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The present document offers a detailed analysis of the effects of macroeconomic policies on the
agricultural sector and how these effects can be used to assess the performance of Rural
Development Programs. However, to attain this objective we need to structure the analysis within
a context. For the present study, we will use macroeconomic adjustments as the context and the
exchange rate and monetary policy as the macroeconomic tools. Moreover, because the core of this
document is devoted to study developing countries’ agricultural sector, we need to concentrate our

discussion on macroeconomic adjustments on developing countries.

Two components of the macroeconomic adjustment package are of particular interest. First, one of
the aims of these adjustments was to increase exports. The reason to do this was simple. The
more exports the country has, the less pressure on domestic variables, like interest rates and
inflation. Policy makers used two strategies to increase exports. First, they reduced the overall
tariff rate and simplified the system, therefore “opening” the country to foreign trade. This
process was carried on by most developing countries in a unilateral basis, independently of the
Uruguay Round negotiations (Goldin and van der Mensbrusche, 1994). The second strategy was
to devaluate the exchange rate, thus, making exports more competitive in international markets.
The second component is a tight and strict control of public expenditure that meant the
elimination or drastic reduction of subsidies and public companies in most developing countries.
At the beginning of the adjustment process this policy meant a big monetary shock with the

reduction of circulating money and also the reduction on the velocity of creation of money. As



before, there are doubts about the success of either policy. Some researchers argue that the
liberalization process did not benefit the country per se, but mostly multinational companies and
that devaluations are used as a negotiating leverage and not as a counter-cycle tool (de Melo and
Dhar, 1992).

This study analyzes both macroeconomic tools by using econometric methods and data from
Argentina, Bolivia, Brazil, Venezuela and Japan. To analyze the effects of exchange rate
devaluations on the agricultural sector and the food supply in particular we develop a theoretical
model that extends the works of Dornbush (1974) and Devarajan, Lewis and Robinson (1993) by
including the non-tradable group both on the agricultural and non-agricultural sectors. This
approach is new in the economic literature. The theoretical model indicates that devaluations will
depress non-tradable's prices in order to create the necessary conditions for a sustainable positive
trade balance. To test this assumptions, we developed an econometrical model that assumes that
the agricultural sector is influenced by exchange rate devaluations and that there is a feedback to
the rest of the economy. The agricultural sector is divided into exportables, importables and
non-tradables with the help of FAO's Food Balance Sheets. Annual data is introduced in the
system which is estimated with SUR techniques. Coefficients are highly significant and more
importantly, they have the right signs. Production of non-tradables decrease and production of
tradables (exportables and importables) increase as a consequence of exchange rate devaluations.
This effect is more important for Bolivia and Venezuela, countries that have an important share
of non-tradables in their economy. The food supply has a stronger reaction in countries that have
small tradable sectors hinting that the development of exports and imports helps to reduce the

negative effects of macroeconomic adjustments.

Monetary shocks on agricultural prices are studied with the help of cointegration theory and
vector error correction models. Monetary shocks are not only important because they determine
the level of

WX EEORRRDERE

ARFFCNIEARI) 7258 T LRI F OB IC RS X | KsEE, T vBrF o, RVET, 77
UNRORKAET O 4 AEICBT DREOREEZEORE L — NEOR, MEBECR OBLAE) HEHM
T LT b DO TH D, ZHIET, MKICBIT2ESR EEOBRICEL Tix, AF L — N ROME
BURDEEAFEICRITTREIIERTH D Z LXK THL NI SN TV, EOERIBEOIFIEK
RE2Z T, AR TIIRENOREEY 2 TE 5 EEY | (tradables, TR) & [FEE G EEY ] (Non-
tradables, NT) &IZ/1F, BORORETENDREENED L 5 R TRELZIT HNITHONWTER
PN Lz, 612, BEEOFEHIE LT, HAORKFBER bREDT — 27 Z el L, KD
REREEE AARL OBEWBIENT LZ, ZOMBICHESE, 5% OFKOBEEDH W HITHOWTEOE
RBEZHEHLEZLOTH D,



FKREEICHB T DA L — NIk s L TRIBICE T 2, —RERICIIEERSGZRFFL oo,
BN EE S Relchin b & BEED) 0 TP 2 KRIBICERT 5, 29 Lz, ARFETIE, 9oz o
ETNVEBEL, FELABL— MR L ECHRESITEITo 7ok R, BEou) TFIXENOE
PEMEmN AR L. £72. ZVE CTOWMAREMIZED D REEMOEENRIER L, EHIMIZITEEo
BEVOMKGEEAZIERT 200, A REHERT L7720, fHERE LTEEND REDIEE &EITDT
IR S BT MM E 2D I &, RFRIEHA LN Lz, 29 LizfT, BRI, 748
YFUORBITRD L BEL-FN 10%U0 TiFons & @HOJERO-S, ENOHEEITDT
DRI H Y 0.12% T AEMICH D Z EEHLMNC Lz, TO—JFT, e (B) <ol AU
fnH (MS) 1FFEESEEY (NT) LV REBRUSETRLTWD, £, FrfFidaicsun ik, @i
FEORENZ DEELHD, E°MS OMENRA LD, LL, NT OAFEIZAHRIZHLLD
AU, IS OEERZ L THMEOIRT & & HICEERELH LWME~OU D B4, 7 I138EE LT%‘KFH
BAETOIMNEM®RIELND, £o, ZABL— o) NFEESOoEEELZ IV E< L, B NI
75 NT OWFEEH 5 72 DIZ B AREM OENICEBIT D EEDILRB RO LNHZ L7 Y 75»?%‘2%
ﬂ’bf:o

. AFRIZEED OMIKIHT DR AV =2 a v 7 ONER) BT EHARODT —ZIZ X
) ait%kto INETOREGR RN TIE, EERMMIATHSTZLL T O - EE%@%%#%OD%@
va w72k, EEMIZIE Overshooting T2 DAy, ZiL& % Undershooting 5 D7, 72, &
Sy EPEM DMK\ T DB L IEEED ~DZNE TIHED L H IR D), HizH>Tasf T 7
L—ya B T VKO VEC 7V HWTHIT Lic, ZO/R, v~ # VU —Ta v 7382 TOMIC
AT DO TIER L . M OEBNFIZREWVEEMICH L TR EEZ KIET 2 &R
WEnTz, o, BEHOTTH NT OMFIETICR S A E— R, TR OMifE DR Y 1ZiEW &
W ZENRBEIN, LoT, NT IERENOHTTHL LV ZDORREWRD Z N2 L& &>
720

ZOXEHI T NG, RESUIBRICH L THIEZITWV, NT DEI/MNRIZE s TEESRLTWY
LZEMNE, wFH V=g v DL REER TIINECIE~ A TR DEARH Y . NESPER
INDZ IRV L, ZOBEOMKROFERICGEL TR MERHLZ L, RELRFL
TWa,

ZD X DI, AR TIIFEKO BEMMIG OB Z ~ 7 o RFZOHENG & D2, BEREFFED
Eﬁjﬂ//\ﬂz%ﬁiéﬁé LHIZ, SROBROH D HILE DRBEHSRICGE 250D Lo, K&
ST, AWFEGRICIE L (BF) OFfmme LTET S0 & LTHIE L7,





