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ABSTRACT

The assessment on agricultural support level cfiecethe effect of agricultural support policy annation. OECD
and WTO proposed two methods to measure agricllsunaport levels and both of them are popular apgtees in
discussing this topic. This paper compared these twethods and argues the differences between tham.
conclusion was OECD’s methods over valued agricaltsupport levels in developing countries. Thedgtused
China as a case to compare the analyzing resultsvMoymethods from 2002 to 2012, which proved thelosion.
Recommendations were proposed based on the rdsulessessment method and policy making for agdticail
support in future China.
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INTRODUCTION

According to the fundamental view of developmerdremmics, a nation starts to support agriculturemibenters
the stage of industrialization, to obtain the capitaw materials, labor, market, which are neagsskements for
industrialization. World Bank conducted a statstiased on industry countries, and the data shioatsntassive
subsidy and support to agriculture began when tbe @er capita reached 1000 US dollars [1]. In 2@BP per
capita in China hit $1000 [2], and then the ‘Nodligy’ each year by Chinese central governmenfadlses on
agriculture. 11 constant ‘No.1 policies’ indicatbat China enter the stage of massive supportriowdiyire.

OECD defines agricultural support policy (ASP) agmort, subsidy, assistant to farmers or agriceltby
government to reduce the producing costs and thé@roducers’ incomes [3]. The core aim of ASRifcrease
the farmers’ income along with the declining of g¢woing costs. There are two major methods to measur
agricultural support levels. One is producer supmstimate (PSE) by OECD, and the other is aggressi
measurement support (AMS) by WTO.

This study compared the methods of PSE and AMS,naealsured the agricultural support level in Chigabth
methods. The aim is to identify the difference ledw these two approaches and provide base for reeaesot of
China’s agricultural support levels and policy nmakin the future.

THE DIFFERENCES BETWEEN PSE AND AMS

The PSE by OECD and AMS by WTO are two popular mg$shto measure agricultural support levels in theldv
The calculation by each method is introduced hyiafid then the differences are discussed.
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2.1 OECD’s approach

OCED classifies the ASPs to three groups, prodsapport estimate (PSE), customer support estin@®&) and
general service support estimate (GSSE). PSE haspasts, marketing price support (MPS) and othetget
transfer (BOT).

PSE calculates the transfer to agriculture fromsoomers and tax-payers annually. The transfer ieesepted by
monetary value [4]. MPS includes tariff, import ¢@oproducing quota, administration price, pubhargholding
and etc. MPS establishes the transfer channel é@mmsumers to producers. BOT is all other transteept MPS,
and it is the transfer channel from tax-payersrampcers.

CSE calculates the transfer to consumers by pslaiually. It include§D the payments to ensure the domestics
prices at farm gate are higher than the borderepri®@ the subsidy to certain group of people, to keep th
purchasing prices lower than the market pricesh stscto poor, certain public sectors. CSE is athegeethod, as
the transfer to consumer causes higher consumewtagh offset parts of subsidy to consumers.

GSSE is the transfer to agricultural producers loyegnment budget in the following fields, researsd
development, agricultural school, agricultural iesjon service, infrastructure construction, margt public
storage and etc. the weights of these seven tymdces are adjusting temporarily.

In the classification of ASPs by OECD, PSE occuples largest part, and is also the key indicatoretitect
agricultural support levels [5]. Generally, theualof PSE implies the level of support. As discdssigove, PSE is
consisted by MPS and BOT. PSE is a stationary nneasnt value.

2.1.1 MPS calculation

MPS calculates the support to agricultural prodsi@mnually by monetary value. The support is cotetliby
changing the market prices through government aljuial support policies. The difference betweemmdstic
market price and border price multiple the prodgoilume of a certain product determines the supyeiue on
this product. The MPS is the sum of support vatoezach major agro product in a country.

The calculation of MPS is based on the food consiomgtructure in OECD countries, and covers 1getisl agro
products, including, wheat, maize, grain, riceesg®ed, soybean, sunflower, fine sugar, milk, bmetton, cotton,
pork, poultry and egg. These 15 types of agro prtsdaccupied 70% of total value of production imi@gture in
OECD countries. If the production value of a prade@nnot reach 1% of the total value of productibns not
included in MPS calculation. The covering typesagfo products in MPS can be adjusted accordingpegoagro
product structure in a country, but the sum shbeldnore than 70% of the total value of production.

Based on the discussion above, MPS is the sumppiostito 15 types of agro products, which can bexdieed as
below:

MPS,  Dieanc MPS;
VPe  ZicawcVP;

MPSc is the total price support in a country; VBcthe total value of agricultural production instigountry;

Zicamc MPSijs the sum of market price support on each agrdemEiEﬂM': VPiis the sum of production value of

each agro product.

Thus, the market price support to a country caddseribed as:
h MP5;
MPS, = —————Lx VP,
Tieamc VP
2.1.2 BOT calculation
BOT includes{D the budget transfer to agricultural produc&sthe service for agricultural production in farros t

agricultural producersd) the value of general service to collective prodsicand@ transfer payment to consumers.
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BOT exists in various levels of government admmigbns and it uses the real expenses rather tiamudget
numbers for calculation. The costs for policy inmpéntation and assessment, overlap in the budgeMfes
policies are excluded. BOT also includes revenae fpolicy, such as tax free, preferential loan,t delief,
preferential price for producing materials and s&s.

2.1.3 PSE calculation
According to the constitution of PSE, MPS and B@d tavo parts for calculation. Thus, PSE can be rilesd as

EicawcMPS

PSE, = MPSc 4y BOT = = —=— % VP, + BTc + RFe
Ligams i

PSEc is the agricultural support estimate for antgyu MPSc is the marketing price support value;B® the
budget transfer support and other support value; BThe budget transfer value; RFc is the suppalde from
revenue free.

2.2 WTO'’s approach

The measurement on agricultural support levels byOWs proposed in the Uruguay Round in its former
organization, General Agreement on Tariffs and @ré@@ATT). WTO defines the Total AMS contains AMSegn
box, blue box, ande minimi§6]. AMS calculates the domestic support policidsol has direct or potential impact
to agricultural production and trade. It includé® tproduct-specific AMS and non-product-specific BMThe
support level is presented by monetary values.

AMS has market price support and government busigieport. The names of support are similar to PSEHaue
are differences in detailed calculation. AMS cardbscribed by the following formulas.

AMS = MPSw +LBT = |AF—FOB| x VP, + LBET
or

AME = MPsw +z BT = |AP —CIF| x VP, +ZE‘]’

AMS is the aggressive domestic support value; MStlve market price support value by WTO; BT is belget
transfer value; AP is the governmental administrapirice; FOB is the border price for export coigstand CIF is
the border price for import countries; VPw is tl@ue of production under the influence of policies.

2.3 Comparison between PSE and AMS approaches

Both PSE by OECD and AMS by WTO are based on thailzgion of MPS and budget transfer. The aim oERS
to exam and assesses the policy reform progresgoeoultural support and the goal of AMS is to pdavlegal
basis for domestic support reduction in agricultimgernational trade agreements. These two metlaoelsimilar
but with differences.

2.3.1 Differences in MPS calculation

Compared to PSE, the calculation method and coeedgMPS in AMS are different. MPS in AMS is not
calculated based on individual agro products batgbvernment administration price in the domestjgpsrt. PSE
identifies the price difference between farm gate border on a particular product, and AMS refleébtsdifference
between government administration price and fixegbraal price. Government administration price ke for
government purchasing activities or the targetepliased on balance of payments. Fixed externa ithe FOB
price for net export countries or CIF for net impoountries on the base period. The base perititeisvorld basic
price from 1986 to 1988. Thus, the value of magkate support by AMS is not fluctuated frequentigrey with the
change of domestic and world prices. Besides, ioutation of the volume of production, AMS uses tl@ume
which is influenced by the policy rather than tbéat value of production. MPS by AMS valued lesartiby the
method of PSE.

2.3.2 Coverage and target
PSE covers all transfer payment to agriculture ljicigs and concentrates on the impact measurement
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individual agricultural producers. AMS only covetlse domestic support policies that distort the aduiral
international trade and exclude support by bordeasurement, such as tariff and export subsidy. Wik3 the
domestic agricultural support and agricultural intgional trade closely.

ASSESSMENT ON CHINA'S AGRICULTURAL SUPPORT LEVELS

To illustrate the difference of PSE and AMS, thei@agtural support level of China is used as a dasdurther
analysis. According to the official data from OE@Rd WTO, figure 1 shows the change of agricultstgport
level in China from 2002 to 2012. WTO only releaties AMS data by 2008, and this research onlyae#s the
AMS data from 2002 to 2008. The commitment of Chamdering WTO is the domestic support to agriceltur
limited to 8.5% of the total value of productiorhé dotted curve in figure 1 represents the limit.

3.1 Value of PSE is more than AMS

As shown in figure 1, the curve of AMS stays belihe curve of PSE, and the distance between theniaai®us
with an enlarging trend. As discussed in the pnevisection, the calculation method for MPS by OE@D WTO is
different. AMS is based on the government admiati&in price and 1986 to 1988 base period price|leMASE
calculates the difference between farm gate pnicklmorder price. The fluctuation of former is I¢isan the latter.
Thus, agricultural support level in China is legsAMS than the one by PSE.
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Fig.1 The agricultural support level assessment by SE and AMS
Data Resources: OECD, WTO

3.2 The PSE indicator over-valued agricultural supprt levels in China

The OECD method on agricultural support measurernsessigned based on the economy environment ankietn
features in the developed countries. China isatilbveloping country and there is a half selfisigffit status in the
rural economy. The self-sufficient food consumptienlarged the support level assessed by PSE. Bedide
administrative organization in China is relativese and low efficient. Rent-seeking behavior comignerists. The
effect of agricultural support policies is reduadating the implementation. Thus, PSE indicator ovelued the
agricultural support levels in China.

3.3 AMS indicates plenty space for the increase afjricultural support in China

According to the China’'s commitment to WTO, the @stic support on agriculture cannot surpass 8.5%6taf

value of production. As shown in figure 1, befo@2, AMS are negative values, which indicates #waiculture

did not only receive support from industry, but pog industrialization in these years. After 200 total support
value kept increasing. In 2007, the growing spemlarated but the overall level is low. There Hgdistance to
reach the limit of domestic support. Thus, by thBI\ indicator, China has plenty space for the growth
agricultural support levels.

SUGGESTIONS TO AGRICULTURAL SUPPORT MEASUREMENT AND POLICIES IN CHINA

According to the discussion above, suggestionshéonheasurement and policy making for China’'s agrical
support are proposed as below.
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4.1 Apply both methods as the reference for policgnaking

As the major measurement methods, both PSE and A#8 to be introduced to assess the agricultugpat
levels in China. As PSE over values the supporlgein developing countries, the absolute valu€$8E is not
considered but the change of it could reflect thengie of effect from agricultural support policies.

4.2 Accelerate the growth of agricultural support

According to the AMS data, the level of agriculiusapport has not reached the limit of 8.5%. CHiaa a large
rural population. The value of support per capitdow. The growth of agricultural support should dielerated
under the capacity of government budget.

4.3 Concentrate on the support in green box and praote the competitive of agriculture

According to the PSE data, the agricultural suppodupied 17% of the farm income in 2012, whichpproaching
the average value of 19% in OECD countries[7]. &lthh the OECD method over values the support level
developing countries, the structure of support Ehdne noticed. From the perspective of long tergricaltural
support in China should focus on GSSE, or the gbeenby WTO, to promote the consistency and cortipetiess
of agriculture.

4.4 To set reasonable support level targets and addhe unnecessary financial stress to government

China has to set up its own assessment methodd basthe approaches by OECD and WTO. The measutemen
method should reflect the rural economy featuredemeloping countries. Based on the assessmeegsomable
target for support should be proposed to ensurguede support to agriculture to provide incentiweagricultural
producers, and avoid extra unnecessary supporhwhéy waste the fiscal resources.
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