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WHY DO GOVERNMENTS DO WHAT THEY DO? THE CASE OF FOOD PRICE POLICY

i. Role of the State in the Making of Food Prices

Belief in thé existencé of free-market determination of food and agricultural
prices is»largely a myth. 1In ésséntially ail countries, even in those most
dedicated to thé_nuie of ~free enterprise--both iess and more developed--these
prices are highly influenced by state intervention. Controls can be direct;
such as through farm price supports or consumer price ceilings, forced deli-
veries to governments at mandafe& prices, export controls and taxes, import

tariffs or subsidies, and input price subsidies, or indirect, such as through

exchange rate policies. 1In a recent survey of 50 developing countries, Saleh

found that, in at least 46 of those, government policies undervalued agricul-
tural commodities and created serious disincentives to production. Policy
interveqtibns are no less pervasive in the more developed countries, if

usually in the opposite direction, resulting in a general overvaluation of

‘agricultural commodities (Schultz; Bale and ﬁutz). Peterson thus calculated

that the terms of trade for agriculture were more than twice as.favorable in a

'sample of.23 more developed countries than in 30 less-developed countries.

The result has been a tendency toward overproduction and underconéumption of

agricultural goods in these former countries. Hidden behind these general

tendencies is, of course, a tremendous heterogeneity among countries, crops,

- - - - - - ‘
and time periods. The consequence of this pervasive involvement of government

in price policy making is that both successes and failures in the performance

of agriculture have been attributed to the state. For example, successes with

agricultural development in the United States and India have been attributed
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to the policies of price support and public agricultural research, whiie the

- failure of food production to follow effective demand in Egypt and most Latin
American and African countries has been blemed on price disincentives result-
ing from the implementation ef cheep'food policies. At the level of specific
crops, the success of rice production and the failure of wheat in Colombia,
the spccess of wheat and the failure of corn in Mexico, and the success of
wheatyand the faiiu;e of pulsee in India have all been aﬁtributed to differen-

tial price policies among crops.

-Since price policy is important in determining the prevailing food and

agricultural prices for particular crops in different countries, we need to
relocate the study of agricultural prices out of a pure theory of markets into

- a theory of the state. Why do governments implement such markedly different

food and agricultural price policies resulting in sharply contrasted patterns
of agricultural and rural development?1 That is, we need te go beyond the
'neoclassical-equilibrium analysis of markets consisting of observing price
distortions? calculating the resﬁlting social costs, and merely calling on
their removai To the contrary, these distortions must be understood in terms
of the1r dynamlc hlstorlcal and soc1al reality if any pr0posa1 %o amend them
is to have pol1t1ca1 relevance. What did governments achleve or try to
achieve by the policies implemented? What were the coalitions of forces that .
led governments to follow the observed courses of action and what Qere the
resulting distributions of gains and losses?
While_tremendously complex to ﬁndetstand and highly historically/

geoéraphically epecific in each instance, a first step toward answering these
questions is to identify some regular patterns in'the relation between (1) the

economic’ and social structure of particular societies; (2) the forms,
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functions, and limits of -the state; (3) the making and implementation of food
and agricultural price policy; and (4) the economic and social consequences of
these policieé, both within agricultﬁre (in terms of agricultural and rural
development) and in the economy aé large. It is the identification.of.these
patterns that wili serve as.a basis to develop a theory of the political
economy of food gfices., It is consequently towérd this ambitious'goal that we
attempt here to take some modest firét‘steps. To do this, we will seek to

answer the following four groups of questions:

1. How do we explain the behavior of the state in a capitalist
_society,‘in particular its forms, functions, and limits? Without
engaging in a full-fledged review of the competing theories of
the'state, what we need is‘to extract from theée theories some
kéy'concepts that éan servé as classificatory dimensions to
identify repeated patterns in government behavior toward agri-

" cultural price policy.

2. What is specific about food and agricultural prices in terms of

state‘policy making? In pérticular, how do the origins and the
'destinétions of sﬁpply locate different social groups relative to
the pafoffs‘of price policy? How does the pricing of agficul-
turél andlfood'productg enter in the definifion and the resolu-
tion bfhpafticular economic and political crises that call upon

"state:interVention?

' 3.’jWhéf aré some key hypotheses about the relation between social

and economic structure; forms, functions, and limits of the
stafe; and price policy that exp1ain the observed highly con-

trasted patterns of price policy across countries (especially




"overvaluation versus undervaluation of agricultural commodi ties
'ana.the existence or not of a price.wedge between farm and con-
‘sumer prices) and across crops. ‘

4. Why do spec1f1c governments implement specific price pol1c1es7
Here we w111 study the cases of the United States, India, Colom-
b1a ‘and Egypt in reference to the selected elements of the
theory of the state, ‘the spec1f1c1ty of pollcy'mak1ng reoardlnc

food and agr1cu1tural prices, and the hypotheses advanced on the

' relatlon between soc1oeconom1c structure, state, and pollcy.

2. Elements of a Theory of the State

The-key questions that a theory of the state should be able to answer relate
to the forms, functions, and limits of the state: Why does the state assnme
different_ggrms (1liberal democratic, corporatists, dictatorial, etc.)? What
are the functions that the state attributes to itself or is forced to endorse,
i.e., why do governments do what they do? What are the 11m1ts to state 1nter- ’
vention and hence, what is the effectiveness of the state in perform1n0 its
functlons? These, 1ndeed would appear to be basic questlons to address.
Yet, it 1s evident that the state has been largely understud1ed in the social
sciences of all slants in spite of "the grow1nc 1mportance of the state in
social llfe, particularly in economlcs since the Keyne51an revolut1on and in
politics since the events of 1968. Nevertheless, these events have stimulated ¢ -
a growing interest in the subject bver the last 15 years.

rhere does not exist at thlS stage a unified consistent theory of the

state, nelther in the classics of the state like Weber or Marx nor in subse-

quent developments in either the pluralist or Marxist tradltlons. What we




5.

have, instead, are diffetent approaches to the state;'each with different pur-
poses and in different historical contexts that complement one another in an
eventually illuminating fashion. To a large extent, this is due precisely to
the fact that a theory of the state, which is developed in relatlon to a
: characterlzat1on of social classes and of the emergence of crises, has to be
made in reference to a particu}ar historical context which thus limits the»
scope of the.theory and severely cnrtails its predietive power. As a result,
theories of the stete tend to have eventually strong ex post explanatoty pdwer
but remain weak in ex ante predictive power. .

Hav1ng 1ntroduced these caveats, let us 1dent1fy several concepts and
approaches to the theory of the state which can be useful for our purpose of

understanding observed patterns of food and agricultural price policy.

2;1. Strﬁctural Charactefizqtion ef a Soeiety
Since the state must be’nnderstood in reference to its socialwend economic
context, the first step toward a theory of the state cons1sts in deflnlng the ;-
'structural d1mens1ons of partlcular soc1et1es ' Charactenzmc a society is a

hlghly complex task but for the purpose of our ana1y51s, I propose to retain

© the follow1ng three d1men51ons.:

1. The soeial class strueture; ‘Here the essential elenent is to
characterize-what is the class alliance in control of the state.
In tetme of agricultural.and.food policy, the important elements
'of class characterization are the folloning three:

a. Landlord power and importance of rent. The key issue

'is to locate the social position of landlords in terms

of their relationship with the capitalist class. Are



they in a prerepeal of the Corn Laws-type situation
where the capitalist class is too weak to control the
~ state on its own and nust consequently establish an

- alliance with the landlord class?2 In this transi-

' _tory stage;.the landlords.contribute to the alliance
Af4w1th pol1tleal support and release on the market of a
;?labor force (e g.s through the enclosure movement)
while cap1ta11sts insure landlords the preservat1on of
lland rent through favorable terms of trade for agri-
culture (Rey). As we will show, this is a situation
still characteristic of India today. Or, to-the con-
trary, are the landlords in a postrepeal of'the Corn |
Laws type situation where the capitalist class has ac-
quired enough political power of its own to do’ away :
with an. alllance with landlords and thus cancel the '

: rent through 1ower agr1cultural pr1ces, allowlng to -
raise the rate of prof1t in the whole economy? .As we
have argued elsewhere, the land reform programs of the -
19605 in Lat1n Amerlca and Egypt had as a fundamental
purpose to destroy the p011t1cal power ‘of the landed

elites and allow to e11m1nate the category of rent from

the formation of food prices (de Janvry).

Social dualism in food production: capitalist versus

peasant producers. There are here two imbedded

questions. The first is to characterize the relative

social and economic importance of peasant and family




farmers versus capitalist and agribusiness farmers. In
most instances studied, both social categories are

present and the latter, while a numerical minority,

‘controls the bulk of the land, produces most of the

marketed surplus, and has a virtual monopoly in pol1t1-
cal representatlon of sectoral interests. The second
questlon however, is whether this structural dualism
is reflected or not in a duallsm in cropping patterns.-
In some countrles 11ke the United States and India,
Structural duallsm 1s not reflected in cropping pat-
terns duallsm 51nce the same crops are found across all
farm types. In this case, agricultural price p011c1es
will affect both family and capitalist farmers. In
other countrles like those of Latin Amer1ca and Egypt
many lines and sometimes the bulk of staple food pro-
duction are left to peasants while capitalist farms

specialize in the production of agroindustrial’goods,

Lluxury foods, and agroexperts.‘lln this case (stapie)

food bolicy affects‘differentiaily the peasant sector,

'whilevthe political power of capitalist farmers can be

devoted to the defense of profits in other lines of
economic activity. |

Social democratic alliance and urban constituency of

the state. The third important characterization of the |

-social class structure is the position of the working

class and peasantry relative to the class alliance in




control of the state. There are two issues here. The

first is whether workers and peasants are incorporated

“into fhe ruling alliance allowing them to share'through

wage and terms-of-trade conditions into the producti-
vity gains of industry and agriculture. In this case,
fhe qoncepf_of parity income becomes an imporfant ele-
ment 6f.price'poliéy. or are they rejeéted in opén
political opposition, submitting them to intense sur- :
plus extraction under the form of cheap food p011c1es
and cheap labor growth? As we will see, th1s con-
' trasted social alliance has a corresponding basis in
the logic of gfowth according to the alternative eco-
nomic structures. |

-The §econd issue is to characterize the stfenéth of
_thé urban constituency of the state in the making of
.jfood price policy. This constituency includes'three
"p011t1ca11y powerful oroups that c01nc1de in the1r .‘
demands for cheap food, even if for dlfferent pur-h_
poses. Urban consumers want higher ;eal wages through
1§Qer food priées;.a particuiafly importaﬁt vériable
when more than half of their take-home pay is'speﬂf:on
food. Employers want to raise the rate of proflt
through lower monetary wages allowed by cheaper wage
foods. And government employees also want cheap food
as they are part of the other two groups urban con-

sumers in their own rights and employers as managers of

public enterprises.




The economic structure. While, again, there are many relevant.

characteristic elements of the economic structure (in particular,
the nature of intersectoral linkages and the labor intensity of
technology), we only retain here two features.

a. Social -articulation or -disarticulation. Under social articu-

 lation, the market for finallconsumptidn goods originates

: princ&pally’in the'iﬁcomés of wage earners and peasants (de
Jaﬁvry énd Sadoulet). As a resuit, expansion of the domestic
market ulfimately has to occurbvié>é rise in real wages and
peasant incbmeé tailored to productivi;y gains. Under social
disafticulation, by contrast, the market for final consump-
tion goods originates in upper incomes derived from rents and
profits. Market expansion thus requires concentration in the
disfribution of income, and the dynamics of growthqis based
on cheap labof. This, in turn; requires éheaé fooa as the
level of monetary wageslis‘prinéipally détermined by the
"level of food prices at low-incbme leVels.t In tefms of forms
of the staté,1socia1”articulation.fends'td correspond to
dempcfétic governments, while disarticulation leads to -
4ahthoritarian and militafistic régimes. ‘In termsvof class'
alliances in control of the stafe, social articuiation ténds
to lead io a broad (if, indeed, always conflictive) alliance
bétween capitalist, workers, and peasanfs, while, under so-
cial disarticulation, workers and peasants are marginalized
_frdm access to the étate, and the alliance in power is atro-

phied to the landlord and capitalist classes.




b. Alternative sources of economic surplus. Industrial develop-

ment requires the mobilization of an investable surplus from
other economic sectors. As Kuznets has argued, agriculture
_is the sector from whlch this surplus must or1g1nate unless
there exists a rich mining export base or other sources of
..lrevenue like merchant activities qr,ihternational transfers
of funds. Transfers out of agriculture occur voluntarily
through the investment of agricultural sav1ngs and rents out-
~ side of agriculture and coercively through land, export, and
. income taxes. But the most common transfer mechanism, par-
ticularly'for domestically consumed coﬁmodities, has been
through the undervaluation of agricultural output.- We thus
have a situation where the more forcefully a country wants to
industrialize and the less the availability of nonagricul-
tural sources of surplus, the more extractivist agricultural
. price bolicy will tend to be.

3. Insertion in the'international division of labor. Here the two

<key features are the degree of food dependency and the balance-

aof-payments position of the country. The first determlnes for
example, how sea51t1ve are domestic prices to fluctuations in
1nternat10na1 market prices and in the exchange rate. The second
determines the p0551b111t1es of making up for deficient domestic
’production via imports. It alse defines the capacity for the

state to let a price wedge develop between consumer and producer

prices and to make up for the difference out of public revenues.
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2.2. Two Complementary Approaches to the étate

There are fundamentally two contrasted ways in which the state has been con-
ceptualized in the framework of political economy. These two approaches have
not been unified in a consisteht framework, but they reinforce each other in

illuminatihg the forms,. functions, énd limits of the state from two different

' -
!

1. The instrumentalist or class-political analysis of the state.

This approach looks at the state in- terms of class domination
(Poulantzasjﬁ- the state is both an object of political con-
flicts, where the purpose of struggle 1s to appropriate its
1nst1tut10ns and the rents they dlstrlbute and an instrument of
domination in using control of the state to redefine its forms

: ahd’functiohs., It is thus the constellation of p011t1ca1 forces
in soc1ety that determines how the state becomes an instrument of
the satlsfactlon of group interests via polltlcal power. Im its
most operatlonal form, the approach focuses on a class based
analysis of pressure groups which compete for access to and in- | >

:fluence over the state bureaucrac1es. Deprived of the1r class
basis, this'ahalysis of pressure groops reduces to the pluraiist |
logic of collective action (Olson). A key to'this analysis is

thus to define how different'competing interest groups are or-
.ganized, thefextent of their economic and political power, and

;theiriability to gain control of particular aspects of policy

-making in defense of their own advantages. In some cases, this

results in appropriating the state apparatus in its totality,

allowing the making of consistent policies for the group in



power, while in others it leads to control of specific branches

of government by rival interest groups, leéding to a veritable

"balkanization" of the state.

An important aspect of this approach is to delineate the

realm of individual versus collective initiatives in the quest

. for economic advantages. Individuals are, indeed, always faced
> ’

with the aiternative éf eithér trying to outcompéte or outwit
other mémbérs of the same clqss; for.exémplé in deciding on
resource allocation or technological alﬁernativés at the level of
the firm, or of organizing collective aétion; for.éxample to
mddify”the pfice conditions faced in markets or tﬁebrulés for
access to additional résourceE‘ In general, collective action
tends to be in response not so much to incentives but to coercion

occurring in the context of economic or political crises. In

that sense, crises are important focusing devices that stir class

mobilization and guide the direction of collective action

(Hirsgﬁman, 1958).

The capital logic analysis of the state. A major difficulty with

the instrumentalist analysis of the state is that it fails to

: ground state action in. the -systemic logic of capital, both in

terms of the requirements of the process of capitai accumulation

and the presérvation of the social relations of capitalism. As a

result, the bounds within which social conflicts occur over and

through the state are not clearly delineated: the approach is

mainly concerned with distributional struggles, and the bounda-

ries of these struggles are left unspecified.

12.




The capital iogic approach, by contrast, explains the need~
for and the behavior of the state in terms of the economic and
polltlcal needs of capital to insure both sustained economic
growth and reproduction of the soc1al relations of capital (Baran
and_Sweezy). The key idea is that there are collective interests
- to capital that, ~cannot be insuted by individual capitals alone.
ThlS creates the need for the state to act as an ideal collective
capltallst And since thlS need.becomes recoon1zed in the con-
text of economic and p011t1ca1 crises, it is in those circum-
stances that ‘the forms functions, and 11m1ts of the state are
redeflned
. The functione of the state are established in relation to
the needs of capital accumulation and of the reproduction of the
~social relations of capital. These‘collective functions of the
state imply that it is relatively autonomous from specific seg-
ments of the dominant class alliance. At the same time, the . -
"state is both excluded from the d1rect generatlon of surplus that
forms the ba51s of a flscal budoet and dependent upon surplus
generat1on 1n c1v11 society if its budcet and the salaries of
p011t1c1ans and C1V11 servants, is to be malntalned 'As a re-
sult successful management of the process of accumulation by the
state itself is a precondltlon for continued existence of the
- state and ef the vested interests it contains. Indeed, the most
binding limit of the state is the occurrence of fiscal crises
which are themselves determined by accumnlation crises

(0'Connor). ' The other limits of the state are found in the




legitimacy of the state-apparatus and in its administrative

capabilities of hahdling specific forms of crises.

The main contribution of the capital iogic approach to the
state is to show that the)state is not a mere'political instru-
ment of class conflicts. Indeed, this is what the pressure group
ana1y51s of the state fails to take into account--the fact that
h'thetlnterests of spec1f1c groups,~endorsed by the state, are
‘ iimited by theyecooomic and political requiremehts of the repro-
duction of capital as a whole. Yet, the capital logic approach
has severai shortcomings. 'One'istthat it imbues'the state with
the semblance of excessive logic and power over civil society and
fails to account for the interhal devisiveness, imperfect infor-
mation, and limited capacity of the state apparatus. In particu-
lar, it fails to acknowledge that the state, itself, can be a
source of crises which often originate in the contradiction
between forms of the state (llberal democracy for 1eg1t1mat10n
purposes) and functlons of the state (keep1ng wages espec1a11y
'v’the soc1a1 wage in check in defense of the rate of prof1t and
'accumulatlon) The other is that 1t exce551vely pr1v11eges the
collective good over the 1nterests of 1nd1V1dual capltals pre—
cisely when the 1nstrumenta11st approach was stre551ng exclu-

51ve1y the red15tr1but1ve galns of 1nterest groups over the
"collective interests of the dominant class alliance. Clearly, a
balanced approach between these two is necessary to approximate a
theory of the state. Th1s is what we propose to do rn_analy21ng

‘the making of agricultural and food price policy.




- 15.

2.3. Specificities of the State in Régimes of Transition
The elements of a theory of the state we outlined above were defined in the
context of advanced industrialized‘countries. Their application to less-
~ developed countries characterized by regimes of transition toward eventually
mature capitalist systems requires specification of the features of regimes of
transition that affect both the instrumentalist and capital logic performances
of the state. |

We will retain here only one structural feature of transitory regimes,
whatever the type of society théy emérge from (but usually either feudal,
pépulist, or state_capitalist),'which is the weakness of the emerging urban
industriélists to politically confront the power of their peasantries and
working classes. This feéturé can be used as a definitionbof tfansitory
regimes, and it is all the more evident in the Third World countries of today
where ecdnomic growth tends to produce serious diéruptions of ;raditiohal
society (due, for example, to inappropriate technology, social disarticula-
tioh, and interha;ional dependéhcy) and sharply worsening patterns.in fﬂe dile
tribution of income. We flnd as a result the emerg1ng cap1ta11st class in |

|

~need of relylng on elther one of two strategles.

1;- Maintain a political'élliange-with thevlandlérd or rich farmer
class in an exchange of'agrérian’political support agaihst |
perpetuation'of a land rent paid under thé form of fé&orable
terms of trade for agriculture (Réy; Mitra); We will refer to
this éituation as one of "prerepeal of the Corn Laws' when the
state surrenders high agricultural prices to the landlord and

rich farmers' lobby at the cost of reduced profit rates in the



rest of the economic system, slower economic growth, and reduced

: real wage earnings.
Buy legitimacy from the poiitically demanding segments of the
working ciass (usually the urban constituency) through extensive
.welfare'assistance, in particuiar under‘the form of massive food
subsidies. We will refer to this situation as oneuof "prerepeali_

 of the Poor_Lawsﬁ where the state incurs high sooiel expenses for

- the sake of political legitimation. The iegitimacy crisis of the
capitalist class is thus displaced at the level of the state
under the form of high public expenditures. The possibility for
the state to absorb this crisis very much depends.on its capacity
to mobilize a financial surplus, either from dominated segments

of domestic society or from abroad.

2.4. C?isis Response Versus Planning Mode _ )
The f1nal characterlstlc of the state that we want to retain to analyze food
pr1ce pol1cy is the role of crises in st1rr1ng state act1on and hence, in .
def1n1ng the time hor1zon which the state confronts in the def1n1t10n of
pollcy If the state fundamentally acts in crisis response, the t1me hor1zon
which 1t faces to solve_the cr151s at hand is typ1cally short and often
further shortened by a lack of correspondence between p011t1cal time and the
"~ economic time needed for solutions to be developed. 1In a erlsls response -
mode, nost instruments used tend to be redistributive, with price policy a
particularly evident instance of a short-run zero sum game (Thurow). If the
state acts in a planning mode, defining policy in terms of either longer run

structural changes or the anticipation of crises, then the instruments used

can be not only redistributive but also growth promoting. Thus, price
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'poiicy can become an»impdrtént,instrument to stimulate investment and tech-
nological change through the income effects it creates. With the failure of
"developmentalist" plahnipg in Third World countries (Healy; Hirschman, .1981),
especially Latin America, and the ;ncreasing shift toward neoliberal and
bureaucratic-authoritarian regimés (Collier), the time horizon of economic
policy. making has:typically been shortened, planned strucfural change and
crisis anticipatién haveAgiven way to short-run stébilization policies, andv 
planning modes have givenbway tb crisis response. In the making of price
policy, this implies increasidg'dominancé of redistributive-over growth pur-'b

poses and, hence, of instrumentalist over capital logic motives.
3. Specificity of Agricultural and Food Price Policies

Given these general features of the state, there are specific aspects which
differentiate the issue of agricultural and food price policies from other

forms of state intervention. In an instrumentalist sense, one is the particu-

lar social constellation which finds itself affected by these price policies./f

The other, in a capitai logit sense, is the kinds of economic and politicél ?

- .crises to which food prices potentially contribute.

3.1. Distribution of Payoffs from Food Price Policy
In the short run, without output response, the payoffs from price policy are
determined by whether price changes create a net income or a net cost effect

for specific éocial groups. Income effects are determined by the mapping of

cropping patterns over social class structure, i.e., who produces which crops .

and for what purpose (home consumption versus sale). In the longer run, when
output effects are induced by price changes, income effects for other social

groups also result from changes in employment opportunities (Mellor). Cost




effects are created by the impact of changing price on real income and real
wage in terms of consumption capacity. In adoition, monetary wages are af-
fected in che longer run by changes in food prices, resulting in changes in
the rate.of profit for employers in the economy at large. The important dis-
tinction here.is between types of commodities in terms of social and geo-
graphical absorpt1on. subsistence goods produced and consumed by peasants,
wage‘;oods consumed out of urban and rural wage 1ncomes, luxuries consumed ouc
of upper income levels derived from profits and rents, and exportables. As we
saw before, the mapping of production of these commodities over rural social
classes indicates whether there exists a dualism in production, whereby
peasants/family farmers produce wage foods while capitalist farms produce
luxuries and exportables, of whether cropping patterns are relatively homo-
genous across farm types. 1In an instrumentalist sense, since the social class

structure determines access to and control over the state; this duvalism in

'.production is key in explaining differential policies toward types of commodi-

ties defined in terms of the social/geographical absorption locus.

3.2. Crisis‘to Which Food Prfces'COntmibute-o ':”'c ‘;"' .

“Food prices contribute to.the definition and potenfial resolution of both
accumulation and legitimacy crises--the two main purposes of.the,state in a
capital logic sense. In accumulation crises, the role of food prices is es-

sential in the following six fashions:

. Since food items are essential wage goods, food prices influence
the level of monetary wages and, hence, the rate of profit.
Since food items are important elements in-the consumer price

index, food prices affect the prevaiiing rate of inflation.




- 3. Since the sale of agricultural commodities is the source of agri-

cultural incomes, agriculturai prices determine both the level of
investment and growth in agriculture and the level of effective
* demand for other sectors of economic activity origina?iﬁg in the
agricultural sector. |
4. - Since agricultural products are exportable and importable com-
modities, agficultural and fobd prices contribute to the coun-
- try's bglanée-pf—payments position.
5. Since agriéulture is a soufce of surplus caﬁtured by the state,
" principally under the form of procurement aﬁd export taxes, agri-
cultural anﬁ food priées contribute to.pﬁblic revenues.
6. If a price wedge is left to develop between world and domestic or
~ between consumer and prddﬁcer prices, with the former ?elow the
latter, the state has to make up for thevdifference through pub-
- lic subsidies. | | .
‘Agricultural and food priceslare also important in the definition and man--

agement of le01t1macy crises:

s,

1. The pr1ces of wage foods deflne the levels of real income and
| wage and, hence, 1nf1uence the consumption ‘and nutrltlonal levels
of the populatlon |
2. The farm prlce of agrlcultural commodltles affects the level and
‘dlstrlbut1on of income in agriculture.
3. .-Farm prices affect the level of employment and, hence, the wel-
,‘fare of the rural landless and marginal farmers. |
4. As the prices of the essential elements of basic needs and of the
ethical "right" of populations to these needs, food prices

strongly determine the legitimacy of the state in power.
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The key issue in the management of crises through agricultural_and'food
., price policy is the contradiction between legitimacy'and accumulation crises,
where the former calls on cheap food policies and public subsidies, while the
second if 1t occurs in agrlculture, requires the defense of agricultural in-

comes and the stimulation of investment and technological change. The manage-

ment of this contradiction is at the essence of a theory of the political

economy of food and agricultnral'price policies. It relates to the origin and

relative urgency of legitimacy and accumulation erises,'to,the performance of
the state in a crisis versus a planning'mode, to the availability or not of
resources external to.agriculture for the state to manage both legitimacy and
accumulation crises in the rest of the economic system, and to the degree of
relative autonomy of the state from narrow class interests, i.e., frdm its
ability to perform in a capital logic sense versus merely an instrumentalist
fashion.
4. Hypotheses.Abont the Relatidn Among Structure, State,

and Agricultural and Food Price Policy

>

We are now equ1pped with the follow1ng elements to advance hypotheses on the
contrasted nature of observed food and agricultural pr1ce pol1C1es in differ-

ent countries and t1me per1ods and for different crOps and products. They are:

1. A structural characterlzation of socleties in terms of:
a. Social class stfucture: .class alliances and.centrol of the
state.
Economic structure: social articulation or disarticulation
and sources of economic surplus. |
Insertion in the international division of labor: food

‘dependency and balance-of-payments positions. -
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Two complementary appfoaches'to the state:

a. A class political-instrumentalist approach with an identified
social distribution of payoffs from agricultural and food‘
price policies. .

b. A capital logic approach with a specified.role for the
'maﬁagement of aécumulatiqn and legitimacy crises through food
“pfice policies. |

A specificatidn of states of ‘transition to capitalism in terms of

class alliances‘with either tﬁe landlords or the urban

éonstituency.' |

Identification of the contradictions inherent to price policies

in the context of 1egitima¢y versus’accumulation érisés, of

instrumentalist versus capital logicldemands on the state, and of

crisis response versus planning mode in policymaking.

These elements of a model of the making of agricultural and food price

policy are to be used to explain thé fo11owing contrasted observations:

1.

v

General overvaluation versus undervaluation of agricultural .

commodities in particular countries.

Favorable versus unfavorable price policies toward specific crops
within a country.

Public budget deficits or not in the management of agriculture and

' food policies due to the existence or not of a price wedge between

consumer -and farm or import prices.

The countries we have taken as case studies are the United States, India,

Colombia, and Egypt in that they illustrate the reiev;nce of many of the key

categories we are working with.
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The contribution of eacﬁ of the structural variables selected abové on the
direction of price policy for staple food items is as follows:

1. SociaiAarticulafion creates the capital logic for a broad alliance in
favor of tbe defense of farm pricés in relation to productivity groﬁthvfor the
sake of creating effective demaﬁd for the key growth sectors, while social -
disaqticulatioh implies-the capital logic of cheap.labor and cheap food.

2. Availability of nonagricultural sources of economic surplus creates
the possibility for favorable price policies toward agriculture aﬁd of the
development of a price wedge between producers and consumers. The reverse,
~which characterizes most resource-podr, less-developed countries, implies that
programs of accelerated industrialization occur on the basis of undervalued
agricultural cdmmodities through both cheap food policiés and export taxes.

3. Unimodal production patterns establish the instrumentalist defense by

rich farmers' lobbies of a favorable price policy toward food'items. By con-

trast, a bimodal production structure (with peasants and family farmers pro-

- ducing staple food while rich farmers produce principally other commoditieé):’f
leads t§ incipieﬁt political dgfense of the pricing of stéple foods. This E
dualism () is generally itself created by cheap foodlpolicies but leads to

:relnforcement of the political p0551b111ty of cheap food (b) is not static
and exclusive as peasants can sometimes partially shift their cropping pat-
terns toward the more profltable act1v1t1es and (c) is re1nforced by insti-
tutional rents whereby subsidized credlt, access to technology, and
infrastfucture are distributed by nonmarket mechanisms.

4. Iﬁ regimes of transition where the dominant class alliance rests
heavily on the‘landlords and rich farmers for political céntrol, the making of
agricultural price policy results in the transfer of rents to agriculture via

favorable terms Qf trade.
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5. Regimes of transition that face serious legitimacy crises with their
urban constituency implement cheap food policies at the urban level. If pub-
lic revenues or foreign aid transfers allow for it, a price wedge may develop
between producer and consumer priéés.

6. The social'énd geographical origin of supply of specific agricultural
prodqgts and the:socialpand geggraphical des;jnation of that supply‘create a
correspondence between unequal power.positions relative to th¢ state (instru-
mentalist logic), unequal significéﬁce of different products relative to ac- .
cumulation and legitimation crises (capital logic), and ﬁnequally favorable of
unfavorable price poiicies for specific products.

5. Case Studies of the Political Bcbnomy of

Agricultural and Food Price Policy
5.1. The United States
In the United States, the joint structural features of social articulation and
unimodal production patferns have implied the rare coincidence of a capital
1ogic.possibility for‘agricultural incomes to increase in relation with pro-"
ductivity growth and of a strong instrumentalist defense of tﬁe parity of ’
agricultural incomes through tﬁe Congressiona} power of the large farmers'
iobbies; As a resdlt, agricultural price pdlicy since the‘1930$.has been
effectively legitimiZed in the'name of concérns Qith rural development issues
such as defense of the family farm, rural Communities, and the fundamentalism
of agrarian values. The consequences have been a favorable price policy
towafd‘égricultu;e, the unleashing of a dynamic technological treadmill se-
'qﬁéﬁte of falling relative prices following the cheapening of production
costs, and a strong record of land and labor productivity growth. Yef, the

rhetoric of price policies in the name of rural development has negated its



promises. .The family farm has beeﬁ rapidly undermined, land and produétion
have been concentrated on large farms under the strong domination of agri-

business, the mass of rural population has been expelled to the cities, and
farm poverty has been minimized o&ly because of the strong labor absorption
capacity of the rest of the economic system and the decentralization of in-
dustgy.allowing %ﬁpértaut off-farm incomelbpportunities. _

Soéial érticﬁlatidn of the U. S..economy is evidenced by thé.fact that an
important share 6f final consumption for the key sectors of economic growth
originates in the incomes of workers énd employees. For instance, the 60 per-
cent poorest (which corresponds to Singleman and Wright's estimate of the
share of households headed by workers and semiautonomous employees in the
U. S. population) consume 42 percent of the production of electrical appli-
'ances‘and 35 percent of the production of cars. By contrast, these figures
fér Mexico aré, respectively, 22 percent and 1 percent and for Brazil, 5 per-

cent and 2 percent (de Janvry and Sadoulet). It is this feature of social

articulation that has made it possible for wages and farmers' incomes to in-,”.

crease in relation to productivity grbwth. As a result, the purchasing power

of the farm secféf'has, historically, played an important'role in exﬁanding
- the dqmestic market fqr U. S. industry. This, in turn, has been allowed for
.by a policy oéAéheap food fesulting from promotion of a dévélopmentalist se-
quence of favorable térms of trade inducing a technological treadmill instead
of an extractivist policy cheapening.food but stifling agricultural incomes,
pfoductivity growth in agriculture, and expansidn of a domestic market for
industry out of farm incomes.

Unimodality of production patterns exists even though a wide spectrum of

farm sizes is found in the production of all main commodities, although
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evidently not to the same degree. The result of this unevenﬁess in the pres-‘
ence of large farms across commodities and of the differeﬁt political power of
large farmers across regions is that not all .commodities have gained equally |
favorable terms of trade protection. ‘This is important in the Uﬁifed Stétes
because agricultural policy is made not as a compreﬂensive policy package but
fundamentally on ,a commodity?by-commodity basis in response to the instru-
mental demands of farmers' lobbies. .The sodthern cotton lobby has, for in-
stance, had a strong confrol of price policy for that commodity over the
years. Yet, we find that strong farmer lobbiés have been present for the
defense of prices of éll major commodities, leading Gardner to conclude that
"it is difficult to say which commodities are treated besf" (p. 74).
:Agricultural pricé policy in the United States has been the cornerstone of
farm policy in the sense that the main purpose of policy has been the instru-
mentél distribution of income among interest groups (made poSSible in a
broader capital logic sense by the featuré of social articulation) and that
‘the main instrument used for the defense of income has been to raise prices ody
a commodity—by—commodity basis. This has been obtained through the stimula-’
tion of domestic (food staﬁp program) and foreign demand (P. L. 480), the
support of farm prices through "loan rates" for cereals at which the state
guarantees purchase, di}ect deficiency paymehts to farmers to make up the dif-
~ ference between target and market prices, and acreage controls to restricf
supply while compensating farmers fof the cofrespondihg loss in income. These °
prograﬁs were usually legitimized in the name of protecting family farmers'
incomes even though they were evidently sponsored by 1érge farmers who were
able to capture the bulk of the resultiﬁg benefits and use them to consolidate

their economic and political positions. Thus, Hadwiger and Talbot observed
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that ""the great concentrations of landholdings in the South supported é struc-
ture of elites tnat provided national leaders who helped secure federal poli-
cies amenable to large-farm agriculture notwithstanding the national-legal
symbolisms favoring small-farm hoidings" (p. 23). Instrumentally, this was
madeApossiBie By fhe cpntfol southern and mid-western interests had been able
to establ1sh over key CQngress1onal committees legislating farm policy as well
as cooption of the urban vote under the 1eg1t1mat10n of defense of democratic
‘ideals in agriculture (Vogeler). |

| The combination of favorable terms of trade policies and a develop-
mentalist policy package, including agricultural research and extension as
 well as infrastructure development and subsidized credit, led to strong
achievements in land and labor productivity growth. The very instrumentalist
basis.of policymaking resulted, however, in a regressive redistribution of
income toward large farmers and contributed to acceleratlno the ‘demise of the
fam11y farm and rural commun1t1es negating the rhetorical purpose of farm

© policy without s1gn1f1cant political challenge, at least until the early
i9705. ‘Thus, in 1969,{the largest 7 percent of “farms in tefms;of volume of *
sales captured 40 percent of the benefits from commodity programs, while the
;smallest 51 percent reeeived only 9 percent of the‘subsidy benefifs |
(Schultze). In eddition, the iarger farms' share of the subsidies nas higher
than their share of pfeéubsidy income; with the result that farm programs
increased income ineqhality. .These farm programs have also resulted in a
heavy cost to consumefs and taxpayers. Gardner estimated that, in 1978-79,
80 percent of the income transfer to tne farm sector was paid by consumers
under the form of higher prices while 20 percent was paid by taxpayers as the

cost of public programs (p. 73).
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The conclusion is that, when rich farﬁers dominate farm policy in an
articulated-unimodal context, the.benefit§ of pqlicy are necessarily captured
by a minority of them while the majority ends up having fo move into town.

The rhetoric of rural development 'serves effectively the purpose of agricul-
tural development; énd the social cost is the accelerated demise of the family

farm and rural communities.
> o ! B

5.2. India
The punch line of agricultural and fcood price policy in India since 1965 is
_that it has been successful.in stimulétihg.technological change and the pro-
-duction of food grains to the point of eliminating reliance on imports but not
in increasing per capita consumption nor in reducing the percentage of the
popﬁlation below required nutritional intake. This has been the coﬁsequence
of an agricultural price policy relatively favorable t6 commercial farmers
while consumer subsidies have generally not benefitéd-the most needy majority
of the rurél population. At the level of the state, this has been the conse-
quence of a strong instrumental domination of the commercial farmers' lbbby
over the making of aériculfural policy and their sharing of government control
in an alliance with the technocracy and the'owners of monopolistic industrial
houses.’ | -

in‘terms of the str;ctural'variébles we éélected for analysis, India fits
: into.the category of disafticulatéd industrialization. Massive investments in
capital goods and intermediate goods‘were made between 1955 and 1975 which
sustained a respectable average annual growth rate in industrial production of

5.8 percent. With the demand for wage goods limited by massive poverty, in-

dustrialization for final consumption has been oriented at the production of
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luxury goods. Yet, the production of luxuries remains confined to a narrow
market and constrained by monopolistic practices and government licensing
restrictions én new investments. The result is that the overall growth rate
of national income héé, for the last 30 years, "'been stagnating around a

" miserable méén.of about 3.5 percent" (Krishna).

s

Tye productiQﬁ strugture is largely unimodal across farm types not in»the

sénse that all,f;}m sizes have.the same cropping patterns but at least in that

the major food graiﬁs (rice, wheat, jowar) tend to dominate land use across

all farm sizes. The result is that the impact of agricultural price policy

toward food gréins affects commercial as well as peasant farms. Among food

érains, however, wﬂeat tends to be grown on large commercial farms while rice ' .
has ;raditionally been a peasant crop. Historically, this has implied much

more favo;able price; credit, technology, and infrastfucture policies toward

the farmer, fesulting in successful production and productivity growth in .

wheat and.only mediocre gains in rice. In recent years, however, the north-

3 Qestern commercial farms have increasingly diversified production with Qheat .f‘

és a winter crop and rice as a summer crop, bringing the insﬁrumentél basis of

wheat and riée price poiicies in closer correspondence. o

| _’Finally,‘the éominént political coalition in India is, sinceléccﬁrrence 6f

the Gfeen Réyoldtion in"the late 1960s, based on an alliancé between landlords

and commerciél'farmers, the monopolistic industrial establisﬁﬁent, and the

technocracy (Mitra, Bardhan). In this alliance, the landlords and commercial
fafmers'fecei&e benefits in the form of protected agricultural prices, sub- -
sidized inputs, inétitutional rents (credit, fiscal rebates, infrastructure
investments), and postponed land reforms. The industrialists "obtain the

prerogative of exercising unfettered jurisdiction over industrial, trade, and
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licensing policies as nell as over the management of foreign exchange and of
the monetary and fiscai'instrument" (Mitra, p. 170). And the technocrats have
privileged access to subsidized food in "fair prioe shops." Inbthe context of
democratic p011c1es, the extreme n1n0r1ty industrial class needs to malntaln
this alliance with landed interests.to be part of the power bloc. The cost,
to them, has been the agrarian rent paid through favorable terms of trade
policies toward agricnlture.l' o

The agricultural and food policies of India since 1965 have been char- -
acterized by a system of farm price support on the one hand and of iimited
consumer subsidies on the other hand. Price>eupport has been insured through
definition of a "procurement price" at which government porchases all grains
offered. This price is fixed annually by the Agricultural Prices Commission
(APC) and later marginally adjuéted at the level of each state,. It is sup-
posed to be determined in relation to both the prerailing average cost of
cultivation and some princinle of income parity. In a recent study‘of Indian
price policy, Krishna and Chaudhur1 have shown that since the mid- 19605 the g
procurement pr1ce for wheat has been well above the cost of product1on and, in
some years, very close_to the free-market prlce itself inflated by the scheme
of consumer subsidies.. For rice, which hasinot benefited from defense of an
equallf strong farm 1obhy, the‘pro;hrement priee has been below the cost of
. production in the.southern states and West Bencal but it covered the costs of
product1on in the polltlcally powerful northern states. For India as a whole
durlng the 1970s, the procurement price of_rlce has, however, generally been
higher than the weighted average cost of production (Subbarao).

Consumers are protected to some extent through distribution of food at

subsidized prices (issue price) in the context of fair price shops to which
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access is restricted by ration cards. Bdt these shops are only available to a
minority of urbaﬁ consumers who may constitute the most politically demandihg
segment of the populatidn but not netessarily the one in greatest nutritional
need. - | ’ |

Tﬁe making»of.agricultural price policy evolved from a capital. logic pur-
pose between 195q and 1965 to an increasingly instrumentalist response there-
after. During Nehru's regime, the cfisis provoked by an acute food shortage
led to the definition of policies directed at increasing the marketed surplus
éf/food grains through forced deliveries (which were not suécessful) énd the
| import of subsidized P. L. 480 gains (which could not be sustained). At that
time, the state was operating in a planning mode with considerable autonomy -
énd several 1eaderslhad visions of national purpose. In the subsequent
period, however, after the successful achievements of the Gregh Revolution,
tﬁe class alliance in power became increasingly atropbied and the state fell
prey to parochial instrumentalist demands enforced on an aufhoritarian basis.
vIn felation to agriculturél price poliéy, this took the form of lobbies at- |

tempting to influence the estimation of costs'of.pfoduction aq@ government

Aprocurement decisions. In genéfal, it can be said that the APC has increas-
;ingly becomé'dominafed by rich farmers' interests and that it has failed to
include repreéentation of consumers' interests. |

The conSequences of poliCy have been favorable prices, particularly for

the commodities more dominated by rich farmers. Thus, wheat price policy has «

allowed-high rents, and the fall in wheat prices in recent years has lagged Ja

far behind the significant productivity gains from the Green Revolution. The
consequences of high farm prices have been substantial income gains for the
large farmers who not only produce the bulk of the marketed surplus [18 per-

cent of farm households produce 67 percent of the marketed surplus (Patnaik)]
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but have also been the prime adopters of cost-reducing modern technology. The
impact on consumers has been the opposite. Between 1962 and 1974, the con-
sumer price of cereals increased faster than the general level of prices.
Incomes of the poor, by contrast, }eméined essentially stagnant. The result
is that per capita consumption of cereals has declined by 14 percent in rural
and grperceﬁt in:urban greas. As George has shown, thesg observed chénges in
income and price levels explain more.than half of the observed changes in per
capital consumption. Succeés in productionAwith falling per capita consump-
tion has led to the accumulation of substantial stocks of food grains and to
increaéing‘exports of food grains as a palliative to deficient domestic effec-
tive demaﬁd. |

Control of the rich farmer's lobby over agricultural price policy has led
to implementation of developmenfalist policies. The technological treadmill
has allowed prices to fall after costs and thus stimulated the diffusion of
modern technology. And the manégement of policy has been conducted in-the
planning mode inherited ffom the Soviet inclinationé of Nehru's regime. par- *
ticularly in recent years, with increasing'viéibility of,the'cpntradiction "
‘beﬁweeh successful growfh of production and stagnating effective demand, as
well as gfowing inequalities within agriculture itself, farm price policies
have béen.justifieduin Ehé name of ‘farm incdme parity; Aé a.reéult, there has
been an increasing shift éway from broad-based 1aﬁa reform and commodity de-
velopment programs toward narrowly defined agricultural development programs

aimed at a small but viable spectrum of commercial farmers.

5.3. Colombia
Among major Latin American countries, Colombia is probably the one where the

state has remained most exclusively under control of an upper class elite,
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with strong roots in agriculture, that has shed its ancient'fehdal pridileges
-and engaged aogre551ve1y and often violently in a process of capitalist moder-
nization. The result has been an agricultural policy strongly determined in
terms of the direct interests of the landed elites. It has induced economic
growth in the lines of production controlled by the large tommercial farms.

At the same'time; exclusion of peasants from the politital.process, failure ef
the land reformAto redistribute the iand, the most unequal distributiod of
income inbLatin‘America, and an often repressive form of governmedt dominated
by the executive and ruling by decree heve created a deep sdcial dualism. The
peasant sector has been repressed both economically and politically, and the
crisis of peasant agriculture has pushed upward the price of staple foods and
creeted a domestic food crisis.

Structurelly,.Colombia is characterized by social disartiedlation which is
evident ih the strong polarization in the distribution of incoﬁe'and in a
rapid rate of industrial growth dominated by the production of consumption
- goods for the upper income levels. In agriculture, there exists a strong
dualism in production w1th a m1nor1ty of large-scale estates devoted malnly
eto ‘the production of agr01ndustrlal inputs, luxury foods, and acroexports,
’wh11e_a multltude of peasants produces staple foods on minute plots of land.
.The result is.e shafply-unequallpoIitical representation of commodity inter-
ests. In the struggles over policymaking, price policy has, however; been a
relatively‘secendary instrument compared to the issues of land reform, credit,
infrasttucture investments, trade, and rural development“programs. In con-
trast to India, institutional rents instead of agricultural prices-have'been
the inétrument of income ttansfers in favor of the landed elite. This is due

to the fact that Colombia is a much more urbanized and industrialized country
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where.the economic interests of the dominant groups are highly diversified out
of land assets, implying economic gains for them in the promotion of cheap
food policies, either through developmentalist sequences trice) or, and more
generally, through extractivist poiicies toward staple foods. Price support
policies, consequently, have been generally ineffective as prices wére set too
‘low and were subsequently exceeded by market prices (Sanders). Thé level of
agricultural prices.has been more inéluenced by global economic policies such
as exchange rate and import‘policies-than by direct price manipulations. Key .
among these has been a tendency for overvaluation of the exchange rate dQe to
favorable balance oprayment positions, resulting in tﬁe cheapening 6f domes-
tic food, and massive imports of subsidized Aherican wheat in the 1960s which
have collapsed domestic pfices and deeply undermined domestic production. .

The making of agricultural policy occurs through a bargaining process be-
tween the producer associations--the so-called "gremiqs" of cdffee growers,
sugar producers, rice farmers, cattlemen, etc.--and the technoéracy and the
executive. In the bargain, the first push tﬁeir instrumental demands for .
commodity-specific economic_advantages while the'second presumably feconcile’
those in the capital-iogic sense of dealing with the reqUirementsvpf;both
accumulation and legitimation. In the balance of power, however, it isiclear
fhat at least some of the gremios have conéiderable weight to the point‘of
} undermining'the formuiation of a consistent policy package. fhe legislature,
for all practical purposes, has been removed from the policy prbcess while
peasants have simply never gained éccess to decision making and are reduced to
ekpressing their demands outside institutional channels through, for example,
land invasions and strikes. Since the 1950s, by contrast, international lend-

ing agencies have had considerable influence over the making of domestic

[




policies--often in the direction of promoting the capital-logic legitimation

~ functions that national governments; hard pressed with instrumentalist de- -
mands, have failed to assume. This nas been particularly evident with the
financing of the schemes of integrated rural development (DRI) and nutritional
assistance (PAN) in the 1970s. Due toithe strong dualism invproduction, rural
development programs have been managed separately from the main.stream of
agricultural policy. They have acquired a fundamentally 1eg1t1mat1ng purpose
as they were organized as a substitute for land reform once the land reform
program had effectively fulfilled its antifeudal objective but had,-evidently,
failed to eliminate rural poverty. | o |

Agricultural policy has been strongly developmentalist for those comnodi;

ties underwr1tten by strong associations of large producers, partlcularly
coffee, sugar, rice, cattle, and cotton. The case of rice 1s,remarkaole s1nce.
the combination of protective trade policies, government subsidies, and tech-
nological change has unleashed one of the most successful technological tread-
mills in Latin America (Scobie and Posada). It is, as a result, .one of'the
few staple foods produced profitably in comnercialbagricuitnre. At the same
time, pollcy has been extractivist or negllgent of peasant agr1cu1ture,

.-destroylng it throuch land reform laws that repeatedly forbade sharecropp1ng
and tenancy arrangements and marginalizing it from access to supportlve insti-

tutions (Kalmanov1tz). As we said before, this has resulted in the strong

growth of the. crops produced by large-scale agriculture (cotton, sugar, rice, ‘

soybeans, and sorghum) and the stagnation of those produced by peasants (raw
sugar, beans, corn, wheat, and potatoes). With agricultural policy dominated
by the lobbies of an agrarian elite, the outcome has been successful agricul-

tural ‘development in the production of agroexports, agroindustrial inputs, and
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rice but failure to insure rural development--with the consequent engineering
of a domestic food crisis and strong inflation in staple food prices--and the
impossibility of improving substantially the nutritional standards of the mass

of the population.

5.4. Egypt

Agritﬁitural aﬁd’food price policy in‘Egypt today is the contradictory product
of the populist (Arab socialism) policies»introduced by Nasser and of the |
policies of economic opening (infitah) initiated under Sadat. This material-
izes in a combination of strong governmeﬁt control over and surplus extraétion
from peasant agriculture, massive food subsidies to the benefit of consumers,
and emergence of a new class of capitalist farmers.who largely escape govern- -
ment controls. The upshot has been stagnant productionvof traditional crops,
rapid increase in food dependency, and expenses on food subsidies exhausting
12 to 15 percent of the public budget.

In terms of the structural categories used in this paper, Egypt's gfowth
pattern is characterized by social disarticulation. Growth has, in recenf .
yeafs, been rapid but difected at_the produqtion of capital goods (Soyiet
planning), luxury goods (including ﬁpper income urban construction), and serv-
ices. This growth has been stimulated by a favorable foreign exchange situa-
tion (due particularly to oil éxports, U. S. foreign aid, and remittances from
- Egyptian workers abroad) but has remained of the wrong type iﬁ terms of both
creation of self-sustaining domestic employment and satisfaction of basic
needs be}ond food. As in the model of disarticulated growth, it remains based
on cheap labor and cheap food.

Agriculture itself is bimodal in terms of production patterns. While the

land reform of 1952 eliminated feudal estates, it only redistributed some 13
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percent of the land and resulted in-creaﬁing a new minority class of-capital-
ist farmers which acquired strong political power (Radwan and Lee). - The mass
of peasant producers is strictly controlled through forced affiliation to
supervised ¢ooperatives. These coneratives control the delivery of inputs
(water, feftilizers, credit); the pattern of land use (land quotas in -certain
cropsz; and the mobilization of agricultural surplusés (forced deliveries at
prices below both world and domestic fesidual free-market levels). In spite
of input Subsidies, the result is a substantial net resource transfer'out of
égriculture estimated at 5 to 22 percent of agricultural income. Rich farm-
ers, however, escape these controls by producing uncontrolled items such as
fruits, vegetables, soybeans, berseem, and meat énd appropriate the lion's
share of cfedit,and subsidized inputs. The result has been fegressive on the
distribution of income in agriculture.

Finally, while Egyptian agriculture is either negatively protected‘(tradi-
tional food crops and‘totton) or in a free-trade regime (new crops) the dis-
tribution of_staple foods (wheat, rice,Acooking 0il) is heavily subsidized,
particuiarly in the urbaniéector.‘ These subsidies derive from a long heritage
of Islamic communitarian solidarity and from'popQIist redistriﬁutive'ﬁeasures
initiated by‘Nasser but whicb the subsequent regihés were unable to reﬁo&e.
They havé pfodhcedvthe femérkablé result of virtﬁally eliminating malnutrition
in Eygpt in épite of abysmally low income levels.for a hajority‘of the:'
population. |

Farﬁ prices for the traditional food crops and cotton, as well as consumer
prices, are determined by a constellation of ministries with relatively weak
coordination. The result is a sYstem of prices which is far from internally

consistent and which contradictions are rejected at the level of the state and
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absorbed under the form of rapidly grgwing public budgets. While, initially,
the dominant objective of farm price policy was the capital-logic purpose of
mobilizing a surplus out of agriculture (especially through cotton and rice
exports and domestic cheap food),.to suétain rapid heavy industrialization
(the Soviet model) agriculture has? in the 1970s, been replaced by oil, for-
eignigid, and worker's gemittances as important soﬁrces of investable funds
and foreign currency. In‘the proceéé, agriculture has lost its leading sector
role. Yet, surplus extraction out of peasant agriculture remains unabated due
to lack of political power féf that class while capitalist agricdlture pro-
gresses in thé production of (well instrumentally defended) new crops. The
making'of.agricultural and food price policy in Egypt should thus be under-
stood in terms of (1) the capital logic purpose of facing a strong legitimacy
crisis at the level of thé urban constituency (the food riots of 1976) through
surplus extraction out of peasant agriculture, extensive food:subsidies{ and
massive public budget costs and (2) the instrumental alliance émong bureauc-
récy (including the militéry); the new infitah class in the industrial, mer- .~
chant, and services sector;'énd the ;ich capitalist farmers refulting in the
latter capturing févorable terms of trade for theif new crops and generous
institutional rents. ‘

| The consequence of this price policy has been a strong uqdervaluation of
. staple foods and cotton. For instance, the effective rate of.protettion be-

" tween 1965 and 1970 has been, on the‘average; .76 for rice and .58 for cotton
(Cuddihy). As stagnation in the yields of cotton and rice clearly indicates,
cheap food has been obtained through extractivist policies, where prices have
been forced down ahead of costs, resulting in stagnation of domestic produc-

tion and increasing food dependency. Thus, in 1980, the self;sufficiency
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ratio of Egypt was only 24 percent for wheat, 26 peroent for edible oils, 57
percent for sugar, and 10 percent for lentils, with an overall self-
sufficiéncy ratio of 72 percent (Alderman). Clearly, Egyptian price policy
has increasingly been implemented in a crisis mode, responding to a legitimacy
crisis through cheap food policies that could only conaemn long-run Egyptfan
food security. In the short run, the crisis can be displaced at the level of
the state, through massive imports and food subsidies, only because of the
oxceptlonally favorable balance of payments situation. As it is well known,
however, these abundant sourceo‘of foreign and public revenues have short-run
viability: oil exports are expected to last only a few‘years; massive U. S.
foreign aid is politically unreliable, and workers' remittances from the Gulf
countries have‘aiready started to decline. In an 1nstrumenta115t sense, it.is
ev1dent that continued extractivist policies toward staple foods and cotton
can only happen because of dualism in production, whereby the politically
powerful rich farmers are engaged in the production of other lucrative crops. .
- Stronc growth in these new crops which abide to the 1nternat10na1 comparatlve g
_advantages of Egypt, remains, however, atroph1ed by 1nadequate market1ng :

-~ channels and paraly21na bureaucratlc constraints.

6. Conclusion-

I have started_with the observation that the role of the state has been and is

pervasive in the determination of agricultural and food prices and that, con-
sequenti}, these prices and the resulting growth and welfare effects they
create most be understood by reference to a theory of the stéte. This role of
the state must be looked at critically against the backdrop‘of an increasingly

food-dependent Third World with extensive malnutrition and rural poverty as
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well as the joint occurrence of successful agricultural development and fail-
ing rural development (in terms of the defense of the family farm and rural
comunities) in the United States. Why, then, do governments gét so deeply
involved in tampering with agriculfural and food prices, and why are they so
rarely able to engineer a policy package successful .in terms of agricultural
develgpment, rural development, and satisfaction of the nutritional needs of
their populations? - -

There afe several suggestions for. answering these questions that derive
from the analy51s in this paper: ‘

(1) One is that the broader the const1tuency of the dominant alllance the
lésser the narrow instrumental functions of the state and the greater its
relative autonomy. This, in turn, provides_é greater possibility for the
state to act in a.capital-logic fashion and, hence, to manage ité.accumulation
and legitimation functions in a mbre balanced way. This, in ahSense, is a

reminder of the importance of more participatory forms of govefnment of the

. contradictions between growth and welfare implicit in the manipulation of

prices are to be minimized. ‘ ' ‘ - : -

)

Another is that developmentallst prlce policies toward aorlculture have

.generally or1g1nated in strong 1nstrumenta1 demands from the farm lobbles. In

the advanced countries, with a-decline in the political representat1on of farm
interests and with a catchlng up in per caplta incomes making less convincing
the political legitimacy of expeﬁéivé farm budgets to support iﬁcome parity,
it is likely that fafm policy will increasingly be méde in terms of economy-
wide capital logic (éhéép food, increasing agroexports) and less in terms of

instrumental demand on rural development purposes.



(2) The joint achievement of growth and farm income objectives, which is

.advocated under the purpose of rural development in the more unimodal farm

production structures, through use of price policy instruments, is possible

only with relatively egalitarian initial patterns in the distribution of farm

assets. The more unequal the distribution of farm assets, the more tegressive'

the’subsequent impact on the distribution of income in agriculture and the

more agricultural development is obtalned at the cost of rural underdevelop-

ment or the expulslon of rural populatlons. Use of the price instrument for

the joint achievement of agricultural and rural development thus requires an

egalitarian land settlement or land reform policy and either the subsequent

control of social differentiation or a strong labor absorptive capac1ty in the

rest of the economic system.

(3) The structural feature of social disarticulation is a major determi-

nant of the capltal logic for cheap labor and cheap food whlch, in turn, has '

been singled out by Schultz and others as the key factot responsible for stag-

,nation of production and rural poverty. It is important to recall here that  ;

‘ SOClal d15art1culat1on is not a mere stage of growth that precedes the turn1ng ‘

point in the Kuznets U curve in the dlstrlbutlon of income but is def1ned by a

1particular social class structure and is backed by usually‘nondemocratic forms

of government. The question of distortions in agricultural price policy'and

'the'logic of .the state in undervaluing food prices must consequently be seen

in terms of the urgent need to transform the social basis of disarticulation. o

(4)‘In evolving from generally developmentalist regimes to more bureau- -

cratic and authoritarian forms of government, many Third World countries have

sacrified planning for the sake of short-run stabilization policies. The

result has been an increasing myopia in the handling of price policy, the
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dominance of short-run income distribution objectives over long-run growth

promoting goals, and the primacy of immediate crisis response purposes over

preoccupations with long-run foocd security. To a large extent, the continuing

agricultural and food difficulties of many Third World countries are conse-

- quently nothing else but the epiphenomena of the uﬁdérlying crises of their

states. ' -




Footnotes

The author is professor of agricultural and resource economics, University

of Califordia, Berkeley. I am indebted to K. Subbarao and J. J. Dethier for

useful critiques and suggestions.

1By agricultural development, I mean output and productivity growth,

e .

-

while rural deveiopment refers.td improvements in the level and distribution
6f income in the sector (which inélude, in particular,'issues'of employment,
land concentration and landlessness, and on and off farm sources of income).
2I am referring here to the repeal of the Corn Laws.in 1846 which allowed
the entry of cheap American wheaf in England, thus collapsing the domestic
price of wheat and eliminating landlord's rent. It was made famous by
Ricardo's advocacy of comparative advantages and free trade, the so-called

Manchester Doctrine.
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