Linking Macroeconomic
and Agricultural Policies
for Adjustment with Growth

Tue CoLOMBIAN EXPERIENCE

Vinod Thomas

with contributions from

Sebastian Edwards
Jobn Nash

Jorge Garcia-Gardia
José B. Sokol

Ai Chin Wee
Mateen Thobani

Published for The World Bank
THE JOHNS HOPKINS UNIVERSITY PRESS
Baltimore and London



Contents

Preface xi
Abbreviations and Acronyms Xiii
Currency Equivalents xvii

PART ONE. MACROECONOMIC POLICY AND AGRICULTURE

1. An Overview of Trade and Agricultural Policies 3

Long-Term Performance and Its Sources  §
Trade in Agriculture 7

Recent Developments and Some Explanations 10
Macroeconomic Policy and Inflaion 1§

The Medium-Term Qudook 19

A Policy Overview 20

Notes 22

2. Trade Policy and Export Promotion 25

Factors That Affect Policy Choice 2§

Past Policies and Exports 26

Competitiveness and the Real Exchange Rate 30
Stimulating Noncoffee Exports 33

Addressing the Appreciation of the Peso 36
Export Promotion Efforts 38

Policy Conclusions 39

Notes 41

3. Import Policy for Growth and Stability 43

Long-Term Policy Directions 44

Long-Term Development of Imports 45
Recent Developments 48 :
Policy Implications of Recent Developments 53
Policy Conclusions 55

Notes 56

vii



viit

PART TWO. AGRICULTURAL PRICE POLICY

4. Price Interventions, Competitiveness, and Incentives

Government Interventions in Agriculture 62
Protection and Efficiency in Agriculture 66
Production Incentives for Major Commodities 71
Trends in Relative Prices of Agricultural Products 73
Policy Conclusions 76 ]

Notes 78

5. Price Stabilization in Agriculture

Some Basic Considerations 80
Addressing Year-to-Year Instability 83
Seasonal Price Fluctuations 87

Policy Conclusions 97

Notes 99

6. Coffee Policy under Changing Prices and Technology

Colombia’s Coffee Economy 101
Adjustments in the Coffee Economy 107
Coffee Price Policy 110
Technology and Yields 113
Coffee Diversification 114
Policy Conclusions 117
Notes 118

PART THREE. PRODUCTION POLICY IN AGRICULTURE

7. Investment in Agriculture

Public Sector Expenditures 123
Private Expenditures 130
Recent Government Efforts 133
Policy Conclusions 134

Notes 135

8. Agricultural Technology, Input Policy, and Marketing

Trends and Problems in Input Adoption 136
Research, Technology, and Infrastructure 140
Renewable Natural Resources 142

Rural Labor and Income 143

Fertilizer Pricing 144

Credit Policy 145

Agricultural Marketing 149

Policy Conclusions 152

Notes 154

9. Conclusion

Macroeconomic Policy, Performance, and Agriculture 157
Coffee Policy and Noncoffee Production 159
Sectoral Incentives 160

CONTENTS

61

80

101

123

136

156



CONTENTS

APPENDIXES

A. The Interaction ofi Coffee, Money, and Inflation

in Colombia
Sebastian Edwards

Changes in the Price of Coffee and Competitiveness 165
Coffee, Money, Inflation, and Competitiveness 169
Empirical Results 173

Conclusion 177

Notes 177

B. The Exchange Rate and Noncoffee Exports
Sebastian Edwards
A Simple Model 10 Determine Colombia’s Noncoffee Exports 179

Estimation of the Model 181
Notes 185

C. The Rate of Devaluation and the Nominal Interest Rate
Sebastian Edwards

Interest Rate, Rate of Devaluation, and Money 186
Estimation 188

Forecasting the Interest Rate 192

Conclusion 193

Notes 194

D. The Stability and Predictability of Prices, Producers’ Income,
and Profitability
Jobn Nasb

Data Sources 195 -
Method of Calculation of the Indexes 196

E. The Welfare Cost of Price Stabilization
_]0bn Nasbh
Note 203

F. The Organization and Management ofithe Coffee Economy
Jobn Nasb

Coffee Marketing and Export 205

Export Taxes and Contributions 208

The Tax System and the Producers’ Price 211
The Recipients of Coffee Taxes 216

Notes 216

STATISTICAL APPENDIX

Index

ix

165

179

186

195

201

204

217
245



