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CHAPTER 1  

 

INTRODUCTION  

1.1. Objectives 

1. The main objectives of this manual are the following: 

¶ To provide a comprehensive description of the methodology employed by the OECD to 

calculate indicators of agricultural support, by using descriptive text, mathematical 

equations and empirical examples. 

¶ To describe the economic theory and principles which underlie this methodology.  

¶ To illustrate the practical application of this methodology, including how best to deal with 

data limitations, and to assist those wishing to replicate the method and apply it to other 

countries or commodities. 

¶ To explain how the indicators can be used for policy evaluation and modelling. 

2. This manual is to be used in conjunction with other publicly available documentation, 

including the annual report Agricultural Policies in OECD Countries
1
, the bi-annual report 

Agricultural Policies in Non-OECD Countries: Monitoring and Evaluation; and the indicator database 

incorporating country-specific documentation (Definitions and Sources), available at 

http://www.oecd.org/tad/support/psecse.  

1.2. Target readership 

3. This manual will be of assistance to those wanting to gain a greater appreciation of the 

method and process used to calculate the indicators, including: 

¶ Policy makers and analysts who would like to use the methodology for policy evaluation, to 

classify a new policy measure, or to evaluate the impact of a policy change on the 

indicators. 

¶ Researchers who would like to use the economic information contained within the database 

or to calculate the indicators for other commodities or countries.  

¶ Modellers who would like to use the information contained in the indicator database as an 

input into their own models, so that they understand the character of the information, and 

can appropriately take this into account in designing their model structures and values. 

1.3. Structure 

4. The Manual is organised as follows. Part I provides an introduction to the basic concepts, as 

covered in Chapter 1. Chapter 2 introduces the main purpose and principles behind the calculations of 

the indicators, with a short history in Annex 2.1. Chapter 3 explains the criteria used to identify 

                                                      
1. Alternating each year between the titles Agricultural Policies in OECD Countries: Monitoring and 

Evaluation and Agricultural Policies in OECD Countries: At a Glance. 

Links/Ag%20Policies%20in%20OECD%20Countries.pdf
Links/Ag%20Policies%20in%20non-OECD%20Countries.pdf
http://www.oecd.org/tad/support/psecse
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policies included in the calculation of the indicators, how to distinguish policy transfers according to 

recipient, and, finally, how to classify policies. 

5. Part II details the methodology for calculating the indicators. Chapter 4 explains the method 

used to calculate transfers derived from policies that affect the market price received by producers of 

agricultural commodities. Chapter 5 focuses on other transfers, including budgetary payments to 

producers and support based on revenue foregone, e.g. tax or credit concessions. Chapters 6 and 7 

show how to bring these transfers together to calculate the indicators of support to producers and 

consumers respectively. Chapter 8 details the calculation of indicators that measure support through 

general services to agriculture and the total support to agriculture. Chapter 9 explains the aggregation 

of support indicators across countries to obtain multi-country totals, e.g. at the OECD level. 

Chapter 10 concludes Part II by outlining the data and information requirements for calculating the 

indicators of support. 

6. Part III shows how the indicators are used to analyse policy developments and in economic 

modelling. Chapter 11 explains how the indicators are used to interpret policy developments and what 

they can and cannot reveal, including appropriate wording and presentation (tables and graphs). These 

suggestions are neither absolute nor exhaustive, but are the result of many years of analysis, 

presentation and discussion of findings. Finally, Chapter 12 outlines how the indicator database is used 

in agricultural policy modelling at the OECD.  
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CHAPTER 2.  

 

OVERVIEW OF THE OECD  INDICATORS OF AGRICU LTURAL SUPPORT 

7. This chapter begins with a brief summary of why the OECD indicators of agricultural 

support (ñthe indicatorsò) have been developed. The second section defines the indicators, and the 

final section outlines the underlying principles on which the indicators are established. Annex 2.1 

reviews the historical development of the indicators. 

2.1. Why measure agricultural support? 

¶ The OECD indicators were developed in order to monitor and evaluate developments in 
agricultural policy, to establish a common base for policy dialogue among countries, and to 
provide economic data to assess the effectiveness and efficiency of policies.  

¶ The indicators were mandated by OECD Ministers in 1987, and have since been calculated for 
OECD and an increasing number of non-OECD countries, and are widely referred to in the public 
domain.  

8. The objectives and priorities of agricultural policies in OECD countries encompassed over 

time a wide range of issues ï from overcoming food shortages or surpluses in the post-war period to 

securing food safety, environmental quality and preservation of rural livelihoods at present. Policy 

instruments have been equally varied, reflecting changes in domestic political and economic settings 

and, progressively, developments in the international economic arena. Despite this diversity, policy 

measures applied in a country within a certain period of time can be brought together and expressed in 

one or several simple numbers ï called support indicators ï which are comparable across time and 

between countries. The utility of doing this is three-fold. 

9. First, support indicators can be used to monitor and evaluate developments of agricultural 

policies.
2
 This includes the extent of policy reform achieved by countries, both over time and through 

specific reform efforts (e.g. the US Farm Bills and various CAP reforms), as well as progress towards 

achieving the commitment agreed to at the 1982 OECD Ministerial Council of reforming agricultural 

policies. This commitment stated that ñagricultural trade should be more fully integrated within the 

open and multilateral trading systemò, and it called for OECD countries to pursue ña gradual reduction 

in protection and a liberalisation of trade, in which a balance should be maintained as between 

countries and commodities.ò Ministers also requested the OECD to develop a method to measure the 

level of protection in order to monitor and evaluate progress. 

                                                      
2. As in the annual OECD Monitoring and Evaluation reports on agricultural policies, the term ñpolicy 

evaluationò is understood in this manual to be the analysis of levels and composition of agricultural 

support with respect to the implementation of the policy reform agenda. This term is not used in this 

manual as the evaluation of the effectiveness or efficiency of policies, except in cases where the focus 

is specifically on that issue (e.g. in Chapter 12). 
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10. Closely related to this, the indicators establish a common base for policy dialogue by using a 

consistent and comparable method to evaluate the nature and incidence of agricultural policies. While 

the indicators were calculated initially for OECD countries, the analysis has gradually included also 

non-OECD countries, such as Brazil, Chile, China, Russia, South Africa and Ukraine. It currently 

includes 43 countries (27 EU members treated as a single entity), with estimates covering the period 

from 1986 to the present. The international comparability of the indicators and wide country coverage 

makes the indicators a useful tool for policy dialogue not only amongst OECD countries, but also with 

non-OECD countries, inter-governmental organisations (WTO, World Bank, IMF and FAO), farming 

and non-government organisations, as well as research institutions. 

11. Finally, the indicator database is used in further research on policy impacts. The data serve 

as an input into modelling to assess the effectiveness and efficiency of policies in delivering the 

outcomes for which they were designed and to understand their effects on production, trade, income, 

the environment, etc. While the indicators cannot by themselves quantify these impacts, the economic 

information upon which they are based is an important building block for further analysis.  

2.2. Overview of support indicators: key terms, definitions and distinctions 

¶ ñSupportò is understood as gross transfers to agriculture from consumers and taxpayers, arising 
from governmentsô policies that support agriculture.  

¶ In addition to budgetary expenditures, support includes other estimated transfers, which do not 
require actual monetary disbursements (e.g. credit concessions) 

¶ The indicators reflect the provision of support, or the level of effort made by governments, as 
implied by their agricultural policies. As such, they are not intended to and do not measure policy 
impacts on production, farm incomes, consumption, trade or environment. 

¶ The indicators represent different ways to analyse agricultural policy transfers and measure their 
levels in relation to various key economic variables. Together they provide a comprehensive 
picture of agricultural support.  

¶ The indicators can be distinguished according to the recipient of the transfer, the unit of 
measurement in which they are expressed, and the type of aggregation. 

12. Agricultural policies may provide direct payments to farmers. They may maintain domestic 

agricultural prices above those at the countryôs border, or grant tax and credit concessions to farmers. 

Support is not only comprised of budgetary payments that appear in government accounts, but also 

includes support of market prices, as well as other concessions that do not necessarily imply actual 

budgetary expenditure, such as tax concessions. The common element to all these policies is that they 

generate transfers to agriculture.  

13. The concept of ñtransferò presumes both a source of the transfer and the existence of a 

recipient. In the present methodology, agriculture is generally regarded as a supported sector and the 

main recipient of policy transfers. Consumers of agricultural commodities and taxpayers represent the 

two sources of transfers, i.e. the economic groups bearing the cost of agricultural support. The term 

ñagricultureò designates primary agricultural producers as an economic group. Agricultural producers 

are viewed from two perspectives ï as individual entrepreneurs, and collectively. These distinctions 

underlie the key dimensions in which agricultural support is measured and the basic structure of the 

indicators. 
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14. The terms ñsupportò and ñpolicy transfersò are broadly synonymous, but may be used in 

different contexts. The term ñsupportò is predominantly used to mean a ñpolicy measureò (that 

generates a policy transfer) and usually appears when identifying, scoping and classifying the relevant 

policies. The term ñpolicy transferò is used mainly with respect to calculations, i.e. the process of 

obtaining numerical expressions of policies. 

15. More fundamental for understanding of the indicators, however, is the distinction between 

the notions of ñprovision of supportò and the ñimpact of supportò (i.e. impacts of policy transfers). The 

indicators are the various measures of gross policy transfers. As such, they reflect the provision of 

support, or the level of effort made by governments, as implied by their agricultural policies. The 

indicators do not account for the losses of that effort within the economic system, as experienced by 

the recipients of support. In fact, a proportion of the transfers will not end up as extra producer net 

income because support induces higher prices for agricultural inputs and factors, as well as generating 

deadweight loss of economic welfare. Moreover, the actual impact of policies on its recipients will 

depend on, among other things, the basis upon which support is provided (e.g. whether it is provided 

per tonne of output, per land unit, per farm, etc.), the level of support, and the responsiveness of 

farmers to changes in support. The indicators, therefore, are not intended to and do not measure the 

impact of policy effort on farm production, farm incomes, trade or environment. This explanation of 

the indicators as representing measures of policy effort is crucial for understanding them properly. 

Chapter 11 contains a detailed discussion of how the indicators should be used and interpreted, and 

concludes with examples of mistakes in interpretation that should be avoided. 

16. The support indicators, which are introduced below, are different ways to analyse 

agricultural policy transfers and measure their levels in relation to various key economic variables. 

The names, abbreviations and definitions of the indicators are listed in Box 2.1. No single indicator 

can capture all aspects of agricultural support. Each serves a purpose, highlighting a dimension of the 

support framework. The indicators are interlinked and mutually reinforcing. When analysed together, 

they provide a comprehensive picture of the level and composition of support.  

Box 2.1. Names and definitions of the OECD indicators of agricultural support 

INDICATORS OF SUPPORT TO PRODUCERS 

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. 

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

Producer Nominal Assistance Coefficient (producer NAC): the ratio between the value of gross farm receipts 

(including support) and gross farm receipts valued at border prices (measured at farm gate). 

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). 

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 policy measures 
directly linked to the production of a single commodity such that the producer must produce the designated commodity 
in order to receive the transfer. 

Producer Percentage Single Commodity Transfers (producer %SCT): the commodity SCT as a share of gross 

farm receipts for the specific 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 policy measures 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. 
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(continued) 

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 policy measures 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 policy measures that do not require any 
commodity production at all.  

INDICATORS OF SUPPORT TO GENERAL SERVICES FOR AGRICULTURE 

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 transfers to individual producers. 

Percentage GSSE (%GSSE): transfers to general services (GSSE) as a share of Total Support Estimate (TSE). 

INDICATORS OF SUPPORT TO CONSUMERS 

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.  

Percentage CSE (%CSE): CSE transfers as a share of consumption expenditure (measured at farm gate) net of 

taxpayer transfers to consumers. 

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 (measured at farm gate). 

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). 

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 policy measures directly linked to 
the production of a single commodity. 

INDICATORS OF TOTAL SUPPORT TO AGRICULTURE 

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 associated budgetary receipts, regardless of their 
objectives and impacts on farm production and income, or consumption of farm products. 

Percentage TSE (%TSE): TSE as a share of GDP  

17. Three distinctions can be made between the indicators (Table 2.1). The first one relates to the 

intended recipient of the transfer ï producers individually, producers collectively, or consumers, 

although agriculture is always understood to be the economic sector supported by the policies 

(Section 3.1). For example, nine indicators measure support directed to producers individually, while 

two indicators measure support provided to producers collectively. 

18. A second distinction can be made in relation to the unit of measurement: nine indicators are 

expressed in monetary terms, and nine represent percentages or ratios. An advantage of monetary 

indicators is that they can be used to analyse the composition of support, e.g. to calculate the shares of 

PSE or GSSE by policy category, or the shares of TSE according to whether the transfers come from 

consumers or taxpayers. However, the monetary indicators are influenced by the size and structure of 

the countryôs agricultural sector, as well as the countryôs rate of inflation. Consequently, there are 

difficulties in using them to compare support levels between countries, to evaluate changes over time, 

or to assess the level of support provided within a country to different commodities. In contrast, 

percentage indicators and ratios, which relate policy transfers to some other monetary base, e.g. the 

value of agricultural production, allow such comparisons to be made.  
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19. Finally, the indicators can be distinguished according to the type of aggregation at which 

they can be derived ð across commodities or geographically. While all the indicators can be 

calculated at the national and multi-country level, some can also be calculated for individual 

commodities or for groups of commodities. 

Table 2.1. The OECD indicators of agricultural support 

National
1 

(aggregate)

Multi-country 

(e.g.  OECD total)

PSE
%PSE and 

producer NAC
nc * *

 - producer NPC * * *

producer SCT producer %SCT * * *

GCT nc * * *

ACT and OTP nc nc * *

Producers 

collectively
GSSE %GSSE nc * *

CSE
%CSE and 

consumer NAC
nc * *

 - consumer NPC * * *

consumer SCT nc * * *

All recipients TSE %TSE nc * *

Producers 

individually

Geographical

Unit of measurement Type of aggregation

Individual commodity or 

groups of commodities
Monetary

Percentage 

or ratio

Intended 

recipient

Consumers

 
Symbols: ñ-ò not applicable; ñncò not calculated; ñ*ò calculated. 

1. The European Union (EU) is treated as one country for the purpose of indicator calculations, given the 
common policy for agriculture applied throughout the Union, and specifically: the EU12 for 1986-94 including ex-
GDR from 1990; EU15 for 1995-2003; and EU25 for 2005-07 and EU27 from 2007 onwards. 

2.3. Basic principles of measuring support 

¶ Several key principles determine the scope of policy measures to be considered in the estimation of 
agricultural support and the method for measuring support, such as: 

- A policy measure is included if it generates transfers to agricultural producers, regardless of the nature, 
objectives or impacts of the policy measure 

- Transfers are measured in gross terms, taking no account of adjustments which producers may make 
to receive the support, e.g. to meet compliance conditions 

- Transfers to individual producers are measured at the farm gate level. 

20. A number of principles, or general rules, guide the measurement of agricultural support. 

Principles 1 to 3 determine the scope of policy measures to be considered in estimating agricultural 

support and provide criteria for identifying agricultural policies in a complex mix of government 

actions. Principles 4 and 6 help to define the method for measuring support and are important for 

interpreting the indicators. 
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21. Principle 1: generation of transfers to agricultural producers as a key criterion for inclusion 

of policy in the measurement of support. Policy measures generate explicit or implicit transfers to 

supported individuals or groups. A policy measure is considered for measurement if agricultural 

producers, individually or collectively, are the only, or the principal, intended recipients of economic 

transfers generated by it. This is sufficient criterion for inclusion of a policy measure in the estimation 

of agricultural support.  

22. Principle 2: there is no consideration of the nature, objectives or economic impacts of a 

policy measure beyond an ñaccountingò for transfers. This principle complements principle 1, in that 

the stated objectives, or perceived economic impacts of a policy measure, are not used as alternative or 

additional criteria to determine the inclusion or exclusion of a policy measure in the estimation of 

agricultural support.  

23. Principle 3: general policy measures available throughout the entire economy are not 

considered in the estimation of agricultural support, even if such measures create policy transfers 

to/from the agriculture. Thus, a situation of zero support to agriculture would occur when there are 

only general economy-wide policies in place with no policies specifically altering the economic 

conditions for agriculture. 

24. Principle 4: transfers generated by agricultural policies are measured in gross terms. Policy 

transfers can be defined in gross or net terms, i.e. as revenue (gross receipts) or income (revenue less 

costs) generated by a policy measure. The phrase gross transfers in the definitions emphasises that no 

adjustment is made in the indicators for costs incurred by producers in order to receive the support, 

e.g. costs to meet compliance conditions attached to certain payments, or tax clawbacks. 

25. Principle 5: policy transfers to individual producers are measured at the farm gate level, 

which follows from the objective to measure support only to primary producers of agricultural 

commodities. Consequently, the word ñconsumerò in the definitions and methodology is understood as 

a first-stage buyer of agricultural commodities. 

26. Principle 6: policy measures supporting individual producers are classified according to 

implementation criteria, such as: (i) the basis upon which support is provided (a unit of output, an 

animal head, a land unit, etc.); (ii)  whether support is based on current or non-current production 

parameters; and (iii) whether production is required to receive support or not; and other criteria. These 

policy characteristics affect producer behaviour, and distinguishing policies according to 

implementation criteria enables further analysis of policy impacts on production, trade, income, the 

environment, etc.  

27. These are the general principles applied in estimating the indicators of support. Along with 

the more practical underpinnings of the methodology, they will be developed further in the following 

chapters.  
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Annex 2.1. 

 

A Short History of the Indicators 

28. The widespread policy goal from the late 1940s to produce more food led to increasing 

concern about the effects of agricultural policies on trade relations and on the cost of policies. 

Combined with rapid technical progress and structural changes, trade barriers and domestic production 

support measures led to surpluses of farm goods, which were stocked or exported with additional 

subsidies. World prices for temperate-zone commodities were driven down. The costs of stock-holding 

and export subsidies placed heavy burdens on government budgets, consumers in countries with 

protected markets faced higher food bills, and competitive producers in other countries were penalised 

by restrictions on access to those markets. By the beginning of the 1980s, a number of OECD 

countries realised that action was urgently needed. 

29. At the 1982 OECD Ministerial Council (consisting of Ministers of Economics, Trade and 

Foreign Affairs, plus a few Agriculture Ministers), it was agreed ñthat agricultural trade should be 

more fully integrated within the open and multilateral trading systemé(and) that the desirable 

adjustments in domestic policies can best take place if such moves are planned and co-ordinated 

within a concerted multilateral approach aimed at achieving a gradual reduction in protection and a 

liberalisation of trade, in which a balance should be maintained as between countries and 

commodities.ò Ministers also decided that the Secretariat should ñstudy the various possible ways in 

which the above aims could be achieved as a contribution to progress in strengthening co-operation on 

agricultural trade issues and as a contribution to the development of practical multilateral and other 

solutions.ò 

30. An integral part of this investigation was to develop an appropriate basis for measuring 

agricultural subsidies. After considering the options available, the Secretariat decided to use the 

Producer Subsidy Equivalent (PSE), initially defined as the payment that would be required to 

compensate farmers for the loss of income resulting from the removal of a given policy measure 

(OECD, 1987).
3
 While the PSE was at first used for modelling the effects on world commodity prices 

of a small reduction in agricultural subsidies, it was also recognised as a very useful tool in its own 

right to establish a consistent and comparative method to evaluate agricultural policies between 

countries. 

31. The notion of a ñsubsidy equivalentò derives from the economic theory of protection 

developed in the 1960s to evaluate the effects of tariffs (Corden, 1971). According to this theory, the 

producer subsidy equivalent of a policy measure, whether an import tariff, export subsidy, payment 

per tonne or per hectare, etc., is the payment per unit of output that a government would have to pay 

producers to generate the same impact on production as that policy measure.
4
 In the early 1970s, Tim 

Josling had applied this concept to the empirical measurement of agricultural subsidies in work for the 

FAO, introducing the term PSE (Josling, 1973 and Josling, 1975).  

                                                      
3. The Consumer Subsidy Equivalent (CSE) was defined as ñthe implicit tax on consumption resulting 

from a given policy measure (market price support element of the PSE) and any subsidies on 

consumption.ò 

4. Likewise, the consumer tax equivalent of a policy measure is the per unit tax that a government would 

have to impose to generate the same impact on consumption as that policy measure. 
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32. In 1987, a major OECD study entitled National Policies and Agricultural Trade offered an 

in-depth analysis of the agricultural policies of individual OECD countries based largely on the PSE 

and related indicators.
5
 This study recognised the linkages between domestic and trade policies and 

concluded that in order to improve the trading environment actions were necessary on both trade 

barriers and domestic policies. 

33. It was clear from the start that the ñincome compensationò definition did not match what was 

actually being measured by the OECD PSE. While policy measures providing the same amount of 

monetary transfers to producers have the same revenue subsidy equivalent, they may have different 

production and income subsidy equivalents which depend on the way the measures are implemented 

(per unit of output or per hectare of land producing the same output, for example). One of the first 

critiques in this regard noted, inter alia, that the PSE was a measurement of revenue transfer (Peters, 

1988).  

34. As a result, the PSE was redefined in 1990 as 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.
6
 

35. Four major refinements were made in 1999: 

¶ The PSE acronym was changed from meaning ñProducer Subsidy Equivalentò to ñProducer 
Support Estimateò.

7
 It was recognised that: (a) transfers associated with a wide range of diverse 

policies have different ñsubsidy equivalentsò; and (b) that some of the transfers were given for the 

provision of services and positive externalities rather than to subsidise the production of 

agricultural commodities. The more neutral term ñsupportò acknowledges that a monetary transfer 

is involved whatever the policy objective.  

¶ Changes were made to the classification of policies within the PSE (Table A2.1). This was 

required because of the growing scope of support policies introduced since the mid-1980s. 

Previously, there were five PSE categories with policies classified according to the type of support 

measure. The 1999 refinements introduced seven types of support measures with policies 

classified according to how they were implemented.  

¶ A closely related change involved the establishment of a separate indicator to measure support 

provided to producers collectively, the General Services Support Estimate (GSSE). Support for 

ñGeneral Servicesò had been previously included in the PSE. This was separated from the 

calculation of the PSE, which now measures only support received by producers individually. 

Consequently, the indicator and method for measuring the total cost to consumers and taxpayers of 

                                                      
5. PSEs and CSEs were initially calculated for a set of OECD countries comprising Australia, Austria, 

Canada, the EEC, Japan, New Zealand and the United States for the period 1979 to 1981, and later 

extended to include Sweden, Finland, Norway and Switzerland. 

6. The CSE was also redefined as the annual monetary value of gross transfers from (to) consumers of 

agricultural commodities, measured at the farm gate level, arising from policies 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, indicating that higher prices 

resulting from market price support more than offset consumers subsidies. 

7. The CSE was changed from the ñConsumer Subsidy Equivalentò to the ñConsumer Support 

Estimateò. 
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agricultural policies also changed, from the Aggregate Subsidy Equivalent (ASE) to Total Support 

Estimate (TSE).  

¶ Finally, a new method for calculating the national (aggregate) PSE was introduced. Previously, 

this had been calculated by ñextrapolatingò the average %PSE for a common set of commodities 

to all agricultural production. A new method was introduced whereby only the average ratio of 

MPS to gross farm receipts for a set of commodities is extrapolated across to the rest of 

agricultural production (section 6.1.1), with all transfers from non-MPS policies included 

specifically within the PSE through classification in the appropriate categories.  

36. Further changes were introduced in 2007 to enable the indicators to better capture recent 

policy developments, e.g. the move to ñdecoupleò the provision of support from specific commodity 

production and ñre-coupleò the provision of support to other criteria. Three major changes were made: 

¶ Although still based on implementation criteria, the PSE categories were substantially 

redefined (Table A2.1 and section 3.3.1). 

¶ Labels were introduced, with the result that each policy, in addition to being classified into a 

PSE category, could also have up to six different labels attached to it so as to provide 

additional detail on implementation criteria; labels serve as a shorthand for categories not 

included in the main presentation. For example, labels give additional information on 

whether a payment is with or without limit, or whether a payment implies any constraints on 

input use by the recipient, etc. (section 3.3.3). 

¶ PSEs for individual commodities are no longer calculated. Instead, a country total PSE is 

divided into Single Commodity Transfers, Group Commodity Transfers, All Commodity 

Transfers; and Other Transfers to Producers (section 6.3). This change reflects the fact that 

as a result of policy reform, support in many OECD countries is less tied to an individual 

commodity. Support is being increasingly provided to groups of commodities or all 

commodities in general, or without obliging a recipient to engage in commodity production 

at all. In this situation the link between some support transfers and individual commodities 

becomes less apparent. This necessitated an alternative presentation of support transfers with 

respect to their commodity specificity.  

Table A2.1. Development of PSE categories 

Initial 1987 categories 1999 revision 2007 revision 

A. Market Price Support 

B. Direct payments 

C. Reduction in input costs 

D. General Services 

E. Other 

A. Market Price Support 

B. Payments based on output 

C. Payments based on area 
planted/animal numbers 

D. Payments based on 
historical entitlements 

E. Payments based on input 
use 

F. Payments based on input 
constraints 

G. Miscellaneous 

A. Support based on commodity output 
(Market Price Support and Payments 
based on output) 

B. Payments based on input use 

C. Payments based on current A/An/R/I
1
, 

production required 

D. Payments based on non-current A/AN/R/I, 
production required 

E. Payments based on non-current A/AN/R/I, 
production not required 

F. Payments based on non-commodity 
criteria 

G. Miscellaneous 

1. The letters stand for Area (A), Animal Numbers (AN), Receipts (R) or Income (I). 





CHAPTER 3. IDENTIFYING, DISTINGUISHING AND CLASSIFYING POLICIES 

 29 

 

CHAPTER 3. 

 

IDENTIFYING, DISTING UISHING AND CLASSIFY ING POLICIES  

37. Before calculating the indicators for any particular country, it is important to understand 

fully the range of policy measures applied to support agriculture and the forms in which they are 

implemented. 

38. The first section of Chapter 3 defines the policy measures included in the measurement of 

support. The following section differentiates the policies according to which of the three economic 

groups the transfer is made to. The third section details the various categories and labels attached to 

policy measures within the PSE, including definitions and worked examples. Similarly, the various 

GSSE and CSE categories are defined and discussed in the two final sections.  

3.1. Identifying policies that support agriculture  

¶ Policies are included in the estimates of support if agriculture is the only, or the major, beneficiary 
of the policy.  

¶ It does not matter which government ministry or level of government implements the policy. 

39. The range of policy measures included in the estimation of agricultural support are 

determined by the definitions and principles outlined in Chapter 2. In all cases, which government 

body is responsible for the policy measure giving rise to the transfer has no impact on the decision to 

include it or not. In other words, policy measures supporting agriculture may be under the 

responsibility of many different government ministries, and not just the ministry formally responsible 

for agriculture, and at different levels of government, e.g. central, provincial, prefectural or state. 

Alternatively, policies implemented by a ministry responsible for agriculture but related to non-

agricultural activities, e.g. forestry or fisheries, are not considered. 

40. From the definition of the PSE, a policy measure will be included in the estimation of 

agricultural support if it: (a) provides a transfer whose incidence is at the farm level; and (b) is directed 

specifically to agricultural producers or treats agricultural producers differently from other economic 

agents in the economy. The support provided by the policy measure may be delivered in several 

different ways: an increased output price (Market Price Support); a reduced input price (e.g. a fertiliser 

subsidy) or cost share for fixed capital; a direct payment (a cheque from the government); a revenue 

foregone by government (e.g. a tax concession); a reimbursement of a tax or charge (e.g. as for fuel 

taxes in some countries); or a gratuitous service in kind to individual farmers (e.g. delivery of 

extension services). 

41. Support for farm product prices, or direct payments based on agricultural production or 

agricultural area, are clearly agricultural and producer-specific, and are included in the PSE indicator. 

Similarly, a payment reducing the price of fertiliser or pesticide for application on farm land, or a 

payment compensating for yield loss as a result of practising organic farming, is clearly agricultural 

and producer specific and are also included in the PSE. On the other hand, a tax concession that is 
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available to all small businesses or to all self-employed people in an economy would not be included 

in the PSE because it is not specific to agriculture, even though it benefits farmers, perhaps 

substantially. 

42. With respect to some measures, a degree of judgement needs to be exercised. This is 

illustrated in the following examples. 

¶ A fertiliser subsidy may benefit gardeners and owners of golf courses, but the main beneficiary 

will usually be farmers. In this case, the policy measure is judged to be specific to farming and 

is included in the PSE. However, in the estimation of support, only the value of transfers going 

to agriculture is included.  

¶ Many countries grant concessions on the use of fuel in machines for off-road use. All 

machinery-using sectors may benefit, or a limited number of sectors may be defined by the 

enabling regulations. In these cases, the benefit will be included in the PSE if agriculture is 

singled out as a target sector for the benefit or if, de facto, it is the major beneficiary of the 

measure.  

¶ A grant for the conversion of farm buildings to self-catering accommodation for tourists will not 

be included unless eligibility for the grant is confined to farmers. 

¶ Differential treatment of farmers in social security measures is not included because it has not 

been possible to determine whether the conferred benefits are specific to primary agriculture. 

¶ Measures that provide support to individuals who may not be farmers to carry out actions on 

farms, e.g. a stone wall payment/environmental measure that is also available to non-farmers, 

may be included, although only the value of transfers going to farmers would be included. 

43. The definition of the GSSE allows for a wider range of policy measures to be included in the 

indicator. As with the PSE, the focus is on the primary sector ï agricultural production at the level of 

the farm. Two principal types of expenditures are included as follows: 

¶ Expenditures associated with policy measures that are included in the PSE, but which are not 

received directly by farmers. For example, the costs associated with the storage and disposal of 

price-supported commodities by the government or an appointed agency are included in the 

GSSE. 

¶ Services that benefit primary agriculture but whose initial incidence is not at the level of 

individual farmers: for example, agricultural education, research, marketing and promotion of 

agricultural goods, general infrastructural investment relating to drainage, and irrigation, and 

inspection services beyond the farm gate. 

44. From the definition of the CSE, policy measures which provide positive transfers to first 

consumers of agricultural commodities, e.g. flour mills, meat-processing plants or fruit-packing 

houses, are also included when they are provided specifically to offset the higher prices that result 

from market price support. Domestic food aid associated with measures that support agriculture, 

e.g. distribution of government stocks acquired in the context of market interventions, are also 

included. 

45. A continual effort is made to ensure consistency in the treatment and completeness of policy 

coverage. Revising the calculations and improving consistency in light of more updated data and 

information on policy measures is an ongoing process undertaken in conjunction with the preparation 

of the reports on Agricultural Policies in OECD Countries: Monitoring and Evaluation and 

Agricultural Policies in Non-OECD Countries: Monitoring and Evaluation.  
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Box 3.1. Some issues not explicitly dealt with in the PSE framework 

Regulatory measures 

In light of the standard division of government measures into fiscal and regulatory, a question arises 
about the treatment of regulations in the PSE. Generally speaking, the PSE includes policy measures that give 
rise to transfers. The transfers may be direct (a cheque from the government) or indirect (paid by consumers), 
explicit (again a cheque) or implicit (as in a tax concession). In all these cases, a recipient and a beneficiary can 
be clearly identified. The PSE does not capture regulations except in so far as these occur in association with 
transfers. For example, a production quota is captured in the estimation of Market Price Support. However 
sanitary or environmental regulations as such will not be reflected in the PSE unless there are transfers 
associated with them, e.g. if governments compensate some of the costs to comply with these regulations. 

Externalities and public goods generated by agriculture 

Agricultural activities not only produce commodities for food, feed, fibre or fuel, but also contribute to 
the preservation of ecosystems, cultural landscapes, carbon sequestration and flood management. Agriculture 
also generates pollution of water and air, contributes to greenhouse gas emissions, and leads to loss of habitats 
and biodiversity. Some farmers voluntarily treat animals (animal welfare) or provide levels of food safety that go 
beyond minimum legal standards. In some countries legal requirements that farmers must observe (such as 
banning the keeping of chicken in cages) go beyond what farmers would profitably choose to implement without 
support payments. Agriculture thus provides public goods and generates positive or negative externalities, which 
may be provided jointly with agricultural commodity production, or directly through the use of farm-based 
resources.  

In so far as markets are absent or poorly functioning for these externalities and public goods, farmers 
are neither remunerated for their provision, nor charged for the pollution generated. In such cases, without some 
remuneration or penalty, there would tend to be an under-provision of public goods and an over-generation of 
environmental damage. Thus governments have put in place various agri-environmental and animal welfare 
policies, which involve inter alia payments and charges to farmers. 

Consistent with the OECD definition of the PSE, the value of these (positive and negative) externalities 
is not explicitly captured in ñgross farm receiptsò. It will be recalled that gross farm receipts is the denominator of 
the %PSE that comprises the value of commodity production to which is added budgetary transfers from policies, 
some of which are to pay farmers to reduce negative externalities. Taking into account the value of these non-
market public goods and externalities would mean that the denominator would represent farm receipts adjusted 
for externalities and public goods. 

Transfers from policies that pay farmers for the extra costs incurred or profits foregone (from reduced 
commodity production) for investments or practices - such as for conserving land with high environmental value, 
preserving  biodiversity, improving the treatment of animals, or reducing pollution - are included in both the 
numerator and denominator in the %PSE calculation. As the denominator of the %PSE includes the value of the 
transfers associated with such policies, the transfers could be considered as a proxy for the value of the relevant 
public goods and externalities, as measured by the additional costs of their provision. It could be argued that the 
total social value of non-market goods generated by agriculture, both positive and negative, should be included in 
the denominator (i.e. gross farm receipts adjusted for those goods). Three points need to be stressed in this 
regard: first, in so far as those non-market goods are provided jointly with marketed commodities (which is also 
partly dependent on the overall level of support from all sources), there is no additional cost incurred by farmers in 
their provision, while additional non-market goods will generally only be provided if there is additional 
remuneration (as outlined above); second, at present there is no consistent and non-contested set of demand 
valuations by society for non-market public goods (or of the value of negative externalities) across and within 
OECD countries which could be accounted for in the value of farm receipts; and third, some of the transfers in the 
ñGeneral Services Support Estimateò (GSSE) are for the provision of public goods or mitigation of negative 
externalities, but are not included (by definition) in the value of gross farm receipts in the %PSE calculation. 
Those elements in the GSSE would need to be taken into account in any overall accounting of the externalities 
associated with agriculture.  

Other work in the OECD is currently examining the valuation of environmental externalities (in the 
Environment Directorate), and the measurement (and classification) of transfers associated with ñagri-
environmentalò policies, and indicators of environmental performance in the agricultural sector (in the Trade and 
Agriculture Directorate). The Environmental Performance of Agriculture in OECD Countries Since 1990 (OECD, 
2008a) and the Internet-based Inventory of Policies Addressing Environmental Issues in Agriculture 
(www.oecd.org/tad/env/inventory) are useful sources of information. 

http://www.oecd.org/tad/env/inventory
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3.2. Distinguishing between policies according to economic group  

¶ Policy measures are attributed to three economic groups on the basis of who is the intendant 
recipient of the transfer, i.e. producers individually, producers collectively, or consumers of 
agricultural commodities.  

¶ A series of questions helps to determine to which recipient group a policy transfer should be 
classified. 

46. Identifying the full range of policies supporting agriculture is also largely a process of 

distinguishing between policy measures on the basis of which economic group receives the transfer. 

Three economic groups are identified, according to whether the policy measure provides transfers to 

producers individually (PSE) or collectively as general services to agriculture (GSSE), or whether it 

provides transfers to consumers individually (CSE). Appropriately distinguishing between policies is 

important for correctly calculating the indicators that measure the level and composition of support. 

This process can be aided by the following sequence of questions.  

Question 1: Does the policy create a transfer to producers collectively through general services? 

47. For the answer to be positive, such transfers should not depend on the actions of individual 

farmers or consumers, are not received by individual producers or consumers, and do not affect 

directly farm receipts or consumption expenditure. In answering this question, it would be useful to 

bear in mind the categories for classifying policies within the GSSE (section 3.4). If the answer is yes, 

consider the policy under the GSSE. If no, proceed to the next question.  

Question 2: Does the policy measure create a transfer to producers individually based on goods 

or services produced, on inputs used, or on the fact of being a farming enterprise or farmer?  

48. For a policy measure to be included in the PSE, it is necessary that an individual farmer 

takes actions to produce goods or services, to use factors of production, or to be defined as an eligible 

farming enterprise or farmer, in order to receive the transfer. If yes, consider it under the PSE and 

proceed to the following question. If no, also proceed to the following question. 

Question 3: Does the policy create a transfer to or from consumers of agricultural commodities? 

49. In the case of the CSE, it is necessary for individual consumers to take actions to consume 

agricultural commodities in order to receive (provide) a transfer. Examples of policies grouped in the 

CSE include transfers to processors (first consumers) to compensate them for higher domestic prices 

and consumption subsidies in cash or in kind to support consumption levels. Note also that some 

policies that are grouped in the PSE also constitute the CSE. These relate to the policies that create 

output price-based transfers. For example, a border tariff creates a price gap between domestic and 

world prices, resulting in consumers paying a higher price for that product. This policy measure results 

in transfers from consumers to producers and from consumers to government revenue (sections 4.2 

and 4.3 explain this in greater detail). If yes, consider it under the CSE. 

50. The TSE represents the sum of all three components, adjusted for double-counting given that 

the transfers associated with market price support policies appear in both the PSE and CSE 

calculation. 
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3.3. Classifying and labelling policies that support producers individually (PSE) 

¶ Policy measures included in the PSE are classified according to specific implementation criteria. 
These identify the economic features of policy measures, which are important for the consequent 
analysis of potential impacts of policies on production, income, consumption, trade, and the 
environment. 

¶ Policy measures are classified into seven categories which identify the transfer basis for the 
policy, whether the basis is current or non-current, and whether production is required or not. 

¶ Policy measures in each category are further distinguished according to whether constraints are 
placed on output levels or input use, whether the payment rate is variable or fixed, and whether 
the policy transfer is specific or not as to commodities covered or excluded. 

¶ Policy measures may be classified by category by label, or by both, according to intended use. 

3.3.1. Definition of categories and sub-categories 

51. The impact of policy measures on variables such as production, consumption, trade, income, 

employment and the environment depend, among other factors, on the way policy measures are 

implemented. Therefore, to be helpful for policy analysis, policy measures to be included in the PSE 

are classified according to implementation criteria. For a given policy measure, the implementation 

criteria are defined as the conditions under which the associated transfers are provided to farmers, or 

the conditions of eligibility for the payment. However, these conditions are often multiple. Thus, the 

criteria used to classify payments to producers are defined in a way that facilitates: the analysis of 

policies in the light of the ñoperational criteriaò defined by OECD Ministers of Agriculture in 1998; 

the assessment in subsequent analysis of their impacts on production, consumption, income, 

employment, etc., through, for example, the Policy Evaluation Model (PEM); and the classification of 

policy measures in a consistent way across countries, policy measures and over time.  

52. Policy measures with an environmental focus illustrate the role of implementation criteria in 

the PSE classification. Possible agri-environmental payments include cost-sharing for the installation 

of conservation practices, or alternatively the provision of a per hectare payment to motivate an above-

standard level of environmental condition. Although in both cases the payments may have the same 

environmental objective, their main implementation criteria are not the same, and the incentives 

provided to farmers in terms of resource use and production decisions may differ. Hence, the two 

cases should not be considered within the same category since support is implemented differently in 

each case. 

53. As a result of several policy developments, including policy reform initiatives and new 

measures of support, a new PSE classification was introduced in 2007. The key underlying principle 

remains that policy measures are classified according to the way they are implemented. The various 

categories and sub-categories listed in Box 3.2 have been constructed to identify the implementation 

criteria that are considered to be the most significant from an economic perspective and reflecting 

policies applied in OECD countries (the PSE categories, as they are presented in the PSE database are 

also shown in Table 3.1). The categories identify:  

¶ The transfer basis for support: output (category A), input (category B), area/animal 

numbers/receipts/incomes (categories C, D and E), non-commodity criteria (category F); 

¶ Whether the support is based on a current (categories A, B, C, F) or non-current (historical 

or fixed) basis (categories D and E); 

¶ Whether production is required (categories C and D) or not (category E). 
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Box 3.2. Names and definitions of the PSE categories and sub-categories 

A. Support based on commodity output 

A.1. Market price support (MPS) - 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.  

A.2. Payments based on output - transfers from taxpayers to agricultural producers from policy measures 

based on current output of a specific agricultural commodity.  

B. Payments based on input use: transfers from taxpayers to agricultural producers arising from policy 

measures based on on-farm use of inputs: 

B.1. Variable input use ï transfers reducing the on-farm cost of a specific variable input or a mix of variable 

inputs.  

B.2. Fixed capital formation - transfers reducing the on-farm investment cost of farm buildings, equipment, 
plantations, irrigation, drainage and soil improvements. 

B.3. On-farm services - transfers reducing the cost of technical, accounting, commercial, sanitary and 

phyto-sanitary assistance, and training provided to individual farmers. 

C. Payments based on current A/An/R/I1, production required: transfers from taxpayers to agricultural 

producers arising from policy measures based on current area, animal numbers, receipts or income, and requiring 
production. Category C is further Broken down to two sub-categories: 

C.1. Based on current receipts/income ï including transfers through policy measures based on receipts or 
income 

C.2. Based on current area/animal numbers ï including transfers through policy measures based 
area/animal numbers 

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, 
receipts or income, with current production of any commodity required. 

E. Payments based on non-current A/An/R/I, 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, 
receipts or income, with current production of any commodity not required but optional. Category E is further 
divided in two sub-categories according to the nature of payment rates used: 

E.1. Variable rates - transfers using payment rates which vary with respect to levels of current output or 

input prices, or production/yields and/or area. 

E.2. Fixed rates - transfers using payment rates which do not vary with respect to these parameters. 

F. Payments based on non-commodity criteria: transfers from taxpayers to agricultural producers arising from 

policy measures based on: 

F.1. 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.  

F.2. 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.  

F.3. Other non-commodity criteria - transfers provided equally to all farmers, such as a flat-rate or lump-
sum payment.  

G. Miscellaneous payments: transfers from taxpayers to farmers for which there is insufficient information to 

allocate them to the appropriate categories.  

1. The abbreviations represent: A ï Area; An ï Animal numbers; R ï Receipts; and I - Income 
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Table 3.1. PSE categories and labels 

Single Group All

A.  Support based on commodity outputs

A1.  Market Price Support  

commodity n na na na na na na na * na na na na

commodity m , etc na na na na na na na * na na na na

A2.  Payments based on output

commodity k na na na na * na na na na

commodity l , etc. na na na na * na na na na

B.  Payments based on input use

B1.  Variable input use

policy measure b 11 na na na na na na

policy measure b 1n na na na na na na

B2.  Fixed capital formation

policy measure b 21 na na na na na na

policy measure b 2n na na na na na na

B3.  On-farm services

policy measure b 31 na na na na na na

policy measure b 3n na na na na na na

C.  Payments based on current A/An/R/I, production required

C1. Based on current receipts/income

policy measure c11 na na

policy measure c1n na na

C2. Based on current area/animal numbers

policy measure c21 na na

policy measure c2n na na

D.  Payments based on non-current A/An/R/I, production required
policy measure d1 na na
policy measure dn na na

E.  Payments based on non-current A/An/R/I, production not required

E1. Variable rates

policy measure e11 na na na

policy measure e1n na na na

E2. Fixed rates

policy measure e21 na na na

policy measure e2n na na na

F.  Payments based on non-commodity criteria

F1.  Long-term resource retirement

policy measure f11 na na na * na na na na na na na na na na

policy measure f1n na na na * na na na na na na na na na na

F2.  A specific non-commodity output

policy measure f21 na na na * na na na na na na na na na na

policy measure f2n na na na * na na na na na na na na na na

F3.  Other non-commodity criteria

policy measure f31 na na na na na na na na na na na na na na

policy measure f3n na na na na na na na na na na na na na na

G.  Miscellaneous payments na na na na na na na na na na na na na na na na

Payment rates Input constraints Payment eligibility based on
Production 

exceptionsPSE CATEGORIES

Animal 

number
Receipts Income With

Value of 

transfers, 

LC million

Year 1 Year néWithout

PSE LABELS

Fixed Variable
With 

(mandatory)

With 

(voluntary)
Without AreaLimit No limit

Commodity(ies)

Current 

commodity 

production and 

payment limits

 

Symbols: ñnaò ï PSE label not applicable to policy measures in a given category; ñ*ò ï PSE label applicable to policy measures in a given category by definition; LC ï local currency. 
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3.3.2. Classification criteria 

54. The criteria for classifying each of the policy measures included in the PSE into a specific 

category, as defined in the PSE classification, are expressed through the following sequence of 

questions. These criteria are mutually exclusive and are applied to each policy measure sequentially. 

Diagram 3.1 below illustrates this procedure. Although a given policy measure may be conditional on 

several of the criteria, it is classified under the first applicable criterion. If a transfer to agricultural 

producers provided through two (or more) policy measures is available only as an aggregate amount, a 

suitable allocation key is used to allocate it to the appropriate categories. 

3.3.3. Definition of labels 

55. In addition to classification into a category, each policy measure is assigned several ñlabelsò 

that provide additional details on policy implementation (Box 3.3). The six labels contain information 

on the constraints placed by policies on output and payment levels or input use, further specify the 

basis of transfer, its commodity specificity and variability of payment rates. The alternatives offered 

by each label are exhaustive, so that only one of the available options can be attributed to a payment. 

56. Distinction between the terms ñPSE categoryò and ñPSE labelò is a matter of presentation 

convention. Table 3.1 shows that the PSE classification is a matrix of various policy implementation 

criteria where PSE categories are presented along the vertical axis and PSE labels along the horizontal 

axis. Labels only represent additional dimensions in which the PSE can be broken down and, like the 

PSE categories, are defined in terms of implementation criteria rather than policy objectives. Labels 

could be used as an alternative presentation of policy implementation; they also could theoretically be 

presented as PSE sub-categories or sub-sub-categories. For example, in PSE category E, the ñwith 

variable or fixed payment ratesò label is used to create sub-categories E.1 and E.2. However, not all 

labels are applicable to all PSE categories (A to F). For example, the label specifying whether a 

payment is based on a single, group or all commodities is not applicable to policies in category 

E. Payments based on non-current A/An/R/I, production not required, or F. Payments based on non-

commodity criteria. A label distinguishing payments based on area, animal numbers, receipts or 

income is by definition redundant for policies in categories A. Support based on commodity output and 

B. Payments based on input use. Other labels could in the future be introduced and presented as sub-

categories if policy developments warrant the change. In designing the structure of the PSE database, 

the choice between treating a particular implementation criterion as a sub-category or a label is one of 

relative importance and pragmatism, rather than a conceptual difference between these two options. 

57. The label ñwith/without current commodity production limits and/or limits to paymentsò 

relates, for example, to a production quota associated with policy measures in category A, or land set-

aside associated with policy measures in category C. The label also applies to policy measures that 

restrict the payment as such, either by explicitly setting a maximum amount of payment, or by limiting 

the number of animals or land units that may receive payment. For example, a programme that 

provides an area payment for at the most 10 hectares is labelled as having a payment limit since 

payments cease beyond that area limit. 

58. The label ñwith or without input constraintsò serves to distinguish all PSE transfers (except 

those in category A.1) that can be provided under the condition that farmers respect certain production 

practices considered as environmentally or animal-welfare friendly, or which address food safety or 

other societal concerns. There is a further distinction between mandatory and voluntary input 

constraints. The former include requirements that relate to a generally applicable regulation, while the 

latter go beyond general regulations and are adopted by farmers voluntarily. An example below 

illustrates these distinctions.  
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59. An interest concession or capital grant can be provided: (a) for any on-farm production 

investment for any purpose; (b) for an environmental purpose (e.g. for on-farm manure treatment 

facilities), or to improve the conditions in which animals are kept. In all of these cases, the concessions 

or grants are linked to investment associated with commodity production, and are all classified in 

category B.2. Payments based on fixed capital formation, despite the fact that such payments are made 

to achieve different objectives. However, in the case of (a) the concession or grant it is generally 

applied and is without constraints, while in the case of (b) there are constraints as to the specific use of 

inputs/farming practices. The measures under (b) can be further distinguished between those which 

imply mandatory constraints (i.e. installation of manure treatment facilities) and those involving 

voluntary constraints (i.e. improving the conditions for animals beyond the legal minimum). 

Box 3.3. Names and definitions of the PSE labels 

With or without current commodity production limits and/or limits to payments (with/without L): 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 ï F. 

With variable or fixed payment rates (with F/V rates): a payment 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 ï E. 

With or without input constraints (with/without C): 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 ï F. 

 ï Payments conditional on compliance with basic requirements that are mandatory (with mandatory); 

 ï Payments requiring specific practices going beyond basic requirements and voluntary (with voluntary). 

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

Based on a single commodity, a group of commodities or all commodities (based on SC/GC/AC): defines 
whether the payment is granted for production of a single commodity, a group of commodities or all commodities. 
Applied in categories A ï D. 

With or without commodity exceptions (with/without E): 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. 

3.3.4. Work examples 

60. The examples presented in Diagram 3.1 illustrate how the criteria in sub-sections 3.3.1 and 

3.3.2 are used to classify policy measures into the various PSE categories and sub-categories, and 

which labels are attached to the policy (sub-section 3.3.3).
8
 The examples start with 

category A.2. Payments based on output, since market price support policies (category A.1. Market 

Price Support) are explained in Chapter 4 in considerable detail. 

61. For each policy measure, it is understood that the questions preceding its assignment to that 

category are answered consistently with its assignment. So, for example, a policy measure classified in 

category B.1. Payments based on variable input use entails answering ñyesò to question 5 

(Diagram 3.1), but to reach question 5 one must answer ñyesò to questions 1, ñnoò to question 2, and 

ñyesò to questions 4 and 5. For reasons of space, the answers to each preceding question are not listed 

for the examples; however, where necessary, comments on classification are introduced.  

                                                      
8. A full information on how each policy measure is classified in individual OECD and non-OECD countries 

is contained in the document entitled Definitions and Sources, which together with country PSE excel files 

is available on www.oecd.org/tad/support/psecse. 

http://www.oecd.org/tad/support/psecse
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Diagram 3.1. PSE Classification Decision Tree 
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No, go to question 4

Question 3: Does the policy measure affect the domestic market price for 

consumers and producers of a specific commodity?

Question 4: Does the policy measure provide an explicit or implicit payment to 

individual producers using a specific input, or group of inputs, or services to 

produce agricultural commodities?

Question 1: Does the policy measure provide an implicit or explicit transfer to 

individual producers on the basis of output, inputs, area, animal numbers, receipts 

or income used for or resulting from current or former commodity production?

Question 2: Does the policy measure provide a transfer to agricultural 
producers that is conditional and based on current commodity output?

No, go to question 11 Yes, go to question 2

Yes, consider it under A. Support based on commodity output

Yes, consider it under

No, consider it under

No, go to question 7 Yes, consider it under B. Payments based on input use

A.1. Market  Price Support

A.2 . Payments based on output
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Question 5: Does the policy measure reduce the on-farm cost of a single, or a 

set of, variable inputs (fertilisers, pesticides, animal feed, seeds, water, energy, 

hired labour, etc.), the maintenance and operation costs of capital (plant, 
machinery, buildings, etc.), or other variable costs (interest concessions on loans 

for the purchase of variable inputs, insurance premiums, etc.)?

B.1. Payments based on variable input useYes, consider it underNo, go to question 6

Question 6: Does the policy measure reduce the on-farm investment cost of 

fixed capital (e.g. farm buildings, equipment, plantations, soil improvement, 

drainage and irrigation), including interest concessions on investment loans?

Yes, consider it under

No, consider it under

B.2. Payments based on 

fixed  capital formation

B.3. Payments based on 

on-farm services

Question 7: Does the policy measure provide a payment to agricultural 

producers conditional on planting crop(s) or on maintaining a herd of livestock, 

and based on the current area (A), animal numbers (An), receipts (R), or income 
(I) of a single commodity, a specific group of commodities, or all commodities?

Yes, consider it underNo, go to question 8 C. Payments based on current A/ An/ R/I 

production required

C.1. Payments based on 

current Revenue / Income

C.2. Payments based on 

current Area / Animal Numbers

or
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éand  go to question 10

Question 8: Does the policy measure provide a payment to agricultural 

producers conditional on planting crop (s) or on maintaining a herd of  livestock, 

and based on the non-current (past or fixed) area (A), animal numbers (An), 
receipts (R), or income (I) of a single commodity, a specific group of commodities, 

or all commodities?

Yes, consider it underNo, go to question 9
D. Payments based on non-current A/An/R/I 

production required

Question 9. Does the policy measure provide a payment to agricultural 
producers on condition that their land remains in the agricultural sector, and 
based on non-current (historical or fixed) area (A), animal numbers (An), 

receipts (R), or income (I) of a single commodity, a specific group of 
commodities, or all commodities but not required to produce commodities?

Yes, consider it underNo, go to question  11

E. Payments based on non-current A/An/R/I 

production not required

Yes, consider it under

No, consider it under

Question 10: Is the payment defined as a variable rate (e.g. dependent on 
a variation of output or input prices)?

E.1. Variable rates

E.2. Fixed rates
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Question 11. Does the policy measure provide an implicit or explicit 
transfer to individual producers on the basis of non-commodity criteria 
(e.g. for long-term resource retirement, creation of buffer strips, 

preservation of endangered species, construction of stone walls or 
preservation of hedges)?

Yes, consider it under
F. Payments based on non-commodity criteria

No, consider it under
G. Miscellaneous payments

(classify it provisionally and try to get more 

information on how the policy is implemented)

éand  go to question 12

Question 12: Does the policy measure require the long-term retirement of 
factors of production from commodity production (e.g. retirement of land 
from production, permanent reduction in milk production, afforestation or 

destroying trees in orchards or vineyards)?

Yes, consider it under
F. I. Payments based on 

long term resource retirement
No, go to question  13

Question 13: Does the policy measure require the use of farm resources 
to produce specific non-commodity outputs (e.g. to plant hedges or build 
stone walls), which can be considered as either goods produced (e.g. 

hedges or stone walls) or services provided (e.g. protecting biodiversity 
or improving the countryside)?

Yes, consider it under F.2. Payments based on 

a specific non-commodity output

F.3. Payments based on 

other non-commodity criteria
No, consider it under
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Table 3.2. Work examples of PSE categories and labels 

Categories 

 Labels 

With or without 
current 

commodity 
production limits 

 

With variable  
or fixed  

payment rates  

With or without  
input constraints  

Based on area, 
animal numbers, 

receipts or 
income  

Based on a single 
commodity, a 

group of 
commodities or all 

commodities  

With or without 
commodity 
production 
exceptions  

with/ 
without L 

with V/F  
rates 

without C/  

with mandatory C/ 

with voluntary C 

A/An/R/I SC/GC/AC with/  
without E 

A.2. Payments based on output 

Agricultural Stabilization Act 
(Canada) 

without L V without C na1 SC na 

Payments are made on a per tonne basis according to a participating producerôs eligible grain sales. Payment is calculated by 
multiplying marketed quantities by the difference between the current market price and 90% (or some other level) of the average 
market price of the previous five years adjusted for changes in costs relative to the average costs in the previous five years. It is 
labelled a ñvariableò payment rate because the level of payment is determined by fluctuations of market price. Payments are labelled 
to single commodities.  

Loan deficiency payments (US) 

without L  V with mandatory C na  SC na 

Payments are made on a per tonne basis to producers eligible for price support loans who agree to forego the loan. The payment is 
the difference between the loan rate and the domestic market price, multiplied by the quantity of each specific commodity for  which 
the loan deficiency payment is requested, or otherwise eligible for on a crop year basis. It is labelled a ñvariableò payment rate as the 
level of payment is determined by fluctuations of market price. Payments are subject to input constraints under the conservat ion 
compliance. 

Milk Price Supplement for Cheese 
Production2 (Switzerland) 

with L  F without C na SC na 

Payment per tonne of milk granted to farmers delivering milk to cheese producers. As this payment is made for milk within a 
production quota, it is labelled with current production limits.  
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Categories 

 Labels 

With or without current 
commodity production 
and/or payment limits 

 

With variable  
or fixed  

payment rates  

With or without  
input constraints 

Based on area, 
animal numbers, 

receipts or 
income  

Based on a single 
commodity, a 

group of 
commodities or all 

commodities  

With or without 
commodity 
production 
exceptions  

with/ 
without L 

with V/F  
rates 

without C/  

with mandatory C/ 

with voluntary C 

A/An/R/I SC/GC/AC with/  
without E 

B.1. Payments based on variable input use 

Fuel tax concessions3 

without L  V or F without C na AC  na 

Tax concession on diesel fuel for farmers relative to the standard tax rate. The policy is labelled as being ñwithoutò input constraints. To be 
labelled as ñwithò input constraints, a limit on total fuel use on farm would have to be in place. Labelling of the policy measure with respect to 
variable or fixed payment rate depends on whether the amount of concession changes when the price of fuel changes. If yes, it  is labelled as 
ñvariableò rate; if not, it is labelled as ñfixedò rate. Since it is available to all producers, it is labelled as supporting all commodities. 

Irrigation subsidy 

(Mexico) 

without L F without C na  GC na 

Reduced electricity rates are set for groundwater pumping in agriculture. As the discount is fixed, the subsidy is labelled as ñfixedò rate. No limits 
on current production or constraints on water use are set as eligibility conditions. All farmers are eligible for preferential electricity tariffs, and so 
the subsidy is labelled as being available for all crop commodities. 

B.2. Payments based on fixed capital formation 

Interest concessions  
(e.g. Brazil and 

Russia) 

without L V without C na AC na 

Subsidising interest rates provides support to producers for building up their capital stock. The level of subsidy changes as a result of 
movements in market interest rates (the reference interest rate for calculating the level of the concession provided) and so it is labelled as a 
ñvariableò payment rate. There are no input constraints conditioning the eligibility for concession. Since it is available to all producers, it is 
labelled as supporting all commodities.  

Capital grants for on-
farm infrastructure 
(Japan) 

without L  F without C na AC na 

Budgetary allocations for the on-farm infrastructure improvement scheme, including construction of irrigation and drainage facilities and land re-
parcelling. The assistance is provided without production limits or constrains on input use. As the amount of payment does not change with the 
variation of current output, prices, or current production costs, it is labelled as a ñfixedò payment rate. Since the payment available to all 
producers, it is labelled as supporting all commodities. 

Property tax 
exemptions  
(Canada ï provincial 
governments) 

without L  F without C na AC  na 

Provides an implicit payment to producers proportional to the value of their property, intended as agricultural capital. As the implicit payment 
depends on the amount of land only, it is labelled as having a ñfixedò payment rate. Since it is available to all producers, it is labelled as 
supporting all commodities. 
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Categories 

 Labels 

With or without current 
commodity production 
and/or payment limits 

 

With variable  
or fixed  

payment rates  

With or without  
input constraints 

Based on area, 
animal numbers, 

receipts or 
income  

Based on a single 
commodity, a 

group of 
commodities or all 

commodities  

With or without 
commodity 
production 
exceptions  

with/ 
without L 

with V/F  
rates 

without C/  

with mandatory C/ 

with voluntary C 

A/An/R/I SC/GC/AC with/  
without E 

B.3 Payments based on on-farm services 

Extension and 
advisory services 
(e.g. Australia, 
Iceland, Japan, Korea, 
Mexico) 

without L  F without C na GC or AC na 

Federal and provincial expenditures for the activities related to the provision of information, training and services directly to farmers. This 
category may also include the technical assistance component of other programmes, such as conservation programmes. 

Pest and disease 
control  

without L  F without C na  GC or AC na 

The slaughtering of animals for disease-related concerns falls into this category, for example. Such payment is labelled as ñwithoutò input 
constraints, since the destruction of livestock is not a constraint on the amount of or use to which (non-slaughtered) animals may be put.  

FarmBis (Australia) 

without L  F without C na  AC na 

Provides financial support to assist farmer participation in learning activities to improve the management of their business, natural and human 
resources. It is available to eligible farmers independently of the commodities they produce and so is labelled as supporting all commodities. 

C.1. Payments based on current R/I , production required 

Income tax 
concessions  
(US) 

without L  F without C I AC  na 

Income tax concessions to agriculture relative to the standard income tax provisions include: deductions from taxable incomes from farming; 
farmersô marketing and purchasing co-operatives; and export transactions of agricultural commodities. The implicit transfer to producers is 
based on farming income, and so is labelled as based on ñincomeò. Since it is available to all producers, it is labelled as supporting all 
commodities. 
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Categories 

 Labels 

With or without current 
commodity production 
and/or payment limits 

 

With variable  
or fixed  

payment rates  

With or without  
input constraints 

Based on area, 
animal numbers, 

receipts or 
income  

Based on a single 
commodity, a 

group of 
commodities or 
all commodities  

With or without 
commodity 
production 
exceptions  

with/ 
without L 

with V/F  
rates 

without C/  

with mandatory C/ 

with voluntary C 

A/An/R/I SC/GC/AC with/  
without E 

C.2. Payments based on current A/An, production required 

Crop insurance 
payments (Canada) 

without L V without C  A  SC na 

Government contribution to a voluntary crop insurance scheme which covers between 70% and 90% of average yield (depending on the crop 
and province) over a 10 to 15-year period. Farmers finance one half of the scheme but over the years government contributions have amounted 
to 56% of indemnities paid. The programme is classified under C.1 even though many different commodities are covered by the programme 
because the programme is administered on a commodity-specific basis, each eligible commodity having a particular reference yield and 
payment being based on the actual yields of specific commodities. In this sense, it is like a single-commodity policy repeated for many different 
commodities. A ñvariableò rate is attributed to the payment because it is a function of current yield as compared with a reference yield and not 
simply area. This programme is labelled as a payment based on ñareaò because payments are made on a per-hectare basis. Had it been a 
subsidy to purchase crop insurance from a private insurance company, it would be classified under B.1 as a subsidy to a variable cost: 
insurance.  

Payments to organic 
crop farming (EU)4 

without L  F with voluntary C A GC na 

Provides payments per hectare for a subset of commodities. Since, in order to receive the payment, organic producers have to use specific 
production methods going beyond basic requirements, it is labelled as ñwith voluntaryò input constraints. Transfers are allocated to commodity 
group ñAll cropsò.  

Agri-environmental 
grass premium (EU ï
 France)5 

without L  F with voluntary C A  GC na 

Provides a payment per hectare of grassland farmed extensively. Farmers have to fulfil specific obligations for five years. These obligations are 
defined at the local level and include a maximum stocking density, a minimum share of grass land in total agricultural area, the maintenance of 
permanent and temporary pastures, the requirement to cut the grass (if not used as pasture), limits on fertiliser application, the preservation of 
fixed landscape features, strong restrictions on pesticide use, and registration of practices. There are input constraints to satisfy but the level of 
payment is not affected by the level of input use (as in the Grassland Reserve Program classified in B.2). There is no limit on how much grass 
can be produced and thus no production limits. 
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Categories 

 Labels 

With or without current 
commodity production and/or 

payment limits 

 

With variable  
or fixed  

payment rates  

With or without  
input constraints 

Based on area, 
animal numbers, 

receipts or income  

Based on a single 
commodity, a 

group of 
commodities or 
all commodities  

With or without 
commodity 
production 
exceptions  

with/ 
without L 

with V/F  
rates 

without C/  

with mandatory C/ 

with voluntary C 

A/An/R/I SC/GC/AC with/  
without E 

D. Payments based on non-current A/An/R/I, production required 

Structural payment 
to milk producers 
(Norway) 

With L  F without C An SC without E 

Provides a lump sum payment to all farms with five or more cows. Since 99.85% of farms exceed the minimum in terms of animal units, this policy 
is classified as a transfer not dependent on current commodity parameters but requiring production. As this payment is made for milk within a 
production quota, it is labelled ñwithò current production limits. The payment does not vary with prices, income or cost, and so is labelled as having 
a fixed payment rate.  

E.1. Payments based on non-current A/An/R/I, production not required, variable rates 

Counter cyclical 
payments  
(US) 

with L  V with mandatory C A  na with E 

Payment for wheat, feed grains, upland cotton, rice, oilseeds and peanuts defined as the national payment rate per tonne for each specific crop 
times the producerôs payment base yield and multiplied by 85% of the producerôs payment eligible base area. Base area and yields may be those 
from the 1996 Farm Act or the 1998-2001 averages. For each commodity, the national payment rate per tonne is the difference between the 
target price and the trigger level, which is the return per tonne (i.e. the higher the market price or loan rate) plus the Direct Payment per tonne, 
and so is labelled as having a variable payment rate. The payment is labelled ñwithò input constraints because eligible producers are required to 
comply with certain conservation and wetland provisions. The land must be kept in agricultural uses (which includes fallow) and producers are 
permitted to plant all cropland acreage on the farm to any crop, except for limitations on planting fruits and vegetables, and so is labelled ñwithò 
commodity exceptions. 

E.2. Payments based on non-current A/An/R/I, production not required, fixed rates 

Single payment 
scheme (historic) 
(EU) 

with L  F with mandatory C R na with E  

Payment entitlements per farm based on the farmôs historic reference amounts of premiums for most crop and livestock commodities received 
during the period 2000-02. The value of entitlements is the total reference amount of the farm divided by the number of hectares that gave right to 
payments in the reference period. Single payment scheme is subject to cross-compliance conditions (the amount of payment is reduced if the 
farmer does not comply), and so is labelled ñwith mandatoryò input constraints. Production is not required but producers may produce any 
commodity (with the exception of fruits and vegetables). It is therefore labelled as ñwithò commodity exceptions. From 1 January 2008, with the 
fruit and vegetable reform entering into force, the commodity exception ceases to be binding, but a Member State may choose to keep the 
commodity exemption for a transitory period until 1 January 2011. 
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Categories 

 Labels 

With or without current 
commodity production and/or 

payment limits 

 

With variable  
or fixed  

payment rates  

With or without  
input constraints 

Based on area, 
animal 

numbers, 
receipts or 

income  

Based on a single 
commodity, a 

group of 
commodities or all 

commodities  

With or without 
commodity 
production 
exceptions  

with/ 
without L 

with V/F  
rates 

without C/  

with mandatory C/ 

with voluntary C 

A/An/R/I SC/GC/AC with/  
without E 

Single payment 
scheme (regional) 
(EU) 

with L  F with mandatory C A na  without E 

Payment entitlements per hectare based on the regional, historic reference amounts of premiums for most crop and livestock commodities 
received during the period 2000-02. The value of the per hectare entitlement is the total reference amount of the region divided by the number of 
eligible hectares. Production is not required and there are no restrictions on the commodities that can be produced, and so it is labelled ñwithoutò 
commodity exceptions. 

F.1. Payments based on non-commodity criteria: long-term resource retirement 

Afforestation (EU)4 

na  na with voluntary C na na na 

Payments per hectare to encourage the alternative use of agricultural land for forestry or activities related to forestry in farm holdings. Land is 
retired from agricultural production, and therefore, following a negative response to question 1 (sub-section 3.3.2), the classification leads directly 
to question 11 and then 12. Policies in category F.1 are automatically labelled as being ñwithò input constraints.  

Conservation 
Reserve Program 
(US) 

na  na with voluntary C na na na 

Provides annual rental payments and cost-sharing assistance to establish long-term, resource-conserving cover on eligible farmland. It is 
classified in F.1 because of the long-term nature of the Program, involving 10-15 year agreements. The payment is classified as ñwithò input 
constraints because the land is taken out of production. 

F.2. Payments based on non-commodity criteria: a specific non-commodity output 

Payments for 
Hedges and Rustic 
Groves (Switzerland) 

na  na with voluntary C Na na na 

Payment per hectare of hedge and rustic grove (including 3-metre-wide compulsory grass strips along them), cultivated without fertilisers and 
plant protection products. Payment is limited to 50% of the cultivated area on farms of more than 3 hectares and the rate of payment decreases 
with the altitude of the farming location. The payment is classified as ñwithò input constraints because the land is taken out of production and the 
grass strips are cultivated without fertilisers and chemicals. 

Payments for Floral 
Fallow (Switzerland) 

na  na with voluntary C na na na 

Payment per hectare of floral fallow cultivated with wild indigenous species without fertilisers and plant protection products, and for which harvest 
is authorised once every two years and which cannot be used for fodder (to protect nesting birds). Payment is limited to 50% of the cultivated 
area on farms of more than 3 hectares and the rate of payment is fixed. Harvest cannot be used for fodder, so the answer to the question 1 of the 
classification criteria is negative, and a negative response is given to question 12 and positive to question 13. The payment is classified as ñwithò 
input constraints because it implies a constraint on the production method. 
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Notes to Table 3.2 

 
1. The abbreviation ñnaò indicates that the particular label is not applicable to the respective PSE category. 

2. Supplément de prix pour le lait transformé en fromage. 

3. Countries providing fuel tax rebates include Australia, Canada, Japan, Mexico, Norway, Switzerland, the US, and the majority of EU countries. 

4. Policy measure provided for under European Commission Regulation 2078/92 and the Rural Development Regulation (RDR). 

5. Prime herbagère agro-environnementale. 
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3.4. Classifying policies that support producers collectively (GSSE) 

¶ Policy measures included in the General Services Support Estimate (GSSE) are classified into 
one of seven categories according to the nature of the services provided to agriculture generally 
(and not to individual producers or consumers). 

3.4.1. Definition of categories and classification criteria 

62. The transfers in the GSSE are payments to eligible private or public services provided to 

agriculture generally. Unlike the PSE and CSE, the GSSE transfers are not destined to individual 

producers or consumers, and do not directly affect farm receipts (revenue) or consumption 

expenditure, although they may affect production or consumption of agricultural commodities in the 

longer term. 

63. While implementation criteria are used to distinguish whether the transfer is allocated to PSE 

or GSSE (sections 3.1 and 3.2), the definition of the categories in the GSSE and the allocation of 

policy measures to these categories is according to the nature of the service. These categories are 

named and defined in Box 3.4. 

Box 3.4. Names and definitions of the GSSE categories 

H. Research and development: budgetary payments financing research and development activities improving 

agricultural production. 

I. Agricultural schools: budgetary payments financing agricultural training and education. 

J. Inspection services: budgetary payments financing control of quality and safety of food, agricultural inputs 
and the environment. 

K. Infrastructure: budgetary payments financing improvement of off-farm collective infrastructure.  

l. Marketing and promotion: budgetary payments financing assistance to marketing and promotion of agro-food 
products. 

M. Public stockholding: budgetary payments meeting the costs of storage, depreciation and disposal of public 

storage of agricultural products. 

N. Miscellaneous: budgetary payments financing other general services that cannot be disaggregated and 
allocated to the above categories due, for example, to a lack of information. 

3.4.2. Discussion 

64. The Research and development category includes payments to institutions for research 

related to agricultural technologies and production methods. In most cases, these payments include the 

financing of public research institutions (mostly through the budget of the ministry of agriculture), as 

well as grants financed by public funding provided to private research institutions and agricultural 

universities. 

65. The Agricultural schools category includes the public funding of education and training 

targeted specifically on the agricultural sector. These payments do not include public expenditure 

which finances basic school education. They cover public expenditure on agricultural vocational 

schools and training for farmers. Where educational establishments provide training beyond primary 

agriculture, a suitable estimation method should be sought in order to include only services provided 

to farming. 

66. The Inspection services category includes payments to finance institutions for the control of 

food quality, animal health, and agricultural inputs. In most cases, these services are financed by 
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public (governmental) organisations, and hence the budgets of these organisations are included in the 

GSSE. Should these services be provided by private institutions, the GSSE should account only for the 

amount of public finance granted to these institutions. If the unpaid services are provided on farms 

(e.g. animal vaccinations), the corresponding costs should be allocated to the PSE 

(category B.3 Payments based on on-farm services). However, expenditures with respect to quarantine 

systems, even if applied at the farm level, are included in the GSSE. 

67. The Infrastructure category includes public expenditure financing the development of 

production-related infrastructure in rural areas. Special care should be given to distinguish support 

between on- and off-farm infrastructures. For example, structural improvement measures such as farm 

consolidation, construction of irrigation and drainage installations on farms are included in the PSE, as 

direct investment assistance. The physical on-farm (PSE) and off-farm (GSSE) principle for 

classification of infrastructural expenditures in the PSE or GSSE is a matter of convention, required 

for consistent treatment of various infrastructural programmes across countries. 

68. Marketing and promotion covers publicly (co)financed investments in development of 

agricultural marketing and processing, typically carried out within projects related to the structural 

adjustment and competitiveness of the agricultural sector. This category also includes forms of 

government assistance to increase sales of primary agricultural commodities, such as agricultural 

exhibitions, fairs, promotional campaigns, advertising, and publications.  

3.5. Classifying policies that support consumers (CSE)  

¶ The CSE includes price transfers from consumers, which is the inverse value of Market Price 
Support, adjusted to apply to quantities consumed (rather than quantities produced).  

¶ Other policies classified in the CSE are budgetary transfers to first-stage consumers to 
compensate for their contribution to market price support, as well as consumption subsidies 
based on the disposal of intervention stocks. 

69. As described in Section 3.2 (Question 3), a component of the CSE is transfers associated 

with market price support for the production of commodities that are consumed domestically; these are 

called price transfers from (to) consumers. These transfers are the same as those included in the PSE 

under category A.1 Market Price Support, but they are given an opposite sign in the CSE and adjusted 

to apply to quantities consumed (as opposed to quantities produced in the PSE). The concept is 

explained in detail in Chapter 4.  

70. Another type of payment classified under the CSE is budgetary transfers to first consumers 

of agricultural commodities, e.g. flour mills, meat processing plants, or fruit packing plants, where 

these are provided specifically to offset the higher prices resulting from market price support. An 

example is payments made to processors who pay the guaranteed minimum price to producers of 

potato starch and cotton in the European Union. Another example is a ñpremium for commercial 

buyersò in Brazil, whereby the government compensates to commercial buyers of agricultural 

commodities ï processors or other downstream agents ï the difference between the minimum 

guaranteed price for the product and the price the buyer is actually willing to pay. Receipt of the 

premium is contingent on paying agricultural producers the minimum guaranteed price. 

71. Finally, consumption subsidies in cash or in kind (their monetary equivalent) associated 

with programmes of market price support for domestic producers are also included in the CSE. This 

component includes, for example, domestic food aid programmes which are based on the distribution 

of government stocks acquired in the context of market interventions. 
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CHAPTER 4. 

 

ESTIMATING POLICY TR ANSFERS:  

PRICE TRANSFERS 

72. Once policies have been identified for inclusion in the measurement of support and 

appropriately classified, the next step is to estimate the value of transfers created by these policies. 

Policy transfers are divided into the following broad groups: price transfers, and other transfers 

(i.e. budgetary transfers and revenue foregone). This chapter shows how to estimate price transfers, 

while Chapter 5 discusses the estimation of other transfers.  

73. The chapter begins with a theoretical discussion regarding transfers that arise from policies 

that affect domestic market prices. Policies that increase and decrease domestic market prices are 

differentiated for both importing and exporting situations. The following two sections explain how 

price transfers to producers and consumers are estimated. The fourth section discusses the estimation 

of the Market Price Differential, an integral component of price transfers.  

4.1. Price transfers arising from policy measures: a graphical analysis  

¶ Policy measures which affect the domestic price of a commodity result in a Market Price 
Differential (MPD). 

¶ Policies which increase domestic market prices (a positive MPD) create transfers to producers 
from consumers. When the commodity is exported, producers also receive transfers from 
taxpayers. When the commodity is imported, additional transfers go from consumers to others, 
including central government, in the form of tariff revenue. 

¶ Policies which decrease domestic market prices (a negative MPD) create transfers from 
producers to consumers. When the commodity is imported, consumers also receive transfers 
from taxpayers. When the commodity is exported, additional transfers go from producers to 
others, including central government. 

74. The key theoretical assumption underlying the estimation of support is that agricultural 

markets are competitive. The characteristics of competitive markets, such as perfect information, 

homogeneity of products traded and free entry and exit, imply price arbitrage. Market agents exploit 

and gain from price differences across markets. Theoretically, price arbitrage works to dissipate price 

wedges between domestic and world market, so that there is a stable tendency of domestic prices to 

align with external prices when expressed in a common currency unit.
9
 In this context, a persistent 

price differential between the domestic and external markets is the result of government interventions. 

As such, this price differential becomes a key parameter for estimating transfers arising from 

governmentôs price policies. 

                                                      
9. This influence of arbitrage on prices of identical commodities exchanged in two or more markets is 

often referred to as the ñlaw of one priceò. This law states that in an efficient market there must be, in 

effect, only one price for identical commodities regardless of where and how they are traded (although 

in nominal terms prices in different locations and along the value chain differ according to transaction 

and processing costs). 
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75. A variety of government policy measures may affect the domestic market price of a 

commodity, including measures imposed at the border, such as tariffs and export subsidisation, as well 

as quotas on imports or exports. Domestic market interventions may include direct price 

administration and public stockholding. All these policy interventions alter the domestic market price 

of a commodity compared to its border price.  

76. This policy-induced price difference is denoted as the Market Price Differential (MPD):  

BPDPMPD -=  [4.1] 

where: MPD  ï Market Price Differential 

 DP   ï domestic market price 

 BP  ï border price 

77. MPD is positive when the policy induces a higher domestic market price, thereby supporting 

commodity production. It is negative when the policy induces a lower domestic market price, thereby 

discouraging commodity production.
10

 In the latter case, policies place a tax on producers, and price 

transfers are accounted for in estimated support with a negative sign. Policies which alter the domestic 

market price affect both producers and consumers of a commodity; but they can also involve transfers 

to or from the government budget and therefore have implications for taxpayers.  

78. Using a partial equilibrium framework, Figures 4.1 and 4.2 illustrate the price transfers 

associated with policies that increase or decrease the domestic market price of a commodity 

respectively. In both cases, a distinction is made according to whether the commodity is imported or 

exported. Domestic supply and demand curves are denoted by SS and DD respectively. The various 

price transfers are distinguished according to three economic groups ï producers, consumers and 

others (including taxpayers) ï receiving and financing these transfers.  

79. Panel A of Figure 4.1 presents the case where policies that increase the domestic market 

price are introduced on an imported commodity. In the absence of these policies, equilibrium will be 

reached in the domestic market when the domestic price is equal to the import price (MP), with 

domestic production equal to QP1 and domestic consumption equal to QC1. The difference between 

demand and supply, QC1 ï QP1, is met by imports.  

                                                      
10. In this discussion, and in the calculation of the indicators in general, positive and negative price gaps 

and the concept of support, are described from the perspective of the producer. The perspective of the 

consumer is the reverse. Policies which raise market prices discourage consumption; policies which 

lower market prices support consumption.  
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Figure 4.1. Price transfers associated with policies that increase the domestic market price 

A. Imported commodity  B. Exported commodity 

  

80. Policies that increase the domestic market price are now introduced, e.g. a tariff. Producers 

benefit from a higher price, encouraging them to produce more; on the other hand, consumers reduce 

consumption. A new domestic market equilibrium is reached at price DP, resulting in a positive MPD; 

with production rising to QP2, consumption falling to QC2, and the volume of imports falling to QC2 ï 

QP2.  

81. In the import situation, policies which increase domestic market price create the following 

price transfers: 

¶ Transfers to Producers from Consumers (TPC), with the value corresponding to rectangle 

abcd: 

iii QPMPDTPC ³=  [4.2] 

¶ Other Transfers from Consumers (OTC), with the value corresponding to rectangle dcef. 

These transfers are due to the fact that consumers pay the higher price DP for all 

consumption, whether the commodity is produced domestically or imported: 

( )iiii QPQCMPDOTC -³=  [4.3] 

82. When there is only a tariff in place, the area dcef measures transfers from consumers to the 

budget in the form of tariff receipts. However, when other policy measures are used, e.g. tariff quotas, 

who receives this transfer from consumers depends on what measures are in place and how they are 

implemented. For example, if tariff quota imports are controlled through licences and distributed on a 

first-come-first-served basis, part or all of the transfer (termed ñquota rentsò) may be obtained by those 

who receive the licences, whether domestic importers or foreign exporters. But no matter who receives 

the transfers (in the form of tariff revenue or quota rents), they have been paid by consumers.  

83. Panel B in Figure 4.1 presents the case where policies that increase the domestic market 

price are introduced on an exported commodity. In the absence of policies, equilibrium will be reached 

in the domestic market when the domestic price is equal to the export price (XP). At this price, 

production is equal to QP1 and consumption equal to QC1. In this case, the difference between supply 

and demand, QP1 ï QC1, is exported. 
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84. Policies that increase domestic market prices are now introduced. Consequently, the 

domestic price (DP) increases above the export price, creating a positive MPD. Producers benefit from 

a higher price, which encourages them to increase production to QP2; consumers now pay a higher 

price, which results in a reduction in consumption to QC2; and the quantity exported increases to QP2 

ï QC2.  

85. In the export situation, policies which raise domestic market prices create the following price 

transfers: 

¶ Transfers to Producers from Consumers (TPC), with the value corresponding to rectangle 

ghij: 

iii QCMPDTPC ³=  [4.4] 

¶ Transfers to Producers from Taxpayers (TPT), with the value corresponding to rectangle 

jikl. These transfers represent the part of producer price support borne by taxpayers in the 

form of budgetary outlays on export subsidisation, food aid or public stockholding:  

( )iiii QCQPMPDTPT -³=  [4.5] 

86. An important distinction between the import and export situations is that in the former only 

part of total price transfers created (abef) is received by producers (TPC), and this part is entirely 

financed by consumers. In the export case, all transfers (ghkl) are received by producers, and their cost 

is shared between consumers and taxpayers.  

87. A similar analysis can be done for the situation where policies that induce a lower domestic 

market price are introduced, i.e. when a negative MPD is observed (Figure 4.2). Panel A shows the 

outcome when such policies are introduced on an imported commodity. In the absence of policies, 

equilibrium will be reached in the domestic market when the domestic price is equal to the import 

price (MP). At this price, production is equal to QP1; consumption equal to QC1; and the difference 

between demand and supply, QC1 ï QP1, is imported. 

Figure 4.2. Price transfers associated with policies that decrease the domestic market price  
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88. Policies that decrease the domestic market price are now introduced. For example, the 

government wishes to lower food prices by setting administrative limits on domestic prices and 

subsidising imported product. Consequently, the domestic price (DP) falls below the import price, 

creating a negative MPD. Production falls to QP2 and consumption rises to QC2. In this case, in 

contrast to Panel A, Figure 4.1, there is an increase in the volume of imports, QC2 ï QP2. In the import 

situation, policies that decrease domestic prices create price transfers to consumers (abef) from 

producers (TPC) and taxpayers (OTC).  

89. Panel B of Figure 4.2 presents the case for an exported commodity. In the absence of 

policies, equilibrium will be reached in the domestic market when the domestic price is equal to the 

export price (XP). At this price, production is equal to QP1 and consumption is equal to QC1. In this 

case, the difference between supply and demand, QP1 ï QC1, is exported. 

90. Policies that decrease the domestic market price are now introduced. For example, the 

government may regard agriculture as a source of budgetary revenue and impose a tax on agricultural 

exports. Such a policy of low food prices may also be in accordance with the governmentôs social 

objectives. Consequently, the domestic price (DP) decreases, creating a negative MPD. Production 

falls to QP2, and consumption rises to QC2, leading to a decrease in the volume of exports, QP2 ï QC2. 

In the export situation, policies that reduce the domestic market price of a commodity create transfers 

to consumers (TPC) from agricultural producers, who also finance transfers to the budget (TPT) in the 

form of export taxes, resulting in overall transfers from producers represented by the area ghkl. 

4.2. Price transfers to producers 

¶ The Market Price Support (MPS) for a commodity is estimated by adding together transfers to 
producers from consumers and taxpayers, alternatively found by multiplying the quantity of 
production by the MPD. 

¶ Adjustments for Price Levies and Excess Feed Cost net out the contribution that producers 
make to MPS. 

91. In calculating the indicators, price transfers to producers are called Market Price Support 

(MPS) and are defined as: 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 by creating a gap between domestic market prices and border prices of 

specific agricultural commodities. 

92. Before presenting a general formula for estimating MPS, two new items need to be 

explained.  

93. One is the Price Levies (LV), sometimes termed production taxes, which can be imposed on 

producers as part of market price support policy. An example of such a tax is the levy imposed on EU 

milk producers when they exceed their production quotas. Another example would be levies charged 

on producers to finance some of the cost of export subsidisation. LV is an observed value, which is 

obtained from the information on budgetary expenditures.  

94. The second item is the Excess Feed Cost (EFC), a component accounting for the price 

transfers that go from livestock producers to feed producers as a result of policies which alter the 

domestic market price for feed crops, an important input for the former group.  
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95. The Price Levies and Excess Feed Cost are accounted for in the MPS in order to exclude 

from the value of price transfers to producers contributions that producers make to the transfers. At the 

same time, the EFC adjustment also eliminates double counting of price transfers in the aggregation of 

MPS across commodities when deriving a national (aggregate) level MPS.  

96. Based on the analysis in the previous section, a general formula for the calculation of MPS 

for commodity i is expressed as: 

iiiii EFCLVTPTTPCMPS --+=  [4.6] 

where: iTPC  ï Transfers to Producers from Consumers of commodity i 

 iTPT  ï Transfers to Producers from Taxpayers of commodity i 

 iLV
 ï Price Levies for commodity i 

 iEFC
 ï Excess Feed Cost for commodity i (livestock commodities only)  

97. EFC is included in the estimation of MPS for livestock commodities only and calculated as: 

ä ³=
j

i

jji QCMPDEFC )(  [4.7] 

where: iEFC
 
ï Excess Feed Cost for livestock commodity i 

 jMPD  ï Market Price Differential for feed crop j 

 

i

jQC
 ï Quantity of crop j used as an input into the production of livestock 

commodity i 

98. Note that the quantity of crops used should include only domestically produced feed, so that 

the total quantity of each feed crop, summed up across all types of livestock (ä
i

i

jQC ) satisfies the 

following condition: 
j

i

i

j QPQC ¢ä , where jQP  is the total domestic production of crop j. This 

condition is important in the situation when consumption of a feed crop is partly covered by imports. 

In this case it is the quantity of domestic production (jQP ) of that crop that is used for calculation of 

the EFC, and not the total quantity consumed for feed. This condition is necessary to ensure that the 

EFC component of the MPS is calculated on the basis of domestic production, consistent with all other 

MPS components. 

99. The EFC adjustment may increase or reduce the value of MPS for livestock depending on 

particular mix of price affecting policies in place. For example, in a situation where both livestock 

production and feed crop production are supported by policies, resulting in positive MPDs, the EFC 

adjustment would reduce the MPS value for livestock. This occurs because livestock producers pay 

higher prices for feed crops as a result of price support for these commodities. The opposite would be 

true if policies are in place to decrease the price of feed, resulting in a negative MPS for feed crops. In 

this case, livestock producers receive additional price support because they can purchase feed at lower 

prices. 
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100. Substituting from equations 4.2, 4.4 and 4.5 into 4.6 yields equations 4.8a and 4.8b which 

distinguish the import and export situations. Both equations reduce to the same expression of transfers 

to producers. However, the transfers to producers from consumers (TPC) and from taxpayers (TPT) 

are identified separately, and may then be used to calculate other indicators and to analyse the 

composition of support.  

Import Situation 

( ) iiiii EFCLVQPMPDMPS --³=  [4.8a] 

In the import situation, TPT is zero. 

Export Situation  

( ) ( )( ) iiiiiiii EFCLVQCQPMPDQCMPDMPS ---³+³= ( ) iiii EFCLVQPMPD --³=  [4.8b] 

101. In calculating the indicators, MPS is first estimated for individual commodities. These 

estimates are used to calculate a national (aggregate) MPS, which is a major building block for the 

calculation of the PSE. The procedure for selecting individual commodities for which to calculate 

MPS, and the method for estimating the national MPS, are provided in section 6.1, along with 

empirical examples. 

4.3. Price transfers from consumers  

¶ Price Transfers from Consumers (PTC) for a commodity are estimated by adding together 
transfers from consumers to producers and transfers from consumers to other recipients. 
Alternatively, this can be found by multiplying the quantity of consumption by the MPD. 

¶ An Excess Feed Cost adjustment nets out the contribution that comes from other agricultural 
producers rather than from consumers. 

102. Price Transfers from Consumers (PTC) are defined as: the annual monetary value of gross 

transfers from (to) consumers of agricultural products, measured at the farm gate level, arising from 

policy measures that support agriculture by creating a gap between domestic market prices and 

border prices of specific agricultural commodities. 

103. Again, based on the analysis in section 4.1, a general formula for the calculation of price 

transfers from consumers resulting from policies which affect market price for commodity i can be 

expressed as:  

( ) iiii EFCOTCTPCPTC ++-=  [4.9] 

where: iTPC  ï Transfers to Producers from Consumers of commodity i 

  iOTC  ï Other Transfers from Consumers of commodity i 

  iEFC  ï Excess Feed Cost of commodity i (crop commodities only) 

104. In this case, TPC and OTC are given a negative sign because these transfers represent an 

implicit tax on consumers. Excess Feed Cost (EFC) is a component introduced to remove from the 

estimation of PTC the value of transfers that come from agricultural producers rather than from 

consumers. This contribution is due to the fact that part of the agricultural output ï the crops used in 
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animal feed ï is purchased by livestock producers, and not by (non-agricultural) consumers. The EFC 

adjustment is only included in the calculation of PTC for crop commodities. This eliminates double-

counting of price transfers when aggregating the PTC across commodities. The EFC adjustment may 

affect the PTC value in different ways depending on the particular mix of price policies applied. EFC 

is calculated as follows: 

( )ä ³=
i

i

jjj QCMPDEFC  [4.10] 

where:  jEFC  ï Excess Feed Cost in for crop j 

  jMPD  ï Market Price Differential for feed crop j 

  
i

jQC
 

ï quantity of crop j that is consumed in production of livestock commodity i  

105. Substituting from equations 4.2 to 4.5 yields separate calculations for both the import and 

export situation (4.11a and 4.11b). Both equations reduce to the same expression for calculating price 

transfers from consumers. Again, the practice is to estimate separate values for the recipient of the 

transfers from consumers to producers and others, which are then used for calculating other indicators 

and for analysing the composition of support.  

Import Situation 

( ) ( )( )( ) jiiiiii EFCQPQCMPDQPMPDPTC +-³+³-=  ( ) jii EFCQCMPD +³-=  [4.11a] 

Export Situation 

( ) jiii EFCQCMPDPTC +³-=  [4.11b] 

In the export situation, OTC is zero. 

106. As in the case of MPS, PTC is estimated for a number of individual commodities. These 

estimates are then used to calculate various commodity-specific indicators of support to consumers, as 

well as to obtain a countryôs aggregate consumer Single Commodity Transfers, which is also the major 

building block for calculation of the Consumer Support Estimate. These topics are covered extensively 

in Chapter 7, including numerical examples. 

4.4. Market Price Differential ( MPD)  

¶ The MPD measures the extent to which a set of agricultural policies affects the market price of a 
commodity. 

¶ Normal practice is to calculate the MPD using a price gap which measures the difference 
between the domestic price and the border price of a commodity. 

¶ As an alternative to the price gap method, MPD can be derived from the value of export 
subsidies or based on applied MFN tariff rate. 

107. As demonstrated in the preceding sections, a key component in estimating the value of price 

transfers is the MPD which measures the extent to which policies affect the market price of a 

commodity. An MPD is calculated for a commodity when one or more policies are applied that 
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change the market price received by producers of that commodity. When there are no such policies in 

place, an MPD is not calculated and is assumed to be zero.  

108. Policies that change the market price for a commodity include, but are not limited to, the 

following list:  

¶ Import measures ï e.g. tariffs, levies, import quotas, tariff quotas and licensing 

requirements.  

¶ Export measures ï (a) enhancing exports, e.g. export subsidies, export credits and foreign 

food aid; (b) limiting exports, e.g. quantitative restrictions, licensing, export bans and 

export taxes. 

¶ Domestic price support measures ï e.g. production quotas, administered prices and 

intervention purchases, including for domestic food aid, public stockholding and market 

withdrawals. 

109. The benefit of calculating the value of price support transfers through an MPD is that it 

captures in a single measure the combined impact on market prices of a potentially complete set of 

price policies. Policies which raise the price received by producers for a commodity without changing 

the market price (i.e. without raising consumer prices) are included elsewhere within the PSE under 

category A.2 Payments based on output.  

110. Most commonly, policies affecting market prices are implemented by governments in order 

to increase the price received by producers of a commodity. Ceteris paribus, such policies will lead to 

a positive MPD. The MPD is interpreted as a static measure of the additional price received by 

producers resulting from agricultural policies in a given year. It is the extra cost paid by consumers 

and in some cases also by taxpayers, resulting from policies that provide market price support to 

agricultural production. Alternatively, as analysed in section 4.1, some countries may implement 

policies that lower market price for a commodity. Ceteris paribus, such policies will lead to a negative 

MPD.  

111. The common approach to calculate the MPD for a commodity is to measure the difference 

between two prices, i.e. a domestic market price in the presence of the policies and a border price, 

whether an import or export price, representing the opportunity price (cost) for domestic market 

participants.  

112. The graphical analysis presented in section 4.1simplified the domestic market down to a 

single level at which transactions take place. In reality, there are a number of different levels at which 

prices can be measured within a domestic market: farm gate prices (i.e. prices received by producers), 

wholesale prices, retail prices, prices at the border, etc.; these reflect, among other things, various 

stages of processing. Section 4.5 discusses how to select and adjust domestic market prices and border 

prices to calculate the MPD at the farm gate level. Section 4.6 details two alternative procedures, 

sometimes used to derive an MPD, which do not rely on the price gap method. 
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4.5. Calculating an MPD based on the price gap method 

¶ The underlying principle is to compare ñlike with likeò prices, at the farm gate or another level. To 
do so, adjustments may be needed for both marketing margins (representing the costs of 
processing, transportation and handling) and weight conversion (e.g. in crop processing, of 
livestock slaughter), and similar product quality must be ensured. 

¶ Various formulae are used depending on whether a commodity is imported or exported. 

4.5.1 General approach 

113. The underlying principle is that support is measured at the farm gate level. Consequently, the 

task is to obtain an estimate of the price gap at the farm gate level. The challenge in doing this is that 

an agricultural commodity that is sold by a producer at the farm gate may be very different from the 

products derived from that commodity which pass over the border. This is particularly so for livestock 

commodities and commodities such as sugar, wine grapes and oranges, which may have a significant 

degree of processing involved before being traded at the border, e.g. juices made from fruit). In 

addition, border prices include transportation, handling and other costs incurred in bringing the 

product to the point of trade (Figure 4.1).  

Figure 4.3. Schematic presentation of value added chain 
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Price gap calculation using farm gate prices 

114. One method to deal with this challenge of comparing ñlike with likeò is to compare a 

producer price, i.e. a price which is received at the farm gate level, with a border price that has been 

adjusted to make it comparable with the farm gate producer price. This involves netting (out, 

i.e. excluding from) the border price of marketing margins that may be applicable. It also involves 

weight adjustment, so that prices are comparable on a quantity basis, and adjustments for quality 

differences if relevant. As a result of these adjustments, a border price measured at the farm gate level 
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is obtained; this is further referred to as the reference price. The MPD for a commodity estimated 

through this method is expressed as
11

: 

iii RPPPMPD -=  [4.12] 

and : 

iiiii WAMMQABPRP ³-³= )(  [4.13] 

where: iPP  ï producer price for commodity i 

  iRP
 
ï reference price of commodity i (border price at farm gate) 

  iBP  ï border price of commodity i or products derived from commodity i  

  iQA  ï quality adjustment co-efficient for commodity i   

  iMM  ï marketing margin adjustment for commodity i 

  iWA  ï weight adjustment co-efficient for commodity i  

115. The producer price can be the annual average price received by all producers of a given 

commodity, or a representative producer price, perhaps of an average product quality grade. The 

choice relates to what suits the best for observing the ñlike with likeò principle in comparing with the 

border price chosen. It is not necessarily appropriate to compare an average domestic producer price 

for a commodity with a border price for one specific product derived from that commodity.  

116. It should also be noted that, depending on the character of the price data used: (a) border 

price adjustments in equation 4.13 may not necessarily be expressed in this particular algebraic form; 

(b) neither adjustment (for marketing margin, weight or quality) may be necessary; and that 

(c) making one adjustment does not necessarily require the other. 

Price gap calculation using wholesale prices 

117. In some cases, an approach is adopted to estimate the price gap at a higher level in the value 

added chain, e.g. at the wholesale level, by using wholesale prices instead of farm gate prices for 

comparison with border prices. In this case, the MPD can be expressed as: 

iiiii BPWPRPPPMPD -=-=  [4.14] 

where: iWP  ï wholesale price of commodity i 

118. This approach assumes that the absolute price gap measured at a higher level of the 

processing chain, ii BPWP- , is the same as occurs at the farm gate level, ii RPPP- . In some cases, 

it may be more reasonable to assume the equality of the price gap in relative terms, 
i

ii

WP

BPWP-
, 

i.e. that it is the rate of protection that is the same at the wholesale and farm gate levels. The latter 

implies that a proportion of the absolute price gap measured at the wholesale level is captured at that 

                                                      
11. Note that the MPD expression in equation 4.12 is in principle similar to that in equation 4.1; however, 

in the latter, adjustments of border price to the farm gate were omitted for simplification. 
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level, and that only a part of the measured price gap is passed back to the farm gate. In this case, the 

MPD is expressed as: 

i

ii
ii

WP

BPWP
PPMPD

-
³=

 

[4.15] 

119. It is a matter of judgment as to which of the two ñequality assumptionsò should be used. In 

principle, the more competitive the food chain, the more reason there is to assume the equality of 

absolute price gaps. However, if the structural characteristics of the food chain are such that it is more 

appropriate to assume that part of the protection is captured at higher levels of the food chain, it would 

be preferable to use the assumption of the equality of relative price gaps.  

120. Theoretically, the method to calculate the MPD using the farm gate prices is superior to the 

one based on wholesale prices, because the latter involves rather simple assumptions on the 

transmission of protection across the food chain. However, in practical terms, the choice is usually 

determined by the nature and availability of the price and marketing margin data, and in some cases it 

may be more appropriate to measure the price gap at a higher level of the value chain. First, this will 

avoid most (or all) of the adjustments of border price to the farm gate. Both wholesale and border 

prices, properly selected, represent products at the same value added level. Wholesale markets may be 

located near the border, and hence the transportation differential between the two markets can then be 

ignored; a considerable advantage when information on marketing margins is scattered and difficult to 

obtain. Therefore, it may be more accurate in some cases to use wholesale prices to estimate the MPD 

than to adjust the border price to the farm gate when there is imperfect marketing margin data. Second, 

the data on farm gate prices is not always available or representative. This is the case, for example, of 

highly integrated industries, such as the poultry or sugar industries, where considerable quantities of 

primary production are directed down the food chain within one firm and without passing through the 

market.  

Box 4.1. Setting a negative price gap to zero 

In some cases, an MPD with the sign opposite to what would be expected based on the policies in place 
may be calculated. This is the case, for example, when for an exported commodity the domestic price is below the 
border price but no policies ï export duties, export restrictions, or administrative barriers to inter-regional 
movement of goods ï are applied that would explain the negative price gap. Similarly, when for an imported 
commodity it may be found that the domestic price is less than the border price, but policies which should 
increase the domestic price are in place, such as a tariff. In such cases, the MPD is set to zero, i.e. PP = RP, on 
the assumption that the observed price gap is due to factors not related to agricultural policies. While setting the 
negative MPDs to zero may improve the accuracy of the estimation, it may also reduce consistency over time and 
between countries, since positive MPDs may also capture the impact of non-policy factors, while negative MPDs, 
when set to zero, do not. 

121. The following sub-sections further develop the calculation of price gap. Sub-section 4.5.2 

discusses the selection of a border price, while the last three sub-sections focus on the key elements of 

adjusting the border price to the farm gate: sub-sections 4.5.3 and 4.5.4 discuss, respectively, the 

marketing margin and weight adjustments, while sub-section 4.5.5 addresses the need for quality 

adjustments.  

4.5.2 Selecting a border price 

122. A variety of border prices and alternative methods are used to calculate MPDs for OECD 

and selected non-OECD countries (Table 4.1). The choice of a border price for a given commodity in 

any country is determined by factors such as market structures, specifically the net trade position of 
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the commodity concerned, and data availability. The net trade situation is defined by comparing total 

domestic consumption and production of the commodity. When there is no trade because the 

commodity, tradable in principle, is highly protected, the country is treated as a net importer. 

Border price for an exported commodity 

123. If the country is a net exporter of the commodity, the most appropriate border price is an 

FOB unit value.
12

 Very simply: 

ii FOBBP =   [4.16] 

124. The FOB value may be either an annual average of a specific FOB quotation price or the 

annual average unit value of exports of the commodity (i.e. total value of exports divided by total 

quantity). An FOB value may correspond to different levels of tariff aggregations. If so, care needs to 

be taken to ensure that prices and quantities relate to a common unit for calculating an average unit 

value. It is preferable to choose the tariff lines for the least transformed products. If trade in these 

products is small, then more traded tariff lines may be used. 

125. As shown in Table 4.1, FOB prices are the main source from which reference prices are 

derived for the European Union, Turkey, Brazil, Chile, China and Ukraine. For the EU, both export 

unit values (e.g. for pigmeat and poultry) and specific FOB quotation prices (e.g. the London daily 

price for white sugar from EU ports) are used.  

126. In the case of a large exporter of a commodity, if exports account for a significant share of 

domestic production and no export subsidy or other export-enhancing measures are applied, the MPD 

is assumed to be zero. This assumption is made for the majority of commodities produced in Australia 

and New Zealand, and for apples, (table) grapes and oranges in South Africa. 

                                                      
12. FOB stands for Free on Board. It is the cost of an export good at the exit point in the exporting 

country, when it is loaded in the ship or other means of transport in which it will be carried to the 

importing country. See next footnote for CIF. 
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Table 4.1. Border prices and alternative methods used to derive the MPD by country 

Net Exporter Net Exporter Net Importer

Export price 

(FOB)

Import price                

(CIF)

Import price 

(CIF)

Export price 

(FOB)

Wholesale 

price

Producer 

price

OECD countries

Australia MK RI

BA, BF, CT, EG, OT, PK, PT, 

RP, RS, SB, SF, SH, SO, WL, 

WT

Canada MK BF EG, PT MA BA, PK, RS, SB, WT

EU-27

BA, BF, EG, 

MK, OT, PK, 

PT, RS, WT

MA, RI, 

SH, TO
1 WI FL, PO RP, SF, SB

Iceland SH
BF, EG, MK, 

PK, PT
WL

Japan

BA, CC
2
, CU

2
, 

GR
2
, MK, MN

2
, 

PR
2
, RI, RS, 

SP
2
, SW

2
, WO

2
, 

PK
AP

2
, BF, EG, 

PT
SB

Korea
BA, BF, GA, MK, 

PP, SB
RI PK EG, PT CC

Mexico TM MK

BA, MA, RI, 

SB, RS, SO, 

WT

BF, BN, 

CF

EG, PK, 

PT

New Zealand EG PT
BA, BF, MA, MK, OT, PK, SH, 

WL, WT

Norway SH

BA, BF, EG, 

MK, OT, PK, 

PT, WT

WL

Switzerland
BA, MA, MK

3
, 

OT, RS, WT
SH

BF, EG, 

PK, PT
RP

Turkey

AP, CT, GR, 

PO, SH, TB, 

TM

MK, WT MA, SF
BA, BF, EG, 

PT, RS

United States MK RS BF
BA, EG, PK, 

PT, RI, WT
4 SH, WL MA, SB, SO

Non-OECD countries

Brazil
5 BF, CF

6
, PK, 

PT, RS, SB
CT

7
, MK

7 MA, RI, WT

Chile
AP, GR, TO, 

PK, PT

WT, MA, RS, 

BF, MK
AP, GR, TM, PK, PT

China
8

AP, BF, EG, 

MA, PK, PN, 

PT, 

CT, MK, RP, 

RS, SB, WT
RI

9
, SH

Russia
10 WT, BA, SF RS, BF, MK, PT MA

EG, OT, 

PK, RY

South Africa
11 MA, PN, RS MK

BF, PK, PT, 

SF, SH, WT
AP, EG, GR, OR

Ukraine

BA, BF SF, MA, 

MK, OT, PT, 

SF, WT

EG, PK, RS

Other price
Country Export 

Subsidy 

(per tonne)

Import tariff

Border Prices Alternative Methods

Set equal to PP 

(MPD is zero)

Net Importer

Country's own Other country

Traded price
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Notes to Table 4.1 

1. Whether a CIF or FOB price is used to derive a reference price is calculated on a monthly basis depending 

on the net trade situation. See Box 4.2 for the treatment of seasonal markets. 

2. The lower of the average annual CIF value or the producer price plus tariff. 

3. While Swiss import prices are used for butter and SMP, the EU FOB export price is used for Cheddar cheese.  

4. EEP subsidies were last provided in 1998 for BA, 1996 for EG, 1994 for PK, 2001 for PT, and 1995 for RI and 
WT. 

5. For exported commodities BF, CF, PK, PT, RS and SB, negative price gaps are calculated based on actual 
prices but MPD is set at zero. For imported commodities MA, RI and WT applied in years for which negative 
price gaps are calculated, MPD is also set at zero (Box 4.1).  

6. Weighted average of Brazilian FOB export prices for Arabica and Robusta coffee. 

7. Brazilian import data are officially reported on an FOB basis. 

8. For exported commodities AP, BF, EG, PK, PN and PT, negative price gaps are calculated based on actual 
prices, and MPD is set at zero. 

9. Weighted average of Thai export price (FOB) for Indica rice and US export prices (FAS ï Free Alongside 
Vessel) for Japonica-type rice. 

10. For imported commodity EG, negative price gaps are calculated based on actual prices and MPD is set at 
zero. 

11. For exported commodities MA and PN, negative price gaps are calculated based on actual prices and MPD is 
set at zero. 

 
AP ï Apples BA ï Barley BF ï Beef and veal BN ï Dried beans 

CC ï Chinese cabbage CF ï Coffee CT ï Cotton CU ï Cucumber 

EG ï Eggs FL ï Plants & flowers GA ï Garlic GR ï Grapes 

MA ï Maize MK ï Milk MN ï Mandarin OG ï Other grains 

OR ï Oranges  OT ï Oats PK ï Porkmeat PN - Peanuts 

PO ï Potatoes PP ï Red pepper PR ï Pears PT ï Poultry 

RI ï Rice RP ï Rapeseed RS ï Raw sugar RY ï Rye  

SB ï Soybean SF ï Sunflower SH ï Sheepmeat SO ï Sorghum 

SP ï Spinach SW ï Strawberries TB ï Tobacco TM ï Tomatoes 

WI ï Wine WL ï Wool WO ï Welsh onion WT ï Wheat 

Source: OECD indicator database. 
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Border price for an imported commodity 

127. If the country is a net importer of the commodity, and if imports are regular and of a 

reasonable quantity, then the most appropriate border price is a CIF value for imports into that 

country.
13

  

ii CIFBP=   [4.17] 

128. This can be either the annual average CIF unit value for imports of the commodity or 

products derived from the commodity, or an annual average of a specific CIF quotation price. CIF 

prices are used for the majority of commodities in Japan and Korea, and for some commodities in the 

EU and Switzerland.  

129. As in the export case, it is preferable to choose the tariff lines for the least transformed 

products and, if trade in these products is small, more traded tariff lines are to be used. However, if 

imports are irregular and/or insignificant in quantity, other sources for prices need to be investigated. 

Similarly, if imports vary in quality from one year to the other, or are very different from those 

produced in the country, the unit value of imports should be avoided. 

130. First, consider if there are other border prices that might be relevant. It may be appropriate to 

use a CIF price in another country, particularly if it is located close by and imports significant 

quantities of the same product.  

otheri CIFBP=   [4.18] 

where: otherCIF  ï annual average CIF unit value for imports in another country 

131. As an example of this method, the EU CIF price for sheepmeat is used as a proxy for border 

price for Iceland, Norway and Switzerland.  

132. Alternatively, if a nearby country is a major exporter of the commodity, then an FOB price 

from that source may provide a satisfactory proxy for border price. In this case, the insurance and 

freight to the country concerned may be added if considered significant. 

iotheri IFFOBBP +=  [4.19] 

where: otherFOB  ï an annual average FOB unit value for exports from another country 

  iIF   ï insurance and freight cost of transporting the product to country 

concerned 

133. For example, EU FOB prices are used to derive border prices for livestock commodities for 

Iceland, Norway, Switzerland and Turkey. US FOB export prices are used as the basis for calculating 

reference prices for a number of commodities for Mexico. Sugar border prices for Mexico and the US 

are derived from the FOB price of sugar from Barbados.  

                                                      
13. CIF stands for Cost, Insurance and Freight. It is the landed cost of an import good on the dock or other 

entry point in the receiving country. It includes the cost of international freight and insurance and 

usually also the cost of unloading onto the dock. It excludes any charge after the import touches the 

dock, such as port charges, handling and storage and agents' fees. It also excludes any domestic tariffs 

and other taxes or fees, duties or subsidies imposed by a country-importer. 
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134. If actual border prices are not available or relevant, it may be possible to construct a border 

price based on a wholesale price in another country. For example, border prices for beef in the three 

North American countries of Canada, Mexico and the US are derived from an Australian wholesale 

cattle price. A US wholesale price for pigs is used to derive a border price for pigmeat in Japan and 

Korea. A similar equation to 4.19 is used in this case. 

135. Finally, there are certain situations where it is appropriate to derive a border price for a 

commodity from a producer price for the same commodity in another country:  

iotheri IFFGBP +=  [4.20] 

where: otherFG  ï farm gate price from commodity i in another country 

136. It can be appropriate to use this method when there is significant transformation of the 

commodity from that produced by the farmer to the product traded internationally. For example, 

border prices for wool for Norway and Iceland are derived from the New Zealand producer price for 

wool. This method was also used prior to 2005 to calculate the MPD for milk for all countries 

monitored. It can also be the appropriate method when the volume of international trade in the product 

is severely limited by sanitary and phytosanitary requirements, as in the case of poultry meat. 

137. The most appropriate border price may change for a commodity within a country over time. 

There are primarily three reasons for this: (a) data becomes available (or unavailable), e.g. import 

flows become regular and significant, resulting perhaps from policy reform lowering border 

protection; (b) the net trade position of the commodity changes; or (c) there is a significant change in 

the policy measures affecting the market price of a commodity. The net trade position is reassessed 

every year: if a country has been a net importer in two of the previous three years, it is considered as a 

net importer, and vice versa for the net exporting situation.  

Box 4.2. Calculating MPD for a commodity with seasonal markets 

Some crops (e.g. fruits and vegetables) are highly perishable and seasonal. In principle, each month 
could be considered as a separate market given that supply is specific and cannot be transferred to the following 
month without bearing high storage costs and deterioration of the goods. Policy interventions, in particular import 
tariffs, often vary according to the month or season. At harvest time, higher import tariffs are usually applied to 
protect domestic production, while lower tariffs are applied in off-season periods. These are often referred to as 
seasonal tariffs. At the same time, market withdrawals may occur during the harvesting period.  

In these cases, the annual average MPD is estimated by weighting seasonal MPDs, i.e. the difference 
between producer and reference prices for each season (or month) within a year, by the seasonal (monthly) 
quantity of marketed production. When the data are not available, the existing pattern of domestic marketed 
production or consumption may be estimated. Statistics on international trade are currently available on a monthly 
basis. Consequently, if the seasonal pattern of domestic marketed production can be estimated with a sufficient 
degree of reliability, domestic availability for use can be estimated (or vice versa if the pattern of domestic 

consumption is easier to estimate). When no estimation of seasonal production and consumption is possible, an 
annual MPD may be calculated by weighting seasonal MPDs by the number of days each tariff remains in force. 

This method is used to calculate the MPD for tomatoes in the European Union. A MPD is estimated for 
each month as the difference between the unit value of intra-EU trade (the domestic price) and the unit value of 
extra-EU trade (the border price). Monthly MPDs are then averaged using the seasonal pattern of production, 
i.e. the share of monthly production in total annual production. 
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4.5.3 Marketing margin adjustment 

138. To be correctly compared with the farm gate price, the border price must be made equivalent 

to the farm gate price, i.e. it must be adjusted for marketing margins, which include the costs of 

processing, transportation and handling of a product incurred between the farm gate and the border. 

139. Processing costs relate to the physical transformation of primary farm products into 

marketable ones. Agricultural products often undergo a certain degree of transformation before they 

are traded: grains are cleaned, dried, or husked; sugar beet is processed into sugar; and animals are 

slaughtered, cut and packed. The costs of these operations should be netted from the border price.  

140. Transportation and handling costs relate to the spatial movement of products and represent 

another source of value added beyond the farm gate. The way in which the border price is adjusted for 

transportation costs depends on whether the product is imported or exported (Figure 4.3). In the case 

of imports, the first step is to add to the CIF price the costs of transporting the product from the border 

to the internal wholesale market (T1). This is necessary in order to account for the full cost of an 

import at the domestic market level. The second step is to subtract from this price the cost of 

transporting the product from the wholesale market to the farm gate (T2). This is necessary to express 

the price of an import in farm gate equivalent terms. The marketing margin adjustment to the CIF 

price, which also takes into account processing costs, is thus expressed as: 

141. STTCIFCIF ii --+= 21

*
 [4.21] 

where *

iCIF  ï CIF price of imported product i adjusted to the farm gate (reference price) 

 
1T  ï handling and transportation costs between border and domestic wholesale market 

 
2T  ï handling and transportation costs between wholesale market and the farm gate 

 S ï costs of processing farm product into imported product i 

 

142. In the case of exports, an FOB price is adjusted only downwards to the farm gate so as to 

exclude all internal costs incurred between the farm gate and the border. The marketing margin 

adjustment in the case of an export is expressed as follows: 

143. STTFOBFOB ii ---= 21

*
 [4.22] 

where *

iFOB  ï FOB price of exported product i adjusted to the farm gate (reference price) 

 
1T  ï handling and transportation costs between border and domestic wholesale market 

 
2T  ï handling and transportation costs between wholesale market and the farm gate 

 S ï costs of processing of farm product into exported product i 

 

144. All cost elements of the margin adjustment should be those of the country concerned 

(whether an importer or exporter) and not the costs reflecting the market structures of another country. 
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145. There can be difficulties in obtaining reliable or regular data on marketing costs, and these 

difficulties may justify some simplifications. A standard simplification relates to adjustments of the 

CIF price for imported commodities. As can be seen from equation 4.21, one element of the 

transportation costs (T1) increases the reference price, while another (T2) reduces it. This allows for the 

assumption that these costs offset each other, a simplification which is actually applied in the majority 

of cases where CIF prices are used. Adjustment for processing costs can be minimised (or omitted) by 

selecting external prices for products that are minimally transformed. 

4.5.4 Weight adjustment 

146. As farm products undergo physical treatment before they are traded, more than one unit of 

weight of a farm gate product is typically required to obtain one unit of weight of a traded product. For 

example, one tonne of boneless beef requires the processing of approximately 1.9 tonnes of live 

animal, or vice versa, one tonne of live animal yields only 0.53 tonnes of boneless beef. Hence, border 

and farm gate prices may not be directly comparable, in the sense that they reflect different quantities 

of a farm gate product (or alternatively, they reflect different quantities of a traded product). For 

comparisons to be accurate, the two prices need to be expressed on the same weight basis, i.e. in terms 

of either the farm gate commodity or the traded product. This is achieved by adjusting for weight 

either the producer price or the border price. Both methods yield the same price gap result. Using 

equation 4.13 (where other adjustment are omitted for simplicity), the alternative for the weight 

adjustment is as follows: 

 Option 1: Expressing producer price in boneless beef weight equivalent:
 

bb

bl
bb

WA

PP
PP =  [4.23]

 

 Option 2: Expressing reference price in live animal weight equivalent:
 

bbbbbbbl WAMMBPRP ³-= )(  [4.24] 

where:  bbPP
 

 ï producer price for beef in boneless beef weight equivalent 

  blPP  ï producer price for beef in in live animal weight equivalent 

  bbWA  ï weight adjustment co-efficient (tonnes of boneless beef obtained from one 

tonne of live animal) 

  bbBP  ï border price of boneless beef 

  blRP  ï reference price of boneless beef in live animal weight equivalent 

  bbMM  ï marketing margin adjustment to border price of boneless beef 

147. The algebraic procedure of the weight adjustment may not always be such as written in 

equations 4.23 and 4.24. It is determined by how the weight adjustment coefficient (WA) is expressed. 

For example if WA is expressed in tonnes of live animal required to obtain one tonne of boneless beef 

(1.9 tonnes), i.e. if it represents a reciprocal of WAbb as defined above, the procedure would be to 
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multiply the producer price by WA in equation 4.23 and to divide the border price (with margin 

adjustment) by WA in equation 4.24. 

148. It is also important to ensure that all quantity variables used in calculations (e.g. quantities 

of production and consumption) are expressed in the same weight equivalent as that applied for prices. 

4.5.5. Quality adjustment 

149. The domestic market and border prices used to estimate the MPD should represent 

commodities/products of similar quality. Quality relates to such product attributes as size, colour, 

moisture level, protein, fat or oil content, degree of impurities, bacterial pollution, etc. Among other 

factors, these determine commodity prices and cause price differentials, which may emerge 

independently of price policies. The measured MPD should be free from the ñnoiseò due to quality 

differences, so that the border price is comparable with the domestic price in terms of product quality. 

150. A quality differential should not be confused with price differences that reflect the degree of 

processing that the commodity has undergone. For example, prices for meat can be expressed in terms 

of carcass meat, meat with bone, or boneless meat. Each of the three prices represents three different 

stages of processing, and the corresponding price differentials are due to the value added at each stage 

and to the physical transformation of product, although each price may represent meat obtained from 

the same animal and therefore reflecting the same product quality. 

151. For the majority of MPD estimates, no quality adjustment is made, indicating that it is 

generally assumed that the quality composition of domestic and traded commodities/products is 

reasonably comparable. However, there are a few cases (summarised in Table 4.2) when specific 

adjustments to the border price are made to bring it closer to the domestic producer price in terms of 

some specific quality characteristic. The way in which the adjustment is carried out largely depends on 

the type of quality characteristics affecting the price levels and data availability. 

152. Example 1: MPD based on weighted average for different market segments. An MPD is 

estimated for the various market segments, and an average MPD is calculated by weighting each 

segment MPD by the share of that segment in domestic production. This method can only be used 

when both domestic and border prices are available for products of different qualities.  

153. This method, for example, is used to estimate the MPD for beef and veal in Switzerland 

where veal represents about 40% of the total value of beef and veal production. The MPD for beef and 

veal is the weighted average of the MPDs estimated individually for veal and beef:  

BF

B
B

BF

V
VBF

VP

VP
MPD

VP

VP
MPDMPD ³+³=  [4.25] 

where 
BFMPD  ï weighted average MPD for beef and veal 

 
VMPD  ï MPD based on prices for veal 

 
BMPD  ï MPD based on prices for beef (cows, bulls, steers and heifers) 

 
VVP  ï value of veal production 

 
BVP  ï value of beef production (cows, bulls, steers and heifers) 

 
BFVP  ï total value of beef and veal production 
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154. When the average quality of commodities produced domestically is very different from the 

quality of commodities available at the border, there are two possible options to compare like with 

like. 

155. Example 2: applying a quality adjustment coefficient to the border price to bring it to a 

comparable level of quality with the domestic price. This method is used to estimate the MPD of 

wheat for Ukraine, which is a net exporter of wheat. The MPD is estimated based on a differential 

between the Ukrainian average domestic and export prices of wheat. Feed wheat typically accounts for 

the majority share of Ukrainian exports, while domestic production is relatively evenly distributed 

between milling and feed quality wheat. In order to eliminate the impact of such quality asymmetry on 

the levels of average domestic and export prices and therefore on the measured MPD, the reference 

price is adjusted as follows: 

QABPBP W TW T ³=*
 [4.26] 

and 
W T

W T

BP

BP
QA

*

=  [4.27] 

where *

W TBP  ï border price with quality adjustment 

 
W TBP  ï border price before quality adjustment 

 QA ï quality adjustment coefficient 

 

156. The quality adjustment coefficient (QA) in equation 4.27 can be derived as follows: 

(i) express the domestic producer price of wheat (PPWT) as a weighted average of domestic 

producer prices for feed (PPfeed) and milling (PPmill) wheat with weights ï a and b 

respectively ï being the quantity shares of each wheat type in total domestic production: 

millfeedW T PPbPPaPP ³+³=

 [4.28a] 

(ii)  express the border price of wheat (BPWT) as a weighted average of border prices for feed 

(BPfeed) and milling (BPmill) wheat, with weights ï c and d respectively ï being the quantity 

shares of each wheat type in countryôs total exports: 

millfeedW T BPdBPcBP ³+³=
 [4.28b] 

(iii)  express BPmill through BPfeed, assuming æP to be a quality price differential between the 

two prices: 

feedmill BPPBP ³D+= )1(  [4.28c] 

(iv) express BPWT through BPfeed using [4.28c]: 

))1(()1( PdcBPBPPdBPcBP feedfeedfeedW T D+³+³=³D+³+³=  [4.28d] 

(v) assume the adjusted border price of wheat (
*

W TBP
 
) to be a weighted average of border 

prices for feed (BPfeed) and milling (BPmill), with weights being shares of feed and milling 
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wheat in domestic production ï a and b ï and express 
*

W TBP
 
in terms of border price of feed 

wheat using [4.28d]: 

))1(()1(* PbaBPBPPbBPaBP feedfeedfeedW T D+³+³=³D+³+³=  [4.28e] 

(vi) obtain QA using [4.27], [4.28d] and [4.28e] 

)1(

)1(*

Pdc

Pba

BP

BP
QA

W T

W T

D+³+

D+³+
==  [4.28f] 

157. As is seen from equation 4.28e, the key assumption used for this method is that the adjusted 

border price is a weighted average of border prices for feed and milling wheat with weights 

corresponding to quantity shares of these two types of wheat in domestic production. Another 

assumption is that the quality premium for milling wheat (æP) is the same for both domestically 

marketed and exported grain. Calculation of the quality adjustment coefficient requires information on 

the composition of domestic production and exports in terms of quantities of feed and milling wheat 

(coefficients a, b, c, and d) and the quality price differential between milling and feed wheat (æP). It is 

possible to apply this method to any other commodity and to adapt the formula to include any number 

of quality grades, if relevant. 

158. Example 3: using weighted average of border prices for specific quality grades. Brazil is a 

net exporter of coffee. A higher-priced Arabica coffee accounts for around 90% of Brazilian exports 

and a lower-priced Robusta coffee for the remaining 10%. The shares of these two groups in domestic 

production are around 75% and 25% respectively. The difference in the quality composition of 

domestic production and exports is tackled by constructing a weighted average reference price, as 

follows: 

CF

R
R

CF

A
ACF

QP

QP
FOB

QP

QP
FOBBP ³+³=  [4.29] 

where: CFBP  ï weighted average border price of coffee 

  AFOB  ï export price of Arabica coffee 

  RFOB  ï export price of Robusta coffee 

  AQP
 
ï quantity of Arabica coffee produced 

  RQP  ï quantity of Robusta coffee produced  

  CFQP  ï total quantity of coffee produced 

159. The border price in equation 4.29 represents a weighted average of the Robusta and Arabica 

export prices, with weights corresponding to the shares of these two groups in domestic production. 

As in the previous example, this is a key assumption for harmonizing quality composition of border 

and domestic prices. This method is also used to derive Chinaôs import price for rice, which represents 

a weighted average of Japonica and Indica-type rice. This method, therefore, can be used both for 

exported and imported products, but requires the existence of international trade prices for products of 

specific quality grades.  
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Table 4.2. Methods used for adjusting prices for quality difference 

With quality 

adjustment 

co-efficient

Weighted average 

of border prices for 

specific quality grades

Norway  - PT -

Switzerland BF  -  -

Brazil  -  - CF

China  -  - RI, WT

Ukraine  - BA, WT, MA  -

Country

Adjusted border price
Weighted average MPD

for different 

market segments

 

4.6. Alternative methods for calculating an MPD 

¶ Instead of using a price gap to calculate a MPD, export subsidy or import tariff rates may be 
used, after adjustment and/or weighting to ensure comparability. 

160. Two methods alternative to comparing domestic and border prices, are sometimes used to 

estimate an MPD for a commodity.  

161. In a net export situation, if the country has significant levels of exports of a commodity and 

uses export subsidies to bridge the gap between domestic and world prices, the level of export subsidy 

per tonne of exports is assumed to represent the MPD. In this case, the MPD can be expressed as: 

i

i
i

QX

XS
MPD =   [4.30] 

where: iXS  ï value of export subsidies for commodity i or products derived from i  

  iQX  ï level of exports of the commodity i for the annual period 

162. This method is used to calculate the MPD of several commodities (barley, eggs, pigmeat, 

poultry, rice and wheat) for the United States, where the value of export subsidies is derived from 

expenditures by commodity on the Export Enhancement Programme (EEP). The same approach is also 

applied in the case of wine for the European Union. 

163. Compared to the general method of estimating a price gap, the approach that involves using 

a unit export subsidy may lead to some underestimation if additional export competition instruments 

such as export credits are used. The effects may also fail to be picked up in cases where they constitute 

the only intervention, if no price gap measurement is undertaken or possible.  

164. The alternative method in the case of a net import situation is to derive the MPD directly 

from tariffs. This method is not a preferred option if other MPS policies such as tariff quotas, licensing 

or state-trading enterprises be in place, because it does not capture the extent to which these policies 

change domestic market prices. However, it can be used even when other policies exist if price data is 

unavailable or unreliable and it is believed that deriving an MPD by this method results in a more 

accurate estimate of MPS for the commodity. The MPD can be expressed as either: 
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i

i
ii

tr

tr
PPMPD

+
³=

1
 [4.31] 

where: itr  ï average ad valorem tariff applying to commodity i 

or 

ii TRMPD =   [4.32] 

where:   iTR  ï average specific tariff applying to commodity i 

165. The most appropriate tariffs to use are the statutory applied MFN tariffs that would pertain to 

imports: statutory rather than collected tariff revenue, since the latter ignores prohibitive tariffs that do 

not yield any revenues; applied rather than WTO bound tariffs, since they are the tariffs effectively 

protecting the market and can be significantly different from bound levels; and MFN rather than 

preferential tariffs, since they represent the protection level imposed on marginal imports.  

166. Commodities are traded at various degrees of processing and packaging that correspond to 

different tariff lines which may have significantly different tariff rates. In addition, for some 

commodities that have a limited shelf life, tariffs can vary by season (Box 4.2). Consequently, there 

are two major steps that must be carried out in order to calculate an average tariff for a commodity. 

167. The first step is to ensure that the tariffs applying to imports of the commodity are expressed 

in the same form. Statutory tariff rates can be ad valorem or specific. Sometimes they are a mixture of 

both. To average several tariff lines, all tariffs have to be converted to either an ad valorem equivalent 

or a specific equivalent. The appropriate border prices to use for tariff conversion should be those 

corresponding to the specific tariff lines. But if the information is not available, e.g. if no trade occurs 

because the tariff is prohibitive, an alternative price has to be used, for example, another indicator of 

the world price of the same product, the border price of a close tariff line or the border price of the 

commodity itself converted to the appropriate processing equivalent. 

168. The final step is to apply an appropriate weighting to the tariffs. If significant flows of trade 

occur for all tariff lines, tariffs can be weighted by import volumes, ensuring that volumes have been 

converted to the same product weight. If there are no imports for some tariff lines, for example 

because of prohibitive tariffs, another weighting system has to be used, usually a simple average.  

4.7. Work examples 

169. As the preceding sections of this chapter show, the calculation of a MPD is an essential task 

in the estimation of market price support transfers. It requires a thorough understanding of how the 

policy works, knowledge of the relevant agricultural commodity markets, including trade flows, 

access to sources of domestic and trade data, and great care to ensure that the correct price 

comparisons and the required adjustments are made. The following tables provide illustrative 

examples of how a MPD is calculated, based on the methods outlined in section 4.5. The examples 

relate to key agricultural commodities, such as grains (wheat), sugar, and meat (beef), while Annex 4.1 

deals specifically with the calculation of the implicit reference price and the MPD for milk. 

170. It should be emphasised that, while the arithmetic process for calculating a MPD varies 

between the examples, the underlying principle is always the same, i.e. to ensure the comparison of 

ñlike with likeò.  
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171. Table 4.3 provides an example of how a MPD may be calculated for wheat based upon 

specific policy interventions, market characteristics and data availability. In this example, only milling 

wheat is produced in the country. This could be the case, for example, due to certain cultivation 

traditions and/or government policies where protection is provided to milling wheat through an import 

tariff, while feed wheat enters the domestic market duty-free. Consequently, the difference between 

production and consumption of food wheat is zero. While the country is a net importer, importing 

some 20 000 tonnes of feed wheat, it would not be correct to base the reference price on these imports 

because of the difference in quality between the two types of wheat.  

Table 4.3 WHEAT: Calculation of a MPD for a net importer 

Reference price based on other countryôs import price and marketing margin adjustment 

Symbol Description Units Value Source / equation

QP Production 000 T 100 Data

of which for feed 000 T 0 Data

VP Value of production LC million 35 Data

PP Producer Price LC/T 350 Data or (VP / QP) * 1000

QC Consumption 000 T 120 Data

Consumption for feed 000 T 20

BP Border Price LC/T 300 CIFother

CIFother CIF price at neighbour LC/T 300 Data

MM Marketing Margin LC/T 20 S, with T1 = T2

S Processing costs (cleaning and drying) LC/T 20 Data

RP Reference Price LC/T 280 BP - MM

MPD Market Price Differential LC/T 70 PP - RP  

172. As there are no imports of milling wheat into the country, an appropriate border price needs 

to be found from information other than the countryôs own trade. In this example, a close neighbour 

country is a major importer of milling wheat. The average CIF price of wheat imports for milling in 

the neighbour provides a suitable proxy for a border price of wheat in the example country 

(equation 4.18). Domestic processing costs are then subtracted from the border price to obtain a 

reference price that is comparable to the producer price (equation 4.13). Given the geographic 

characteristics of the countryôs market, an assumption is made that the handling and transportation 

costs between wholesale market and border (T1) and internal handling and transportation costs 

between farm gate and wholesale market (T2) offset each other. These costs are therefore not explicitly 

considered in the estimation of the marketing margin. The reference price is then subtracted from the 

producer price to obtain a MPD (equation 4.12). 

173. Table 4.4 provides an example of how a reference price could be calculated when wheat is 

produced for both milling and feed uses within a country. In this example, wheat production is split 

50/50 between milling and feed wheat, with tariff protection and export subsidies used to support 

wheat producers. The country is a net exporter of wheat, exporting one half of its total wheat 

production, and 80% of exports comprise wheat for feed use. 
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Table 4.4 WHEAT: calculation of a MPD for a net exporter 

Reference price based on countryôs own export price, quality and marketing margin adjustments 

Symbol Description Units

Milling 

wheat 

(mill)

Feed 

wheat 

(feed)

Total 

Wheat 

(WT)

Source / equation

QP Production 000 T 100 100 200 Data, where QPWT = QPmill + QPfeed

VP Value of production LC million 35 30 65 Data, where VPWT = VPmill + VPfeed

PP Producer Price LC/T 350 300 325 Data or (VP / QP) * 1000

QC Consumption 000 T 80 20 100 Data, where QCWT = QCmill + QCfeed

BP Border Price LC/T 327 280 289 Data or (VX / QX) * 1000

VX Value of exports LC million 7 22 29 Data, where VXWT = VXmill + VXfeed

QX Quantity of exports 000 T 20 80 100 Data, where QXWT = QXmill + QXfeed

QA Quality adjustment ratio  -  - 1.05 (a + b * (1 + æP)) / (c + d * (1 + æP))

  a  share of feed wheat in total production ratio  -  - 0.50 Data

  b  share of milling wheat in total production ratio  -  - 0.50 Data

  c  share of feed wheat in total wheat exports ratio  -  - 0.80 Data

  d  share of milling wheat in total wheat exports ratio  -  - 0.20 Data

  æP  quality price differential between milling and feed wheat ratio  -  - 0.17 Data

MM Marketing Margin LC/T  -  - 24 T1 + T2 + S

S Processing costs (cleaning and drying) LC/T  -  - 10 Data

T1 Handling and transportation wholesale/border LC/T  -  - 12 Data

T2 Handling and transportation farm/wholesale LC/T  -  - 2 Data

RP Reference Price LC/T  -  - 279 (BP * QA) - MM

MPD Market Price Differential LC/T  -  - 46 PP - RP

Comparison: RP based on average wheat export price

RP Reference Price LC/T  -  - 265 BP - MM

MPD Market Price Differential LC/T  -  - 60 PP - RP  
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174. In this case, the average export price of wheat is not comparable to the average producer 

price because the product composition (in terms of milling and feed wheat) varies significantly. A 

quality adjustment to the border price is therefore required. The available information allows a quality 

adjustment as expressed in equations 4.26 and 4.27 to be made. From the adjusted border price 

(BP*QA), a marketing margin is deducted, including processing costs and all internal handling and 

transportation costs (between farm and wholesale market and between wholesale market and border). 

In the example shown, this results in a reference price that is higher and a MPD that is lower than with 

the average border price without quality adjustment. However, if milling wheat dominated exports, the 

opposite would be the case. 

175. In the case of wheat, a considerable amount of trade takes place in product that has 

undergone only minor processing, so that no weight adjustment is needed. For other products, such as 

sugar and beef, trade mainly occurs in more highly processed forms. In these cases, the calculation of 

a MPD requires not only a marketing margin adjustment but also an appropriate weight adjustment 

between the farm and traded products.  

176. Table 4.5 provides an example of how a MPD could be calculated for sugar under specific 

policy and market characteristics, and data availability. In the example, farmers produce 2 million 

tonnes of raw sugar cane, which is transformed into 300 000 tonnes of refined sugar. In order to 

determine whether the country is a net importer or exporter, the countryôs total production and 

consumption of sugar are compared. The quantity consumed should account for all forms of sugar 

consumption (including in processed foods, such as confectionery). This information is typically 

obtained from the countryôs production, supply and utilisation balance sheet for sugar: this aggregates 

consumption of sugar in all forms and expresses these quantities in common physical terms, e.g. in 

refined sugar equivalent.  

177. Calculation begins by expressing domestic production of sugar cane in refined sugar 

equivalent. This is done by multiplying the quantity of sugar cane produced by the extraction rate of 

refined sugar from sugar cane (0.15). Domestic production of sugar cane can now be compared with 

total consumption, also expressed in refined sugar equivalent. As can be seen from Table 4.5, the 

countryôs sugar consumption exceeds domestic production, with imports representing 33% of 

domestic consumption.  

178. The average CIF value of refined sugar imports is the appropriate border price, from which 

processing costs are deducted (assuming again in this case of a net importer that the two transport 

components from wholesale to border and farm to wholesale offset each other). However, this price is 

a refined sugar price, while the producer price is in raw cane terms. Producer price may be expressed 

in refined sugar equivalent in two ways, and depending on the data available. If the price available is 

for raw cane sugar (PPcane), it can be divided by the extraction rate of refined sugar from sugar cane 

(WA) (equation 4.23). In the example the WA corresponds to the units of refined sugar obtained from 

one unit of raw sugar cane (i.e. a ratio of 0.15 indicates that one tonne of raw sugar cane yields 

0.15 tonnes of refined sugar). If only the total value of sugar cane production is available (VP), it can 

be divided by the quantity of sugar cane expressed in refined sugar equivalent (QPrefined). As can be 

seen from Table 4.5, both options yield the same producer price in refined sugar equivalent. This price 

is comparable to the reference price, and is used to calculate the MPD. 

179. The previous examples have all been based on calculations that involve adjusting a border 

price into farm gate values, requiring in particular a marketing margin adjustment (equation 4.13). 

Because of commercial sensitivity or lack of consistent and systematic estimates, this information is 

not always readily available. Table 4.6 provides an example of a price gap calculation based on 

wholesale prices, which does not rely on marketing margin information (equations 4.14 and 4.15).  
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180. In the following example, 1.5 million tonnes of sugar beet are transformed into 150 000 

tonnes of refined sugar. Almost all domestic consumption of refined sugar is derived from domestic 

production, with very little imports. It is therefore more appropriate to derive a border price from an 

alternative source. The example uses an average FOB export price from a major exporter as a starting 

point, with adjustments made for the cost of insurance and freight from the exporting country to the 

country in question (equation 4.19). This is essentially a derived CIF price, which is then subtracted 

from the domestic wholesale price for refined sugar to obtain a MPD at the wholesale level. 

181. There are two ways in which this price gap can be translated back to the farm gate level. The 

first assumes that the absolute price gap at the wholesale level is the same as at the farm gate level 

(Option 1), which results in a MPD of LC 125. 

182. The second assumes that the price gap between the wholesale and farm gate level is the same 

in relative terms (Option 2). In the example, this results in a MPD of LC 63. It also results in a MPD 

that is lower than the first calculation, as it always will do. The difference between the MPDs derived 

from the two options increases as the relative price gap between the wholesale price and the border 

price increases. The choice between the two options should be made in terms of which one best 

reflects the market structure of the value chain in the country and therefore requires some knowledge 

of the situation.  

183. In comparison with the previous examples, this method does not require marketing margin 

data but it does require wholesale price information. Weight and quality adjustments may also be 

required depending on the commodity being examined. 

184. Table 4.7 provides another example of deriving a farm gate level MPD from a wholesale 

price gap, in this case for beef. The country is a net importer of beef, with total beef imports 

representing one-quarter (25%) of consumption. This allows the use of average import values as the 

basis for calculating a border price. However, an important characteristic of this market is that 

domestic production is made up entirely of grain-fed beef, while imports consist of both grain-fed and 

grass-fed beef. The latter is considered as of lower quality than grain-fed beef and is being available at 

a lower price. 
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Table 4.5 SUGAR: Calculation of a MPD for a net importer 

Reference price based on countryôs own import price, weight and marketing margin adjustments 

Symbol Description Units Value Source / equation

QPcane Production (raw cane) 000 T 2000 Data

WA Weight Adjustment (refined sugar extraction rate) ratio 0.15 Data, where WA = QPrefined / QPcane

QPrefined Production (refined sugar equivalent) 000 T 300 QPcane * WA

PPcane Producer Price (raw cane) LC/T 75 Data

VP Value of sugar cane production LC million 150 Data

PPrefined (1) Producer Price (refined sugar equivalent): option 1 LC/T 500 PPcane / WA  or

PPrefined (2) Producer Price (refined sugar equivalent): option 2 LC/T 500 (VP / QPrefined) * 1000

QCrefined Consumption (refined sugar equivalent) 000 T 450 Data

BPrefined Border Price (refined sugar) LC/T 400 (VMrefined / QMrefined) * 1000

VMrefined Value of imports (refined sugar) LC million 60 Data

QMrefined Quantity of imports (refined sugar) 000 T 150 Data

MMrefined Marketing Margins (refined sugar) LC/T 200  S, with T1 = T2

Srefined Processing costs (refined sugar) LC/T 200 Data

RPrefined Reference Price (refined sugar equivalent) LC/T 200 BPrefined - MM

MPDrefined Market Price Differential (refined sugar equivalent) LC/T 300 PPrefined - RPrefined  
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Table 4.6 SUGAR: Calculation of a MPD for a net importer 

Reference price based on other countryôs export price (a derived import price)  
and price gap based on wholesale price 

Symbol Description Units Value Source/equation

QPbeet Production of beet (raw beet) 000 T 1500 Data

WA Weight Adjustment (refined sugar extraction rate from beet) ratio 0.10 Data, where WA = QPrefined / QPraw beet

QPrefined Production of beet (refined sugar equivalent) 000 T 150 QPbeet * WA

PPbeet Producer price (raw beet) LC/T 15 Data

VP Value of sugar beet production LC million 23 Data

PPrefined (1) Producer Price (refined sugar equivalent): option 1 LC/T 150 PPbeet / WA  or

PPrefined (2) Producer Price (refined sugar equivalent): option 2 LC/T 150 (VP / QPrefined) * 1000

QCrefined Consumption (refined sugar equivalent) 000 T 152 Data

QMrefined Quantity of imports (refined sugar) 000 T 2 QCrefined - QPrefined

WPrefined Wholesale Price (refined sugar) LC/T 300 Data

BPrefined Border Price (refined sugar) LC/T 175 FOBother + IF

FOBother Export price of major exporter (refined sugar) LC/T 150 Data

IF Freight from exporting country LC/T 25 Data

Option 1: Assuming a constant absolute price gap

MPDrefined Market Price Differential (refined sugar equivalent) LC/T 125 WPrefined - BPrefined

Option 2: Assuming a constant relative price gap

MPDrefined Market Price Differential (refined sugar equivalent) LC/T 63 PPrefined * (1 - BPrefined / WPrefined)  
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Table 4.7 BEEF: Calculation of a MPD for a net importer 

Reference price based on countryôs own import price, weight and quality adjustments  
and price gap based on wholesale price 

 


