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Reform? Reform? Are things not bad enough already?” 
---Attributed to Justice John Astbury, 1926, among others 

 
Introduction 

 
Agricultural policy has evolved in different directions and at different speeds in different 
countries, even among countries that seem very similar in many ways. This paper draws lessons 
for the United States from agricultural policy reforms in other countries. Particular attention is 
paid to countries that are similar to the United States in terms of per capita incomes, the nature of 
agriculture, and other factors likely to influence agricultural policy, and to countries that have 
undergone some significant reforms of agricultural policy in the past 20 to 30 years. For 
instance, New Zealand and Australia have each essentially eliminated their agricultural 
commodity policies, and Canada and the European Union (EU) have more recently introduced 
major changes to some of their policies. In making these international comparisons, the focus is 
on the ingredients of enduring, substantial reform of policies: changes that significantly reduced 
the role of government in agricultural commodity markets.  

A synopsis of recent U.S. farm commodity policy provides a useful counterpoint and 
starting place. Ten years ago U.S. farm policy had just undergone major adjustments, and 
appeared to be on a long-term path toward much less government involvement in commodity 
markets and reduced transfers to agriculture. In the late 1980s and early 1990s, agriculture was, 
for the first time, a central part of negotiations under the General Agreement on Tariffs and 
Trade (GATT). The United States was a strong advocate for lower trade barriers and reduced 
agricultural subsidies that distort trade. In 1994, the Uruguay Round GATT Agreement was 
signed and the new World Trade Organization (WTO) was formed. Consistent with the thrust of 
the U.S. position, the Uruguay Round Agreement on Agriculture (URAA) entailed substantial 
commitments toward freer trade in agricultural products. The U.S. domestic commodity policy at 
the time was thought to be fully consistent with the URAA and the United States was on a path 
to making further changes that would facilitate additional global liberalization. The 1996 Farm 
Bill (the Federal Agriculture Improvement and Reform, or FAIR, Act) removed or reformed 
several of the most production-distorting programs, continuing a shift that was initiated in the 
1985 Farm Bill (the Food Security Act of 1985) and reinforced in the 1990 Farm Bill (the Food, 
Agriculture, Conservation, and Trade, or FACT, Act). Thus when the 1996 FAIR Act became law 
on the heels of the new GATT accord, many agricultural economists felt that the stage had been 
set for substantial and enduring changes, such that the era of large-scale and highly distortionary 
subsidies to U.S. agriculture was coming to an end. Looking forward from 1996, few would have 
anticipated the turns taken by U.S. farm commodity policy during the succeeding 10 years, 
reflecting both ad hoc legislation under the FAIR Act, and policy reversals in the 2002 Farm Bill 
(the Farm Security and Rural Investment, or FSRI, Act). In international as well as domestic 
policy, the position and image of the United States are not what they were 10 years ago. 
Questions remain about what happened in U.S. agricultural policy and why, and what may 
usefully have been done differently to lead to different outcomes.1

During the past 20 to 30 years, in parallel with these changes in the United States, several 
other countries have achieved more substantial and more enduring reforms of their farm policies. 
A review of corresponding history in selected other countries may therefore provide lessons that 

                                                 
1 For further discussion of recent changes in U.S. farm policy, see Gardner (1996, 1999), Orden, Paarlberg, and Roe 
(1999), and Alston and Sumner (1997). 
 



can be used to guide the future development of approaches to reforming U.S. policy. The United 
States might have something to learn and borrow from the systematic economy-wide approach 
adopted by both New Zealand and Australia, in conjunction with transparency institutions, 
adjustment assistance, and buyouts. In addition, the United States may both have contributed to 
and have something to learn from the recent changes in policies in Canada and the EU, with 
movements in the direction of replacing market-based support with countercyclical income 
transfers (in Canada) and decoupled payments based on historical rather than contemporary 
production (in the EU). 

The paper proceeds as follows. The first main section of the paper reviews the recent 
agricultural policy history in New Zealand, Australia, Canada, and the EU. The second section 
presents an overview of aggregate levels of farm support in selected OECD countries over the 
past 20 years. The third section reviews the more detailed policy history. This historical review 
documents the critical events, the causes of the reforms, country-by-country (and in some cases, 
commodity-by-commodity within a country), and the mechanisms used to facilitate and 
implement the reforms. The discussion highlights critical elements that enabled or hampered 
reforms. The country-by-country discussion is followed by a brief synthesis, comparing and 
contrasting the different histories, bringing out the common elements and common influences. 
The last part of the paper is devoted to drawing inferences for lessons for the United States about 
which of the paths to policy reform followed by other countries may be relevant for the United 
States, which specific reform instruments may be applicable in the United States, and what kinds 
of institutional innovations may be required if we want to implement those instruments. Specific 
attention is paid to institutions and mechanisms designed to facilitate change, including 
transparency institutions that take an economy-wide (or sector-wide) approach rather than a 
commodity-specific focus; adjustment assistance measures; and compensation mechanisms.  
 

Overview of Farm Commodity Policy in Selected OECD Countries 
 
This section provides an overview of aggregate rates of farm support in selected OECD countries 
and the trends over the past 20 years. Tables 1–3 include data from the Organization for 
Economic Cooperation and Development (OECD) on Producer Support Estimates (PSEs)2 and 
General Services Support Estimates (GSSEs)3 measures that include non-commodity-specific 
support and support provided by border measures and other price support tools in addition to 
subsidy expenditures.  
 
Protection Patterns. First, consider the contemporary pattern of support as indicated by the 
PSEs in 2004. Table 1 facilitates comparisons across countries and commodities and years. The 

                                                 
2 A PSE is an indicator of the annual monetary value of gross transfers from consumers and taxpayers to support 
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. The PSE is a commodity-specific 
measure and can be expressed in monetary value or as a percentage of the value of farm production of the 
commodity in question. 
 
3A GSSE is an indicator of the annual monetary value of gross transfers to general services provided to agriculture 
collectively, measured at farm gate level, arising from policy measures that support agriculture, regardless of their 
nature, objectives, or impacts on farm production or income. These transfers are not specific to particular 
commodities. Definitions of the PSE, GSSE, and related concepts are provided in the explanatory notes to the 
measures of support published by the OECD (2006). 
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countries are arranged across columns in order of increasing overall PSEs, from left to right, and 
the commodities are arranged in alphabetical order down the rows. Across countries, the overall 
rate of support in 2004 averaged 29 percent for the OECD countries, but ranged from a high of 
58 percent in Japan to 33 percent in the EU-25 (marginally lower than for the EU-15), 21 percent 
in Canada, 16 percent in the United States, 5 percent in Australia, and a low of 2 percent in New 
Zealand. Thus the United States has an overall PSE that is significantly below the overall OECD 
average, as well as those for the EU and Canada, but well above those for Australia and New 
Zealand. The low rates of support in Australia and New Zealand reflect their significant reforms 
over the past 30 years. Even after the implementation of the 2002 Farm Bill, increasing U.S. 
support, and the various reforms of the Common Agricultural Policy in Europe, the EU still 
provides more support for agriculture than the United States does. The national averages mask 
considerable variation among commodities within and among countries. For instance, the United 
States provides little support for meat and poultry products that are heavily supported in some 
OECD member countries. On the other hand, sugar seems to attract high rates of support 
wherever it is grown. Compared with the United States, EU subsidies are higher for all 
commodities (except dairy in 2004), with large differences for beef, pig meat, poultry, oilseeds, 
corn, and other grains.  
 

Table 1. Producer Support Estimates (PSE) by Commodity, Selected Countries, 2004  
(PSE percentage in 2004)a

Commodity New 
Zealand Australia United 

States Canada OECD EU-25 EU-15 Japan 

Barley 0 -- 33 15 -- 46 48 80 
Beef and veal 1 3 4 25 34 68 68 31 
Eggs 40 3 4 21 9 2 0 16 
Maize 0 -- 27 24 31 43 46 -- 
Milk 1 15 39 52 36 30 34 66 
Oats 0 -- -- -- -- 62 67 -- 
Pig meat 1 3 4 8 21 24 24 39 
Poultry meat 53 3 4 4 20 46 44 11 
Rapeseed -- -- -- 14 -- 34 34 -- 
Rice -- 5 18 -- 75 39 39 82 
Sheep meat 1 3 13 -- 37 52 53 -- 
Sorghum -- -- 43 -- -- -- -- -- 
Soybeans -- -- 24 21 -- 38 39 56 
Sugar (refined equivalent) -- 11 56 -- 58 65 68 65 
Sunflower -- -- -- -- -- 37 38  
Wheat 0 4 32 13 33 39 42 85 
Wool 0 3 24 -- 6 -- -- -- 
Total, all commodities 2 5 16 21 29 33 34 58 
Source: OECD, PSE/CSE database 2005 and 2006. 
Note: The countries are arranged across columns in order of increasing total PSEs across all commodities, from left 
to right, and the commodities are arranged in alphabetical order down the rows. In 1995 the EU expanded from 
twelve member nations to fifteen. In 2004 the EU expanded from fifteen member nations to twenty-five. Austria, 
Finland, and Sweden are included in the total for “all commodities” for all years, and in the commodity detail from 
1995 (since joining the EU). The Czech Republic, Hungary, Poland, and the Slovak Republic are included in the 
OECD total for all years and in the EU from 2004.  
 
a. Producer Support Estimates (PSE) by commodity are calculated only for commodities produced in the country 
within a common set of commodities (wheat, maize, barley, oats, rice, sorghum, soybeans, sunflower, rapeseed, 
sugar, milk, beef and veal, pig meat, poultry meat, sheep meat, wool, and eggs), provided that the value of 
production of that commodity exceeds 1 percent of the total value of production in the country concerned. 
 

The contemporary patterns reflect the effects of recent changes that are the focus of this 
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review. Table 2 shows the total PSE for the period 1986–2005 in each of the countries in table 1. 
Underlying those numbers are consequences of changes in administration of policies and in the 
policies themselves, as well as changing world market conditions: when world market prices are 
low, PSEs tend to be higher, and vice versa. Thus the pattern for the OECD represents some 
common underlying influences. Over the twenty-year period, the overall support in OECD 
countries appears to have trended down, but much of this downward adjustment in PSEs took 
place in the late 1980s, reflecting the fact that commodity markets were recovering from an 
historic low in the mid 1980s. After 1989, the overall average PSE in the OECD fluctuated in the 
range of 29–35 percent, with no apparent trend.  

 
Table 2. Total Percentage PSE for All Commodities, Selected Countries, 1986–2005  
 
(PSE percentage)a 

 

 

Country 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

New Zealand 20 9 4 3 3 2 2 2 2 3 2 2 2 2 1 1 2 2 2 3 

Australia 12 9 4 6 10 8 6 11 11 7 7 7 7 6 5 4 6 5 5 5 

United States 24 24 19 22 17 17 17 18 15 10 14 14 22 26 24 22 18 15 16 16 

Canada 38 40 30 27 34 36 29 25 21 20 16 14 17 18 20 16 21 25 21 21 

OECD 39 38 35 31 32 35 33 35 34 31 29 29 33 35 32 29 31 30 30 29 

EU-25 43 42 37 29 33 39 36 38 37 36 33 34 37 39 34 32 35 36 33 32 

EU-15 43 42 37 29 33 39 36 38 37 36 33 34 37 39 34 32 35 36 34 33 

Japan 65 65 62 57 52 52 57 58 63 62 58 54 58 60 60 56 58 59 58 56 

Source: OECD, PSE/CSE database 2006. 
Note: See notes to table 1. 
a. See note a, table 1.  

 
Support in the United States followed a similar pattern, but with more variance. From 

1986 forward, apart from a low of 10 percent in 1995, the overall average PSE in the United 
States fluctuated in the range of 14–24 percent, with no apparent long-term trend. U.S. support 
declined from 1986 to 1995 but then rose to a peak in 2000 similar to the mid-1980s rate, after 
which it has declined again. Although much of that recent increase resulted from lower 
commodity prices in 2004 and 2005, the changes in the Farm Bill programs in 2002 also account 
for some of the increases in PSEs, especially for oilseeds. The pattern for the EU—whether 25 
countries are included or 15—closely mirrors that for the OECD as a whole, reflecting the 
significant share of the OECD total coming from the EU. The patterns for Canada, Australia, and 
New Zealand are somewhat different. In all three of these countries the total PSE has trended 
down significantly over the period, with New Zealand making most of its adjustments in the last 
few years of the 1980s but with Canada and Australia progressively reducing average support to 
agriculture, albeit with substantial fluctuations around the overall downward trend. 

Table 3 provides details on the forms of contemporary support including both the 
elements of the PSEs and the elements of GSSEs (which include things like agricultural R&D, 
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inspection services, infrastructure, and marketing and promotion). Table 3a shows the dollar 
amounts. Table 3b shows the shares of the different elements of the PSEs and of the GSSEs.  

 
Table 3a. PSE by Policy Type and GSSE Components, Dollar Amounts, Selected 

Countries, 2005 
 OECD Australia Canada EU-15 EU-25 Japan New 

Zealand 
United 
States 

PSE by policy type, payments based ona 2005 value in constant 2005 U.S. dollars (billions) 
MPS 149.85 0.00 2.71 53.71 58.44 43.12 0.19 8.72 
Output 14.89 - 0.29 5.91 5.93 1.19 -- 6.21 
Area planted/animal numbers 38.26 0.03 0.42 25.99 27.78 0.07 -- 8.56 
Historical entitlements 31.89 0.19 0.15 18.98 21.16 0.21 -- 5.24 
Input use 27.09 0.83 0.41 10.66 12.76 1.56 0.04 8.47 
Input constraint 13.14 0.02 0.07 7.79 8.21 1.28 -- 3.39 
Overall farming income 5.08 0.38 1.94 -- 0.03 -- 0.03 2.08 
Miscellaneous payments (0.35) 0.00 0.03 (0.64) (0.53) -- -- -- 
Total PSE 279.85 1.45 6.02 122.42 133.79 47.43 0.26 42.67 
         
General Services Support Estimatea 2005 value in constant 2005 U.S. dollars (billions) 
Research and development 6.94 0.49 0.38 1.99 2.12 0.87 0.06 2.14 
Agricultural schools 1.98 -- 0.22 1.15 1.34 0.13 0.01 -- 
Inspection services 2.71 0.07 0.62 0.40 0.52 0.09 0.05 0.86 
Infrastructure 21.04 0.10 0.46 3.04 3.51 9.42 0.04 5.52 
Marketing and promotion 31.30 0.01 0.70 3.08 3.25 0.23 -- 25.32 
Public stockholdings 2.00 -- -- 0.80 1.02 0.22 -- 0.15 
Miscellaneous 3.98 0.01 -- 0.19 0.45 1.14 -- 2.15 
Total GSSE 69.94 0.69 2.37 10.65 12.21 12.10 0.16 36.15 

Source: OECD, PSE/CSE database 2005 and 2006. 
Note: See notes to table 1. 

a. 2005 values are preliminary. 
 

Table 3b. PSE by Policy Type and GSSE Components, Shares, Selected Countries, 2005 
 OECD Australia Canada EU-15 EU-25 Japan New 

Zealand 
United 
States 

PSE by policy type, payments based ona Percent of total PSEb

MPS 54 0 45 44 44 91 73 20 
Output 5 0 5 5 4 3 0 15 
Area planted/animal numbers 14 2 7 21 21 0 0 20 
Historical entitlements 11 13 2 16 16 0 0 12 
Input use 10 57 7 9 10 3 15 20 
Input constraint 5 1 1 6 6 3 0 8 
Overall farming income 2 26 32 0 0 0 12 5 
Miscellaneous payments 0 0 0 -1 0 0 0 0 
Total PSE 100 100 100 100 100 100 100 100 
         
General Services Support Estimatea Percent of total GSSEb

Research and Development 10 71 16 19 17 7 38 6 
Agricultural schools 3 0 9 11 11 1 6 0 
Inspection services 4 10 26 4 4 1 31 2 
Infrastructure 30 14 19 29 29 78 25 15 
Marketing and promotion 45 1 30 29 27 2 0 70 
Public stockholdings 3 0 0 8 8 2 0 0 
Miscellaneous 6 1 0 2 4 9 0 6 
Total GSSE 100 100 100 100 100 100 100 100 

Source: OECD, PSE/CSE database, 2006. 
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Note: See notes to table 1  
a. 2005 values are preliminary. 
b. Figures may not add due to rounding. 
 

Key Elements of Policy Change in Selected Countries 
 
This section focuses on specific policy changes in selected countries. The discussion begins with 
New Zealand and Australia, which have dismantled their farm protection and subsidies very 
substantially over the past 30 years. Brief attention then is given to Sweden, whose radical 
reform of agricultural policy in 1990 had elements in common with the earlier reforms in both 
New Zealand and Australia. Then the discussion turns to Canada and the EU, which have made 
some movement in the direction of reducing their more-distorting subsidies. The discussion 
considers changes in the form of support to reduce or increase its market-distorting effects, as 
well as changes in the overall rate of support; and considers the provision of institutional 
arrangements to facilitate change as an alternative to support. In the fourth section, key elements 
of those country-by-country changes are synthesized. The fifth section draws lessons for the 
United States. 
 
New Zealand and Australia: Some Common Threads. A number of specific factors, 
individually or together, contributed to the virtual elimination of agricultural subsidies in New 
Zealand and Australia. Three key ingredients were operative to some extent in both countries. 
First, agricultural policy reform in both New Zealand and Australia was undertaken 
systematically, in conjunction with and as an element of more general policy change, taking an 
economy-wide perspective.  

Second, policy review and reform were conducted in an open, publicly visible way: in 
Australia, through a specific transparency institution. In both countries, an economy-wide 
perspective on the implications of policy change, combined with a systematic economy-wide 
approach to policy (rather than a piecemeal and ad hoc, industry-by-industry one), was important 
for educating the populace and enlisting the willing cooperation of significant segments of the 
agricultural industry (or at least mitigating the opposition).  

Third, having accepted the necessity of policy change and the implied resource 
adjustment, governments in both New Zealand and Australia introduced policies designed to 
facilitate adjustment rather than shelter agriculture from market forces and implicitly impede 
adjustment. Fourth, in at least some cases, individuals were explicitly compensated for their 
losses, as an element of the reform package, to make it politically feasible. These broad 
similarities notwithstanding, the specifics of the reforms in both countries were quite different. 
 
New Zealand. In New Zealand, the crucial catalyst for policy change was the national financial 
crisis, which led to a change of government in mid-1984. Supported by a broad consensus at the 
time that significant change would be necessary, the new government set about a program of 
comprehensive market-oriented economic reform, of which agricultural policy was an important 
element given the important role of agriculture in the New Zealand economy, and the significant 
budgetary cost of the existing agricultural policies.4  
                                                 
4 This section draws on the more complete accounts of New Zealand’s agricultural policy reform and its context, 
given by Johnson, Shroeder, and Taylor (1989); Sandrey and Reynolds (1990); Johnson (1991, 1993); Frengley and 
Johnston (1992); and Valdes (1994)—as well as three papers from an AAEA conference session on the subject 
(Blandford and Dewbre 1994; Johnston and Frengley 1994; Sandrey and Scobie 1994) and a discussion of them by 
Gardner (1994). A more recent overview with an emphasis on adjustment is given by Harris and Rae (2006). See, 
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Opposition from agricultural interests was mitigated by two types of arguments. First, the 
reduced assistance to agriculture was presented as part of a broad-based national response to a 
crisis in which agricultural had to bear its fair share of the costs. Second, it was argued that 
agriculture would get some significant offsetting benefits from reform in other sectors of the 
economy. Specifically, agriculture stood to benefit from reform of capital and labor markets, as 
well as from lower taxation and less regulatory intervention associated with a reduced role of 
government more generally. In addition, agriculture stood to benefit from reductions of trade 
barriers applied to other sectors, through both general equilibrium effects allowing for lower 
prices for both traded and non-traded inputs, and exchange rate effects (that is, devaluation of the 
New Zealand dollar) that would increase the price of output measured in domestic currency.  

In practice, however, the direct reduction of support for agriculture was implemented 
relatively quickly, while the other reforms were more gradual, which meant that New Zealand 
agriculture experienced a much deeper economic shock than may have been anticipated (or 
promised by the government). PSEs for agriculture fell from 34 percent in 1984 to 23 percent by 
1987 and well less than 5 percent by the early 1990s (Sandrey and Scobie 1994). These average 
figures understate the impact since many industries were lightly protected and the adjustments in 
certain highly protected industries, such as sheep meat, were much greater. Farm incomes fell 
significantly, partly because the negative consequences for farmers from policy reform were 
exacerbated both by the depressed global markets for farm commodities in the mid-1980s and by 
the significant appreciation of the New Zealand dollar associated with the economic reform 
program (Sandrey and Scobie 1994).5

To facilitate adjustment to the large and rapid changes in farmers’ economic 
circumstances, the government introduced various adjustment assistance policies. These policies 
included welfare support to provide for day-to-day living expenses, exit grants to encourage 
farmers whose businesses were not viable to leave farming, and a loan-discounting scheme 
whereby debts to the government-owned Rural Bank were restructured or written off (about 20 
percent of the total debt owed by the farm sector was written off and about 5 percent of the farms 
were sold) (Harris and Rae 2006).6 The loan-discounting in particular can be seen as a 
continuation of assistance in a different form (Gardner 1994). In addition, the government helped 
fund a Rural Coordinator Service and established a Rural Affairs Unit, as well as various advice 
and information services to facilitate coping with stress and adjusting to the changed 
circumstances. These adjustment assistance measures were collectively significant, but the 
cushioning was minimal given the size of the shocks.  

Taking a longer-term, retrospective view, Harris and Rae (2006) point out that while 
policy reform was far from painless, the negative impacts on farm profitability were short-term 
and transitional in nature. As noted by Gardner (1994), by 1990 protection was essentially zero 

                                                                                                                                                             
also, Scrimgeour and Pasour (1996). 
 
5 A number of studies have documented the changes in farm financial performance, incomes, and asset values 
associated with the reforms—for example, Frengley and Johnston (1992) and Johnston and Frengley (1994)—but 
generally without making specific allowance for general movements in world market conditions or other 
contributing factors. For instance, Johnston and Frengley (1994) note a 58 percent loss in land values from 1982 to 
1988 in New Zealand, associated with deregulation, but in the United States land values fell by roughly the same 
proportion over the same period without deregulation.  
 
6 Frengley and Johnston (1992) report that the total assistance to pastoral agriculture of NZ$1,599 in 1987 included 
NZ$945 million in debt write off. 
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yet the real net income index for sheep and beef farms, as calculated by Johnston and Frengley 
(1994), was no lower in 1990–92 than in 1984. But it is difficult to make accurate inferences 
about the effects of policy changes using changes over time in farm incomes when other factors 
are varying, not just policies. Over the same period, world market conditions had improved 
significantly, independent of the deregulation, making the effect of the deregulation difficult to 
discern. Clearly the direct effect of removal of agricultural protection was to reduce farm 
incomes, and this would have been offset only partially by farm benefits from economy-wide 
deregulation.  

Harris and Rae (2006) note that the short-term assistance that was provided to ease the 
adjustment was transitory, decoupled from production, targeted to those most in need, and 
designed to facilitate the adjustment process. They also point out that the reform led to positive 
environmental impacts and enhanced farm productivity. With the removal of assistance, 
chemical use has declined and marginal and easily erodible land has been taken out of 
production. At the same time, through the adoption of improved technologies, consolidation of 
farm operations into units of more efficient scale, and other efficiencies, the productivity of the 
sector was substantially enhanced, and at least some of this enhanced productivity is attributable 
to the deregulation (Morrison Paul, Johnston, and Frengley 2000; McDonald and others 2006).7 
These favorable consequences are enduring. Appendix table A1 presents PSEs by commodity and 
policy type, and GSSEs for New Zealand for 1986–2005.  
 
Australia. Australia’s process of agricultural policy reform started sooner but took longer to 
complete—and still has a little way to go. It had some important features in common with New 
Zealand’s but also some important differences. First, like New Zealand’s, it was part of a broader 
process of economy-wide policy change. However, it was undertaken without the impetus of a 
national crisis. Instead, it was part of a comprehensive process of industrial policy reform, 
conducted through a national transparency institution created for that purpose. Second, it 
involved significant appeal to general equilibrium and economy-wide arguments, which 
persuaded significant elements of the agricultural industry to support the movement in the 
direction of reduced support for agriculture as a component of general microeconomic reform. 
The intellectual foundations may have been developed in universities, but the issues and 
arguments were comparatively well publicized through public inquiries into industrial policy in 
which farmer lobby groups were fully engaged. Third, the Australian government developed an 
explicit policy and institution to facilitate adjustment of resources out of agriculture. 

Transparency institutions were important in Australia. In 1973, the Australian 
government created the Industries Assistance Commission (IAC) and the Prime Minister 
(Whitlam) stated that the “first and most important reason for establishing the Commission” was 
for “public scrutiny of the process whereby governments decide how much assistance to give to 
different industries” (Edwards 1980, p. 94). The progressive dismantling of Australia’s 
agricultural subsidy policies (along with protection policies for manufacturing industries) took 
place in the context of dozens of IAC inquiries over the 30 years after it was established.8 A 
                                                 
7 Hall and Scobie (2006) report multifactor productivity in New Zealand agriculture grew by 2.2 percent per year for 
the period 1956/57 to 1982/83 and 2.6 percent for 1983/84 to 2000/01. The acceleration in measured agricultural 
productivity growth might reflect influences other than the economic reform implemented in the mid-1980s. 
8 Corden (1996) discusses the changes in Australian protection between 1967 and 1995, particularly the political 
economy aspects. He notes that the story is quite complex, with two unusual features by international standards: the 
sophisticated Australian tariff debate and the remarkable transparency role of the IAC and its predecessor, the Tariff 
Board. Corden (1996) also emphasizes the role of Alf Rattigan, the chairman of the Tariff Board and the IAC. 
Stoeckel (2000, 2004) points out the importance of “due process” in these arrangements. 
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culture of economic rationality permeated these public inquiries, which asked, industry by 
industry, for an economic rationale and evidence of benefits to the economy from market 
interventions. The reports generally recommended reductions of trade protection and other 
sources of resource misallocation, and the government often acted in the directions indicated.  

Clearly the IAC was an important element of Australian agricultural policy reforms, but 
what is less clear is how much credit to give to the IAC per se, and how much to give to the other 
factors in Australia that contributed to the outcome—including the factors that led to the 
formation of the IAC. Economists contributed to the outcome by developing the basic general 
ideas and by participating in the IAC inquiries and providing detailed partial equilibrium and 
general equilibrium results, case by case, as the inquiries were conducted.9 Technical and 
methodological issues and debates that otherwise would have been confined to academic circles 
became the subject of newspaper articles, and comparatively common knowledge as a result.  

Australia also had an explicit policy of facilitating change. The Rural Adjustment 
Scheme (RAS) was initiated and evolved in response to various IAC reports (see Edwards 1980) 
and was itself a reflection of the policy philosophy espoused by the IAC and generally embraced 
by Australian governments: that protectionist policies should be phased out, that adjustment to 
policy change is costly, and that other policies should be used to facilitate adjustment. Malcolm, 
Davidson, and Vandenberg (2000) provide a (somewhat negative) review of the history of the 
RAS and its effects, especially from the point of view of farm families. Even if it has not had 
much impact on farm incomes, the RAS may have generated substantial benefits to the economy, 
indirectly, in its role as a foil for the proponents of “temporary” ad hoc assistance measures. 
Policymakers have been able to decline to introduce ad hoc measures on the grounds that the 
RAS was there to provide the temporary assistance, and was a better way to do so than through 
subsidies.  

From the outset, much of Australian agriculture was lightly assisted, if at all, including 
the grazing industries and much of the cropping sector. The economy-wide approach followed by 
the IAC highlighted the idea that these industries were being penalized both by protection against 
imports of manufactured products (such as automobiles, clothing, footwear, and textiles), as well 
as by subsidies to other agricultural industries or by growth in the mining sector (see Gregory 
1976; Stoeckel 1979). An important outcome was that key elements of the agricultural industry 
were either in favor of reform or not part of the organized opposition.  

In parallel with and largely reinforcing the IAC process were various other public 
processes that exposed policies and led to change, including state government inquiries, ad hoc 
inquiries (like the Royal Commission into Grain Transport, Storage, and Handling in 1988), or 
ongoing review by other bodies, such as the Prices Surveillance Authority. The long-term 
consequence was for a phasing down and out of many distortionary policies, based simply on 
domestic interest, and changes of remaining policies in directions that would make their 
subsequent elimination easier. At the same time, Australia was participating in international 
processes that had implications for sustainable forms and rates of protection to agricultural 
industries, including the Uruguay round of GATT negotiations and the establishment of the 
                                                 
9 It is difficult to attribute responsibility for policy change to particular individuals or groups, or particular pieces of 
work (Pardey and Smith 2004). Australia’s agricultural policy reforms might have been facilitated by the fact that it 
is a small-country exporter of its main agricultural products, with a large export share, a setting that does not favor 
large transfers to farmers (compared with a large-country importer where transfers from consumers to producers 
through trade barriers are comparatively easy politically to sustain). It may also have been facilitated by the 
geographic dispersion of production of the main commodities (relative to political power) among the states, and the 
fact that every Australian state is dominated by urban interests (compared with the United States, where production 
of certain agricultural commodities is politically significant in particular states). 
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Closer Economic Relations (CER) agreement to form a free trade area between Australia and 
New Zealand, which took force on January 1, 1983, with complete free trade in goods by 1990. 
This policy had implications for the extent to which either nation could sustain any protectionist 
agricultural policies when both were net exporters mostly of similar products, especially dairy.  

Among the last policies to go in Australia was dairy policy, leaving only sugar with 
significant policy support.10 Dairy policy had been progressively reformed through a series of 
IAC inquiries, and distortions on the manufacturing products side were eliminated largely 
because of the CER agreement and its implications. Fluid milk markets were still distorted, 
however, with quotas in most states. In 1999 the industry faced the prospect of a review by the 
National Competition Council that appeared likely to recommend eliminating dairy price policy 
to bring the industry into compliance with national competition policy (Edwards 2003). The 
industry therefore developed its own proposal for reform, which involved a “buy-out” of quotas 
in most states or the equivalent implicit rights to income transfers from consumers in the case of 
Victoria. The deregulation was implemented on July 1, 2000, with the buyout to be financed by a 
tax on retail milk sales over eight years. A supplementary assistance package that was 
subsequently introduced would be funded by extending the tax for another 7 to 10 months. 
Appendix table A2 presents PSEs by commodity and policy type, and GSSEs for Australia for 
1986–2005.  
 
Sweden. Sweden radically reformed its agricultural policy in 1990, and it is interesting to 
compare the driving forces behind the Swedish reform with those at play in New Zealand and 
Australia. All three cases share some common elements but the Swedish case differs in 
interesting ways. This comparison draws on a study by Rabinowicz (2006), which explains the 
Swedish experience in reforming its agricultural policy. 

As in New Zealand and Australia, the Swedish reform was part of a broader process of 
economy-wide deregulations and structural reforms. Motivated by economic efficiency 
considerations, as underpinned the Australian progressive reforms, the Swedish Ministry of 
Finance played a predominant role in initiating reform. The preparation of the reform proposal 
was confined to a working group comprising seven Members of Parliament that provided limited 
voice to interest groups but consulted experts extensively. This approach was a departure from 
the usually more open processes in Sweden, probably to take advantage of the fact that the 
Centre Party, generally representing farm interests, happened not to be part of the government. 
The unusual circumstances permitted the working group to envisage radical changes from the 
existing policy. Its radical proposals were also made possible because the Swedish public was 
increasingly concerned about inflationary pressures from high food prices, vocally questioning 
the legitimacy of agricultural policy and widely supporting environmental protection from 
intensive agricultural activities. Probably more than in New Zealand and Australia, the general 
public in Sweden participated in the debate to reform agricultural policy. 

As in New Zealand, Sweden’s reforms were radical and planned to be implemented 
relatively quickly. All internal market regulations were abolished; only modest compensatory 
payments were provided to farmers; a state intervention was offered in case of bankruptcy; an 
environmental support program was gradually introduced. That Sweden had experienced a 
previous radical reform of agricultural policy in late 1960s probably helped this new reform to be 
accepted. The process of the implementation of this radical reform was distorted when Sweden 
                                                 
10 Harris and Rae (2006) provide a more complete account of Australia’s dairy policy reforms over time, and the 
associated economic adjustment. Edwards (2003) provides details on the most recent reform. 
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applied for membership in the EU, and was aborted when Sweden joined the EU. Since then, 
Sweden has been among the member states most in favor of radically reforming the Common 
Agricultural Policy (CAP), alongside the United Kingdom, Denmark, and the Netherlands. 
 
Canada. Canada’s agricultural policy is interesting to the United States from several 
perspectives. Canada has been a partner in a free trade agreement with the United States since 
1989 (the Canada-U.S. Free Trade Agreement, CUSTA, which was extended to include Mexico 
in the North American Free Trade Agreement, NAFTA, in 1994), and is both the largest single 
market for U.S. agricultural products and the largest single seller of agricultural products to the 
United States. Consequently, Canadian agricultural policy is heavily influenced by the U.S. 
agricultural economy and U.S. policy; at the same time, Canadian agricultural policy has direct 
implications for the United States. Finally, given the geographic proximity and other similarities, 
Canadian agricultural policy experience may contain lessons for the United States.  

Much of what follows in this section is drawn from two sources.11 First, in their book 
Agricultural Policy, Agribusiness, and Rent-Seeking Behaviour, Schmitz, Furtan, and Baylis 
(2001) review agricultural policy in Canada and the United States and provide relevant insights 
into the longer history of Canadian agricultural policy and its causes and consequences. Second, 
in their report on Recent Agricultural Policy Reforms in North America, Zahniser, Young, and 
Waino (2005) describe changes during the more recent period.  

Twenty years ago, the PSE for Canadian agriculture was 40 percent, a little higher than 
the overall average for the OECD countries (table 2). Since then, Canada’s PSE has declined 
both in absolute terms and relative to the OECD, to around 20 percent. The reduction in the 
overall amount of support has been accompanied by changes in the form of support. Among the 
factors that have driven both the reduction in support and the changing forms of support, 
significant roles have been played by concerns over budgetary costs of subsidies and pressures 
associated with trade agreements, including CUSTA, NAFTA, and the WTO.  

During most of the past 20 years, but especially for a few years during the early 1980s 
and again during the early 1990s, Canada was running large government budget deficits, in the 
range of 5 to 8 percent of GDP (see Schmitz, Baylis, and Furtan 2001). Transfers from 
consumers to producers through import barriers and supply management are more politically 
sustainable than subsidies during periods of concern over budget deficits, and that may help 
account for some of the changing balance of Canadian support for agriculture. As shown in 
appendix table A3, within Canada support for the supply-managed, intensive livestock industries 
has not declined as fast as support for other sectors, especially cereal grains; and market-based 
support has declined while direct income support has increased.  

Market-based support has also been challenged in the context of trade negotiations and in 
various trade disputes.12 For instance, as described by Schmitz, Baylis, and Furtan (2001), the 
transport subsidies provided by the 1984 Western Grain Transportation Act (WGTA), which 
reached CDN$720 million by the early 1990s, were seen as financially unsustainable by the 
government and were being challenged by other countries as a form of export subsidy on grain. 
                                                 
11 Richard Gray contributed significantly to this section, providing comments and drafting some of the text. 
Barichello, Cranfield, and Meilke (2006) offer further insights into supply management, which is an important 
element of Canadian agricultural policy but has not been treated in detail here.  
12 Canada has been involved in many trade disputes with the United States, which has sought to introduce 
countervailing duty or antidumping measures as permitted under CUSTA, NAFTA or the WTO rules on various 
Canadian primary product exports to the United States, including lumber, potash, hogs, beef, and grain. A number of 
these cases involved the role of the Canadian Wheat Board through its potential role in price discrimination among 
domestic and export markets. 
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In 1995, the Canadian federal government eliminated the policy.13 Other changes in Canada’s 
support policies can be seen as elements of compliance with the WTO or NAFTA, or to make 
policies compatible with a trading environment that was changed as a result of these multilateral 
trade agreements. For instance, the national tripartite stabilization programs for hogs, beef cattle, 
and lambs, introduced in 1986, were eliminated in the 1990s as a result of U.S. countervail 
actions. These programs were deemed to be product-specific by the U.S. authorities and 
countervailing duties were imposed that effectively offset any benefits producers received from 
the programs.14 This made it an easy decision to terminate these programs. 

Canada has experimented with various direct income support, safety net, or income 
stabilization programs and these have assumed a greater share of total agricultural support in 
recent years. Schmitz, Baylis, and Furtan (2001) document the main programs in this category, 
including those under the Agricultural Stabilization Act of 1958 and the Western Grain 
Stabilization Act of 1976, the Special Canadian Grains Program of 1986, and the Farm Income 
Protection Act (which replaced the 1958 Act and the 1976 Act, and the Crop Insurance Act).15 
The Farm Income Protection Act had three components: the Gross Revenue Insurance Program 
(GRIP), the Net Income Stabilization Account (NISA), and crop insurance. Both crop insurance 
and GRIP, which was a complement to crop insurance and a financial failure, are outside the 
scope of this paper but NISA is not.  

NISA and related programs are described succinctly by Zahniser, Young, and Waino 
(2005) and in more detail by Schmitz, Baylis, and Furtan (2001). NISA was introduced in 1991 
and has been modified since in some provinces (and called enhanced NISA). NISA was a 
national, voluntary, whole-farm program that gave qualifying producers the opportunity to 
deposit up to 3 percent of their eligible net sales (ENS) annually into subsidized savings accounts 
up to a maximum amount (initially CDN$5,000 in 1991). Participating producers received a 
matching contribution (half each from the federal and provincial governments), as well as a 3 
percent interest bonus over and above the regular interest rates offered by their financial 
institutions. The idea was that, when farm income fell below some minimum level—either 70 
percent of the previous three-year moving average of net farm income or a specific amount 
(initially CDN$10,000 but increased in 1999 to CDN$20,000 for an individual or CDN$30,000 
for a partnership)—the farmer could withdraw some amount from the NISA account and thereby 
stabilize farm income. NISA was designed to cover producers of all farm commodities except 
those in the supply management system. It has not yet been the subject of a trade dispute 
(Schmitz, Baylis, and Furtan 2001). 

In addition, Canada provided emergency supports to producers in response to a sharp 
drop in commodity prices in the late 1990s. The Agricultural Income Disaster Assistance 
(AIDA) program was introduced in 1998 to provide temporary farm income support, and did so 
in 1998 and 1999. It was replaced by the Canadian Farm Income Program (CFIP), which was 
funded through March 2003. Both programs covered all commodities, with payments based on a 
producer’s gross margin: gross farm income less operating expenses. Payments were made when 
the gross margin fell below 70 percent of the base, but were limited to restoring income only to 
the 70 percent level. Initially, in 1998, the base was a three-year moving average gross margin 
but subsequently it was changed to the five-year Olympic average in which the highest and 
lowest values are dropped prior to calculating the three-year average.  

                                                 
13 Producers received compensation of CDN$1.6 billion, but Rosaasen and Schmitz (1985) had estimated the true 
benefit as three to four times that amount. 
14 See Moschini and Meilke (1992); Meilke and van Duren (1996); and Schmitz (2003). 
15 See also Eurich, Spriggs, and Taylor (1998); Freshwater and Hedley (2005). 
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In 2003, the Canadian government introduced a new structure for agricultural policy, 
called the Agricultural Policy Framework (APF), which is meant to provide a broader and more 
integrated long-term approach to agricultural policy. The keystone of the APF is a new income 
stabilization and disaster assistance program, the Canadian Agricultural Income Stabilization 
(CAIS) program.16 This program is designed to replace NISA and CFIP. It has a total budget of 
CDN$5.5 billion over five years, to be borne 60 percent by the federal government and 40 
percent by the provinces. 

The details concerning participation, payment triggers, and payment amounts seem more 
complex in CAIS than those for the programs that were replaced, though the concepts are 
similar. To participate in the CAIS program, producers select a level of protection, which they 
secure by making a refundable deposit into a CAIS account held at a participating financial 
institution. The maximum amount is set at 14 percent of the farm’s “reference margin,” which is 
based on a five-year Olympic average “production margin” (gross revenue minus expenses).17 A 
payment is triggered when the farm’s production margin falls below the reference margin. The 
size of the government payment to an individual is based on the balance in the account and the 
size of the loss. When the production margin falls below 70 percent of the reference margin, the 
government provides CDN$4 in disaster assistance for each CDN$1 withdrawn from the account 
until the production margin reaches 70 percent of the reference margin. When the production 
margin falls between 70 and 85 percent of the reference margin, the government provides 
CDN$2.33 in stabilization assistance for each CDN$1 withdrawn from the account until the 
production margin reaches 85 percent of the reference margin. When the production margin falls 
between 85 and 100 percent of the reference margin, the government provides CDN$1 in disaster 
assistance for each CDN$1 withdrawn from the account until the production margin reaches the 
reference margin. 

The CAIS program seems to be complicated, with a potential for high administrative 
costs to be borne by the government and high costs of participation and compliance to be borne 
by farmers. Although much of the same data are required for filing income tax, program details 
such as eligible expenses and rules for inventory valuation have made it difficult to participate in 
the program. The applications are prepared almost exclusively by accountants, who have 
sufficient knowledge of program rules and alternative methods of inventory valuation and so on. 
The overall cost of program delivery is a concern. It also appears to offer substantial 
opportunities for farmers to manage their farms and finances with a view to influencing their 
eligibility for substantial income transfers from the government. The CAIS program also does a 
poor job of income stabilization. It creates incentives to destabilize income and is a disincentive 
to on-farm diversification. The short, three-year moving average period for computing the 
reference margin means that farmers facing a prolonged drought will not have protection when 
they need it most, while farmers with three exceptional years will receive a large payout when 
production returns to normal. 
 
European Union—Policy Reforms since 1990.18 Since the inception of the Common 

                                                 
16 Details may be found at http://www.agr.gc.ca/caisprogram/   
17 The Olympic average is computed using the values that remain after the highest value and lowest value are 
dropped (as in scoring for some events at the Olympic Games). The five-year Olympic average is therefore an 
average of the three “middle” values in a five-year period. 
 
18 Bruno Henry de Frahan contributed significantly to this subsection and the next one. He commented on earlier 
drafts and wrote much of the discussion describing EU policy reforms and their causes and consequences. 
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Agricultural Policy (CAP) in 1962, the policy has evolved along with the times and the changing 
membership of the European Union (EU), which has expanded from six members in 1958 to 
twenty-five today.19 The evolution has not been smooth. For most of its 45-year life, the CAP 
mostly retained its original form. After a series of unsuccessful measures in the 1980s to control 
agricultural overproduction and ballooning CAP expenditures, more fundamental reforms have 
been implemented in the past 15 years. The first major reform of the CAP was made in 1992 and 
implemented in 1993/94. The second major set of reforms comprised the Agenda 2000 program, 
introduced in 1999. The midterm review of Agenda 2000 in June 2003 resulted in a third major 
set of reforms. This summary review of those changes and their possible implications draws 
heavily on the more complete analysis reported by Kelch and Normile (2004), Bureau and 
Mathews (2005), and Haniotis (2007), among others. The main emphasis here is on the more 
recent changes. 

The 1992 CAP reforms reflected the fact that some elements of the original CAP had 
outlived their usefulness. After 30 years, policies that were introduced for a different set of 
countries in a different time had become responsible for large production surpluses, imposing 
large budgetary and social costs, and had become a cause of international tension. The Uruguay 
Round of GATT negotiations, following a decade of hostilities over agricultural trade with other 
countries, especially the United States, provided a context for the so-called MacSharry reforms 
to the CAP. The 1992 reform reduced support prices for cereals and beef and, to a lesser extent, 
butter, created direct payments based on historical yields, introduced supply control measures, 
which included mandatory land set-asides as a condition of eligibility for arable crops payments, 
and added some “accompanying measures” for early retirement of farmers, environmental 
protection, and afforestation. To compensate for the impact of the reduction in support prices, 
farmers were given a generous per hectare payment in the case of cereals, and premium 
payments for beef cattle conditional on a minimum animal density per forage area. In 1995, 
some further modifications were made to comply with the new WTO Agreement: minimum 
import access provisions were introduced, variable levies were replaced with fixed tariffs (with 
some exceptions), and disciplines were introduced on the overall amount of trade-distorting 
support that could be provided and on export subsidies. 

The Agenda 2000 reform was implemented in preparation for the EU enlargement to 
include the 10 countries of Central and Eastern Europe, which took place in 2004. The planning 
of that reform was also influenced by other pressures, including impending budgetary problems 
as a result of enlargement, long-term market imbalances in certain subsectors (cereals, beef, and 
dairy), the challenge of a new WTO Round, and internal environmental considerations. Agenda 
2000 involved an immediate cut in support prices for cereals and beef and a cut in support prices 
for butter and milk powder that was delayed until 2005. Once again farmers were given direct 
payments to compensate for the effects of the price cuts, but this time the compensation was only 
partial. In addition, Agenda 2000 introduced a “second pillar” to the CAP. Instead of simply 
supporting agricultural production (the “first pillar”), public policy will also strengthen the 
support for the accompanying measures introduced in the 1992 MacSharry reforms and assist the 

                                                 
19 The original six countries (Belgium, France, Germany, Italy, Luxembourg, and the Netherlands) started what is 
now the EU in 1957. The first enlargement, in 1973, brought in Denmark, Ireland, and the United Kingdom. In 
1981, Greece joined. Portugal and Spain became members in 1986, to form the EU-12. Austria, Finland, and 
Sweden became members in 1995 to complete the EU-15. Most recently the EU grew from 15 to 25 members in 
2004 with the addition of 10 countries: Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, 
Poland, the Slovak Republic, and Slovenia. For the present purpose, and in reviewing the past changes, the EU-15 is 
the more appropriate aggregate to consider. 
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modernization and diversification of farm activities. Bureau and Matthews (2005) suggest that 
while the introduction of this “second pillar” remained limited in terms of budget outlays (6 
percent of the CAP budget), it constituted a major change in the orientation of the CAP, paving 
the way for future reforms. 

The midterm review of Agenda 2000 resulted in further reforms being implemented in 
June 2003. The 2003 reforms introduced new payments, called single farm payments. These 
payments are based on the 2000–02 historical direct payments received by farmers, and replace 
the compensation payments introduced by the 1992 reform. The extent to which the payments 
are truly decoupled remains to be seen, after more time to observe responses and more-detailed 
analysis. Individual member states may choose to maintain a limited link between direct 
payments and production under well-defined conditions. To receive single farm payments, 
farmers must comply with existing EU statutory standards regarding the environment, animal 
welfare, and food safety and quality, as well as additional national or regional measures to 
preserve, for instance, soil fertility and pasture quality. A ceiling has been fixed for the CAP 
budget for 2006–13, and payments will be reduced if necessary to stay within these budget 
limits. Some cuts in direct payments, with reductions in payments for bigger farms 
(“modulation”) have already been implemented between 2005 and 2007 to help finance measures 
toward rural development.20

These reforms excluded some crops. In April 2004, comparable policy reforms for hops 
and a few Mediterranean crops (tobacco, olives, and cotton) were completed, basing payments 
on historical subsidies and introducing compliance with EU statutory standards. A comparable 
reform of the EU sugar regime was introduced in February 2006 with a sharp cut in the 
intervention price for sugar, and partial compensation. The single payment scheme, with its 
accompanying cross-compliance of the midterm review, is now included in the recent official 
European Commission proposal for reforming the policy for fruit and vegetables. The same 
principles introduced in the midterm review will also guide the forthcoming proposal for 
reforming the wine policy.21

Additional adjustments are expected as early as 2008, because CAP expenditures are 
likely to exceed budgeted allowances. The EC Commissioner for Agriculture and Rural 
Development, Mariann Fischer Boel, has stated that she intends to phase out the exceptions to 
the principle of full decoupling that still prevail in some member states, to review cross-
compliance, to raise the level of compulsory budget limits, and to adjust the various market 
mechanisms such as intervention, export refunds, and production quotas (Fischer Boel 2007).22 
She also intends to propose transitional measures to pave the way for the elimination of milk and 
sugar quotas that will expire in 2015. 

The changes in the CAP have not meant a substantial reduction in the percentage rate of 
support as measured by the PSE. As shown in appendix table A4, since the late 1980s, the total 
PSE for the EU has fluctuated between 29 and 39 percent. In 2005 U.S. dollar terms, however, 

                                                 
20 Jones (2003) discusses in detail the meaning of the terms “modulation” and “degression” which are used to 
describe various elements of the CAP and reforms to it that involve reducing subsidies to larger farmers. Modulation 
was proposed as part of the MacSharry reforms, introduced as an element of Agenda 2000 and implemented in a 
modified form in the 2003 reforms. 
21 For details on the various elements of reform proposals mentioned in this paragraph, see Commission of the 
European Communities (2006a, 2006b, 2006c, 2007). 
22 Fischer Boel, M. 2007. “Farming for the Future.” Speech presented to NFU conference, Birmingham, February 26 
(http://europa.eu/rapid/searchResultAction.do?search=OK&query=agri&username=PROF&advanced=0&guiLangu
age=en ). 
 

 15



the total PSE has declined by about 20 percent (25 percent in 2005 euro terms) between the early 
1990s and mid-2005 and GSSE support (which include things like agricultural R&D, inspection 
services, infrastructure, and marketing and promotion) has declined further, by about 45 percent 
in the same period. The more important aspect of the CAP reforms, however, is the change in the 
form of support, with a substantial reduction in market price support (MPS) and output-based 
support in exchange for an increase in payments based on area planted, animals raised, and 
historical entitlements, and the introduction of policies to limit supply response to the subsidies. 
For instance, by the time of the implementation of the 2003 and 2004 reforms, decoupled support 
approached 90 percent of all direct farm support in the EU (Haniotis 2007). 
 
Understanding European Union Policy Reforms. The 1992 CAP reform “is perhaps the most 
striking and significant change in the domestic agricultural policy of a major country or 
economic area in the post-war period” (Moyer and Josling 2002, p. 96). This reform was 
conducted thanks to the leadership of the then EC Agriculture Commissioner MacSharry, in 
close collaboration with a small group of EC senior officials and, at the final stage, with the 
then–Portuguese Presidency of the Agriculture Council, where the debate was highly contentious 
(Moyer and Josling 2002).  

MacSharry was reportedly shocked by the inefficiency of the CAP and the inequity in the 
distribution of agricultural support. He was also very much in favor of restoring competitiveness 
of EU agriculture by cutting price support, keeping sufficient family farms in the EU by giving 
them a role in protecting the environment in addition to producing food, and redirecting 
agricultural support to this new role, as well as to those smaller farms that derive fewer 
advantages from the market. Aggregate farm incomes actually were not a source of concern, as 
they had risen steadily in each of the major agricultural producing member states, with the 
exception of the United Kingdom (Moyer and Josling 2002). Perfectly aware that the CAP 
expenses would exceed the agricultural budget guideline as soon as 1991, MacSharry used the 
rising and unsustainable budgetary cost to stress the need for fundamental reform of the CAP. He 
also knew that major changes in the CAP were necessary to reach an agreement in the Uruguay 
Round. It was, therefore, in the context of a financial crisis and international pressure that the 
MacSharry reforms were developed. Ultimately, a partially market-oriented policy reform was 
proposed, with a compromise on lower price cuts, full price-cut compensation, and limited 
supply controls, to gain the support of both France and Germany at the Agriculture Council in 
May 1992. 

In contrast, no imminent crisis spurred the Agenda 2000 reforms of the CAP. But, as 
early as 1995, the European Commission perceived the need to further reform the CAP along the 
lines initiated by the MacSharry reforms. The Commission knew that further changes in the CAP 
were required to limit rising costs from the enlargement of the EU, to take advantage of world 
market developments, in particular in Asia, and to fulfil the EU commitments to the WTO export 
subsidy limits. The Commission also wanted to respond to demands for increased expenditures 
for agri-environmental and rural development measures.  

This reform was conducted under the guidance of the then Agriculture Commissioner 
Fischler, who was also assisted by a small planning group from his directorate. From the start, 
his directorate made it clear that the centrepiece of the reform would be lower cereal price 
supports, but that the proposals would also include reductions in beef and dairy subsector 
supports. The reform would also give new emphasis to agri-environmental measures. Fischler 
also would have liked to have proposed a more ambitious, integrated rural development policy, 
but he was forced to pull back when member states failed to endorse this policy in late 1996. 
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Rural development measures that were subsequently proposed were, therefore, distinctly farmer-
oriented. Cuts in intervention prices in selected subsectors were defended on the grounds that 
they would allow the EU to fulfil its WTO commitments and sell its products into Asia’s 
emerging markets, all while improving the welfare of the EU farmers. Confronted with 
opposition, reservations, or disappointment from most of the members of the Agriculture 
Council, Fischler had to water down his proposals twice (Moyer and Josling 2002). The 
proposed price cuts had to be more moderate for beef and delayed until 2003 for milk. The 
proposed price cuts for beef and milk but also for cereals had to be implemented over a longer 
period. Direct payments had to be extended to silage cereals and compensatory payments for the 
beef price cut had to be increased. All these concessions, however, increased the CAP 
expenditures above the budgetary limit that had been set previously. After a fierce debate at the 
March 1999 European Council, where none of the member states was willing to increase its 
contribution to the EU budget and no consensus was possible on alternatives, the final proposal 
was again weakened with a reduction in the cereal price cut and a further delay of the dairy 
reform until 2005 to save on compensatory payments. Interestingly, Moyer and Josling (2002) 
note, concern with the future costs of the CAP, though initially an impetus for reform, 
paradoxically turned out to be an obstacle to a more ambitious Agenda 2000 reform.  

The November 2000 BSE crisis and its aftermath influenced EU perceptions about 
policies and contributed to further policy reform. This crisis initiated a very long and difficult 
public debate, which provided the basis of the European Commission’s proposal for reforming 
the CAP once again (Haniotis 2007). This debate challenged not only the CAP but agricultural 
policy more generally; and, although there was a general consensus on the overall objectives set 
out previously in the Agenda 2000, the instruments to achieve them were seriously questioned. 
Consequently, instead of making midcourse corrections to the Agenda 2000, Commissioner 
Fischler used the 2003 midterm review to make more radical changes—to restructure direct 
payments into a single farm payment, introduce cross-compliance, and reduce payments for 
bigger farms through stronger modulation. 

The single payment scheme removed the distortions still entrenched in the per hectare 
and animal direct payments that the MacSharry reform introduced ten years earlier. This new 
scheme reinforced the market orientation of the previous reforms and made the CAP more 
compatible with the WTO rules. With more vocal public concerns over food safety and quality, 
animal welfare, and environmentally friendly production, the cross-compliance principle 
announced in Agenda 2000 was implemented, and efforts toward rural development were 
strengthened by levying additional funds and further reducing payments to larger farms. Thanks 
to this fundamental change, the EU expects to move a major share of its support to agriculture 
from the trade distorting classification under WTO rules (Amber Box) toward the minimally 
trade distorting category (Green Box), and, hence, strengthen its negotiating position in the Doha 
round. 

Several key ingredients contributed to fundamentally transforming the CAP in the past 15 
years. First, concerns over looming budgetary crises, coupled with international pressures over 
trade in agricultural products, provided important catalysts for both of the transformations in the 
1990s. Concerns over environmental protection, food safety and quality, and, to a lesser extent, 
animal welfare also played increasingly large roles. Second, people in key positions took charge. 
Specifically, two Agriculture Commissioners who had desire to do so were in a position to 
propose reforms to the Agriculture Council. Motivated by ambitious objectives—such as the 
preservation of multifunctional family farms, the integrated development of rural areas, and the 
restoration of the competitiveness of EU agriculture—these two Commissioners were assisted by 
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a dedicated team of officials increasingly aware of the inefficiency, inequity, and environmental 
harm from the CAP. They combined strong negotiating skills with leadership, and accepted 
concessions to preserve critical changes to the existing policy. Third, the institutions were 
working. The European Commission backed their Agriculture Commissioners’ proposals, 
frequent meetings were held between the Agriculture Commissioners and the representatives of 
the member states, in a process of competition among the different objectives for the resources of 
the EU, with a commitment to make timely decisions. In addition, the Commissioners devoted an 
increasing amount of effort to explaining the rationales for the reforms to the public and interest 
groups. Fourth, the content and the path of the reforms were acceptable to all member states, 
with progressive cuts in prices accompanied by full and, then, partial compensation; modest 
cross-compliance and modulation; and additional subsidies for accompanying farm, rural and 
environmental measures. The sequence of the reforms helped make acceptable the deepening in 
the transformation of the CAP and, in the end, the single farm payment—even among farm 
organizations. This new instrument has, in turn, opened the door for additional reforms in the 
more entrenched sugar and dairy subsectors and stronger cross-compliance and modulation in the 
future. 
 

A Synthesis of Main Points 
 
The other countries considered here have followed divergent paths of agricultural policy change 
over the past 20 to 30 years—and all different from the United States. These changes may have 
implications for the United States in that they change the international market implications of the 
other countries’ policies and thus international market prospects for the United States, and 
change the types of positions that the other countries can easily adopt in multilateral and bilateral 
discussions on agricultural policies. They also may offer some lessons to the United States in 
terms of what is known about the effectiveness and durability of different processes of policy 
change, as well as particular policy instruments. 
 
Main Points, Country-by-Country. The two small, export-oriented countries, Australia and 
New Zealand, have virtually eliminated their agricultural market intervention policies. Their 
processes of reform are interesting for that reason, but the immediate relevance to the United 
States may be limited in a short-run scenario in which enthusiasm among U.S. policymakers for 
substantial movement in the direction of eliminating farm programs seems to be limited. In a 
longer-term setting, it may be more relevant to consider the potential in the United States for 
economy-wide approaches, transparency institutions, adjustment assistance, and explicit 
compensation mechanisms (or buyouts), which played significant roles in Australia and to a 
lesser extent New Zealand. Some of the same or similar instruments have been important in the 
process of policy transition in other countries, including the EU, and clearly they should not be 
dismissed as relevant only for small countries that are engaged in totally eliminating agricultural 
policy.  

Canada, the next smallest and perhaps next most export-oriented economy, has moved 
part way in the same direction in that the overall rate of support for agriculture has been 
substantially reduced, and the forms of policy have shifted in the direction of reduced trade-
distorting effects. Canada has preserved supply management for its import-competing intensive 
livestock sector, but has shifted substantially away from policies that could be seen as 
encouraging production and exports of other products such as cereal grains; policies that in the 
past entailed significant budgetary costs and may have provoked trade disputes. These types of 
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policies have been replaced to some extent with an evolving set of whole-farm income 
stabilization programs, which are national, voluntary, and individual, and offer countercyclical 
support. In these programs, individual producers deposit funds in high-income years and receive 
interest subsidies and matching support from both federal and provincial governments when they 
withdraw in low-income years. Similar programs are being proposed for the United States, and 
the Canadian experience may offer some insight. Careful attention should be paid to assessing 
the less visible costs of program delivery, compliance, and resource use distortions associated 
with farmer efforts to maximize their benefits from such programs: costs that may be much 
larger for these programs than the more conventional farm programs they could replace. 

Finally, the EU has very substantially reformed its agricultural policies, beginning with a 
set of changes in the early 1990s, and then with two sets of changes in the past six years. Unlike 
the reforms in Australia and New Zealand, which virtually eliminated government from 
agricultural commodity markets and did not replace subsidies with other income supports, or 
those in Canada, which substantially reduced support and changed the form of the support at the 
same time, the changes in the CAP have not meant a substantial reduction in the overall rate of 
support as measured by the percentage PSE. However, the EU reforms have very substantially 
changed the forms of policy in the direction of decoupling support from production and 
increasing the emphasis on environmental and rural issues as opposed to prices and production. 
Caveats and questions remain about the extent to which any of the so-called decoupled support is 
truly decoupled. Nevertheless, the recent changes in EU agricultural policy seem to involve a 
significant movement in the direction of decoupling, comparable to the U.S. reforms introduced 
in the 1990 and especially 1996 Farm Bills, which have since been substantially reversed. A 
reasonable question to ask is whether the European reforms can be expected to be more durable 
than the American ones.23 Haniotis (2007) suggests that while the CAP reform may not be over, 
it is irreversible. The more recent proposal from the European Commission to simplify the CAP 
and govern it through four main regulations gives a strong signal that the EU is indeed 
irreversibly committed to this set of reforms.  

The next section draws implications and lessons for the United States from the 
experience of policy change in Australia, Canada, the European Union, and New Zealand. 
Emphasis is placed on reductions of support generally and the shift toward decoupled payments. 
Recurring themes include roles of economy-wide and sector-wide approaches, transparency 
institutions, adjustment assistance, compensation, and durability of reforms. 

 
Lessons for Facilitating Policy Reform in the United States 

 
The brief review of past policy reforms in New Zealand, Australia, Canada, and the EU has 
identified some important elements that contributed to policy change, some of which may have 
parallels in United States. All four of these countries have changed their instruments of support 
in the direction of reducing the extent to which support for agriculture is coupled to production 
and trade distorting, and there may be lessons for the United States about these aspects as well. 
Some important influences are not objects of choice. For instance, it would not be sensible to try 
to engender a major financial crisis—comparable to that of New Zealand in the mid-1980s—
with a view to reforming agricultural policies, even if it was feasible. In the case of the United 
States, the federal budget deficit will play a role in Farm Bill policies, but probably not a major 
                                                 
23 Writing before the 2002 U.S. farm legislation and the EU midterm review were known, Moyer and Josling (2002) 
gave some reasons for believing that the political and economic conditions for further reform of agricultural policies 
seemed to exist at least for the long run. 
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role in 2007. Given the relatively small role of agriculture in the U.S. economy today, compared 
with New Zealand in the 1980s, the potential for agricultural policy reform driven by 
macroeconomic conditions is relatively small. Hence the potential to “learn” from the New 
Zealand experience is limited. But the United States might have something to learn and borrow 
from the systematic economy-wide approach adopted by both New Zealand and Australia, in 
conjunction with transparency institutions, adjustment assistance, and buyouts. In addition, the 
United States may both have contributed to and have something to learn from the recent changes 
in policies in Canada and the EU, with movements in the direction of replacing market-based 
support with counter-cyclical income transfers (in Canada) and decoupled payments based on 
historical rather than contemporary production (in the EU). 
 
Economy-wide Approach. Change in agricultural policies in Australia and New Zealand was 
facilitated by fact that the policy change processes were not singling out agriculture or individual 
agricultural industries. Rather, they were deliberate, economy-wide microeconomic reform 
processes, taking an economy-wide perspective on the implications of industry-specific policy 
change. Partly as a result of this context, a greater awareness was developed of inter-industry 
connections and how distortions in one part of the economy had consequences for other parts, 
which in turn had implications for positions taken by interest groups. Agricultural interests 
became divided because their interests differed, and this division helped make change possible. 

In the U.S. context, agricultural economics arguments and policy debates typically have 
not highlighted the fact that within U.S. agriculture there are many losers as well as gainers from 
U.S. farm commodity programs, particularly comparing producers of non-program crops and 
program crops. The intrasectoral distributional consequences are tricky to resolve, given the 
complex nature of agriculture and the commodity programs themselves. (For instance, many of 
the programs directly affect commodities that are intermediate products within agriculture, like 
feed grains, or that have strong complementarities in production with others, like feed grains and 
oilseeds.) A useful role of economists can be to clarify this complex distributional story. 
Awareness of these issues and demand for information on distributional aspects is growing, 
especially from producers of unsubsidized non-program commodities, who are arguing for a 
redirection of farm program support, as discussed in the third section. What may be most lacking 
is an independent, credible source, with enough resources to be able to provide the kinds of 
information that would be most useful, and with an interest in doing so. 

 
Transparency Institutions. The United States has various counterparts to some roles of 
Australia’s IAC (now the Productivity Commission)—such as the Council of Economic 
Advisers, the U.S. International Trade Commission (USITC), and the General Accounting Office 
(GAO)—although none is quite the same. The USITC, for instance, conducts investigations and 
prepares “transparency reports” at the request of Congress and the president, but these have not 
achieved the status required for them to have major effects on public policy. Other sources of 
information about farm program consequences provide some services related to transparency, but 
they may lack credibility because they are seen to have a particular policy agenda or lack the 
relevant in-depth knowledge and expertise; others may be constrained by their political-
institutional environment (such as the OECD or USDA Economic Research Service). The WTO 
dispute settlement process plays some of the relevant roles, but it is constrained by its own 
institutional structure to focus on the legal issues defined by the agreement, rather than the 
economic questions that may be more relevant for other settings, and deals only with those 
programs that are brought before it.  
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All of these institutions notwithstanding, there is not really a U.S. counterpart to 
Australia’s IAC that would have the capacity to systematically review farm commodity programs 
and other, especially border, policies and recommend directions for change and processes of 
change. It seems reasonable to suppose that economically rational agricultural policy would be 
facilitated if the United States had a transparency institution that played a role like that of the 
IAC in Australia—at least as far as the provision of analysis of the consequences of policies.24 
However, one view of the IAC is that rather than causing change it was simply a rational 
institutional mechanism for bringing about change, given that the decision to reduce industrial 
protection had been taken. On that view, the fact that the United States does not have an 
institution of this type might simply reflect the fact that the United States is not ready to make 
changes of this type. It may not be useful to prescribe transparency institutions to governments 
that do not wish to make their policies transparent as a step toward eliminating them. 
 
Adjustment Assistance. The same thing may be said about adjustment assistance. The idea that 
farm or rural policies and programs can be used to facilitate adjustment of resources and not to 
subsidize resources to remain in the sector was developed in detail in the work of D. Gale 
Johnson and others in the 1940s (see, for example, Johnson 1947, 1950). However, the United 
States has never implemented major policies of this sort, and many U.S. farm programs seem 
designed to have the opposite effect and retain resources in agriculture in spite of market signals 
that they should leave.25 In contrast, both Australia and (albeit to a lesser extent) New Zealand 
provided debt reconstruction measures and credit subsidies to facilitate amalgamation of 
uneconomic farms into more economic-sized units, welfare support for farm families, support for 
retraining, and farm financial and rural family counseling services.26 In Australia these policies 
were longstanding, and served to assist farmers to adjust in response to general market 
conditions (such as the depressed markets during the mid-1980s) as well as changes associated 
with reductions in price supports. 
 
Compensation and Buyouts. An extreme form of adjustment assistance may be to buy out the 
programs. In a number of instances, when governments changed the policy rules they introduced 
alternative policies explicitly to compensate agricultural interests for their losses experienced as 
a consequence of the policy change. Examples noted in this paper include the Canadian 
elimination of the WGTA transportation subsidies and some aspects of the EU reforms. Further 
work needs to be done to clarify the extent to which these were compensation programs or 
simply reinstrumentation. Buyouts are particularly interesting. In a few instances in Australia and 
the United States, explicit compensation has been paid to individuals suffering losses as a result 

                                                 
24 The design of such an institution is interesting to think about. Should it be an arm of the federal government or 
independent?  How should it be funded?  Who should set the agenda?  To whom should it make recommendations?  
What should be the scope of industries and issues?  Could a state such as California profitably provide an institution 
of this type directed toward reforming national policies that harm California, or must it be done at the national level? 
25 The United States does have an agricultural trade adjustment scheme for industries hurt by imports, but it is 
considered to be inadequate and ineffective because it is too hard to qualify, and because it has too little funding 
compared with the big subsidy programs. Only a few industries have qualified and they have been minor. 
26 Some relevant issues are discussed in the book edited by David Blandford and Berkeley Hill (2006), Policy 
Reform and Adjustment in the Agricultural Sectors of Developed Countries. Especially relevant in the context under 
discussion are issues raised in the chapter by Burfisher and others (2006) on capacity of U.S. farmers to adjust in 
response to policy change, and in the chapter by Blandford and Boisvert (2006) on options for an active adjustment 
policy. 
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of the elimination of particular farm commodity programs that involved rights to produce or sell 
the commodity—that is, quotas or allotments—and the government arranged to compensate the 
owners for the elimination of these rights.  

In Australia, implicit or explicit assessments on consumers were used to buy out quota 
rights for fluid milk in Victoria in 1976 and to compensate quota owners for the elimination of 
hen quotas in New South Wales in 1989; tobacco quotas nationally in 1989;27 and remaining 
dairy quotas (and pooling arrangements) nationally in 2000. All such quotas have now been 
eliminated from Australian agriculture. Unlike all the other agricultural protectionist policies that 
were phased out without any explicit compensation, in every significant instance when quotas 
were eliminated from Australian agriculture explicit compensation was paid. Moreover, the 
recipients of compensation were overcompensated. Similarly, in the United States, in two cases 
where quotas (or allotments) were eliminated, peanuts in 2002 and tobacco in 2004, quota 
owners were compensated—and probably overcompensated.28 One wonders if a greater 
investment in economic analysis might have led to a different design for the form and rate of 
compensation, or whether the apparent overcompensation might have been deliberate and well-
informed. Orden (2006) discusses both of these cases and speculates about the potential for a 
buyout for the U.S. sugar program. The same concepts could, however, be extended beyond 
quota programs to all types of farm programs, and it is interesting to consider the possibilities.  

U.S. tobacco policy is interesting as a significant contemporary example of the 
elimination of a U.S. farm commodity program, with lessons for other commodities. The U.S. 
tobacco program operated domestic marketing quotas set such that there were no government 
budget costs for the price support program. The program held the price of U.S. tobacco above the 
no-program equilibrium and hence reduced exports and stimulated imports, which coexisted 
because U.S. leaf tobacco was differentiated from leaf from other suppliers. The tobacco 
program buyout enacted in October 2004 eliminated the tobacco quotas and price support loan 
rates (see Brown, Rucker, and Thurman 2006). Owners of quota for the 2004 marketing year are 
to receive $7 per pound in equal payments over ten years. Growers of tobacco during 2001–03 
were to receive an additional payment of $1 per pound for each year they had acreage ($3 per 
pound if they produced in all three years). Estimated cost of the buyout payments to owners and 
growers is $9.6 billion. This cost is to be financed by tax assessments on tobacco product 
manufacturers and importers, not by general tax revenue. The lump-sum payment is more than 
double the private market prices that had prevailed for sales of quota rights before the reform.  

 
Decoupled Transfers. Canada and the EU have moved substantially in the direction of 
decoupling support from production and trade, reflecting, among other things, responses to 
pressures from both budgetary pressures and past or prospective international trade agreements 
and trade disputes. In Canada the most-distorting subsidies were reduced or eliminated, and 
whole farm income countercyclical support was introduced. In the EU, market related subsidies 
have been to a great extent replaced with decoupled transfers based on historical production and 
transfers, but with some countercyclical elements provided using border protection. In both of 
these cases, the extent to which the more newly introduced policies are decoupled from 
production is not clear; nor are the implications of the changes for the distribution of benefits 

                                                 
27 See Alston (1999) for a summary description. 
28 In the case of peanuts, new direct and countercyclical payments were introduced at the same time. Dohlman and 
others (2006) discuss the peanut quota buyout.  
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from the policy or the efficiency of the transfers.29  
Economists often argue in support of decoupled transfers, typically on the grounds of 

economic efficiency. One question to ask in this context is what is being held constant in the 
comparison? Is it the benefit to farm operators or the benefit to some other group, or something 
else? As discussed by Alston (2007), the final economic incidence of a decoupled transfer 
depends on whether it is tied to landownership, as in the case of U.S. direct payments, or not. In 
any event a decoupled transfer is likely to have significantly different economic incidence from 
the kinds of policies that have been phased out in Canada and the EU. And the Canadian income 
stabilization subsidies will have different incidence again.  

As well as changing the distribution of benefits such changes in instruments involve 
changes in distribution of costs. Two important elements of costs that should not be neglected in 
these comparisons are the deadweight losses associated with taxation to finance transfers (see, 
for example, Fullerton 1991), and the costs of administration, enforcement, cheating, and 
compliance (see, for example, Sumner 1991; Giannakas and Fulton 2000; Alston and James 
2001). The Canadian income stabilization policies in particular seem likely to involve significant 
costs of this latter type. These costs may well outweigh the social costs of resource distortions 
associated with the un-decoupled policies that the new policies have replaced. These questions 
warrant further thought and deeper investigation before we can say clearly whether decoupled 
transfers are preferable on efficiency grounds or distributional grounds. 

A related question is the extent to which a shift toward decoupled transfers is a 
transitional step toward elimination of policies altogether or a step in the reverse direction, 
enshrining certain transfers in a more permanent fashion. The recent U.S. experience raises 
questions of this type that could be asked in relation to Canada and the EU. The approach in 
Australia and New Zealand—of phasing out subsidies rather than substituting toward more 
decoupled (and supposedly less distortionary) policies—might be both cheaper in the short run 
and offer more enduring reform in the long run.  

                                                 
29 See Gardner (1983); Alston and Hurd (1990); Bullock, Salhofer, and Kola (1999). 
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 Table A1. PSE by Commodity and Policy Type, and GSSE 1986–2005, New Zealand 

         Commoditya 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995          1996 1997 1998 1999 2000 2001 2002 2003 2004 2005b

 PSE percentages 
Barley                    3 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Beef and Veal                     9 10 3 2 2 1 1 1 1 1 1 1 1 1 1 1 1 1 1
Eggs 52                    37 45 48 28 31 25 24 29 38 22 34 33 38 7 27 31 21 40
Maize                     4 0 1 2 1 1 0 0 0 0 0 0 0 0 0 0 0 0 0
Milk                     14 10 2 2 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
Oats                     4 0 1 2 1 1 0 0 0 0 0 0 0 0 0 0 0 0 0
Pig meat                     5 2 1 1 0 0 0 0 0 0 0 0 0 0 0 0 0 0 1
Poultry meat                     33 78 57 45 57 58 48 41 49 56 47 44 20 25 21 -5 33 57 53
Sheep meat                     61 9 4 2 2 1 1 0 1 0 0 0 0 0 0 0 0 0 1
Wheat 11                    5 3 3 2 1 0 0 0 0 0 0 0 0 0 0 0 0 0
Wool                     8 9 3 2 2 1 1 0 0 0 0 0 0 0 0 0 0 0 0
Total, all commodities                     20 9 4 3 3 2 2 2 2 3 2 2 2 2 1 1 2 2 2 3
                     
PSE by policy type Constant 2005 U.S. dollars (billions) 
Payments based on:                     
MPS 0.14                    0.16 0.13 0.12 0.11 0.11 0.09 0.08 0.11 0.15 0.11 0.12 0.06 0.07 0.04 0.01 0.08 0.14 0.17 0.19
Output                     0.01 - - - - - - - - - - - - - - - - - - -
 area planted/animal nos                     - - - - - - - - - - - - - - - - - - - -
 historical entitlements                     0.78 - - - - - - - - - - - - - - - - - - -
 input use 0.35                    0.42 0.12 0.07 0.04 0.03 0.02 0.02 0.04 0.05 0.05 0.04 0.04 0.03 0.03 0.03 0.03 0.03 0.04 0.04
 input constraint                     - - - - - - - - - - - - - - - - - - - -
 overall farming income                     0.02 0.02 0.08 0.03 0.02 0.01 0.00 0.00 0.00 - 0.00 0.00 0.00 0.00 0.00 0.00 - 0.00 0.00 0.03
Miscellaneous payments                     - - - - - - - - - - - - - - - - - - - -
Total PSE 1.29                    0.59 0.32 0.21 0.17 0.15 0.11 0.10 0.15 0.19 0.16 0.17 0.10 0.10 0.07 0.04 0.11 0.17 0.21 0.26
                     
GSSE Constant 2005 U.S. dollars (billions) 
Research and 
development 

0.07                 0.07 0.07 0.07 0.07 0.06 0.08 0.08 0.08   0.09 0.09 0.09 0.07 0.07 0.06 0.04 0.05 0.06 0.07 0.06

Agricultural schools                     - - - - - - - - - - 0.00 0.01 0.01 0.01 0.00 0.00 0.00 0.01 0.01 0.01
Inspection services                     0.06 0.04 0.04 0.03 0.02 0.02 0.01 0.01 0.01 0.01 0.02 0.02 0.02 0.02 0.02 0.02 0.03 0.04 0.05 0.05
Infrastructure 0.04                    0.04 0.04 0.02 0.02 0.00 0.00 0.00 0.01 0.02 0.02 0.02 0.01 0.01 0.01 0.01 0.01 0.02 0.02 0.04
Marketing and promotion                     - - - - - - - - - - - - - - - - - - - -
Public stockholdings -                    - - - - - - - - - - - - - - - - - - -
Miscellaneous -                    - - - - - - - - 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 -
Total GSSE 0.17                    0.15 0.16 0.12 0.10 0.08 0.09 0.09 0.11 0.12 0.13 0.13 0.11 0.10 0.10 0.08 0.10 0.13 0.15 0.16

Source: OECD, PSE/CSE database 2005 and 2006. 
Note: See notes to table 1. 

a. See note a, table 1. 
b. 2005 values are preliminary. 
  
 
 



Table A2. PSE by Commodity and Policy Type and GSSE, 1986–2005, Australia 
         Commoditya 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995          1996 1997 1998 1999 2000 2001 2002 2003 2004 2005b

 PSE percentages 
Beef and veal                   5 7 7 4 4 5 4 4 5  4 4 3 3 4 3 3 5 4 3
Eggs 29                    14 12 13 14 10 5 7 8 5 4 4 4 4 3 3 4 3 3
Milk                     56 55 16 53 67 27 12 50 43 18 21 21 21 25 10 12 16 15 15
Pig meat                     2 3 2 2 2 3 3 4 4 4 3 3 3 4 3 3 3 3 3
Poultry meat                     2 4 4 5 5 3 3 3 3 2 3 3 3 3 3 2 3 3 3
Rice 24                    21 6 6 8 5 7 5 7 5 6 5 6 6 5 5 7 6 5
Sheep meat                     5 5 5 5 7 7 6 5 5 5 4 3 3 4 3 3 5 4 3
Sugar (refined equivalent)                     14 15 11 9 13 10 7 7 7 7 7 4 4 4 13 10 11 12 11
Wheat 16                    6 3 6 9 8 7 6 7 4 5 8 8 6 4 3 4 4 4
Wool                     4 4 3 3 12 10 9 9 5 6 5 5 4 4 3 3 5 4 3
Total, all commodities                     12 9 4 6 10 8 6 11 11 7 7 7 7 6 5 4 6 5 5 5
                     
PSE by policy type  Constant 2005 U.S. dollars (billions) 
Payments based on:                     
MPS 1.45                    1.19 0.40 1.25 1.91 1.01 0.54 1.52 1.31 0.69 0.76 0.69 0.58 0.59 0.01 0.00 0.02 0.00 0.00 0.00
Output           - - - 0.03 0.09 0.12 0.11 0.11 0.06 0.08 0.08 0.05 0.04 - - - - - - - 
 area planted/animal nos                  - - - - - - - - - - - - - - 0.02 0.02 0.02 0.03 0.03 0.03
 historical entitlements                  - - - - - - - - - - - - - - 0.06 0.10 0.11 0.18 0.14 0.19
 input use 0.60                    0.65 0.59 0.56 0.57 0.74 0.66 0.61 0.74 0.74 0.88 0.79 0.66 0.77 0.69 0.59 0.63 0.74 0.84 0.83
 input constraint                    - - - - - - - - - - - - - - - - - 0.00 0.01 0.02
Overall farming income                     0.44 0.37 0.43 0.33 0.46 0.20 0.17 0.18 0.33 0.39 0.38 0.27 0.20 0.16 0.29 0.36 0.50 0.48 0.44 0.38
Miscellaneous payments                     0.00 0.00 - - - - - - - - - - - - - - - - 0.00 0.00
Total PSE 2.49                    2.21 1.41 2.17 3.03 2.06 1.48 2.42 2.44 1.90 2.09 1.80 1.47 1.52 1.06 1.09 1.27 1.42 1.46 1.45
                     
GSSE Constant 2005 U.S. dollars (billions) 
Research and development                 0.30 0.33 0.36 0.45 0.45 0.49 0.47 0.44    0.55 0.51 0.50 0.49 0.43 0.43 0.37 0.34 0.35 0.43 0.49 0.49
Agricultural schools -                    - - - - - - - - - - - - - - - - - - -
Inspection services                     0.08 0.08 0.13 0.12 0.09 0.04 0.04 0.04 0.04 0.05 0.05 0.04 0.04 0.04 0.03 0.05 0.06 0.07 0.08 0.07
Infrastructure 0.06                    0.07 0.08 0.09 0.08 0.09 0.09 0.12 0.13 0.13 0.14 0.14 0.10 0.11 0.10 0.08 0.09 0.09 0.10 0.10
Marketing and promotion                     0.06 0.06 0.05 0.05 0.06 0.07 0.06 0.03 0.01 0.01 0.01 0.01 0.01 0.01 0.00 0.00 0.00 0.01 0.01 0.01
Public stockholdings -                    - - - - - - - - - - - - - - - - - - -
Miscellaneous 0.04                    0.04 0.06 0.06 0.03 0.03 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01
Total GSSE 0.53                    0.58 0.67 0.77 0.72 0.72 0.67 0.63 0.73 0.71 0.71 0.69 0.59 0.60 0.52 0.49 0.51 0.61 0.69 0.69

  Source: OECD, PSE/CSE database 2005 and 2006. 
Note: See notes to table 1. 

a. See note a, table 1. 
b. 2005 values are preliminary. 
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 Table A3. PSE by Commodity and Policy Type and GSSE, 1986-2005, Canada 
 

Commoditya 1986                   1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005b

 PSE percentages 
Barley                   72 60 30 26 43 43 36 32 26  13 14 7 6 7 12 12 25 9 15
Beef and Veal                     8 10 11 9 9 9 6 9 4 8 6 6 8 8 8 7 12 26 25
Eggs 4                    24 37 26 18 24 30 28 29 30 21 25 19 19 5 11 14 -1 21
Maize                     35 26 12 11 15 25 36 10 5 4 5 6 8 14 24 15 9 12 24
Milk                     72 84 63 58 61 66 56 59 65 50 42 53 57 58 65 45 62 59 52
Pig meat                     4 3 8 15 2 5 6 1 5 9 7 5 7 11 7 5 6 11 8
Poultry meat                     4 28 22 23 28 32 23 17 4 5 6 7 4 2 2 2 3 7 4
Rapeseed 39                    31 18 21 26 30 23 13 10 13 11 6 9 9 13 14 18 13 14
Soybeans                     13 8 9 12 12 26 18 5 5 5 5 5 7 9 18 33 8 12 21
Wheat 49                    50 35 22 54 42 29 23 14 17 16 7 9 11 14 16 21 17 13
Total, all commodities                     38 40 30 27 34 36 29 25 21 20 16 14 17 18 20 16 21 25 21 21
                     
PSE by policy type  Constant 2005 U.S. dollars (billions) 
Payments based on:                     
MPS 4.88                    5.67 4.06 3.98 5.71 4.85 3.82 3.61 3.30 2.13 1.78 2.29 2.40 2.37 2.62 1.77 2.54 2.99 2.56 2.71
Output                     1.80 1.72 0.88 0.94 0.80 0.73 0.61 0.42 0.41 0.40 0.42 0.29 0.28 0.38 0.36 0.26 0.21 0.27 0.24 0.29
area planted/animal nos                     1.47 1.41 1.50 0.60 0.79 2.60 1.51 0.67 0.26 0.16 0.13 0.15 0.18 0.22 0.36 0.48 0.84 0.33 0.78 0.42
historical entitlements                   - - - - - - - - - 1.09 0.95 0.00 - - 0.62 0.58 0.64 1.06 0.54 0.15
input use 1.30                    1.34 1.44 1.60 1.29 1.25 0.91 0.86 0.70 0.66 0.56 0.54 0.38 0.38 0.38 0.34 0.31 0.36 0.42 0.41
input constraint                   - - - - - - - - - - - - - - - - - 0.00 0.04 0.07
Overall farming income                     - - - - 0.48 0.26 0.15 0.14 0.28 0.46 0.34 0.38 0.75 0.78 0.59 0.63 0.71 1.15 1.27 1.94
Miscellaneous payments                     0.22 0.17 0.16 0.19 0.43 0.22 0.13 0.05 0.01 0.17 0.04 0.07 0.01 0.12 0.10 0.01 0.08 0.13 0.03 0.03
total PSE 9.66                    10.31 8.04 7.31 9.50 9.92 7.13 5.74 4.96 5.09 4.22 3.73 4.00 4.24 5.03 4.07 5.32 6.29 5.87 6.02
                     
GSSE Constant 2005 U.S. dollars (billions) 
Research and Development                 0.38 0.37 0.42 0.45 0.46 0.48 0.40 0.41    0.38 0.38 0.42 0.33 0.31 0.32 0.32 0.31 0.31 0.36 0.37 0.38
Agricultural schools 0.31                    0.32 0.35 0.38 0.33 0.38 0.35 0.30 0.26 0.23 0.24 0.23 0.22 0.21 0.17 0.18 0.24 0.22 0.21 0.22
Inspection services                     0.39 0.37 0.38 0.48 0.50 0.51 0.47 0.41 0.37 0.33 0.30 0.31 0.31 0.35 0.37 0.37 0.41 0.45 0.50 0.62
Infrastructure      

0.51       0.49       
0.53  

     
0.60  

     
0.53  

     
0.45  

     
0.43  

     
0.34  

     
0.27  

     
0.31  

     
0.32  

     
0.22  

     
0.23  

     
0.25  

     
0.27  

     
0.31  

     
0.29  

     
0.33  

     
0.40  

     
0.46  

Marketing and promotion      
0.58       0.65       

0.70  
     

0.62  
     

0.69  
     

0.89  
     

0.81  
     

0.61  
     

0.58  
     

0.68  
     

0.54  
     

0.47  
     

0.48  
     

0.37  
     

0.45  
     

0.39  
     

0.35  
     

0.45  
     

0.54  
     

0.70  
Public stockholdings                     - - - - - - - - - - - - - - - - - - - -
Miscellaneous -                    - - - - - - - - - - - - - - - - - - -
Total GSSE  2.16   2.20   2.38   2.54   2.52   2.70   2.47  2.07   1.85   1.93   1.82   1.55   1.55   1.50   1.57   1.56   1.61   1.80   2.02   2.37  

Source: OECD, PSE/CSE database 2005 and 2006. 
Note: See notes to table 1. 

a. See note a, table 1. 
b. 2005 values are preliminary. 
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Table A4. PSE by Commodity and Policy Type, and GSSE, 1986–2005, European Union-15 
         Commoditya 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995b 1996        1997 1998 1999 2000 2001 2002 2003 2004 2005c

 PSE percentages 
Barley                    61 69 46 31 48 54 55 65 69 58 41 45 65 61 46 50 49 51 48
Beef and Veal                     66 53 48 49 54 64 53 47 48 53 59 67 67 67 65 72 74 76 68
Eggs 16                    10 14 20 6 7 10 7 -1 9 7 3 9 13 4 2 3 2 0
Maize                     53 62 44 39 51 53 54 46 42 46 29 33 40 43 41 37 30 44 46
Milk                     71 77 62 43 53 52 52 55 54 46 43 45 50 51 38 31 45 43 34
Oats                     46 45 14 15 34 33 45 52 60 65 60 60 70 76 72 68 56 62 67
Pig meat                     22 4 22 10 2 8 -3 12 12 14 16 17 17 33 26 22 21 26 24
Poultry meat                     22 23 27 29 34 30 41 42 45 49 43 34 29 41 36 35 38 35 44
Rapeseed 61                    60 54 60 68 52 63 58 50 52 51 46 43 40 50 47 36 38 34
Rice 56                    64 59 66 63 56 56 68 58 48 26 28 25 16 16 41 34 32 39
Sheep meat                     62 72 76 73 72 71 70 58 61 69 58 50 56 58 51 57 45 60 53
Soybeans                     68 63 52 55 61 76 60 55 52 54 51 46 51 44 48 48 42 45 39
Sugar (refined equiv)                     63 62 55 36 45 55 63 56 47 58 49 51 56 62 53 49 52 64 68
Sunflower 60                    61 51 61 60 64 58 57 50 52 53 48 43 40 49 45 35 42 38
Wheat 53                    55 45 26 37 55 47 52 53 44 35 37 49 55 46 47 43 48 42
Total, all commodities                     43 42 37 29 33 39 36 38 37 36 33 34 37 39 34 32 35 36 34 33
                     
PSE by policy type Constant 2005 U.S. dollars (billions) 
Payments based on:                     
MPS 131.93                   141.38 126.31 88.81 111.30 128.55 111.83 93.88 87.13 92.66 79.12 72.39 80.85 83.82 54.85 47.80 56.31 67.20 68.24 53.71 
Output                     6.17 8.41 8.56 10.10 11.06 10.44 5.38 5.11 3.36 2.81 5.01 4.65 4.36 4.08 4.20 4.13 3.75 4.26 4.53 5.91
 area planted/animal nos                     3.07 4.12 5.18 5.96 7.98 8.36 15.27 22.70 29.40 38.53 39.28 32.72 32.17 29.23 26.80 27.59 26.39 35.19 37.75 25.99
 historical entitlements - - - 0.50 0.56                0.52 1.42 1.31 1.31 2.84 1.49 1.16 0.93 0.76 0.65 0.58 0.61 0.74 0.80 18.98
 input use 6.41                    8.23 8.47 7.44 11.53 11.31 11.66 11.14 10.58 11.28 11.07 11.21 9.69 9.47 7.76 7.86 8.68 11.17 11.43 10.66
 input constraint                     1.01 0.88 1.37 2.06 1.58 2.97 3.56 3.85 3.97 4.98 6.73 7.58 5.30 5.11 6.77 5.73 6.39 7.90 8.08 7.79
 overall farming income -                   - - - - - - - - - - 0.00 0.00 - 0.00 - 0.00 0.00 - -
Misc. payments 0.39                    (0.36) 0.06 (0.28) (0.55) 2.29 0.97 0.12 (0.73) 1.55 (0.19) (1.11) (0.64) (0.67) (1.03) (0.21) 0.04 (0.23) (0.74) (0.64)
Total PSE 148.99                    162.65 149.94 114.60 143.46 164.45 150.08 138.11 135.03 154.65 142.50 128.60 132.67 131.80 100.00 93.46 102.17 126.24 130.09 122.42
                     
GSSE Constant 2005 U.S. dollars (billions) 
Research and 
Development 1.60                    1.91 1.91 1.84 2.04 2.03 2.16 2.00 1.92 2.21 2.09 1.88 1.85 2.07 1.73 1.62 1.54 1.83 2.00 1.99

Agricultural schools                     0.14 0.16 0.17 0.08 0.12 0.10 0.09 0.07 0.06 0.72 0.58 1.32 1.18 1.41 0.84 0.83 0.86 1.07 1.26 1.15
Inspection services                     0.25 0.27 0.27 0.17 0.17 0.16 0.17 0.17 0.16 0.21 0.28 0.38 0.41 0.32 0.28 0.28 0.33 0.36 0.41 0.40
Infrastructure 1.61                    2.11 2.00 1.96 2.86 3.80 3.34 2.89 2.43 2.08 2.17 2.03 1.79 1.65 1.95 1.81 1.99 2.47 2.80 3.04
Marketing and 
promotion 2.43                    3.00 2.85 1.90 3.24 2.94 2.66 2.97 3.13 3.40 3.74 3.79 2.99 3.44 2.31 2.42 2.57 2.88 3.17 3.08

Public stockholdings                     8.00 7.14 9.07 7.78 12.04 14.62 9.28 4.22 1.41 0.37 2.79 3.95 2.37 1.86 0.89 1.51 1.70 1.20 1.02 0.80
Miscellaneous 0.05                    0.03 0.11 0.15 0.28 0.93 1.46 1.66 0.31 0.24 0.20 0.89 0.23 0.19 0.20 0.13 0.16 0.16 0.21 0.19
Total GSSE 14.07                    14.63 16.39 13.88 20.75 24.58 19.16 13.99 9.43 9.23 11.85 14.24 10.81 10.94 8.21 8.59 9.14 9.97 10.86 10.65 

Source: OECD, PSE/CSE database 2005 and 2006. 
Note: See notes to table 1. 

a. See note a, table 1. 
b. 2005 values are preliminary. 
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