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. PREFACE

i st
e e e

Agriculture, in most develoQihg COuﬁtr§e§ is still the domi-
nant sector_of the econonmy. Till the_industriil’sector $akes the lead,
agriculture will continue to play a pfedominant pa;E in the growth of
the ecﬁnomy,anﬁ‘will'be the'majop contributor to the increase éflnam

tional inconme.

In deﬁeldping éduntrias, agricultufe contributes to economic
growthal It has been the main source of labour force for other economic
‘sectors. Supply of fbod and industrial.raw materials, is also one of
the mést important ta#ks of agriculture in develoPing countries. If
foodlsupply failé {0 gxpand.inlﬁace with the growth of demand, the re-
‘sult is likely %o be a substantial rise in food prices. To support the -
establishment of agriculturally - based industries, it is necessarylto

expand raw materials production.

In deieloping bountries, particularly during the early stages of
economic growth, agriculture shoulders the major part of the financial
burden of economic development - in domestic or foreign currencies -

since it is the major producing and exporting sector.

Until and unless industrial development has:reached that stage at
which these countries would be in a position to export ﬁanufactured'good

their foreign exchange position will be dependent mostly on the volume a



" value of the exports of agricultural commodities. As such priority
has to be gzven to agricultural production as a source of foreign ex—
change earnlngs and also as means to counteract inflationary pressures o

in the economy. , L,

Thé-histaricallexpériance of the economicaily developed Gountries
indicated that industfial expansion was preceeded by the development of
“agriculture. It is logical ‘to stress that, it is rather difficult to
achieve industrial development without agricultural developmant, Tha‘g§6¥
- wkh  of industries in turn havs a benaf;cial effect on the agricultural .
development., In fact there is a close inter ‘relationship of the agriculm ;
$ural and industrial develoPmente' Industrialization requiﬂﬂs~modern12atidﬁ"
-of agriﬁulture,'and adéergely,_modernization §f agriculture requires indus~

trialization,

This close interdependencé of the agricultural and industrial sechor
‘of the ecbnomylhas led to the'apgggétion that there should be & balance in
thé.develoémeni of both these sectors‘in'order_to:ensure stable overall ecow
nomic growth, If increase in sgricultural production takes place without
c&rfesponding expansion 6£ the nonmagrignltural sactory ﬂhe-aemah& for ag}i-'
cultural products will.fall short;of supply, and this would lead tc depra~

ssion in agriculiural prices and fall in incomes.



On the other hand during the process of economic growth an ine-
crease in both income and employment take place. This, leads to an
increase in the demand for agricultural products. The success of de-
veloping couﬁtries in'avoiding inflationland accelerating ecoﬁomic gro-
‘wth éan be largely aﬁtributed Yo their success in solving the problem

of increasing agricultural output.

The basic prerequisite for.a rapid indusirialization of a deve~

loping country is a révolutionary upsurge in agricultural productioﬁ%)

The lack of sufficient food marketed surplus in the developing
countries is a dragé on their efforts towards industrialization, because
it makes it more difficult to shift workers away from agriculture and
provides them with suffiéient quant ity of food products. Alse, the.lack
of marketing facilities are obstacles for mobilizing the agricultural

marketed surplus to consumer centres, and industries.

To increase agricultural outpub, to mobilize the agricultural sur-
' plus, and to ensure farmers fair prices and stable incomes, it is neces-

sary to organize agricultural market and control agricultural prices.

Low agricultural prices may discourage farmers to increase their
production and on the other hand a rise in food prices gives rise to poli-

tical discontent which may hinder developmeni.

(1) Kalecki, M. - "Unemployment In Underdeveloped Countriesﬁ' in "Short
Papers on Economic Growth"- feaching Materials Vol., 1 -
S5GPIs - Warsaw 1964— P. 89|




Ine purpose of this paper is td'gxamine and analyse the bases

of setting and control agricultural pricgs.undef planning‘system.
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I . Base of Setting Agricultural Prices

Thig part will‘discués and aﬁalyse the_bases on whiéh the agri-
cultural prices'should be set or established in order to fulfil +he

tasks of agriéﬁlturai price policy.

This establishment must be taken of the interests of the produ-
cer and the conSu@er, wifhig agriculture and in relation to other secw
fors of the econdmy. To a large extent, the relative impﬁrtance given
to these and otherrcritéria'will depend oﬁ the objectives that a country

sets itself.

In many countries - India for example - some or all of these cri-
terias are taken into account when establishing the level of agricultu-

ral prices.

These bases can be set as follow:

1.1 Cost of production formula

 From‘the theory of price and alldcation of resources, we know that
the price must cover the cost of production, or to look it in cther way

round, the cost of production must be lower than the price.

The price fixed as the floor price should at least cover the avape

(1)

age cost of package cultivation in a normal crop year, or over a period

(1) 'Culfivation with improved isAputs and practices, will be referred to
as "package cultivation® - Johngton, F.B., and South-
b worth, B. "Agricultural Development and Economic Growth'

i,

Cornil University Press - 1067, p. 518,




of 3 to 5 years lngludlng good and bad cr0p years, eshimated on the

bagis of input prices likely to prevail.

Bince there are at least two impoftant concepts of the cost of
cultivation in a dual agriculture in which a_ﬁubspanﬁial.pért a£4the
inbut comes from ﬁhe peasant household, it is-necassary to choose
the one that ought to forn tha basis of the “floor price“ . There
iz, first, ﬂhe complate averdge cost of cultlvatinn, including the valua
of the sarvices of family labour, computed with the market rent and wage~
rate in the neighborhood. and there is second, the so-palled "paidwout®
average cost of cultivation, which exclgdea the imputed valuelcf the ser-

vices of family labour.

Therefore, for many analytical purposes "paid-out" cost is the re-
lévant cost. Buy for fixing the "floor price” it is completa average cost
or the best available approximation $o it -~ would induce the,éommgrcial
farmers, who are actually paylng for the servicgs of layour, o seek more
profits through ihcréasingrthair.autput;_ana ij_wogld.give other farmers
a cash incoﬁa over and above their'ﬁpaidwnut" cost, which would improve
thelﬁ capital position, énd.anabié thém to invest the innovate more than

before,

. On the other hand, when the value of the services of family 1abour
inputs calculated with the rent and wage per unit of hlrd labour in neig-

hbourhood and included in the gua.ranbeed-pru_:eg we assure to the peasant



‘what may be called the inpui return parity. The actual inputs of fami-
ly lavour on the family farm are given the same remuneration that they

could earn if and when they could be hired out.

This is the only concept‘of equity of peasant rewards the develop-
ing couniries may be able to work Withu Eguity in‘the sense of an equi-
valence of earnings on the farm and earnings fér equivalent\work in urbén
employment, vhich the developed countries have recently tried to realize,
is more than the developing countries can offord at the present stage of
their develoﬁmentm In developing countries if the farmers were rewarded
for their labéu: at wages equal to that of workers, agricultural prices
would be very high. Many economists have been of the opinion that wage
rates in the modern sector have to rise substantiaily above farm incomes

(1)

This, in their opinion, brings modern sector as much labour as it wants.

Another issue relevant for the determination of the "floor price"
arises from the fact that the variability of cost as between different
farms is very high., Whose cost shéuld in this situation, be the basis of
the "floor pfice" should it be the minimum cost in 'a representative sample
or should it be the sample average cost? Ideally it should be the sample
minimum. But in a shorfage'situation thq minimum price has to be above th
minimum cost to induce even some of the relatively inefficient farmers to
increaée output. It will be the minimum cost which covers the actual aver

age costs of farmers producing a major part of the output. It iz, of cour

(1) Lewis, W.A. -~ "Development Planning" - The Essentials of Economic
Policy, New York, 1966, p. 77.




necesgary that relible and‘rgpresentativé data about the cost of cnl-=
tivation of individual ammmﬁdiﬁiﬂﬁlb@ wilected for thé"puPPOsa of p?ice
fixatiom. The price should only be baaad upon the cost of cultivation
under “paﬁk&ga"'CGnditiano _wherﬁﬁ‘yhareforeg dﬁtQ,about the cost of
"package" cultivatilon are not availaﬁles ﬁha'soat of tréditional cultie-
vation can be used as the basis of price fization, reduced by a-"éackage“:
discount which can be esiimated from realiéﬁié experimental data. It fol=
1ows; any price that covers the cost ﬁf‘tr%ditional'cultivation will autp;

=

matically cover the cost of Ywackage? cultivaet ion.
_ P .

\_\

As regerds the geographiceal vapiation of prices, it isl

desirable to
fix the mame "Ficors® in mark@ts_whiéh are of the sama_ord&r in the hier-
arghy of markaﬁs thfaugheut the counbry, bub te'provida differeniials as
hetween markets at different levels of the hiérgr@hy, - That is to mean, that
there will be reascpable differentials batween village "floorsy, town “floors"
and digtelet "floors®, | | |

Since ithers are many grades of farm products;'it'iﬁ necessary to de-
termine whether a “fl%or priqa" ig té be'défiméd for évéry grade or for only

a few selécted grades.

In Bgypt in setvtling agriceultural prices, the government price policy
has been mainly concerned with accomplising certain income distribution ra-

ther than affecting productlen, baged on cost criterion. The idea of cost

i



plus pricing is at work in Egyptian agriculture. Where costs are aver-
age costs including depreciations, and the profit plus isbunderstood as

(1)

"normal" or "fair® profiis in some sense.

According %o the cost criterion the approprite income for one fed-
daﬁ is defermined by adding two to three the rent rate to thé estimated
cost ﬁf @roductian. Or by the cost of production -‘without rent -Vplus a
definite pefcentége rate from cost of production., By dividing total in-
come calculated from the above estimations by the output of one feddan,

(2)

we get the price per unit of the product .

The departmeﬁts of agriculture in the governorates derive average
costs for each cfap they produce by means of éuestionnairas. From these
average the Ministry of Agriculture derives general average of costs for
these crops for the countiry as a whole. The items of costs can be divid-
ed to:; a) preparing the land. b) seeds and cultivation; ¢) irrigation;

d) fertilizers; e) harvesting; f) transportation; g) rent; h) others.

Table (1) shows prices, average costs and net revenue of every unit
of‘Lroductién of wain crops in Egypt (1956-1966). It shows that prices
are generally high enough to cover costs of production and allow for cer-

tain margins. Costs increased more rappidly than prices through the perio

(1) Hansen, B. and Marzouk, Goho = "Development and Economic Policy in
U.A.R." - North Holland Publishing Company - Amsterdam

(2) Bshir A.M. - "Agriculiural Price Policy in Egypt" - "L'Egypt Contom-
- poraine" No. 332, Cairo, Oct. 1967, p. 916 (in arabic)
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