16.B
Agricultural Domestic Support

Hsin Huang

This note documents how the domestic support levels are calculated from the OECD Producer
Support Estimate (PSE)* and incorporated into the GTAP 6 Data Base.

The commodity coverage of the PSE varies by country, averaging approximately 70% of the
value of production of primary agriculture. The most significant commodity groups that not covered
are fruits and vegetables (with a few exceptions) and horticultural products. Domestic support is
calculated for the following OECD countries. Australia, Canada, Czech Republic, European Union
15, Hungary, Iceland, Japan, Korea, Mexico, New Zealand, Norway, Poland, Slovak Republic,
Switzerland, Turkey and United States. Dataisal so availablefor somenon-OECD countries, namely:
Bulgaria, Estonia, Latvia, Lithuania, Romania, Russia, and Slovenia. Domestic support for the
European Union 15 isfurther disaggregated for the individual member states (see chapter 16.C).

The OECD calculatesatotal Producer Support Estimate (PSE) which iscomposed of Market
Price Support (MPS) and Budgetary Payments (BP). MPS comprises indirect transfers to producers
and is not included in the GTAP domestic support dataset.

Budgetary payments, classified by OECD according to commodity and to the type of policy
measure, are grouped in the GTAP Data Base into four categories using a standard formula applied
to all regions covered in the domestic support data (see chapter 16.A):

— Output payments
— Intermediate input payments
— Land-based payments
— Capital-based payments
The details of the allocation for each country are reported in Tables 16.B.1athrough 16.B.23a.

The OECD classification is based on implementation criteria — independently of their
objectives or effects. Thisis an important distinction as a given objective may be achieved through
different measures. For a given policy measure, the implementation criteria are defined as the
conditions under which the associated transfers are provided to farmers or the conditions of
digibility for the payment.

In the GTAP Data Basg, the treatment of land and capital subsidies differs somewhat
depending on whether the commaodity is crop or anima based. For crop commodities, payments

! Datafor 2001, published in “ Agricultural Policiesin OECD Countries. Monitoring and Evaluation” 2003 Edition.
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based on area planted (category C) and fixed input constraints (category F2) are alocated to land-
based subsidies. For animal product commodities, payments based on animal numbers (category C)
and fixed input constraints (category F2) are allocated to capital-based subsidies.

The aggregate power of domestic support and shares by type of support for each region are
reported in Tables 16.B.1b through 16.B.23b. The aggregate power of domestic support is calculated
by dividing the total value of payments by the vaue of production (as published by OECD) and
adding 1 to thetotal.

The power of domestic support multiplied by the corresponding GTAP value of production
(at market prices) gives the GTAP total value of payments. The percentage value shares of output,
input, land- and capital -based subsidies are then used to all ocate these paymentsto the corresponding
tax wedgesin GTAP.

As can be seen in Figure 16.B.1 below, land-based payments were the dominant form of
budgetary payments in 2001, accounting for 45 percent of OECD payments. However this profile
of support represents asingle snapshot in 2001. Recent policy developments such asthe EU’ s Single
Farm Payment and the US 2002 Farm Bill will modify this picture somewhat. Using 2004 data, land-
based payments continue to dominate, but capital-based paymentsincrease in importance to become
the second most important category of support.

Figure 16.B.1 Budgetary Payments by GTAP Category of Support, 2001
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Source: Author’s calculations based on OECD 2003 database.
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