable input use 306 376 86 248 10 0
with input constraints 0 0 0 0 0 0
Based on fixed capital formation 5 33 240 170 275 275
with input constraints 0 0 114 62 139 139
Based on on-farm services 13 205 241 269 227 227
with input constraints 0 0 0 0 0 0
Payments based on current A/An/R/l, production required’ 0 19 301 234 359 310
Based on Receipts / Income 0 19 301 234 359 310
Based on Area planted / Animal numbers 0 0 0 0 0 0
with input constraints 0 0 0 0 0 0
Payments based on non-current A/An/R/I, production required 0 0 0 0 0 0
:’eaa/Lrl?rzr;ts based on non-current A/An/R/l, production not 250 297 492 433 559 486
With variable payment rates 250 137 289 162 382 322
with commodity exceptions 0 0 143 30 230 170
With fixed payment rates 0 90 203 270 177 164
with commaodity exceptions 0 0 0 0 0 0
Payments based on non-commodity criteria 0 1 18 24 15 15
Based on long-term resource retirement 0 0 18 24 15 15
Based on a specific non-commodity output 0 0 [1} 0 0 0
Based on other non-commodity criteria 0 1 0 0 0 0
Miscellaneous payments 0 0 0 0 0 0
Percentage PSE 10 6 3 3 3 3
Producer NPC 1.08 1.03 1.00 1.00 1.00 1.00
Producer NAC 1.1 1.06 1.03 1.03 1.03 1.03
General Services Support Estimate (GSSE) 132 511 947 894 1003 944
Research and development 132 385 581 592 576 574
Agricultural schools 0 0 4 5 5 2
Inspection services 0 26 90 97 109 63
Infrastructure 0 72 264 189 305 298
Marketing and promotion 0 27 8 1" 7 7
Public stockholding 0 0 [1} 0 0 0
Miscellaneous 0 0 0 0 0 0
GSSE as a share of TSE (%) 6.2 23.6 40.7 39.4 41.0 41.8
Consumer Support Estimate (CSE) -848 -386 0 0 0 0
Transfers to producers from consumers -848 -386 0 0 0 0
Other transfers from consumers 0 0 0 0 0 0
Transfers to consumers from taxpayers 0 0 0 0 0 0
Excess feed cost 0 0 0 0 0 0
Percentage CSE -12 -3 0 0 [1} 0
Consumer NPC 1.13 1.03 1.00 1.00 1.00 1.00
Consumer NAC 1.13 1.03 1.00 1.00 1.00 1.00
Total Support Estimate (TSE) 2154 2204 2 326 2271 2447 2258
Transfers from consumers 848 386 0 0 0 0
Transfers from taxpayers 1306 1818 2326 2271 2447 2258
Budget revenues 0 0 0 0 0 0
Percentage TSE (expressed as share of GDP) 0.67 0.40 0.16 0.16 0.16 0.15
GDP deflator 1986-1988=100 100 134 216 211 219 218

Note: p: provisional. NPC: Nominal Protection Coefficient. NAC: Nominal Assistance Coefficient.
Market Price Support (MPS) is net of producer levies and excess feed cost. MPS commodities for Australia are: wheat, barley, oats,
sorghum, rice, soyabeans, rapeseeds, sunflower, sugar, cotton, milk, beef and veal, sheep meat, wool, pigmeat, poultry and eggs.
1. A (area planted)/An (animal numbers) / R (receipts) / I (income).
Source: OECD (2013), “Producer and Consumer Support Estimates”, OECD Agriculture statistics (database)

StatLink &i=m http://dx.doi.org/10.1787/888932876349
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Policy developments

Main policy instruments

Australia’s agriculture sector remains strongly market oriented. Australia’s agricultural sector
receives no market price support, with domestic and international prices closely aligned.
Agricultural support is provided by budget-financed programmes as well as through regulatory
arrangements and tax concessions. Budget-financed programmes are mainly used for natural
resource and environmental management, in particular water. Other significant policy areas in
Australia are innovation and biosecurity.

Rural research and development corporations (RDCs) are the Australian Government’s primary
vehicle for funding rural innovation. RDCs are a partnership between the government and industry
created to share the funding and strategic direction setting for primary industry R&D, investment
in R&D and the subsequent adoption of R&D outputs. A levy system provides for the collection of
contributions from farmers to finance RDCs, while research project funding can be matched with
supplementary funds from the federal budget.

Australia is a dry continent and droughts are recurrent. Water management in agriculture is
crucial for the efficient management of this scarce resource and for environmental sustainability.
Australia has a nationwide water entitlement and trading system that aids the transfer of scarce
water resources to the most productive uses. The Water for The Future programme undertakes
acquisitions of unencumbered water entitlements for the Commonwealth together with
investments to improve water use efficiency. Drought policy is progressively being reformed
moving away from ex post assistance, and towards risk management and preparedness.

Australia implements a public private partnership approach to biosecurity with high
standards. The partnership organizations, Animal Health Australia (AHA) and Plant Health
Australia (PHA), involve federal and state governments together with industry groups.
Compensation for quarantine measures and cost sharing are governed by two broad agreements
between Government and stakeholders: the Emergency Animal Disease Response Agreement (EADRA)
and the Emergency Plant Pest Response Deed (EPPRD).

Domestic policy developments in 2012-13

84

Several developments and reforms in domestic agriculture in 2012 have been supported by
reports from the Productivity Commission, an independent policy advisory body. These include the
policy statement on rural R&D, the wheat export marketing amendment and the reform of drought
policy.

In 2012, the Australian Government released a Rural research and development (R&D) policy
statement. The policy statement responds to a review of the RDC model elaborated by the
Productivity Commission. Some of the recommendations to improve the system have been agreed
in the statement that deals with four themes: increased transparency and accountability in the
RDCs model; improved co-ordination and priority setting across the whole rural R&D system; an
increased range of ways for pursuing productivity growth; increased operational efficiencies and
value for money on R&D investment. The rural R&D policy statement paves the way for the future
direction of Australian rural R&D, in partnership with industry.

Addressing excessive water use and declining river health have become priorities for
Australia. Under the ongoing Water for the Future headline initiative the Restoring the Balance in the
Murray-Darling Basin programme, announced in early 2013 builds on purchasing unencumbered
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water entitlements and enhancing irrigation efficiency to improve the health of the Basin’s rivers,
wetlands and floodplains. The water buy-back programme is providing immediate action for the
Basin’s stressed rivers and is part of a long-term strategy to provide a permanent rebalancing
between consumptive water use and the environment. Water savings generated through the use of
these programs are shared between proponents and the environment with at least 50% of the
water savings transferred to the Australian Government.

In the last few years, Australia has been involved in the reform of drought assistance driven by
the National review of Drought Policy. In the face of an increasingly variable climate, the Australian,
state and territory ministers agreed that future drought arrangements should help farmers focus
on risk management and preparedness. The objective is to better support farmers and their
families to prepare for future challenges, rather than waiting until they are in crisis to offer
assistance. A key step in this direction was the closure of the Exceptional Circumstances Interest
Rate Subsidy on 30 June 2012.

Australia’s Carbon Farming Initiative (CFI) commenced in late 2011, enabling farmers and land
managers to earn carbon credits by storing carbon or reducing greenhouse gas emissions on the
land. Credits can be sold into the voluntary carbon offset market or to offset liabilities under
Australia’s carbon price mechanism, which came into force in 2012. A land sector package
introduced as part of the carbon price mechanism includes a number of research, demonstration
and extension programmes that commenced in 2011 and 2012. These programmes underpin the
development of new abatement technologies to reduce greenhouse gas emissions adapt to climate
change and benefit from opportunities under the CFI.

The Australian Government continued its biosecurity reform process through 2012, moving
towards a responsive system that manages biosecurity risks offshore, at the border and onshore.
The Intergovernmental Agreement on Biosecurity was signed by the Prime Minister and all State and
Territory Premiers and Chief Ministers, excluding Tasmania, in January 2012. The Agreement seeks
to strengthen the working partnership between the Commonwealth, state and territory
governments and improve the national biosecurity system. The aim is to help avoid unnecessary
duplication and improve the efficiency of resource use across jurisdictions. Throughout 2012, the
government continued work on new biosecurity legislation which replaces the Quarantine Act of
1908 and was introduced into Parliament in November 2012. The government also continued work
on the transition from defined intervention targets to a flexible risk-based approach.

Following concerns on the welfare of live cattle exported to Indonesia, exports were
temporarily suspended and a new regulatory framework for exports of feeder and slaughter
livestock to Indonesia (the Exporter Supply Chain Assurance System ESCAS) was implemented in
July 2011. The new system requires exporters to establish supply chain arrangements that deliver
animal welfare outcomes in line with World Organization for Animal Health (OIE) standards. In
October 2011, the Australian Government announced that it would extend the new regulatory
framework to all its feeder and slaughter livestock markets (except cattle to Egypt) by the end
of 2012, as recommended by the Independent Review of Australia’s Livestock Export. Before issuing
an export approval, exporters need to provide evidence that: animals will be transported, handled
and processed through specified supply chains in accordance with the internationally accepted
animal welfare requirements through to the point of slaughter; they have control of their supply
chain; they can track or account for animals throughout the supply chain; and they have
independent audits of the supply chain to assess compliance with ESCAS requirements. Exporters
will work in conjunction with their commercial partners in importing countries to ensure that
their supply chains meet the new regulatory requirements. The new Live Exports Business
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Assistance Package provides support to appropriate investment, in particular on slaughtering
facilities in importing countries, to underpin the new regulatory framework.

In March 2012, the government introduced into parliament the Wheat Export Marketing
Amendment Act 2012. The Act, which was passed by parliament in November 2012, implemented
the government response to the Australian Productivity Commission’s review into wheat export
marketing arrangements. Under the Act, the Wheat Export Accreditation Scheme and the Wheat
Export Charge (WEC) were abolished on 10 December 2012 and Wheat Exports Australia was
wound-up on 31 December 2012.

Trade Policy developments in 2012-13

86

Australia’s trade policy combines multilateral, regional, and bilateral approaches. In addition
to Australia’s commitment to multilateral trade liberalization through the WTO, Australia has
concluded comprehensive FTAs with New Zealand (ANZCERTA 1983), Singapore (SAFTA 2003), the
United States (AUSFTA 2005), Thailand (TAFTA 2005), Chile (Australia-Chile FTA 2009) and the
ASEAN-Australia-New Zealand Free Trade Area (AANZFTA). In 2012, Australia signed the Malaysia-
Australia Free Trade Agreement (MAFTA) which entered into force on 1 January 2013. FTA
negotiations are also ongoing with China, the Gulf Co-operation Council (GCC), Japan, Korea,
Malaysia, Indonesia and India. In November 2008, the Government announced that it would
participate in negotiations for a Trans-Pacific Partnership Agreement (TPP), and Australia has
expressed interest in comprehensive agreement that increases economic integration in the Asia
Pacific region.
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Chapter 5

Brazil

The Brazil country chapter includes a brief evaluation of policy developments and
related support to agriculture, contextual information on the framework in which
agricultural policies are implemented and the main characteristics of the
agricultural sector, an evaluation of support in 2011-12 and in the longer term
perspective, and a brief description of the main policy developments in 2011-13.
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Evaluation of policy developments

® Brazil provides a relatively low level of support and protection to agriculture, reflecting its position as a
competitive exporter and its relatively open trade policy. The level of producer support (PSE) has been
constant at 5% of gross farm receipts for the years 2010-12. There are, nevertheless, a wide range of
agricultural policy measures in place, including extensive support to stabilise prices (minimum
guaranteed prices) and intervention in the credit system to provide credit to farmers at preferential rates
and debt rescheduling.

@ Total loans to farmers by the government (SNCR) was BRL 111.4 billion (USD 57 billion) in 2012. Credit
provided to commercial farmers continues to increase, with 85% of total credit allocated to large-scale
farmers and only 15% to small-scale agriculture. More support to family farms has been given via loans
at subsidised rates, guaranteed prices and subsidised insurance, with the objective of improving farmer
incomes. However, existing mechanisms for social protection (e.g. Bolsa familia) could protect farmer
income more effectively and direct investment in infrastructure and public investments could trigger
agricultural growth, for both commercial farms and smallholders, more efficiently.

@ Weak infrastructure remains a major problem, and funding for its improvement continues to be low
relative to farm support. GSSE budgetary allocations are only 17% of total support to agriculture, whereas
the remaining 83% is distributed to farmers via guaranteed prices, government purchases, subsidised
credit, and insurance.

e Careful attention should be paid to the definition of constituencies for which programmes are designed,
as both the Ministry of Agriculture (MAPA) and the Ministry of Agrarian Development (MDA) are changing
their target population. There is a major risk that this could lead to an inefficient use of resources.

Figure 5.1. Brazil: PSE level and composition by support categories, 1995-2012

Support based on:
[ Commodity output [ Inputuse Other payments
% of gross farm receipts
10

Percentage PSE
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Source: OECD, PSE/CSE Database, 2013.

StatLink &i=r http://dx.doi.org/10.1787/888932875057
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Contextual information

Brazil is one of the biggest economies in the world with a GDP of USD 2 475 billion, ranking it sixth in
the world in 2011. In recent years Brazil has become an upper middle income country, with a GDP per
capita of more than USD 11 000 per year following strong growth that averaged 3.6% from 2005 to 2012.
However, income inequality remains severe with a Gini coefficient of 0.55 and with 11% of the population
living on less than USD 2 per day (WDI, 2012). Brazil’s agricultural area is vast with 265 million ha, exceeded
only by China, Australia and the United States. Agriculture accounts for 5.5% of GDP, but for 32% of total
exports and 17% of employment. Brazil is consistently a net exporter of agricultural products with a

surplus of USD 70.7 billion in 2012.

Table 5.1. Brazil: Contextual indicators, Figure 5.2. Brazil: Main macroeconomic

1995, 2011*

Share of agriculture in water consumption (%)
Nitrogen Balance, Kg/ha

70
60

indicators, 1996-2012

1995 2011* Real GDP growth = = = Inflation rate
=+ = Unemployment rate
Economic context
GDP (USD billion) 770 2 475
Population (million) 163 200
Land area (thousand kmz) 8459 8459
Population density (inhabitants/ kmz) 19 23
GDP per capita, PPP (USD) 6466 11239
Trade as % of GDP 6.5 9.7
Agriculture in the economy
Agriculture in GDP (%) 5.8 55
Agriculture share in employment (%) 26.1 17.0 O A DO OGS
Agro-food exports (% of total exports) 29.3 31.9 & EE W@ "§ W@ "’®
Agro-food imports (% of total imports) 12.4 438 Source: OECD statistics.
StatlLink Su=m http://dx.doi.org/10.1787/888932875076
Characteristics of the agricultural sector : 1. _
Agro-food trade balance (USD million) 6986 70 681 A 5.5 B{g;g:;})glrf food trade,
Crop in total agricultural production (%) 61 59
Livestock in total agricultural production (%) 39 4 m Agro-food exports O Agro-food imports
Agricultural area (AA) (thousand ha) 258 472 264 500 USD billion
Share of arable land in AA (%) 22 23 90
Share of irrigated land in AA (%) 80

50
* or latest available year. 20
Sources: OECD statistical Databases, UN COMTRADE, World

Development Indicators and national data. £
StatLink &= http://dx.doi.org/10.1787/888932876368 20
10
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Source: UN COMTRADE Database.

StatLink =i=Pa http://dx.doi.org/10.1787/888932875095

Note: Detailed definitions of contextual indicators and their sources are provided in Annex II.1.
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Development of support to agriculture

Support to producers (%PSE) averaged 5% of gross farm receipts in 2010-12, well below the OECD
average of 19%. However, more than three quarters (78%) of producer support is given through price
support and input subsidies. Market price support is provided through minimum guaranteed prices and
input subsidies through subsidised credit that continues to rise. NPC for 2010-12 was close to unity (1.02)
suggesting that prices received by farmers were almost the same as those in the international market. This
also reflects Brazil’s position as competitive exporter and price maker for some commodities.

PSE as % of receipts (%PSE)

Brazil provides relatively low support to its farmers. PSE rates have been around 5-7% over
the last ten years. Brazil has moved from taxing the sector in the 80s and 90s to a moderate
level of support.

PSE for 2010-12 was 5% of gross farm receipts, below the OECD average of 19% for the same
period.

Potentially most distorting support as % of PSE

Around 80% of total support is linked to commodity output (price support) and variable input
use (credit and insurance subsidies); which are considered to be the most production and trade
distorting measures.

Ratio of producer price to border price (NPC)

In the long term, prices received by farmers have been closely aligned with border prices. For
the years 2010-12, producer prices were only 2% higher tha