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ABSTRACT

Farming is one of the most important social and economic foundation stones of Iranian life and culture.

The agricultural sector makes a significant contribution to the national economy and is an important source

of employment. Agricultural policies over the last two decades has long been characterized by domestic and

border interventions aimed at achieving self-sufficiency in food production and providing food to consumers

at low prices. To achieve these goals the Government of Iran has implemented various policies including;

import restrictions, input subsidies, price support, marketing controls, and export restrictions. It is useful to

have the quantitative comparison of agricultural protection in Iran and other countries to examine the current

level of protection which may exists for agricultural sector. The investigation period covers the years from

1993 to 2004 and the required data is gathered from various sources e.g. Central Bank of Iran, FAO, Ministry

of Agriculture. An evaluation of PSE and TSE indicates that Iran is a country with a high level of support for

agricultural producers. The percentage PSE in Iran, at 64 percent on average in 2000-2004, is much higher than

the OECD average (i.e. 31percent) and is the close to Japanese and Korean PSE percentage (i.e. 58 and 64

percent) . The broadest indicator of support representing the sum of transfers to agricultural producers (PSE),

expenditure for general services (GSSE), and direct budgetary transfers to consumers, reached 83 billion Dollars

per year in 2001-2005 which is almost equivalent to 13.4percent of Iran’s GDP in this period. This is much

higher than the OECD average and suggests a relatively high burden of agricultural support on Iran’s economy. 
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Introduction

Iran is primarily an agricultural country. The agricultural sector makes a significant contribution to the

national economy and is an important source of employment. Iran has a total area of 1,648,000 square

kilometres, of which approximately 51 million hectares is potentially capable of supporting agriculture. Out

of 51 million hectares only 18 million hectares are cultivated at the present time. 

According to the latest national agricultural census undertaken by the Statistics Centre of Iran, the total

population was about 60 million approximately 38 percent of the people live in rural areas and 23 percent are

engaged in agricultural activities.

During the early period after revolution in 1979, the policy concentration was on the attainment of rapid

economic growth to consolidate the economic base of the country upon which the socio-economic objectives

were to be achieved. Policy in this sector has been driven mainly by self-sufficiency; import and export

controls, together with domestic support, have been used to ensure that domestic supplies meet domestic

demand. The agricultural sector has been shielded from foreign competition by tariffs and/or non-tariff barriers,

including quantitative restrictions, import licensing, price controls (on inputs and final goods), and marketing

restrictions. Due to geopolitical considerations, Iran places emphasis on maintaining high levels of self-
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sufficiency in order to provide for food and security, ensuring farmers a decent livelihood and relying on

imports from developing countries. Thus, in addition to price supports and input subsidies to ensure

remunerative prices for farmers and reduced costs of production, the Government has put in place procurement

and distribution measures to ensure supply of essential foods to the population through a public distribution

system.

The government of Iran through subsidy tries to reduce the price paid by farmers for inputs such as

fertilizer, pesticides, feed, seeds, machinery, energy, water, insurance, credit and infrastructural facilities. The

support of farm product prices, have often been viewed as an instrument for raising farm income. Farm Price

Supports are said to improve rural welfare because farmers are believed to constitute the poorer section of the

country. Another rationale for farm price policy support is to provide the incentive to farmers to increase

production of given corps.

Price policy in Iran is also viewed as an instrument of stabilization and reducing mean of year-to-year

price fluctuation. Price policy has also been viewed as an instrument to speed up the process of economic

development. The most obvious effect of agricultural price policy is on the production of the affected crops.

PSE is an indicator of the annual monetary value of gross transfers form 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 measures support

arising form policies targeted at agriculture relative to a situation without such policies ,i.e.; one in which

producers are subject only to general policies (including economic, social, environmental and tax policies) of

the country. Although the PSE is measured net of producer contributions to help to finance a support policy

(e.g., through a levy on production) it is fundamentally a gross concept because any costs associated with those

policies, and incurred by individual producers, are not deducted. It is also a measure of nominal assistance in

the sense that increased costs associated with import duties on inputs are not deducted. The PSE includes both

import duties on outputs or inputs, tax exemptions and budgetary payments, including those for remunerating

non-marketed goods and services. The indicator measures, therefore, more than just the ''subsidy element".

Although farm receipts (revenue) are increased (or farm expenditure reduced) by the amount of support, the

PSE is not in itself an estimate of the impact on farm production or income.

In Iran and many other developing countries, governments rely on price-based measure more than on

budgetary payments to achieve agricultural policy objectives defined to include price stabilization or food self-

sufficiency. Assessing the effects of these price-based measures is thus important to evaluating whether

agriculture is being protected or disprotected by commodity or in the aggregate. This aspect of producer

support estimates (PSEs) is simple to describe conceptually but difficult to evaluate well empirically. 

The analysis of agricultural policy often includes the estimation of overall effects on the performance of

domestic agriculture. The best known and internationally adopted method to appraise the effect of all policy

instruments is indicators of agricultural support developed by the OECD.

It is useful to have the quantitative measure of agricultural protection to evaluate the current level of

protection that exists for major agricultural commodities. In this paper, we measure the PSE (Producer Support

Estimate), TSE (Total Support Estimate) in Iran and will compare it with the PSE measured in selected

countries. 

Method and material

In order to get a reliable data, it was decided to gather the required information from various sources and

double check the data. Thus, the data is obtained from national data published by the Central Bank of Iran,

Ministry of Agriculture, Budget and Planning Organization and FAO Database. The investigation period covers

the years from 1993 to 2004.  

Various indicators of agricultural protection can be computed to measure the degree of support of the

agricultural sector as a whole and of important commodities individually. In this study the evaluation is based

on the indicators of agricultural support developed by the OECD, including the Producer Support Estimate

(PSE), Consumer Support Estimate (CSE), General Services Support Estimate (GSSE) and Total Support

Estimate (TSE) .

The Producer Support Estimate (PSE) is an indicator of the annual monetary value of gross transfers form

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 measures support arising form policies targeted at agriculture relative to a situation without

such policies ,i.e.; one in which producers are subject only to general policies (including economic, social,

environmental and tax policies) of the country. Although the PSE is measured net of producer contributions

to help to finance a support policy (e.g., through a levy on production) it is fundamentally a gross concept
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because any costs associated with those policies, and incurred by individual producers, are not deducted. It is

also a measure of nominal assistance in the sense that increased costs associated with import duties on inputs

are not deducted. The PSE includes both import duties on outputs or inputs, tax exemptions and budgetary

payments, including those for remunerating non-marketed goods and services. The indicator measures, therefore,

more than just the ''subsidy element" (OECD, 2002).

The Market Price Support (MPS) is an indicator of the annual monetary value of gross transfers from

consumers and taxpayers to agricultural producers arising form policy measures that create a gap between

domestic market prices and border prices of a specific agricultural commodity, measured at the farm-gate level.

The MPS, which is conditional on the production of a specific commodity, includes the transfer to producers

associated with both production for domestic use and export. It is measured by the price gap applied to current

unlimited production (a. Based on unlimited output): or, where restrictions on output apply, to current limited

production (b. Based on limited output). The MPS is net of financial contributions form individual producers

through producer levies on sales of the specific commodity or penalties for not respecting regulations such as

production quotas (c. Price levies). In the case of livestock production, it is net of the market price support

on domestically produced coarse grains and oilseeds used as animal feed (d. Excess feed cost). 

The General Services Support Estimate (GSSE) indicator of the annual monetary value of gross transfers

to general services provided to agriculture collectively, arising from policy measures which support agriculture,

regardless of their nature, objectives and impacts on farm production, income, or consumption of farm products.

These payments to eligible private or public general service are provided to agriculture generally and not

individually to farms. They include payments for collective agric-environmental action and taxpayer's transfers

for the following purposes;: improving agricultural production (I. research and development); agricultural

training and education (j. agricultural schools); control of quality and safety of food, agricultural inputs and

the environment (k. inspection services); improvement of off-farm collective infrastructures, including

downstream and upstream industry (l. infrastructures); assistance to marketing and promotion (m. marketing

and promotion); meeting the costs of depreciation and disposal of public storage of agricultural products (n.

public stockholding) and other general services that cannot be disaggregated and allocated to the above

categories due, for example, to a lack of information (o. miscellaneous). Unlike the PSE and CSE transfers,

these transfers are not received by producers or consumers individually, and do not directly affect farm receipts

(revenue) or consumption expenditure, although they may affect production and consumption of agricultural

commodities. 

The consumer Support Estimate (CSE) is an indicator of the annual monetary value of gross transfers to

(from) consumers of agricultural commodities. Measured at the farm-gate level, arising from policy measures

which support agriculture, regardless of their nature, objectives or impacts on consumption of farm products.

The CSE includes explicit and implicit consumer transfers to producers of agricultural commodities, measured

at the farm-gate (first consumer) level and associated with the following market price support on domestically

produced consumption (p. transfers to producers from consumers); transfers to the budget or to importers, or

to both, on the share of consumption that is imported (q. other transfers from consumers); net of any payment

to consumers that offsets their contribution to market price support of a specific commodity (r. transfers to

consumers from taxpayers); and the producer contribution (as consumers of domestically produced crops) to

the market price support on crops used in animal feed (s. excess feed cost). When negative, this indicates

transfers from consumers and measures the implicit tax on consumption associated with policies to the

agricultural sector. Although consumption expenditure is increased (reduced) by the amount of the implicit tax

(payments), this indicator is not, in itself, an estimate of the impact on consumption expenditure. 

Total Support Estimate (TSE) an indicator of the annual monetary value of all gross transfers from

taxpayers and consumers arising from policy measures that support agriculture, net of the associated budgetary

receipts, regardless of their objectives and impacts on farm production and income, or consumption of farm

products. , the TSE is also the sum of the PSE, the GSSE and the transfers from taxpayers to consumers (in

CSE). The TSE measures the overall cost of agricultural support financed by consumers (t. transfers from

consumers) and taxpayers (u. transfers from taxpayers) net of import receipts (v. budget revenues). 

The TSE includes: 

1. the explicit and implicit gross transfers from consumers of agricultural commodities to agricultural

producers net of producers financial contributions (which appear in MPS and CSE)

2. the gross transfers from taxpayers to agricultural producers (in the PSE)

3. The gross transfers from taxpayers to general services provided to agriculture (GSSE) and the gross

transfers from taxpayers to consumers of agricultural commodities (in the CSE). As the transfers from

consumers to producers are included in the MPS, 
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As indicated, the methodology applied in this study is fully consistent with that applied for OECD. As
for other transition or developing economies, the results have to be interpreted carefully bearing in mind

recognized limitations with respect to policy and commodity coverage, and data availability. In addition, the
macroeconomic and institutional framework within which agricultural policy measures have been applied may

have an impact on the results. Thus, the Market Price Support (MPS) element may capture the effects not only
of agricultural policies as such, but also macroeconomic policies (in particular through the exchange rate) and

of imperfect price transmission from the border to the farm gate level. In the case of Iran, with a static
exchange rate, the impact of macroeconomic factors seems to be high.

However, other factors such as a continuing inefficient downstream sector, a large share of agricultural
production consumed on farms (Tian et al., 2002), weak price transmission compared to mature market

economies, and data collection systems lagging behind the changes in the economy, may distort the measured
level of support.

Results and discussions

3.1. Aggregate results

3.1.1. Producer Support Estimate (PSE)

The Producer Support Estimate figures for Iran, OECD and a number of selected non OECD countries
are reported in table 1.

Table 1: Producer Support Estimate (PSE) in Iran and Selected Countries, 1993-2004

country 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Iran 31.5 57.9 73.2 77.8 79.2 91.9 89.7 80.9 66.4 76.5 49.4 47.2

Brazil n.c. n.c. -1 1 1 6 1 4 3 3 4 3

Japan 57 62 61 57 53 57 59 60 57 58 59 56

Korea 73 73 72 64 63 57 65 67 62 65 61 63

M exico 30 23 -5 5 15 18 18 24 19 26 19 17

US 17 14 10 13 13 21 26 24 22 18 15 18

Turkey 23 14 12 15 25 26 23 21 4 20 29 27

UE 38 36 36 33 34 37 39 33 32 34 36 33

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

    

Source: OECD PSE/CSE databases 2005 and results of this research.

Note: n.c means not collected.

Iran Statistical Yearbook 1998-2004.

Fig. 1. Percentage PSEs for Iran and selected countries, average 2001-2004
As per cent of gross farm receipts, Source: OECD PSE/CSE databases 2005.

Iran Statistical Yearbook 1998-2004.
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According to the information given in table 1, the aggregate percentage of producer support estimate in
Iran fluctuated within a range of 31 percent to 76 percent between 1990 and 2002 then falling to 49 percent

in 2003 and 47 percent in 2004. Comparison of producer support for Iran and selected OECD and non-OECD
countries,  indicates that Iran has a high level of producer support. The percentage PSE in Iran, at 64 percent

on average in 2001-2005, is much higher than the OECD average (31 percent) and almost equivalent to
Japanese and Korean one (i.e. 58 and 64 percent respectively). This means that 64 percent of farm gross

receipts have been supported.
Changes in the level of support for Iran are driven mainly by the evolution of support for crop products,

in particular for wheat (Figure 2). The government adopts a special program to increase the supply of grains
in particular for wheat as a strategic crop. The government has applied a guarantee price policy for wheat. The

domestic price set for wheat is much higher than world price.  This price support policy for wheat resulted
in a high level of support for the producers. For example this figure in year 2004 was nearly 86 percent.

It should be noted that the quoted PSE measures from OECD countries are the result of a process of
reduction in their support after the Uruguay Round negotiations. Even then, the current support to the

agriculture in Iran does not appear too high at least when compared with the levels of agricultural support in
the OECD countries before the Uruguay Round.

Fig. 2: Iran’s% PSE by Commodity, average 2001-2004; as per cent of gross farm receipts

Consumer Support Estimate

The Consumer Support Estimate (CSE) is a PSE-related indicator measuring the cost of producer support
to consumers of agricultural products. In the OECD methodology; the consumer is considered as the first buyer

of these products. In the absence of consumer support policies, CSE generally reflects the developments in the
market price support. The CSE figures are calculated using OECD methodology and reported in table 2. 

Information’s in table 2 indicates that an overall low degree of producer support in Iran means that agricultural
support puts a relatively small burden on consumers, but overall taxation of Iran’s consumers through

agricultural policy measures has been growing in more recent years from minus 7.5 percent in 2001 to minus
3 percent in 2004.

Total Support Estimate

The Total Support Estimate (TSE) is the broadest indicator of support, representing the sum of transfers

to agricultural producers (the PSE), expenditure for general services (the GSSE), and direct budgetary transfers
to consumers.

The aggregate TSE in Iran reached 10 billion US$ per year in 2001-2004. The TSE expressed as a
percentage of GDP, indicates the cost that the support to the agricultural sector places on the overall economy.

Between 1993 and 1999, the Iran’s percentage TSE varies between 5 percent and 20 percent and then, after
falling to 13 percent in 2000, it decreased each year and was 7 percent in 2003 and 2004 (Table 3). This

suggests a relatively high burden of the agricultural support on the Iran’s economy. Important factor
contributing to Iran’s high percentage TSE is the high relative PSE in total support (Table 3). 
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Table 2:  Consumer Support Estimate (%CSE) in Iran and Selected Countries, 1993-2004

country 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Iran 31.5 57.9 73.2 77.8 79.2 91.9 89.7 80.9 66.4 76.5 49.4 47.2

Brazil n.c. n.c. -1 1 1 6 1 4 3 3 4 3

Japan 57 62 61 57 53 57 59 60 57 58 59 56

Korea 73 73 72 64 63 57 65 67 62 65 61 63

M exico 30 23 -5 5 15 18 18 24 19 26 19 17

US 17 14 10 13 13 21 26 24 22 18 15 18

Turkey 23 14 12 15 25 26 23 21 4 20 29 27

UE 38 36 36 33 34 37 39 33 32 34 36 33

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

    

Source: OECD PSE/CSE databases 2005 and results of this research.

Iran Statistical Yearbook 1998-2004.

Note: n.c means not collected.

Tab le 3: Iran’s Total Support Agricultural Sector
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Totale Support Estimate(TSE),USD million of which: 3494 8050 17040 20689 22449 23242 46516 37595 8988 14245 9297 9321
Producer Support Estimate(PSE) 3106 7752 16707 20320 22008 22867 46155 37136 8814 14111 9150 9178
General Services(GSSE) 388 297 333 369 442 376 361 459 174 134 146 143
Transfer to consumer from taxpayers 0 0 0 0 0 0 0 0 0 0 0 0
TSE as share of GDP 5 10 15 14 14 13 20 13 11 13 7 7

Level of Producer Support by Commodity

Not withstanding Iran’s aggregate producer support is high; attention to the level of support varies

significantly across commodities. The spread in support levels across commodities is a potential source of

distortion. There is a clear distinction between the levels of support for importable and exportable products

(Figure 2). For the majority of importable, such as wheat, barley, maize and rice, the average level of support

between 2001 and 2004 was high and ranged between 24 percent (maize) and 83 percent (wheat). In contrast,

for the majority of exportable products, such as cotton, potato, onion, saffron and apple, the level of support

was low or even negative, reflecting no explicit policies supporting livestock, gardening producers. 

For example, in 2001- 2004 the government decided to increase production of wheat to attain self-

sufficiency and therefore domestic prices increase higher than world prices and support policy is higher than

other products in period of the study.

Composition of the PSE

As Figure 3 indicates, the level of producer support in Iran is determined predominantly by the Budgetary

Support. However, within budgetary support, a large part of support is provided through input subsidies. While

budgetary support has almost been growing in absolute terms constantly, its share in the aggregate has been

falling in the 2000 and 2004.

However, during the period covered by the study, the contributions of MPS to the PSE varied, in particular

in the 1990s, reflecting fluctuations in the levels of domestic prices relative to world prices. It is worth noting

that the share of MPS in the PSE has substantially increased between 2000 and 2004. 

Conclusions

From the above analysis of agricultural support in Iran, the following general conclusions can be drawn:

a) The mix of measures used to support Iran’s farmers is dominated by market price support and input

subsidies that sometimes market price despite support couldn’t overcome with world prices.

b) Producer support to Iran’s agricultural sector (measured by the PSE) places a relatively high cost on the

Iran’s economy, which is much higher than the OECD average. This is partly due to the economic

importance of agriculture in a relatively poor economy, and partly due to a large expenditure on input

subsidies.

c) The level of support in  year 2000 increased. This may mean that the producer prices started to adjust to

reflect market conditions as well as border protection, in particular for imported commodities. At the same

time, budgetary support tended to increase, which contributed to a rise at the level of support.

d) While Iran’s producer support is high, the level of support varies significantly across commodities, which

is an indication of decorative policies. The highest levels of support are for import-competing commodities,

such as wheat, barely, maize and rice. In contrast the level of supports for commodities such as cotton,

potato, onion and saffron are low.
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Fig. 3: Composition of Producer Support Estimate, billion US$, 1993-2004
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