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DEVALUATION AND ECONOMIC ADJUSTMENT:
IMPACT ON AGRICULTURE IN DEVELOPING COUNTRIES

Bonni J. van Blarcom
Van Blarcom Associates

Devaluation can be argued to be contractionary or expansionary, dependent on the
assumptions of elasticity of supply and demand, the proportion of tradables and
nontradables of total production and on other concurrent policies. Empirically, the
contractionary aspects of devaluation are difficult to evaluate as most devaluations occur
simultaneously with other policy instruments aimed at reducing aggregate demand. An
important aspect is the impact of devaluation in the long term, in terms of realignment with
the increasing interdependence of the country with the world economy and domestically, in
terms of resource allocation among domestic sectors. Economic theory provides a guide to
basic equilibrium relationships, but not on the dynamics and lags.

It appears that the application of economy-wide adjustment tools, such as
devaluation, are more important in structural adjustment than short-term sectoral policies.
A devaluation will encourage the shift of resources into tradables because of the relatively
higher price of exports. The relative price changes due to the devaluation will probably
influence factor prices. A realistic estimate of the factor price change is probably a fraction
of the product price change, given rigidities in the system. In developing countries the more
relevant factor of production is labor. With overvaluation, labor is induced to move out of
export agriculture into non-agricultural activities. The reverse is not usually the case. That
is, with a devaluation labor resources are not encouraged to transfer back into agriculture,
due to the difference in relative wage rates and income levels between the sectors.

The overall impact of a devaluation on the agriculture sector depends not only on
the price changes of factors and products (within the agriculture sector, between agriculture
and industry, and between domestic and international prices), but also on the structure of
the country's markets. Preferential trade regimes, restrictive import policies and
international market distortions also determine the net effect of a devaluation on a country's
agricultural sector.
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