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« 1. Definitions

Decoupling: a policy is decoupled if it has no
or only very small effects on production
and trade.

Degree of decoupling: a continuum to be
estimated empirically.

Targeting: Designing a policy that pursues
specific outcomes using precise actions
and that applies to well defined groups or
areas.



Progress on Policy Reform:
Share of Nl ess di stort.

Share of support that is not under the following categories:
- In new classification, Market Price Support, Payments based on Output and Payments based on Variable Inputs without the input constrains label,
- In old classification (only for Romania): Market Price Support, Payments based on Output and Payments based on Variable Inputs)

\/\ LSA /

- Japan

Source: OECD 4



2. Wny Decouple?




« Traditional pol i1 cil e

A Historically, price support behind tariff barriers
appeared politically attractive

A ... until problems arose

I surplus production, supply management, export
subsidies, trade negotiations, green box

eédecoupling became a p



« € and decoupling 1 s

Because decoupli ng can ¢

A strengthen market orientation and reduce
market and trade distortions

A reduce environmental pressures
A raise sector competitiveness

A improve efficiency of support in transferring
Income to farmers (transfer efficiency)



3. How Eftective Is Decoupling?




« Distortions are reduced, but all support
has some effect on production

AEven more 6decoupl edbd
production through

changing land prices

" affecting product mix

I } Astatic effects
1

| altering production risks

1

|

|

: _ . : I Arisk effects
reducing farmers' risk aversion

I Influencing investment decisions

. : n } Adynamic effects
expectations of future policies

A Decoupling is a matter of degree

A Programme size matters



Production Effects 1 Alternative Studies

Table 1. Production impact ratios from the different studies

Investment)
crop
main crop
all crops

Market price

Included effects
(P=price, R=risk
Payments based
on output main
on historical
entitlements

Payments based
on area planted of

Payments based
Payments based
on area planted of
Payments based

Studies based on a Simulation
aggregate Model (PEM)

QECD (2001b). Market effects

Average across six countries
[(2002)12]: Quantitative constraints

Wheat with base area and set-aside
[(2002)13]: Risk in crops PSEs

Average across available countries

Econometric studies using micro data
[(2002)14]: Italian risk study
Durum wheat (Italy), average P&R 1.00
[(2002)16]: Spanish Insurance studies
Cereals (Spain) P,R&I 1.00° 1.00 1.30
[(2005)13]: ltalian Investment studies
Durum wheat (ltaly) P,R&I 1.00 0.25 0.22

This table must be read with caution given the different methodologies, data sources, and country/commaodity coverage in each case.
Figures should not be directly compared and should be considered as illustrative rather than definitive.

ASource: OECD




<< What is the Role of Decoupled Payments?

Decoupling 1 n the context

| Decoupling means policies are reformed to
A make them less distorting of production and trade
A improve their performance

ifewhil e preserving fl ows of

I Thus, policy continuity is possible while addressing the
negative impacts

€ but major |1 ssues remain

I 'Decoupled' payments are typically
linked to land and continue to increase land values
A Payments benefit landowners, not operators

I ExiI sting 1 nequalilties, | ack

I What is their long-term justification? "
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4. From Decoupling to Targeting
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« What do governments want to achieve?

A Agricultural policies have many objectives, e.g.
I competitiveness
I social balance
I environment, landscape, biodiversity
I heritage, rural development
I food security, energy security

AoDecoupl edd payments det
programmes do not yet match such priorities

A Distinction between commaodities and
non-commodity outputs Is important

13



« Targeting as a principle for good policy

Where government policies are needed, they
shouldbewelllkd ef I ned and char ¢

A é h actear and well-defined objectives and
beneficiaries

Aé be able to achieve th

Aé be tailored to the ob
and duration

Any adjustment assistance should facilitate
change i not prevent it

14



« From decoupling to targeting

A Converting broad based 'decoupled' payments
directly into targeted policies is difficult

A Can cross-compliance help?

A Phasing out 'old' payments while phasing in
targeted measures is more effective

A But progress towards targeting has been slow

I 60% of support in OECD area is either Market Price
Support or Payments based on Output

I In any case targeted measures will, by definition,
require less spending

15
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5. How to Improve Targeting?
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« Choosing the approp

A Targets should be measurable as far as possible

A Instruments should target outcomes directly
whenever possible

I If not, the target variables should be as close as possible
to the desired outcomes

éand appropriate 1 mpl e
A Transparent eligibility criteria
A Market based mechanisms to elicit compliance costs

A Project based approaches and contracts

17
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The different dimensions to targeting
Some examples

A Spatial / Geographical: Re gi o n é
I Less Favoured Areas (LFAS)

A Quantitative
I Reduction of the rate of nitrates in water

A Qualitative
I Types of plants in danger

A Eligibility characteristics of targeted
population
I Young farmers

18



« Targeting for Income-related objectives

ALook at the causes | ead
probl emo

AWhat @i ncomeo?
I Farm income or farm-household income

A What is the type of income concern?

I Minimum income: Targeted support covering the
difference between current and minimum income

I Income losses: Support equal to a share of the
loss

19



« Targeting the Environment

A Defining what do we want to obtain in terms of
guality and quantity:
I Reducing agri-environmental damage
I Providing agri-environmental services

A Precise the target of the intervention: desired
outcomes (e.g. biodiversity) or means to achieve
them (e.g. extensive practices)

A Chose the most appropriate instrument: payment,
tax, regul ati oné

A Payment linked to supplementary costs for
provision or respect the constrains

20



« Implementation of targeted measures

A Chose the level of administration

A Tailor at the individual or regional level

A Account for the costs of implementation

A Potential budgetary savings from targeting

—

Compare all associated costs: costs of
Implementation, budgetary outlays and
secondary effects

21



« 6. Conclusions

A 'Protection and support' policies are outdated

A Decoupling is a highly beneficial element in
the path of policy reform

A Targeting is the new paradigm to
I obtain benefits for the public
I express socilety's responsibility towards agriculture
é and far mer s’ responsi bi l

A Domestic interest and trade priorities
can go hand in hand
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