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CHAPTER 3

The Role of the State in Agricultural
Development

Abstract This chapter discusses the potential role that the state can play
in agricultural development. It does so in three main parts. First, it dis-
cusses the role of the state in agricultural development from a theoretical
perspective. Second, it explores how the state can use agricultural policies
to play this role. Third and lastly, it specifically explores the role that poli-
cies on agricultural public spending can play in agricultural development.
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One strand of literature on the role of the state in macro-level agricultural
development views agricultural development as the result of a created sup-
portive economic and policy environment upheld by substantial public
spending on agricultural development (Djurfeldt et al., 2005; Hazell,
2009; Henley, 2012; Frankema, 2014). The policy recommendation
derived from this work includes for governments to take a leading role in
providing necessary technology, an economic and political environment
conducive to growth, and substantial public spending on infrastructure,
irrigation, and research (Eicher, 1995; Hazell, 2009; Rashid et al., 2013).

The important role of the state is also prominent in the broader debate
on the role of agriculture in economic development. For example, Tsakok
(2011, pp. 254, 302) argues that the role of governments is essential to
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agricultural and economic development. Similarly, Mellor (2017, p. 11)
holds that the agricultural sector must modernize in order for an economy
to transform, and states must play a central role in this modernization
(Mellor, 2017, p. 11). The critique of the state-led interpretation of agri-
cultural development mainly draws on the observation that past state
involvement has in no way guaranteed success. Historically, the world has
seen much higher levels of state intervention in agriculture in the post-war
era, but this may have done more harm than good to global agricultural
production (Federico, 2005; Pinilla, 2019).

Views concerning the appropriate role of the state in agricultural
development in sub-Saharan Africa (SSA) have varied over the decades. In
the 1960s and 1970s, many scholars, donors, and policymakers considered
the state to play a large and important role. However, the translation of
the large role of the state into successful agricultural development was
largely unsuccessful. While many governments (e.g., those of Kenya,
Tanzania, Nigeria, and Ethiopia) implemented comprehensive programs
for agricultural development, many such programs turned out to be com-
plete failures. However, despite these uneven or disappointing results, the
state was seen as central to both agricultural and economic development
under this paradigm. It played this role through the implementation of
land reforms; investing in agricultural research and development (R&D),
irrigation schemes, and rural development programs; and providing access
to inputs and credit (Holmén, 2005; De Janvry, 2010; Henley, 2012;
Otsuka & Larson, 2013).

With the new paradigm of the 1980s under the Washington Consensus,
the role of the state in agricultural development shrunk dramatically. The
period’s stabilization and adjustment policies reduced the size and func-
tions of the state in agriculture. During this period, public spending on
agriculture and aid to the agricultural sector declined sharply, and many
public agencies supporting agricultural development were dismantled (De
Janvry, 2010). As we know in hindsight, the hopes that the private sector
would successfully fill the vacuum left by the public withdrawal went
largely unfulfilled. Instead, this void of institutional support for agricul-
ture was only partially—and unsuccessfully—replaced by the private sector
and NGOs in the 1990s (Staatz & Eicher, 1998).

However, the last 15 years have seen a strong re-emergence of the role
of agriculture in economic development. The period has also seen a rise of
attention toward the role of the state in agricultural development, with a
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larger role for the state in the theory and, in some cases, practice of agri-
cultural development (Crawford et al., 2003; Coady & Fan, 2008; De
Janvry, 2010).

AGRICULTURAL POLICIES

The return of agriculture, and especially smallholder-based agriculture, to
the development agenda since around 2005 is based on the view that
smallholders can be efficient producers and that productivity increases
among this group lead to both economic growth and poverty reduction.
Following this line of thinking, increasing agricultural productivity (espe-
cially among smallholders) is a key policy concern (Dorward et al., 2004;
Diao et al., 2010). As early stage agricultural development often suffers
from various market failures—arising from challenges to economies of
scale, access to credit and information, and the inherent climate and mar-
ket volatility of agricultural production—public policies that support small
farmers seek to overcome these challenges (Dorward et al., 2004; Birner
& Resnick, 2010). Given this goal, agricultural policies have shifted con-
siderably in the post-2005 era compared to the heavy taxation of the sec-
tor in the 1970s and 1980s. Since then, and perhaps especially since the
Maputo Declaration of 2003, the discrimination against the agricultural
sector has decreased in favor of supporting the sector (Anderson, 2009;
Wiggins, 2018).

There are many areas in which the state can intervene in the agricultural
sector. These include policies on the ownership of production factors,
public spending on general public goods (health, information, etc.), agri-
cultural public spending, transfers from farmers (taxation), interventions
in the domestic market of agricultural products and factors, and interven-
tions in the international trade of agricultural products (Federico, 2005,
p. 187). Among these, the role of agricultural public spending may be of
particular importance. Such importance of agricultural spending is in line
with the importance that has been assigned to agricultural public spending
in previous agricultural transformations (Johnson et al., 2003; Wiggins,
2014; Mogues ct al., 2015) and the renewed emphasis on its centrality to
agricultural development in SSA, especially following the Maputo
Declaration of 2003 (Diao et al., 2008; AGRA, 2018; De Janvry &
Sadoulet, 2019). Agricultural public spending is also the main channel of
state involvement in agricultural development in Ethiopia. Indeed,
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agricultural public spending is one of the key policies for agricultural
development outlined in the government’s agricultural development-led
industrialization (ADLI) strategy (MOFED, 2002).

Public Spending on Economic and Agricultural Development

Historically, the theory and practice concerning the role of public spending
in development have fluctuated widely. Many nineteenth-century
economists viewed public spending as a vital instrument for economic
development. Fueled by the expanded military during the World Wars, the
New Deal-type welfare programs, the policy approach of Keynesianism,
and, somewhat later, the important role of public spending in East Asian
countries’ rapid industrialization, this remained a dominant theoretical
perspective until around the 1970s (Lee, 2007). However, the global eco-
nomic slowdown and rise of the Reagan—-Thatcher era challenged the
Keynesian theoretical support for public spending; the laissez-faire school,
arguing that public expenditure crowded out private investment, gained
ground (Little, 1982; Rodrik, 1999). In light of the general “lost decades”
in the wake of small public spending in the 1980s and 1990s, the theoreti-
cal position on public spending has softened, and there is a broader recog-
nition of the essential role public spending can play in complementing
private sector investments. More recent discussions have emphasized
states’ capability in executing effective public spending and have broad-
ened the theoretical understanding of public expenditure to include insti-
tutional and capacity aspects (Coady & Fan, 2008; Tijani et al., 2015).
This theoretical re-orientation away from the “small state” paradigm of
the 1980s is also reflected in practice, as Yu et al. (2015) find that public
spending increased significantly from 1980 to 2010 for the 147 countries
in their study.

The main theoretical rationale for public spending is two-fold, including
both efficiency considerations and equity considerations. According to the
efficiency consideration, the government is superior at providing public
goods, which private actors will underprovide. This, in turn, enhances
market efficiency and remedies market failures caused by public good
issues, risks, externalities, information asymmetries, regulation and coor-
dination issues, and other factors (Myles, 1995; Hindriks & Myles, 2006;
Coady & Fan, 2008; Mogues et al., 2015). Accordingly, this school of
thought argues that public spending on public goods usually pays off,
while public spending on private goods usually does not. Second, the
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equity rationale concerns the distribution of goods and services in terms
of'its effect on the welfare of the poorest segments of the population and
on the gap between the best- and worst-off segments of the society
(Mogues et al., 2015).

The efficiency and equity rationales are also central to the theoretical
discussion of agricultural public spending in particular. Although agricul-
ture is a largely private activity, its success is conditioned by public goods
such as human capacity, infrastructure, and R&Dj as such, the efficiency
consideration is theoretically applicable (Tijani et al., 2015; Mellor, 2017).
The equity rationale is also frequently evoked in the discussion on agricul-
tural public spending, as the agricultural sector is often home to the most
impoverished segments of a population.

Taken together, the efficiency and equity rationales for public spending
suggest a rather optimistic view of what governments can achieve via pub-
lic spending. These theoretical notions position governments as “benevo-
lent social spenders” that act benevolently and efficiently. However, a large
political economy literature suggests that this view must be tempered, as
government officials act in accordance with other incentives and con-
straints rather than purely economic ones (e.g., those provided by citizens,
voters, government officials, and lobby groups) (Mogues et al., 2015).

The previous research on the relationship between agricultural public
spending and economic development has not established a causal connec-
tion (Easterly & Rebelo, 1993; Milbourne et al., 2003; Mogues, 2011),
but instead suggests that this relationship depends on the spending’s func-
tional type. The main types of agricultural public spending are (1) spend-
ing allocated toward increased agricultural productivity, such as irrigation,
rural infrastructure, agricultural R&D, or extension (farmer education to
disseminate modern practices and inputs) and (2) supportive functions for
the agricultural sector such as rural safety nets and input subsidies. These
spending types can have very different effects on the agricultural sector.
Overall, the large body of evidence on the allocation of agricultural public
spending suggests that investing in both physical and human public goods
can have positive effects on agricultural growth. Investment in private
goods seems to have a more limited effect on growth, although it may
contribute to rural welfare (for useful summaries, see Mogues et al.,
2012, 2015).

While increased agricultural productivity is a cornerstone of the
agriculture-for-development perspective, most observers recognize that
not all farmers can “grow themselves out of poverty” (World Bank, 2007).
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For farmers in marginal areas (in terms of market access or agro-ecological
conditions), stimulating the agricultural sector may not spur poverty
reduction. Moreover, some studies find that increased commercialization
is not linked to improvements in food security (Andersson Djurfeldt,
2017). As such, spending on safety nets and cash transfers may be a better
use of rural and agricultural public spending, than only spending on agri-
cultural productivity enhancement (Masters et al., 2013). Such social pro-
tection may increase multiplier effects and encourage local food
consumption in the rural economy (Wiggins et al., 2018). However, while
the link between increased agricultural productivity and poverty reduction
is not direct in all contexts, virtually all instances of mass poverty reduction
in modern history have been ignited by increased productivity among
small farms (Lipton, 2005).

As a concluding remark in the discussion of the role of the state in
agricultural development, this book operates under the assumption that
the state matters—and it matters what a government does or does not do.
This is reflective of a Hirschmanian view of development: development is
the result of what actors in a country do and the results of these actions
(Hirschman, 1971; Cramer et al., 2020). While we should acknowledge
the weight of history, choices about development must be made in the
present, and governments are one important actor making such choices.
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