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CHAPTER 1. INTRODUCTION

CHAPTER 1

INTRODUCTION

1.1. Objectives

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

1 To provide a comprehensive description of the methodology employed by the OECD to
calculate indicators of agricultural support, by using descriptive, texthematical
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 assistose wishing to replicate the method and apply it to other
countries or commodities.

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

2. This manual is to be used in conjunction with otpeblicly available documentation,
including the annual reporfgricultural Policies in OECD Countriés the biannual report
Agricultural Policies in NorROECD Countries: Monitorin@ndEvaluation and the indicator database
incorporating countrgpecific documentation Degfinitions and Sourcgs available at
http://www.oed.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:

1 Policy malers 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.

1 Researchers who would like to use the economic information contained witliatédimse
or to calculate the indicators for other commaodities or countries.

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

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

covered in Chpterl. Chapter 2 introduces the main purpose and principles behind the calculations of
the indicators, with a short history in Annex 2.1. Chapt&xplains the criteria used to identify

1. Alternating each year between the titkgricultural Policies in OECD Countries: Monitoring and
EvaluationandAgricultural Policies in OECD Countries: At a Glance

17
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policies included in the calculation of the indicators, how to mistish policy transfers according to
recipient, and, finally, how to classify policies.

5. Part 1l details the methodology for calculating the indicators. Chapter 4 explains the method
used to calculate transfers dexdl from policies that affect the market price received by producers of
agricultural commodities. Chapt&rfocuses on other transfers, including budgetary payments to
producers and support based on revenue foregogdax or credit concessions. @tes6 and 7

show how to bring these transfers together to calculate the indicators of support to producers and
consumers respectively. Chap8edetails the calculation of indicators that measure support through
general services to agriculture and the tetadport to agriculture. Chapt@rexplains the aggregation

of support indicators across countries to obtain kualtintry totals,e.g at the OECD level.
Chapterl0 concludes Paht by outlining the data and information requirements for calculating the
indicators of support.

6. Part 1l 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, Chaleutlines 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 AGRICULTURAL SUPPORT

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 (At he indicatorso) have been developed
final section outlines the underlying principles on which ithdicators are established. Ann2x

reviews the historical development of the indicators.

2.1. Why measure agricultural support?

f 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.

9 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 issuésfrom overcoming food shtages or surpluses in the pogsr 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, progessively, 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 numbérsalled support indicators which are comparable across time and
between countries. The utility of doing this is thfekl.

9. First, support indicators can be usedrtonitor and evaluate developments of agricultural

policies? This includes th extent of policy reform achieved by countries, both over time and through
specific reform efforts€.g.the US Farm Bills and various CAP reforms), as well as progress towards
achieving the commitment agreed to at the 1982 OECD Ministerial Councilonimiefy agricultural
policies. This commit ment stated that Aagricul 1
open and multilateral trading systemo, and it c
in protection and a liberalisati of trade, in which a balance should be maintained as between
countries and commodities. o0 Ministers also requ
level of protection in order to monitor and evaluate progress.

2. As in the annual OECIMonitoring and Evaluatiorreports on agric | t ur a | policies, tt
evaluationodo i s under sdnaysisof levels andompositiomeohagrecultural o b e
supportwith respect to the implementation of the policy reform agemtiés term is not used in this
manual as the elumtion of the effectivenesw efficiency of policies, except in cases where the focus
is specifically on that issueg.in Chapterl?2).
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10. Closely related to this, the indicators establiglo@mmon base for policy dialogugy using a
consistent and comparable method to evaluate the nature and incidence of agricultural policies. While
the indicators were calculated initially for GB countries, the analysis has gradually included also
non-OECD countries, such as BrazThile, China, Russia, South Africa and Ukraine. It currently
includes 4Zountries (27U 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, integovernmental orgasations (WrO, World Bank, IMF and FAO), faning

and norgovernment organiions, as well as research institutions.

11 Finally, the indicator database is used in further research on policy impacts. The data serve
as aninput into modellingto 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 themselvesifguhese 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
f ASupporto is wunder st ood aesfrongaomssners and @xpayérs arisingt
from governmentso6 policies that support agri

 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.

1  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 mmgintain domestic
agricultural prices above those at the countryd
Support is not only comprised of budgetary payments that appear in government accounts, but also
includes support of market pricess 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 Atransfero presumes both a
recipient. In the present methodology, agriculture is generally regarded as a supported sector and the
main recipient of policy transfers. Consumers af@gtural commodities and taxpayers represent the

two sources of transferge.the economic groups bearing the cost of agricultural support. The term
Afagricultureo designates primary agricultural p
are viewed from two perspectivésas 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 HAsupporto and fApolicy transferso
di fferent contexts. The term fsupporto is precf
generates a policy transfer) and usually appears when identifying, scodiotassifying the relevant
policies. The term fApolicy transf eathe pioessofsed n
obtaining numerical expressions of policies.

15. More fundamental for understanding bftindicators, however, is the distinction between
thenotionsofipr ovi si on of suppor t e inpact oftpdliey tramsfensp Bhet o f
indicators are the various measures of gross policy transfers. As such, they reflgcvitien 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 proportiontleé 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 prozigadhéther 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, tbhezefare not intended to and do not meashee
impactof 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.
Chapterll contains a detailed discussion of how the indicators should be used and interpreted, and
concludes with examples ofistakes in interpretatiaihat 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 ofitidicators are listed in Bo.1. No single indicator

can capture all aspects of agricultural support. Each serves a punigbdightinga 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 commaodity 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
commaodity 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 commaodities (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 (ZdbleThe first one relates to the
intended recipientof the transferi producers individally, producers collectively, or consumers,
although agriculture is always understood to be the economic sector supported by the policies
(Section3.1). For example, me indicators measure support directed to producergidio@lly, while

two indicators measure support provided to producers collectively.

18. A second distinction can be made in relation touhi of measurementnine indicators are
expressed ilmonetaryterms, and ni@ represenpercentager ratios. An advantage of monetary
indicators is that they can be used to analyse the composition of s#ppad calculate the shares of

PSE or GSSE by policy category, or the shares of TSE according to whether the tramséefiom
consumers or taxpayers. However, the monetary indicators are influeyntlee size and structure of

the countryds agricultural S e c t. @Gansequenty, thew lare a s
difficulties in using themo compare suppblevels betweegountries, to evaluate changes over time,

or to assess the level of support provided within a country to different commodtiitiesntrast,
percentage indicators and ratios, which relate policy transfers to some other monetaeyghthee,

value of agricultural production, allow such comparisons to be made.
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19. Finally, the indicators can be distinguished according tatythe of aggregatiorat which
they can be derive® across commodities or gg@phically. While all the indicators can be
calculated at the national and mdtuntry level, some can also be calculated for individual

commodities or for groups of commodities.

Table 2.1. The OECD indicators of agricultural support

Unit of measurement Type of aggregation
Intended Geographical
recipient Monetary Percent.age Individual commodllt)_/ or . ) _
or ratio groups of commodities National Multi-country
(aggregate) (e.g. OECD total)
%PSE and % %
PSE producer NAC ne
- producer NPC * * *
Producers
A producer SCT producer %SCT * * *
individually
GCT nc * * *
ACT and OTP nc nc * *
Producers GSSE %GSSE nc * *
collectively
%CSE and % %
CSE consumer NAC ne
Consumers _ consumer NPC * * *
consumer SCT nc * * *
All recipients TSE %TSE nc * *

Symbols: *Onotappl i cabl e;

fi n & dalcolated.

calcul at ed;

fi

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

I 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 raleguide the measurement of agricultural support.
Principlesl 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 Principles4 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 immeiusi

of policy in the measurement of suppd?blicy 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,te 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 consadation of the nature, objectives or economic impacts of a
policy measurdo ey ond an @ ac c o uThis primcigl® corhptements priacipls in ¢hat s

the stated objectives, or perceived economic impacts of a policy measure, are not usedithgeattern
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 economyatre
considered in the estimation of agricultural supp@vten 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 economwide policies in place with o policies specifically altering the economic
conditions for agriculture.

24 Principle 4: transfers generated by agricultural policies are measured in gross teotisy
transfers can be defined in gross or net ggim. as revenue (gross receipts) or income (revenue less
costs) generatedyta policy measure. The phragess transfersn the definitions emphasises that no
adjustment is made in the indicators for costs incurred by producers in order to recesiuppibie,
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 bjective to measure support only to primary producers of agricultural
commodities. Concomsgmee nitn yt he hae fwiomidt fions and me
a firststage buyer of agricultural commodities.

26. Principle 6: policy measures supporting individual producers are classified according to
implementation criteriasuch as (i) the basis upon which support is provided (a unit of output, an
animal head, a land unit, etc(ji) whether support is bagdeon current or noourrent production
parametersand (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 critea 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 practicalnderpinnings 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 rtodpce 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 ldd surpluses of farm goods, which were stocked or exported with additional
subsidies. World prices for temperai@ne commaodities were driven down. The costs of shaditing

and export subsidies placed heavy burdens on government budgets, consumeirgriascaith
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 urgentead.

29. At the 1982 OECD Ministerial Council (consisting of Ministers of Economics, Trade and
Foreign Affairs, plus a few Agriculture Minist
more fully integratedwi t hi n t he open and multilateral tra

adjustments in domestic policies can best take place if such moves are plannedoetidated

within a concerted multilateral approach aimed at achieving a gradual reductionectiproand a
liberalisation of trade, in which a balance should be maintained as between countries and
commodities. o Ministers also decided that the ¢
which the above aims could be achieved as a cotitibto progress in strengthening-aperation on
agricultural trade issues and as a contribution to the development of practical multilateral and other
solutions. 0o

30. An integral part of this investigation was tovetop an appropriate basis for measuring
agricultural subsidies. After considering the options available, the Secretariat decided to use the
Producer Subsidy Equivalent (PSE), initially definedtlas payment that would be required to
compensate farmers rfadhe loss of income resulting from the removal of a given policy measure
(OECD, 1987 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 g&ilytasl in its own

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

31 The notion of a fAsubsidy equivalento deri
developed in the 1960s to evaluate the effects of tariffs (Corden, 1971). According to this theory, the
producer subsidy equivalent ofpalicy measurewhether an import tariff, export subsidy, payment

per tonne or per hectare, etc., is the payment geofioutput that a government would have to pay
producers to generate the same impact on production as that policy mdagheearly 1970s, Tim

Josling had applied this concept to the empirical measurement of agricultural subsidies in work for the
FAOQ, introducing the term PSE (Josling, 1973 and Josling, 1975).

3. The Consumer Subsidy Equi val etaxon o@sarapn resudtisg de f i n
from a given policy measure (market price support element of the PSE) and any subsidies on
consumption. o

4, Likewise, theconsumer tax equivalent of a policy measarthe per unit tax that a government would
haveto impose to generate tsame impact on consumption as that policy measure.
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32 In 1987, a major OECD study entitléthtional Policies and Agricultural Tradeffered an
in-depth analysis of the agricultural policies of individ@ECD countries based largely on the PSE

and related indicatorsThis 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 domastpolicies.

33 It was clear from the start that the Aincom
actually being measured by the OECD PSE. While policy measures providing the same amount of
monetarytransers to producers have the samgenuesubsidy 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, fopleja@ne of the first

critiques in this regard notethter alia, that the PSE was a measurement of revenue transfer (Peters,
1988).

34. As a result, the PSE was redefined in 199thasannual monetary value of g®transfers

from consumers and taxpayers to agricultural producers, measured at thegddemevel, arising

from policy measures that support agriculture, regardless of their nature, objectives or impacts on
farm production or incom

35. Four major refinements were made in 1999:

f The PSE acronym was <changed from meaning HAPrT
Support ‘Hsvasireoegnisedthat: (&ansfers associated with a wide range of diverse
policies have different ns thdlsomaloftheargnsferyveele giveh ferdhe a n ¢
provision of services and positive externalities rather than to subsidise the production of
agricultural commodities. The tmndamonatae ransfeal t e
is involved whatever the policy objective.

1 Changes were made to the classification of policies within the PSE (@aMdlp This was
required because of the growing scope of support policies introduced since t1©8@sd
Previaisly, there were five PSE categories with policies classified according tigptdaf support
measure. The 1999 refinements introduced seven types of support measures with policies
classified according to how they wénaplemented

1 A closely related chage involved the establishment of a separate indicator to measure support
provided to producers collectively, the General Services Support Estimate (GSSE). Support for
nGener al Serviceso had been previously inclu
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 fmribe1979to 1981, and later
extenad to include Sweden, Finland, Norway and Switzerland.

6. The CSE was also redefined the annual monetary value of gross transfeesn (o) 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 profucts.
negative, the CSE measures the burden (implicit tax) on consumers, indicating that higher prices
resulting from market price support more than offset conssimdsidies

7. The CSE was changed from the HAConsumer Subsid
Esti mateo.
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agricultural policies also changed, from the Aggregate Subsidyw&qot (ASE) to Total Support

Estimate (TSE).

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

this had

been

cal cul

ated

by fAextrapolatingo t

to all agricultural poduction. 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 gection6.1.7), with all transfes from noAMPS 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 developmentse.g.t h e
producti-omup@alnaelo Airfee

mo v e to

provi sion

Afdecoupl eod
of

the provision
support to oth

1 Although still based on implementation criteria, the PSE categovere substantially
redefined (Tabl&\2.1 andsection3.3.7).

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 labetglegtl 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, ohether a payment implies any constraints on

input use by the recipient, eteetion3.3.3.

1 PSEs for individual commodities are no longer calculatestead, a country total PSE is
divided into Single Commodity Transte Group Commodity Transfers, All Commodity
Transfers; and Other Transfers to Produceest{on6.3). This change reflects the fact that
as a result of policy reform, support in many OECD countries is less tied to aitliradi
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 maividmmodities
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)

. Payments based on input use

. Payments based on current AJAN/R/Y,
production required

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

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

. Payments based on non-commodity
criteria

G. Miscellaneous

O @

O

m

T

1. The letters stand for Area (A), Animal Numbers (AN), Receipts (R) or Income (l).
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CHAPTER 3.

IDENTIFYING, DISTING UISHING AND CLASSIFY ING POLICIES

37. Before calculating the indicators for amgarticular 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 Chapt& defines the policy nasures 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 measure 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

i 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 ire testimation of agricultural support are
determined by the definitions and principles outlinedCimapter2. In all cases, which government
body is responsible for the policy measure giving rise to the transfer has no anghetdecision 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 gbvernment,e.g central, provincial, prefectural or state.
Alternatively, policies implemented by a ministry responsible for agriculture but related to non
agricultural activitiese.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: (aprovides a transfer whose incidence is at the farm level; ansl ¢bgcted
specifically to agricultural producers 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 pribéafket Price Suppoyta reduced input pricee(g.a fetiliser

subsidy) or cost share for fixed capital; a direct payment (a cheque from the government); a revenue
foregone by governmene.g.a tax concession); a reimbursement of a tax or chargeaé for fuel

taxes in some countries); or a gratuitous iserndn kind to individual farmerse(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 pieFspecific, and are included in the PBHicator.

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 agticultur
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 gsliployed people in an economy would not be included
in the PSE because it is not specific to agricultureen 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.

1 A fertiliser subsidy may benefgardeners 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 transfgrs goi
to agriculture is included.

1 Many countries grant concessions on the use of fuel in machines fooadffuse. All
machineryusing sectors may benefit, or a limited number of sectors may be defined by the
enabling regulations. In these cases, the bendfi be included in the PSE if agriculture is
singled out as a target sector for the benefit odeffactq, it is the major beneficiary of the
measure.

9 A grant for the conversion of farm buildings to sedtering accommodation for tourists will not
be included unless eligibility for the grant is confined to farmers.

9 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 agricultu

1 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 -farnns,
may be included, although only the value of transfers going teefarwould 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 sécegricultural production at thievel of
the farm. Two principal types of expenditures are included as follows:

9 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 statatispasal of
pricesupported commodities by the government or an appointed agency are included in the
GSSE.

9 Services that benefit primary agriculture but whose initial incidence is not at the level of
individual farmers: for example, agricultural educatioesearch, 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, fioy measures which provide positive transfers to first
consumers of agricultural commodities,g flour mills, meatprocessing plants or frugacking
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 continualeffort 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 conjwictidhe preparation

of the reports onAgricultural Policies in OECD Countries: Monitoring and Evaluatiand
Agricultural Policies in NorOECD 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.qg. 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 figross farm receiptso.

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

iGener al Services Support Estimated (GSSE) are for the
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 t he measur ement (and cl
environmental 0 policies, and i ndibheagricultusl sectbr (irethevTradecandme nt a |

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.

31

a S


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

1 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 iddietil, 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 drefpagicies 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 collectikiebyigh 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 GS8&i(n3.4). If the answer is yes,
consider the gy 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 usadon 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 fener, 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 commaodities?

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 transfs 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 réfateptdicies that create
output pricebased 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 consumetto producers and from msumers to government revenuedtions4.2
and4.3explain this in greater detail). If yes, consider it under the CSE.

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

the transfers associated witharket price supporpolicies appear in both the PSE and CSE
calculation.
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3.3. Classifying and labelling policies that support produces 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.

I 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.

1 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 susategories

51 The impact of policy measures on variables sugbreguction, 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 implementation criteria. For a given policy measure,itff@ementation

criteria are defined athe conditions under which the associated transfers are provided to farmers, or
the conditions of eligibility for the paymertiowever, these conditions améten multiple. Thus, the

criteria used to classify payments to producers are defined in a way that facilitates: the analysis of
policies in the 1ight of the HAoperational crite
the assessment in subseqt analysis of their impacts on production, consumption, income,
employment, etc., through, for example, thaicy Evaluation Mode(PEM); and the classification of

policy measures in a consistent way across countriisy poeasures and over time.

52. Policy measures with an environmental focus illustrate the role of implementation criteria in
the PSE classification. Possible agnvironmental payments includestsharingfor 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 implentation 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
ead case.

53. As a result of several policy developmenitikluding policy reform initiatives and new
measures of support, a new PSE classification was introduced in 2007. The key underlying principle
remains thapolicy measures are classified according to the way theymgrkeementedThe various
categories and sutategories listed in Bo3.2 have been constructed to identify the implementation
criteria that are considered to be the most significant from an econemspegtive and reflecting

policies applied in OECD countries (the PSE categories, as they are presented in the PSE database are
also shown in Tabl8.1). The categories identify:

1 The transfer basis for support: output (catego®d), input (categoryB), area/animal
numbers/receipts/incomes (categories C, D and E}caommodity criteria (categoty);

1 Whether the support is based oouarent (categories A, B, C, F) aron-current (historical
or fixed) basis (categories D and E);

1  Whethemroductionis required (categorie<C and D) omot (categoryE).
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Box 3.2. Names and definitions of the PSE categories and sub-categories
A. Support based on commodity output

A.1l. 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 T 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 i including transfers through policy measures based on receipts or
income

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

D. Payments based on non-current A/An/R/Il, 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 commaodity required.

E. Payments based on non-current A/An/R/l, production not required: transfers from taxpayers to agricultural
producers arising from policy measures based on non-current (i.e. historical or fixed) area, animal numbers,
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: AT Area; Ani Animal numbers; R Receipts; and | - Income
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CHAPTER 3. IDENTIFYING, DISTINGUISHING AND CLASSIFYING POLICIES
Table 3.1. PSE categories and labels

= PSE LABELS <
Current t:ﬁ:zfee?sf
PSE CATEGORIES prg(c]ITcmtig:ltaynd Payment rates Input constraints Payment eligibility based on :;ig:;g?]z LC million
l payment limits
Limit No limit| Fixed Variable| With With Without| Area Animal Receipts Income _. Commavity(ies) With  Without| Year 1% Year n
(mandatory)  (voluntary) number Single  Group All
A. Support based on commodity outputs
Al. 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 |, etc. na na na na * na na na na
B. Payments based on input use
B1. Variable input use
policy measure b; na na na na na na
policy measure b, na na na na na na
B2. Fixed capital formation
policy measure b, na na na na na na
policy measure b 5, na na na na na na
B3. On-farm services
policy measure b3, na na na na na na
policy measure b 3, 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 ¢, na na
policy measure c;, na na
C2. Based on current area/animal numbers
policy measure ¢y, na na
policy measure c,, na na
D. Payments based on non-current A/An/R/I, production required
policy measure d; na na
policy measure d, na na
E. Payments based on non-current A/An/R/I, production not required
E1. Variable rates
policy measure e;; na na na
policy measure ey, na na na
E2. Fixed rates
policy measure e,; na na na
policy measure e,, na na na
F. Payments based on non-commodity criteria
F1. Long-term resource retirement
policy measure f;; na na na * na na na na na na na na na na
policy measure fi, na na na * na na na na na na na na na na
F2. A specific non-commodity output
policy measure fy; na na na * na na na na na na na na na na
policy measure fp, na na na * na na na na na na na na na na
F3. Other non-commodity criteria
policy measure f3; na na na na na na na na na na na na na na
policy measure f, 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

Symbol si:PSfEnd@abel not applicabl e t o pol PSEjlabehappicabletogslicyimeasuses iga givenrcategaytbg definition;;LC i ldcal currency.
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3.32. 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 follegirence of
questions. These criteria are mutually exclusive and are applied to each policy measure sequentially.
Diagram3.1 below illustrates this procedursthough a given policy measure may be conditional on
several of the criteria, it is classifieshder 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.

3.33. Definition of labels

55. I n addition to classification into a catego
that provide additional details on policy implementation (B&). The six labelsontaininformaton

on the constraints placed by policies on output and payment levels or inpfuirtiesr, specify the

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

by each label are exhaustive, so that onlyafrtbe available options can be attributed to a payment.

56. Di stinction between the terms APSE categor.y
convention.Table3.1 shows that théSE 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 brokemdolikeahe

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 a®SE subcategories or dusubcategories. For example, in PSBtegonfk |, t he HAwit
variable or fixed paymen tcategaids&d and E.2 bleveverj mt alu s e d
labels are applicable to afSE categories (Ato F). For example, the label specifying whethe

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

E. Payments based on noarrent A/An/R/l production not requiredor F. Payments based on non
commodity criteria A label distinguishing payments based area, animal numbers, receipts or

income is by definition redundant for policies in categofieSupport based on commodity outpad

B. Payments based on input usgther labels could in the future be introduced and presented-as sub
categories if potiy developments warrant the change. In designing the structure of the PSE database,
the choice between treating a particular implementation criterion as@®gory or a label is one of

relative importance and pragmatism, rather than a conceptuakdiffebetween these two options.

57. The | abel Awith/ without current commodi ty
relates, for example, to a production guota eissed with policy measures in categdryor land set

aside assmated with policy measures in categ@y 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 mageive payment. For example, a programme that
provides an area payment for at the moshdc€tares is labelled as having a payment limit since
payments cease beyond that area limit.

58. The | abel Awpath ©onwtintdionutt s d PSE transéers (except di st
those in categorf.1) that can be provided under the condition that farmers respect certain production
practices considered as environmentally or aninedfare friendly, or which addressdd safety or

other societal concerns. There is a further distinction between mandatory and voluntary input
constraints. The formencluderequirements that relate to a generally applicable regulation, while the
latter go beyond general regulations and adepted by farmers voluntarihlAn example below
illustrates these distinctions.
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59. An interest concession or capital grant can be providedor(eggny onfarm productio
investment for any purpose; (for an environmental purpose.¢.for onfarm 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 wiimmodity production, and are all classified in
categoryB.2. Payments based on fixed capital formataespite the fact that such payments are made

to achieve different objectives. However, in the case of (a) the concession or grant it is generally
appled and is without constraints, while in the case ofl{bje are constraints as to the specific use of
inputs/farming practices. The measures undecdgh)be further distinguished between those which
imply mandatory constraintd.€.installation of maagre treatment facilities) and those involving
voluntary constraintd.ge.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 AT 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 AT 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 A1 F.

i Payments conditional on compliance with basic requirements that are mandatory (with mandatory);
i 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/l): defines the specific attribute
(i.e. area, animal numbers, receipts or income) on which the payment is based. Applied in categories C i 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 commaodity, a group of commodities or all commodities.
Applied in categories AT 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/l of
commodity(ies). Applied in Category E.

3.3.4. Work examples

60. The examples presented hagram3.1 illustrate how the criteria in sigections 3.3.1 and
3.3.2 are used to classify policy measures tht various PSE categories and -sakegories, and
which labels are attached to the policy (sestion3.3.3)° The examples start with
categoryA.2.Payments based on outpdince market price support policies (categbry. Market
Price Suppoitare eplained inChapter4 in considerable detail.

61 For each policy measure, it is understood that the questions preceding its assignment to that
category are answered consistently withagsignment. So, for example, a policy measure classified in
categoryB.1.Payments based on variable input ugent ai | s answerin§g iyes
(Diagram3.1), but to reach questidh one must answelr, fAyneosdd ttoo qouueesstt
il y et®questiong 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 classifiethifividual OECD and norOECD countries
is contained in the document entitled Defnils and Sources, which together with country PSE excel files
is available orwww.oecd.org/tad/support/psecse
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Goto question 11

Go To Question 4

Goto question7
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Diagram 3.1. PSE Classification Decision Tree

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
orincome used for orresulting from current or former commodity production?

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

Question 2: Does the policy measure provide a transfer to agricultural
producersthatis conditional and based on currentcommodity output?

No, goto question 4 Yes, consider it under

Question 3: Does the policy measure affect the domestic market price for
consumers and producers of a specific commodity?

—

A.Support based on commodity output

Yes, consider it under

No, consider it under

Question 4: Does the policy measure provide an explicit orimplicit payment to
individual producers using a specific input, orgroup of inputs, orservicesto
produce agricultural commodities?

No, goto question 7 Yes, consider it under
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From question 4

Goto Question 8

CHAPTER 3. IDENTIFYING, DISTINGUISHING AND CLASSIFYING POLICIES

Question 5: Does the policy measure reduce the on-farm costof 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 othervariable costs (interest concessions on loans
for the purchase of variable inputs, insurance premiums, etc.)?

No, goto question 6 Yes, consider it under

Question 6: Does the policy measure reduce the on-farm investment cost of
fixed capital (e.g. farm buildings, equipment, plantations, soilimprovement,
drainage and irrigation), including interest concessions on investment loans?

Yes, consider it under

No, consider it under

Question 7: Does the policy measure provide a payment to agricultural
producers conditional on planting crop(s) oron maintaining aherd of livestock,
and based onthe current area (A), animal numbers (An), receipts (R), orincome
(I) of asingle commodity, a specific group of commodities, orall commodities?

No, goto question 8 Yes, consider it under
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B.1. Payments based on variable input use

B.2. Payments based on
fixed capital formation

B.3. Payments based on
on-farm services

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




From question 7
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Question 8: Does the policy measure provide a payment to agricultural
producers conditionalon planting crop (s) oron maintaining aherd of livestock,
and based onthe non-current (past orfixed) area (A), animal numbers (An),
receipts (R), orincome (I) of a single commaodity, a specific group of commaodities,
or all commodities?

No, go to question 9

Yes, consider it under

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

Question 9. Does the policy measure provide a paymentto agricultural
producers on condition thattheir land remains in the agricultural sector, and
based on non-current (historical or fixed) area (A), animal numbers (An),
receipts (R), orincome (I) of a single commodity, a specific group of
commodities, or all commodities butnotrequired to produce commodities?

Go To Question11

No, goto question 11 Yes, consider it under

E. Payments based on non-current A/An/R/|
production notrequired

Question 10: Is the paymentdefined as a variable rate (e.g. dependenton
a variation of output or inputprices)?

éand go t1® dquestio

Yes, consider it under

E.1. Variable rates

No, consider it under
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From question 9
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Question 11. Does the policy measure provide an implicitor explicit
transferto 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)?

No, consider it under

Yes, consider it under

Question 12: Doesthe policy measure require the long-term retirement of
factors of production from commodity production (e.g. retirement of land
from production, permanentreduction in milk production, afforestation or
destroying treesin orchards or vineyards)?

No, goto question 13 Yes, consider it under

Question 13: Doesthe policy measure require the use of farm resources
to produce specific non-commodity outputs (e.g. to planthedges 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
orimproving the countryside)?

Yes, consider it under

No, consider it under
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G. Miscellaneous payments
_— (classify it provisionally and try to get more
information on how the policy is implemented)

> F. Payments based on non-commodity criteria

éand go til@ #uestion

S F. 1. Payments based on

long term resource retirement

> F.2. Payments based on

a specific non-commaodity output

> F.3. Payments based on

other non-commodity criteria
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Table 3.2. Work examples of PSE categories and labels

Labels
With or without With variable With or without Based on area, Based on a single With or without
current or fixed input constraints animal numbers, commodity, a commodity
commodity payment rates receipts or group of production
Categories production limits income commodities or all exceptions
commodities
with/ with V/F without C/ A/AN/R/ SC/GCI/AC with/
without L rates with mandatory C/ without E
with voluntary C
A.2. Payments based on output
without L \Y | without C | nat | scC ‘ na
] o Payments are made on a per tonne basis according to a part
Agricultural Stabilization Act multiplying marketed quantities by the difference between the current market price and 90% (or some other level) of the average
(Canada) market price of the previous five years adjusted for changes in costs relative to the average costs in the previous five years. It is
|l abell ed a fdAvari abl e o lewlafpaymentis detarmired liy ductaationseof natket price. Payments are labelled
to single commodities.
without L \% | 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
Loan deficiency payments (US) 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 eligibleforon a c¢crop year basi s. It is 1| a
level of payment is determined by fluctuations of market price. Payments are subject to input constraints under the conservation
compliance.
with L F without C na SC na

Milk Price Supplement for Cheese - . - ) - B .
Production? (Switzerland) 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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Labels
With or without current With variable With or without Based on area, Based on a single With or without
commodity production or fixed input constraints animal numbers, commodity, a commodity
and/or payment limits payment rates receipts or group of production
Categories income commodities or all exceptions
commodities
with/ with V/F without C/ A/ANn/RI/ SC/GC/AC with/
without L rates with mandatory C/ without E
with voluntary C
B.1. Payments based on variable input use
without L VorF without C na AC na
| Tax concession on diesel fuel for farmers relative to the standard tax rate. The policy is |l abelled as be
Fuel tax concessions |l abell ed as fAwitho input constr ai ntvestobean place.rhabellingof thetpolityaneasureméHt respest ¢o

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
Avari abl ed tr atse;l aibfkd n oSited is avdildble to all producers, it is labelled as supporting all commodities.

without L F without C na GC na
Irrigation subsidy Reduced electricity rates are set for groundwater pumping in agriculture. As the discountis fixed, t he subsi dy is | abel
(Mexico) 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

without L \% without C na AC na
Interest concessions | sybsidising interest rates provides support to producers for building up their capital stock. The level of subsidy changes as a result of
(e.g. Brazil and movements in market interest rates (the reference interest rate for calculating the level of the concession provided) and so it is labelled as a
Russia) fivari abl eo [lere me nd input aonstraints conditioning the eligibility for concession. Since it is available to all producers, it is
labelled as supporting all commodities.
without L | F without C | na AC | na
Capitgl grants for on- Budgetary allocations for the on-farm infrastructure improvement scheme, including construction of irrigation and drainage facilities and land re-
farm infrastructure parcelling. The assistance is provided without production limits or constrains on input use. As the amount of payment does not change with the
(Japan) variation of current output, pr i ces, or current production cost s, it is |l abellec
producers, it is labelled as supporting all commodities.
Property tax without L F without C na AC na
exemptio_r)s o Provides an implicit payment to producers proportional to the value of their property, intended as agricultural capital. As the implicit payment
(Canadat provincial depends on the amount of Il and only, i t Since it ib avhilableltceall pradscerd) ia ig labelted s
governments) supporting all commodities.
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Labels
With or without current With variable With or without Based on area, Based on a single With or without
commodity production or fixed input constraints animal numbers, commodity, a commodity
and/or payment limits payment rates receipts or group of production
Categories income commodities or all exceptions
commodities
with/ with V/F without C/ A/ANn/RI/ SC/GC/AC with/
without L rates with mandatory C/ without E
with voluntary C
B.3 Payments based on on-farm services
Extension and without L F without C na GCor AC na
advisory services Federal and provincial expenditures for the activities related to the provision of information, training and services directly to farmers. This
(e.g. Australia, category may also include the technical assistance component of other programmes, such as conservation programmes.
Iceland, Japan, Korea,
Mexico)
without L | F | without C | na | GC or AC ‘ na
Pest and disease X X X X X
control The slaughtering of animals for disease-r el at ed concerns falls into this category, fo
constraints, since the destruction of livestock is not a constraint on the amount of or use to which (non-slaughtered) animals may be put.
without L | F | without C | na | AC | na
FarmBis (Australia) 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/l , production required
without L F without C [ AC na
Income tax Income tax concessions to agriculture relative to the standard income tax provisions include: deductions from taxable incomes from farming;
concessions farmersd mar ket i ngopeatives; apdiaxport massaatians of agricultural commodities. The implicit transfer to producers is
(us) based on f ar mi ng i ncome, and so is | abelled as based on fAincomeo. alS
commodities.
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Labels
With or without current With variable With or without Based on area, Based on a single | With or without
commodity production or fixed input constraints animal numbers, commodity, a commodity
and/or payment limits payment rates receipts or group of production
Categories income commodities or exceptions
all commodities
with/ with V/F without C/ A/An/R/ SC/GCI/AC with/
without L rates with mandatory C/ without E
with voluntary C
C.2. Payments based on current A/An, production required
without L \% without C A SC | na

Crop insurance
payments (Canada)

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-commaodity policy repeated for many different
commodi ties. A Avariabledo rate is attributed to the pafgreneenyield dné moa
simply area. This programme is | abelled as a pay me-lmettarebbasss.eHad itobren &
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.

without L F with voluntary C A GC | na
Payments_ to OfgaQiC Provides payments per hectare for a subset of commodities. Since, in order to receive the payment, organic producers have to use specific
crop farming (EU) production methods going beyond basic requirements, it atedtolcarmedi
group AAlIl cropso.
without L F with voluntary C | A | GC | na

Agri-environmental
grass premium (EU ¥
France)®

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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Labels
With or without current With variable With or without Based on area, Based on a single | With or without
commodity production and/or or fixed input constraints animal numbers, commodity, a commodity
payment limits payment rates receipts or income group of production
Categories commodities or exceptions
all commodities

with/ with VIF without C/ A/ANn/RI/ SC/GC/AC with/

without L rates with mandatory C/ without E
with voluntary C
D. Payments based on non-current A/An/R/l, production required
With L F without C An SC without E

Structural payment
to milk producers
(Norway)

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 quot a, it is labelled Awitho current pr od axsoisdabellddiasnhaving
a fixed payment rate.

E.1. Payments based

on non-current A/An/R/I, production not required, variable rates

with L \% with mandatory C A na with E

Counter cyclical
payments
(Us)

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 producerdéds payment base yield and multiplied bylds8naybe thdse
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 paymentrate. The payment i s | abel |l ed # wligiblégroducergaretrequired ros
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 i s | a
commodity exceptions.
E.2. Payments based on non-current A/An/R/l, production not required, fixed rates
with L F with mandatory C R na with E
Payment entitlements per farm based on the farmds histor i c iesredeieed ¢

Single payment
scheme (historic)
(EV)

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
far mer does not comply), and so i s | Rrddectioh & dot fequiretl but proalucetsarhap prgdoce anny |
commodity (with the exception of fruits and vegetables). It is therefore labe | | ed as Awi t hdo ¢ o mmoJadriudry2008,xwithehe t
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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Labels
With or without current With variable With or without Based on area, Based on a single With or without
commodity production and/or or fixed input constraints animal commodity, a commodity
payment limits payment rates numbers, group of production
Categories receipts or commodities or all exceptions
income commodities
with/ with VIF without C/ A/An/R/ SCIGCIAC with/
without L rates with mandatory C/ without E
with voluntary C
with L F with mandatory C A na without E

Single payment
scheme (regional)

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

(EV) eligible hectares. Production is not required and there are no restrictions on the commodities that can be produced, andsoit i s | abel
commodity exceptions.
F.1. Payments based on non-commodity criteria: long-term resource retirement
na na with voluntary C na | na na

Afforestation (EU)*

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 canmpwagmstrajtsF. 1 are automat.i

Conservation
Reserve Program

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

(US) classified in F.1 because of the long-term nature of the Program, involving 10-15 year agreements. The pay ment is clas
constraints because the land is taken out of production.
F.2. Payments based on non-commodity criteria: a specific non-commodity output
na | na | with voluntary C | Na ‘ na | na

Payments for
Hedges and Rustic
Groves (Switzerland)

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

Payments for Floral
Fallow (Switzerland)

with the altitude of the farming location. The payment i s classified as fAwitho input conée
grass strips are cultivated without fertilisers and chemicals.
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 i s ¢
input constraints because it implies a constraint on the production method.
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Notes to Table 3.2

1. The abbreviation finad indicat es therbhspectivaPSEcategory.t i cul ar | abel is not applicable to
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 herbageére agro-environnementale.
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3.4. Classifying policies that support producers collectively (GSSE)

T 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 publicesipiovided 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 @rsamption of agricultural commodities in the
longer term.

63. While implementation criteria are used to distinguish whether the transfer is allocated to PSE
or GSSE ¢ections3.1 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 B&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.

|. 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 developmemate@ry 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 agricudsire),

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
target@ 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 establishmenisigtraining beyond primary
agriculture, a suitable estimation method should be sought in order to include only services provided
to farming.

66. TheInspection servicesategory includes payments to finance insiins 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 servidas 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 costioutd be allocated to the BS
(categoryB.3Payments based on-darm services However, &penditures with respect to quarantine
systems, even if applied at the farm level, are included in the GSSE.

67. The Infrastructure category includes puisl expenditure financing the development of
productionrelated infrastructure in rural areas. Special care should be given to distinguish support
between onand offfarm infrastructured-or example, structural improvement measures such as farm
consolidaibn, construction of irrigation and drainage installations on farms are included in the PSE, as
direct investment assistance. The physicalfasm (PSE) and offarm (GSSE) principle for
classification of infrastructural expenditures in the PSE or GSSEmatter of convention, required

for consistent treatment of various infrastructural programmes across countries.

68. Marketing and promotioncovers publicly (co)financed investments in development of
agricultural maketing 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 conesodiich as agricultural
exhibitions, fairs, promotional campaigns, advertising, and publications.

3.5. Classifying policies that support consumers (CSE)

1 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).

1 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 Sectiah2 (QuestiorB), a component of the CSE is transfers associated
with market price support for the production of commodities that are catsdomestically; these are
calledprice transfers from (to) consumerg hese transfers are the same as thoseded in the PSE
undercategoryA.1Market Price Supportout they are given an opposite sign in the CSE and adjusted
to apply to quantities ceumed (as opposed to quantities produced in the PSE). The concept is
explained in detail in Chaptdr

70. Another type of payment classified under the CSBudgetary transfers to first consumers

of agricultural conmodities,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 miniiceirto goroducers of
potato starch and cotton in the European Uni on
buyerso i n Brazil, whereby the government cCom
commoditie§ processors or other downstream agérte 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 subsidiesn 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 programvhéch are based dhe 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 groymsce transfers and other transfers
(i.e.budgetary transfers and revenue foregoii@is chapter shows how to estimgiéce transfers,

while Chapter Hdiscusses 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 sttaas. The following two sections explain how

price transfers to producers and consumers are estimated. The fourth section discusses the estimation
of theMarket Price Differential, an integral component of price transfers.

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

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

bl 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.

il 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,
homogeeity 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 therestable tendency of domestic prices to
align with external prices when expressed in a common currency lanthis context, a persistent

price differential between the domestic and external markets is the result of government interventions.
As such, his price differential becomes a key parameter for estimating transfers arising from

government 6s price policies.
9. This influenceof arbitrage on prices of identical commodities exchanged in two or markets is
often referred to as the filaw of one priceo. Thi

effect, only one price for identical commodities regardless of wénalehowthey are traded (although
in nominal terms prices in diffené locations and along the value chain differ according to transaction
and processingosts).
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75. A variety of government policy measures may affect the domestic market price of a
commodity, incluéhg 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 alterdhestic market price

of a commodity compared to its border price.

76. This policyinduced price difference is denoted as the Market Price DifferelRiD]:
MPD =DP- BP [4.1]

where: MPD i Market Price Differential

DP i domestiomarket price
BP i borderprice
77. MPD is positive when the policy induces a higher domestic market price, thereby supporting

comnodity production. It is negative when the policy induces a lower domestic market price, thereby
discouraging commodity productidhin the latter case, policies place a tax on producers, and price
transfers are accounted for in estimated support with atiegsign. Policies which alter the domestic
market price affect both producers and consumers of a commaodity; but they can also involve transfers
to or from the government budget and therefore have implications for taxpayers.

78. Using a partial equilibrium framework, Figurésl 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 acaptdinvhether the commaodity is imported or
exported. Domestic supply and demand curves are denot8&dnyd DD respectively. The various

price transfers are distinguished according to three economic groppsducers, consumers and
others (including taxpeers)i receiving and financing these transfers.

79. Panel A of Figurel.1presents the case where policies that increase the domestic market
price are introduced on an imported commodity. In the absence of thasesp@quilibrium will be
reached in the domestic market when the domestic price is equal to the import price (MP), with
domestic production equal ©P; and domestic consumption equalQ@¢;. The difference between
demand and suppl@C, i QPy, is met byimports.

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 theppetive 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
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80. Policies that increase the domestic market price are now introdeicgd, 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 PRgeesulting in a positivéPD;
with production rising t&@QP,, consumption falling t@QC,, and the volume of imports falling @C, i

QP..

81 In theimport situation policies which increase domestic market priceate the following
price transfers:

I Transfers to Producers from Consumé€r$C), with the value corresponding to rectangle
abcd

TPC =MPD, 3 QP [4.2]

1 Other Transfers from Consume{®@TC), with the value corresponding to rectandtset
These trarfers are due to the fact that consumers pay the higher picdor all
consumption, whether the commaodity is produced domestically or imported:

OTG =MPD* (QC - QR) [4.3]

82 When there is only a tariff in placéhe areadcefmeasures transfers from consumers to the

budget in the form of tariff receipts. However, when other policy measures are igstatjff 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-comefirst-s er ved basi s, par't or al | of the transfer
who receive the licences, whether domesticartgrs 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 policiesnttrabse 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 ¥RLeAt this price,
production is equal tQP; and consumption equal @C;. In this case, the difference between supply
and demandQP; i QC,, is exported.
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84. Policies that increase domestic market prices are now introduced. Consequently, the
domestic priceP) increases above the export price, creating a po$tRB. Producers benefit from

a higher price, which encourages them to increase productiQi{oconsumers now pay a higher
price, which results in a reduction in consumptio,; and the quantity>@orted increases QP,

T QGC,.

85. In theexport situation policies which raise domestic market prices create the following price
transfers:

1 Transfers to Producers from Consumé€r$C), with the value correspondirtg rectangle
ghij:
TPC =MPD ® QG [4.4]

1 Transfers to Producers from Taxpay€idPT), with the value corresponding to rectangle
jikl. These transfers represent the part of producer price support borne by taxpayers in the
form of budgetary outlaysnoexport subsidisation, food aid or public stockholding:

TPT, =MPD * (QR - QC) [45]

86. An important distinction between the import and export situations is that in the former only
part of total price transfers @ed @be) is received by producerdRC), and this part is entirely
financed by consumers. In the export case, all transjbkd) @re 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 introducede.when a negativtMPD is observed (Figuré.2). PaneA shows the
outcome when such policies are introduced on an impodeunodity. 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 @P;; consumption equal tQC;; and the difference
between demand andpply, QC, 7 QPy, is imported.

Figure 4.2. Price transfers associated with policies that decrease the domestic market price

A. Imported commodity B. Exported commodity
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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 domesite DP) falls below the import price,
creating a negativéPD. Production falls toQP, and consumptiomises t0QGC,. In this case, in
contrast to Pané\, Figure4.1, there is an increase in the volume of imp@ts,; 1 QP.. In the import
situation, polcies that decrease domestic prices create price transfers to consab®rsfrgm
producers TPQ) and taxpayersgTO).

89. PanelB 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 ®P; and consumption is equal @C,. In this

case, the difference between supply and dem@Rdi QC,, 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. Suchpol i cy of |l ow food prices may also be
objectives. Consequently, the domestic prib®)( decreases, creating a negat®D. Production

falls to QP,, and consumption rises @C,, leading to a decrease in the voki of exportsQP, 1 QC,.

In the export situation, policies that reduce the domestic market price of a commodity create transfers
to consumersTPCQ from agricultural producers, who also finance transfers to the butig&} in the

form of export taxes, seilting in overall transfers from producers represented by theyhkéa

4.2. Price transfers to producers

il 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.

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

91 In calculating the indicators, price transfers toducers are callearket Price Support
(MPS) and are defined aghe 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 ¥ creating a gap between domestic market prices and border prices of
specific agricultural commodities.

92 Before presenting a general formula for estimatMfS two new items need to be
explained.
93. One is the Price LevietY), 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 theioguction quotas. Another example would be levies charged

on producers to finance some of the cost of export subsidisabis. an observed value, which is
obtained from the information on budgetary expenditures.

94. The second item is the Excessel 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 tmeeiogroup.
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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 tine, 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 sectiogeneral formula for the calculation of MPS
for commodityi is expressed as:

MPS =TPC +TPT - LV, - EFC, [4.6]
where: TPC, i Transfers to Producers from Consumers of commadity

TPT, 1 Transfers to Producers from Taxpayefsommodity i

LV I Price Levies for commodity i

EFC I Excess Feed Cost for commoditffivestock commodities only)

97. EFC is included in the estimation of MPS for livektoommaodities onlgnd calculated as:

EFC =aq (MPD;3 QC}) [4.7]
j
where: EFC, 1 Excess Feed Cost for livestock commodlity

MPD; i Market Price Differential for feed crop |

QG i Quantity of cropj used as an input into the production of livestock
commodityi
98. Note that the quantity of crops used should inclodly domestically produced feesh that

the total quantity of each feed crop, summed up acrodgpeib of livestock 3 QCl ) satisfies the

following condition: a QC ¢ QP> where QP is the total domestic production of cr¢p This

condition is important in the situation when consumption of a feed crogrity covered by imports.
In this case it is the quantity of domestic producti@QP() of that crop that is used for calculation of

the EFC, and not the total quantity consumed for feed. This condition is necessary to enstire that
EFC component of the MPS is calculated on the basis of domestic prodectisistent with all other
MPScomponents.

99. The EFC adjustment may increase or reduce the value of MPS for livestock depending on
particularmix 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 pb4itdg the EFC
adjustment would reduce thdPS value for livestock. This occursebause livestock producers pay
higher prices for feed crops as a result of price support for these commaodities. The opposite would be
true if policies are in place to decrease the price of feed, resulting in a nddgB®fer feed crops. In

this case, liestock producers receive additional price support because they can purchase feed at lower
prices.
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100 Substituting from equins 4.2, 4.4 and 4.5 into 4y&lds equationd.8a and 4.8b which
distinguish the imporand export situations. Both equations reduce to the same expression of transfers
to producers. However, the transfers to producers from consume@ é&nd from taxpayersTPT)

are identified separately, and may then be used to calculate other indigadots analyse the
composition of support.

Import Situation

MPS =(MPD 3 QP)- LV, - EFC [4.83]
In the import situationTPTis zero.
Export Situation

MPS =(MPD ® QC )+(MPD ® (QR - QC ))- LV, - EFC, =(MPD;3 QR)- LV, - EFC  [4.8b]

101 In calculatingthe 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 commaodities fah wicalculate

MPS, and the method for estimating the national MB® provided insection6.1, along with
empirical examples.

4.3, Price transfers from consumers

i 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.

bl An Excess Feed Cost adjustment nets out the contribution that comes from other agricultural
producers rather than from consumers.

102 Price Transfers from ConsumeiRT(C) are defined aghe annual monetary value of gross
transfers from (to) consumers of agricultupgoducts, 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, tased on the analysis section4.l, a general formula for the calculation jfice
transfersfrom consumersresulting from policies which affect market price for commoditan be
expressed as:

PTG =-(TPC +0OTG )+ EFC [4.9]
where: TPC, 1 Transfers to Producers from Consumers of commadity
OTC i1 Other Transfers from Consumers of commodity

EFC, i Excess Feed Cost of commoditfcrop commodities only)

104 In this case,TPC and OTC are given a negative sign because these transfers represent an
implicit tax on consumersExcess Eed CostEFC) is a component introduced to remove from the
estimation of PTC the value of transfareat come from agricultural prodexs rather than from
consumersThis contribution is due to the fact that part of the agricultural otitpé crops used in



CHAPTER 4; ESTIMATING POLICY TRANSFERS: PRICE TRANSFERS

animal feed is purchased by livestock producers, and not by-@micultural) consumerdheEFC
adjustmentis only included in the calculation of PTC for crop commoditigdss diminates double
counting of price transfers when aggregating the PTC across commotliieEFC adjustment may
affect the PTC value in different ways depending onpéméicular mix of price policies applieEFC
is calculated as follows:

EFC, =§ (MPD;? QC)) [4.10]
where: EFC, i Excess Feed Cost in for crpp

MPD; T Market Price Differential for feed crop j

QC} T quantityof cropj that is consumed in production of livestock commodity

105 Substituting from equations 4.2 to 4iglds separate calculations for both the import and
export situation (4.11a and 4.11b).tB@quations 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 calculatimglimiitors

and for analysing the composition of support.

Import Situation
PTC =-((MPD;* QR)+(MPD;* (QC, - QR)))+EFC, =-(MPD;3 QC)+EFC,  [4.113]
Export Situation
PTC =-(MPD 2 QC)+EFC, [4.11D]

In the export situation, OTC is zero.

106 As in the case oMPS PTCis estimated for a number of individual commodities. These
estimates are then used to calculate various comrrslitgific indicators of support to consumers, as

wel | as to obtain a count rditpFansdegguhiehdsalsoghe maan s u me
building block for calculation of the Consumer Support Estimate. These topics are covered extensively

in Chapter7, including numerical examples.

4.4. Market Price Differential (MPD)

il The MPD measures the extent to which a set of agricultural policies affects the market price of a
commodity.

1 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 commaodity.

1 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 estithatvejue of price
transfers is theMlPD 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 dfcbmmodity. When there are no such policies in
place, anMPD 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:

1 Import measuresi e.g tariffs, levies, import quotas, tariff quotas aritensing
requirements.

1 Export measures (a) enhancing export®.g.export subsidies, exportextits and foreign
food aid; (b)limiting exports, e.g.quantitative restrictionslicensing, export bans and
export taxes.

i Domestic price support measurés 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 througiPih is that it
captures in a single measure the combined impact on market prices of a potentially complete set of
price policiesPolicies which raise the price receiviey producers for a commodity without changing

the market pricei.e. without raising consumer prices) are includdsewhere within the PSE under
categoryA.2 Payments based on output

110 Most commonly, policiesffecting market prices are implemented by governments in order

to increase the price received by producers of a comm@htgris paribussuch policies will lead to

a positive MPD. The MPD is interpreted as a static measure of the additional priceveecdiy
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 ansdg insection4.1, some countries may implement
policies that lower market price for a commodiBeteris paribussuch policies will lead to a negative

MPD.

111 The common approadio calculate theMPD for a commodity is to measure the difference
between two priced,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 dommestiet
participants.

112 The graphical analysis presentedsiectiond.lsimplified the domestic market down to a
single level at which transactions take place. In reality, there are a number of different lexethat

prices can be measured within a domestic market: farm gate pricgsi¢es received by producers),
wholesale prices, retail prices, prices at the border, etc.; these reflect, among other things, various
stages of processingectiond.5 discusses how to select and adjust domestic market prices and border
prices to calculate th#1PD at the farm gate leveEection4.6 details two alternative procedures,
sometimes used to derive B#PD, which do not rely on the price gap method.
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wi t h

4.5, Calculating an MPD based on the price gap method
“ﬂ The underlying principle is to compare ﬁliké
| 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.
i Various formulae are used depending on whether a commaodity is imported or exported.
45.1 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 gaghatfarm 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 sodiorckve
commodities and commodities such as sugar, wine grapes and oranges, which may have a significant
degree of processing involved beforeirty traded at the bordee,g.juices made from fruit). In

addition, border prices include transportation, hagdiémd other costs incurred in bringing the

product to the point of trad&igure4.1).

Figure 4.3. Schematic presentation of value added chain

Producer price FARM
At farm-gate
C;lereal‘ Live animal Bee Milk
asharveste Transportation cost
i 4 i 4 4 i 1 i 4 i farm gateto wholesée
: : : : : market(T5)
! 4 i 4 | Y ! 4 !
| . | Slaugher |1 , | . i| Exfactory/ | Processing
Wholesale price! Silos : hous: : Refinery : Dairy {|Wholesale markgq cost(S)
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i i i i i Transportation co:
! ! ! ! ! border to wholesa
v v v A v market(T,)
Cleane: Live ;
FOB/CIF prices cereal animals Mea White suga | Butter/SMF
At borde
BORDERPORT
Price gap calculation using farm gate prices
14 One method to deal with this challenge

1

of

producer pricei.e. a price which is received at the farm gate level, with a border price that has been

adjusted to make it comparable with tfeem 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 adjustmaritsrder price measured at the farm gate level
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is obtained; this is further referred to as the reference pfidee MPD for a commodity estimated
through this method is expressed‘as

MPD =PP - RP [4.12]
and:
RPi:(BFi’3 QA- MMi)3WA| [4.13]

where: PR i producer price for commodity
RP i reference price of commodityborder price at farm gate)

BP 1 border price of commoditiyor products derived from commodity

QA 1 quality adjustment cefficient for commodityi
MM, i marketing margin adjustment for commodity

WA i weight adjustment cefficient for commodityi

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 towhatisu s t he best for observing the #dAlike
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 fnatncommaodity.

116. It should also be noted that, depending on the cteara¢ the price data used: (@)rder

price adjustments in equatidnl3 may not necessarily be expressed in this particular algebraic form;
(b) neither adjustment (for marketing margin, weight or qualitydy be necessary; and that
(c) making one adjustment does not necessarily require the other.

Price gap calculation using wholesale prices

117 In some caes, an approach is adopted to estimate the price gap at a higher level in the value
added chaing.g.at the wholesale level, by using wholesale prices instead of farm gate prices for
comparison with border prices. In this case, MiRD can be expressed:a

MPD =PP - RP=WP - BP [4.14]
where:WP i wholesale price of commodity

118 This approach assumes that thlksolute price gapmeasured at a higher level of the
processing chajdVR - BP, is the same as occurs at the farm gate e8] - RP. In some cases,

WP - BP
it may be more reasonable to assume the equality of the price gap in relativ,e—teﬁ\?\?l%—',
i
i.e.that it is therate of protectiorthat is the ame 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 theVIPD expression in equation 4.12 is in princigleilar to that inequation4.1; 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. lg, ite cas
MPD is expressed as:

WP - BP
MPD, = PP 3 i i [4.15]
WP
119 It is a matter of judgment as to which of

principle, the more competitive the food chain, the more redisere 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 peferable to use the assumption of the equality of relative price gaps.

120 Theoretically, the method to calculate @D using the farm gate prices is superior to the

one based on wholesale prices, because ther laitolves 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 bemore 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 sdoeeadded 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 estvaz the

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 oeseptative. 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 T export duties, export restrictions, or administrative barriers to inter-regional
movement of goods i 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 subksections further develop the calculation of price gap.-station4.5.2
discusses the selection of a border price, while the last thresestiims focus on the key elements of
adjusting the border price the farm gate: subections4.5.3 and 4.5.4 discuss, respectively, the
marketing margin and weight adjustments, while-settion4.5.5 addresses the need for quality
adjustments.

45.2  Selecing a border price
122 A variety of border prices and alternative methods are used to calculate MPDs for OECD

and selected ne®ECD countries (Tablé.1). The choice of a border price for a given commaodity 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 commodithekthere 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 conditg, the most appropriate border price is an
FOB unit value* Very simply:
BP =FOB [4.16]

124 The FOB value may be either an annual average of a spde®B quotation price or the
annual average unvalue of exports of the commodity.g total value of exports divided by total
gquantity). AnFOB 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 commdorwsatculating 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 Bble4.1, FOB prices are the main source from which reference prices are
derived for the European Union, Turkey, Bragihile, China and Ukraine. For the EU, both export
unit values €.g.for pigmeat and poultry) and specifi®OB quotation pricesd.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 @yg@uancing measures are applied, gD

is assumed to be zero. This assumption is made for the majority of commaodities produced in Australia
and NewZealand, and for apples, (tapgrapes and oranges in Sodthica.

12 FOB stands for Free on Board. It is the cost of an export good at the exit pdhe 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 fotF.
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Table 4.1. Border prices and alternative methods used to derive the MPD by country

Border Prices

Alternative Methods

Net Exporter | Net Importer Net Exporter | Net Importer
Country's own Other count Set equal to PP
Country Y e L Y Sioo Export (MPg is zero)
raded price ther price Subsidy Import tariff
Export price Import price Import price | Export price | Wholesale| Producer (per tonne)
(FOB) (CIF) (CIF) (FOB) price price
OECD countries
BA, BF, CT, EG, OT, PK, PT,
Australia MK RI RP, RS, SB, SF, SH, SO, WL,
WT
Canada MK BF EG, PT MA BA, PK, RS, SB, WT
EU-27 I\E/;@y E"O":I'Y If’?(Y MA, RI, Wi FL, PO RP, SF, SB
- ) i ) 1 ) ) )
PT,RS, WT SH,TO
BF, EG, MK,
Iceland SH PK, PT Wi
BA, CC?, CU?,
2 2 2
Japan GR ,ZMK, MN*, PK AP?, BF, EG, SB
PR? RI, RS, PT
SP?%, SW2 WO,
BA, BF, GA, MK,
Korea PP. SB RI PK EG, PT CcC
BA, MA, RI,
Mexico ™ MK SB, RS, SO, BF, BN, EG, PK,
CF PT
WT
BA, BF, MA, MK, OT, PK, SH,
New Zealand EG PT WL WT
BA, BF, EG,
Norway SH MK, OT, PK, WL
PT, WT
) BA, MA, MK® BF, EG,
Switzerland ? N ’ SH RP
witzerian OT, RS, WT PK, PT
AP, CT, GR,
Turkey PO, SH, TB, MK, WT MA, SF BA, BF, EG,
PT,RS
™
United States MK RS BF Y, (365 (% SH, WL MA, SB, SO
PT, RI, WT* ' T
Non-OECD countries
5 BF, CF®, PK, 7 o
MA, RI, WT
Brazil PT, RS, SB CT', MK
. AP, GR, TO, WT, MA, RS,
Chile PK, PT BF, MK AP, GR, TM, PK, PT
AP, BF, EG
o8 " 5% BhL CT, MK, RP, 9
China MA, PK, PN, RS, SB. WT RI°, SH
PT,
10 EG, OT,
Russia WT, BA, SF  [RS, BF, MK, PT MA PK. RY
Lo BF, PK, PT,
South Africa MA, PN, RS MK SF. SH. WT AP, EG, GR, OR
BA, BF SF, MA,
Ukraine MK, OT, PT, EG, PK, RS
SF, WT
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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.

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 Rl and
WT.

5. For exported commaodities 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, Rl 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 i 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 1 Apples BA i Barley BF 1 Beef and veal BN 7 Dried beans

CC i Chinese cabbage CF i Coffee CTi Cotton CU T Cucumber

EGi Eggs FL 1 Plants & flowers GA'i Garlic GRi Grapes

MA'T Maize MK'i Milk MN i Mandarin OG i Other grains

OR'T Oranges OT 1 Oats PK'1 Porkmeat PN - Peanuts

PO 1 Potatoes PP 1 Red pepper PR Pears PT1 Poultry

RIT Rice RP i Rapeseed RS i Raw sugar RY i Rye

SBi Soybean SF i Sunflower SHi Sheepmeat SOT1 Sorghum

SP 1 Spinach SW i Strawberries TBT Tobacco TM1 Tomatoes

WIT Wine WL T Wool WO i Welsh onion WT i 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 commaodity, and if imports are regular and of a
reasonable quantitythen the most appropriate border price i€l& value for imports into that
country®®

BP =CIF [4.17]

128 This can be either the annual averdl& unit value for imports of the commodity or
productsderived from the commodity, or an annual average of a sp&lificquotation 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, otba@urces 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 aCIF price in another country, particularly if it is located close by and imports significant
quantities of the same product.

BP =CIF

other

[4.18]

where: CIF

other | @NNual 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, Nawvay and Switzerland.

132 Alternatively, if a nearby country is a major exporter of the commodity, thérOdhprice
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.

BP =FOB,,_ +IF, [4.19]

other i

where: FOB,,,.,i an annual averageOB unit value for exports from another country

IF, I insurance and freight cosif transporting the product to country
concerned

133 For example, EUFOB prices are used to derive border prices for livestock commodities for
Iceland, Norway, Switzerland and Turkey. BOB export prices are used #he basis for calculating
reference prices for a number of commodities for Mexico. Sugar border prices for Mexico and the US
are derived from thEOB price of sugar from Barbados.

13 CIF stands for Cost, Insurance and Freight. It is the landed cost of an import goodiookifoe 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 atorage and agents' fees. It also excludes any domestic tariffs
and other taxes or fees, duties or subsidies imposed by a couptiter.
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134 If actual border prices areohavailable 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 Austratisaddn

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 wherdsitappropriate to derive a border price for a
commodity from a producer price for the same commaodity in another country:
BP =FG,,. + IF, [4.20]

other
where: FG,,,., 7 farm gate price from commodityin 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 Icelana alerived from the New Zealand producer price for
wool. This method was also used prior to 2005 to calculatevithB for milk for all countries
monitored. It can also be the appropriate method when the volume of international trade in the product
is seveely 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 reasor this: (a)data becomes available (or unavailabk)y.import

flows become regular and significant, resulting perhaps from policy reform lowering border
protection; (bthe net trade position of the commodity changes; oth@e is a significant chge in

the policy measures affecting the market price of a commodity. The net trade position is reassessed
every yearif a country has been a net importer in two of the previous geaes, it is considered as a

net importer, and vice versa for the nepesting 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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45.3 Marketing margin adjustment

138 To be correctly compared with the farm gate price, the border price must be made equivalent
to the farm gate pricd,e.it must be adjusted for marketing margins, which include the costs of
processing, transportation and hanglof a product incurred between the farm gate and the border.

139 Processing costselate to the physical transformation of primary farm products into
marketable ones. Agricultural products often undergo a certgjred 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 costelate 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 weetlhe product is imported or exportédgure4.3). 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 markel;). This is necssary 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 §aterbis is necessary to express

the prie 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  CIF =CIF +T,-T,- S [4.21]

where CIF * 1 CIF price of imported produétadjusted to the farm gate (reference price)
T, T handling and transportation costs between border and domestic wholesale 1
T, I handling and transportation ¢edbetween wholesale market and the farm gate
S T costs of processing farm product into imported product

142 In the case oéxports anFOB price is adjuste@dnly downwards to the farm gas® 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 FOB =FOB-T,-T,-S [4.22]

where pog” T FOBprice of exported productadjusted to the farm gate (reference price)

T, T handling and transportation costs between border and domestic wholesale |
T, T handling and transportation cedietween wholesale market and the farm gate
S T costs of processing of farm product into exported product

144 All cost elements of the margin adjustment should be those of the countrgrreemc
(whether an importer or exporter) and not the costs reflecting the market structures of another country.

7C
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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 equdtiih one element of the
transportation costd{) increases the reference price, while anofigrreduces it. This allows for the
assumption that these costs offset each other, a simplification which is actually applied in the majority
of cases wher€lIF prices are used. Adjustment for processing costs can be minimised (or omitted) by
selecting &ternal 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 typity required to obtain one unit of weight of a traded product. For
example, one tonne of boneless beef requires the processing of approximatetynds9of live
animal, orvice versaone tonne of live animal yields only 0.53 tonnes of boneless bemsteHeorder

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 twizgs need to be expressed on the same weight basisterms

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 samegap resultUsing
eguatior4.13 (where other adjustmentare omitted for simplicity), the alternative for the weight
adjustment is as follows:

Option 1: Expressing producer price in boneless beef weight equivalent

_ PR,

PR, = [4.23]
WA,

Option 2: Expressing reference price in live animal weight equivalent:

RR, =(BR,- MM,,,)3 WA, [4.24]

where: PR, 1 producer price for beef in boneless beef weight equivalent

PR, i producer price for &ef in in live animal weight equivalent

WA,

weight adjustment cefficient (tonnes of boneless beef obtained from one
tonne of live animal)

BR, 1 border price of boneless beef
RR, 1 referenceprice of boneless beef in live animal weight equivalent

MM,, i marketing margin adjustment to border price of boneless beef

147. The algebraic procedure of the weight adjustment may not alwagsidbeas written in
equationst.23 and 4.24. It is determined by how the weight adjustment coeffitigfti¢ expressed.

For example ilWAIs expressed in tonnes of live animal required to obtain one tonne of boneless beef
(1.9tonnes),i.e.if it represems a reciprocal oAy, as defined above, the procedure would be to
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multiply the producer price bWA in equation4.23 and to divide the border price (with margin
adjustment) byVAin equatiord.24.

148 It is alsoimportant to ensure that all quantity variables used in calculati@ng.quantities
of production and consumptioaje expressed in the same weight equivasrihat applied for prices.

4.5.5. Quality adjustment

149 The domestic market and border prices used to estimateMBi@ should represent
commodities/products of similar quality. Quality relates to such product attributes as size, colour,
moisture level, protein, fadr 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 measud@D s houl d be free fruaity t he ¥
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 diffele 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 ofMPD 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 (summarisdoled.2awhen 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 charseristics affecting the price levels and data availability.

152 Example 1:MPD based on weighted average for different market segmant$PD is
estimated for the various market segments, and an av&tB@eis calcuated by weighting each
segmentMPD 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 D for beef and veal in Switzerland
where veal represents about 40% of the total value of beef and veal productidP Dlier beef and
veal is the weighted average of Mi®Ds estimated individually for veaind beef:

VR, , wpp,s VP

MPD,, = MPD, 3
o o VR VR

[4.25]

where MPD,, i weighted averag®kIPD for beef and veal
MPD, i MPD based on prices for veal

MPDB T MPD based on prices for beef (cows, bulls, steers and heifers)

VR, i value of veal production
VPB T value of beef production (cows, bulls, steers and heifers)
VF% . T total value of beef and veal production
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154 Whenthe 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 Example2: applying aquality adjustment coefficient to the border priwe bring it to a
comparable level of quality with the domestic price. This method is used to estimad thef

wheat for Ukraine, which is a net exporter of wheat. WHeD is estimated based on a diffetial

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 ortleeliminate the impact of such quality asymmetry on

the levels of average domestic and export prices and therefore on the mééBlxeithe reference

price is adjusted as follows:

BR,; = BR,;3 QA [4.26]
and QA= Bhur [4.27]
I:)WT

where BpV*VT T border price with quality adjustment
BR,- T border price before quality adjustment

QA T quality adjustment coefficient

156. The quality adjustment coefient (QA) in equatiod.27 can be derived as follows:

(i) express the domestic producer price of whBe®,{) as a weighted average of domestic
producer prices for feedPPiee9 and milling PP.;) wheat with weightsi a and b
respectivelyi being the gantity shares of each wheat type in total domestic production:

PR, =a3 PP, +b3 PR,
[4.283a]

(ii) express the border price of wheBP(,;) as a weighted average of border prices for feed
(BPeeg and milling BP.i) wheat, with weight$ ¢ andd respectiely i being the quantity

shares of each wheat type in countryds tota
BR,;=c2% BP,,+d3 BP,, [4.280]

(iii) ex_pressBPmm throughBPreq assuminge Pto be a quality price differential between the

two prices:

BR,, = (1+DP)3 BP,.4 [4.28c]

(iv) expresBPyrthroughBPiequsing [4.28c]:

BR,; =C3 BP, 4+t d?3 (1+DP)3 BP,, = BP,4% (c+d? (1+DP)) [4.28d]

(v) assume the adjusted border price of Wh&?,’;(T ) to be a weibted average of border
prices for feed BP9 and milling BP,y), with weights being shares of feed and milling
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wheat in domestic productidna andb i and expressBP\,:,T in terms of border price of feed
wheat using [4.28:

BR,, =a? BP,,+b? (1+DP)3 BP,,,= BP,.,® (a+b3 (1+ DP)) [4.28¢]

eed —

(vi) obtainQAusing [4.27], [4.28d] and [4.28¢€]

3 3
QA= BPWT _ a+b (l+ DP) [4.28f]
BR,, c+d3 (1+DP)

157. As is seen from equatich28e, the key assumption used for this method is that the adjusted
border price is aweighted average of border prices for feed and milling wheat with weights
corresponding to quantity shares of these two types of whedbmestic productianAnother
assumption is that the quality premium for milling whéasgRs the same for both domestlly

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
(coefficientsa, b, g andd) and thequalitp r i ce di fferenti al bePwtdsen mi l
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 eighted average of border prices for specific quality gradazil is a

net exporter of coffee. A highgriced Arabica coffee accounts for around 90% of Brazilian exports
and a lowetpriced Robusta coffee for the remaining 10%. The shares of thesedwmsdn 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:

BP,. = FOB,* 2P +FoB, 2 O [4.29]
QR+ QR

where: BP. T weighted average border price of coffee
FOB, i export price of Arabica coffee
FOB; i export price of Robusta coffee
QP, i quantity of Arabica coffee produced
QP, i quantity of Robusta coffee produced

QP T total quantity of coffee produced

159 The border price in equation 4.29 represents a weighted average of the Robusta and Arabica
export prces, 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 mpgoitpricedorrices which reppesents e d t
a weightedaverage of Japonica and Indiy@e 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 qualiy grades.
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Table 4.2. Methods used for adjusting prices for quality difference

. Adjusted border price
Weighted average MPD With quality Weighted average
Country for different ) A
adjustment of border prices for
market segments . o .
co-efficient specific quality grades
Norway - PT
Switzerland BF -
Brazil - - CF
China - - RI, WT
Ukraine - BA, WT, MA
4.6. Alternative methods for calculating anMPD
i 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 atMPD for a commaodity.

161 In anet exportsituation, 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 represenifPB. In this case, th®IPD can be expressed as:

MPD, = 33 [4.30]
OX

where: XS 71 value of export subsidies for commodityr products derived frorin

QX 1 level of exports of the commodityfor the annual period

162 This method is used to calculate thi®D 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 ExpBnhancement 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 expar 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 undantak possible.

164 The alternative method in the case afiet import situation is to derive th&PD directly

from tariffs. This method is not a preferred option if oth*Spolicies such as tariff quotas, licemgi

or statetrading 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 believiédht deriving anMPD by this method results in a more
accurate estimate MPSfor the commodity. Th&PD can be expressed as either:
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MPD, = PP 3 1iritri [4.31]
where:1r, i averagead valoremtariff applying to commodity

or

MPD, =TR [4.32]

where: TR 1 averagespecifictariff applying to commodity

165 The most appropriate tariffs to use aregteutory applied MFN tariffthat would pertain to
imports: statutory rather than collected tariff revenue, since the latter ignores prohibitive tariffs that do
not yield any revenuesippliedrather than WTO bound tariffs, since they are the tariffs effectively
protecting the market and can be significantly différfom bound levels; antMFN rather than
preferential tariffs, since they represent the protection level imposed on marginal imports.

166. Commodities are traded at various degrees of processing and packagingrésaond to
different tariff lines which may have significantly different tariff rates. In addition, for some
commodities that have a limited shelf liteyiffs can vary by seaso®@x 4.2). Consequently, there
are two majossteps 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. Statutotsriff rates can bad valoremor specific. Sometimes they are a mixture of
both. To average several tariff lines, all tariffs have to be converted to eithdvaloremequivalent

or a specific equivalent. The appropriate border prices to use fordantffersion should be those
corresponding to the specific tariff lines. But if the information is not availabdef no trade occurs
because the tariff is prohibitive, an alternative price has to be used, for example, another indicator of
the world prce 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 weightimghe 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 gprohibitive 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 edilcnlof aMPD 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 destic 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 dMPD is calculated, based on the methods outlinesgeittion4.5. The examples

relate to key agricultural commodities, such as grains (wheat), sugar, and meat (beefnmdilé.1

deals specifically with the calculation of the implicit reference price anMB® for milk.

170 It should be emphasised thathile the arithmetic process for calculatinghdPD varies

between the examples, the underlyinghg@ple is always the same, .ite ensure the comparison of
Al i ke with |ikebo

7€
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Table 4.3 provides an example of howM#®D may be calculated for wheat based upon

specific policy interventions, market characteristics and data availabilitiyisietample, 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 enterthe domestic market dutsee. Consequently, the difference between

production and consumption of food wheat is zero. While the country is ianpetter, importing
some 200tonnes of feed wheat, it would not be correct to base the reference ptiwsenmports

because of the difference in quality between the two types of wheat.

Table 4.3 WHEAT: Calculation of a MPD for a net importer

pric

Reference price based on other countrydés i mport
Symbol Description Units Value Source / equation

QP Production 000T 100 Data

of which for feed 000T 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 ClFother
ClFother CIF price at neighbour LC/T 300 Data
MM Marketing Margin LC/IT 20 S,withT, =T,
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

t o

be

found from i

nf or mat i

on

ot her

t han

country is a major importer of milling whedthe average€CIF price of wheat imports for milling in
the neighbour provides a suitable proxy for a border price of wheat irexample country
(equatiord4.18. Domestic processing costs are then subtracted from therbpride to obtain a
reference price that is comparable to the producer peceafiond.13. Given the geographic

characteri
costs between wholesale market and bord&r) (and internal handling and transportation costs
between farm gate and wholesale market ¢ffset each other. These costs are therefore not explicitly
considered in the estimation of the marketing margin. Theemderprice is then subtracted from the

stics of

producerprice to obtain MPD (equatior4.12).

173

t he

countryads

mar ket ,

t he

an

C O

as

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 whegréng 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

Ref erence price based on countryés own export price, quality
Milling  Feed Total
Symbol Description Units wheat wheat Wheat Source / equation
(mill) (feed) (WT)

QP Production 000 T 100 100 200 Data, where QPy1 = QP + QPtecq
VP Value of production LC million 35 30 65 Data, where VPyt = VP + VPieeq
PP Producer Price LC/T 350 300 325 Data or (VP / QP) * 1000
QC Consumption 000 T 80 20 100 Data, where QCyt = QCpyii + QCreeq
BP Border Price LCIT 327 280 289 Data or (VX / QX) * 1000
VX Value of exports LC million 7 22 29 Data, where VXt = VXt + VXteed
QX Quantity of exports 000 T 20 80 100 Data, where QXwt = QXmit + QXjeed
QA Quality adjustment ratio - - 1.05 (a + b * (1 + @a&P))

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

&P quality price differential between milling and feed wheat ratio - - 0.17 Data

MM Marketing Margin LCIT - - 24 T,+T,+S
S Processing costs (cleaning and drying) LC/T - - 10 Data
T Handling and transportation wholesale/border LC/T - - 12 Data
T, Handling and transportation farm/wholesale LCIT - - 2 Data
RP Reference Price LCIT - - 279 (BP * QA) - MM
MPD Market Price Differential LCIT - - 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 theobder price is therefore required. The available information allows a quality
adjustment as expressed dguationgl.26 and 4.27 to be made. From the adjusted border price
(BP*QA), a marketng 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 higheMN#PD 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 trakiestalace 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 ol a marketing margin adjustment but also an appropriate weight adjustment
between the farm and traded products.

176 Table 4.5 provides an example of howM&D could be calculated for sugar under specific

policy andmarket characteristics, and data availability. In the example, farmers produce 2 million
tonnes of raw sugar cane, which is transformed into0B0@onnes of refined sugar. In order to
determine whether the country is a net importer or exporter, thercguts t ot al produ
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 fr om t h,eupplyandutilisajiod balamce shekufar sugao: this aggregates
consumption of sugar in all forms and expresses these quantities in common physica.tgims,

refined sugar equivalent.

177 Calculation begins Y 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 becdaitpare

total consumption, also expressed in refined sugar equivalent. As can be seen frot5Tabke
countryos sugar consumpti on exceeds domestic
domestic consumption.

178 The average€lF 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 whole$isiet @ach 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 sugarRP..nd, it can be divided by the extraction rate of refined sugar from sugar cane
(WA (equatiord.23). In the example th&/A corresponds to the units of refined sugar obtained from

one unit of raw sugar canee(a ratio of 0.15 indicates @h one tona of raw sugar cane yields
0.15tonnes of refined sugar). If only the total value of sugar cane production is avaiBhlé can

be divided by the quantity of sugar cane expressed in refined sugar equi@itentd. As can be

seen fromTable4.5, both options yield the same producer price in refined sugar equivalent. This price

is comparable to the reference price, and is used to calculditbe

179 The previous examples have all been basedatnulations that involve adjusting a border
price into farm gate values, requiring in particular a marketing margin adjustevamtiord.13).
Because of commercial sensitivity or lack of consistent and systematic testiittés information is

not always readily available. Tabde6 provides an example of a price gap calculation based on
wholesale prices, which does not rely on marketing margin informaprafionst.14and4.15).
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180 In the following example, 1.Gillion tonnes of sugar beet are transformed into AGD
tonnes of refined sugar. Almost all domestic consumption of refined sugar is derivedofmestit
production, with very little imports. It is therefore more appropriate to derive a border price from an
alternative source. The example uses an avdf@ieexport price from a major exporter as a starting
point, with adjustments made for the cokirsurance and freight from the exporting country to the
country in questiongguation4.19. This is essentially a derivedlF price, which is then subtracted
from the domestic wholesale price for refined sugar to ol PD 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 thabsoluteprice gap at the wholesale level is the same as dathregate level
(Option1), which results in MPD of LC 125.

182 The second assumes that the price gap between the wholesale and farm gate level is the same
in relativeterms (OptiorR2). In the example, this ressilin aMPD of LC 63. It also results in MPD

that is lower than the first calculation, as it always will do. The difference betwed#Pths 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 commaodity being examined.

184 Table 4.7 provides another example of deriving a farm gate M€ from a wholesale

price gap, in this case for beef. The country is a net importer of beef, with total beef imports
representing onquarter (25%) of consumption. Thidlows 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 grid beef, while imports consist of both grééd and
grassfed beef. The latter is considered as of lower quality than-fgelibeef and is being available at

a lower price.
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Table 4.5 SUGAR: Calculation of a MPD for a net importer

Ref erence price based on countrydés ownijustmreptert price, weight
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 = QP ¢fined/ QPcane
QP efined Production (refined sugar equivalent) 000 T 300 QPcane * WA
PPcane Producer Price (raw cane) LCIT 75 | Data
VP Value of sugar cane production LC million 150 Data
PP efined (1) Producer Price (refined sugar equivalent): option 1 LC/IT 500 PPcane / WA or
PP efined (2) Producer Price (refined sugar equivalent): option 2 LCIT 500 (VP / QP\gfineq) * 1000
QClefined Consumption (refined sugar equivalent) 000T 450 | Data
BPrefined Border Price (refined sugar) LC/T 400 (VMiefined ! @Miefined) * 1000
VMefined Value of imports (refined sugar) LC million 60 Data
QMirefined Quantity of imports (refined sugar) 000 T 150 Data
MM efined Marketing Margins (refined sugar) LCIT 200 S,withT, =T,
Srefined Processing costs (refined sugar) LCIT 200 Data
RPefined Reference Price (refined sugar equivalent) LCIT 200 BP efined - 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

Ref erence price

based on ot her

and price gap based on wholesale price

countrybés export price

(a

Symbol Description Units Value Source/equation
QPbeet Production of beet (raw beet) 000T 1500 | Data
WA Weight Adjustment (refined sugar extraction rate from beet) ratio 0.10 Data, where WA = QP¢iined / QPraw beet
QP efined Production of beet (refined sugar equivalent) 000T 150 QPpeet * WA
PPheet Producer price (raw beet) LC/T 15 | Data
VP Value of sugar beet production LC million 23 Data
PP gfined (1) Producer Price (refined sugar equivalent): option 1 LC/IT 150 PPpeet / WA or
PP refined (2) Producer Price (refined sugar equivalent): option 2 LCIT 150 (VP / QP gfinea) * 1000
QClrefined Consumption (refined sugar equivalent) 000 T 152 Data
QM efined Quantity of imports (refined sugar) 000T 2 QCefined =~ QPrefined
WP efined Wholesale Price (refined sugar) LC/IT 300 Data
BP efined Border Price (refined sugar) LC/T 175 FOBgher + IF
FOBther 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
MPD gfined Market Price Differential (refined sugar equivalent) LC/T 125 WP\ efined = 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 countryés own i mport price, weight and qualit
and price gap based on wholesale price
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