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Abstract. Government policies are more important and pervasive than natural endowments in determining 

competitiveness of agri-food sector. One of the most important policy areas are agricultural policies. The aim of 

this paper is to identify the differences in levels and structures of support for agricultural producers in the EU 

and US over the 1986-2016 period. The study relies on data retrieved from the “Producer and Consumer 

Support Estimates Database” of the OECD. The following indicators of agricultural support were used: 

TSE, % TSE, PSE, % PSE, MPS, GSSE, TCT, NAC and NPC. Both the EU and the US still heavily support their 

agricultural sectors. However, positive developments took place in the structure of support which means a 

gradual substitution of price support measures with payments having less distortive effects on market and 

trade processes. Irrespective of changes to the nature of support, which have already taken place, it may be 

assumed that in the economies considered, there is still a potential to introduce less trade distorting and more 

market oriented policies. The EU provides the agricultural producers with twice as much support (measured 

with the % PSE index) as the US, and the EU market is covered by stronger customs protection measures. 

Having this in mind, it may be assumed that in the context of potential liberalization of the EU-US bilateral 

trade (and/or world trade) and the progressive reduction of support for the domestic agricultural sector, the 

expected trade creation effect (stronger in the US than in the EU) could drive the strengthening of the US 

international competitive position.  
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Introduction 

The EU and the US are the largest players of world trade in agri-food products. In 2016, the 

value of agri-food exports from the EU and from the US was USD 521.4 billion and 

USD 135.6 billion, respectively, representing nearly 38 % and 10 % of world exports (UNCTADstat, 

2018). However, considering that the Single European Market (SEM)1 represents almost ¾ of the 

EU’s trade flows, and taking account only of trade volumes with non-EU countries 

(USD 137.5 billion in 2016), the shares of the countries considered in the global food trade were at 

a nearly equal level of around 10 %. On one hand, despite a relatively small value of bilateral 

trade, the EU and US are important trade partners (Pawlak K., 2017), but on the other, they 

compete with each other.  

According to Bienkowski (1995), the macroeconomic determinants of international competitive 

capacity include the national socio-economic system and government policy, next to the size, 

quality, structure and efficiency of owned production resources and the ability to impact the 

international economic environment. The importance of the government policy for the development 

of competitive advantages of the agri-food sector is also noted by Dunmore (1986), Brinkman 

(1987), Harrison and Kennedy (1997), Van Duren, Martin and Westgren (1991)2, Abbott and 

Bredahl (1994), and Prus and Drzazdzynska (2017). As emphasized by Dunmore (1986), 

government policies are more important and pervasive than natural endowments in determining 

competitiveness and comparative advantage, especially in the longer term, when they become the 

source of the “dynamics” of comparative advantage. According to the author, the three most 

important policy areas are: domestic macroeconomic policies, domestic farm policies, and foreign 
                                                   
1 The high share of intra-EU flows in the EU’s agricultural exports is primarily determined by geographic proximity of EU states and absence of 

mutual trade barriers. That trade pattern is also largely affected by similar dietary habits and food marketing systems (Reed M.R., 2001). 
2 According to Van Duren, Martin and Westgren (1991), the government’s impact on the business environment with various types of policies is 

equivalent to factors controlled by government or, in other words, factors beyond the control of competing firms (Reiljan J., Hinrikus M., Ivanov A., 
2000).  
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trade and agricultural policies (Dunmore J. C., 1986). Abbott and Bredahl (1994) also pay 

considerable attention to trade and agricultural policies as the determinants of international 

competitiveness of the agri-food sector. In the context of the on-going rivalry in the international 

agricultural market, and considering the agricultural policy as a primary determinant of 

competitiveness of the agri-food sector, it is necessary to ask the question about the level and 

structure of agricultural support in the countries playing the key role in world trade. Therefore, the 

aim of this paper is to identify the differences in levels and structures of support for agricultural 

producers in the EU and US over the 1986-2016 period.   

Data and research methods 

This study relies on data retrieved from the “Producer and Consumer Support Estimates 

Database” of the Organization for Economic Cooperation and Development (OECD). The purpose of 

indicators published in the Database is to assess the impact of agricultural and trade policy 

measures on agricultural producers and food consumers. Both the budget transfers allocated to 

individual producers and the payments to the agricultural sector as a whole are covered by the 

indicators. The support resulting from the operation of tools which lead to a price gap between the 

domestic and global market is also included in (Poczta-Wajda A., 2017). Published annually, these 

indicators are the only internationally comparable, complete and widely available source of 

information about agricultural support levels in developed countries1 (Poczta-Wajda A., 2013). 

This paper uses the following available indicators (OECD, 2016; OECD, 2017): 

 Total Support Estimate (TSE) – the annual monetary value of all gross transfers from taxpayers 

and consumers arising from policy measures that support agriculture. It is calculated as the sum 

of Producer Support Estimate (PSE), General Services Support Estimate (GSSE), and Transfers 

to Consumers from Taxpayers (TCT). For reasons of comparability between countries, the 

Percentage TSE ( % TSE) is calculated which shows TSE transfers as a percentage of GDP; 

 Producer Support Estimate (PSE) – the annual monetary value of gross transfers from 

consumers and taxpayers to agricultural producers, measured at the farm gate level, arising 

from policy measures that support agriculture. It includes Market Price Support (MPS); 

payments based on inputs use; payments based on current or non-current area planted, animal 

numbers, farm receipts or farm income (production required or not required); and other 

transfers. For reasons of comparability between countries, the percentage PSE ( % PSE) is 

calculated which refers to PSE transfers as a share of gross farm receipts; 

 Market Price Support (MPS) – the annual monetary value of gross transfers from consumers and 

taxpayers to agricultural producers arising from policy measures that create a gap between 

domestic market prices and border prices of a specific agricultural commodity, measured at the 

farm gate level; 

 General Services Support Estimate (GSSE) – the annual monetary value of gross transfers to 

general services provided to agricultural producers collectively (such as agricultural knowledge 

and innovation system, inspection and control, development and maintenance of infrastructure, 

marketing and promotion, cost of public stockholding and miscellaneous items), arising from 

policies that support agriculture. The GSSE does not include any transfers to individual 

producers; 

                                                   
1 Since 1986, support indicators have been calculated each year for all OECD member countries, including EU countries considered globally. Also, 

since 1995, OECD has consistently extended the subjective scope of its statistics with non-member countries, including developing countries. There 
are: Brazil, Colombia, China, Costa Rica, Indonesia, Kazakhstan, Philippines, Russia, South Africa, Ukraine, and Viet Nam.   
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 Transfers to Consumers from Taxpayers (TCT) – the annual budgetary payments to consumers 

that are given for the specific purpose of compensating them for the higher prices they pay for 

agricultural products that result from policies that support producer prices. The TCT is obtained 

from the information on budgetary expenditures; 

 Producer Nominal Assistance Coefficient (NAC) – the ratio between the value of gross farm 

receipts (including support) and gross farm receipts valued at border prices (measured at farm 

gate). It specifies how many times more do farmers earn than they would without state 

intervention; 

 Producer Nominal Protection Coefficient (NPC) – the ratio between the average price received by 

producers at farm gate (including payments per tonne of current output and excluding price 

levies based on output) and the border price (measured at farm gate). It measures the 

distortion of domestic prices. 

The timeframes of this study were determined by the availability of data, extending from 1986 

to 2016, split into three three-year periods: 1986-1988, 1995-1997 (first years of implementing 

the Agreement on Agriculture entered into under the GATT/WTO Uruguay Round Final Act whose 

assumptions included limiting the levels and increasing discipline in the use of domestic support 

measures for the agriculture, while providing the countries with a broad range of support measures 

that take account of specific conditions of agricultural production), and 2014-2016. 

Research results and discussion 

The TSE is the OECD’s broadest indicator of agricultural support. Over the past decades, both 

the US and the EU have provided substantial government support for their agricultural sectors. In 

absolute terms, from 2014 to 2016, the total costs incurred by the society to finance agricultural 

support in EU countries was USD 115.9 billion, on average, representing 36 % of total transfers 

allocated for that purpose in OECD countries (Table 1). In the US, the average annual value of 

transfers to the agricultural sector and agricultural producers was by nearly ¼ smaller (USD 88.4 

billion) than in the EU in that period. However, at the same time, it was more than 80 % higher 

than agricultural support allocated in 1986-1988. An important insight is provided by the analysis 

of TSE expressed as a percentage value. Despite the growth of support delivered to the agricultural 

sector and producers in absolute terms, the overall burden of agricultural support on the EU and 

US economies has declined since the mid-1980s, as measured by total support as percentage of 

GDP. In the EU countries (considered as a union between 28 Member States), the total agricultural 

support went down from 2.6 % of GDP in 1986-1988 to 0.7 % of GDP in 2014-2016 whereas in the 

US, the share of transfers to the agricultural sector and agricultural producers in GDP declined from 

1.0 % to 0.5 % over the same period. But public policy support continues to be important for the 

agricultural sectors of the EU and USA. In those countries, the ratio of TSE to the total production 

value (at farm gate) was around 31 % and 23 %, respectively, compared to 27 % in the OECD 

countries. The ratio between TSE and agricultural value added in both economies under 

consideration was close to the OECD average of 39 % (OECD, 2017). 

In the EU, policy transfers to individual producers (PSE) are the major component of total 

support. In the EU, throughout the study period, the share of PSE in the total value of monetary 

transfers from taxpayers and consumers to the agricultural sector and agricultural producers 

remained at a level of around 88 %; in 2014-2016, it was twice higher than in the US (43 %; 

Table 2). It should be noted that 1986-2016 was a period of considerable evolution in the structure 
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of financial support for the US agricultural sector. The importance of gross monetary transfers from 

taxpayers and consumers to agricultural producers declined by 30 percentage points. This was 

accompanied by the growing importance of mechanisms supporting the demand for foodstuffs 

(TCT), which also provide indirect support to agricultural producers. That indicator went up from 

21 % in 1986-1988 to 47 % in 2014-2016. In this respect, the US follow a globally unique policy 

for the support of the agricultural sector and agricultural producers. In 2014-2016, according to 

OECD data, the average value of food aid schemes (which is approximated by TCT) was by nearly 

USD 3.0 billion higher than the value of agricultural producers support measured with PSE. In that 

period, the value of support delivered to US agricultural producers (PSE) was USD 38.4 billion, 

whereas USD 41.3 billion were allocated to national food aid schemes (TCT). Meanwhile, in the EU, 

the level of measures designed to support food consumption was almost USD 1.2 billion, compared 

to USD 101.8 billion allocated to transfers for agricultural producers (Producer and Consumer 

Support Estimates Database, 2018). Therefore, it may be assumed that PSE is not fully reliable in 

the case of the US, as it fails to take account of measures designed to support food consumption 

which exceed the value of support allocated to agricultural producers. In the economies considered, 

the importance of total transfers allocated to the sector (GSSE) was comparable throughout the 

study period, representing 10-11 % of total support1 in 2014-2016 (Table 2). 

Table 1 

Support to agriculture in the OECD countries, EU and US in 1986-2016 

Specification 
1986-1988 1995-1997 2014-2016 

OECD EU US OECD EU US OECD EU US 

TSE 
(million USD) 

258 
483 

111 
515 

48 
534 

319 
438 

132 
543 

48 
292 

319 
383 

115 
911 

88 
449 

TSE % 2.40 2.60 1.00 1.40 1.40 0.60 0.60 0.70 0.50 

PSE % 36.50 39.20 21.20 30.40 33.80 11.90 18.20 19.60 9.50 

NAC 1.57 1.64 1.27 1.44 1.51 1.14 1.22 1.24 1.10 

NPC 1.51 1.69 1.12 1.31 1.33 1.06 1.10 1.05 1.03 

Source: author’s calculations based on Producer and Consumer Support Estimates Database (2018) 

Table 2 

Composition of the Total Support Estimate in the EU and US 
in 1986-2016 ( %) 

 Specification 
1986-1988 1995-1997 2014-2016 

EU US EU US EU US 

TSE, including: 100.0 100.0 100.0 100.0 100.0 100.0 

PSE 87.3 72.8 88.2 53.0 87.9 43.4 

GSSE 8.2 6.4 8.1 8.8 11.1 9.9 

TCT 4.5 20.8 3.7 38.2 1.0 46.7 

Source: author’s calculations based on Producer and Consumer Support Estimates Database (2018) 

One of the most widely adopted indicators of agricultural support is PSE expressed as a 

percentage ratio of financial support to the total receipts of agricultural producers. In EU countries 

and in the US, the levels of agricultural producers support have considerably declined over the last 

30 years, from 39.2 % to 19.6 % in the EU and from 21.2 % to 9.5 % of the agricultural 

producers’ receipts in the US2 (Table 1). Unlike in the US, the EU witnessed a stronger decrease in 

                                                   
1 For a broader discussion on the levels and structure of support for services provided to agricultural producers collectively in countries at various 

levels of economical development, including the EU and US, see Kulyk (2013). 
2 Note that support for the US agricultural producers, measured with %PSE, fluctuates strongly because many of the local measures are of an anti-

cyclical nature and are increasingly used when prices drop in the global market. This was the case, for instance, in 1999 where the %PSE reached 
nearly 36 % (Producer and Consumer Support Estimates Database, 2018).  
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the PSE percentage ratio after 1995, with the most intense downward trend being observed in 

2002-2016. In that period, the level of support for agricultural producers dropped by nearly 

13.5 percentage points (Figure 1). It is worth noting that although the Agreement on Agriculture 

requires the signatories to restrict their support measures, the levels of % PSE did not significantly 

change in the EU upon completion of the implementation period (1995-2000 in the developed 

countries). On the contrary, a slight growth was experienced in the US. In 2000, the % PSE ratio in 

the EU and US was 33.2 % and 22.7 %, respectively, which is 6 percentage points less and 

1.4 percentage points more than the average levels recorded in 1986-1988 (the reference period 

for support reduction). The underlying reason could be the division of support measures into three 

boxes: the green box, blue box and amber box. The restrictions implemented under WTO 

agreements would only be applicable to amber box instruments which directly impact the 

production and considerably distort market processes (support measured with AMS, the Aggregate 

Measurement of Support). Meanwhile, PSE covers a broader scope of support measures classed in 

all three boxes as well as de minimis payments (Poczta-Wajda A., 2013).  
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Source: author’s calculations based on Producer and Consumer Support Estimates Database (2018) 

Fig. 1. Evolution of Producer Support Estimate in 1986-2016  
(percentage of gross farm receipts) 

This fact is proven by the analysis of the structure of support for agricultural producers 

measured with PSE in the countries covered by this study (Table 3). In the EU, already during the 

implementation period of the Agreement on Agriculture (1995-1997), there was a considerable 

reduction of price support (MPS) classed in the amber box. Price support leads to a distortion of 

domestic prices and, in the case of countries with a high share in world exports (such as the EU 

and US), of global prices. In the EU, agricultural policy measures responsible for the gap between 

the price obtained by agricultural producers and the global price represented 85 % and 57 % of 

PSE in 1986-1988 and in 1995-1997, respectively. In the US, the level of price support in that 

period (44 % of PSE) was lower than in the EU. However, compared to the 1986-1988 reference 

period, it grew by 10 percentage points. Only in 2000, it reached 30.9 % (Table 3; Producer and 

Consumer Support Estimates Database, 2018). In 2014-2016, the importance of agricultural policy 

measures characterized by MPS (considered to be the most distortionary for trade and market 
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processes) was even lower, fluctuating around 20 % and 27 % in the EU and US, respectively. In 

turn, the instruments based on direct support of agricultural incomes grew in importance. Initially, 

in the EU, these were payments based on current area, animal numbers, farm receipts or farm 

income by which production is required (with an average share in the PSE structure of 32 % in 

1995-1997), and subsequently payments based on non-current area, animal numbers, farm 

receipts or farm income by which production is not required (42 % of PSE on average in 

2014-2016; Table 3). Changes observed in the structure of EU agricultural support reflected the 

two key CAP reforms from 1992 and 2003. First, compensatory payments were established as a 

part of MacSharry reforms. Afterwards, they were replaced by a new system of direct decoupled 

payments. In the 2014-2016 period, compared to levels recorded in 1995-1997, payments based 

on current area, animal numbers, farm receipts or farm income have been cut by almost two-thirds 

in favour of direct payments based on non-current criteria without production requirements (OECD, 

2017). In the US, there was also a trend towards payments which are less coupled with production 

decisions. As regards support instruments with a less distorting effect on trade and market 

processes, the US also used payments based on input use in addition to the two instrument 

categories listed above. In 2014-2016, the US recorded a similar share of these three PSE 

components (at a level of 21-24 % of PSE; Table 3).  

Table 3 

Composition of the Producer Support Estimate in the EU and US 
in 1986-2016 ( %) 

Specification 
1986-1988 1995-1997 2014-2016 

EU US EU US EU US 

PSE, including: 100.0 100.0 100.0 100.0 100.0 100.0 

  MPS 84.9 34.0 57.3 44.3 20.3 27.2 

  Payments based on input use 5.2 20.0 7.0 25.9 13.4 21.9 

  Payments based on current 
A/An/R/I, production required 

3.6 34.6 31.6 7.1 21.6 20.6 

  Payments based on non-current 
A/An/R/I, production required 

0.0 0.0 0.0 0.0 0.1 0.0 

  Payments based on non-current 

A/An/R/I, production not 
required 

0.0 1.0 0.0 14.9 42.0 24.3 

  Others 6.2 10.5 4.0 7.8 2.6 6.0 

A/An/R/I - Area planted, animal numbers, receipts/income 

Source: author’s calculations based on Producer and Consumer Support Estimates Database (2018) 

The conclusions from the analysis of %PSE levels and dynamics are supported by the Producer 

Nominal Assistance Coefficient (NAC) analysis. From 1986 to 2016, a strong decrease in the 

importance of financial support for the total receipts of agricultural producers was observed (in the 

US and the EU, it was more noticeable before and after 1995, respectively). Afterwards, in 

mid-2010s, the agricultural receipts in the EU and the US was (respectively) by nearly 25 % and 

10 % higher than that the farmers would earn without state aid, compared to 65 % and 27 %, 

respectively, in the 1986-1988 period (NAC coefficient; Table 1). The author has noted that despite 

the convergence of NAC coefficients in the study period, the financial instruments supporting the 

agricultural receipts were slightly more important in the EU than the average OECD level. However, 

both the EU countries and the US made greater use of instruments supporting the producers’ 

incomes than of instruments distorting the price level in domestic markets (NAC>NPC). Moreover, 

the support went mainly to large producers, while the income of smaller farmers did not 
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substantially improve (Swinnen J. et al., 2000; Olper A., 2001; Boulanger P., 2010; Anderson K. 

et al., 2013; Poczta-Wajda A., 2014). The NPC values compare prices received by countries’ 

producers on average with those prevailing on world markets. It can be noticed that the level of 

price distortions was generally falling over the period 1986-2016, and prices received by producers 

both in the EU and US were more closely aligned with those prevailing on world markets, as 

countries provide a larger share of support through less distorting measures1. This was reflected by 

the decreasing share of price support (MPS) in the PSE structure of countries covered by this study 

(Table 3). For the EU countries, effective producer prices were, on average, 5 % higher than the 

world market prices in 2014-2016, compared with around 70 % higher in the mid-1980s (Table 1). 

The US have made a less substantial progress in aligning process. However, already in the 1986-

1988 period, prices obtained by the US agricultural producers were only 12 % higher, on average, 

than world prices. Finally, in 2014-2016, that gap reached 3 %. With an uneven scale of the 

converge process, the gap between domestic and world prices has narrowed in both analysed 

economies, meaning that market signals are becoming more important for producers’ decisions 

(OECD, 2017).  

Conclusions, proposals, recommendations  

1) Over the past decades, both the US and the EU have provided substantial government support 

for their agricultural sectors. Although in 1986-2016 the overall burden of agricultural support 

on the EU and US economies has declined, as measured by total support as percentage of GDP, 

public policy support continues to be important for the agricultural sectors of the EU and US.  

2) The declining levels of support for EU and US agricultural producers were also reflected by the 

decreasing values of %PSE. Over the last 30 years, the share of financial support in total 

receipts of EU agricultural producers has considerably decreased, from 39.2 % in 1986-1988 to 

19.6 % in 2014-2016. And yet, it was nearly twice as high as in the US (9.5 % in 2014-2016 

compared to 21.2 % in 1986-1988). However, it may be assumed that PSE is not fully reliable 

in the case of US, as it fails to take account of measures designed to support food consumption 

(TCT) which exceed the value of support allocated to agricultural producers. Therefore, it may 

be concluded that the US consumers thus become net beneficiaries of agricultural support 

programs whereas the burden of financial support for agricultural producers imposed on the EU 

consumers is usually heavier than what they receive in off-setting benefits.  

3) In mid-2010s, the agricultural receipts in the EU and the US were (respectively) by nearly 25 % 

and 10 % higher than that the farmers would earn without state aid, compared to 65 % and 

27 % (measured with the NAC coefficient), respectively, in the 1986-1988 period. However, in 

both economies covered by this analysis, the structure of support has undergone some positive 

developments: the price support measures have been gradually substituted with payments less 

distorting to the trade and market processes. As a consequence, prices in domestic markets of 

these countries have moved ever closer to the world price level. Irrespective of changes to the 

nature of support which have already taken place, it may be assumed that in the economies 

considered, there is still a potential to introduce less trade-distorting and more market-oriented 

policies.  

4) Higher levels of support for EU agricultural producers are accompanied by higher levels of 

customs protection of the EU market. Having the above in mind, it may be supposed that (in the 

                                                   
1 Some authors, however, doubt the effectiveness of these reforms (Cf. e.g. Tangermann S., 2004). 
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context of the potential resumption of negotiations intended to deepen the transatlantic 

economic ties and/or to overcome the impasse in multilateral WTO negotiations) the US, 

expecting a stronger export-driving effect on the economy than in the EU, would be the ones to 

press harder for an extensive liberalization of trade and for a progressive reduction of domestic 

support for the agricultural sector. This is because the expected trade creation effects, stronger 

than in the EU, may drive the strengthening of the US competitive position in bilateral and 

global trade. 
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