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Executive Summary

This report monitors and evaluates government support to agriculture in seven
emerging economies during 2006-08: Brazil, Chile, China, India, Russia, South Africa and
Ukraine. While the economic importance of the agricultural sector is falling relative to
other sectors in these countries, the sector continues to play a vital role in providing
employment and contributing to food security. Although weather conditions can cause
large short-term fluctuations, over the longer-term both agricultural production and, in
particular, agro-food trade are growing rapidly. Brazil, Chile, India and Ukraine are net
exporters of agro-food products, while China and Russia are net importers.

The three-year period from 2006 to 2008 was characterised by extreme volatility in
international prices

International oil prices rose sharply in 2006-07, resulting in a substantial increase in the
cost of energy based inputs such as fuel, fertiliser and irrigation. In the second half of 2008,
downward pressure on commodity prices was exerted by the global financial crisis. This
pressure is likely to intensify should the crisis lead to a global recession.

Governments responded to the sharp rise in food prices with wide-ranging policy
measures. While some of them, such as raising interest rates, were introduced to reduce
demand, most were implemented to increase or at least ensure supply. The most common
response was to lower or suspend import tariffs and other taxes on food products. Those
countries with state-held stocks released them into the domestic market. Chile and South
Africa focused on transfers, either in cash or food, targeting directly those households who
were most adversely affected by the rise in food prices.

China, India, Russia and Ukraine introduced taxes or quantitative restrictions on
exports of certain agricultural products. The use of such measures during 2007 and 2008
drew attention to the minimal disciplines imposed on export barriers by WTO rules and
raised several concerns. While potentially increasing the supply of specific products to the
domestic market, export barriers reduce supply on the world market, placing further
upward pressure on prices in importing countries. They can impede the transmission of
price signals to domestic producers, reducing the market incentives to expand production.
Moreover, export restrictions may potentially undermine trust in trade, encourage other
countries to adopt policies driven by inefficient self-sufficiency objectives and provide
incentives for speculative activities.

In some cases, governments also sought to stimulate the long term supply of
agricultural commodities by increasing input subsidies, particularly for fertilisers. Such
measures, however, may also have negative consequences. Input subsidies can encourage
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higher consumption than would have otherwise been the case and, in some instances, may
be associated with inefficiencies and serious environmental damage. Consequently, the
report recommends that any increase in input subsidies associated with short-term
shortfalls should be made time bound or linked to the actual input cost, so the subsidy is
reduced when the input cost comes down.

For the period 2005-07, estimates of government support to producers as a per cent of
gross farm receipts (%PSE) were: Chile (4%), Brazil (6%), South Africa (6%), China (9%),
Ukraine (9%) and Russia (14%). While the OECD has not yet estimated support indicators
for India, evidence from other studies suggests the level of producer support would be in
the range of 10%-20%. These levels of producer support are below the OECD average of 26%.
Since the beginning of the current decade, the level of producer support has remained
relatively stable in Chile, Brazil and South Africa, increased in China and Russia, and
fluctuated in Ukraine.

In addition to the level of support, the composition of support (  the way in which
transfers are provided to farmers) is also relevant, due to the diverse effects of different
instruments on production, trade, income and the environment. The composition of
producer support in the emerging economies is dominated by transfers based on either
commodity output (market price support [MPS] and payments based on output) or input use.
These are considered to be most production and trade distorting, and are less efficient at
transferring income to producers. In comparison with OECD countries, very little use is
made of payments based on other factors such as land, animals or income.

Annual changes in the level of support are primarily driven by changes in the value of
transfers arising from MPS, which are affected by changes in the quantity of production,
international prices and exchange rates, as well as policy measures such as tariffs,
minimum guarantee prices and export subsidies. Failure to reach agreement in the WTO
Doha round of negotiations has meant there has been little pressure to change these policy
measures. Only in Ukraine, as a consequence of its accession to the WTO in 2008, has there
been a noticeable decrease in tariffs for highly supported commodities such as pigmeat,
poultry and sugar.

In terms of payments based on input use, Brazil, India and Russia expanded producer
access to concessional credit in 2006-08 to encourage investment or enable producers to cope
with falling incomes. At the same time, new debt rescheduling and - in some cases - debt
write-offs are envisaged in Brazil, India and Ukraine. While access to credit is vital for the
further development of agriculture in emerging economies, the report recommends that
governments review and remove barriers to private sources of credit. Debt rescheduling,
done on an basis, can damage the discipline of credit systems and create an
expectation on the part of farmers that the government will bail them out in the event of
future payment difficulties.
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ASEAN Association of South East Asian Nations
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BNDES National Bank for Economic and Social Development (Brazil)
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