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Foreword

Agricultural Policies in OECD Countries: Monitoring and Evaluation 2009 is the 19th edition of a series which is published in alternate years with the shorter version, Agricultural Policies in OECD Countries: At a Glance. These two publications examine agricultural policies in OECD countries in response to the request by OECD ministers to monitor and evaluate the implementation of the principles for agricultural policy reform.

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

The Executive Summary synthesises the key findings of the report. Part I provides an overview of developments in agricultural policies in OECD countries. A special feature of this year’s report is the impact of the financial and economic crisis on agriculture and the policy responses by governments. The 2008 US Farm Act, the Health Check of the European Union’s Common Agricultural Policy and the new Growing Forward policy framework in Canada are also highlighted. Part I also looks at broad trends in support to agriculture in OECD countries and draws some conclusions about the progress in agricultural reform. This Part concludes with an overview of agri-environmental policies in OECD countries. Part II summarises the developments in agricultural policies in each individual OECD country (with the European Union categorised as one country for this purpose) and Part III contains detailed background tables with OECD indicators of agricultural support.

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

Producer support in OECD countries is at its lowest level since 1986…

In 2008, support to producers in the OECD area was estimated at USD 265 billion or EUR 182 billion, as measured by the Producer Support Estimate (PSE). This is equivalent to 21% of aggregate gross receipts of OECD farm producers, down from 22% in 2007 and 26% in 2006. The currently observed level of producer support is the lowest since the mid-1980s.


…largely reflecting strong movements in world prices

The decline in support in 2008, as in the previous year, was largely due to exceptionally high world agricultural prices, rather than explicit policy reforms decided by governments. Although falling in the second half of 2008, world prices remained on aggregate above their long-term averages. With high world prices, policies to support domestic prices and countercyclical support generated smaller transfers and the overall support to producers was reduced. However, as the past and most recent experience shows once world prices begin to decline from extremely high levels, border protection and price-related domestic support measures once again become active.


The global economy was severely hit by the crisis in 2008…

The period under review was marked by exceptional developments in the global economy. The situation in the financial markets worsened dramatically as from the second half of 2008. Business and consumer confidence and equity prices collapsed worldwide; industrial production and trade shrank and unemployment surged. Economic growth in the OECD area slowed down significantly in 2008, with real GDP declining in the second half of the year in several countries. The depth and the spread of economic difficulty are unprecedented in the last 60 years.


…when commodity prices began falling from their historic highs

The financial crisis broke out at a time when nominal commodity prices reached their historic highs. Commodity prices were increasing rapidly in 2007 and reached extremely high levels in mid-2008. The price rise has sharply underscored the social consequences of commodity market instability. Concerns have grown significantly about the negative impacts of high food prices on world hunger and poverty levels. The price trends reversed abruptly in mid-2008 with commodity prices sliding down to their early 2007 levels.


Agriculture may fare better in the crisis than other sectors

The implications of the financial and economic crisis for the agricultural sector are still evolving. To a large extent, the impact of the crisis on specific sectors in the economy will depend on their exposure to tightened credit conditions and to falling demand. In these respects, agriculture in most OECD countries should fare better than other sectors due to its relatively smaller financial exposure, demand which is less sensitive to income falls, the existing set of support policies, and, in some cases, revenues accumulated during the period of high prices. Despite its likely higher resilience, agriculture will probably undergo adjustment in the context of economy-wide adjustments and increased commodity price volatility. A larger impact on the rural economy will likely come from the loss of jobs in non-agricultural sectors, which will reduce non-agricultural employment and income opportunities for farm and other rural households.


Market instability and economic crisis prompted ad hoc policy actions

Governments in OECD countries reacted to commodity price volatility and the financial stress caused by the crisis. Some implemented tariff reductions and export barriers on agro-food items in an attempt to mitigate the effect of high world prices on consumers; some also cut import tariffs on agricultural inputs, introduced input subsidies, or provided direct support to specific farm sub-sectors. Similar actions were taken in a large number of emerging and developing economies. The actual impacts of these actions are unclear; the measures taken in many countries did not target poor consumers specifically and, in fact, could be expected to contribute to instability in global markets. In late 2008, when the severity of the financial and economic crisis became evident, some OECD countries announced or implemented special measures to ease the financial stress in the sector, including credit preferences, tax rebates and additional direct support.


Several OECD countries agreed important policy changes…

There were also important developments in agricultural policy frameworks in some countries. In the European Union the Health Check of the Common Agricultural Policy was completed and progress was made on reforming a number of sectoral regimes. The United States approved a new Farm Act for 2008-12, the Food, Conservation and Energy Act. Canada reached an agreement on the business risk management elements of the Growing Forward framework for 2008-13.


..with varied progress in policy reform

The changes in the European Union imply a further step in decoupling support from production, represented by the extension of the Single Payment Scheme (SPS). More flexibility is given to EU member states in spending some funds shifted from the SPS. This may improve policy targeting, but also creates new challenges for member states to design and implement more targeted measures. The new Farm Act in the United States does not involve a radical change in policies, but it expands the number of commodities eligible for support, increases several loan rates and target prices and adds an optional revenue-based countercyclical programme ACRE. Given the uncertainty about future prices and how the ACRE program will operate, the market effects at this stage are not clear.


Risk management receives particular policy attention…

The European Union opened the possibility of co-financed subsidies to insurance and mutual funds and some new EU member states introduced nationally-financed subsidised insurance programmes. Other countries also enhanced risk related measures, including the revisions and additions to countercyclical programmes in the new US Farm Act, and expansion of disaster insurance in Korea. Many OECD countries, particularly Canada, are developing more stable frameworks for disaster assistance, although some ad hoc emergency relief measures remain. The efficiency of the new risk management policies in terms of frequency, amount of support implied, distortion to production, and potential crowding out of other risk management strategies needs systematic in-depth evaluation.


…as do climate change and agri-environmental sustainability

Climate change and water availability are growing areas of concern in OECD countries. Some countries increased public funds for research and monitoring of climate change or introduced strategies and actions for adaptation of agriculture. Many countries continued to use a range of policies to boost renewable energy from agricultural feed stocks, despite the uncertainties concerning the impacts on commodity demand, water use and mitigation of greenhouse gas emissions. Land protection and conservation remains another priority for policy. Some new agri-environmental measures also concern better water management, pollution reduction, biodiversity and landscape conservation.


Many countries pursued bilateral and regional arrangements

Intensive work on the modalities for further commitments in agriculture in the WTO Doha Development Agenda negotiations continued throughout 2008. No multilateral agreement has been reached to date. However, at the G20 summit in March 2009 country leaders confirmed their commitment to an ambitious and balanced conclusion of the WTO Doha Development Agenda. Amid the slow-moving multilateral process, many OECD countries are pursuing new bilateral and regional trade agreements.


The overall burden of agricultural support has declined across all OECD countries…

Total support to the agricultural sector, combining producer support (the PSE), support for general services to agriculture such as research, infrastructure, inspection, marketing and promotion, as well as subsidies to consumers, was estimated at USD 368 billion (EUR 271 billion) in 2006-08. This is equivalent to 0.9% of OECD GDP, down from 2.5% in 1986-88. The reduced burden of agricultural support on the overall economy is characteristic of all OECD countries and primarily is a reflection of the falling share of agriculture in their GDP.


...less support is linked to current production...

Along with the decline in the relative support level, the ways in which support is provided are changing as well. Less support is being provided on the basis of commodity output or variable inputs used and increasingly, on the basis of other parameters, such as area or animal numbers, and with respect to historical or fixed levels of these parameters. A reduction in output-based support is clearly evident in the narrowing of the gap between domestic and border prices – falling from 50% in 1986-88 (on average for the OECD area) to 16% in 2006-08, although high world prices also played a large role in most recent years.


…and more payments are giving greater flexibility to farmers, including no obligation to produce

Some recent programmes go even further in decoupling support from production. Payments to farmers are less tied to producing a specific commodity, either by allowing a group of commodities or any commodity to be eligible for a payment. Furthermore, in 2006-08 around one quarter of total support to producers in the OECD area was arising from policies that did not oblige farmers to produce any commodity in order to receive support, in particular direct payments in the United States or single payments in the European Union. However, commodity-specific support is significant for rice, sugar, and some livestock products. In the case of rice, such support amounted to 60% of total producer rice receipts in 2006-08.


Support policies increasingly require farmers to adopt certain production practices

Support is becoming increasingly conditioned by requirements on producers to follow certain production practices in pursuit of broader objectives, such as preservation of the environment, animal welfare or food safety. Payments involving the fulfilment of such requirements comprised 4% of OECD aggregate PSE in 1986-88, a share which had increased to 32% by 2006-08, with the majority of such payments currently provided in the European Union. Among OECD countries, the European Union, the United States and Switzerland provide the highest shares (nearly 50%) of total support to producers with some type of input constraints.


Despite the reduction, most distorting support is still dominant and reform is uneven across countries

Despite a visible reduction in both the level of support and the share of potentially most distorting forms of support, policies considered to be most distorting continue to dominate in the majority of OECD countries. Support based on output (which also includes border protection) and support based on unconstrained use of variable inputs accounted for 56% of the OECD aggregate PSE in 2006-08. And reform has been uneven: while some countries are more advanced in implementing more decoupled support, others are only at the very beginning of the process. The level of producer support in OECD countries in 2006-08 ranged widely: it was 1% in New Zealand, 6% in Australia, 10% in the United States, 13% in Mexico, 18% in Canada, 21% in Turkey, 27% in the European Union, 49% in Japan, 58% in Iceland, 60% in Switzerland, 61% in Korea and 62% in Norway.


Current economic and market conditions create new challenges…

The global economic crisis, tighter competition for scarce resources, increased price volatility, and growing concerns about food security worldwide, all present new challenges for policy makers. Current government efforts to stimulate economic activity are also drawing heavily on the fiscal capacity of many countries. As countries move out of recession, governments will confront more difficult fiscal situations, likely prompting further review of sectoral policies in many areas, including agriculture.


...and new opportunities for policy reform

Looking ahead, these conditions could represent an opportunity for governments to ensure that their policy actions are adapted to address their evolving economic, social, and environmental policy goals.





PART I

Main Policy Developments and Policy Evaluation





Chapter 1

Evaluation of Recent Developments in Agricultural Policy and Support

This chapter evaluates the main changes in agricultural policies and the recent developments in agricultural support. A special focus is given to the implications of the financial and economic crisis and the way the agricultural sector has been responding to changes in the world economy. Progress continued in decoupling support from production, but production-linked support is still significant. There are wide variations in the levels and composition of support across countries.



Key economic and market developments


The world economy was overwhelmed by financial and economic crisis…

Economic growth in the OECD area slowed down significantly in 2008, with real GDP declining in the second half of the year in several countries. The crisis was originally triggered by falling house prices in a number of countries, notably the United States. The turmoil in financial markets in the third quarter of 2007 took a dramatic turn in September 2008, leading to a paralysis in the whole credit market that threatened the day-to-day functioning of the real economy. This financial market crisis is the main force behind the severe and synchronised downturn of the world economy; technically, several OECD countries are in recession and emerging economies are experiencing serious slowdowns (OECD 2008b, 2009a). The crisis is gradually being reflected in all economic indicators: collapse of equity prices and consumer confidence worldwide; fall in industrial production, GDP and trade; increase in unemployment; and higher exchange rate volatility. Despite exceptional measures taken by central banks around the world to ease monetary policy and by governments to help private banks in difficulties, the lack of liquidity has been persistent. Both liquidity constraints and a slump in global demand reduced inflation to negative values in the last months of 2008 in several OECD countries, and raised concerns about risks of deflation in some countries.

There is broad agreement that the current economic crisis originates from the financial market crisis and that policy responses should be to strengthen financial institutions and seek greater coordination of macroeconomic policies, particularly monetary and fiscal policies. In this context, several governments have announced and are implementing historically large fiscal stimulus packages to sustain rapidly weakening aggregate demand, while there is also a role for social policies when unemployment increases. As the shock is not centred on a particular sector there seems to be little scope for economic arguments in favour of sector-based policy responses.




... occurring at a time when commodity prices began falling from their historical peaks...

The financial crisis started at an historical peak of nominal commodity prices. In July 2008, crude oil attained its highest price at a level that had more than doubled in less than two years. Peak prices of main agricultural commodities – excluding meats and sugar – occurred at the same time or with a lag of a few months only (Box 1.1). Earlier in 2008, civil unrest in several developing countries raised alarm about the impact of food price hikes on the poorest. The High Level Conference on World Food Security in June 2008 raised global awareness of the negative impacts of high food prices on poverty levels and on achieving the Millennium Development Goals. However, during the summer of 2008 – only two months before the depth of the financial crisis was revealed – most commodity prices started to fall and by the end of 2008 had reached their early 2007 levels. Nevertheless, average prices for the whole year remained relatively high and were still above historical trend levels in real terms.


Box 1.1. The timing of the economic crisis and the wide swing in commodity prices


The indicators that describe the development of the financial crisis, the subsequent economic downturn and the evolution of commodity markets in 2008 include both macroeconomic variables and price indexes (Figure 1.1). GDP growth became negative in the second half of 2008, particularly in the fourth quarter; the indicator of consumer confidence began falling again in the third quarter of 2008 to levels that in January 2009 were well below any recorded in the last 30 years; and in the last quarter of 2008 consumer prices fell at significant rates and world trade contracted significantly. The social dimension of the crisis has already been manifested in increasing unemployment in OECD countries. On the other hand, although crude oil prices had nearly quadrupled in July 2008, as compared with January 2004, six months later, in January 2009, the price had fallen back to its level in 2004. Agricultural commodities followed a similar path, with the exception of meats for which there were only moderate price increases. Cereal prices rose by 150% in mid 2008 as compared with early 2004, but decreased rapidly since July 2008, although most prices remain above 2004 levels. The price increase was especially pronounced and rapid for rice (300%). Dairy product prices peaked earlier than cereal prices and returned to 2004 levels in January 2009.


Figure 1.1. Macroeconomic and commodity price indicators in OECD countries
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Source: Macroeconomic indicators are from OECD Stat, Key Economic Indicators, Quarterly and monthly statistics, 2009. The Price Indices for meat, dairy, cereals and rice are from FAO (Food Price Indices, monthly food price index, 2009). The Crude Oil Price Index is from US Energy Information Administration (Official energy statistics, monthly prices, 2009).




The 2008 financial crisis and subsequent economic downturn coincided with the significant movements in commodity prices, from peaks in the first half of the year to rapid downturns in the second. This “coincidence in time” does not imply any causal relationship, but it has raised questions about the functioning of commodity futures markets and their linkage with financial and spot markets (Abbott, 2009). It also means that it is necessary to recognize the broad economic developments when defining the context in which the agro-food sector and agricultural policies operate. During the two years preceding the crisis, the agricultural sector benefited from high market prices that led to higher profits and investments in the sector as a whole, even if higher costs may have limited profits in specific sectors. Despite differences across countries and sub-sectors, agriculture in OECD countries is confronting the economic crisis and current deflationary pressures from an initial position of very high world prices.



According to the OECD-FAO Agricultural Outlook 2009-18 (OECD, 2009d), agricultural commodity prices in real terms are expected to remain in most cases below recent record levels and move along a new trend that is slightly above the historical levels of the decade preceding the 2007-08 peak years. World grain production is expected to decline in 2009 after a record year in 2008, but is projected to grow steadily in the medium term driven by yield improvements. After a strong supply response in 2008, milk production growth is projected to slow down while dairy prices are expected to rebound from low 2009 levels, stimulated by population growth and an anticipated upturn in global economic prospects. Growth in demand for some meats, particularly beef, is expected to retreat in the short run as a result of the general economic downturn but is to return to its longer term trend levels later; nominal meat prices will continue their increasing trend, but they are projected to decline in real terms. The current agricultural outlook is particularly uncertain due to the extreme macroeconomic conditions and the difficulties of quantifying the impact of financial crisis on agriculture. In such an environment of uncertainty, scenarios using different oil prices and GDP growth have been incorporated in this year’s edition of the Outlook.






Implications of financial and economic crisis, and agricultural policy responses


The implications of the crisis for agriculture are still evolving…

The severity of the crisis is such that it could have a significant impact on the agro-food sector that may or may not differ from the impacts in other sectors of the economy.

The economic impacts on specific sectors depend in particular on their exposure to credit shortages and demand prospects. The available main indicators describing the scope and nature of the current crisis offer an incomplete picture of the eventual impacts on the agro-food sector. Despite this uncertainty there are good reasons to argue that the agricultural sector in most OECD countries is well placed to confront this crisis, both relative to the past and relative to other sectors. Lower financial exposure, limited decline in food demand, recent high profitability – and the existing set of agricultural support policies – imply that agriculture is probably in a better position to weather the crisis than many other sectors.

On the other hand, the weight of primary agriculture in the economies of OECD countries is too small for the sector to play a significant buffering role for the whole economy, a role that it may well play in some emerging and developing economies.




... and while the agro-food sector is affected by tightened credit, agriculture may fare better than other sectors

Balance-sheet pressures on commercial banks have led to a tightening of lending standards worldwide, affecting both credit conditions and volumes. Credit scarcity is likely to diminish loan volumes to all sectors, including agro-food. However, available information suggests that the financial crisis did not significantly affect credit to agriculture in 2008. Record farm receipts over the past years have prompted investments in the sector and several banks in OECD countries observed an increase in loans (mainly for machinery) in 2008 compared to 2007 (Table 1.1). By early 2009, however, a reverse in loan trends had been reported by some banks. According to Featherstone (2009), in the United States “credit is available for the 2009 planting season” and “the lack of opportunities to make loans in other sectors of the United States economy has benefited the agricultural sector given its relative strength”, but the situation could be different across countries, particularly in non-OECD countries (OECD, 2009b).


Table 1.1. Credit to agriculture Indices, Q4-2006 = 100




	Q4-2007
	Q4-2008



	New loans



	Credit Agricole
	114
	116




	Federal Reserve
	122
	133



	Outstanding loans





	Reserve Bank of Australia
	133
	–




	National Bank of Poland
	119
	157




	Bank of England
	105
	111




	Farm Credit Administration
	116
	131




	Reserve Bank of New Zealand
	114
	140




	Deutsche Bundesbank
	102
	107



	
Sources: Credit Agricole (monthly new credits to agriculture), Federal Reserve (quarterly flows of non-real-estate bank loan volumes to farmers), Reserve bank of Australia (quarterly credit outstanding to agriculture, fishing, etc from Australian banks and other financial institutions), National Bank of Poland (three month average stocks of monetary financial institution loans and other claims on farmers), Bank of England (quarterly amounts lending outstanding of UK resident banks, excluding Central Bank, and building building societies’ sterling and all foreign currency net lending to agriculture, hunting and forestry), Farm Credit Administration (total Farm Credit System’s quarterly gross loan volumes), Reserve Bank of New Zealand (three month average credit to agriculture from registered banks and non-bank financial institutions), Deutsche Bundesbank (quarterly amounts of total lending to agriculture, hunting and forestry, fishing and fish farming, from all categories of banks).




Sources: Credit Agricole (monthly new credits to agriculture), Federal Reserve (quarterly flows of non-real-estate bank loan volumes to farmers), Reserve bank of Australia (quarterly credit outstanding to agriculture, fishing, etc from Australian banks and other financial institutions), National Bank of Poland (three month average stocks of monetary financial institution loans and other claims on farmers), Bank of England (quarterly amounts lending outstanding of UK resident banks, excluding Central Bank, and building building societies’ sterling and all foreign currency net lending to agriculture, hunting and forestry), Farm Credit Administration (total Farm Credit System’s quarterly gross loan volumes), Reserve Bank of New Zealand (three month average credit to agriculture from registered banks and non-bank financial institutions), Deutsche Bundesbank (quarterly amounts of total lending to agriculture, hunting and forestry, fishing and fish farming, from all categories of banks).




The flow of credit to agriculture will depend on the behaviour and financial position of the specific lenders to the sector, such as agricultural banks and co-operatives, and on the business prospects in specific agricultural sub-sectors as compared with other sectors of the economy. In principle, however, low interest rates and economic recession in OECD countries should lead to a prioritisation of investment in favour of sectors with relatively low returns but more secure prospects, such as agriculture. Farmers who are land owners will have easier access to credit, and current investment subsidies and overall government support will further strengthen some farm operations. Nevertheless, this may not prevent contraction in credit for agriculture, particularly if the financial crisis is long and its impacts spread, such that farm land values fall or debt burdens increase. Regardless of the evolution of credit volume to the agro-food sector, lenders are expected to demand more guarantees along the general trend observed for all borrowers. The tightening of credit can be more significant in food processing, distribution and retailing, sectors that are strongly export oriented, and cooperatives that are vertically integrated. These parts of the food chain are significantly more dependent on credit and some are already suffering from reduced access to loans. The credit contraction could also spill over to those segments in agriculture using finance provided by downstream businesses, as opposed to direct bank borrowing.




The sector registered record revenues in 2008, although some farmers may be under short run pressure

The financial crisis occurred after a period of peak agricultural prices which saw farming receipts increase over 2007-08 (Table 1.2). However, the impact on farming margins cannot be automatically derived from such revenue data, particularly in a context of large price movements across several commodities and exchange rates. In fact, the European Union has already reported reductions in farm income for 2008, with different situations across its member countries. The misalignment in movements of input and output prices may have squeezed short-run margins in some sub-sectors. Livestock producers may have suffered a combination of high feed and other input costs, and not so high output prices. In the crop sector output prices have dropped sharply since summer 2008, while some input prices such as fertilizers have remained relatively high. In some cases, “the rural economy will likely see a larger impact through the loss of jobs in non-agricultural economy than due to changes in agricultural economy” (Featherstone (2009) referring to the United States). This may imply the loss of off-farm income opportunities for some farm households.




Food demand has low income elasticity, but demand shortfalls will differ across sectors…

In the current recession world GDP and trade are expected to shrink in real terms in 2009 and global demand is expected to weaken (OECD, 2009a). The impacts on product markets are currently driven by falling consumer confidence, but direct response to lower income is expected in the near future. The scale of these impacts will largely depend on income elasticities of demand. A high income elasticity sub-sector like floriculture would suffer more than a low elasticity sector associated with staple foods. Food demand as a whole is normally assumed to have a low income elasticity, but it can differ across final products depending on their value added. Significant substitution effects in demand, as between high quality or high value added food and staple food, may also take place. Additionally, sectors that are more dependent on exports may suffer more from the demand downturn due to higher dependence on...
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1. Quarterly GDP growth in Q4-2008 covers 7 OECD member countries (Canada, France, Germany, Italy, Japan,
United Kingdom and United States). No data are available for 2009.
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